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Export credit in 2022:
Adapt, innovate,
accelerate, and repeat
By Michal Ron, Berne Union President and Chief International Officer, SACE.

It continues to be a turbulent and
unpredictable period: for the global
economy, for trade and for each of us
individually, in so many aspects of our daily
lives.
Compared to one year ago, we have
regained some ‘nuggets of normalcy’. Just a
couple of months ago, the Berne Union
successfully held its first in-person meeting
since 2019 – one of the first physical
meetings for the export finance industry this
side of the pandemic. It was different to past
meetings, certainly. Strange and exciting, but
at the same time hugely familiar.
However, some things will remain forever
changed. COVID-19, despite its dreadful
effects, has indeed been an evident trigger
for transformation and innovation that will
continue to shape the future of our industry.
The digitalisation of the working
processes has been an imperative for quite
some time, but the practical consequence of
operating during global lockdowns has been
to take this firmly over the line, from
aspiration to reality.
The supporting role of credit insurers to
assist companies in tackling the effects of
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economic shocks has
been increasing since
the beginning of the
new millennium, in
particular after the
global financial crisis
of 2008. Indeed,
domestic support
programmes – for
working capital and
Michal Ron
internationalisation –
that some ECAs began to offer several years
ago found invaluable application during the
height of the pandemic providing liquidity to
squeezed corporate finance.
The necessity to decarbonise our
activities in order to mitigate the impact of
the production system on the environment is
an issue that, even if more hesitantly, had
been discussed several years before the
pandemic crisis. Now it is at the centre of the
international debate.
The health crisis required our industry to
react promptly and significantly. Yet it is not
only the mode, but also the underlying
nature of our business which we should
continuously adapt and innovate. And,

Compared to one year ago, we have regained some
‘nuggets of normalcy’. Just a couple of months ago,
the Berne Union successfully held its first in-person
meeting since 2019 – one of the first physical
meetings for the export finance industry this side
of the pandemic.
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Berne Union Annual General Meeting 2021.

strategies that have recently emerged.
Accelerating digitalisation means full
inclusion of digital tools in our daily business,
particularly in relation to data management.
This implies increasing investments in cyber
security, data collection and data analytics.
To this end, developing a data driven culture
in our companies will be crucial for the future
of export credit.
Accelerating and enhancing support to
companies facing difficulties in periods of
crisis means providing them with adequate
tools to constantly adapt to emerging risks
and required changes: whether that be
getting access to liquidity or transforming
their business to more sustainable models.
The sustainable transition and the
implementation of policies aimed at
mitigating climate change are now
undoubtedly the most important and urgent
challenges we all – as human beings living on
this planet – have to face. I believe that
climate change is where we need to

INTRODUCTION

under intense pressure, we did it!
This is precisely what we have seen during
the last two years, for example in the form of
new or enhanced products with a focus on
protecting cash flow, new policy approaches
at a global level (for example, the Debt
Service Suspension Initiative (DSSI)), new
schemes for sharing risk and thus assisting
short term trade to maintain vital capacity, or
initiatives aimed at reducing the impact of
our business on the environment.
Beyond the specific actions, what is
remarkable is the speed with which our
industry was able to adapt and innovate both
tools and implementation.
We are in a period where the fundamental
nature of trade, finance, industrial and
economic strategy is under stress. That is
why after adapting to the new reality and
innovating our way of doing business in
order to better meet current challenges, we
are now required to accelerate the
implementation of programmes and
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accelerate faster, as the stakes are extremely
high and time is very limited.
Any real change must begin with
recognising the importance of the challenge.
The high visibility of climate issues helps all
of us to make the case in our respective
institutions and among our various
stakeholders that we must invest in further
resources here. But the drawback to this is
that with everything ‘green’ now so in vogue,
there is a real danger that we neglect the
heart of the challenge in favour of the
headlines.
Export credit insurers – and ECAs in
particular – can play a fundamental role in
the climate transition. But as ECAs – having
a specific public mandate – we are required
to strike a delicate balance between our main
goal – export support – and the climate
imperatives which we all acknowledge. This
is really not easy, although there are
exemplary approaches already within our
industry which target reducing carbon
emissions, incentivising green industry, and
developing methodologies for evaluating our
portfolios to assist ourselves and our clients
in better managing the transition.
At the Berne Union, climate has been a
central topic of our information sharing and
outreach work for some time. In 2022, our
new Working Group on Climate will further
focus our efforts. Working jointly with
partners from outside export credit
insurance, our goal is to identify practical
examples of best practices and tools that can
be shared and adapted by all institutions for
their own unique purposes.
As an industry, we have weathered a
difficult period with resilience, and
contributed greatly to the stability of
individual businesses, national economies,
and international trade.
We have proven to be vital and resilient
institutions. While the shocks of the
pandemic are surely not over yet, and other
challenges arise eternally, we will continue to
ride the waves, filling our sails to hasten the
course while maintaining stability.

Valuable lessons learned
from previous crises have
contributed to the
successful response of our
industry to the present
one. This time too, with
mandates stretched and
innovation tapped, we will
no doubt emerge
stronger, equipped with
new skills and experience
which we can apply to
future challenges.

The Berne Union aims to contribute to
the acceleration phase, offering its spaces,
platforms and professional knowledge to
improve the multilateral dialogue.
Our objective is to connect individuals,
institutions and ideas, and facilitate
collaboration and exchange of information.
Our Yearbook supports this, bringing
together leading voices from within and
outside our industry, and presenting views on
key themes of the day, from climate, to
specific geographical areas of focus such as
Africa, to digitalisation.
Valuable lessons learned from previous
crises have contributed to the successful
response of our industry to the present one.
This time too, with mandates stretched and
innovation tapped, we will no doubt emerge
stronger, equipped with new skills and
experience which we can apply to future
challenges.
These challenges are never far away. But
they will not find us unprepared. The lesson
is clear: adapt, innovate, accelerate, and
then…repeat. n

While the shocks of the pandemic are surely not over
yet, and other challenges arise eternally, we will
continue to ride the waves, filling our sails to hasten
the course while maintaining stability.
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The Berne Union:
Who’s Who in 2021/22
The Berne Union is led by the President, Vice President and Management Committee. The
Management Committee meet at least four times per year to discuss the strategic direction of
the association and provide guidance on operational issues.
The day to day business of the Berne Union is managed by a professional Secretariat, based in
London, under the leadership of the Secretary General, Vinco David.
The Management Committee consists of:
n President

n Vice President

n 4 Committee Chairs

n 13 Member Organisations

The 13 Member Organisations are held as institutional positions. These are held by the two
largest member organisations from each of the Short Term, Medium/Long Term and Investment
Committees. The remaining seven members are put forward from among all four Committees on
a voluntary, rotating, basis. All elected and rotating positions are held for a period of two years.

Management Committee 2021/22
President:
Michal Ron (SACE)
Vice President:
Christina Westholm-Schröder
(SOVEREIGN)
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Institutional Members:
n CREDENDO
n ECI
n EH GERMANY
n EKF
n EXIAR

Short Term Committee Chair:
Julian Hudson (CHUBB)

n EXIM HU

ECA Committee Chair:
Isabel Galdiz (US EXIM)

n KSURE

MLT Committee Chair:
Dominique Meessen (CREDENDO)

n MIGA

Prague Club Committee Chair:
Josef Jirkal (EGAP)

n SINOSURE

n FINNVERA

n LIBERTY

n PwC

n TURK EXIMBANK
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PRESIDENT
Michal Ron
SACE Italy | Chief International Officer
With extensive experience in
structured finance and
export credit, Michal is the
Chief International Officer of
SACE, holding responsibility
for the Group’s International
Relations, Overseas Network
and Political Credit Recovery.
She manages SACE’s active participation
within the OECD and the EU, as well as the
relationship with the peer group. Over the
past 10 years, she has steered the expansion
of SACE’s overseas network, supervising
international underwriting generated by the
12 offices abroad. Her responsibilities also
include all activities related to the Paris Club
and other political recoveries.
From 2017 to September 2020 Michal
served as the first Secretary General of the
International Working Group (IWG). She is
currently the Vice Chairman of the Board of
Directors of the African Trade Insurance
Agency (ATI).
Prior to working at SACE, she spent 10
years at Mediocredito Centrale (Head of Oil,
Gas and Petrochemicals, Structured Finance)
and seven years with HSBC. With a Business
Studies, Risk Management and Finance BSc
Honours degree from City University
Business School (London, renamed CAAS),
Michal has worked in investment banking in
several European countries and has been
invited to speak in numerous conferences
worldwide.
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Elected Officials
VICE PRESIDENT
Christina Westholm-Schröder
Sovereign Bermuda | Senior Vice President &
Chief Underwriter
Christina WestholmSchroder is Sovereign’s Chief
Underwriter and Senior Vice
President, with more than 30
years of experience in the
political risk insurance
industry. She is responsible
for all aspects of Sovereign's transactional
underwriting. Christina also leads Sovereign’s
successful cooperation with multilaterals and
ECAs.
Prior to joining Sovereign, she was a
senior officer at the Multilateral Investment
Guarantee Agency (MIGA) in Washington,
DC. She joined MIGA as one of the first
employees and worked in several managerial
capacities before assuming the role as Head
of Reinsurance. In her earlier career, she
worked as a financial analyst and as a broker
in Sweden and at Bank of America in New
York. Christina has been active in the Berne
Union representing Sovereign for a number
of years.
She has served on the BU’s Management
Committee since 2014, and previously held
the positions as Chair of the Investment
Committee and, before that, Chair of the
Technical Panel. She has further served on
various working groups, including the Data
and Outreach Task Forces. In addition to her
BU activities, Christina is also an Alternate
Director on the Board of ATI (the African
Trade Insurance Agency).
Christina has a degree in international
business from Stockholm School of
Economics and Business Administration and
an MBA in finance from New York University.
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ST COMMITTEE CHAIR
Julian Hudson
CHUBB United Kingdom | Global Head of
Trade Credit
Julian has 24 years’
experience in political risk
and credit insurance. He
commenced his career as an
underwriter with Trade
Indemnity (now Euler Group)
in London before moving to
Asia in 1999 to assume a regional broking
role with Jardine Lloyd Thompson in both
Singapore and Hong Kong.
Julian relocated to Singapore in January
2007 where he joined ACE (now Chubb) as
the Regional Manager for Political Risk &
Credit business and established the Asia
practice. In July 2014, he moved back to
London in the capacity of Chief Development
Officer, Political Risk & Credit within Chubb
Global Markets where, in addition to day-today underwriting responsibilities, he was
involved with the promotion of new political
risk and credit insurance products, the
establishment of new overseas offices and
capabilities, and the provision of solutions for
multi-national companies. In November 2015,
he was made Global Head of Trade Credit.
Julian’s experience ranges from short term
trade transactions to medium term specialty
credit through to sovereign and sub-sovereign
non-payment risk, and protecting debt and
equity flows into a variety of projects.
ECA COMMITTEE CHAIR
Isabel Galdiz
US EXIM United States | Vice President,
International Relations Division
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A leading expert on export
credit policy matters, Isabel
manages US EXIM
international engagements
across a spectrum of
institutions, including OECD,
Berne Union, G7/G12/G20
and, the International Working Group on
export financing. Isabel joined the ExportImport Bank of the United States in 1992 and
has in the intervening years supported or
represented the bank in negotiations and
international engagement on a broad range
of export credit topics including energy
finance, content, anti-corruption, data,
outreach and environmental issues.
She is one of the primary authors of US
EXIM Competitiveness Report to Congress, a
chief publication on export credit

competitiveness and in 2011, she co-authored
a contribution for the OECD publication
entitled ‘Smart Rules for Fair Trade: 50 years
of Export Credits’. At the Berne Union Isabel
has contributed to a range of efforts,
including Management Committee
Restructuring, Prague Club integration, Data
Task Force and the Outreach Task Force.
Isabel earned her Bachelor of Arts degree
in International Relations from la Universidad
Nacional de Rosario, Argentina in 1991. In 1997,
she earned a Master of Arts in International
Finance and Transactions from the School of
Public Policy, George Mason University
MLT COMMITTEE CHAIR
Dominique Meessen
CREDENDO Belgium | Head of Reinsurance
Dominique spent 25 years in
Credendo ECA’s
Underwriting and Account
Management department
where he occupied different
positions, including
management roles.
In September 2018, Dominique joined
Credendo’s Reinsurance department He is
currently Head of Reinsurance and responsible
for both Outward and Inward reinsurance
activities in Credendo. Dominique has
extensive experience in Credit and Political
Risk insurance from an ECA perspective but
also from a private player perspective thanks
to Credendo market activities.
He has attended Berne Union meetings for
around 15 years. He was Chair of the
Technical Panel Meeting of the Investment
Insurance Committee in 2007 and 2008.
Before joining Credendo, Dominique briefly
worked in a business law firm in Brussels.
Dominique holds a Master’s Degree in Law
(LL.M.) from the Université Catholique de
Louvain (Belgium).
PC COMMITTEE CHAIR
Josef Jirkal
EGAP Czech Republic| Director International
Relations Department
Josef has been the Director
of the International Relations
Department at EGAP since
2015. He is the head of the
delegation representing the
Czech Republic in the EU
and the OECD and generally
manages EGAP's international relations,
including Berne Union affairs.
Before joining EGAP, Josef held various
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ST COMMITTEE VICE CHAIR
Sunil Joshi
ECGC India | Executive Director
Sunil joined ECGC in 1988
and over the past 32 years
has had comprehensive
experience in both the short
term and medium- and long
term business of ECGC.
He has led client
interaction teams on the ground and has also
spearheaded design and development of
product, policy, and procedures of both its
short term and medium and long term
business. He has worked extensively in claims
arising from export credit insurance cover
extended to banks, which also constitutes
the largest segment of ECGC’s short term
business.
As head of the International Relations
Department he has handled ECGC’s
interactions at bilateral and multilateral
forums. He has been a panellist at several
international conferences and has published
articles on international trade and credit
insurance. Sunil holds a Master’s Degree in
Physics.

ECA COMMITTEE VICE CHAIR
Yuichiro Akita
NEXI Japan| General Manager, Planning and
Policy Department
Yuichiro Akita is NEXI’s
General Manager, Planning
and Policy Department, and
oversees all aspects of
NEXI’s business, and has
extensive experience in the
banking sector and in export
credit. Prior to joining NEXI, he worked for
MUFG for seven years in corporate finance
and cross-border project finance at the bank.
Since he joined NEXI in 2003, he has been
appointed to lead underwriting teams, in
sectors such as infrastructure, aircraft, power
and mining for over 10 years.
He has also had various managerial
experiences in corporate planning divisions
covering strategic planning and international

relations. He has served as a negotiator in
the matter of the OECD and has engaged in
governmental policy coordination during his
secondment to the Cabinet Secretariat of the
Government of Japan.
Through his career at NEXI, he has actively
developed NEXI’s international relations,
through the expansion of reinsurance
business with ECAs, promotion of regional
cooperation in the Asia and Pacific region by
hosting BU RCG CEO meeting in Tokyo and
bilateral meetings, and strengthening of
relationships with African multilateral
agencies.
He holds an MBA from Manchester
Business School, a MSc in Development
Finance from SOAS, University of London,
and an LLB from Hokkaido University. He is a
member of the Japan Society for
International Development.
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positions in the areas of external and
international relations. He has experience as
a Chair of the Council Working Group during
his diplomatic service for the Czech Republic
at the Permanent Representation to the EU.

MLT COMMITTEE VICE CHAIR
Andrew Underwood
AXA XL | Chief Underwriting Officer –
Specialty, UK and Lloyd’s
Andrew Underwood is Chief
Underwriting Officer,
Speciality Insurance, UK and
Lloyds at AXA XL. Before
joining AXA XL, Andrew was
a partner at Hiscox, holding
progressively more senior
roles in London and New York. He has 30
years’ experience in specialty insurance and
reinsurance, namely political risk, trade credit
and bond, crisis management, cyber, media
and entertainment, and mergers &
acquisitions.
He is ACII qualified, a past Chair of the
Lloyd’s Market Association Political Risks,
Credit and Financial Contingencies Panel and
the current chair of the International
Underwriting Association Political Risk
Insurance Committee. He is also a regular
speaker at industry conferences and is a
passionate contributor on regulatory
matters, particularly those affecting Insurers
and Financial Institutions. He first began
working with the Berne Union in 2008.
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PC COMMITTEE VICE CHAIR
Silvia Gavorníková
EXIMBANKA SR Slovakia | Head of
International Relations
Silvia has been working for
EXIMBANKA SR for over 20
years and during this time
she has gained
comprehensive experience
on various positions in the
field of export credit finance
and insurance. In 2014 she became the Head
of International Relations Department and
also been elected as a Chairman of the
OECD Working Party on Export Credits and
Guarantees.
In 2019 she was elected as a co-chair of
the Outreach Task Force of the Berne Union
and this appointment was concluded in
October 2021, when she was elected as the
Vice Chair of the Prague Club.

Secretariat
SECRETARY GENERAL
Vinco David
Overall leadership of the Secretariat
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Vinco David was appointed
Berne Union Secretary
General in March 2017. Prior
to this, he has served as a
Management Committee
Member and as the Chair of
the Investment Insurance
Committee. A Dutch national, he has over 30
years’ experience in various aspects of credit
and investment insurance, including more
than 20 with leading international credit
insurer Atradius, in diverse management
roles across strategy, product development,
economic research, project finance,
marketing, underwriting and claims.
Before joining the Berne Union as
Secretary General, Vinco David served as a
Management Team Member of Atradius
Dutch State Business, the Export Credit
Agency of the Netherlands. Prior to this he
has held positions at the Berne Union
Secretariat and the Netherlands Ministry of
Finance. He holds an MA in political science
and international relations and a BA in
economics and Italian language and literature
from the Free Reformed University of
Amsterdam.

ASSOCIATE DIRECTOR
Laszlo Varnai
Coordination of the MLT Committee
Laszlo joined the Secretariat
in June 2015, to advise it on
legal matters and to support
the Committees (primarily
the ST Committee) and
Specialist Meetings. Since
April 2017, Laszlo has been
supporting the MLT Committee and the data
development project..
He gained focused experience in policy
analysis as he worked for EXIM Hungary for
more than five years, leading the ECA’s
international relations (OECD, EU and Berne
Union) and ensuring compliance with WTO,
OECD and EU regulations, as well as
international sanctions.
Laszlo graduated in law from Peter
Pazmany University, holds a DipHE in Law of
England and Wales and the European Union
from the University of Cambridge, and a
diploma of economic diplomacy from the
Károli Gáspár University in Hungary.

ASSOCIATE DIRECTOR
Paul Heaney
Strategic Communications and
Stakeholder Engagement
Paul has over a decade of
experience working on all
aspects of strategic
communications, media, PR
and stakeholder
engagement within
international finance. He
oversees Berne Union research and
publications and leads outreach to external
stakeholders as well as the working group on
climate finance.
Prior to joining the BU, Paul managed a
portfolio of conferences on international
finance and institutional investment at
Informa, one of the world’s largest media,
events and publications companies.
He holds an MA from King’s College
London and a BA from Trinity College Dublin.
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Nicole joined the Secretariat
in July 2016 and is
responsible for all meeting
and office logistics. In this
role she works closely with
Berne Union member hosts
and external suppliers,
coordinating preparation for General and
Specialist Meetings across the world. She
also manages office operations, finance and
accounts and is the first port of call for all
member support and assistance.
Nicole has a degree from Roehampton
University and has spent six years working in
Tanzania on various charity and not for profit
projects as well as gaining corporate
experience working as the assistant to the
CEO of East Africa’s largest company.
ASSOCIATE DIRECTOR
Eve Hall
Coordination of the Prague Club Committee
Eve joined the Berne Union
Secretariat team in October
2017 with responsibility for
managing the Prague Club
Committee, a dedicated
forum for credit insurance
companies from new and
emerging markets. She has nearly 20 years
of experience in corporate finance, business
development and investor relations. Eve held
several positions at various GE media
businesses in New York, Hong Kong and
London. More recently, she delivered
management consulting projects for both
young and mature organisations.
Eve holds an MBA in Finance from Bentley
Graduate School of Business in
Massachusetts, US.
ST COMMITTEE MANAGER
Artūrs Karlsons
Coordination of the ST Committee
Arturs has over 10 years of
experience in the field of
export credit insurance,
mainly with a focus on short
term business.
Originally from Latvia, he
previously led the export
credit insurance/guarantee division of the
Latvian ECA, ALTUM. Prior to this he worked
at the Ministry of Economics of Latvia with

the WTO and export promotion matters and
was a project lead for the launch of the
export guarantee programme provided by
the Latvian ECA.
He holds degrees in Finance and Political
Science from BA School of Business and
Finance and the University of Latvia
respectively. Currently Arturs is studying for
a degree in Data Science and Computing
from the University of London.

INTRODUCTION

EVENT LOGISTICS AND OFFICE MANAGER
Nicole Cherry
Logistics, Business Administration and
Member Support

ECONOMIC RESEARCH ANALYST
Jonathan Skovbro Steenberg
Research and Economic Analysis
Jonathan joined the
Secretariat in November
2020 with the primary
responsibility to produce
research-based industry
output for members and
other stakeholders.
He has previously worked as an Economist
for the Danish Resolution Authority for
financial institutions as well as holding
student positions in the Ministry of Finance in
Denmark and the Trade Council in the Danish
Embassy in Malaysia.
Jonathan holds a BA and an MA in
Economics from the University of
Copenhagen, while also having attended
LSE, Peking University, KU Leuven and Nova
School of Business and Finance through his
studies
COMMITTEE MANAGER
Didem Bayseferogullari
Coordination of the ECA Committee
Didem joined the Berne
Union Secretariat in March
2021 with the primary
responsibility for managing
the ECA Committee. She has
four years of experience
mainly in Buyer Credits
under both sovereign and bank guarantee,
having previously worked as a Specialist in
Turk Eximbank.
Didem holds a BA in Economics from
Istanbul University and an MSc in Information
Technologies from Sabanci University. She
also attended a one year Erasmus Exchange
programme in the Department of Economics
at the Universidad de Valencia.
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The Berne Union’s committees are the fundamental organisational structures through which
Members join and participate in the activities of the association. They are also the primary
structure for coordinating interaction and information exchange between Members (including
in relation to business data).

INTRODUCTION

Berne Union Committees

There are four committees. Two relating to product lines for ST and MLT insurance, and two
relating to distinct business areas: official ECAs, and emerging credit insurers.

ST: Short Term Committee
The Short Term (ST) Committee engages on
all matters relating to short term export
credit insurance: For instance, insurance of
cross-border credit and political risks with a
prepayment term of 12 months or less.
Participants include public and private
insurers.
The ST Committee is led by the Chair
Julian Hudson (CHUBB) and Vice Chair Sunil
Joshi (ECGC India) with the support of
Arturs Karlsons at the Secretariat.

MLT: Medium/Long-Term Committee
The Medium/Long Term (MLT) committee
engages on all matters relating to MLT
export credit, political risk (PRI) and
investment insurance. This includes
insurance cover for exports with repayment
terms greater than 12 months against
commercial and political risks, and foreign
investments (debt and equity) against
political risk.
Participants include public and private
insurers.
The MLT Committee is led by the Chair
Dominique Meessen (CREDENDO Belgium)
and Vice Chair Andrew Underwood (AXA
XL) with the support of Laszlo Varnai at the
Secretariat.

ECA: Export Credit Agency
Committee
The Export Credit Agency (ECA) committee
engages on all matters relating to national
export credit support provided by official
ECAs, including business strategy, policy,
international cooperation and all other
matters falling under ECAs’ mandates.
Participation is limited to institutions
holding mandates from their governments
for credit insurance activities in support of
national exports.
The ECA Committee is led by the Chair
Isabel Galdiz (US EXIM United States) and
Vice Chair Yuichiro Akita (NEXI Japan).

PC: Prague Club Committee
The Prague Club (PC) committee addresses
the particular issues faced by smaller scale
or newly established members of the
international export credit and investment
insurance community, who often have a local
or regional market focus.
It provides Members with information and
education resources and assists nascent
export credit organisations with sourcing
technical support as they proceed through
their establishment and development stage.
Participants include a diverse mix of
mainly public agencies as well as newly
establishing ECAs.
The PC Committee is led by the Chair
Josef Jirkal (EGAP Czech Republic) and Vice
Chair Silvia Gavorníková (EXIMBANKA SR
Slovak Republic) with the support of Eve Hall
at the Secretariat.
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ECA Committee
Retrospective
By Robert Suter, Head of International Relations & Business Policy, SERV and
Irene Gambelli, Senior Advisor, International Relations, SACE.

The key role of ECAs in the global
economic recovery

20

When we began our term as Chair and Vice
Chair of the ECA Committee of the Berne
Union two years ago, we could have never
expected what happened only a couple of
months later – the outbreak of the COVID-19
pandemic and its massive impact on global
business and trade, as well as on every other
aspect of our lives. However, what seemed to
be the perfect storm did not quite
materialise, and so far, the effects of the
crisis have been relatively contained. This
was also thanks to the immediate and joint
action of public and private market players,
including Export Credit Agencies (ECAs). As
our official mandate at the Berne Union
came to a close in October this year, we have
dedicated some time to look back at this
very challenging but also stimulating period
and to draw some conclusions.
A first positive aspect that we observed
during our term is that ECAs were able to
significantly raise their profile in the course
of the crisis. In addition to their historical
stabilising role in international trade, many of
our members were activated by their
respective governments to implement a wide
array of measures to support businesses and
economies, not only in relation to exports
but also at the domestic level. To counter any
potential liquidity shortages, governments
have especially relied on state guarantees
covering bank loans granted to companies
impacted by the pandemic, such as SMEs
and larger corporates in certain key sectors.
Numerous governments mandated ECAs
to manage such state guarantee
programmes. This entailed, for example, the
enhancement/launch of working capital
support products and other forms of
domestic guarantees, which registered a
sharp increase in terms of volumes especially
in 2020 (totalling $74 billion, up 47%

compared to 2019)
and are now getting
back to more normal
levels ($25 billion in H1
2021), as some of
these extraordinary
measures are being
phased out.
The new role
assigned to ECAs has
Robert Suter
also translated into a
number of
reorganisations in the
recent past. Some of
our members have
merged (or are
planning to merge)
with other national
institutions that have a
similar mission to
support the economy
– albeit with a different
Irene Gambelli
set of policy goals or
instruments – thus creating a ‘one-stop shop’
for clients. This is aimed not only at taking
advantage of potential synergies, but also at
enabling ECAs to provide broader services
than just strictly export finance support – a
trend that may also continue in the future.
In addition, ECAs confirmed their key
stabilising role with respect to their core and
more traditional activity, namely export
credit and investment insurance, reacting
very rapidly to contain the effects of the
crisis. The immediate actions that were taken
included increased risk appetite and
exposure limits, availability to reinsure the
private market, payment deferrals, deadline
extensions, shorter claims waiting periods –
to name but a few. These steps were
fundamental to give market players the
necessary comfort and predictability to
finalise not only small-sized transactions but
also larger medium-long term (MLT) deals
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New Commitments reported by ECA
Committee members
(by business lines, $ billion)
129

122

31

25

Other and Aid

7
12

Domestic Support

16

40

42

7

Other Cross Border
Support
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that had been put on hold during the first
months of the crisis. This was particularly
relevant for hard hit sectors, such as
transportation, where we have started to see
new business this year mainly thanks to
ECAs’ proactiveness in restructuring
outstanding debt, limiting potential losses,
and ensuring some long term prospects for
the borrowers.
The increase in the export credit support
provided by ECA Committee members
during the first half of 2021, despite the
considerable vulnerabilities that still persist in
the global economic and trade environment,
is proof of the resilience of our industry. It is
also worthwhile to highlight that ECAs are
becoming increasingly proactive on
international markets, closely cooperating
with banks and enhancing their presence
abroad in order to get closer to potential
buyers and to bring new projects back home.
It is an interesting development which will
benefit both the projects looking for
financing and the exporters but, at the same
time, may also increase competition among
ECAs in the future, which is generally not
something that we are used to seeing.
The development of claims has received
special attention among Berne Union
members following the COVID-19 pandemic.
Debt relief schemes and COVID stimulus
packages have seemingly changed the
originally expected dynamics of claims.
While there was a considerable and
continuous increase in claims paid due to
political risks over the past two semesters,
commercial risk claims have already started
to decrease again in 2021 after a peak in the
second half of 2020. For the time being,
claims payments remain mostly concentrated
in transportation and energy, as well as in

Investment Insurance
MLT Export Credit
ST Export Credit

34

35

2020-H1

2021-H1

Source: Berne Union

some highly indebted countries. However,
the involvement of ECAs in the Debt Service
Suspension Initiative (DSSI) within the Paris
Club allowed many developing countries to
temporarily suspend some of their due
payments to institutional creditors, which
helped to avoid major defaults. Naturally, this
also lowered the volume of recoveries from
political risk claims, which were subdued in
H1 2021.
While over 50% of ECA Committee
members registered an increase in claims
paid compared to the first half of 2020,
about one fifth of them saw a decline in the
H1 2021 and many described the level as
being unchanged, meaning that no overall
trend in claims in line with original
expectations has yet emerged. However, it is
important to note that many obligors are in
financial distress due to the crisis and that
claims paid may still increase following the

Trend in Arrears and Claims Paid by ECA Committee members ($ millions)
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phasing out of national public support
schemes.
As we hopefully transition away from the
pandemic, there is another major challenge
to tackle for the global economy and the
export finance community – the energy
transition. The next years will be critical in
the fight against climate change as reaching
the emissions reduction targets for 2030 and
2050 requires immediate action. Several
virtual meetings and extensive surveys have
been conducted within the ECA Committee
of the Berne Union on this topic, and the
latest rounds of discussions highlighted that

The increase in the export
credit support provided by
the ECA Committee
members during the first
half of 2021, despite the
considerable vulnerabilities
that still persist in the
global economic and trade
environment, is proof of
the resilience of our
industry.
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not every country has an equally
straightforward path to decarbonisation or
can count on a national industrial base
already active in green sectors. As a
consequence, ECA strategies on climate
finance still vary significantly in terms of
objectives and status of implementation.
Furthermore, some ECAs received a
specific mandate from their government to
play an active role in the green transition,
while others acted autonomously when
introducing climate-related measures. The
majority of our members are introducing
bans on coal and fossil fuel transactions and
are gradually developing new instruments
and incentives for climate-friendly projects to
increase their contribution to climate goals.
However, as also highlighted by the
outcomes of the recent COP26, the clean
energy transition is not a sprint but a
marathon, and it is important to keep in mind
the long term goal and to focus on actual
results and not just announcements. A lot of
work will need to be done at all levels –
policy makers, ECAs, DFIs, MLAs, and
commercial lenders.

In this regard, one of the main
achievements under our mandate has been
to broaden and deepen the interactions
between the ECA Committee of the Berne
Union and the ICC Export Finance
Committee, which serves as a representative
global platform for medium and long term
export finance banks. Moving from a
restricted working group to a wider
institutional platform gave us the possibility
to ensure that all of our respective members
can take part in important discussions on
climate finance, bank regulation and business
trends. As banks remain the most important
partners for ECAs in providing export finance,
such an ongoing dialogue is essential to bring
together all the instruments available and to
try to work from there to find innovative
solutions aimed at fostering the transition to
a more sustainable global economy.
In conclusion, perhaps the most important
takeaway from our experience as Berne
Union Officials was that whenever you make
plans you must already be prepared to revise
them, and quickly adapt to the everchanging environment. This was particularly
true in the case of our two year mandate, as
the pandemic forced us to switch to the
virtual world and find new ways to exchange
ideas and information among our members.
The ECA Committee of the Berne Union is a
unique forum that brings together ECAs
from all over the world, both OECD and nonOECD countries. Such a diverse community
is not only built around business but, most
importantly, around relationships, which are
essential to create an environment of trust
where ECAs can have an open dialogue and
share information, expertise and solve
problems together, in a spirit of
collaboration. Now that we are finally back to
physical meetings, we are proud to look back
and see that we all succeeded in keeping our
community together during these difficult
times, paving the way for an even closer
collaboration in view of the very important
challenges our industry will face in the
coming years. n.
Endnote: The ECA Committee

The ECA Committee of the Berne Union is currently
composed of 33 ECAs worldwide, namely (in
alphabetical order): ASHRA, ATRADIUS DSB,
BANCOMEXT, BPIFRANCE, CESCE, COSEC,
CREDENDO, ECGC, ECIC SA, EDC, EXPORT FINANCE
AUSTRALIA, EGAP, EULER HERMES GOVERNMENT,
EKF, EKN, EKSFIN, EXIAR, EXIM HU, EXIMBANKA SR,
FINNVERA, K-SURE, KUKE, NEXI, ODL, OEKB, SACE,
SERV, SID BANKA, SINOSURE, TEBC, TURK
EXIMBANK, UKEF, US EXIMBANK.
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What do Isabel Galdiz, US EXIM, and Yuichiro Akita, NEXI, the ECA
Committee Chair and Vice Chair, ‘foresee’ as driving ECA Committee
agendas over the next two years? “The answer is simple: We ‘foresee’
4Cs – COVID, CONTENT, CREDIT and CLIMATE.”

Introduction
Export aficionados turn to Export Credit
Agencies (ECAs) in a deteriorating risk
environment for their underwriting acumen
and cross-border expertise. As the leading
forum for export credit insurers, the Berne
Union fosters information exchanges that
help unlock answers to some of the toughest
questions facing the global export finance
market. The ECA community has been a
champion of export and trade growth and a
bedrock for domestic prosperity and global
economic stability. In today’s dynamic
environment, how can ECAs meet the global
imperatives? The ECA Committee Chairs
have identified risk clusters they foresee
exploring these next two years, the 4Cs:
COVID, CONTENT, CREDIT and CLIMATE.
The Chairs share their perspectives on
ECA roles and an outline for stewardship of
the Berne Union ECA Committee over their
2021-2023 term.

Context
The Berne Union has long-facilitated
collaboration among ECAs and across
private credit insurers and multilateral
members. During the past decade, the Berne
Union continuously improved – practically
doubling its membership, modernising its
governance structure, and expanding its data
reporting efforts. The result was a more
representative industry association, inclusive
management team, and increasingly accurate
and granular data set.
Of relevance to the ECA Committee
members were the increasingly insightful
data trends reports, and a more organised
and fulsome knowledge sharing effort that
the previous ECA Committee Chairs very
diligently produced. ECAs also value

PERSPECTIVES

Incoming ECA Committee
perspectives: The 4Cs

engagement with
outside parties.
Presentations from
ICC Bankers and
fruitful outreach
efforts within the
Capacity Sharing
Marketplace afforded
ECAs the opportunity
to better understand
Isabel Galdiz
the differing
mandates, practices
and experiences of
their direct lending
and development
bank counterparts.
Against this
backdrop of real gains
– in terms of data
collection, knowledge
sharing and outreach –
the ECA Committee
Yuichiro Akita
Chairs will undertake
targeted exchanges around four key risk
clusters – COVID, CONTENT, CREDIT and
CLIMATE. The goal is to deliver effective risk
management strategies for ECAs to
empower them to meet their mandated
targets in each of these areas.

Background
ECA accomplishments are sometimes
overshadowed by their prominent
countercyclical role during global financial
crises. Last decade, ECAs were instrumental
in stabilising trade and export credit business
during the Global Financial Crisis. While it is
true that ECAs are countercyclical, their
presence and due diligence also offers a ‘halo
effect’ that reassures commercial financiers,
exporters and borrowers of a transaction’s
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creditworthiness and lawfulness. But that’s
not all.
ECAs are pioneers. ECAs venture into new
markets, take new risks and develop sound
models. ECAs are not just tools national
governments use to bolster economic
growth through exports, ECAs develop tools.
Historically, ECAs facilitated global
privatisation of public utilities in emerging
markets, ECAs propagated comprehensive
non-recourse project finance flexibilities,
ECAs established a cross border risk premia
system. ECAs developed complex
securitisation, asset-backed and capital
markets structures. ECAs also propped up
small and medium-sized companies
domestically and helped them access global
trade and export markets. Reflecting on
these many achievements, ECA Committee
members look to their toolboxes with an eye
on future successes.

Two-year plan: Foresee the 4Cs
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As Chair and Vice Chair of the ECA
Committee over the next two years, we
embarked on a Listening Tour to better
understand exactly what members expected
and – more importantly – needed from the
ECA Committee. Although we are still
processing the thoughtful and varied ECA
Member contributions, we have already
clustered their feedback around four key risk
clusters, the 4Cs: COVID, CONTENT, CREDIT
and CLIMATE. Broadly speaking, we plan to
weave those themes into each of the four
meeting agendas over the next two years in
a way that helps ECA members address risks
they face in each of these 4Cs and questions
they are facing. Some examples include:
l With COVID in the rear view mirror, how
can ECAs assess the effectiveness of their
COVID crisis measures to ensure
preparedness for the next crisis?
l How can ECAs identify national content in
services exports?
l Where is the edge of the ECA credit risk
appetite? Can ECAs further crowd in
private capital and include institutional
and impact investors currently flush with
cash and looking for returns?
l How can we cover new risks and emerging
climate change mitigation technologies
that need our support? How can we
protect the value that ECAs bring while
collaborating with new partners, such as
DFIs, to meet the climate imperatives?
Here is a glimpse of what we hope to
achieve:

COVID
ECAs have been on the front lines during the
COVID pandemic. Although we all hope the
‘endemic’ is near, we need to work with the
impact that the COVID pandemic has had on
trade and export finance for coming years as
the global recovery has not been as swift as
anticipated. The uneven and inconsistent
progress has prolonged the economic strains
and cross border trade has stymied.
As business resumes and government
support continues to fall away, ECAs will
need to weigh any extension of ECA COVID
measures against returning private insurer
and commercial lender capabilities. Moreover,
some governments may expect ECAs to
review the financial results of their efforts
and determine what worked well. As ECAs
plan their response to the next crisis by
examining the effectiveness of the measures
they took in response to COVID, they may
adjust current underwriting due diligence to
address the new financial circumstances that
COVID has imposed on otherwise
creditworthy borrowers. In addition, some
governments may also review and expand
the ECA’s operational flexibilities, such as the
introduction of digitalised services. The ECA
Committee will serve as a rich platform for
information exchanges among members on
practical trade and export credit measures to
blow wind into the sails of the global
economic recovery.

CONTENT
One distinguishing policy imperative of an
ECA is its support for domestic content and
exports. ECA efforts to champion national
exports have augmented certain risks that
COVID economic stress exacerbated.
Specifically, national export support can leave
ECA balance sheets vulnerable to
concentration risks. ECAs must support their
export industries while managing
concentration risks. Conversely, pressure on
global supply chains during COVID triggered
reconsideration and reallocation of some
manufacturing capability. ECAs face clients
seeking to diversify supply chains globally.
Additionally, services exports garner everincreasing support from ECAs. How can ECAs
navigate the risks arising from a changing
export landscape in a way that encourages
domestic economic benefits that go beyond
measurable employment? The ECA
Committee will engage outside experts to
discuss strategies to manage risks resulting
from the domestic benefit focus of ECAs.
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CREDIT

CLIMATE
Practically every ECA Committee member
has identified climate as a high priority. The
pace, scale, and scope of ECA climate policy
development will depend, in part, on the
actions that ECAs take in the post-COP26
world to align with their government’s
climate policy. Calls for harmonisation of
ECA climate policies and standardised
metrics may collide with ECA-specific
mandates determined by government
policies, and the calls for a just transition
whose parameters have not yet come into
focus. Nevertheless, ECAs must identify
concrete metrics to help track their efforts to
contribute to climate change mitigation.
ECAs are looking to the ECA Committee to
provide practical measures that support the
policy imperatives, such as examining the
impact of climate risk on transaction-level
credit risk analysis and determining how to
take those risks into account qualitatively
and/or quantitatively.

Next steps

PERSPECTIVES

The ECA cross border underwriting and riskbased pricing models have attracted positive
returns to ECAs. Today, in a deteriorating risk
environment, ECAs are challenged by their
need to take greater risks while continuing to
break even (or fiscal pressure to generate
profit). New risks – including technology and
reputational risks – need to be assessed and
prudent mitigants identified to ensure deals
get done. Equity support schemes, for
example, and asset backed structures could
improve the creditworthiness of marginal
buyers while they challenge ECAs to weigh
competing interests between debt and
equity support. As ECAs redefine the edge
of their risk appetite, the ECA Committee
discussions can explore new and emerging
credit risk elements.
Although collaborative work on pricing
issues is difficult given the dearth of medium
and long-term market pricing data in
emerging markets and for specific borrower
types, today, the risk pricing issue is
increasingly of interest to the ECA
Committee as new kinds of risks surface
amid the deteriorating credit risk landscape
that COVID has imposed, ECAs must now
address new risks – including reputational
and technology risks. The ECA Committee
will build on its common history of working
together on pricing issues and sharing
relevant information to support each other’s
efforts to address today’s risks.

In tandem, ECAs are expected to adopt
carbon accounting methods to manage the
carbon footprint of their activities, portfolio
climate change stress testing, transition
policies and promotion measures. Exchanges
with private insurers and commercial lenders
will help anchor ECA policy in reality, an
achievement that has long characterised the
ECA value to its shareholders and
stakeholders.

The role of ECAs have been evolving so the
ECA Committee must also evolve. The Berne
Union is not the place to establish export
credit policies or international rules. ECA
Committee members respect differences
among ECAs and maintain open and
comfortable exchanges.
The modality of work must continue to
yield substantive content of use to members.
To that end, the ECA Committee Chairs
envision hybrid interactions involving a
combination of online webinars targeting
specific technical issues, virtual exchanges
that allow for ECA Committee-wide
participation and in-person meetings to
ensure that personal networking and
interaction can continue when it is safe to do
so.
Additionally, it is important for the ECA
Committee to be active in terms of multilayered communication among young
professionals, experts, and executives. We
would like to encourage the ECA Committee
members to engage in the committee
activities, participate in webinars and
meetings, ask questions and volunteer. The
‘wide-open-door’ policy that the ECA
Committee Chairs adopted is an invitation to
ECA Committee members to share views
and concerns so we can better serve you.

Conclusion
Although members of the ECA Committee
are diverse in their mandates and
institutional arrangements, cross-fertilisation
of ECA best practices through open
discussions can empower ECAs to achieve
their goals in the four key areas that
members flagged as priorities during the
Listening Tour. Your new Chair and Vice Chair
of the ECA Committee hope to add value by
capitalising on export credit expertise to
bring value to the ECA Community in these
four critical issue areas. We look forward to
enacting this plan together with you over the
next two years. n
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Perspectives from the
ST Committee
By Sunil Joshi, ST Committee Vice Chair and Executive Director, ECGC India

The global financial system suffered a major
jolt due to the COVID-19 pandemic in 2020.
Since the banking system and the credit
industry and, in turn, the trade credit
insurance industry is tightly intertwined with
the financial world, these sectors felt the
tremors too. Although the pandemic was not
solely a financial crisis, the domino effect was
felt across the length and breadth of
societies around the globe. Along with the
credit and liquidity crisis, the supply chain
disruption due to local, as well as global,
lockdowns was the major factor to impact
the export industry. However, we appear to
have moved forward cautiously and the
business figures have also shown an upward
trend.
As per data published by the Berne Union,
the export credit insurance industry for short
term (ST) showed an increase in the first half
of 2021 when compared to the same period
of 2020. Growth has been seen both in terms
of commitment outstanding as well as new
business in the first half of 2021. The driving
force was the increased demand for buyer
covers under policy and also heightened risk
awareness among customers.
The total commitment outstanding of all
members grew by 6.6% during H1 2021 while
new business also grew by 6.5% during the
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same period. Further,
a growth of almost 9%
was also observed in
the utilised credit
limits by the ECAs.
This upward trend
indicates the positive
outlook of the trade
credit insurance
business under the ST
Sunil Joshi
sector.
The challenges for the export credit
insurance industry are far from over. Firstly,
the pandemic keeps coming in clusters and
keeps affecting the economic recovery, albeit
on a smaller scale. Therefore, we do not have
the time to bat an eyelid and take a step
back to devise a concrete strategy. Another
aspect relates to the climate change we are
dealing with. ECAs need to have good
foresight over their customers and how their
business practices are affecting the climate
and, in turn, the overall economy. Because, in
the end, we as human beings will suffer and
not the banks, trade bodies or our products.
The container crisis and freight movement
is one of the biggest concerns and the
biggest risks that may arise in the ST
business. The movement and the turnaround
rate of the containers were comparatively

The global financial system suffered a major jolt due to
the COVID-19 pandemic in 2020. Since the banking
system and the credit industry and, in turn, the trade
credit insurance industry is tightly intertwined with the
financial world, these sectors felt the tremors too.
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The challenges for the
export credit insurance
industry are far from over.
Firstly, the pandemic
keeps coming in clusters
and keeps affecting the
economic recovery, albeit
on a smaller scale.
Therefore, we do not have
the time to bat an eyelid
and take a step back to
devise a concrete
strategy.
majority of ships had started their journey
from Asia, mostly China, and were loaded
with perishable food items, consumer goods,
gadgets, clothes, toys, machine parts and
inputs for manufacturing plants. The ports on
the east coast such as New York and New
Jersey are also facing congestion along with
many European ports such as Rotterdam and
Felixstowe. This crisis, witnessed across all

the major port cities of the world, will lead to
higher costs to buyers. This will have
repercussions on the world economy and
may lead to inflationary pressures.
The biggest factors that are expected to
move the industry next year could be:
1. As the tumultuous phase caused by the
pandemic starts to settle down, we
expect the domestic industry to grow
volume-wise and not just cost-wise. This
means that the aggregate demand,
supported by the stimulus measures
initiated by various governments, will
increase, which will reflect in the
increased supply by exporters and hence
an increase in cross-border trade.
2. The supply chain bottlenecks that arose
due to stringent lockdowns all across the
globe will ease out gradually and may
lead to enhanced volume in cross-border
trade which will be reflected in increased
volume of ST credit insurance.
3. The upturn in global economic activity in
the first half of 2021 led to merchandise
trade moving beyond the pre-pandemic
peak. Considering this revival,
policymakers are hopeful for a better
2022 in terms of trade and thus, the
credit insurance market.
As a result of heightened uncertainties and
global shutdown amid the pandemic, there
was an increase in claims received by ECAs.
This trend continued for almost a year and a
half but is expected to phase down in the
next year.
We expect the claim experience to
be benign which may lead to better
solvency levels of ECAs. The impact on
the market should be offset by increasing
insurance demand and widespread economic
recovery. n
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more efficient during pre-COVID times
considering their critical role in the supply
chain management across the regions of the
world. The pandemic has changed all this
and there may not be a respite for the next
year or so. Recently, a lot of container ships
experienced a long waiting period to enter
the neighbouring ports of Long Beach and
Los Angeles on the west coast of the US. The

As a result of heightened uncertainties and global
shutdown amid the pandemic, there was an increase in
claims received by ECAs. This trend continued for
almost a year and a half but is expected to phase down
in the next year.
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ST Committee
Chair Interview
With Julian Hudson, ST Committee Chair and Global Head of Trade
Credit, CHUBB

What are your biggest concerns and
risks facing members in the short term
business area?
Stagflation: With inflation rising and
economies at a standstill, stagflation could
have a negative impact on the market
making refinancing and insolvencies more
likely.
Insolvencies: During the pandemic we
saw governments pour money into their local
economies to protect the most vulnerable
sectors, companies and employees. This has
prevented the expected onslaught of
insolvencies and many companies have
managed to navigate this crisis with limited
impact on them and their suppliers, at least
from an insolvency perspective. However, as
those programmes come to an end, it
remains to be seen whether companies will
be able to stay afloat or if we will see a rise in
insolvencies.
Refinancing risk: There are concerns that
a potential lack of refinancing for some debt
laden companies will lead to them defaulting
on their scheduled payments in the next year
or two. For many that will mean that credit
insurers may be less favourable towards
short term risks.
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What are the biggest factors that will likely
move the industry in the next year?
Commitment to the trade credit market:
Chubb has been in the trade credit space for
over 20 years, and while the market is as
dynamic with as much depth of coverage as
we’ve ever had, capacity may become an
issue for companies if some markets choose
to restrict cover.
Improving underwriting efficiency
through technology: With underwriting in
trade credit still very much requiring manual
input for most in the market, the investment
in digitalisation and AI to support and
improve the efficiency of underwriting
decisions will become a key competitive
advantage.

This year marks 20
years since the
Political Risk and
Credit team was set
up, what’s your view
on how the market
has evolved in that
time?
One thing that has
never changed is how
Julian Hudson
exciting this market is
to be in. The dynamics shift from year to
year, one crisis is no guide to future crises.
You never get bored trying to navigate
through this. We have supported tens of
billions of dollars of trade and investments
globally. When the team was set up, it was a
very different market – you had only about
20 carriers writing very vanilla Political Risk
and Credit products. Fast forward to today,
we have around 64 private participants alone
writing a much broader offering of product
that is support by a real depth of capacity.
The market has demonstrated durability
whether it be through the financial crisis or
COVID-19 more recently.
Chubb (formally as ACE) has been
underwriting these products for 35 years.
When we started this operation we
combined the Political Risk business from
Lloyd’s Syndicate 2488 with a Trade Credit
business acquired through the purchase of
Cigna. This was our foundation and from
there we have now built a business that
operates in 10 locations globally covering the
traditional as well as emerging trade and
investment flows. Given our experience,
Chubb has an institutional understanding of
this product line and always remains
constant in its underwriting capabilities and
support offered to clients. Our team is
spread out all over the world and wherever
you access them you get the same
consistency of approach, claims service and
extensive knowledge of local markets. n
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By Dominique Meessen, MLT Committee Chair and Head of
Reinsurance, CREDENDO and Andrew Underwood, MLT Committee
Vice Chair and Chief Underwriting Officer – Specialty, UK and
Lloyd’s, AXA XL.

The first full year for the new MLT Committee
was 2021 (stemming from the previous
Investment Insurance Committee), where
ECAs, MLAs and private insurers focus now
on both MLT Credit Business and PRI
Business. Looking at the period we have
been recently living through and doing
business in, this Committee has proved a
very interesting place as it has allowed its
members to share and exchange very
complementary data and experiences. And
this in turn gives us a rather comprehensive
view of the evolution of MLT business overall.

Taking a high level perspective, what
are the key takeaways of 2021?
This was not yet the year of underwritten
MLT business picking up. Rather, it was a
transition year between the very challenging
2020 and the year 2022 where we will,
hopefully, experience MLT and PRI business
getting back on a growth path. The first
signs of growth’s return seem to be there
and this applies to several sectors that are
usual consumers of MLT and PRI cover such
as infrastructure, energy and manufacturing.
In terms of world regions, Sub-Saharan
Africa, despite all the challenges it is
facing, remains the region with the most
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Perspectives from the
MLT Committee

stable growth.
This year, both MLT
and PRI went on
feeling the
consequences of a
very slow pace of
transaction closing
and investment
implementing. Supply
chain issues also
Dominique Meessen
increased the
difficulties for many
MLT insurers’ clients
for doing business.
On the claims side,
in a rather unexpected
way, most members
have experienced a
low level of claims
since the outbreak of
the COVID-19 crisis.
And actually, there are
Andrew Underwood
no material signs of a
claims crisis on the horizon. The winding
down during 2021 of state support schemes
that were put in place in many countries in
2020 may have an impact but it should
remain limited. In that respect, it is
interesting to note that the low rate of claims

This was not yet the year of underwritten MLT business
picking up. Rather, it was a transition year between the
very challenging 2020 and the year 2022 where we
will, hopefully, experience MLT and PRI business
getting back on a growth path.
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has also been experienced in regions of the
world with very limited state support.
There is one caveat though: uncertainty
has been growing around sovereign debt
sustainability, in particular in developing
countries. Also to be added to the list of
recent concerns, the significant discrepancies
across the world regarding vaccination
grades and economic recovery, the tighter
financial conditions at a global level, rising
inflation and high commodity prices as well
as social and geopolitical tensions in many
regions in the world. So, uncertainty, which is
actually one of the best arguments to sell

A key consideration for all
participants in the
electronic revolution will
be the continuous
development of data
standards, which describe
how data should be stored
or exchanged across
multiple platforms, and
we are sure we will see
more on that in 2022.
credit and political risk insurance, has not
disappeared, far from it.
Last but not least, climate change is
everywhere. It is in the evolution of our
clients’ business as well as in our own way of
underwriting transactions, projects and
investments, insuring and monitoring them.
Which ECA, MLA or private insurer does not
have by now some kind of climate change
policy or action plan? Whatever we call this
major change in doing business, it is there
and it seems to be there to stay.

The private market
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When we look more closely at the private
market, we can say the following. The private
market has been active in 2021. Many of the
risks and projects have a developmental
purpose and – pandemic or not – the need
for support remains. The partnership
between public and private insurers
continues to be strong, allowing private
insurers to diversify their portfolios and
access distribution that may not otherwise
be available, as well as public agencies, to
manage their portfolios – segmentally or
overall.

Capacity in the private market has seen a
slight increase to $3.3 billion for public
obligor non-payment risks and $3.2 billion for
investment insurance risks. Trade-related
private obligor capacity has also increased to
$2.4 billion, and non-trade related private
obligor capacity has reduced slightly to $1.7
billion. These figures represent the
theoretical aggregate capacity available from
private market insurers. The number of
private market insurers providing nonpayment insurance has remained largely
stable overall, and new entrants have
brought additional depth to the market.
Interestingly, the market has not seen a
material increase in claims activity – more
watchlist items perhaps, but this has not
translated into formal claims in a significant
way.
Not surprisingly, there continues to be a
lot of focus on renewable energy and
Environmental, Social and Governance (ESG)
aspects in the underwriting process. The
private market has long supported risks of
this nature but is now doing so more
prominently and better articulating its
proposition and appetite – and this is very
much aligned with the activity of its clients.
Several private market insurers have gone a
step further, making public their
commitments regarding climate change and
their strategy for their insurance and
investment portfolios.
The adoption of electronic trading has
also continued and there are several different
platforms actively used by private market
insurers, which fall mainly into three
categories: market-wide platforms (used
across multiple classes of insurance,
including property and casualty), proprietary
broker platforms and nonpayment/investment insurance industry
specific platforms. A key consideration for all
participants in the electronic revolution will
be the continuous development of data
standards, which describe how data should
be stored or exchanged across multiple
platforms, and we are sure we will see more
on that in 2022.
A final observation on clients. Many of the
clients of the private credit insurance market
have used the market for many years – for
some, decades. They are long term partners
and often work with both public and private
insurers. As the world begins to rebound
following the pandemic, it is a welcome
observation that the private market is also
seeing interest from new clients as well. n
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Perspectives from
the Prague Club
Committee
By Josef Jirkal, Committee Chair, and Director International Relations
Department, EGAP and Silvia Gavorníková, Vice Chair and Head of
International Relations, EXIMBANKA SR.

Pandemic year number two brought fresh
challenges for the members of the Prague
Club Committee. The continuation of the
crisis forced ECA businesses to adapt to a
significantly changed business environment.
This included navigating under conditions
such as growing public debt, higher inflation
levels, increasing fragility of economic
conditions, disruptions in the trade and
supply value chains as well as the
appearance of secondary insolvencies. As a
consequence, some countries and companies
are under huge pressure and are faced with
deteriorating ratings. Only a few may come
out of this messy period as winners. Here are
a few commentaries from various
geographies where Prague Club Members
operate, starting with our ‘home’/Central
European ECA perspectives.

View from the Czech Republic
Czech Republic is a small yet open economy
with strong business relations with its
neighbouring countries. Significant business
cooperation and ownership structures of the
companies within supply value chains is

especially strong with
Germany and Austria.
In 2020, the COVID-19
pandemic took a hit
on economic activity
across the board,
including trade and
insurance of export
finance. The quick EU
level response for
Josef Jirkal
temporary exception
of the Short Term
Communication on
export credits
insurance allowed
ECAs also to do
business in high
income countries,
lifting certain EU
restrictions for ECA
activities. In addition,
Silvia Gavorníková
the European
Commission initiated State Aid Temporary
Framework which opened new potential for
business activities. As per the new
Government Decree, EGAP entered this new

Czech Republic is a small yet open economy with
strong business relations with its neighbouring
countries. Significant business cooperation and
ownership structures of the companies within supply
value chains is especially strong with Germany
and Austria.

31

Berne Union 2021

business area. Decline in MLT and PRI
business activities was therefore partially
compensated by the volumes under the
temporary state aid scheme, with new
products being developed.
The 2021 vaccination rollout allowed for
gradual return to business activities in some
sectors. However, increasing fragility of
economies and business activities remained
due to missing deliveries of components
(often chips), increasing cost and price of
materials, and also increased volatility in the
energy markets. Despite these developments
we may also see positive influence of ECA
activities either in temporary state aid
schemes or in standard export credit
business where ECAs play an anticyclical
role. It is noticeable as the banks did not stop
their funding of business activities related
with trade and export finance and therefore
the credit crunch of 2009 was avoided.
As for EGAP, 2021 also brought the
following developments:
We are able to work as a team even under
epidemic conditions, for instance, working
from home-offices and communicating with
our clients using IT tools for virtual
conferences.
Being distant from each other and our
clients and counterparts expedited our move
towards higher digitalisation of both internal
procedures and processes and creating an
online client portal. The client portal, a major
IT innovation at EGAP, serves as a digital
platform feature for several products and
services: pricing simulator, preliminary
assessment of counterparties, application for
insurance cover or claim management.
Another phase of digitalisation to come is
to make our internal procedures paperless.
EGAP reached a partial automation of
document workflows. The first step towards
automation was done in risk management,
namely in retrieving and updating of external
data sources or in business where there is no
need to retype data of applications anymore.
After discussions with shareholders, EGAP
innovated its internal rules and modernised
its national content criteria which had been
rather conservative. While it is considered a
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temporary measure and will be assessed
after the end of 2022, there is a three-tier
system in place:
l Small transactions of up to CZK100 million
(approximately $4.65 million) have no
Czech content requirement
l Medium size transactions have a minimum
30% requirement for Czech deliveries.
l All transactions above CZK500 million
(approximately $23.25 million) have to
fulfil the condition of 50% goods or
services being of Czech origin
We expect this flexibility to assist business
development as the nature of Czech
economy is also changing from being a
major provider of sub-deliveries to higher
and higher levels in the value chain. Czech
companies invest actively abroad, and such
internationalisation efforts need to be
reflected adequately. Finally, it complements
the current changes in the OECD
Arrangement rules bringing more local cost
flexibility.

View from the Slovak Republic
The pandemic brought unprecedented
challenges for the Slovak economy as well as
for the only direct instrument of the state for
support of export – EXIMBANKA SR. Despite
considerable numbers of exporters finding
themselves in a difficult situation due to the
global economic downturn, we continued
doing our best to mitigate its adverse effects
on their business. With first records of a
decrease in income or revenues, suspension
of performance or cancellation of business
contracts we proceeded to allowing deferred
payments.
The Slovak economy is considered small in
terms of size and also open, with exports
contributing to a more than 85% share of
GDP generation. In 2020, the number of
SMEs experiencing losses was increased by
14.5%, with their sales down by 6.5% and
profits by 19.4% compared to 2019 figures
(Source: FinStat.sk). In this respect,
EXIMBANKA SR was mandated by the
government to implement multiple state aid
schemes to support the maintenance of
operations and employment of SMEs by

Similarly to EGAP, relaxation of regulatory restrictions
at the EU level had enabled us to insure short term
export credits with maturity up to two years to EU and
OECD countries with state cover.
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Familiar themes in New Zealand
Chris Chapman, Manager, New Zealand
Export Credit Office (NZECO), has also been
focusing on assisting New Zealand exporters
recover and grow as global economies and
sectors bounce back from COVID-19.
“NZECO’s products have provided exporters
with the confidence to trade on credit terms,
and with additional finance to fund longer
supply chains and cashflow cycles.”
COVID-19 resulted in significant downturns
in sales for those businesses supplying the
aviation, tourism, and hospitality sectors. In
early 2021, as these sectors slowly began to
recover across many markets, New Zealand
businesses sought assurance that their old
and new buyers in these sectors remained
creditworthy, before providing credit terms.
“We have been promoting the benefits of
trade credit insurance to our exporters,
especially those businesses new to exporting
and those who cannot negotiate up-front
payments. First, we highlight the benefit of
an insurer’s due diligence on the financial
strength of their buyer which, if approved,
gives the exporter a reassurance that they’ve
selected their buyers well. Secondly, the

insurance protects and mitigates any losses
in the event a payment default arises in the
future. Finally, this insurance can give an
exporter the confidence to accept sales on
credit terms during these times of
heightened uncertainties.”
NZECO provides single-buyer, trade credit
insurance where the private insurers lack risk
capacity or appetite (often because the
exporter has few insurable buyers or
turnover). Over the last 12 months, NZECO
has insured buyers and banks in over 50
countries, and over half of its policies have
been via a “top-up” coinsurance programme
with commercial trade credit insurers. This
collaboration with the private sector enables
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providing them with working capital loans
and guarantees for loans extended by
commercial banks.
Similarly to EGAP, relaxation of regulatory
restrictions at the EU level had enabled us to
insure short term export credits with
maturity up to two years to EU and OECD
countries with state cover. With this measure,
we contributed to maintaining the insurance
capacity of the short term export credit
insurance market, as commercial insurance
providers started to reduce or cancel limits
on foreign buyers due to the pandemic.
Demand from exporters for this form of
support has been confirmed by more than
400 insurance limits underwritten to 26
countries, amounting to €120 million. By mid2021 the number of issued limits already
reached 815, amounting to €237 million.
With the aim to minimise the impacts of
the pandemic on Slovak exporters
EXIMBANKA SR introduced new ‘coinsurance’ scheme. Thus, Slovak exporters
could benefit from insurance provided by
their commercial insurance company and
EXIMBANKA SR at the same time, in order to
increase the amount of insurance cover. As a
result, EXIMBANKA SR has helped over 200
companies in total to overcome difficulties
caused by the pandemic.

NZECO forecasts demand
for its short term trade
credit insurance to
moderate, and for many of
the expiring trade credit
policies to be
underwritten by the
private sector, as their risk
appetite returns to pre
COVID-19 levels across
many sectors and markets.
exporters to obtain or maintain sufficient
credit insurance limits on their buyers.
NZECO forecasts demand for its short
term trade credit insurance to moderate, and
for many of the expiring trade credit policies
to be underwritten by the private sector, as
their risk appetite returns to pre COVID-19
levels across many sectors and markets.
However, with the insurance industry
forecasting increased insolvencies and
related claims over the coming year, NZECO
expects that insurers will maintain a cautious
approach to underwriting new business,
higher risk markets, and small single-risk
limits.
New Zealand exporters’ long distance to
their international markets have been
exacerbated during 2021 by shipping
constraints and increased costs, which have
extended supply chains and delivery times,
as well as constrained working capital and
profits. Smaller businesses which lack the
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scale to fill a shipping container are often
having their goods rescheduled for
subsequent shipments, which further delays
their delivery and payments.
NZECO’s loan guarantee to an exporter’s
bank is one solution to help a business
receive additional working capital to fund its
export recovery. “Last year, demand for our
loan guarantee was relatively low, due to
reduced sales opportunities, caution by
businesses to take on more debt where their
future revenue is uncertain, or other
government loan or grant support filling the
market finance gaps. However, we are now
seeing a rebound in demand for our loan
guarantee as government COVID-19
programmes expire, and recovering
exporters face working capital constraints
arising from longer supply chain and
cashflow cycles. We also expect an increase
in applications for our contract bond
guarantees to also support working capital
constraints as exporters secure new
international projects with bonding
requirements.
For the year ahead, we are focused on
improving and applying our range of services
and expertise to provide confidence and
resilience to exporters, and to support an
export-led recovery from COVID-19.”

Kazakhstan’s path to recovery
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Ayan Bektybayeva, Deputy Chairman of the
Board, KazakhExport, says: “Almost two
years have passed since the beginning of the
pandemic, all countries and economies of the
world were negatively influenced by the
epidemiological situation and have gone
through various stages of the crisis during
this period. The macroeconomic indicators of
Kazakhstan in 2020 had demonstrated
lessening of GDP, export and import
volumes, and retail trade due to quarantine
restrictions and logistic deterioration.
However, already in 2021, the economy has
begun to recover despite the epidemiological
restrictions. It is worth noting that the
recovery trend of macroeconomic indicators
is observed both in Kazakhstan and in the
main partner countries in the CIS (see table).
Adapting business to new realities and the
creation of effective strategies to overcome
the pandemic were of great importance for
the developing economy of Kazakhstan.
At the beginning of 2020, the Government
of the country launched a number of
mechanisms such as easing tax burdens,
preferential financing for business and

Looking back, it is
necessary to note that
such a negative
phenomenon as a
pandemic also had its
positive effect. Stress
entails positive changes
such as a more strategic
outlook, strengthening the
importance of considering
common interests.

subsidies for people who have suffered from
income loss. In the first half of 2021, the
construction sector remained the key driver
of growth, which was stimulated by
government programmes to expand the
housing stock.
In January-June 2021 industrial production
increased by 1.5% in comparison with the
same period of the year earlier. The growth
dynamics in the energy and water supply
sectors also reflects the recovery of business
activity in the country. According to the
forecast of the Eurasian Development Bank,
the GDP of Kazakhstan will increase by 4.0%
in 2021.
Financial institutions demonstrated a
proper reaction to the current situation and
have provided support to business entities.
Enterprise funding terms were promptly
adjusted to new realities. Financial
institutions of emerging markets have been
exposed to financial turbulence for the past
10 years. This experience gave rise to
effective measures to work with credit
portfolios in terms of uncertainty.
It is worth noting that KazakhExport is
actively working with banks, and its loan
insurance policy is equated to highly liquid
collateral. Loan insurance has shown quite
few claims and the frequency of payoffs has
not increased since the start of pandemic.
This pattern is mainly due to the adjustment
of investment loans terms to quarantine
limitations (delays in equipment delivery time
and its installation services). Most creditors
have provided restructuring in funding terms
in accordance with a new timeframe of
enterprise launch, which had not led to
default events.

Berne Union 2021

strategic planning to world standards.
Kazakhstan has risen from 65 to 59 in the
global ranking in achieving sustainable
development goals. Kazakhstan is actively
implementing sustainable development
standards at the national level.
Enterprises of the quasi-public sector are
very active in achieving sustainable
development goals.
KazakhExport is aware of its responsibility
in the face of society and declares its
commitment to integrate the goals of the UN
Sustainable Development Agenda. Moreover,
KazakhExport actively participates in the
implementation of measures to achieve the
Sustainable Development Goals, implements
the principles in its activities and encourages
its stakeholders to work in this direction.
We actively participate in international
discussions regarding the issues of
sustainable development. Our activity is
based on corporate values that enable us to
conduct our business in accordance with the
highest ethical standards and in the interests
of our stakeholders. In addition, we support
projects aimed to raise the socioeconomic
level, which have a positive environmental
impact.
Looking back, it is necessary to note that
such a negative phenomenon as a pandemic
also had its positive effect. Stress entails
positive changes such as a more strategic
outlook, strengthening the importance of
considering common interests. n
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Any crisis exposes weaknesses and, of
course, businesses had been facing various
difficulties. The pandemic has required
prompt decision making which has led to
business process improvement being much
faster than it had been planned before. In
particular, we are talking about automation,
cost-benefit analysis, long term planning of
demand and supply markets which have led
to positive effects for many enterprises.
Also, during this crisis, all traders had the
opportunity to check their business relations,
to see whether their partners are ready to be
flexible in an unpredictable situation based
on the positive experience of previous years.
Since Kazakhexport insures the exporters’
risks of non-payments from the buyer side,
we were preparing for growth of claims on
short term loans, which did not happen in
2020 or 2021. This positive fact is largely due
to adjustment of exporters’ relations with
their customers on the basis of long term
cooperation, which implies flexibility in the
settlement system while maintaining priority
sales markets.
Facing crisis moments often requires
adjusting not only tactics but also sometimes
development strategies. In this regard it is
important to take into account all the risks
and pay attention to the principles of
sustainable development.
Introduction of sustainable development
methodology and indicators presents an
opportunity for Kazakhstan to adapt

Table: Main macroeconomic indicators of Republic of Kazakhstan in 2021 (as
a percentage of the corresponding period of the previous year)
January-March

January-June

90.6

98.3

82.1

89.4

100.9

101.3

Capital investments

76.6

88.2

Freight carried (without pipeline transport)

90.5

114.4

Retail trade turnover

87.2

111.0

Industrial producers price index

122.5

118.6

Consumer price indices

110.3

110.8

Export to CIS countries

116.4

150.2

Export to other countries

73.8

57.9

Import from CIS countries

95.2

126.0

103.9

162.9

Gross domestic product
Industrial production
Agricultural production

Import from other countries
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Berne Union Data
in 2021:
Overview and Outlook
We present a summary of trends in Berne Union data for the first half
of 2021, combined with forward-looking insights from our Business
Confidence Index and member surveys. By Jonathan Skovbro
Steenberg, Economic Research Analyst, Berne Union and Paul Heaney,
Associate Director, Berne Union.

n New business in short term credit now
exceeds pre-pandemic levels, thanks
to strong merchandise trade and high
commodity prices, while delayed and
postponed project investment has kept
medium and long-term business
subdued
n The claims picture is mixed with
vulnerable sectors still feeding defaults
in medium and long-term business,
while overall insolvencies remain
historically low
n Domestic support is tapering following
the huge boost from ECA pandemic
support programmes, but remains a
growing area of business
n Looking into 2022: We expect a
gradual normalisation of claims in
short term credit, and signs of renewed
upward momentum in MLT business as
levels of FDI begin to creep back up
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Berne Union data for the first half of 2021
depicts a mixed and relatively subdued start
to the year, with only ST export credit seeing
a year-on-year increase in business – a 7 %
rise from the first half of 2020. Meanwhile,
other business lines – MLT export credit, PRI
and OCB support – saw a continuing yearon-year decrease during H1 2021, falling by
1%, 18% and 15%, respectively. This follows
double digits year-on-year decreases in new
business in H1 2020 during the peak of the
COVID-19 pandemic.

The overall picture
is a continuation of
the trends which
began emerging
towards the end of
2020, with short-term
business benefiting
from the quick
recovery in
merchandise trade
Jonathan Skovbro
following the initial
Steenberg
shock of widespread
lockdowns, while
delayed or cancelled
projects resulted in a
significant reduction in
medium and longterm business, which
is still well below prepandemic levels.
These observations
are in line with data
Paul Heaney
showing cross-border
greenfield investments and international
project finance have still not recovered from
the negative impact of the pandemic.
Domestic support, which saw a substantial
uptick during 2020 due to ECAs’ new
COVID-related mandates, saw a year-on-year
fall in H1 2021 (-14 %) as some COVID-related
schemes were phased-out. Despite this
tapering, domestic products remain a core
component of the toolbox of many ECAs
and the long-term trajectory tends towards
growth.
For ST export credit, Russia & CIS, Europe
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indeed are so concentrated here that if we
disregard this sector, overall claims paid
would have remained flat. This is a reminder
both of the uneven impact of the pandemic,
and the observation that not all claims paid
are attributable to COVID alone, but in many
cases related to other structural issues.
Certainly, we can conclude that the expected
widespread wave of COVID claims has still
not come to pass.
In geographic terms, claims paid were still
mainly centred in Europe and Latin America
& Caribbean.
Looking at the latter half of 2021, the
Berne Union’s Business Confidence Index
(BCI) – our forward-looking gauge of market
sentiment – suggests that demand will
continue to rise for both short term and
medium/long term business with short term
business being buoyed by a high level of
merchandise trade as well as rising
commodity prices while medium/long term
business is supported by a slow reemergence of larger projects and gradual
uptick in foreign direct investments.
Indications of emerging claims situations
in the third quarter of 2021 combined with
the gradual phase-out of government
economic support, add credence to insurers’
expectations of higher claims paid towards
the end of 2021. However, taken in the
context of an unusually low base level, this
may very well manifest as a gradual
normalisation towards pre-pandemic levels
of claims.
With this background context, the BCI
indicates that underwriters will continue to
increase their risk appetite in the second half
of 2021 to accommodate the continued
economic recovery while exercising caution
with respect to emerging risks from supply
chains disruption, inflation, phaseout of
support and indeed the further development
of the pandemic. n

The BCI indicates that underwriters will continue
to increase their risk appetite in the second half of
2021 to accommodate the continued economic
recovery while exercising caution with respect to
emerging risks from supply chains disruption, inflation,
phaseout of support and indeed the further
development of the pandemic.
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and Sub-Saharan Africa saw the largest yearon-year increase – 9%, 10% and 9%,
respectively – with public providers (ECAs
and Multilaterals) the main driver of these.
Overall, public providers have reported
increased commitments in all regions, and
exposure at end-June 2021 was above prepandemic levels in every region. Private
insurers are also reporting increased
commitments in Europe and Russia & CIS
taking these regions back above prepandemic levels.
For the medium/long term business lines –
MLT export credit, PRI and OCB support –
Latin America & Caribbean and North
America saw the largest increases in new
business in H1 2021 – 28% and 14%,
respectively – with North America notably
being one of the few regions which also saw
a rise in H1 2020. Meanwhile, Russia & CIS,
Sub-Saharan Africa and South Asia saw the
largest falls in new business (-55%, -29% and
-27%, respectively). Transportation continues
to be the largest sector for new
commitments, and in H1 2021 it accounts for
an even larger share of new business than
seen throughout 2020.
Claims paid in H1 2021 increased by 17%
compared to H1 2020 up to $3.2 billion total
for the half year period. The increase was due
almost entirely to longer tenor business lines
while claims relating to ST export credit
actually saw a 30% year-on-year decrease –
recording the lowest level seen since 2015.
Claims paid for domestic business doubled in
H1 2021 compared to the first half of 2020,
however, taking into account the large increase
in new commitments seen in 2020, the relative
increase was a more reasonable 25%.
MLT export credit business recorded both
the largest absolute volume – $2 billion – and
the largest year-on-year increase (+ 72%) in
claims paid overall. The vast majority of these
relate to the transportation sector and
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Berne Union Data Snapshot
Overview of Berne Union Data at 2H 2021
Business Lines: ST = Short Term Credit | MLT = Medium / Long-Term Credit | PRI = Political Risk Insurance | OCB = Other CrossBorder Credit | DS = Domestic Support (predominantly working capital and internationalisation)
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Short-Term (ST) Export Credit
ST Commitments by Provider type
USD billion

ST Commitments by Provider type & Region
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Medium/Long-Term (MLT) Export Credit
MLT New Commitments by Obligor
USD billion
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PRI New Business by Provider type
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Other Cross-Border Support (OCB)
OCB New Business by Provider type
USD billion
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-Term Commercial and Political risk
No quarterly change)

ECA and Multilaterals

Private insurers

Index (0-100, 50

PERSPECTIVES

Berne Union Business Confidence Index

Note: Full figures are current levels, scattered figures are expected levels. A score above 50 indicates a higher/increasing level compared to
the previous quarter, while a score below 50 indicates a lower/deteriorating level compared to the previous quarter.

-Term Commercial and Political risk
No quarterly change)

ECA and Multilaterals

Private insurers

Index (0-100, 50

Note: Full figures are current levels, scattered figures are expected levels. A score above 50 indicates a higher/increasing level compared to
the previous quarter, while a score below 50 indicates a lower/deteriorating level compared to the previous quarter.
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The world in 2022:
Geopolitical risks and
opportunities
The pandemic turned politics in many parts of the world upside down.
Next year will mark an important step back to normality, but COVID-19
retains the ability to change the course of countries, regions and
people, says Nick Redman, Editor in Chief and Director of Analysis,
Oxford Analytica.

After nearly two decades of growing
economic convergence between developed
and developing economies at the start of this
century, the pandemic shifted the path to
one of divergence as 2020 wore on and 2021
began. This pattern is likely to continue in
2022, not least because the richer world is
more advanced in vaccinating people against
COVID-19. That blanket statement masks
important differences among the richest
states: it matters greatly for the course of the
virus whether a country can vaccinate 85%
of its people, rather than 70% or 75%. Those
at the lower end of the range will find it more
difficult to strike a balance between easing
restrictions on individual freedom and
economic activity on one hand, and ensuring
their hospitals are not overwhelmed by
infected people on the other.
As northern states emerge from their
winter, further opening of economies will be
possible. The availability of booster jabs and
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anti-virals, to treat
those admitted to
hospital with COVID19, will mark a further
step on their route out
of the pandemic. Yet
that winter will pose
new strains for some
developed states, as
publics press for
Nick Redman
increased freedom of
movement and governments seek to press
the vaccine-hesitant and the vaccineopposed to either accept the jab or suffer
limits on their ability to work and move.
Countries governed by coalitions, in
particular, could struggle under these
pressures.
For the majority of states, beyond the
developed world, there is less reason to look
to mid-2022 as a point when the virus no
longer consumes all political attention. The

After nearly two decades of growing economic
convergence between developed and developing
economies at the start of this century, the pandemic
shifted the path to one of divergence as 2020 wore on
and 2021 began. This pattern is likely to continue in
2022, not least because the richer world is more
advanced in vaccinating people against COVID-19.
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Divergence in economic prospects
The divergence on vaccine progress between
developed and developing countries, and to
some extent within them, is mirrored by their
economic prospects. The US and some other
developed economies are recovering fast and
have already made up the ground lost during
the pandemic. Within a broader group of
develolped states, there has been a shift
from the consumption of personal services
to goods that will persist for some time. The
labour force is likely to be somewhat smaller
for years ahead, as an unprecedented
number of workers chose early retirement
during early lockdowns while others seem
reluctant ever to return to jobs they regard
as high-risk in light of the pandemic. The
weakening of the euro against the US dollar –
a consequence of Europe’s weaker recovery
and its less forward-leaning approach to
monetary tightening – will be a boon for EU
exporters, while dampening inflationary
pressure in the US.
While developed states will continue to be
buoyed by strong household savings, cheap
money and supportive fiscal policy, they will
nevertheless be subject to turbulence. In the
two decades before the pandemic, global
supply chains became sophisticated, lowmargin and highly vulnerable as companies
drove down costs, relying on just-in-time
models and sole suppliers. Very few
companies foresaw the risks that a pandemic
would pose. The loss of cheap, flexible labour
in logistics, the disruptions caused by factory
or port closures, and the loss of transport
capacity as passenger flights were cut back
and their empty holds were no longer

The divergence between
developed and developing
countries, and to some
extent within them, on
vaccine progress is
mirrored by their
economic prospects.
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World Health Organization target is for
states to have vaccinated 40% of their
population by the end of 2021 and 70% by
mid-2022. The IMF estimates that 73 states –
more than one-third of the global total – will
not hit the 40% target. As a consequence,
many developing states will continue to face
agonising trade-offs between lockdowns and
other restrictions to check the spread of the
virus, especially now the more transmissible
Delta variant dominates, and efforts to keep
economies open. Although it is true that
many states in the developing world have a
capacity constraint that will limit their ability
to roll out vaccines, the major impediment
remains a lack of access to vaccines. With
richer states tending towards booster shots,
availability will not increase as quickly as
many in the developing world might hope.

available for durable and perishable goods
(or because containers were stuck in the
wrong part of the world or were unaffordable
for exporters to move) point to a system of
supply chains that was agile and efficient but
fragile, and is now broken. Reconstructing it
will take time, and the process will be
hampered by governments, and companies,
far more interested in the security of supply
than they were prior to 2020. Some
reconstituted supply chains will be shorter,
thicker and have greater redundancy. The
main losers will be those most distant from
demand centres in North America, Western
Europe and East Asia.
The next year will see a marked
divergence in performance among
developing economies. Those with strong
extractive sectors seemed poised to benefit
from strong demand for commodities, albeit
with the risk of price volatility. Those reliant
on tourism will have a more difficult time,
and all will to varying extents be constrained
by the restrictions on movement required to
control COVID-19. China has started to
deleverage its property sector, and while this
will eventually put the country on a more
solid financial footing it will certainly result in
weaker GDP growth. The commodity-hungry
engine of the early 21st century world
economy will be less of a motor for global
growth next year than in the last two
decades.

Debt threat
A further threat looming over developing
economies concerns debt and access to
credit. The start of monetary tightening in
the US could cause an increase in borrowing
costs for emerging markets. Emergingmarket corporate borrowers could suffer as a
result. So too could low-income states, who
on average face debt-servicing costs equal
to 21% of budget revenue in 2022, compared
with the single-digit burdens they had in
2008. The deepest problems will be felt by
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those carrying significant levels of short term
debt, particularly if it is denominated in a
foreign currency. Rising US interest rates
could complicate the task of rolling over this
short term debt and also push up the cost of
servicing debt through local currency
depreciation. Some states facing these
threats could step away from full
convertibility and embrace capital controls.
Western states, benefitting from
anaesthetised debt markets, will face no such
challenges. Yet beyond 2022, this will
potentially store up troubles. Governments
that can easily service their debts, at a time
when investment needs are considerable,
have an incentive to borrow still more.
Further increases in the volume of sovereign
debt, at a time of unprecedently low real
interest rates, means the servicing burden
will be larger still when eventually rates do
rise.

The geopolitical dimension

in Congress. The impact of those
programmes is unlikely to be felt by the time
the November midterms come around. He
will hope that economic recovery and the
taming of COVID-19 will revive his fortunes
and so spare him the midterm Congressional
reverses that are common for a sitting
president. Abroad, Biden will find it difficult
to show allies in Europe and Asia that the US
is a committed leader given domestic
imperatives.
China also will be in election mode, in its
own way. The 20th Party Congress is likely to
mark the start of Xi Jinping’s third term in
office. Top-level appointments will
consolidate his power. In the run-up to the
congress, the authorities will be keener than
usual to maintain tight control and to crack
down on those threatening social stability or
seeming to challenge the Party’s control. The
policy course set out in 2021– a
determination to bring the country’s tech
giants to heel, to limit the ability of richer
citizens to cement their wealth and position
through private tutoring, and a cultural
crackdown on those who deviate from social
conservatism – will continue.
If these measures result in slower growth,
Xi will not care. His government will deploy
all the resources necessary to ensure that
troubles in the property sector do not blow
up the economy. He will take further steps to
develop a dual-circulation economy less
reliant on foreign inputs. Despite continued
sparring with the US, 2022 should not be a
year of crisis because of China’s domestic
agenda – provided that the authorities in
Taiwan do not provoke Beijing’s ire by taking
steps towards declaring independence.

China
How will all of this affect politics and
international relations globally? Leaders in
both the US and China, if given the choice,
would prefer to focus on domestic matters.
US President Joe Biden enters 2022 with low
approval ratings, with voters blaming his
government rather than the Fed for elevated
inflation. The quick, huge stimulus
programmes he desired were delayed and
thinned out by a handful of fellow Democrats

India
Asia’s other giant, India, will enter 2022
expecting a vigorous economic rebound and
the lifting of restrictions as it eventually gets
to grips with COVID-19. Prime Minister
Narendra Modi will be one of the few leaders
actively seeking trade deals and energy
partnerships around the world, though he
will worry that rising interest rates and oil
prices could trigger a capital outflow and

Inflation concerns
A more immediate concern is inflation.
Central banks in developed markets insist
that the elevated inflation seen in late-2021 is
a temporary phenomenon, and so they are
not rushing to tighten monetary policy. It is
notable that their counterparts in larger
economies such as Brazil, Russia and South
Korea have already started to tighten. If
rising consumer prices persist in the major
economies into the second half of 2022,
hurting consumers, then a mix of political
and public pressure might push one major
central bank to hike rates faster than
expected, unsettling markets.
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A more immediate concern is inflation. Central banks in
developed markets insist that the elevated inflation
seen in late-2021 is a temporary phenomenon, and so
they are not rushing to tighten monetary policy.
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Brazil
Brazil will spend much of 2022 in campaign
mode, with President Jair Bolsonaro aiming
to break legal restrictions on state finances
to keep millions of his citizens out of poverty
and his slim re-election prospects alive. His
inflation and COVID-19 mismanagement has
stripped him of all but his most ardent
supporters. He disappointed economic
liberals, big business, the military and those
who looked to him to root out corruption. His
predecessor, Luiz Inácio Lula da Silva, looks
certain to top the first-round presidential poll
and potentially to win it outright. Bolsonaro’s
hopes rest partly on centre-right parties not
coalescing around a single candidate.
Russia
Russia, by contrast, will not be troubled by
questions over who will be president.
Vladimir Putin has cleared away the
impediments that prevent him from
remaining in power after 2024, and the
politicking that accompanied uncertainty has
died down. Although Russia developed its
own COVID-19 vaccine early, it struggled to
persuade its people to take it and nonmedical interventions to curb the virus were
poorly coordinated. Unlike Iran, it refuses to
import foreign vaccines for those citizens
suspicious of the native jab. Consequently,
Russia’s authorities will grind their way
through the early months of 2022 amid high
COVID-19 case numbers and fatalities, as well
as popular dissatisfaction over high inflation.
Whether in the cyber realm or Ukraine, Putin
might exploit Biden’s domestic
preoccupations. The desire to prevent
Ukraine falling into NATO’s orbit remains as
strong as ever in Moscow. What has
weakened, perhaps, is the conviction that
Western punishment for military action
against Ukraine will extend beyond economic
sanctions.
Africa
Conflict will continue to blight East Africa,
with Ethiopia struggling to bring an end to
the fighting that began in Tigray but now
ranges well beyond it. Sudan’s political
transition has been derailed and will not
easily be set aright, while Kenya and Somalia
face elections in 2022 that seem certain to
threaten stability. Nigeria too will struggle to

arrest the trend of insecurity that has spread
from its northeast to its northwest, and the
challenge to central authority that has
emerged in the south.

Oil producing nations
Oil producers across the world will greet with
relief the prospect of higher prices, but not
all are well-placed to benefit. In the Gulf, the
Arab producers who have handled COVID-19
well will enjoy a revenue windfall and be wellplaced to meet from recovering demand.
Iran, by contrast, faces continued restrictions
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send the rupee tumbling, which would strain
Indian corporations who have borrowed in
foreign currency.

The pandemic turned
politics in many parts of
the world upside down.
Next year will mark an
important step back to
normality, but COVID-19
retains the ability to
change the course of
countries, regions and
people.

on its ability to sell oil and will face a difficult
choice as to whether to reach a deal with
Biden – knowing that it could be reversed in
little over two years – or to press on with
plans to build a resistance economy.
In Europe, governments will map out the
next stage of their plans for decarbonisation.
In Canada, with the election now behind him,
Prime Minister Justin Trudeau will make
efforts to curb the oil and gas industry. In
Mexico, by contrast, President Andres Manuel
Lopez Obrador will seek to entrench the role
of fossil fuels and to turn back the private
capital so sorely needed to achieve the
energy transition. Argentina will focus on an
IMF deal and Turkish President Recep Tayyip
Erdogan will prepare the ground for a titanic
election struggle in 2023.
The pandemic turned politics in many
parts of the world upside down. Next year
will mark an important step back to
normality, but COVID-19 retains the ability to
change the course of countries, regions and
people. n
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World trade growth:
Back to the new
normal?
John Lorié, Chief Economist at Atradius Credit Insurance, looks at the
risk outlook for 2022 for world trade growth. We may be back to the
new normal, but there remains a highly risky prospect for global trade.

Global trade growth had changed markedly
over the decade prior to the pandemic. Its
pace of growth declined significantly, from
5.8% per annum during 1970-2008 to 3.8%
during 2011-2019. This has been a worldwide
phenomenon, with the exception of Europe
and Central Asia. Goods trade growth took a
hit whereas services trade rose 1.5% faster on
average. Moreover, the link between global
trade growth and economic activity had
notably weakened. It has more than halved: a
change in GDP of 1% has led to a 1% change in
world trade during 2011-2019, down from 2.2%
during the three preceding decades. Therefore,
changes in GDP have less of an impact on
global trade growth. Global trade is on a much
slower track, suggesting a new normal.
Why is this? Several factors can be
identified.1
l First, the share of emerging economies in
global GDP has risen, with these countries
typically having more inward, and therefore
less trade intensive, economies.
l Second, the share of investment in GDP,
which is trade intensive relative to
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consumption, has
declined. A policy shift
away from investment
in China and declining
investment in
commodity-exporting
countries as a result of
weak commodity
prices are prominent
factors.
John Lorié
l Third, the expansion
of global value chains slowed. This is partly a
natural process as slicing production
processes is finite. It also reflects higher
labour costs in emerging economies, a
changed risk perception of companies
regarding natural disasters as well as
geopolitical risks and trade tensions.
l Fourth, the global trade climate has
worsened. The trade war between China and
the US highlights this. But it is much more
broadly based. During 2011-2019 tariff rates
hardly changed but nontariff barriers,
including regulatory measures like export
subsidies, licensing foreign direct investment

Global trade growth had changed markedly over the
decade prior to the pandemic. Its pace of growth
declined significantly, from 5.8% per annum during
1970-2008 to 3.8% during 2011-2019. This has been a
worldwide phenomenon, with the exception of Europe
and Central Asia.
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The pandemic that struck
the globe in early 2020
hit the economy due to
government intervention.
Restrictions aimed at
containing the pandemic
implied that part of the
supply side of the
economy, especially
services such as
hospitality, events and
travel, were closed.
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and clauses in public procurement have
increased.
Against this backdrop, the hit of the
pandemic to global trade was a bit of a
surprise. During the second quarter of 2020
merchandise trade collapsed by nearly 16%
year on year (with services hit much harder),
whereas GDP shrank 6.5%. After the initial
collapse of trade, the recovery was
unexpectedly strong as well. Global trade
finished the year down 6% with GDP only
3.5% lower. For 2021 we expect the recovery
in trade to continue at a strong rate of 1012%. GDP is to improve by only half that
percentage (5.7%). This suggests the new
normal we saw in the decade prior to the
pandemic is being put to the test by the
pandemic. Are we going back to a situation
where trade grows at double the rate of GDP
growth? To answer that question we need to
take a closer look at the underlying causes of
the current situation.
The pandemic that struck the globe in
early 2020 hit the economy due to
government intervention. Restrictions aimed
at containing the pandemic implied that part
of the supply side of the economy, especially
services such as hospitality, events and
travel, were closed. Manufacturing was also
shut down to curb the spread of COVID-19
among workers. Meanwhile, the economy
was supported by governments and central
banks, avoiding mass layoffs and insolvencies
of firms through furlough schemes or in

other cases providing direct support to firms.
In the case of the US, there was direct
income support and strong liquidity support
for firms. As a result, incomes were stabilised
and insolvencies of firms could often be
avoided. Then, with incomes sustained and
services largely closed, demand shifted to
goods such as cars, furniture and outdoor
gear in an unprecedented fashion. These
goods have a much higher trade intensity
than services. As a result trade, especially in
goods, has soared.2 Trade has soared to the
extent that bottlenecks on the supply side

World trade and GDP

Source: Macrobond
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have appeared such as shortages of
semiconductors and other inputs for
manufacturing. Costs for international
transport have also exploded. This has put a
ceiling on trade growth.
Our view is that these impediments to
trade will gradually disappear as the
pandemic fades, or becomes endemic, so
that restrictions are gone or no longer biting.
Demand will switch back to services,
providing relief for manufacturing.
Bottlenecks in goods trade will be eventually
be relieved as well, although they may linger
for a while, especially in transport. With
services recovering and being less trade
intensive than goods, trade growth will start
to revert to GDP growth. Indeed, the new
normal of trade growth reappears. Given the
forecast GDP growth, this translates into
trade growth of 5-6% for 2022 and 3-4% in
2023.
This view of the economic recovery and
accompanying trade growth is fraught with
risks.
l First, it is by no means sure that the
pandemic’s move to endemic will be as
smooth as expected. Current waves in a
number of European countries, where large
parts of the population are vaccinated,
highlight the uncertainty surrounding that
assumption. If more restrictions were
necessary, let alone lockdowns, that would
halt the readjustment process towards
services consumption and lower demand for
durable goods. Supply-side bottlenecks
would then not be dissolved and inflation
could no longer be considered temporary.
Central banks would have to start raising
interest rates prematurely, pushing up
financing costs for firms, restraining the
recovery. That would lead to the feared
stagflation environment, which means high
inflation and low GDP growth.
l Second, even if the pandemic retreats

according to plan, supply bottlenecks may
be not dissolved quickly to stem the rise of
inflation, setting a vicious price-wage spiral
into motion. Again, central banks would be
forced to intervene by tightening monetary
policy prematurely in view of the recovery.
Financing cost would increase and, again,
stagflation would occur.
l Third, even if the pandemic moves to
endemic smoothly and supply side
bottleneck are resolved, it is by no means
sure that the forecast GDP level of growth
can be attained. During the pandemic,
governments have been generous with
support for firms, also keeping firms alive
that would normally have gone bankrupt
during the pandemic.3 As government
support is withdrawn, a wave of insolvencies
may occur. This may provide the feared
‘scarring’ to the supply side of the economy.
Then, it is likely that demand would also be
affected, and the economy would move to a
lower GDP level.
In all these situations, let alone a
combination of these, international trade is
dragged down with GDP. A repeat of the
consumer durable-led international trade
revival seen in late 2020 and 2021 is not
feasible now that the main supporters of
that, governments, are unlikely to act in the
way that was done in the early days of the
pandemic. Back to the new normal it may be,
but we are still in a highly risky trade
environment. n
Notes
1

2

3

See Global Economic Prospects, June 2021, World
Bank https://openknowledge. worldbank.org
/handle /10986/35647.
Trade in services is lagging and, while
telecommunications and financial services are
strong and tourism is recovering, it is not back at
pre pandemic levels.
See Lorié, John and Ciobica, Iulian, COVID-19
government support reinforces zombification,
Journal of Risk Management in Financial
Institutions, 14(4), 345-354(2021)

A repeat of the consumer durable-led international
trade revival seen in late 2020 and 2021 is not feasible
now that the main supporters of that, governments, are
unlikely to act in the way that was done in the early
days of the pandemic. Back to the new normal it may
be, but we are still in a highly risky trade environment.
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Bridging the knowledge
gap between ESG and
export finance
What trade finance product is ideally suited to supporting ESG
transition with its built-in controls, checks and balances? The answer
is export finance. But this needs to be appreciated by the wider
sustainable finance and export finance communities, says the ICC
white paper, Sustainability in Export Finance. Hussein Sefian, Founding
Partner, Acre Impact Capital, and Jennifer Loewen, Director, Projects,
International Financial Consulting summarise its main objectives and
key takeaways.

While the November 2021 COP26 summit in
Glasgow has highlighted the pivotal role that
finance has to play in supporting institutional
investors and corporates on their net zero
transition journey, the wider role of export
finance in environmental, social and
governance transformation is not well
understood.
Despite its strategic importance in
facilitating the types of capital expenditure
called for by the UN Sustainable
Development Goals (SDGs), the asset class
has previously received relatively little
attention as a potential driver of investment
in projects with significant environmental
and social impact, typically in emerging
markets.
To address this, in September, The
International Chamber of Commerce (ICC)
published ‘Sustainability in Export Finance’, a
white paper that explores how the $700
billion1 export finance industry can
significantly increase its contribution to the
achievement of the SDGs and the 2015 Paris
Climate Agreement. Now that the Glasgow
Climate Pact has been agreed following the
COP26 Summit, the roadmap this paper
provides is particularly important.
By way of definition, the term ‘export
finance’ is used, notes the paper, “as an allencompassing term to refer to medium/long
term finance provided by banking institutions
in partnership with official export credit
agencies”.
Sustainable finance, the paper explains, “is

Hussein Sefian

commonly understood
to refer to the
integration of
environmental, social
and governance (ESG)
criteria into the
business, investment
and risk management
decisions of financial
services institutions, in
support of society’s
goals as expressed in
the SDGs and the
Paris Climate
Agreement and
relevant national and
regional frameworks.”

Background to
publication
The white paper was
written by
International Financial
Consulting and Acre Impact Capital, and
commissioned by the ICC Global Export
Finance Committee Sustainability Working
Group (ICC-SWG) and The Rockefeller
Foundation which jointly defined its scope
and objectives.
The 16 banks comprising the Working
Group are: ANZ, Banco Santander, BNP
Paribas, Citi, Commerzbank, Crédit Agricole
CIB, Deutsche Bank, DZ BANK, HSBC, ING
Bank, Investec Bank, J.P. Morgan, MUFG
Bank, Standard Chartered, Sumitomo Mitsui
Jennifer Loewen
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Banking Corporation, and UniCredit.
Chris Mitman, Head of Export Finance at
Investec Bank and Co-Chair of the ICC-SWG,
explained at the end of 2020 as the white
paper work got underway that it “represents
a landmark collective industry response to
the challenge of sustainability and the
important role export finance can play in the
urgent delivery of the sustainability agenda”.
He later made the point that while the “do no
harm” principle in assessing projects for ESG
alignment is well understood, there is little in
place to measure outputs once these
projects are operational.
As one banker from the group of 16 banks
put it, “A lot of people know about
sustainable financing in other markets, and a
lot (but fewer) people know about the
export finance market. Not many understand
both, and this paper tries to bridge that gap.
It discusses what the sustainable lending
criteria are in the wider market and position
export finance within that market.”
Supported by The Rockefeller Foundation,
through its Innovative Finance work,2 the
peer-reviewed white paper is an independent
report with input and contributions from all
key stakeholders in the ECA marketplace.
The white paper was authored by Acre
Impact Capital, an impact-focused
investment manager and International
Financial Consulting a consulting firm
focused on financing the global development
agenda. Research was extensive, and the
authors spoke to around 150 professionals
across the export finance market with
findings added to the quantitative survey
that elicited 500 responses.
Hussein Sefian, Founding Partner of Acre
Impact Capital (and main author of the
paper) also underlined the point about the
need to promote more awareness of the role
of export finance in the broader sustainable
finance conversation. “ECAs, working closely
with their banking partners, have an excellent
track-record of delivering investments at
scale – in particular, in essential
infrastructure. There is huge untapped
potential for the export finance market to fill
the financing gap in emerging markets and
contribute to the sustainable finance
ecosystem.”
The paper, Sefian explains, speaks to two
different audiences, and makes it clear to the
sustainable finance community why the
export finance product is unique and why
some of its features, such use of proceeds
controls and strong environmental and social

impact assessments align so well –
“something you don’t see in the bond
market”. The other audience is the ECA
community itself. The paper sets out the
regulatory frameworks that shape
sustainable finance and provides snapshots
of the range of sustainable finance products
currently in place, such as loans, bonds and
even sustainability derivatives. “We
benchmark export finance with other
sustainable finance products, and you can
see why it is superior in terms of use of
proceeds controls,” Sefian reflects.

Key findings
1: The potential of export finance as
sustainable finance product is significant
but largely untapped
The export finance industry supports
financing volumes comparable to that of
bilateral development finance institutions
(DFIs) and multilateral development banks
(MDBs). Today, says the paper, “about 20% of
industry volumes support sustainable
transactions in sectors as diverse as wind
and solar power generation, water treatment
infrastructure, healthcare facilities, affordable
housing and even educational facilities in
low-income countries”.
Benchmarked against labelled sustainable
finance products such as green bonds or
social loans, export finance (as a result of the
unique partnership between the public and
private sectors) is:
l Additional
l Extends tenors beyond what the private
market can provide
l Allows for a tightly controlled use of
proceeds providing comfort to capital
providers that funds will be used for the
stated purpose.
Despite this potential, the use of export
finance as a sustainable finance solution is
“still fairly nascent”.
2: The export finance industry has not kept
pace with the changes in the sustainable
finance industry
“ECAs were in many ways ahead of the
banking industry in implementing
environmental, social and governance
measures, standards and guidelines, with the
first commitments related to the
environment and export credits dating back
to 1998,” explains the paper. The industry
then introduced a cascade of OECD
measures related to environmental risk
management (2000 and 2003), bribery and
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3: Governments have so far excluded export
finance from their commitments to address
global challenges
To date, notes the paper, “it appears that
governments have not fully integrated the
activities of their ECAs in their commitments
towards the Paris Agreement and the SDGs”.
At a time when the activities of public
finance institutions and instruments are
increasingly scrutinised for their alignment
with the global goals, this gap stands out
and has been criticised by some in civil
society as “exporting GHG [greenhouse gas]
emissions”. Furthermore, a whole-ofgovernment approach for official financing
instruments and tools such as ECAs, bilateral
DFIs and domestic financing schemes is, says

the paper, “often missing”.
The lack of alignment and cooperation
between bilateral DFIs and ECAs is,
continues the paper, “particularly
concerning”, as their financing activities
increasingly converge with regard to
financing products, beneficiaries, sectors and
geographies. Similarly, domestic innovation
schemes which support new and innovative
businesses with technologies that contribute
to addressing global challenges are often
poorly coordinated with ECAs.
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corruption (2000) and sustainable lending
(2001). Over time, these measures have been
updated and strengthened to reflect new
industry developments and improved
standards.
However, no new multilateral decisions
have been reached since the 2016 agreement
on coal-fired electricity generation, which
aimed to encourage a transition towards
more efficient technologies but fell short of
phasing out coal. Recently, however, in
November 2021, after the publication of the
white paper, the OECD Participants have
now agreed the phase out of support for
coal-fired power plant.
In contrast, innovation in the banking
industry has increased significantly since
2015, with the issuance of green, social and
sustainable and sustainability-linked bonds
and loans rapidly multiplying over a short
timeframe. For many banks, sustainability
has become a key strategic thrust driven by
the C-suite, shareholder pressure, clients,
employees and increasingly, regulators. The
paper reflects, “While several OECD ECAs
also started to take a more strategic interest
in sustainability and introduce incentives
outside of the OECD Arrangement, the
majority still lack a clear mandate from their
guardian authorities to take a stand on the
global sustainability agenda.”

4. Momentum is building on demonstrating
how export finance can contribute to the
sustainable finance ecosystem
The overwhelming majority of survey
respondents feel that financial institutions,
and in particular ECAs, should play a role in
shifting the industry towards a higher share
of sustainable export finance. Most ECAs
interviewed as part of the paper’s research
declared that they are busy developing their
climate policies and a handful of ECAs and
guardian authorities have recently
announced sector exclusions targeting not
only the coal sector but also the oil and gas
industry (underlining Mitman’s point that the
“do no harm” is well understood).
In April 2021, seven European countries
including Denmark, France, Germany, Spain,
Sweden, the Netherlands and the UK
launched the Export Finance for Future
initiative. These governments recognise that
export finance “can play a key role in
reorienting investment patters and catalyse
private investments towards low-carbon
resilient projects.”
In parallel, many exporters report that
they are developing transition strategies
while a majority of buyers state that
sustainability performance is “very
important” in selecting exporter, banking and
ECA partners. Finally, some ECAs and banks
have started to offer (modest) incentives to
support sustainable projects and banks have
started to leverage industry-wide
frameworks to issue the inaugural green and
social export finance loans.

The lack of alignment and cooperation between
bilateral DFIs and ECAs is, continues the paper,
“particularly concerning”, as their financing activities
increasingly converge with regard to financing
products, beneficiaries, sectors and geographies.
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5. Modernisation of the OECD Arrangement
to align with global sustainability
commitments is critical
This report includes several
recommendations that will help increase the
volume of sustainable export finance. These
include:
l Harmonising the divergent definitions and
frameworks applied by banks and ECAs to
define Sustainable Export Finance
l Widening the origination effort of both
banks and ECAs to support emerging
companies that are exporting innovative
solutions addressing environmental and
social problems
l Leveraging blended finance opportunities
to offset the increased capital expenditure
required for new and innovative
technologies developed to achieve global
sustainability commitments.
In addition, banks and ECAs can take
unilateral decisions to exit certain GHG
intensive sectors while at the same time
providing incentives for sustainable sectors
and activities.
However, the most promising opportunity,
concludes the report, lies in the
modernisation of the OECD Arrangement.
“These ongoing discussions present a unique
opportunity to integrate the SDGs and the
Paris Agreement objectives within the
rulebook of OECD ECAs, creating incentives
for certain industries and technologies while
ensuring that public finance no longer
supports projects that are not congruent
with these goals.”
Modernisation of the OECD Agreement
and discussions around the ‘level playing
field’ are have continued for some years.
However, what this paper has done is
underline the urgency of ensuring that a
revised framework embraces sustainable
finance objectives.

Call to action
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Given that regulatory modernisation never
happens overnight, the industry is looking at
ways it can get on with making change
happen now – COP26 having been a
springboard. “We don’t want ‘do no harm’ to
get more difficult,” says Mitman. Presently,
banks are relatively aligned in leveraging the
Loan Markets Association’s (LMA) Green,
Social and Sustainability-Linked principles to
label transactions, whereas different ECAs
appear to use their own bespoke
methodologies. In his view, the consistency
and transparency can be achieved by the

“The white paper provides
a clear call to action to
rethink the sustainability
performance of the
export.”
industry working together and agreeing
definitions and standards – thus helping
grow the sustainable export finance market
while averting “mislabelling” issues that have
beset the asset management industry where
the SEC had to step in.3
Some ECAs have taken it upon themselves
to ensure they have the science to hand
when assessing projects to support. In 2020,
EKN (Swedish Export Credit Agency) and
SEK (Swedish Export Credit Corporation)
were tasked by the government with
investigating how the Swedish export finance
system can contribute to the global climate
transition. In response, EKN and SEK have
jointly formed the Scientific Climate Council
to offer scientifically based solutions to these
challenges, announcing its launch on 26
August 2021. “It is important that we base
our strategic decisions on current science, in
addition to the dialogues we already have
with companies, banks and civil-society
organisations,” said Anna-Karin Jatko,
Director General of EKN.4
To conclude, in the words of John WH
Denton AO, the ICC’s Secretary General, “The
white paper provides a clear call to action to
rethink the sustainability performance of the
export finance market. An essential first step
should be to align the mandates of ECAs
with key global sustainability goals – a
common sense move that, as our paper
shows, would pay a major dividend in scaling
the availability of cost-effective finance for
the capital goods needed to deliver on the
promise to build back better from the Covid19 pandemic.” n
Sustainability in Export finance can be
downloaded from:
https://iccwbo.org/publication/sustainabilityin-export-finance/
Notes
1
2

Berne Union
https://www.rockefellerfoundation.org/
commitment/innovative-finance/
3 https://m.bankingexchange.com/recentarticles/item/8884-sec-starts-review-on-esgmislabeling
4 https://www.ekn.se/en/aboutekn/newsroom/archive/2021/press-releases/eknand-sek-establish-a-scientific-climate-council/
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Public Development
Banks and Export Credit
Agencies for sustainable
trade finance
By Adama Mariko, Secretary General, Finance in Common Summit (FiCS).

As economies commit to net zero targets,
Public Development Banks (PDBs) are
gearing up to mobilise climate finance
towards the Sustainable Development Goals
(SDGs) and the objectives of the Paris
Agreement. Improving this alignment
concerns all PDBs, including Export Credit
Agencies (ECAs) and credit and investment
insurers, as noted by Ngozi Okonjo-Iweala,
Director General of the World Trade
Organization (WTO) during the second
Finance in Common Summit1 (FiCS, 19-20
October 2021).
Through their coalition, PDBs seek to
better articulate the magnitude of their
response to reach the 2030 goals. Ultimately,
all finance need to be SDG- and Parisaligned finance. This is why the public
acknowledgement2, during this summit, of
the FiCS Joint Declaration3 by the Berne
Union – with a mandate to support
international acceptance of sound principles
in export credit and foreign investment – is
so critical. It echoes the view that FiCS is a
solid basis to unite all stakeholders around
sustainability principles. This is an ongoing
agenda: aligning global economic
governance to sustainability goals will require
critical reforms across the trade and
investment regimes.
The energy transition, and associated

social and
environmental
benefits are of
particular relevance,
considering that:
‘trade facilitation,
financing and related
regional infrastructure
are…an important
contributor to
Adama Mariko
sustainable
development’ (FiCS Joint Declaration), the
insurance industry deals to a large extent
with international mobility of people and
goods (shipping, aviation, and e-commerce
to maintain world trade, underpinned by
sustainable and safe digital infrastructure),
and the ECA market includes large oil, gas,
and industrial projects.
Benefiting from the Berne Union’s 86
years of international cooperation, and their
respective networks, FiCS and Berne Union
have an opportunity to create new ways for
development and trade and export finance
specialists to interact to better align trade
finance with the Paris Agreement and the
SDGs.

FiCS at a glance
A year ago, Agence Française de
Développement (AFD) launched the bold

As economies commit to net zero targets, Public
Development Banks (PDBs) are gearing up to
mobilise climate finance towards the Sustainable
Development Goals (SDGs) and the objectives of the
Paris Agreement.
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idea of demonstrating the unique role PDBs
play in addressing the economic, social and
environmental challenges amplified by the
pandemic, and in accelerating the
achievement of the SDGs of the UN 2030
Agenda and the objectives of the Paris
Agreement. At the first edition of the FiCS
Summit4, an ambitious declaration was
delivered by which the 530 PDBs, or ‘FiCS
Coalition’, commit to align their activities
with the SDGs and the Paris Agreement, as
part of the international financial
architecture. Since November 2020, PDBs
made specific progress on their
commitments5. Overall, PDBs collectively
finance about $2.5 trillion per year6, more
than 12% of total global investments.
The second edition of the FiCS Summit,
last October, mobilised the PDB coalition and
its stakeholders around the critical topic of
agriculture and food systems’ sustainable,
resilient and inclusive transformation. The
summit also featured multiple outcomes7
along thematic workstreams. Importantly, he
FiCS movement was formally recognised by
the G20 Finance Ministers and Central Bank
Governors8, registering PDBs’ position in
sustainable finance. The event also provided
an opportunity to strengthen strategic and
operational dialogue with civil society, the
private sector, local governments, donors,
philanthropies, and think tanks.
Soon after the summit, PDBs took strong
stances at COP26. Its final communiqué states:
‘The 26 leading bilateral and regional
development finance institutions from the
developed and developing world in the
International Development Finance Club
committed to a new higher climate finance
mobilisation target of $1.3 trillion for the 2019
to 2025 period. This will also include a
significant increase for adaptation and nature…
The group of publicly owned banks has also
committed to end international public finance
for new unabated coal power generation.’

FiCS, Berne Union, and the enabling
environment
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In their joint declaration, PDBs commit to
‘contribute to the reorientation of trade
finance towards climate and SDGs, while
ensuring a level playing field…in a context of
persisting logistical gaps and inefficiencies in
various developing regions.’ Furthermore,
acknowledging that ECAs can support the
financing of low-carbon and resilient
development, the FiCS Coalition’s roadmap
points to spearhead trade finance relevant

initiatives to complement ongoing processes
including the new climate-dedicated working
group of the Capacity Sharing Marketplace
of the Berne Union.
The role of export finance in sustainability
and mitigation efforts will stand out in future
FiCS discussions, including annual FiCS
Summits. With a number of PDBs
progressing on climate-related financing, risk
assessment, and reporting, and several ECAs
starting to support low emission targets and
to assess environmental impacts, there will
be value in sharing respective experience,
comparing processes, and even develop joint
instruments.
On green investment portfolios (and value
chains), and sustainability more widely, the
Berne Union and FiCS could help identify
mandates, measurement standards or
methodologies that complement existing
policies and frameworks at international or
national levels – engaging in broad-based
dialogue on economic, financial, and
institutional reforms (for example, as part of
the development and implementation of
nationally determined contributions and long
term strategies). Importantly, PDBs and
ECAs could proactively set up joint forums
with civil society to frame and support the
delivery of their sustainability strategies.
As economic and financial activity recovers,
sustainable finance – including green
insurance – has the potential to become the
new norm, to benefit people, planet and
business, especially in the Global South. FiCS
and Berne Union can be particularly
instrumental by mobilising their members, and
by combining their respective advantages. n
Notes
1

https://www.youtube.com/watch?v=9DXPm6
DHxfs&list=PLeOQjXoEV7tn1Rc8UmLtnrgqWPi5nA
gJv&index=19
2 https://www.berneunion.org/Articles/Details/620/
Berne-Union-Acknowledgement-of-the-Finance-inCommon-Joint-Declaration-of-Public
3 https://financeincommon.org/sites/default/files/
2021-06/FiCs%20%20Joint%20declaration%20of%20Public%20Development%20Banks.pdf
4 https://financeincommon.org/sites/default/files/
2020-12/FICS_ASSESSMENT.pdf
5 https://financeincommon.org/sites/default/
files/202110/Progress%20Report%20from%20the%20First%2
0Year%20of%20Life%20of%20the%20Finance%20i
n%20Common%20Coalition_1.pdf
6 https://financeincommon.org/sites/default/
files/2021-10/Booklet%20Finance%20in%20Common%20Summit%202021.pdf
7 https://financeincommon.org/sites/default/
files/2021-11/Communiqué%20FiCS%2020%20Octobre%202021%20FOR%20POSTING.pdf
8 https://g20.org
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The OECD Arrangement
and climate issues: How
can they be combined?
After COP26 in Glasgow, climate issues can only ever be even more
solidly in focus as new political statements emerge and the actual
implementation phase begins. What does this all mean for export
credits? What is the response of the OECD Arrangement and how can
things move forward? By Pekka Karkovirta, Vice President,
International Relations, Finnvera.

Do various statements pave the way
for the OECD Arrangement?
While there have been many political
statements made about climate, rather few
actually take a stand on climate and export
credits specifically. Export Finance for
Future’s (E3F) statement of April 2021 calls
for, unsurprisingly, an end to financing
unabated coal-fired power plants and
thermal coal-related infrastructure projects.
The focus is on phasing out export finance
support to fossil fuel industries. E3F had
another ministerial summit in November 2021
where further steps have been taken in terms
of, for example, reporting. So far 10 European
governments have signed the statement.
G7 countries had a similar statement in
May 2021 calling for an absolute end to new
government direct support for unabated
international thermal coal power generation
by the end of 2021.
It is notable that high level political
commitments have landed on the export

credit world. And it is
even more notable
that COP26 produced
a statement where,
“new direct public
support for the
international unabated
fossil fuel energy
sector by the end of
2022, except in limited
Pekka Karkovirta
and clearly defined
circumstances that are consistent with a
1.5°C warming limit and the goals of the Paris
Agreement.” In addition, the signatories, “will
encourage further governments, their official
ECAs and public finance institutions to
implement similar commitments into COP27
and beyond. This includes driving
multilateral negotiations in international
bodies, in particular in the OECD, to review,
update and strengthen their governance
frameworks to align with the Paris
Agreement goals.”

While there have been many political statements
made about climate, rather few actually take a stand
on climate and export credits specifically. Export
Finance for Future’s (E3F) statement of April 2021
calls for, unsurprisingly, an end to financing unabated
coal-fired power plants and thermal coal-related
infrastructure projects.
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The signatories of this ‘Statement on
International Public Support for the Clean
Energy Transition’1 consist of a mixed
congregation of some Participants, EU
Member States, developing countries,
multilateral development banks and DFIs –
altogether 39 signatories.
One could expect that those Participants
that have signed those recent political
statements would approach the
Arrangement (and possibly Common
Approaches on Environmental and Social
Due Diligence) from that angle.

The Arrangement running up to
COP26
In an intensified negotiations mode running
up to COP26 the Participants agreed to end
support for unabated coal-fired power
plants. Specifically, the ban will apply to
officially supported export credits and tied
aid for:
l New coal fired power plants without
operational carbon capture, utilisation and
storage (CCUS) facilities
l Existing coal-¬fired power plants, unless
the purpose of the equipment supplied is
pollution or CO2 abatement and such
equipment does not extend the useful
lifetime or capacity of the plant, or unless
it is for retrofitting to install CCUS
Furthermore, the work ahead includes other
coal projects to be reviewed.
The new text banning financing of coalfired power plants mentioned earlier is
written in the main Arrangement part,
cancelling the previous Sector
Understanding. This highlights the
importance of the paragraph, allowing a new
approach for the Arrangement: what cannot
be financed.

Future negotiations
Referring to various political statements, one
does not have to be a clairvoyant to
understand that some Participants have an
interest to advance negotiations quickly and,
as a next step after coal-fired power plants,
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to end support for all fossil fuel energy
transactions. Again, it is a question of
defining ‘fossil fuel energy’ – to include, most
obviously, exploration and extraction, or to
enlarge the scope to downstream. Usually,
negotiations of this type tend advance stepby-step.
The other side of the coin is obviously
green transactions. Various studies have
recently emerged describing various
‘frameworks’ for defining green. As the
Arrangement is the internationally
recognised agreement on export credits, and
as its objective is to maintain a level playing
field, the question is: Is it enough to agree on
a principles-based approach on a framework
defining green or should specific criteria be
included? A principles-based approach
would tend to leave quite a lot for
interpretation and case specific arguments
which would emphasise the need for
transparency and a possible consultation
procedure for Participants. Perhaps, but that
may not always be very practical.
The current Climate Change Sector
Understanding (‘Sector Understanding on
Export Credits for Renewable Energy,
Climate Change Mitigation and Adaptation,
and Water Projects’) is constructed on the
basis of a list of renewable energy industries,
principles of adaptation and, then, qualitative
or quantitative criteria expressed for specific
transactions or industries, for example,
waste-to-energy, district heating or smart
grids. These specifically targeted or ‘handpicked’ industries qualifying for green
transactions most likely mirror concrete
export credit demand, and Participants are
able to include, therefore, the most
prominent areas or sectors for export credit
financing. At the same time, a general
framework or widely accepted principles for
what is green could be a relevant starting
point.

The issue with incentives
It is quite clear that there is political
willingness and outright necessity to

The signatories of this ‘Statement on International Public
Support for the Clean Energy Transition’1 consist of a
mixed congregation of some Participants, EU Member
States, developing countries, multilateral development
banks and DFIs – altogether 39 signatories.
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promote green transactions. Some pay
attention to volumes of supported exports to
green or ‘non-green’ areas by ECAs. As much
as ECAs do want to promote green
transactions, export credit business is
demand-led activity, and ECAs have
relatively limited possibilities to influence
demand. However, incentives for greening
exports can be grouped to ones that national
governments may decide, and ones that
need to be agreed within the Arrangement.
The first category may include various
activities like introducing special green
products (labelling normal buyer credit
guarantees as green guarantees certainly
creates a new ‘focus’ for the purposes of
strategy, reporting, communication, etc.) and
actual policy issues like reducing the
necessary domestic content requirement for
green transactions. One big issue is whether
or not ECAs are willing to take technology
risk on new green transactions, for example
in power storage, or power-to-x transactions.
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As much as ECAs do want
to promote green
transactions, export credit
business is demand-led
activity, and ECAs have
relatively limited
possibilities to influence
demand. However,
incentives for greening
exports can be grouped to
ones that national
governments may decide,
and ones that need to be
agreed within the
Arrangement.

When it comes to terms and conditions,
the most obvious tool at hand is longer
repayment periods that already exist in the
relevant Sector Understanding. Other terms
to be considered could be down payment
practices, grace periods, repayment profiles,
etc. When it comes to pricing or premium,
one would have to balance sound
underwriting principles and risk-based
premiums approach with the idea of
promoting certain types of transactions as a
policy. If green transactions entail better risk
a lower premium is warranted. However,
giving a discount just for the sake of
promoting [transactions] may be
contradictory to sound underwriting, selfsustainability philosophy, risk-based pricing
logics and, in the extreme, non-subsidised
pricing. It is relatively difficult to find a
reasonable, balanced approach for
incentivising in premiums without
endangering the aforementioned principles.

Final words
As far as I can remember, climate issues have
been the most rapidly advancing policy issue
in the Arrangement negotiations in the past
20 years or so. A year ago, the situation was
totally different: now most ECAs are having
or considering climate strategies, trying to
define ‘green’, following discussions in other
forums, getting guidance and statements
from their guardian authorities and
politicians, etc. Climate is the most
prominent issue of all sustainability
discussions, and will remain so most likely for
some years to come. The urgency of action
against climate change is being understood
everywhere. Sometimes approaches in
dealing with the issue may vary, but that is
where we need agreements to reach a level
playing field. n
Note
1

https://ukcop26.org/statement-on-internationalpublic-support-for-the-clean-energy-transition/

Climate is the most prominent issue of all sustainability
discussions, and will remain so most likely for some
years to come. The urgency of action against climate
change is being understood everywhere. Sometimes
approaches in dealing with the issue may vary, but
that is where we need agreements to reach a level
playing field.
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An empirical study of the
relationship between short
term export credit insurance
and cross-border trade
By Jonathan Skovbro Steenberg, Economic Research Analyst, Berne Union.

Introduction
The origins of trade insurance are not fully
clear, but the basic concept seems to stem
from the early 19th century when trusted third
parties would be paid a fee to endorse the
credit worthiness of other people or
companies as a means of obtaining better
credit terms. This concept was further
developed and formalised to include the
indemnification of non-payments in the late
19th and early 20th century, especially in
Western Europe. The world’s first export credit
agency was founded in 1919 and the following
decades saw several publicly backed
organisations established across the globe. In
the 1990s, the short term export credit market
was liberalised, and private insurers became
the dominant actors in the short term market.
Today, export credit insurance is an
important trade tool which mitigates the
payment risk associated with cross-border
trade. Between 80-90% of world trade1,
which is mainly short term trade, relies on
some form of trade finance, credit, insurance
or guarantees. Members of the Berne Union –
private and public export credit and
investment insurers – directly covered almost
14% of world merchandise trade in 2020.
Successive crises have shown that in times
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of financial
uncertainty, insured
trade experiences
smaller falls than
uninsured. As we
grapple with the
continued effects of
the COVID-19
pandemic, it is an
opportune time to
Jonathan Steenberg
further our
understanding of the relationship between
merchandise trade and export credit
insurance. The direct linkage between the
two is obvious. Short term export credit
covers merchandise trade but the intricate
dynamics between the two are more subtle.
This paper will try to understand empirically
whether export credit insurance simply
supports existing trade or whether it also
directly helps to create new trade.

Theory
On a micro level, export credit insurance
protects exporters against non-payment risk
or importers against non-performance risk. In
both cases the insurance helps to enable
more cross-border trade. However, the
magnitude of this effect is difficult to gauge

Today, export credit insurance is an important trade
tool which mitigates the payment risk associated with
cross-border trade. Between 80-90% of world trade1,
which is mainly short term trade, relies on some form of
trade finance, credit, insurance or guarantees.
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explain the effects of introducing export
credit insurance between two trading
countries and found that, “the trade volume
increases beyond the benchmarked
equilibrium quantity export. This is the main
feature by which an export credit
distinguishes itself from a fixed per-unit
export subsidy, and it can be used to
enhance trade flows in terms of minimising
the efficiency loss due to the effect of nonpayment risks”.
The first two studies focus on exporters or
exporting countries, while the latter two
focus on destination countries – for instance,
the importing country. However, all previous
research reaches the same overall conclusion
– also that of the proposed theoretical model
– that export credit insurance increase trade.
By this we mean that both exporting and
importing countries experience higher levels
of commerce due to the utilisation of export
credit insurance.
Building upon the previous literature, this
paper will examine the quantitative effect on
trade of an increased activity and volume of
export credit insurance.
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and the degree to which credit insurance
actually increases trade is a question
frequently asked and debated. Previous
scholars have looked at this question and
found that the use of trade credit insurance
in a country increases its exports, and that
destination countries which see an increase
in trade credit cover equally see a rise in their
imports.
Harald Badinger and Thomas Url (2013)
used company-level data from 178 Austrian
exporting firms in 2008 to look at the trade
effect of public export credit guarantees and
found that the long term effects of export
credit guarantees on export performance is
around 100%, meaning that companies that
use export credit guarantees export twice as
much as those that do not.
Koen van der Veer (2011) used countryspecific annual data from 1992-2006 from
one of the ‘Big Three’ providers of short term
export credit – Atradius, Coface and Euler
Hermes – and found that increasing an
exporting country’s use of trade insurance by
1% resulted in an increase of the country’s
total exports by between 0.02-0.1%.
Marc Auboin and Martina Engemann
(2013) used country-specific quarterly data
from 2005-2011 from the Berne Union and
found that a 1% increase in trade credit
insurance to an importing country causes a
0.4% increase in imports to the country.
Rienstra-Munnicha, Turvey and Koo
(2006) looked at a theoretical model to

Data and method
This paper uses data from the Berne Union:
The international union of export credit and
investment insurers. The dataset is between
1997 and 2020 and is biannual (H1 for the
first half of the year and H2 for the second
half of the year). The data is reported by

Figure 1: Merchandise imports and STEC cover, 1H1997-2H2020
Index (1H2005=100). Source: WTO, Berne Union
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destination countries, for instance, the
counties of the location of the payment risk
for which insurance cover is used. Data is
reported by Berne Union members in the
currency of their choice, converted to US
dollars and then aggregated. Given that the
number of Berne Union members have
changed in the period and that some
members have also changed their reporting
methodology, this paper uses a ‘cleaned’
sample of members which have been part of
the Berne Union during the entire sample
period and that have not been subject to any
large changes in reporting methodology.
This paper also uses data from the World
Trade Organization (WTO), primarily on value
of imports by countries. Given the biannual
nature of the Berne Union data, WTO’s
quarterly data was aggregated by semester
to make the dataset comparable.
By nature, short term export credit (STEC)
cover and imports are highly correlated since
STEC cover is used to insure the given
imports into a country. Because of this
correlation, the causality of changes in
volume between the two is difficult to
determine, as illustrated in Figure 1.
Since these two variables seemingly are
moving together, this paper will try to

Figure 2: Flowchart of potential
causal relationship between
Merchandise imports and STEC cover
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separate the specific changes from the
overall trend using a pair of statistical
methods:
1) a vector error correction (VEC) model
which is used to determine cointegration
(correlation between variables) and
2) a cointegrated vector autoregressive
(VAR) model which can be used to separate
short term changes from the long term
correlation between two variables.

Analysis and results
This analysis aims to verify the causal
relationships presented in the below
flowchart. The solid arrows in Figure 2
illustrate two presupposed relationships
already clearly visible in Figure 1. The first is
that the level of imports in one period are
highly dependent on the level of imports in
the previous period. This is possibly driven by
the weight of established trading
relationships which generally take some time
to get going, and remain in place for a longer
period. The second is that the level of
imports in one period drive the amount of
STEC cover in that same period. This is
evident since STEC cover by nature covers
trade, and no trade therefore means no STEC
cover.
The hypothesis of Figure 2 is illustrated
with the dotted arrows which postulate that
the presence of STEC cover in one period
can directly cause changes in the level of
imports for the following period. This could
be either due to having produced more
favourable credit conditions in the country,
and thereby lowering the financial costs of
trade, or by increasing general levels of
commercial confidence due to the risk
mitigation of the existing cover.
The VEC model2, supports the premise
that merchandise imports and STEC cover
are indeed cointegrated, for instance,
continuously affecting each other’s
development. However, when deconstructing
this relationship our analysis shows us that –
perhaps unsurprisingly – changes in STEC
cover are driven by changes in merchandise
imports, but not the other way around. This
means that in the long term relationship
between the variables, merchandise imports
are the sole driver of the parallel
development.
We will now look at the cointegrated VAR
model to try to separate the long term
characteristics from the short term effects.
Figure 3 displays the overall causal
relationships determined. Here, we find some

Berne Union 2021

interesting dynamics which suggest that
changes in STEC cover are not driven by
previous changes in STEC cover or
merchandise imports in earlier periods.
Figure 4 displays two impulse response
graphs. These are a graphical representation
of the development in two variables when one
of them sees a standard deviation of change
in period zero – an increase in this case.
The first set of graphs (on the left-hand
side) show us what happens to STEC cover
(bottom graph) when merchandise imports
(top graph) experience a sudden increase in
period zero. The indication is that as imports
increase, STEC cover also sees an immediate
rise of about half the magnitude. However, an
increase in imports may be short-lived (does
not necessarily persist beyond one period)
and hence we see it fall to around zero in
period one. While STEC cover shows greater
persistence than imports, it also falls in
period one, and is not statistically different
from zero at this point.
The second set of graphs (on the righthand side) show a reversed scenario: What

MACRO TRENDS

happens to merchandise import levels (top
graph) when STEC cover (bottom graph)
experiences a sudden increase in period zero.
Interestingly, while there is no immediate
response from merchandise imports in
period zero, in the following period (period
one) there is a statistically significant
increase following the rise in STEC cover in
the previous period. Once again, changes in
STEC cover exhibit greater persistence than
changes to imports, however neither are
statistically significant, beyond period one.

Conclusion
The intuitive interpretation of these
observations is that a rise in merchandise
imports results in an immediate increase in
STEC cover. This is not wholly surprising
given that much of short term cover is
revolving and we could expect to see a
relatively swift reaction.
On the other hand, while an increase in
STEC cover does not produce an immediate
increase in merchandise imports, it does
result in a significant increase in imports in

Figure 4: Impulse responses from changes in Merchandise imports (lhs) and STEC cover (rhs)
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Successive crises have
shown that in times of
financial uncertainty,
insured trade experiences
smaller falls than
uninsured. As we grapple
with the continued effects
of the COVID-19
pandemic, it is an
opportune time to further
our understanding of the
relationship between
merchandise trade and
export credit insurance.

The conclusions of this paper support
many of the previous findings on the effects
of short term export credit on trade. This
paper does not find that STEC cover drives
the long term trend in merchandise trade,
but rather that merchandise trade is itself the
main driver of the observed correlation. This
does not contradict the theoretical model’s
expectation since it focused on overall levels,
while this paper has focused on periodperiod changes.
However, similar to the previous research,
this paper finds that increases in STEC
cover do indeed cause rises in merchandise
trade. This result supports the premise
that export credit insurance not only
supports international trade but also
directly boosts it. n

the following period. An increase of 0.5% in
the volume of imports was produced in
period one, when STEC cover increased by
1%3 in period zero.
While we have confirmed that the long
term relationship between the two variables
is driven by merchandise imports, our
conclusion is that STEC cover appears to
influence changes in imports, in the short
term, at least. This relationship could be
grounded in many factors. For example, the
increased presence of STEC cover in a
country could be perceived as indication of
higher confidence in the market from
insurers, encouraging exporters to increase
their own confidence in term. Or, it could
simply be the case that a larger availability of
STEC cover means exporters know that there
is a sufficient level of risk mitigation available
when exporting to this country. The observed
delay could be explained by the time it takes
to see overall financing costs decrease and/or
the time it takes to establish or expand
trading relationships..

Notes

*Appendices which detail the data set and
statistical calculations are available from the
author.

1

2

3

WTO,
https://www.wto.org/english/thewto_e/coher_e/tr_
finance_e.htm, visited 03-08-2021
As the variables are not stationary (see Appendix 2
for test), this paper uses first differences. See
Appendix 3 for VEC model analysis.
See Appendix 4.
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increases in STEC cover do indeed cause rises in
merchandise trade. This result supports the premise
that export credit insurance not only supports
international trade but also directly boosts it.
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Africa in 2022: Five
key trends to watch
Robert Besseling, CEO of PANGEA-RISK, identifies five key trends to
watch in the coming year for trade and investment in Africa.
Africa will enter the new year with its
economies battered by the pandemic,
healthcare systems under pressure from low
vaccination rates and new COVID-19
mutations, and political structures
destabilised by coups and conflict. However,
there are some bright spots to look forward
to in 2022, including some countries that are
set to recover faster than the global rate, a
commodity boom that benefits select
African markets, and the residual impact of
global supply chain challenges that are
accelerating domestic manufacturing and
trade digitisation.
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Looking for
growth in Africa
Africa’s economy will
recover at a slower
rate than the rest of
the world, but still
offer remarkable trade
and investment
opportunities. The
World Bank expects
Robert Besseling
the sub-Saharan
region’s gross domestic product (GDP) to
grow by just 3.3% after last year’s
contraction, the first in a quarter century. The
International Monetary Fund (IMF) projects
3.7% for this year and 3.8% next year. These
figures are up from a 1.7% economic
contraction in 2020, but well below the 5.9%
growth forecast for the rest of the world.
The forecasts indicate that most of the
continent will not reach pre-pandemic
economic output levels for several more
years. This trend is a major setback for
Africa’s growth narrative and puts the
continent well behind other emerging market
regions. Most worrying, some countries will
see continued shrinking of their economies,
including oil producers Angola and Republic
of Congo, for six and seven consecutive
years, respectively. Countries with structural
weaknesses, such as another oil producer
Equatorial Guinea, will fall back into long
term decline.
On the other hand, several African
markets have been boosted by higher
commodity prices, particularly metals as well
as some soft commodities. Countries that are
benefitting from this rally include Burkina
Faso, South Sudan, and Guinea, whose GDP
growth rates will well exceed the global
average. Countries that led the pre-pandemic
economic growth rate charts thanks to
relatively superior fiscal and monetary
governance, such as Côte d’Ivoire, Kenya,
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More African debt defaults in 2022?
Slow economic growth will impact debt
sustainability over the coming year and the
prospect of more defaults on loan servicing
or repayments is a serious concern. The IMF,
World Bank, and G20 will not extend the
pandemic-era Debt Service Suspension
Initiative (DSSI). This means that countries
offered a suspension of their bilateral and
concessional debt interest payments during
2020 and 2021 will have to resume interest
payments from 2022, while also settling the
arrears on two years of suspended interest
payments.
Countries that are unable to meet such
terms will have to apply to the Common
Framework for debt treatment beyond the
DSSI to manage a restructuring of their debt.
So far, three African countries have applied
to the Common Framework: Zambia, Chad,
and Ethiopia, with creditor committees
already formed for the latter two countries.
For many African countries, the end of the
DSSI will renew debt servicing risks, especially
for countries suffering from slow economic
growth and low revenues. In many instances,
external debt has outpaced gross national
income (GNI) and export growth. Based on a
debt to GNI ratio above 100%, the World Bank
has raised alarm bells for four sub-Saharan
countries, including Mozambique, Zambia,
Cabo Verde, and Angola. PANGEA-RISK also
remains concerned over the debt sustainability
of Republic of Congo, Kenya, and Ghana.
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Benin, Niger, and Rwanda, will also recover
faster than many other countries elsewhere
on the continent. As a result, East and West
African markets will again drive Africa’s
economic recovery, just like they did after the
2015/16 economic turmoil.
Nevertheless, most African countries will
fail to match the global economic recovery
rate of above 5% growth this year as they
suffer from low vaccination rates. This
category includes major regional economies
such as Nigeria, Ghana, Egypt, Algeria, and
Sudan. It also includes Ethiopia, which was
once the world’s fastest growing economy.
Ethiopia is now categorised by the IMF along
with other war zones such as Afghanistan,
Libya, and Syria, with no data projections
provided by the multilateral lender for the
next four years.
Meanwhile, global supply chain challenges
offer an opportunity for domestic
manufacturing and African intra-regional
trade that should offer a welcome boost to
the stalled continental free trade agreement
implementation. Major African markets are
looking less to Asian exporters and are
instead scaling up domestic markets,
including food production, manufacturing,
and digital services. The development of
African payment market infrastructure and
the introduction of African central bank
digital currencies should speed up
digitisation and bank payment processes
that facilitate trade.

69
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That said, countries with relatively small
debt burdens and good capability to service
debt should see an opportunity to return to
debt markets to fund their economic
recovery and plug deficits. IMF cash
injections during the pandemic and rising
export revenues more recently have placed
many African countries’ foreign exchange
reserves on an excellent footing –
governments should put these to use to drive
economic diversification and development.

Funding African climate change
adaptation

70

In addition to funding to counter damage
wrought by the coronavirus pandemic and to
bolster economic recovery prospects, Africa
will require new funding to mitigate threats
posed by climate change. The sub-Saharan
region will also need as much as $50 billion
each year over the next decade to adapt to
climate change, according to the World
Bank. A global funding drive will offer
exciting opportunities in African renewable
energies, water infrastructure, and
sustainable city development. Although there
are concerns that such initiatives will further
hike sovereign debt risks, most of the
financing is expected to come through
grants or on concessional terms.
African countries are also pushing for a
fairer share of the $100 billion a year that rich
countries promised by 2020 to allocate to
developing economies for adjustment to the
effects of climate change. Until now Africa
has been allocated just 3% of that fund, with
the bulk going to India and China. Many
wealthy countries are falling behind on their
payments to the fund. Instead, climate
change financing is more likely to come from
further foreign direct investment, as well as
additional borrowing through development
finance. The European Union has promised to
make Africa part of its ‘Global Gateway’, a
new planned initiative programme, which the
European Commission has heralded as its
answer to China’s ‘Belt and Road’ agenda.
At the forefront of such initiatives is the
COP26 announcement that South Africa will
receive $8.5 billion from the US, European
Union, UK, France, and Germany to finance
its energy transition. The objective is to allow
South Africa to accelerate the closure of its
coal-fired power plants, and to open new
renewable energy power plants. As the
world’s 12th largest emitter of climatewarming greenhouse gases, South Africa is
under pressure to shift away from its reliance

on a fleet of aging coal-fired power plants
that regularly fail, resulting in rolling
blackouts that hurt the economy.

Spike in African coup risks
Economic forecasts for Africa in 2022
obviously depend on countries’ political
stability and a benign security outlook. In
2021, Africa has seen four successful militaryled unconstitutional transfers of power in
Mali, Chad, Guinea, and Sudan, which is the
highest annual number of coups in 20 years.
One could also argue that Tunisia’s president
instigated a self-coup this year, while South
Africa saw an insurrection in July 2021. The
socioeconomic impact of the pandemic will
have a lasting legacy on many African
countries’ stability and cohesion.
Into 2022, PANGEA-RISK assesses that
several more African countries, namely
Ethiopia, Burkina Faso, Somalia, South
Sudan, Zimbabwe, Lesotho, and eSwatini,
have a very high probability of their
government being overthrown. Out of the 17
coups that have taken place across the world
over the past five years, 16 have been in
Africa (with one more in Myanmar). With
global powers distracted by the pandemic,
supply chain challenges, and climate change
issues, other African military leaders may feel
emboldened in coming months to copy a
Mali- or Sudan-style coup.
That said, not all military interventions
necessarily hurt a country’s longer term
stability. Unpopular, corrupt, and aging
leaders face an increasingly agitated
backlash from urban youths. Rather than
allowing chaotic street revolutions, African
militaries are sporadically intervening to drive
political change and address entrenched
grievances. Western governments should
recognise coups that have broad-based
public support, or else risk losing market
share and regional influence. Military coup
leaders in Mali, Guinea, Chad, and Sudan, as
well as Tunisia, are consolidating power and
reaching out to new partners like Russia,
Turkey, and Gulf Arab states for financial,
diplomatic, and military backing.

Non-traditional influences in Africa
In 2022, there will be a further increase of
engagement with African countries by nontraditional partners, such as Russia, Turkey,
and Gulf Arab states. These new relationships
are driving greater competition on the
continent and playing off established powers
such as China, Europe, and the US against
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violations and reputational risks. Mali is now
also considering a contract with one of
Russia’s most prominent military contractors,
although it would probably only sign such a
deal if its post-coup government no longer
received US and French security assurances.
The growing role of Gulf Arab states is
particularly prominent in North Africa and
the Horn. In the Maghreb and Egypt, the
Muslim Brotherhood is on the decline, while
Gulf-supported governments are reimposing
social order and security, often through
authoritarian means. In the Horn of Africa,
interventions by Turkey, Iran, and the UAE are
stoking conflict in Ethiopia and driving fresh
competition across the Red Sea states for
access to ports and trade routes.
2022 will be a pivotal year for Africa, as
the continent emerges from the pandemic
and seeks a sustainable economic recovery
while also benefitting from increased global
competition and new funding opportunities.
For investors and trade partners, African
markets will continue to offer exciting new
deals. Nevertheless, understanding and
managing political risk will be key to success
going forward. n
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each other. This is not necessarily a
detrimental trend, as Africa’s infrastructure
deficit and spending gap remain colossal.
The Turkish president’s Africa tour in late
2021 cements the growing role of Turkish
companies and security cooperation on the
continent. Turkey has consistently expanded
its Africa outreach as a component of
expanding and diversifying its global
footprint and has more recently began using
defence ties to strengthen the diplomatic
foundations of its outreach to African states.
A growing interest in Turkey’s domestic
defence industry is accelerating the shift
towards a defence-oriented approach in
bilateral relations, particularly since Turkey’s
demonstrated military successes in Libya.
Along with China, India, and other Asian
giants, Turkey is now a major player on the
African continent, although some emerging
non-traditional influences are leaving an
arguably more detrimental legacy.
Russia is carving out a regional sphere of
influence in central Africa, the Sahel, and
elsewhere on the continent through its
private military companies, which is causing
an international backlash and raising
concerns over political instability and
transparency issues. Russian private military
contractors have a weak combat record in
Africa, and their operations in Central African
Republic are associated with human rights

PANGEA-RISK is a specialist intelligence firm
providing analysis and forecasts on political,
security, and economic risk in Africa and the
Middle East.. https://www.pangea-risk.com/
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Mapping Sub-Saharan
Africa’s post
pandemic path
Tusekile Kibonde, Resident Underwriter for Tanzania, and Senior
Economist, Kefa Muga, from ATI explore the prospects for postpandemic recovery for Sub-Saharan Africa and how robust recovery
can be further assisted.

As the global economy begins its slow and
uneven recovery from the worst pandemic in
a century, the onset of subsequent waves of
the COVID-19 pandemic in at least some
African countries is threatening the
continent’s rally from the worst of the crisis.
Countries such as Kenya and South Africa,
which had removed much of the emergency
measures imposed to stem the spread of the
disease, are having to reconsider the
complete re-opening of their economies in
the face of an impending third wave, fuelled
by a variant of the virus that is more
contagious than previous ones. As of March
2021, reported cases in Africa exceeded four
million with South Africa, Egypt and Morocco
leading and Angola, Kenya, Namibia, Ethiopia
and Uganda displaying relatively higher
positive rates.
The return of lockdown measures
considered by various countries further
complicates attempts to put the continent
back on the path of economic and social
advancement. In several countries, economic
activities had begun to pick up and strong
recovery in growth was expected from mid2021. Loss of economic activities resulting
from containment measures has been one of
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the major effects of
the pandemic on the
continent, hence the
speed of Africa’s
turnaround will be
influenced by the
degree to which
economic and social
restrictions are eased,
among other things.

Consensus on
recovery
There is nevertheless
broad consensus that
the continent will
recover from the
pandemic in 2021 and
consolidate this
recovery in the
medium term. The
Kefa Muga
African Development
Bank has projected an optimistic rebound of
Africa’s GDP growth at 3.4% at the end of
2021 although the recovery will be uneven
across the various regions. Recovery will
depend on economic sophistication/diversity
and on the strength of economic policy

Economic costs of the pandemic on the continent have
been quite profound. Exports revenues have fallen as a
result of border closures and supply chain disruptions
while foreign tourism earnings have been whittled
away for some countries.
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Economic costs and debt burdens
Economic costs of the pandemic on the
continent have been quite profound. Exports
revenues have fallen as a result of border
closures and supply chain disruptions while
foreign tourism earnings have been whittled
away for some countries. Countries
dependent on commodity exports and
remittances have seen general reductions in
income flows. Foreign direct investment, and
private capital have also slowed down,
further exacerbating individual countries’
fiscal situation.
In the face of these circumstances, African
governments have found themselves in the
middle of very severe fiscal pressures and
debt vulnerabilities. This essentially
compounds the situation for many African
countries which were already grappling with
large budget deficits and huge debt burden
prior to COVID-19. Development institutions
projected that the Sub-Saharan Africa (SSA)
region’s level of public debt would increase
from 58.5% of GDP in 2019 to 63.1% of GDP in
2020, rising further to 67.4% of GDP in 2021,
with levels being higher in Eastern and
Southern Africa.
The answer to Africa’s challenges in the
midst of this pandemic requires multidimensional approaches, some of which are
already in place. Most countries are taking
actions and implementing policies which
should help them cope with the near to
medium social and economic ramifications of
the pandemic. Initiatives by the IMF, which

include fast tracking emergency programmes
such as the Rapid Credit Facility and Rapid
Financing Instrument; will assist in temporary
requirements, notwithstanding that these
facilities will not provide the magnitude of
resources needed to address policy and
fiscal challenges.

Some debt headroom
On the debt side, the G20 Action Plan, which
involves time-bound suspension of loan
repayments of both principal and interest, is
providing debt standstill for one year with
the possibility to extend by an additional
year. This has created headroom to enable
the 28 eligible African countries respond to
immediate fiscal burden related to the
slowing down of the pandemic. Not all
qualifying SSA countries are however
participating in G20’s Action Plan, due to
sovereign rating implications as well the
possibility of breaching existing financing
contracts that could jeopardise their ability
to raise funds for budget support in the
private market at a future time.
Clearly, the effects of COVID-19 will also
be long term and while some governments
are doing what is possible to create
conditions for future sustainable growth, in
form of fiscal and monetary interventions, a
comprehensive solution that supports the
involvement of private and public sectors as
well as multilateral institutions, provides the
best chance of durable recovery.
There are mixed signals coming from
different SSA countries in terms of
commitment to fiscal consolidation and
prudent management of debt, especially in
countries that have high exposure to the
private lending and bond markets. While
some countries are returning to the bond
markets to meet debt obligations that are
falling due, others are reviewing their strategy
with a view to balancing further commercial
debt accumulation with revenue mobilisation,
the ultimate objective being to meet the bulk

On the debt side, the G20 Action Plan, which involves
time-bound suspension of loan repayments of both
principal and interest, is providing debt standstill for
one year with the possibility to extend by an additional
year. This has created headroom to enable the 28
eligible African countries respond to immediate fiscal
burden related to the slowing down of the pandemic.
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frameworks of respective countries. The
World Bank’s baseline projections in late
2020 assumed a marginal economic recovery
beginning 2021 with the continent’s GDP
expanding at 2.1% (still below the 2019
growth of 2.4%). These projections were
however predicated on an end to COVID-19
outbreaks that do not lead to national
lockdowns; and governments striving to
boost business and consumer confidence.
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of their needs with tax resources. Some
countries plan to limit recourse to Eurobonds
so as to reduce foreign exchange risk, as well
as the cost of new borrowing, and to
minimise portfolio risk.
Some necessary longer term actions will
include:
l Devoting more attention to intra-African
trade so as to reduce the risk of supply
chain disruptions of both consumer and
intermediate goods
l Diversifying economies away from
commodity export dependence and
creating investment environments that
encourage private sector development in
agriculture and services such as transport,
power, and ICT
l Increasing health spending will ensure that
countries build capacities to handle the
present and future potential pandemics.
This multi-dimensional approach to
addressing Africa’s challenges in the face of
COVID-19 should include exploiting all
available instruments that support trade and
investment, including recourse to insurance.
A number of multilateral institutions such as
ATI; as well as export credit agencies, are
playing a key role in helping governments
manage fiscal and debt vulnerabilities. ATI,
partnering with private reinsurance market

mostly in Lloyd’s of London and commercial
and multilateral lenders like AfDB, Afrexim,
TDB etc, has for instance provided de-risking
solutions, enabling African governments to
obtain development funding for strategic
projects.
In a number of countries, ATI has worked
with Ministries of Finance to help manage
growing debt levels by re-profiling costlier
and riskier debts (that are performing) and
replacing them with longer term, cheaper
debts from top rated international
commercial lenders. This has not only
resulted in improvements in institutional
framework for debt liability management, but
also brought significant cost savings and
lowered debt ratios.
In the face of future uncertainties, such
innovative solutions should help African
countries manage the longer term effects of
the current and future potential shocks.
Generally, Africa has shown considerable
resilience in weathering past crises, from the
2008 global financial crisis to the commodity
price collapse of 2014- 2016. The present
pandemic provides the continent with
another opportunity to further enhance its
ability to navigate shocks, build strong health
systems and accumulate fiscal buffers to
meet future challenges. n
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Hoda Atia Moustafa, Africa Regional Head at Multilateral Investment
Guarantee Agency (MIGA) elaborates on the role that MIGA is playing
in developing alternative energy sources both off-grid, mini-grid and
captive power in sub-Saharan Africa to help close the energy gap.

It is clear that renewable energy will be a key
driver of the recovery effort in Africa, as the
continent aims to ‘build back better’ and
support cleaner energy sources. The private
sector is a vital element of this recovery, and
private-sector led growth has an important
role in Africa’s economic transition and
energy transformation.
MIGA has historically been a major part of
this growth. MIGA’s current portfolio in SubSaharan Africa is $6.4 billion, with 50% of that
amount in the energy sector alone. MIGA is
supporting 92 projects in 29 member
countries. Much of this exposure, in particular
in the last five years, is in the energy sector.
In the past, MIGA’s main source of energy
projects were independent power projects
(IPPs), many of them in the renewable space.
Notable project examples include Bujagali
hydro in Uganda, Nachtigal hydro in
Cameroon, Taiba Ndiaye wind and Scaling
Solar in Senegal, Ghoubet wind in Djibouti,
Tulu Moye geothermal in Ethiopia, and Salima
solar in Malawi. These projects rely on offtake
payments from the state utility and MIGA’s
Breach of Contract cover provides a form of
credit enhancement to backstop these
obligations.
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Alternative energy sources
to close the power gap in
Sub-Saharan Africa

However, many
African utilities are
struggling with various
issues including
financial viability, lack
of adequate planning
leading to oversupply,
and severe nontechnical losses. The
World Bank Group has
Hoda Atia Moustafa
been working on
various initiatives for power sector reform to
address these issues and make IPPs in these
countries more attractive to the private sector.
These reforms will take months, sometimes
years, to be implemented, but in the meantime
the energy access problem cannot be ignored.

Alternative generation sources
As such, MIGA has in recent years looked
towards alternative sources of energy
generation to address energy access. This
includes off-grid, captive power, and minigrids. Various models have rolled out and are
continuing to grow on the continent, fuelling
a new industry that is not reliant on utility
payments but utilises a private
offtake/consumer approach.

It is clear that renewable energy will be a key driver of
the recovery effort in Africa, as the continent aims to
‘build back better’ and support cleaner energy sources.
The private sector is a vital element of this recovery,
and private-sector led growth has an important role in
Africa’s economic transition and energy transformation.
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The ‘Escotel model’
For example, in December 2020, MIGA
issued guarantees of $25.6 million to Escotel
Mauritius covering its investments in solar
power generation in Sierra Leone and Liberia.
The ‘Escotel’ model is based on an energy
services contract to telecoms companies, in
this case Orange Telecom. MIGA’s guarantees
will support the provision of electricity and
logistical services to power existing and
future cell phone towers, called
telecommunication network sites (TNS), in
Sierra Leone and Liberia. The Escotel
projects will be providing power through
considerably more efficient and climatefriendly power solutions by installing
photovoltaic solar panels at each TNS that
will either supplement or replace entirely the
diesel generators. This will allow the
telecommunications operator to modernise
and expand the scope and quality of its
services and will have a significant impact, as
providing power to TNS currently represents
about 50 percent of the total operating costs
due to unreliable supply and heavy reliance
on expensive diesel generators. Escotel
hopes to replicate this model in other
markets in Africa, and MIGA is currently
finalising its third such guarantee in the DRC.
Given the increasing importance of
telecommunications and the digital economy
in light of the COVID pandemic, these
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projects not only help bring cleaner energy
to these fragile markets, but also assist with
a vital and growing sector of the economy.

Off-grid solar guarantees for ‘energy
as a service’
As another example, in October 2020 MIGA
issued guarantees of $36.9 million to a
private equity fund managed by African
Infrastructures Investment Managers (AIIM).
The guarantees cover the funds’ loans to
BBOXX Capital in Rwanda, Kenya and DRC.
An additional guarantee of $6.1 million was
issued to FEI-OGEF LP of Mauritius to cover
its loan to BBOXX DRC.
Off-grid solar is among the most
promising transformative technologies
contributing to an increase in access to
electricity in rural areas. BBOXX Capital
Limited (BBOXX) is a vertically integrated
company that designs, manufactures,
distributes, services, and remotely manages
standalone off-grid solar home systems.
BBOXX’s enterprises in Rwanda, Kenya and
DRC provide customers affordable access to
clean energy on a pay as-you-go basis using
mobile money technology. The off-grid
energy solutions the companies provide
include individual solar kits and highefficiency electric equipment such as lights,
televisions, and refrigerators, as well as
liquefied petroleum gas cylinders and small
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Mini-grid model in the ascendence
A third and fast-growing model is for minigrids, which supply power to homes, small
businesses, and industry – particularly in
areas beyond the reach of the main grids. As
the costs of mini-grid components such as
solar and battery storage technologies
decrease, solar mini-grid solutions are
becoming more economically viable.
Consequently, many African governments,
including DRC, Ethiopia, Kenya, and Nigeria,
are prioritising mini-grids as part of their
national electrification plans, complementing
grid extensions and solar home systems.
MIGA has begun working with some of
these mini-grids developers, for example
Nuru in DRC, as it is clear that there are
many regulatory challenges that require derisking instruments. Concerns regarding tariff
regulations and adjustments, grid
encroachment, and other regulatory risks
need to be addressed to provide private
investors with comfort as these investments
scale up. IFC is leading this engagement with

Utility scale power will
always be a backbone of
energy generation, and
off-grid, mini-grid and
captive power can never
be a complete substitute
for reliable grid-connected
power. However, these
alternative sources of
energy generation are and
will continue to play a
crucial role in filling
Africa’s energy access gap
of nearly half of its
population.
its ‘Scaling Mini-Grids’ initiative, and working
alongside MIGA and the World Bank, is
aiming to create an enabling environment to
tap the enormous potential of mini-grids on
the continent, which according to the
International Energy Association can reach
up to 30% of the population by 2030. Much
work is still to be done in this area but the
increased attention of the international DFI
community, donors, and the private sector
can make it a reality.
Utility scale power will always be a
backbone of energy generation, and off-grid,
mini-grid and captive power can never be a
complete substitute for reliable gridconnected power. However, these alternative
sources of energy generation are and will
continue to play a crucial role in filling
Africa’s energy access gap of nearly half of
its population.
The risks associated with these kinds of
projects are quite different from those in
IPPs. For example, MIGA cannot provide any
kind of guarantee for private offtake, thus the
demand projections must be viable from the
start. But there are other more nuanced risks,
in particular in the regulatory space, that PRI
providers like MIGA can help offset.
Working with our sister institutions of the
World Bank Group as well as development
partners across the globe, MIGA has begun
helping unlock these alternative energy
access sources to help close the energy gap
and bring more clean energy to the
continent. n
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gas burners for domestic clean cooking.
MIGA’s guarantees will strengthen
BBOXX’s operations by expanding the
company’s delivery of off-grid solar energy.
This will significantly improve economic
opportunities in rural areas with low rates of
electrification. Increased electrification
reduces the burden of collecting traditional
fuels and indoor air pollution, both of which
disproportionately affect the health and
productivity of women and children. The
projects will have climate mitigation benefits
by replacing household use of kerosene and
biomass for energy generation, and by using
LPG as a clean cooking fuel. The project will
result in an offset of nearly two million metric
tons of CO2e across Rwanda, Kenya, and
DRC.
BBOXX operates as an ‘energy as a
service’ business, offering its customers
installation at their premises by a trained
technician as well as after-sales services.
BBOXX has over 63,000 customers in
Rwanda and 9,000 in DRC, with operations
centred in the fragile province of North Kivu.
BBOXX provides high quality jobs to 190
employees, including skilled positions for
engineering graduates and job training for all
functions.
These are just two examples of alternative
energy generation models that have strong
developmental impacts as well as climate
benefits.
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Spotlight on EGE’s
role in Egypt’s Africa
strategy
Export Credit Guarantee Company of Egypt (EGE) is the mandated
ECA of Egypt, and it plans to play a key role in supporting the
government’s expansion ambitions in Africa. Youssef Shanab, Senior
Analyst at EGE, explains the opportunities and challenges.

For months, the Egyptian government has
made it clear that the country is looking to
significantly expand Egypt’s presence within
the African market. Egypt is a member of the
of the African Union and for numerous years
has been a member of several trade
agreements with other African nations such
as the Common Market for Eastern and
Southern Africa (COMESA)1 and the recently
established African Continental Free Trade
Agreement (AFCFTA)2. However, Egyptian
presence within Africa has been historically
underwhelming.
During the previous fiscal year, Egyptian
exports to Africa (excluding Arab countries)
totalled $606.6 million (2.1% of total Egyptian
exports)3. This is a far cry from the Egyptian
government’s target of $7 billion in 2022 and
$10 billion by the mid-2020s. Egypt’s Minister
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for International
Cooperation has
highlighted that not
only should Egypt
seek to expand its
presence within Africa,
but the continent as a
whole should focus on
increasing intraAfrican trade which is
Youssef Shanab
extremely low when
compared to intra-European and intra-Asian
trade4.
Since EGE is the mandated Export Credit
Agency (ECA) of Egypt, the company will
naturally play a crucial role in supporting this
desired Egyptian expansion within the
African market.
Africa, and in particular Sub-Saharan
Africa has been lagging behind the rest of
the world. In terms of economic
development, when looking at pre-COVID-19
figures, Nigeria which is Africa’s largest
economy is only the 27th largest economy
worldwide5. Nigeria is followed by South
Africa in the 38th spot and Egypt in 42nd6.
Additionally, the African continent as a whole
would have been ranked as the 8th largest
economy worldwide in 20197.
When comparing GDP per capita figures,
the rankings are even more damning. The
African country with the highest GDP per
capita is the Seychelles, ranked at 67th
worldwide, followed by Mauritius in 77th
place and Equatorial Guinea in 96th8.
Meanwhile Africa’s three largest economies
in terms of GDP – Nigeria, South Africa and
Egypt – rank, 158th, 111th, & 145th
respectively. This shows that not only are
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Infrastructural hurdles – roads and
electricity
One major infrastructural hurdle is the
continent’s road network. According to the
World Bank, the density of national roads
within Africa averages at 204 kilometres of
road per 1000 square kilometres of land, and
only a quarter of these roads are paved. This
is far behind the global average of 944
kilometres of road per 1000 square

kilometres of land of which more than 50%
are paved.
This low road density also means that
Africa’s fast-growing cities are affected by
increasing congestion, which has an impact
not only on economic development but is
also a significant source of pollution and
accidents. Several countries have started
addressing this issue and EGE has already
started receiving requests from Egyptian
contractors looking to obtain reinsurance
cover for road network expansion projects.
Another infrastructural hurdle is access to
electricity due to both low generation
capacity and insufficient distribution
networks. According to the World Bank,
access to electricity within Sub-Saharan
Africa was 46.75% of the region’s population
during 2019. Again, numerous countries have
planned or undertaken energy generation
and distribution projects for which EGE has
been approached by a number of Egyptian
contractors looking for insurance for energy
projects that they have been awarded.
In addition to the recent focus on
infrastructure development within SubSaharan Africa, there are also a number of
other opportunities for EGE to increase
exposure within the African continent. The
increased presence of numerous Egyptian
EPC contractors in neighbouring North
African countries means that EGE is going to
receive an increasing number of requests by
Egyptian contractors.
Furthermore, the low sovereign ratings of
the majority of African nations coupled with
the onset of COVID-19 has meant that some
major players within the credit insurance
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Africa’s largest economies lagging behind
the rest of the world in terms of size, but also
in terms of the wealth of individual citizens.
There is, however, a bright spot when it
comes to economic growth. In 2019, nine of
the 20 fastest growing economies in the
world were African nations, with Libya,
Rwanda, Ethiopia, Uganda and Djibouti all
present in the top 109. While Libya and
Ethiopia have both suffered major setbacks
over the past year, African nations still
maintain a significant presence within the
fastest growing economies worldwide. It is
however important to note that it is natural
for poorer countries to witness higher
economic growth rates due to both the large
unused capacity that can be used as well as
the previously low GDP levels of the
comparative years.
Africa’s economic woes are attributable to
several factors such as poor infrastructural
development, political corruption, and social
inequality all of which are interconnected.
Political corruption is a major reason for the
significant infrastructural underdevelopment
within the continent, particularly when it
comes to Sub-Saharan Africa.
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market have witnessed a decreased appetite
when it comes to the African market thus
leaving room for EGE to make use of the
emerging market gap.

Challenges for EGE – ratings
constraints
However, there are also a number of
challenges that EGE faces when it comes to
expanding in Africa. While the decreased
appetite regarding Africa has presented a
market gap that EGE can exploit, this also
means that the company is facing increased
difficulty when it comes to receiving support
(reinsurance, coinsurance, etc.) from the credit
insurance and reinsurance markets, thus EGE
is sometimes forced to consider taking
significant exposures fully on net retention.
This was evident in more than one
transaction where EGE found extreme
difficulty in obtaining reinsurance support
especially when it comes to medium/long
term transactions such as PPAs. Another
major hurdle faced by EGE is that the
majority of large infrastructure projects are
backed by international DFIs. Such agencies
normally require obtaining insurance from ‘A
rated’ insurance companies. This presents a
challenge to EGE since the company’s
foreign currency rating is capped at Egypt’s
foreign currency sovereign rating.

such an expansion. In addition to supporting
the Egyptian government’s planned
expansion, there are numerous other
opportunities for EGE to increase its
presence within the continent.
The African economy has been lagging
behind the rest of the world owing in large
part to the continent’s inferior infrastructural
development. Numerous African countries
have been undertaking efforts to change this
by setting up infrastructure projects, some of
which include Egyptian contractors playing a
part.
Moreover, the increased presence of
Egyptian EPC contractors in neighbouring
countries also presents several opportunities
for EGE. However, EGE’s lack of an ‘A rating’
with regards to foreign currency presents a
challenge when it comes to supporting
projects involving international DFIs. The
decreased appetite of the credit insurance
market when it comes to taking exposure in
Africa presents both an opportunity to EGE
by presenting a market gap that can be
exploited, as well as a challenge when it
comes to seeking reinsurance support for
major transactions taking place in Africa. n
Notes
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Opportunity and challenges
In conclusion, the Egyptian government has
recently outlined its intentions to expand
significantly within the African market.
Accordingly, EGE being the mandated ECA
of Egypt will play a major role in supporting
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Assessing the impact of
ATI’s Regional Liquidity
Support Facility
Obbie Banda, Underwriter, African Trade Insurance Agency (ATI) looks
at the impact of ATI’s Regional Liquidity Support Facility (RLSF) four
years on from its launch.

In November 2017, African Trade Insurance
Agency1 (ATI) and KfW Development Bank2
jointly launched the Regional Liquidity
Support Facility3 (RLSF) – a guarantee
instrument designed to address the short
term liquidity risk faced by Independent
Power Producers (IPPs) that sell electricity to
state owned power utilities across subSaharan Africa. In setting up RLSF, ATI and
KfW were looking to create a lasting and
sustainable guarantee product for the benefit
of small and medium sized renewable energy
projects, building on their respective
experiences in supporting IPPs via insurance
products and procurement initiatives.
Besides RLSF, ATI had previously provided a
bespoke liquidity instrument for the 100 MW
Kipeto Windfarm4 in Kenya while KfW was
the initiator of the successful GET FiT
programme in Uganda.
KfW’s total funding commitment of €32.9
million for RLSF, split across technical
assistance for its implementation and cash
collateral that underpins the unique product
structure, was provided by the German
Federal Ministry of Economic Cooperation
and Development (BMZ).

How it works and the general
expectations at inception
RLSF comprises cash collateral and
guarantees worth up to €63.2 million, made
available to Absa South Africa which in turn

issues Standby Letters
of Credit (SBLCs) for
the benefit of IPPs.
The SBLCs cover up to
six months’ worth of
revenue for the IPP
and can be issued for
tenors of up to 10
years – with the
option to renew
Obbie Banda
thereafter. Some of
the unique features of RLSF are that it allows
the IPPs to submit multiple claims over the 10
year period owing to its revolving nature, and
that the host government is not required to
provide counter-guarantees prior to the
policy issuance.
Having entered into Memoranda of
Understanding with ATI, projects in Benin,
Burundi, Côte d'Ivoire, Madagascar, Malawi,
Uganda and Zambia can benefit from RLSF,
with the expectation that more of ATI’s 19
member countries will sign up. As of
November 2021, ATI has issued and finalised
three RLSF guarantees in support of
landmark solar projects in Burundi and
Malawi – the very first solar IPPs in these
countries. Two additional guarantees are on
track to be issued by the end of Q1 2022.
At the time of its launch, the assumption
was that the availability of such a guarantee
product would lead to more renewable
energy projects reaching financial close and

A lot has changed in the power sector in sub-Saharan
Africa since 2017 – the need for liquidity guarantees
and political risk insurance has evolved.
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that the timelines faced by such projects in
achieving this milestone would be greatly
reduced – the former has been largely
achieved, the latter not so much. Whilst
RLSF and similar liquidity instruments are
imperative in addressing bankability gaps for
grid connected power projects, they do not
serve as magic wands! Wider macroeconomic, sector and project specific
challenges need to be adequately addressed
within each country for projects to advance
at a faster pace.

Transactions supported
The first RLSF policy was issued in January
2020 in support of the 7.5 MW Mubuga solar
PV in Burundi5, a project developed by
Gigawatt Global with financial support of a
consortium of lenders including the
Renewable Energy Performance Platform
(REPP), the US International Development
Finance Corporation (DFC) (formerly OPIC)
and the Inspired Evolution II Fund. The
second and third RLSF polices were issued in
November 2020 in support of the 21MW
Nkhotakota6 and the 60MW Salima solar PV7
in Malawi. These two projects are owned by
Serengeti Energy (formerly responsAbility
Renewable Energy Holding (rAREH)) /
Phanes Group and JCM Power/ InfraCo
Africa Limited, respectively.
The three projects will cumulatively add
88.5 MW to the grid, in turn providing access
to electricity for over one million people. The
RLSF guarantees, worth a total of $7.8 million
across the three projects, have enabled
$119.4 million in total project financing. The
first two RLSF policies were jointly
recognised as the Deal of the Year – Energy8
at the 2021 African Banker Awards,
illustrating the impact and positive
recognition of RLSF.

Lessons learned
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A lot has changed in the power sector in
sub-Saharan Africa since 2017 – the need for
liquidity guarantees and political risk
insurance has evolved. As offtakers
increasingly perform well on their obligations
to operational IPPs and investors gain a
better understanding of the real political risk
in some countries (correcting previously held
perceptions), the demand for guarantee
products has gradually reduced (bad news
for political risk insurance underwriters but
overall a good sign!). Good examples are
markets such as Kenya and Uganda where
developers are increasingly comfortable not

Power utilities have faced
greater financial
difficulties due to a
combination of factors
such as reduced demand
as economies slowed
down and lockdown
measures were rolled out,
and lower collections from
end users as amnesties
were introduced by
various governments.
only with the country risk but also the
liquidity risk on offtakers in those countries.
RLSF has not been an exception to this
trend. While there remains consistent
demand for such liquidity instruments,
particularly in markets at a nascent stage in
attracting IPPs, there has been a notable
change in some more developed renewable
energy markets. For ATI to continue
effectively serving this demand,
improvements to RLSF have been identified
– to make its contractual structure simpler,
cheaper and for the product to be easily
deployed. With alternative liquidity
instruments being developed and likely to
become available in the coming years, these
envisioned changes will ensure that RLSF
continues to be competitive, relevant and
responsive to market needs.

A new RLSF structure
The existing RLSF structure works as follows:
ATI and KfW jointly provide collateral to
Absa South Africa and Absa then issues
SBLCs to beneficiary IPPs. ATI working
closely with KfW (as well as other donors
who are on track to provide additional
funding), will make fundamental changes
going forward – in lieu of providing collateral
to an LC Issuing bank, ATI will potentially also
be able to provide revolving guarantees
directly to beneficiary IPPs. The guarantees
will be for an increased tenor of up to 15
years and potentially cover up to 12 months’
worth of revenue. The additional funding will
also extend the eligibility criteria to larger
projects of up to 100 MW (from 50 MW).
These new changes are quite exciting for
ATI and should be for all stakeholders. The
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Impact of Covid-19
The COVID-19 pandemic has had a huge
effect on each and every country globally.
The pandemic’s effect on people lives and
livelihoods already stretched healthcare
infrastructure and the economy has been
devastating. Its effect on the power sector
has equally been evident albeit the full
impact may not be fully appreciated for
another year or two. Power utilities have
faced greater financial difficulties due to a
combination of factors such as reduced
demand as economies slowed down and
lockdown measures were rolled out, and
lower collections from end users as
amnesties were introduced by various
governments. All this has meant that the
creditworthiness of several utilities have been
greatly affected – bearing in mind that the
starting point prior to the onset of the
pandemic was not very positive.
As a result of these negative effects of the
pandemic, the need for liquidity instruments
and complementary political risk insurance
that can cover the risk of termination is
expected to continue in the coming years.

Digitalisation and the role of the
Transparency Tool
The RLSF MoUs signed between ATI and
African states allow ATI to collect
information on the payment behaviour of the
offtaker and share such information with
other participating IPPs within each country.
From time to time, the information will be
made available to the public via aggregated
reports. The information collected is
recorded and can be accessed via the
Transparency Tool9 – a digital platform
launched by ATI in 2019. With time, the hope
is that the availability of such verified and
reliable payment trends will help align the
perceived poor payment risk of power

utilities with reality. The first report from the
Transparency Tool was published in April
2021 – showing that the Malawian power
utility, ESCOM, was meeting its payment
obligations to the country’s sole IPP on time.

Conclusion
By all accounts, RLSF has been a success
since its launch four years ago – it has gone a
long way towards further illustrating ATI’s
role as a valuable partner in supporting
renewable energy projects across the African
continent. However, we will not rest on our
laurels and will continue to innovate, ensuring
that RLSF evolves alongside wider market
changes. With ATI’s growing expertise in this
unique guarantee space, the goal is that such
success will allow for the development of
additional guarantee instruments that can
equally spur and encourage private sector
funding towards a just energy transition –
potentially supporting commercial and
industrial power projects, mini-grids and
other off-grid initiatives.
The relative success of RLSF has shown
that mobilising financing for small and
medium sized renewable energy projects is
possible and attainable, and that, even
though the challenge of electrifying the
entire African continent is huge, continued
cooperation between governments,
multilateral institutions, donor agencies and
the private sector can make a meaningful
and lasting impact. n
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new structure will allow IPPs to benefit from
ATI’s positive credit rating of A/A3 (S&P &
Moody’s respectively), an improvement from
any current limitation owing to the ratings of
most African banks, which is capped at their
sovereign’s rating. The new contracts to be
signed between ATI and the IPPs will be
simpler – cutting the existing turnaround
times in negotiating such agreements.
Additionally, the cost of RLSF cover will
become more affordable as any fees
currently charged by the bank issuing the
SBLCs will no longer be considered. This new
structure will be in place from January 2022.

www.ati-aca.org
Notes:
1
2

3

4

5

6
7

8

9

https://www.ati-aca.org
https://www.kfwentwicklungsbank.de/International-financing/KfWEntwicklungsbank/
https://www.ati-aca.org/energysolutions/facilities/regional-liquidity-supportfacility/
https://www.ati-aca.org/ati-backs-opic-actis-tolaunch-kenyas-100mw-kipeto-wind-power-projecta-pivotal-part-of-the-governments-renewableenergy-push/
https://www.ati-aca.org/atis-renewable-energyfacility-backs-the-largest-private-investment-inburundis-energy-sector-in-decades/
https://www.ati-aca.org/ati-supports-usd67m-solarplant-in-malawi-to-fill-a-critical-energy-gap/
https://www.ati-aca.org/ati-steps-in-to-provideliquidity-cover-for-the-60-mw-jcm-salima-solar-pvthe-second-project-in-malawi-to-benefit-from-theregional-liquidity-support-facility-rlsf/
https://www.ati-aca.org/ati-recognized-for-energydeal-of-the-year-at-the-2021-african-bankerawards/
https://www.ati-aca.org/wpcontent/uploads/2020/01/Transparency-ToolBrochure-min.pdf
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Africa: Sustainable
investments require
sustainable lending
Martin Sturinge, Country Analyst at EKN, looks at how large
investments in sustainable growth in Africa require collaboration in the
financial community to preserve financial stability.

Given the size of its economy, Sweden
punches above its weight in terms of export
credit support to Sub-Saharan Africa.
Ongoing projects include a new railway
across Tanzania, the world’s largest solar
park in Angola and major public
transportation projects in Burkina Faso,
Ghana and Côte d’Ivoire.
What are the reasons behind the strong
Swedish presence in Sub-Saharan Africa?
Martin Sturinge (MS): Sweden has played an
active role in development support to a large
number of nations post-independence for
more than half a century. The relations and
goodwill resulting from the longstanding
cooperation in development aid and other
forms of support have obviously paved the
way for doing business with Swedish
companies. Also, Sweden enjoys the benefit
of being widely regarded as a non-aligned
and reliable partner harbouring good
intentions with no strings attached or hidden
agendas.
Moreover, Swedish suppliers are seen as

synonymous with high
quality and there is
high degree of
compatibility between
African needs and
Swedish technology
and knowhow.
Construction
equipment,
transportation, energy
Martin Sturinge
transmission,
telecoms, mining and healthcare are a few
examples.
How does the need to tackle challenges in
climate change and need for long term
sustainability affect your work in Africa?
MS: The renewed focus on sustainability over
past decades has benefitted Swedish
suppliers of greentech and cleantech
required to meet increasingly tough
ambitions on the phasing out of fossil fuels.
Investments in large-scale and
technologically advanced solutions that can
meet climate goals are, however, often

Sweden has played an active role in development
support to a large number of nations postindependence for more than half a century. The
relations and goodwill resulting from the longstanding
cooperation in development aid and other forms of
support have obviously paved the way for doing
business with Swedish companies.
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outside the scope of what developing
nations can fund over the public budget or
on the commercial loan market. Furthermore,
investments in sustainable energy and
infrastructure are characterised by extended
payback periods and large upfront
investments.
This is where EKN and other ECAs have a
crucial role to play in covering the risk taken
by lenders and thus attracting the private
capital required to fill the substantial funding
gap. Our expectation is that EKN will
continue to see strong demand for
sustainable Swedish solutions in Africa.
EKN is highly proactive in identifying new
projects in Africa where export credits
institutions and Swedish technology can
contribute to success. How is this done?
MS: We have intensified our focus on
building awareness among international
EPCs (Engineering, Procurement,
Construction) and their financial partners.
The purpose is to ensure Swedish suppliers a
seat at the table in new projects where
project owners, financiers and suppliers from
many countries come together in delivering
solutions for the public sector in African
countries.
What challenges do you see in African
markets going forward?
MS: While it is always difficult to generalise,
many African nations suffer from the
unstable political and civil leadership seen in
relatively young countries, in the case of
Africa these are frequently exacerbated by
arbitrarily drawn borders that fuel internal
conflicts. Coups still happen and the risk of
armed conflict is still higher compared to
other parts of the world, even if the situation
has improved over past decades.
Weak institutions and rising level of
sovereign debt combine to pose the biggest
challenge, given the need to finance
investments that are necessary to sustain
growth and rising income. Many African
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economies need to sustain a very high
growth rate to catch up with advanced
economies and few of them are currently
able to achieve that. Financing large
infrastructure projects necessary to secure
economic growth has become more difficult,
partly because they add to sovereign debt.
Many African nations participate in IMF and
World Bank programmes that limit the
amount of new commercial borrowing
governments can undertake.
These challenges combine to increase the
demand for ECAs to cover the risk for
investors and financiers to be willing to
undertake long term projects on a massive
scale.
How does EKN deal with the challenges?
MS: We continuously monitor the level of
sovereign debt, adjust our country risk
assessments and tighten our policies
accordingly. EKN complies with the OECD
Recommendations on Sustainable Lending,
which in some cases limit our risk taking. In
order to reduce our exposure, EKN actively
seeks reinsurance with ECAs in countries
that are home to exporters involved in
projects we support. Close cooperation with
regional development banks and global
financial institutions is also important when
structuring transactions.
What about the bright side – are there
positive trends in Africa?
MS: Overall, African economies are better
equipped to handle higher debt levels
compared to just a few decades ago.
Volatility in general has decreased in Africa,
as increased trade exchanges and
globalisation have brought a sense of
discipline. Many African nations are active on
the Eurobond market and consequently are
careful to maintain a decent credit rating.
There is a higher awareness of the cost of
default. n
Interview text by Jonas Rehnberg

Overall, African economies are better equipped to
handle higher debt levels compared to just a few
decades ago. Volatility in general has decreased in
Africa, as increased trade exchanges and globalisation
have brought a sense of discipline.
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Turk Eximbank’s
contribution to
Turkey’s Africa policy:
An empirical analysis
By Yasin Baysan, Assistant Manager, International Loans, Turk Eximbank.

Introduction
The question of export support has been
addressed in a good number of research
papers. Many found that export promotion
has a significant positive effect on countries’
exports whereas some argued that it boosts
exports to high-risk countries, but worsens
the export structure by encouraging
exporters to export low-quality goods. Others
found that export promotion has no effect on
exports. Yet, an approach considering its
contribution to the foreign policy of any
country is missing in the literature. The aim of
this research is to fill this gap to some extent
by determining the effect of export credit
insurance support of Turk Eximbank on
Turkey’s exports to African countries with
regard to Turkey’s Africa Policy.

Export credit insurance in
Turk Eximbank
Export credit insurance is a product that
complements incomplete buyer credit
information, regulates risk premiums that are
unsustainable due to the heterogeneous risk
perception, moral hazard and adverse
selection arising from the deficient insurance
market, and eliminates export externalities
associated with foreign markets where there
is no perfect competition (Fitzgerald and
Monson 1989).
The predicted asymmetrical structure of
Turkey’s bilateral relations, weaker relations in
exports than in imports indicate the difficulties
faced by Turkish investors accessing foreign
markets, rather than the lack of a country-level
trade policy. This result suggests that
exporters cannot afford, particularly, sunk
costs and information costs while entering the
markets (Yücer 2020). At this point, the sole
official export credit agency in Turkey, Turk

Eximbank, plays a
crucial role through its
products in support of
exports.
Turk Eximbank has
been providing export
credit insurance
support since 1989 to
encourage the sale of
goods and services by
Yasin Baysan
securing exports
against losses that may arise out of
commercial and political risks. By doing so, it
helps exporters to increase their sales volume
and supports them to improve the quality of
their customer portfolio.

Turkey’s Africa policy
Constructed on a historical foundation,
Turkey’s Africa policy involves establishing
political, humanitarian, economic and cultural
relations on bilateral, regional, continental
and global levels. Turkey’s African Initiative
Policy process, which started in 1998, gained
momentum when it became an observing
member and strategic partner of the African
Union in 2005 and 2008 respectively.
In order to further strengthen rapidly
increasing economic relations, the Strategy
for the Development of Economic Relations
with Africa was put into practice in 2003.
Turkey became an observer member of the
African Union and the Year of Africa was
declared in 2005. It became the strategic
partner of the continent at the First TurkeyAfrica Partnership Summit held in 2008.
Since then, rapid progress has been made in
several fields such as trade, investment,
cultural projects, security and military
cooperation and development projects.
With the African Strategy Circular
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published in 2010, it was aimed to direct
Turkish business people to Sub-Saharan
Africa as well as to North Africa, to increase
the support for Turkey in international
organisations and to have effective
promotion in African countries where there is
a lack of information about Turkey. The
African Initiative Policy, which was
successfully completed, has been replaced
by the Africa Partnership Policy as of 2013.
Turkey and Africa have agreed to implement
projects simultaneously in various fields
along with the five-year schedule
programme, which was adopted with the
2015-2019 Joint Implementation Plan at the
Second Turkey-Africa Partnership Summit in
2014. In this context, projects developed
according to the priorities of the African
countries, in the fields of trade and
investment, peace and security, education
and culture, youth empowerment and
technology transfer, rural economy and
agriculture, energy and transportation have
been implemented.
Turkey attaches importance to opening
diplomatic missions in all African countries, in
order to enhance its relations with the
continent. While the number of its diplomatic
missions in Africa was only 12 in 2002, it
increased to 42 in 2019. It is also aimed to
increase the number of Turkey’s flagship
carrier Turkish Airlines’ flights to Africa and
facilitate interaction among business people in
order to turn Turkey into an intersection point
for African people to access the world and to
strengthen the ties between people. While
there were direct flights to four countries
across the continent in 2003, this number had
increased to 38 at the end of 2019.
One of the most concrete indicators of
strengthening relations is developing
economic ties and rapidly increasing trade
figures. Total trade volume with the African
continent has increased from $2.1 billion in
2003 to $15.9 billion in 2020. Trade volume
with Sub-Saharan African countries, which
used to be $554 million in 2003, has reached
$5.5 billion in 2019. Besides, the volume of
projects undertaken by Turkish contractors
rapidly expanded and reached $19.5 billion in
Sub-Saharan African countries and $71.1
billion in the African continent.

Turk Eximbank and Turkey’s
Africa policy
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Turk Eximbank has contributed much to
Turkey’s Africa policy so far. It actively
participated in the Turkish-African economic

and business forums and the annual
meetings of the African Development Bank,
held meetings with senior bureaucrats and
business people and performed
presentations. Framework agreements were
signed with African multilateral financial
institutions to share information as well as to
increase its effectiveness in the continent.
Turk Eximbank also contributed to the
policy through its credit and insurance
programmes by supporting exporters and
contractors to enter and to operate in the
African market. Between 2003 and 2019, $1.1
billion worth of buyer’s credit support was
provided for goods and services exported
from Turkey for projects undertaken by
Turkish contractors in Ethiopia, Ghana,
Cameroon, Republic of Congo, Senegal and
Sudan. These projects not only inevitably
promoted Turkey’s export of goods and
services but also had a significant
contribution to economic, social and cultural
development of the buyer countries.
Additionally, its support in the form of export
credit insurance increased 17-fold, from $69
million in 2003 to $1.2 billion in 2019.

Literature review in a nutshell
According to Newton’s Law of Gravity, any
particle in the universe attracts any other
particle thanks to a force that is directly
proportional to the product of its mass and
inversely proportional to the square of the
distance between them. Applied to
international trade, Newton’s Law of Gravity
implies that, just as particles are mutually
attracted in proportion to their sizes and
proximity, countries trade in proportion to
their respective market size (gross domestic
products (GDPs)) and proximity.
The initial applications of Newton’s Law of
Gravity to economics were the studies of
Ravenstein (1885) and Tinbergen (1962), who
used gravity to study immigration and trade
flows, respectively. Anderson (1979) was the
first to offer a theoretical economic
foundation for the gravity equation. The next
contribution came from Bergstrand (1985) as
he derived the gravity model as a partial
equilibrium of general gravity equilibrium.
Despite these theoretical developments and
its solid empirical performance, the gravity
model of trade struggled to make much
impact until the early 2000s. Since then, the
fundamental studies of the gravity model of
trade have been enriched by studies that
continue to explain the changing structure of
commercial flows in a theoretical framework
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Analysis and findings
In order to investigate the effect of export
credit insurance of Turk Eximbank on
Turkey’s exports to 47 African countries1, an
empirical analysis was conducted over the
period 2003 to 2019 using the panel data. An
augmented gravity equation2 was derived by
taking the traditional trade gravity equation
(Tinbergen 1962) as a basis. An unbiased
estimation was employed with the Poisson
pseudo-maximum-likelihood estimator which
also paves a way to deal with zero-values in
the data set and is robust to
heteroscedasticity (Silva and Tenreyro 2006).
Turkey’s exports to African countries were
the dependent variable in the equation. The
independent variables were insured exports,
income of buyer countries and the distance
between buyer countries and Turkey. In order
to find out the side effect of the policy on
exports, the dummy variables of free trade
agreements, location of Turkish embassies,
Turkish Airlines’ flight destinations, cultural
relationship and landlocked nature were also
added to the equation (see table).
Empirical findings show that export credit
insurance support of Turk Eximbank has a
positive effect on exports. The GDP of the
buyer country and the geographical distance
between the countries are statistically

Regression results

significant and their signs are in the same
direction indicated in the theory. Exports to
landlocked countries are negatively affected
due to increasing transportation costs.
Turkish Airlines and Turkish embassies
have made an important contribution to
exports. These results indicate that direct
flights positively affect bilateral trade and
diplomatic missions increases the demand
for Turkish goods. Nevertheless, free trade
agreements are insignificant because they
were signed with countries (for example,
Tunisia, Egypt, Morocco) that have a higher
share in Turkey’s exports before [signing].
Similarly, the cultural relationship is not
significant due to the fact that Turkey only
has cultural ties with North Africa.
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and to create since then an accurate
econometric definition of the model.

Conclusion
Each government targets improving its
country’s competitiveness in foreign markets
by promoting exports. Export credit
insurance can be an important component of
foreign policy as it encourages exporters to
enter new markets by eliminating the risks
and reducing the information costs.
This study revealed that a 1% increase in
export credit insurance causes Turkey’s
exports to African countries to increase by
0.23% for the period 2003-2019. In this
regard, it is recommended for exporters that
intend to enter new or risky markets to
benefit from export credit insurance support
of Turk Eximbank. Results also suggest that
Turk Eximbank offices within Turkey’s
diplomatic missions abroad boost the
exports by improving the quality and
availability of buyer information.
Further research is recommended to
determine the contribution of other export
credit agencies to their countries’ foreign
policies. n
The manuscript of the paper was submitted
in Istanbul Finance Congress 2021. The views
and opinions expressed in this study are
those of the author and do not necessarily
indicate the views of any public authority.
Authors’ credits and references are available
with the author.
Notes
1 Burundi, Central African Republic, Chad, GuineaBissau, Lesotho, São Tomé and Príncipe and South
Sudan were excluded from the estimation since
there were no/negligible observations during the
analysis period.
2 EXPORTi,t = exp[ + 1lnEXPINSi,t + 2lnGDPj,t +
3lnDISTANCEij + 4FTAij,t + 5EMBASSYi,t+
6THYij,t+ 7CULTUREij+ 7LANDLOCKEDj] * ij,t
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International cooperation on
debt vulnerabilities: DSSI
and Common Framework
Romanie Peters, Senior Company Lawyer, Legal and Claims
Coordinator at Credendo gives an update on two key international
cooperation initiatives on debt vulnerabilities, how they work and
what they have achieved.

Debt levels were already at record high levels
before the crisis and the COVID-19 crisis is
pushing them to new heights. The
international community responded to the
rising debt vulnerabilities with the creation of
the Debt Service Suspension Initiative (DSSI)
in May 2020 and the Common Framework
for Debt Treatments beyond the DSSI
(Common Framework) in November 2020.

Debt Service Suspension
Initiative (DSSI)
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Principle
In response to the economic repercussions of
the COVID-19 pandemic for the world’s
poorest countries and urged by the IMF and
World Bank, the G20 launched the DSSI on
15 April 2020. It entered into force on 1 May
2020. The DSSI provides a temporary and
net present value- (NPV) neutral suspension
of debt service payments on claims owed to
official bilateral creditors. The DSSI is overall
considered as a rapid emergency assistance
initiative.
Originally, the DSSI only suspended the
debt service due between May and
December 2020, which was to be repaid over
three years after a one-year grace period. In
November 2020, the initiative was extended
to also cover debt service from January to
June 2021, to be repaid over five years (again
after a one-year grace). A final extension, for
debt service until December 2021, was
granted in April 2021.
In terms of eligibility, the DSSI is open to
all International Development Association

(IDA) countries and
least developed
countries that have no
arrears with the IMF or
World Bank. In
practice, 73 eligible
countries could seek
the suspension. In
order to benefit from
the DSSI, eligible
Romanie Peters
countries need to
make a formal request to their creditors and
be involved in an IMF financing arrangement.
DSSI borrowers commit to use the freed-up
resources to increase social, health, or
economic spending in response to the
COVID-19 crisis, subject to IMF-World Bank
fiscal monitoring. They equally commit to
disclose their public debt and to limit new
non-concessional debt during the suspension
period.
In addition to the 22 Paris Club creditors,
five non-Paris Club G20 members (China,
India, Saudi Arabia, South Africa and Turkey),
and two non-Paris Club and non-G20
countries – Kuwait and the UAE – have
implemented the DSSI in 2020.
Exclusions
The G20 called upon private creditors to
participate in the DSSI ‘on comparable terms’
but soon in the process, private creditors
made strong reservations about the initiative.
In case there would be a private sector
participation in the DSSI, it should be on an
entirely voluntary basis.
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Results
In 2020, 43 participants benefited from an
estimated $5.7 billion of suspended debt
service owed to official bilateral creditors and
to China. To date, 48 eligible countries have
made requests to be included in the DSSI.
To date, the Paris Club creditors have
deferred a total of $4.5 billion for 42
countries since May 2020.
Ultimately, private creditors did not
participate in the DSSI. The main reason was
that debtor countries that opted to join the
initiative and requested such participation
from private creditors, refrained out of fear
for negative implications for their credit
ratings and financial market access. Even if
several countries that requested DSSI
support did see their credit ratings being put
on negative watch, in and of itself the official
debt service moratorium under the DSSI has
not triggered severe adverse market
reactions.

Common Framework
Principle
Alongside the DSSI’s first extension and with
the approval of the Paris Club, in November
2020 the G20 also introduced the Common
Framework for Debt Treatments beyond the
DSSI.
In principle, the Common Framework can
be used to implement anything from a short
term debt reprofiling up to a deep debt
restructuring with large net present value
reductions or nominal debt write-offs, in case
that would be needed to restore debt
sustainability. However, the Common
Framework’s term sheet restricts such debt
write-offs to ‘the most difficult cases’.
The Common Framework aims to facilitate
timely and orderly debt treatments for DSSIeligible countries on a case-by-case basis
and, again, at the request of the debtor
country.
The need for a debt treatment and the
required restructuring is determined based
on:
i) the parameters of a fully-fledged IMF-

supported program including
conditionality
ii) the accompanying IMF-World Bank Debt
Sustainability Analysis (DSA)
iii) the collective assessment of the
participating official bilateral creditors,
which coordinate among themselves and
negotiate with the debtor country under
the form of an ad hoc creditor
committee
Similar to the DSSI, the debtor country must
disclose all necessary information on their
public debt.
The Common Framework draws heavily on
the Paris Club architecture:
–
it extends the Paris Club’s setting of
official bilateral creditors with G20, nonParis Club creditors, such as China, India,
Turkey and Saudi Arabia
–
it attempts to replicate some of the Paris
Club’s key procedures and principles
–
just like in the Paris Club’s debt
treatments, participation in the Common
Framework requires involvement in an
IMF programme: debt treatments are
informed by inputs from the IMF and
World Bank on debtors’ macroeconomic
situation, debt sustainability and the
required restructuring envelope
–
official bilateral creditor coordination
and negotiation with the debtor country
takes place through a creditor
committee and results in a memorandum
of understanding
–
it explicitly adopts the Paris Club’s
comparability of treatment principle
Notwithstanding these similarities, the
Common Framework lacks some of the Paris
Club’s institutional features, such as its
experience with information sharing and
creditor coordination. The first cases indicate
already that the applied case-by-case
approach tends to deviate from the Paris
Club architecture, in the sense of drifting
away from the Paris Club’s key procedures
and principles.
Exclusions
In order to promote broad creditor
participation and fair inter-creditor burden
sharing, a debtor country that agrees to the
key parameters of a debt treatment with its
official bilateral creditors is bound by the
usual ‘comparability of treatment’ clause.
Under the Common Framework, comparable
treatment is not simply encouraged as under
the DSSI, but rather a formal requirement, for
which the debtor country bears
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Multilateral development banks were kept
outside of the DSSI perimeter but were
asked by the G20 to further explore options
for the suspension of debt service, while
maintaining their advantageous credit rating
and low cost of funding. The IMF decided to
complement the DSSI with debt service relief
on its own claims for 29 of the poorest and
most vulnerable countries hit by COVID-19.
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responsibility. The impact of a Common
Framework debt treatment towards private
creditors is therefore expected to be more
significant, as opposed to the absence of
contribution by private creditors under the
DSSI.
In line with the DSSI, multilateral
development banks are not expected to
participate in the debt treatments of the
Common Framework but are asked to
explore how best to help meet the longer
term financing needs of developing
countries, while protecting their current
credit ratings and low cost of funding. Also,
IMF claims are excluded from the Common
Framework.
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Results
To date, G20 and Paris Club creditors have
received three requests for debt treatments
under the Common Framework, by Chad,
Ethiopia, and Zambia. While negotiations on
debt treatments are still ongoing, it is already
clear that these three countries differ
significantly in terms of creditor and debt
instrument compositions and hence may
need different debt restructuring solutions.
According to data of the World Bank and
IMF, Chad’s largest official creditors are Libya
and China, followed at a distance by France
and India. Further, about half of the country’s
(non-IMF) external debt is owed to
commodity trading company Glencore. Part
of Glencore’s claims on Chad is syndicated
with claims of other private creditors, and
part is collateralised by oil revenues.
Discussions in the creditor committees for
Chad have in the meantime progressed in the
right direction, with Glencore on board. And
Chad is moving towards IMF programme
approval.
Ethiopia owes a relatively large share of
its external debt, more than 40%, to the
World Bank and African Development Bank.
Its most important official bilateral creditor is
China, good for about a quarter of total
external debt. Commercial external debt
includes mainly a Eurobond. Following
Ethiopia’s Common Framework request, all
three major credit rating agencies
downgraded the country. While the creditor
committee has been formed, no real
progress has been booked given the dire
situation in the country.
Zambia’s external debt is relatively heavy
on private debt, which represents almost
50% of the total and comprises three
Eurobonds as well as other claims by private

creditors. Official bilateral debt, almost all of
it owed to China, accounts for just over 30%,
and multilateral debt for the remaining 20%.
In late 2020, Zambia defaulted on a
Eurobond payment. Although the outlook for
obtaining an IMF programme remains
positive, the Common Framework
negotiations will be challenging given the
diverse creditor basis. The formation of a
creditor committee and hence start of such
negotiations are expected by the end of
2021.

Concluding remarks
The DSSI is an emergency response for
short term liquidity issues:
It is a rapid liquidity tool designed to be used
as an emergency response to the pandemic.
Multilateral development banks do not
participate but they complement with further
financing. No private creditors have
participated in the DSSI, thus limiting its
benefits.
The DSSI also does not provide incentives
for countries to address debt levels where
needed, which might lead to the unintended
consequence of prolonging unsustainable
debt levels.
The Common Framework offers a more
structural solution addressing debt
sustainability problems:
The Common Framework is created to go
beyond the DSSI by providing a
comprehensive debt relief. It coordinates
debt treatments provided by G20 and Paris
Club creditors and requires debtor countries
to seek comparable treatment from other
bilateral and private creditors to ensure fair
burden sharing.
It follows a case-by-case approach –
which can be a deep debt reduction or a
debt reprofiling. It comes with an IMF
programme and its conditionality.
So far, three countries with different debt
challenges – Chad, Ethiopia, and Zambia –
have applied for treatment under the
Common Framework.
Sovereign debt restructuring activity is
climbing:
Since April 2020, the sovereign debt
landscape has been evolving very quickly
and it will clearly evolve in future.
Sovereign debt restructuring will become
a very important part of ECA’s activities
(again) similar to the HIPC treatments in the
past. n
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Africa’s shift to funding
sustainable power in
local currencies: The
opportunity for ECAs
Is Africa’s policy shift towards PPAs in local currencies an opportunity
for ECAs to support the long term sustainability of the energy sector?
By Harald Hirschhofer, Senior Advisor at TCX and Vivek Mittal, CEO of
African Infrastructure Development Association.

In the late 1990s and early 2000s Export
Credit Facilities provided up to 40% of
capital investments for IPPs in developing
countries, but their participation waned and
today only a very modest share of project
costs are covered by ECA finance. Is an
ongoing policy shift to local currency (LCY)
Power Purchasing Agreements (PPAs) an
opportunity for ECA finance to support the
climate finance agenda?

Better risk allocation and
management is needed to accelerate
investment into renewable energy
PPAs facilitate private sector led
independent power project (IPP) financings
by contractually securing long term
revenues. PPAs in African IPPs are usually
denominated in, or indexed to, US dollars or
other hard currencies. South Africa and CAF
countries are rare exceptions. PPAs are
typically enhanced by Multilateral Guarantees
from the likes of AfDB and World Bank, but
in the first instance are guaranteed by
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national treasuries.
However, the first line
of payment are
citizens and
customers of these
countries who bear a
pass through of the
generation costs from
IPPs. As soon as a
drought, flood,
Harald Hirschhofer
pandemic, or other
shock hits a country,
the currency of a
developing country is
likely to depreciate
instantly, increasing
tariffs and energy
costs for already
vulnerable local
consumers. This is not
only socially
Vivek Mittal
unsustainable, but also
inefficient from a financial risk management
point of view.

In the late 1990s and early 2000s Export Credit
Facilities provided up to 40% of capital investments for
IPPs in developing countries, but their participation
waned and today only a very modest share of project
costs are covered by ECA finance
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ECAs can play an
important role in
supporting the adoption
of local currency for PPAs
in Africa. Based on Berne
Union data for the
three-year period
2018-2020, ECA long term
commitment in Africa has
averaged $12 billion
annually, of which
approximately 20% is
estimated to fund private
sector projects.
protection of consumers and taxpayers from
currency risk in South Africa, India, Vietnam,
and Brazil boosted investment and improved
access to affordable energy because it was
accompanied by other significant reforms
including massive accelerations in
administrative processes to license power
projects.
Against this background of overall positive
experiences, the projected increases in the
frequency of extreme weather events and
their likely impact on credit and currency
risks have more recently contributed to

accelerating the debate around adopting
local currency PPAs.

An important opportunity for ECAs
ECAs can play an important role in
supporting the adoption of local currency for
PPAs in Africa. Based on Berne Union data
for the three-year period 2018-2020, ECA
long term commitment in Africa has
averaged $12 billion annually, of which
approximately 20% is estimated to fund
private sector projects. Renewable energy
has only received $452 million between 20192020. To put this in context, the
infrastructure funding gap in Africa is
estimated at $50 billion annually. While this is
significant in terms of existing ECA flows to
African infrastructure, there should be
capacity judging from the annual global ECA
led infrastructure flows of $140-160 billion,
and overall ECA backed flows of trade of $1.1
trillion annually.
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The move towards local currency PPAs
started in the late 1990s, following the Asian
currency crises. Dramatic currency
depreciations triggered step increases in
tariffs of US dollar linked contracts to IPPs
and other infrastructure and added stress to
scarce currency reserves of treasuries and
central banks. Importantly, the subsequent
adoption of local currency PPAs and better

Kenya’s case
Consider the specific case of Kenya to
explore how ECA can support a shift to LCY.
In September 2021, a Presidential Taskforce
on PPAs recommended the increased use of
Kenyan Shillings (KES) along with several
other energy sector reforms to improve how
energy projects are planned, procured and
managed. Such reforms are geared to
accelerate investment flows, improve risk
resilience of consumers and the utility, and
make monetary and fiscal policies more
flexible.
Kenya currently has approximately 2800
MW power sector capacity operating and in
construction – of which approximately
1100MW is private sector led in the form of
IPPs. It is expected that over the next 10
years, the country could deploy a further
1000-2000 MW of additional capacity,
mainly in solar, wind, and geothermal energy
and associated storage. The existing and
pending private sector capacity could
increase current IPP generation from 2.8

Against this background of overall positive
experiences, the projected increases in the frequency
of extreme weather events and their likely impact on
credit and currency risks have more recently
contributed to accelerating the debate around
adopting local currency PPAs.
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billion kWh a year by two to three times in
2030 and increase the annual spend of from
$350 million on IPP procurement by the
same factor. The investment required for this
1000-2000 MW capacity addition is
estimated at $1.0-2.0 billion (in current
terms), and approximately 40-50% of this
could be eligible for ECA backed financing.
The Kenyan financial system is arguably
already deeper and more developed than
many of its peers in other African countries.
Local debt markets are growing at a good
pace and innovative international efforts
such as TCX and Guarantco are delivering
new solutions and instruments in both
funding and risk markets to support a shift to
local currency PPAs.
For example, TCX offers hedging
contracts with tenors of up to 20 years and
is working with local and international banks
to build a swap curve in KES. Despite the
impact of the COVID crisis, it is possible to
hedge a total volume of about $500 million,
and perhaps even more, each year in the KES
swap market. Combined with the domestic
debt market and domestic savings, there is
sufficient funding and hedging capacity to
address a good part of the renewable energy
sector investment requirements.

How can ECAs help?
ECAs can contribute to this shift to LCY
finance in several ways, including with
innovation and the capacity of the global
ECA finance market for fostering trade in
capital good and technology transfer.
Effective guarantee solutions are needed to
address credit risk associated with long term
local currency lending operations and to
support green bonds issued to finance
renewable energy projects which have local
currency PPAs.
Convertibility risk protection will still be
needed for synthetic local currency lending
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(which is disbursed and repaid in hard
currencies, but debt service is fixed in local
currencies), which are an effective new
instrument in the project finance tool kit.
Although solar projects are less technically
complex and easier to implement than many
traditional technologies, there remains a
missing link in relation to guarantees for
construction finance.
ECAs are very well placed to accept and
manage the resulting currency risks and step
up their participation in global currency risk
markets, thereby expanding their [LCY]
scope and depth. Standardised instruments
already exist and their adoption would be
relatively easy. Such derisking activities and
associated tenor extensions could also allow
local banks and pension funds to become
more active and crowd in local savings.
By supporting the adoption of local
currency PPAs and protecting vulnerable
populations from currency risks, ECAs would
become an important channel to realise
some of OECD Governments’ 2009
Copenhagen commitments to facilitate
technology transfer and fund climate related
adaptation and mitigation investments in
developing countries to the tune of $100
billion per year. ‘Concessionality’ needs to be
geared towards achieving the manifold
impacts of this green transition target.
Going back to our initial example of
Kenya. There is a strong political
commitment to get a better allocation and
control of currency risks and shifting towards
PPAs in KES. Assuming these reforms are
successfully implemented, then it stands to
reason that other countries will take such
initiatives as well. Similar proposals are
already being considered in Nigeria, and it is
likely that other African nations, including
Uganda, Ghana, Zambia and Egypt will
follow suit. A good reason for ECAs to stay
tuned in and not miss the opportunity. n

By supporting the adoption of local currency PPAs and
protecting vulnerable populations from currency risks,
ECAs would become an important channel to realise
some of OECD Governments’ 2009 Copenhagen
commitments to facilitate technology transfer and
fund climate related adaptation and mitigation
investments in developing countries to the tune of
$100 billion per year.
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By Enrique G Diaz Valdes, Portfolio Analyst, Multilateral Investment
Guarantee Agency (MIGA).

With global heat records broken year after
year1 and with millions of people increasingly
more impacted by climate change2, the need
and urgency for immediate action cannot be
underscored enough. To tackle this
unprecedented global challenge, efforts must
be made to curb greenhouse gas (GHG)
emissions, of which the energy sector is
responsible for more than two-thirds3.
Simultaneously, however, around 800
million people today live without access to
electricity, and hundreds of millions are
without a reliable source of energy4,
hampering not only economic growth, but
also sustainable development and shared
prosperity. The dilemma is how do we
increase access to reliable electricity supply
in underserved communities, while avoiding
an increase in GHG emissions?
Transitioning into a low-carbon energy
sector is central to solving this dilemma,
however, at a scale and speed we have never
seen before. There is hence an urgent need for
capital and financing to construct, upgrade,
repurpose, and maintain energy infrastructure
assets in low- and middle-income countries
where investments often carry greater market,
credit, and operational risks.
This challenge to rapidly transition at scale
is relevant to the work we are doing at MIGA,
but is also important at a personal level as it
was a focus of my research relating to my
MSc Economics dissertation5. The paper
aimed to identify key variables affecting the
cost, in essence, the margin, of the frequently
used form of infrastructure financing, namely,
non/limited recourse project financing (PF).
Analysis was done to understand the most
noteworthy factors while contrasting these
findings for projects in lower versus higher
GDP-per-capita countries.

Guarantees matter
Among the statistically significant variables
and a key driver of the financing cost
(margin), was the impact of implicit or

explicit guarantees,
the latter often
associated with
political risk insurance
(PRI).
In particular, for
projects located in
countries amongst the
lowest GDP-per-capita
quartile (lower than
Enrique G Diaz Valdes
$13,400 PPP), the
margin was found to be 55 basis points
cheaper (lower margin) when the deal
structure involved the presence of a
guarantee. For projects located in the
second-lowest GDP-per-capita quartile
(between $13,400 PPP and $44,100 PPP),
the margin was found to be 75 basis points
lower.
These findings indicate that lenders,
typically commercial banks, who finance
projects located in ‘high risk’ countries or
regions, from a regulatory and/or political
stability stance, can facilitate debt at a lower
cost to the borrower when having access to
PRI, indicating that PRI can provide lenders
sufficient comfort to undertake these
important investments.
These risks, which would normally be
difficult or impossible to mitigate via
traditional PF contracts and facilities, are
now being hedged via instruments such as
PRI. Such instruments allow investors and
project sponsors to leverage more debt, at a
lower risk and margin for the special purpose
vehicle, in turn making their resources and
capital allocations more efficient.
Furthermore, such instruments help banks
optimise risk-weighted asset allocation and
enhanced risk-based decision-making to
facilitate more access to lending in less
regulatory and/or politically stable countries.
PRI providers are therefore critical to
mitigate market, credit and operational risks
for lenders operating in countries facing
limited or unreliable access to electricity.
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Opinion: Climate
change and MIGA
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MIGA’s role
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MIGA, as one of the only global multilateral
institutions providing long term guarantees
today6, has made climate change a priority
agenda item7, as evidenced by its
participation in the World Bank Group (WBG)
Climate Change Action Plans (CCAP). During
the first CCAP 2016-2020 implementation
period, the WBG delivered over $109 billion in
climate finance, including a record $21 billion
in FY2021. The WBG here, ‘committed to
increasing climate finance from 20% of
lending in 2016 to 28% by 2020, a target that
has been exceeded every year since 2018,’8
and is today the largest multilateral climate
financier for developing countries9.
For the coming period, with the more
ambitious CCAP 2021-2025, the ‘WBG will
align its financing flows with the objectives
of the Paris Agreement’10 and ‘will align all
new operations starting July 1, 2023 (FY24)’11.
Specifically, at MIGA, we have committed to
‘85% Board approved real sector operations
will be aligned starting July 1, 2023, and 100%
of these starting July 1, 2025, two fiscal years
later.’12 The WBG and MIGA ‘define alignment
as providing support to clients that is
consistent with pathways towards low
carbon and climate-resilient development’13,
where the latter ‘relates to the stability and
performance of energy systems against
extreme climate events.’14
The WBG is also ‘committed to leading on
the development of methods and metrics
needed to close the gap and make Paris
alignment a reality.’15 For example, MIGA is
‘leading on the development of the first
political risk insurance country assessment
methodology to incorporate climate risk in
its ratings typology.’16 This second CCAP
‘aims to advance the climate change aspects
of the WBG’s Green, Resilient, and Inclusive
Development (GRID) approach, which
pursues poverty eradication and shared
prosperity through the sustainability lens.’17
The 2021-2025 ‘Action Plan starts from the
premise that climate and development need
to be integrated, both to facilitate successful
mitigation and adaptation, and to ensure
economic development is sustainable.’18 The
WBG ‘will do so by:
(i) ramping up engagement at the country
level on climate and development
diagnostics, planning, and policies to
help countries reach their climate and
development objectives
(ii) aligning WBG financial flows with the
goals of the Paris Agreement to further

mainstream climate into our
development activities
(iii) increasing climate finance for mitigation
and adaptation in ways that deliver the
most results’19
Objectives like these have been a personal
driving force in my career, and I am proud to
recently have joined MIGA, not only to help
identify barriers to private sector financing in
low-and-middle-income countries, but also
to explore and develop solutions to address
them. MIGA works closely with clients in
countries where access to traditional and
commercial financing is low or non-existent,
and thereby helps investors mitigate political
risks and non-honouring of state obligations.
By combining new and innovative products
with requirements of low-carbon and
climate-resilient development, MIGA is
aligning with the objectives of the Paris
Agreement, and I am excited to be part of
this important agenda and address the
climate change crisis.n
Notes:
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3
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7
8

9
10
11
12
13
14
16
17
18
19

See https://www.nasa.gov/press-release/2020-tiedfor-warmest-year-on-record-nasa-analysis-shows,
accessed 11/23/2021.
See
https://www.bloomberg.com/news/articles/202107-07/climate-change-linked-to-5-million-deaths-ayear-new-study-shows, accessed 11/23/2021.
“IRENA’s Energy Transition Support to Strengthen
Climate Action”,
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A-Energy-Transition-Support-to-StrengthenClimate-Action, page 10.
World Bank Group Climate Action Plan 2021-2025,
https://openknowledge.worldbank.org/bitstream/h
andle/10986/35799/CCAP-202125.pdf?sequence=2&isAllowed=y, page 20.
“Determinants of bank loan spreads in project
finance: a comparison between renewable and
fossil energy projects”, City University of London,
September 2018, by H. Enrique Diaz Valdes G. (MSc
Economics Dissertation available upon request).
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Greening Dutch export
finance: From policy to
business case
Arjen Walbroek, Senior Lead Sustainability, Atradius Dutch State
Business discusses the Dutch ECA’s financial support for green
innovators in the export sector and its Green Label system.

The private sector plays an important role in
the sustainable transition of global trade. The
consensus is clear: companies want to
innovate and at the same time make a strong
positive impact. But it is not always easy to
attract financing and to access new markets.
Atradius DSB, the Dutch ECA, is proactively
giving green innovators favourable
conditions to stimulate export and facilitate
its financing.
Since the end of last year, exporters and
financiers have had a set of financial
instruments incentivising the sustainable
growth of their businesses across borders at
their disposal. And more measures are
expected for this year.
The Netherlands is characterised by its
entrepreneurship abroad. As a result, Dutch
innovations in water, food, agriculture and
logistics can be found all over the world.
More recently this has also been the case in
high-tech sectors, for instance, health
robotics and semi-conductors. In the context
of exporting capital goods and services,
important contributors to the Dutch
economy traditionally operate in the
maritime and energy sectors such as
shipbuilders and contractors, many of them
frequent ECA clients.
We see many of these companies today
transitioning towards sustainable
infrastructure projects; servicing offshore
wind energy instead of merely the oil & gas
sector or aligning their own product offering
with ambitious zero emission targets such as
building electric vessels. Often this involves
large international projects or investments by
the companies themselves.

Supporting
innovative SMEs
Less widely known,
the Netherlands is also
home to a growing
group of start-ups and
scale-ups that are
taking part in the new
green economy. This is
potentially worth
Arjen Walbroek
billions. However, their
ambitions do not always come across to an
established investor audience. Their financing
needs might not be as extensive as those of
the bigger firms but even obtaining seed
capital can be difficult. In our daily work, we
are seeing many passionate entrepreneurs
developing proof-of-concept products but
are piloting them with only one or two
clients. At Atradius DSB we aim to support
these often innovative SMEs and to pave the
way to wider financial markets by unlocking
their export potential.
Atradius DSB has been the official ECA of
the Netherlands since 1932. Traditionally, we
insure projects that are generally not
serviced by regular credit insurance
providers due to their size, duration or
destination. We believe that green
innovations such as biogas installations,
waste recycling projects or off grid solar
systems have high growth-potential with
global reach, and where publicly backed ECA
facilities can also be very helpful –
specifically when they can apply special
incentives and conditions for important yet
underserved sectors. For the Dutch
government and Atradius DSB, climate
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ambitions have become a strategic focus.
This has been translated recently into an
increase in staff capacity at Atradius DSB
essential for greening our portfolio in order
to accelerate business development, broaden
expertise and to keep developing new
incentives.

In-house expertise
With all of this technical expertise now inhouse we can deal with the risks involved
and service our clients with a new suite of
green instruments. These include more
favourable insurance conditions for green
exports such as larger coverage of green
project finance transactions, relaxed
acceptance of underwriting criteria for small
green transactions up to €5 million and
making an exception for domestic trade for
capital goods with export potential.
In 2021 we expect to announce another
set of incentives under our green
instruments. Atradius DSB is developing
green export guarantees aiming to help
companies to attract financing for setting up
production lines for green products and
stimulate R&D for innovative capital goods.
The idea behind this is to support innovation
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from the start, enabling these companies to
grow organically and eventually do business
with international clients. At that point,
naturally, export credit insurance will again
come in handy. We are also looking at
making our investment guarantee facility
more attractive for green investments of
Dutch companies abroad.

Green Label classification system
To help us determining which transactions
are green, we have developed a classification
system called the Green Label. This identifies
three categories of green: climate mitigation,
climate adaptation and non-climate related
green business. Climate mitigation means
actively combating climate change by
avoiding or reducing greenhouse gas
emissions for example through renewable
energy solutions or energy efficiency in
existing industrial operations. Climate
adaptation is focused on customising human
environments to the impact of climate
change, for example by building resilient
infrastructure. The last category includes
businesses that contribute to other footprint
reduction for example through Cradle2Cradle
solutions in waste management. Atradius
DSB is one of the first ECAs to have
implemented such a green label
methodology. The Green Label also gives us
insights into the progress of our green
portfolio. From 2021 onwards, results will be
published in our annual report.
At Atradius DSB we feel a shared
responsibility that drives our current efforts.
We are proud to be part of this transition
while being able to support the greening of
Dutch exports and export finance. We
strongly believe that supporting green
innovations are key in achieving global
climate goals. We also see that sustainable
businesses have literally moved down, from
the ‘sky’, focusing on wind and solar, towards
the ‘ground’, with integral solutions on a
ground level. Actively contributing to the
green economy is becoming mainstream as
companies are truly seeing the business case.
We hope that our green instruments and our
Green Label could be a source of inspiration
for the global export finance community as
well. We invite you to join us and share our
ambitions. n
More information on our green instruments
can be found at:
https://atradiusdutchstatebusiness.nl/en/pro
ducts/green-instruments.html
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Justine Hendricks, Senior Vice President & Chief Sustainability Officer
at Export Development Canada puts some of the alarming context to
the urgency behind EDC’s approach to committing to a net zero
future. Speed matters.

For three days in late June 2021, Lytton,
British Columbia (BC), was the hottest place
in Canada. This small town in the BC
mountains set historic daytime records of
just under 50 degrees Celsius (over 121
degrees Fahrenheit). Then came the fires. By
July 1, Lytton had burned to the ground. And
it happened fast. Two people died before its
population of 250 could escape. By early
July close to 700 wildfires had burned their
way across the province, destroying tens of
thousands of hectares of forest. In June, the
province recorded more than 700 ‘sudden
deaths,’ most of them attributed to extreme
heat.
For those unfamiliar with this part of the
world, some context may be helpful. Lytton
BC is situated at the same latitude as
Brussels, Belgium. The forested region it
occupies typically does have a fire season,
but this doesn’t usually start until much later
in July. June is typically a wet month in this
part of BC. Not this year. Scientists who
study climate phenomena say that the ‘heat
dome’ that settled over Lytton (and a good
chunk of the Pacific North-west of the
continent) is almost certainly attributable to
human-influenced climate change.
There is still a tendency to speak about
these events as if they’re freak phenomena.
One Lytton resident described his
community as, “the spearpoint of climate
change…we are the canary in the coalmine.”
The sad truth is, we are all canaries in one
very large coalmine, and unless things
change for the better soon, the Lytton event
is more likely to be less unusual. Scientists
studying the June tragedy believe that if
rising global temperatures aren’t arrested,
heat domes could become 150 times more
likely, transforming from once-in-a-1000-year
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EDC: Finance for a
net zero future

events to once or
twice a decade. We’re
no longer predicting
climate change. We’re
living it.
Thankfully, there is
momentum building
to confront this future.
More governments are
coming into alignment
Justine Hendricks
with the Paris
Agreement on global warming. Private sector
climate financing is accelerating, as are the
flows of financing from public institutions
toward low-carbon and climate-resilient
development.

Momentum for change
ECAs are making advances of their own.
More of our peers within the Berne Union are
exploring approaches that will accelerate
climate action. And though these steps are
welcome, we all now understand that these
discreet approaches are not enough. Or fast
enough.
I recently acted as host for an executive
panel on Environment, Social and
Governance Policy at Export Development
Canada; one of the guests also happened to
be my boss, the President and CEO of EDC,
Mairead Lavery. I asked the panellists what
words come to mind when they think about
environmental challenges confronting our
planet, and the role of financing in
addressing them. The most urgent word on
the panel came from Mairead. “Speed,” she
said.
We’ve known about the potential dangers
of a warming planet for decades now, yet
speedy is not a word anyone would use to
describe our collective response to it.
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Mairead’s point was that we have to change
that. Speed, now more than ever, matters.

Speed matters, now more than ever
Export Development Canada makes no
special claims to prescience in meeting the
climate challenge, but neither has it stood
still.
Over the last decade EDC has pioneered a
number of firsts. We are the first Canadian
financial institution and the first ECA
anywhere, to become a signatory to the
Taskforce on Climate-related Financial
Disclosures (the TCFD). We are a leading
financier of Canada’s cleantech sector, last
year alone helping 288 Canadian cleantech
companies generate $4.5 billion in
international business. In 2014 EDC became
the first Canadian financial institution to
launch a green bond, and since then have
issued more than $2 billion worth into global
markets, helping finance environmentally
beneficial companies or projects, and aiding
in the avoidance of more than four million
tonnes of CO2 emissions.
We’ve also made commitments to deliver
greater transparency in our lending exposure
to carbon-intensive sectors, a segment of
industries with significant influence on
Canada’s GDP. Here EDC is pursuing an
approach of positive engagement, leveraging
our involvement with these companies and
using our financing to help this sector
navigate the transition to cleaner
technologies and greener energy production.
We have simultaneously been reducing our
investments in carbon-intensive operations,
as of this writing, cutting our exposure to
these sectors down to $19 billion, three years
ahead of our 2023 deadline.

EDC commits to a net zero
emissions future
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It’s in this spirit that EDC has now taken its
most significant step yet – committing to net
zero emissions by 2050.
As part of this effort, EDC commits to
continue reducing business support to the
six most carbon intensive sectors by no less
than 40% by 2023 (from a 2018 baseline).
Part of this will include a sharp reduction in
support for foreign fossil fuel sectors. We are
also setting science-based emission intensity
targets for these most carbon-intensive
sectors, while continuing to support
Canadian businesses in these sectors to
make investments that will drive further
emissions reductions.

The net zero commitment
has been made by the
Government of Canada,
along with more than 100
other countries and
countless organisations
around the world, with
more joining every week.
Among those already low-carbon sectors,
we will increase our support for a Canadian
green transition through mechanisms such as
EDC’s cleantech solutions, green bonds,
sustainability-linked lending and knowledge
products. We’ll also, of course, reduce our
own operational emissions, lowering these to
net zero by the end of this decade.
And we’re putting our money where our
mouth is in other ways, by binding our senior
management’s long-term compensation
programme to the achievement of these
climate targets.

Combined efforts to make a
difference
The net zero commitment has been made by
the Government of Canada, along with more
than 100 other countries and countless
organisations around the world, with more
joining every week. EDC’s commitment to
join this movement puts us in a leadership
position among the world’s ECAs. But more
importantly it puts us in a position to make a
difference.
Of course, if we are able to make the
difference we need to make, it will, more than
anything, be credit to the hard work of our
customers, the Canadian companies we are
helping to grow in a sustainable and
responsible way. No challenge as profound
as climate change is met through the efforts
of a single agency or organisations. It will be
met only through the combined efforts of
many.
By the time you read this, there will no
doubt have been yet another climate event –
another Lytton, BC. The future of climate
change is happening now. The business of
finance is, by definition, future-facing. We
believe it can also be future-changing. By
joining this net zero movement, EDC and
others around the world are committing to
use finance to shape our shared future for the
better, and with the urgency it deserves. n
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SINOSURE: Green
development needs
green finance
Zhang Hui, Vice President at SINOSURE, brings the Chinese ECA’s
perspective on bringing an impetus to ‘green’ development and
decarbonisation.

With the Paris Agreement setting the goal
for global sustainable development,
governments of different countries have
declared commitments or released roadmaps
for decarbonisation. Green finance and lowcarbon development has thus become the
key focus among global enterprises,
investors and financial institutions.
As policy-oriented financial instruments,
ECAs shoulder the mission of serving
national strategy and guiding the flow of
capital. This includes, at a top level, actively
embedding design of comprehensive
measures to tackle climate change into
national climate strategies. At a business
level, ECAs need to gradually ‘green’ the
business portfolio by stressing the equal
importance of ‘reducing high-carbon
projects’ and ‘increasing low-carbon
underwriting’.
At present, major ECAs are planning their
decarbonisation pathways echoing their
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national strategies and
innovative green
products and services
are springing up.
Various measures
such as carbon
calculation, climate
change related risk
analysis and
assessment,
Zhang Hui
information disclosure
and cultivation of carbon risk awareness have
been adopted.
Additionally, with the mission of
promoting exports, ECAs are also expected
to fully recognise the different developing
phases of both exporting and importing
countries to ensure a just and reasonable
transition in the green cause, embodied with
the principle of taking ‘common but
differentiated responsibilities’. Currently,
ECAs are taking practical and realistic

With the Paris Agreement setting the goal for
global sustainable development, governments of
different countries have declared commitments or
released roadmaps for decarbonisation. Green finance
and low-carbon development has thus become the
key focus among global enterprises, investors and
financial institutions.
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SINOSURE stepping on its path of
green transition
The carbon targets announced by the
Chinese government of reaching an emission
peak in 2030 and carbon neutrality in 2060
unlock a new low-carbon era that will drive
the transition of the national economy and
society. Under this circumstance, more and
more Chinese financial institutions are
upgrading from being ‘supporters’ to
‘performers’ with initiatives in the pursuit of
green transition which will form an
interrelated and healthy cycle. As more and
more financial institutions join the green
finance trend, profound change will be seen
in the investment and financing environment.
In China, many banks are reducing their
support for high-carbon projects in
traditional markets.
As a responsible ECA that upholds the
principle of sustainability, SINOSURE
attaches great significance to addressing
climate change and the green transition. In
the past three years SINOSURE provided
support for green trade and projects to the
scale of $63 billion. The insured value in the
sectors of clean energy, green transportation
and energy saving and environment
protection totalled $33.8 billion. In 2020
SINOSURE provided insurance for
photovoltaic exports of $11.3 billion, an
increase of 20.9% year on year.
Another case in point were the world’s
largest 23,000 TEU dual-fuel container
vessels insured by SINOSURE and delivered
to French CMA CGM Group this July. The
vessels are praised as being ‘Green Giants on
the sea’ with engines that can make use of

The green era is just
around the corner. As
professional risk
management tools, ECAs
will surely have greater
parts to play and perform
important roles as
boosters and gatekeepers
in building a global
low-carbon ecology.
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decarbonisation measures, such as
independently identifying the industries that
apply and setting flexible exclusions where
necessary.

both LNG and oil, reducing emissions of
carbon, nitrogen oxide and sulphur by 20%,
85% and 99% respectively.
SINOSURE has recently further enhanced
operational measures to promote the green
transition. Firstly, top-level design has been
reinforced by integrating a green action plan
into the ECA’s ‘Fourteenth Five-year Plan’,
upon which a long-term mechanism is
established. Secondly, communications with
governments were further strengthened to
better serve the ‘Green Silk Road’. Thirdly, we
keep improving policies to support green
business (such as photovoltaic and wind
power). Fourthly, we remain focused on the
assessment of environmental, climate changerelated and social risks. Green labelling has
been used in classification of our clients and
projects to better evaluate projects and help
clients identify and mitigate the related risks.
The green era is just around the corner. As
professional risk management tools, ECAs
will surely have greater parts to play and
perform important roles as boosters and
gatekeepers in building a global low-carbon
ecology. n

The carbon targets announced by the Chinese
government of reaching an emission peak in 2030 and
carbon neutrality in 2060 unlock a new low-carbon era
that will drive the transition of the national economy
and society. Under this circumstance, more and more
Chinese financial institutions are upgrading from being
‘supporters’ to ‘performers’ with initiatives in the
pursuit of green transition which will form an
interrelated and healthy cycle.
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The catalyst: Bpifrance’s
role in supporting the
climate transition
Maëlia Dufour, Director International Relations, Business Development,
Rating, Environment and Climate, at Bpifrance Assurance Export,
explains how the French ECA is offering suitable products to support
the climate transition.

Climate transition is a necessity regarding
the climate crisis the world is facing and
governments from all over the world
recognise that we all have to move ahead
and take action. France is very ambitious
regarding climate commitments. The French
State is supporting French companies in
their transition and one side of this strategy
is directed toward export finance. This is
where the French ECA, Bpifrance Assurance
Export, acts by offering suitable export
credit insurance products to support
sustainable projects and projects in
transition.
Bpifrance Assurance Export carries out a
systematic environmental and social
assessment of all major export credit
insurance projects, as well as for investments
abroad, according to the OECD Common
Approaches (‘Recommendation of the
Council on Common Approaches for
Officially Supported Export Credit and the
Environmental and Social Due Diligence’
(2016) and the IFC Performance standards
(World Bank Group)).
Since climate has become a priority for
the French government, Bpifrance Assurance
Export has taken over a specific mandate
from the government to pursue climate
goals.
The climate strategy was designed by the
French government via a report submitted to
the Parliament in October 2020: ‘The Climate
Plan for export financing’ and the Finance
Law of 2020 has set a three-stage scenario
for the termination of state guarantees for
new oil fields and gas projects as follows:
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Restrictions of support for
fossil fuels
l as of 2021, it will end support for heavy

Maëlia Dufour

fuel oil, oil shale and
oil sand projects
l as of 2025, it will
cease support for the
exploitation of new oil
fields
l by 2035 at the
latest, support for the
exploitation of new
gas fields will be
ceased

Tighter financing policy for the
power generation sector
Support to thermal power plants is now
limited to projects improving the carbon
footprint of the electricity mix of the recipient
country. It should encourage recipient
countries to move towards energy transition.

Financial incentives for sustainable
projects: The Climate Bonus
The Climate Bonus is a complement to the
credit insurance product provided by
Bpifrance Assurance Export to incentivise
sustainable transactions and projects in
transition. It should make it possible to:
(i) better support companies during the
development of projects
(ii) improve financial conditions
(iii) increase financing volumes
Bpifrance Assurance Export assesses the
eligibility to the Climate Bonus according to
the EU Taxonomy1. For now, only climate
sustainable projects can be granted with the
Climate Bonus because the EU Taxonomy
has only treated the first two objectives
about climate (mitigation and adaptation). In
the future, when the EU Taxonomy deals with
all the environmental objectives, the Climate
Bonus could become an environmental
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(ii)

to significantly increase the financial
incentives to exporters’ projects
compatible with the Paris Climate
Agreement
(iii) to increase transparency on climaterelated information
The COP26 that took place in Glasgow at the
end of this year has been an opportunity for
governments to collaborate and set new
commitments: Nationally Determined
Contributions, date for net zero emissions,
engagement about deforestation, etc.
One achievement of this event is the
signature by 34 countries and five
international financial institutions on, ‘The
statement on international public support for
the clean energy transition,’ a pact of several
measures. One of the key measures is to ‘end
new direct public support for the
international unabated fossil fuel energy
sector by the end of 2022, except in limited
and clearly defined circumstances that are
consistent with a 1.5°C warming limit and the
goals of the Paris Agreement.’ France has
signed this statement that is more ambitious
than its previous commitments on
restrictions on financing fossil fuels.
The conditions of application of this pact
are not yet detailed but if respected by the
39 signatories with no limiting exceptions, it
could be a big step in the climate transition
and the achievement that will ensure the
energy transition and the achievement of the
1.5°C objective.
Another challenge that export finance
stakeholders are facing to tackle climate
change and to accelerate the energy
transition is related to data and reporting.
Indeed, we all need data to measure, mitigate
and then report about carbon footprints and
other climate related indicators. TCFD
recommendations or the EU Taxonomy on
sustainable activities can help to create and
use data, but there is a strong need that all
financial sectors use the same methodology
to be able to analyse comparable figures and
data.
Finally, the French presidency of the EU will
be a springboard to move ahead and to
federate every country toward these three
main objectives: climate, level playing
field/modernisation of the OECD Arrangement
and EU strategy on export finance. n
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bonus. A project will be eligible for the
Climate Bonus if it is aligned with the EU
Taxonomy, that means if it substantially
contributes to one of the climate objectives
while not significantly harming other
environmental objectives.
The Climate Bonus will give access to
favourable financial conditions: (i)
maximisation of the insured financed portion
and (ii) removal of working fees for project
finance transactions for SMEs and small
projects of less than €50,000. The Climate
Bonus, which is aimed at answering the
needs of French exporters and banks, is
bound to evolve following requests exporters
and banks have made in order to help them
better engage in the transition and
implement climate friendly projects.
To date, Bpifrance Assurance Export has
received 13 applications for the Climate
Bonus, the majority of which relate to
projects in the electricity transmission and
distribution and renewable energy sectors.
Seven of these applications have received a
favourable decision from the Minister of
Finance due to their contribution to the
climate change mitigation objective. The
exporters concerned have therefore
benefited from the financial incentives. The
other applications are under assessment by
our environmental experts.
Moreover, as part of Bpifrance Assurance
Export’s climate strategy, an assessment of
the carbon footprint of the portfolio has
been performed in 2020. This calculation,
which will be made every year, allows us to
point out the decarbonisation trajectory
Bpifrance aims at reaching on its portfolio
and to check the more emissive projects and
thus, to improve the transition towards a
greener economy.
The French government is also convinced
that achieving climate objectives requires
collaboration between all countries and
parties at different levels: OECD, EU, and
internationally. In this sense, Bpifrance
Assurance Export is part of the 10 countries
(Denmark, France, Germany, the Netherlands,
Spain, Sweden, the UK, Belgium, Finland and
Italy ) which signed the statement of the
international coalition ‘Export Finance for
Future’ (E3F) to align export finance with
climate objectives.
The E3F coalition aims at gathering
quickly the largest number of new member
countries so as to gain a critical mass:
(i) to accelerate the progressive phasing
out of carbon-intensive projects

Note:
1

https://eurlex.europa.eu/resource.html?uri=cellar:d84ec73cc773-11eb-a92501aa75ed71a1.0021.02/DOC_1&format=PDF
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NEXI: Initiatives
towards the climate
and sustainability
Yuichiro Akita, General Manager, Planning and Policy Department at
NEXI discusses the Japanese agency’s support for climate and
sustainability issues as it marks its 20th anniversary year.

NEXI was established in 2001 as an
independent organisation by separating its
insurance business from the Japanese
government for more efficiency,
transparency, and higher quality of its
services. Since then, we have done our best
to support Japanese companies to expand
their business abroad through our trade
insurance.
In 2020, while the world was facing the
severe economic crisis due to COVID-19,
NEXI introduced various countermeasures
for the pandemic, such as extending working
capital support for overseas Japanese
affiliated companies and prepayment import
insurance for the import of medical supplies.
While we are finally seeing positive signs of
the normalisation of economic activities
through the spread of vaccines, the year
2021, at the same time, marks the 20th
anniversary of the foundation of NEXI.
In the post-COVID-19 era, Japanese
companies are expected to play an
important role in addressing climate change
and sustainable development issues in
emerging and developing countries through
ESG investment. Under the current situation,
the role of NEXI should be to respond
flexibly and swiftly to such global changes in
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Yuichiro Akita

trade, investment and
financing. Here, I
introduce NEXI's latest
efforts for ‘carbon
neutrality’ and the
‘contribution to
solving social issues
and achieving SDGs’ in
developing countries
as a response to the
post-COVID-19 era.

Efforts for carbon neutrality
NEXI has been making efforts to support
global net carbon neutrality. Here are some
of our recent endeavours:
l In Taiwan, NEXI supported an offshore
wind power project through underwriting
the loan insurance in Taiwan dollars. This
project was also supported by six other
ECAs in Europe and Asia, and thus was
marked as our effort to contribute to the
global spread of renewable energy by
strengthening cooperation with partners
across the world.
l In Sweden, we supported the financing of
a project to build a lithium-ion battery
manufacturing plant together with the
European Investment Bank (EIB) and

In the post-COVID-19 era, Japanese companies are
expected to play an important role in addressing climate
change and sustainable development issues in emerging
and developing countries through ESG investment.

Berne Union 2021

Contribution to solving social issues
and achieving SDGs
The spread of COVID-19 has been
devastating particularly for emerging and
developing countries. Weak health care
infrastructure, a large informal sector, and
limited government fiscal capacity have
made it difficult to continue strict control
measures in those countries. Vaccine
dissemination has been progressing globally,
but equal access to vaccines as a global
public good is still a matter of concern.
The African Export-Import Bank, a PanAfrican multilateral financial institution, is
providing facility support called the
Pandemic Trade Impact Mitigation Facility
(PATIMFA) to African countries suffering
from the effects of COVID-19. NEXI
underwrote the loan insurance,
approximately $520 million, arranged by a
Japanese bank and funded by Japanese
institutional investors. It will be sub-loaned to
government agencies in Africa and is
expected to be used to support medical
care, sanitation, environment, education, and
imports and exports to combat this
economic hardship.
In Southeast Asia, NEXI underwrote the
overseas investment insurance to support a
Japanese venture company that provides
credit enhancement services through its
fintech technology. The company enables
people, who have limited to access to loans
from traditional banks, to have cars as a
means of work by tracking their work
performance and analysing their payment
history. In other words, through its service

the company provides access to
employment and creates a system where
people who work diligently are positively
evaluated. This initiative strengthened our
mission to help Japanese venture companies
working to achieve the SDGs by covering the
country risks that they are exposed to.
The importance of ESG investment is
becoming increasingly crucial as the global
move to combat climate change and achieve
the SDGs accelerates. According to IEA in its
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ECAs in Europe and Asia. In addition to
the fact that lithium-ion batteries are an
essential product for the manufacture of
electric vehicles and are expected to
become increasingly important in the
carbon-neutral era, the project is expected
to strengthen our economic ties with
Europe in the future as it marked NEXI’s
first project after the conclusion of the
MOU with the EIB, signed in October 2018.
l The Emirate of Dubai in the United Arab
Emirates is promoting the introduction of
renewable energy sources for
environmental protection under the ‘Dubai
Clean Energy Strategy,’ a policy goal to
combat climate change. NEXI underwrote
the loan insurance for the project, which is
positioned as our contribution to the longterm decarbonisation initiative for the
Middle East.

The importance of ESG
investment is becoming
increasingly crucial as the
global move to combat
climate change and
achieve the SDGs
accelerates. According to
IEA in its latest analysis in
May, global energy sector
investment will more than
double by 2030 to
achieve Net-Zero
Emissions by 2050.
latest analysis in May, global energy sector
investment will more than double by 2030 to
achieve Net-Zero Emissions by 2050. However,
the financing needs are much greater than
those currently available. The financing gap to
achieve SDGs in developing countries by 2030
is $2.5 trillion per year by the estimation made
by UNCTAD in 2014. But this number is further
exacerbated, says UNCTAD in its recent report
in 2020, as private investment in SDG-related
sectors fell by about one third in 2020
because of the pandemic.
Under these circumstances where additional
private and public spending is required, we
recognise our mission to attract both Japanese
equity and debt capital from various sources is
not only limited to traditional capital providers,
but also from start-ups, institutional investors,
etc. At the same time, it is also critical to
collaborate in co-finance and/or reinsurance
with other ECAs, MLAs and private insurers.
We will continue to make our best efforts to
tackle climate change and SDGs issues by
establishing a system to actively support
projects that contribute to the global goals
with such partners in Japan and across the
world. n
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ESG and credit insurance:
Time for the market to
take ownership
The insurance industry can do more to help the world meet its
ambitions around delivering superior environmental, social and
governance impact, say Aon’s Madeleine Whiteley, Nicolas Carreño
and Eran Charit.
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The 2021 United Nations Climate Change
Conference (COP26) took place in Glasgow,
UK in November. It represented the latest
move by world leaders towards meeting the
targets of the 2015 Paris Agreement where a
commitment was made to limit the increase
in the global average temperature to less
than two degrees Celsius above preindustrial levels.
Given that the OECD has estimated that
$6.3 trillion of infrastructure is needed every
year to meet development goals – rising to
$6.9 trillion if the investment is to be
compatible with the goals of the Paris
Agreement – the private sector’s role in
green finance will be critical. For the credit
insurance sector, there is a clear need as well
as a clear opportunity for the industry to
help by driving the greening of its products
and services.

Madeleine Whiteley

Pockets of progress

Nicolas Carreño

The good news is there are pockets of
progress in the credit insurance market, such
as the recent launch of a green credit
insurance product which seeks to invest any
premiums back into green investments. A
Managing General Agent (MGA) is also
imminent which will purely support green
project finance transactions.
We will also see credit insurers start to
bring environmental, social, and governance
(ESG) KPIs to the forefront of their country
and buyer ratings. Euler Hermes announced
last year it had downgraded 25 countries
amid the integration of additional ESG
metrics into its country ratings [in January
2020]. In addition, a number of other

Eran Charit

initiatives are currently
being run or at least
investigated in the
market to shift the dial
on delivering a
positive ESG impact:
from withdrawing
cover for industries
like coal, to reducing
premiums for
businesses which can
fulfil a set level of ESG
requirements. And
there is the option to
load the insurance
premium on
businesses that do not
meet green criteria; as
well as a commitment
to supporting a
specific number of
green projects every
year.
These are all
positive steps but
insurers investigating
such options are still
outliers in a market
which tends to be
more reactive to
change and there is an
absence of proactive
and meaningful

product strategies.
Why? The pressure isn’t there yet and
that’s frustrating. We have spoken to a range
of credit insurers who very broadly admit to
not taking ESG criteria into account as part
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Pressure for change will build
Pressure of course will build on the insurance
sector. It could come from shareholder
activists who want to see change. A recent
study in the Financial Times revealed that
half of all FTSE100 companies now link
executives’ pay to ESG factors, with
shareholder demands listed as one of the
reasons for the change. Or pressure could
come from governments and regulators who
will want the industry to play its part in
meeting national targets for the transition to
the zero-carbon economy and commitments
to the 2015 Paris Agreement.
Pressure is also likely to come from
employees. We are seeing younger talent
lobbying to change underwriting criteria to
reflect the need to support companies and
projects with a more favourable approach to
ESG factors. In the war for talent, presenting
positive credentials could be the critical
difference. The need to attract young talent
was a key factor cited in Statoil’s name
change to Equinor in 2018, for example, and
a shift of its focus away from fossil fuels to
renewables.

A broker’s role
What about our role as brokers? How can we
help encourage the shift to a greener model?
We could focus on clients who have more
ambitious ESG goals, or support businesses
working to improve their ESG performance.
But a broker’s role needs to go further and
involve working with underwriters to set up
insurance facilities that reward clients for
their ESG credentials.
In the credit world, can we work with
insurers to help energy clients, for example,
take responsibility for legacy fossil fuel assets
and move towards a greener future? Take the

example of a major oil company
decommissioning an oil rig. At some point it
will have to spend millions cleaning it up or
sell it. Governments are slowly pushing these
companies to recognise these large liabilities
on their balance sheet, which perhaps
encourages a company to sell rather than
retire a polluting asset as they shift their
focus to renewables.
Is there something we can do to help that
process using credit insurance solutions or
other products, which means the oil
company can begin to decommission its
carbon-intensive operations without tying up
the working capital that can instead be put
towards investment in its green, renewable
energy portfolio?
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of their underwriting. Underwriters’ targets
are not aligned to ESG strategies, and
management has not yet put the agenda at
the heart of their decision making; unlike say
the banking sector, where green credentials
are beginning to be built into pricing models.

Trillions of dollars needed
Realistically, we’re at the beginning of a
conversation. But there is a growing
realisation that the insurance industry will
need to do much more if it’s to play its part
in helping the world meet its Paris climate
obligations. Trillions of dollars of investment
are needed in areas like renewable energy
development and insurance can help the
private sector pivot towards this demand.
We shouldn’t wait for regulation or
governments to mandate change, or
investors to force change, we can drive the
green agenda right now.
We expect the market to significantly
increase its ESG focus and activity in 2021
and going forward with some emerging
innovation and new client solution
opportunities, which all require close review
and coordination. n

Madeleine Whiteley is Senior Client Manager,
Structured and Capital Solutions, Nicolas
Carreño is Chief Operating Officer EMEA,
Credit Solutions and Eran Charit is Head of
Structured and Capital Solutions EMEA at
Aon.
This article was originally published by Aon

We expect the market to significantly increase its
ESG focus and activity in 2021 and going forward
with some emerging innovation and new client
solution opportunities, which all require close review
and coordination.
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UKEF climate strategy
for 2021 to 2024
Supporting UK exporters and suppliers through the transition to net
zero, and raising climate change ambitions for export finance
internationally. By Matt Riley, Deputy Head of Climate Change, Helen
Meekings, Head of Policy and Climate Change, and David Underwood,
Senior International Relations Analyst, UK Export Finance.

112

Climate change is a global challenge. It is at
the forefront of the international political and
business agendas as economies emerge from
COVID-19 and following the UK’s hosting of
the UN Climate Change Conference (COP26)
in November 2021. Over 90% of global GDP
is now covered by net zero commitments1,
whereas in 2019 the UK, which contributed
around 3.3%2 of global GDP in that year, was
the only major economy in the world to have
passed into law a domestic requirement for
net zero greenhouse gas emissions by 2050.
Making financial flows consistent with ‘a
net zero and resilient economy’ is crucial to
achieving these global ambitions. Businesses
have an essential role in driving innovation
and transitioning away from high carbon
sectors to clean growth alternatives,
providing adaptation and resilience solutions,
as well as in understanding their own
climate-related risks and impacts.
As the UK’s export credit agency, UK
Export Finance (UKEF) can make use of its
position in contributing and supporting the
changes required of the financial system in
meeting net zero. This is in addition to
UKEF’s delivery of its products and services
to UK exporters and suppliers involved in
providing the solutions needed to enable this
global transition both domestically and
internationally and supporting economic
growth both at home and abroad.
Climate change also has important
implications for how UKEF takes account of
risks and opportunities. In July 2019, UKEF
committed to making financial disclosures in
line with the recommendations of the Task
Force on Climate-Related Financial

Matt Riley

Helen Meekings

Disclosures (TCFD).
UKEF published its
first TCFD report in
June this year as part
of its Annual Report
and Accounts for
2020-20213. UKEF’s
implementation of
TCFD continues, and
in September 2021
UKEF achieved a
significant milestone in
the run up to COP26,
publishing its Climate
Change Strategy4.
Through this strategy,
UKEF committed to
net zero by 2050
across its operations
and portfolio, and
detailed five strategic
pillars setting out how
it will deliver this
commitment and
support UK exporters
and suppliers through
the global transition to
net zero.

The first pillar of
UKEF’s strategy is to
increase its support to
David Underwood
clean growth and
climate adaptation. UKEF is uniquely placed
to support UK exporters and suppliers to
take advantage of opportunities in global
markets as economies transition to a low
carbon and clean growth futures. UKEF
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already has a track record of product
innovation in this regard. For example, last
year UKEF launched a £2 billion direct
lending facility for clean growth and
renewable energy projects. This year, UKEF
introduced a Transition Export Development
Guarantee, which has been developed to
provide UK exporting companies with access
to high value working capital and capital
expenditure loan facilities to support their
businesses transition away from historic fossil
fuels focused activities to clean energy
alternatives. Furthermore, UKEF now also
offers extended repayment terms under its
standard Export Development Guarantee to
UK exporters of green products and services,
who can now receive up to 10 years rather
than five to repay their UKEF supported loan.
UKEF will continue to develop its products,
and its people, to ensure that it can continue
to boost the export capabilities of the UK
clean growth and transition sectors.
The second pillar is for UKEF to reduce
portfolio greenhouse gas emissions. To
deliver this, UKEF will first build its
understanding of its portfolio emissions and
then set interim decarbonisation targets.
Wider government policy enables UKEF to

work towards this ambition. As of 31 March
2021, the UK government no longer provides
support for the fossil fuel energy sector
overseas other than in exceptional
circumstances.
The third pillar outlines UKEF’s
commitment to understanding and
mitigating its climate-related risks. Risk
management has been a core capability of
UKEF for more than 100 years and now it is
broadening and deepening this approach to
understand and respond to the financial risk
that climate change poses to the global
economy, its portfolio and therefore to the
UK taxpayer. As well as taking steps to better
assess and mitigate climate-related financial
risk within its existing portfolio and from new
deals, UKEF will explore whether it can make
changes to its risk appetite to increase
support for the clean growth sectors.
The penultimate pillar, transparency and
disclosure, represents UKEF’s commitment
to reporting against its climate-related
commitments to enable its stakeholders to
monitor its progress. Having produced its
inaugural TCFD report as part of its
2020/2021 Annual Report and Accounts,
UKEF is focused on increasing the amount
and granularity of the information it discloses
in each subsequent update, as its approach
matures, as supporting data improves, and as
its TCFD journey continues.
The fifth pillar of UKEF’s Climate Change
Strategy is to provide international
leadership on climate change among ECAs
and other relevant financial institutions.
UKEF’s priorities in this area are to update
the international frameworks that govern the
provision of officially supported export
credits, and to maintain a level playing field.
In October 2021, the Participants to the
OECD Arrangement agreed to end support
for unabated coal-fired power plants. The UK
would have liked to have seen even greater
restrictions introduced, but nevertheless, a

The fifth pillar of UKEF’s Climate Change Strategy is to
provide international leadership on climate change
among ECAs and other relevant financial institutions.
UKEF’s priorities in this area are to update the
international frameworks that govern the provision of
officially supported export credits, and to maintain a
level playing field.
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Businesses have an
essential role in driving
innovation and
transitioning away from
high carbon sectors to
clean growth alternatives,
providing adaptation and
resilience solutions, as
well as in understanding
their own climate-related
risks and impacts.
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degree of momentum was achieved in the
run up to COP26. This momentum
culminated in a joint statement on aligning
international public support towards the
clean energy transition, including ending new
direct public support for the international
unabated fossil fuel energy sector by the end
of 2022.
This joint statement applies to all public
finance including officially supported export
credits, and has so far been supported by 34
countries and five public finance institutions.
Signatories include major financiers in the EU
– such as Germany, France, Italy, Spain – as

It is especially important
for the export credit
community to
demonstrate that it is fully
committed to this COP
joint statement, as there
will be public scrutiny on
how ECAs are delivering
this broad political
commitment for public
financing.
well as Canada, the US, the UK and a number
of developing economies. It also includes the
European Investment Bank. The joint
statement is a great example of countries
joining together to achieve shared aims and
showing ambition to others who are
embarking on this journey.
It is especially important for the export
credit community to demonstrate that it is
fully committed to this COP joint statement,
as there will be public scrutiny on how ECAs
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are delivering this broad political
commitment for public financing. At a recent
summit of the Export Finance for Future
(E3F) coalition, it was recognised that E3F
provides a relevant forum for the official
trade and export finance related
implementation of this joint statement and
that E3F provides a delivery model to enable
the statement’s ambitions. The E3F coalition
will be developing reporting and
transparency methodologies in respect of
members’ export credit portfolios and is also
looking to grow to include more providers of
officially supported export credits,
particularly those OECD countries that
signed the joint clean energy statement. For
the export credits community, E3F members
aim to be the standard bearers to lead
further multilateral reform in the OECD,
including on incentives to support clean and
green projects.
The joint statement on international public
support for the clean energy transition made
at COP26 was a significant milestone, and it
is now up to signatories to deliver on these
commitments. Through these forums,
through its membership of the Berne Union
and its Climate Change Strategy, UKEF is
positively contributing to seeking and
providing solutions to the global challenge of
climate change. UKEF really welcomes the
focus that the Berne Union is placing on
climate change issues and is keen to work
with the Berne Union membership as we all
progress on this ambitious journey. n
Notes:
1

COP26-Presidency-Outcomes-The-ClimatePact.pdf (ukcop26.org)
2 Global trade outlook: executive summary - GOV.UK
(www.gov.uk)
3 https://www.gov.uk/government/publications/ukexport-finance-annual-report-and-accounts-2020to-2021
4 https://www.gov.uk/government/publications/ukexport-finance-climate-change-strategy-2021-to2024

The joint statement on international public support for
the clean energy transition made at COP26 was a
significant milestone, and it is now up to signatories to
deliver on these commitments. Through these forums,
through its membership of the Berne Union and its
Climate Change Strategy, UKEF is positively
contributing to seeking and providing solutions to the
global challenge of climate change.
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Challenges faced by
ECAs in shifting
towards ESG
By Saurabh Suman, Assistant Manager, ECGC.

The topic of Environmental, Social, and
Governance, collectively known as ESG, has
become a relevant one in recent times. The
concept has recently gained more traction
and has been formally recognised and
institutionalised by several organisations in
the past few years more than it has been
ever before. And why should they not?
Ultimately when a company is banking on
these exact factors for its long term
sustainability and profits from the use of the
resources and goodwill generated by these
factors, it is only logical that it also
recognises them for what these concepts
truly mean to it.
And mere recognition is not enough in
these times of stakeholder awareness and
stakeholder activism, as the recent example
of the activist fund Engine No. 1 has shown,
who, for the unversed, was ultimately able to
gain two seats in the Exxon Mobil board
despite being a minority shareholder by
getting another majority stakeholder(s) to
back it in bringing the board of the energy
giant to its feet given their reluctance to
embrace the concept of ESG. Therefore,
there is a need and an ardent urgency within
business circles to recognise these principles
and act upon them expeditiously.
However, when it comes to an Export
Credit Agency (ECA), things are not so
simple. The compulsions of their trade, the

pressures of
regulatory regimes,
and any number of
extraneous factors
pose enormous
challenges that may
lead ECAs to deviate
from the path of ESG,
knowingly or
unknowingly. However,
Saurabh Suman
not all is lost, given
that there are success stories too where
ECAs have backtracked from projects which
were embroiled in ESG related controversies,
a case in point being the Ilisu Dam in Turkey.
The big question that comes to the fore is,
exactly what are the kinds of challenges that
an ECA faces in shifting towards ESG? Let us
try to break it down here and try to make
some sense of the challenges for ECAs in
shifting towards ESG.

Political considerations
Most activities carried out by ECAs across
the world are related to several projects in
various capacities necessitated by the
political considerations of the country and in
which the political machinery of the host
ECA country is very heavily involved.
In such instances, the ECA has to, more
often than not, ignore many issues and
challenges because the ramifications of not

Most activities carried out by ECAs across the world
are related to several projects in various capacities
necessitated by the political considerations of the
country and in which the political machinery of the
host ECA country is very heavily involved.
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carrying out the project or activity can be
devastating or negatively impact the
goodwill of the country. Another major factor
that can be considered under political
considerations is the fact that, barring a
select few, almost all the ECAs across the
world are either backed by a sovereign
guarantee of the government or are a part of
the government itself. As such, pushing back
against the government’s initiatives becomes
a rigorous, futile, and potentially punishing
exercise, and is, therefore, undertaken
prudently and only when it is necessary. And
more often than not, political considerations
trump ESG concerns when seen in the
context of national interest.

Challenges in determining the
ground reality
ECAs operate within the confines of the data
and information available to them, which
means that the decisions that they take
suffer from the same biases, inaccuracies,
deficiencies, and asymmetries as the source
of the information and data.
Another very important and critical aspect
is the fact that these companies have to
operate from within the confines of their
jurisdictional boundaries. As such, they have
limited access to ground zero where the
actual project is being executed in the form
of occasional site visits and project updates,
etc. And with limited access to the ground
and the realities that lie therein, it is often
excruciatingly difficult for ECAs to
understand the actual implication of the
project that they are backing. This then
circles back to the point made about data
and information sources.
Another aspect is that ECAs often have to
rely on consultants, governments, and
experts for their reports and clearances to be
able to continue with their tasks. Given that
these are third parties who can potentially be
influenced by stakeholders who would like to
see the successful execution of the project,
the ECAs may be deprived of access to
critical information that would have caused
the ECA to back out of the entire deal.

Differing views on matters of ESG
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In the absence of an overarching framework to
define ESG and what it encompasses, defining
which would be a humongous and an almost
impossible task in itself, there cannot be a
consensus among stakeholders of an ECA and
the projects backed by ECAs and primarily
within the collective of ECAs themselves.

Even within the recently
concluded COP26, we
have seen that the
member nations could not
get a consensus about the
E factor in the ESG. Why?
Because each nation
attended the conference
with its own agendas and
ambitions.

The primary reason why this problem
arises is the fact that each of the
stakeholders to the transaction, and the
individual ECAs, will have their agenda and
their vested interests, political affiliations,
control issues, etc.
One more issue that comes to the fore
here is the fact that ESG, being such a broad
topic, what may be acceptable in one place
or to one party may not be viewed so
leniently in another place or by another
party. Especially, when it comes to human
rights issues (the S in the ESG), the waters
become even muddier and murkier. The
affected party will cry foul, another defends
the actions while the others judge the
actions based on their parameters and may
assess the impact of action or inaction in
their own interests.
Even within the recently concluded
COP26, we have seen that the member
nations could not get a consensus about the
E factor in the ESG. Why? Because each
nation attended the conference with its own
agendas and ambitions. And ESG’s G is like
that one person in the community who gets
ignored by everyone for no fault of his own,
except the fact that they live in a corner
house which happens to be at the very dead
end of the street.
Most ESG funds and activism are targeted
towards the environmental factors and
towards social factors, governance matters
tend to occupy the backseat and often get
ignored in the hullaballoo surrounding the
environmental and social matters. In these
circumstances, expecting stakeholders to be
able to focus on all the matters of ESG issues
is expecting the impossible to happen, and
expecting them to come to a consensus is
like expecting multiple parallel lines in the
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Lack of transparency in matters of
corporate governance
With most ECAs being government bodies
and/or companies with the backing of
government machinery, corporate
governance matters go for a proverbial stroll
in the forest and are forgotten thereafter.
Who is accountable for the decisions taken
on a subject matter?
Timeframes for investigations in matters
of corporate governance issues brought to
the fore, the conclusions drawn from these
investigations, whether the laid out
procedures were properly followed,
whistleblower complaints and subsequent
investigations and actions taken are only
some of the governance issues plaguing
most government organisations and their
work. More often than not these matters get
swept under the rug and remain out of the
public eye, especially in the context of an
ECA, mostly because the primary owners of
the company are the governments
themselves and the companies are not under
the scrutiny of a common person, given the
business they are in and the kind of clientele
they service.
Also, the matter of behind-the-scenes
corporate lobbying cannot be ignored. It is
no hidden fact that lobbying by big
corporates plays a significant role in the
policymaking of any government. ECAs and
their workings are not immune to this
problem, and any such lobbying is never
made public for obvious reasons. And the
fact that very few ECAs are public limited
liability companies and mostly regulate
outside the ambit of any regulatory bodies,
means that these ECAs do not have an
obligation to disclose all kinds of information
to the public and are not required to disclose
their corporate governance matters to any
regulators limiting the information being
disclosed to the public.

Narrow range of products, services
and scope
ECAs are mandated to be working towards
enabling exports from their respective

countries and there are only so many
products and services that the ECAs can
evolve to cater to the mandate of an ECA.
Also, the clientele that the company has to
service is a niche category. Working within
these boundaries, ECAs tend to avoid the
public glare and with such a single mandate
for them, the agencies are constrained to
look at several other complex factors other
than ESG which already complicate the
matters at hand to remain relevant in the
context that works in. If these agencies have
to start integrating ESG factors within these
complex factors, decision-making would
become even more subjective and restrict
the already-narrow working space within
which these agencies work.
And because these agencies do not
usually have to worry about the financial
implications of their actions and do not
depend on private funds for carrying out
their work, they do not have to worry about
the ESG factor hampering a large abundance
of the work that they engage in, which in
turn reduces the incentives to adopt ESG
into their day to day activities.
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three dimensions to intersect at a single
point in space.

Cautious optimism
In conclusion, it remains a fact that ESG,
while being an attractive and raging concept,
has its own limitations at present in the
context of an ECA. However, ECAs can play a
significant role in the positive development
of nations while projecting positive ESG
values if they can overcome even a fraction
of the challenges outlined above.
For example, regarding data and
information issues, ECAs can bring about a
radical change in the way they cooperate by
enhancing the data and information sharing
and building gateways to cooperate and
enable the flow of ideas and information
from a single platform, which would reduce
the information asymmetries that exist now
and bring about positive outcomes for all
parties involved.
Having said that, it is also imperative to
note that not all of the stumbling blocks can
be removed, but only by working their way
around them can ECAs adopt ESG into their
way of working and become a positive force
to reckon with in society. n

It remains a fact that ESG, while being an attractive and
raging concept, has its own limitations at present in the
context of an ECA.
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Transition to a low-carbon
economy: The size of the
risk and opportunity
By Rafael Docavo-Malvezzi, Global Chief Underwriting Officer for Political
Risk, Credit & Bond, AXA XL
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Most of the world is still reeling from the
effects of the pandemic. Strained health
sectors, depleted public resources, stalled
economic growth, shrinking per capita
income, and rising inflation have resulted in a
true explosion of the global debt stock. The
impact has been particularly harmful to lowincome countries. In this most sobering
context, what will the costs of shifting to a
‘net zero’ economy amount to and how will
they be borne? Will the costs prove
prohibitive for developing markets? The
answer will not be found in this article.
However, one can point to some of the key
risks – and associated opportunities – that
this transition will bring along as well as
suggest that the membership of the Berne
Union will be called to play a prominent role
in mitigating these risks but also in
generating the opportunities.
In 2019 the World Economic Forum
estimated the global infrastructure financing
gap for the next two decades at $15 trillion
and, according to the G7, $40 trillion is
needed to improve critical infrastructure in
the developing world. No matter how it is
measured, the global infrastructure funding
gap is simply enormous – and these
calculations do not fully contemplate the
contribution that the transition to a lowcarbon economy will add to this gap. For the
global economy, this gap alone poses a huge
challenge and that is before the costs of the
COVID-19 crisis are even factored in.
The recently released report Protecting
What Matters, AXA XL and Climate Risk1
defines transition risks related to climate
change as “the risks associated with a move
towards a low or net zero carbon economy
[which] typically arise from changes in three
areas: policy, technology, and consumer
preference and societal pressure.” The report
goes on to add that “the severity of the
financial risk and opportunity arising from
policy, technology and preferential changes is

markedly dependent
on the speed at which
these transitions take
place.”
While policymakers,
regulatory entities and
investors alike are
assessing what the
impact of the
transition may be for
Rafael Docavo-Malvezzi
local economies,
economic sectors, and financial systems,
including whether the transition will be an
orderly or disorderly one, we can already
discern a number of specific transition risks
for the trade and investment finance
industry:
l Increased non-payment risks from
companies in carbon-intense industries
l Social unrest and political instability from a
rapid and disorderly transition
l General financial market uncertainty and
volatility
l Sovereign defaults for highly indebted
countries. This risk would be more acute
for economies that are highly dependent
on carbon-intensive industries (such as oil
and gas, mining) as a source of foreign
exchange inflows, economic growth and,
consequently, employment generation
l Increasingly litigious environment where
existing dispute resolution mechanisms
are likely to be tested
l Dislocation of investment flows in
disorderly transition scenarios where asset
valuations may fluctuate widely, providing
blurred pricing signals
l Potential for increased ‘green
protectionism’ as governments could use
ESG factors as arguments to shield
domestic industries from external
competition.
For many countries facing strained
finances and mounting debt loads while
competing for access to financing, these
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number of (re)insurers in the private political
risk and credit insurance market, have
developed the underwriting capabilities and
capacity to support the climate finance
investments of our customers as we help
mitigate the emergent transition risks from
climate change.
And yet, as big as the opportunity and the
role to play for the private (re)insurance
market are, the need for a concerted
approach involving governmental agencies,
multilateral development institutions,
sovereign wealth funds, bank/non-bank
financial institutions and institutional
investors is essential. The amount of capital
mobilisation required for the transition to a
low-carbon economy is, quite simply,
unprecedented for any single agency, capital
provider or sector to shoulder on their own.
The trade and investment finance
community is, and will increasingly be, called
to be very much part of these efforts. In this
context, the Berne Union is uniquely
positioned to act as a catalyst for
public/private partnerships, policy
coordination and capital mobilisation to meet
the financing needs of the low-carbon
transition over the next 20 to 30 years. These
needs will be particularly challenging for lowincome economies where much of the
activity of BU members is focused. We at
AXA XL are looking forward to playing our
part in meeting this unique challenge and
capitalising on the many opportunities
therein. n
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challenges appear daunting. This is especially
the case for lower income developing
markets already experiencing considerable
economic stress.
Yet, in spite – or precisely because – of
these heightened risks, there is a very
significant opportunity before us. AXA XL’s
report provides “estimates of the investment
required to achieve the low-carbon transition
[that] range from $1.6 trillion to $3.8 trillion
annually until 2050, for supply-side energy
system investments alone (Inter
Governmental Panel on Climate Change
(IPCC) 2018), while the Global Commission
on Adaptation (GCA 2019) estimates
adaptation costs of $180 billion annually from
2020 to 2030.” Whether measured on an
annual or an aggregate basis, these figures
are not easy to wrap one’s mind around and
translate into an immense requirement for
capital mobilisation to invest in infrastructure
and underlying new technology. In the case
of lower-income countries, when these
figures are considered in conjunction to the
aforementioned funding gap, the potential
investment requirements are unprecedented.
Also, the distinction between the financing
of mitigation activity – for instance, in
renewable energy production or low-carbon
transportation network – and financing of
adaptation projects like water access and
management is an important one. At the
moment, much of climate finance seems to
be focused on mitigation rather than
adaptation, where the latter is of particular
relevance to developing markets, especially
lower-income ones.
For the insurance industry, the
opportunity is undeniable. For global private
insurers like AXA XL, there will be a growing
need to provide risk mitigation solutions in
areas like energy, construction, transport and,
certainly, political risk, credit and bond,
where we have seen very significant demand
in infrastructure and project finance,
including in energy transition and adaptation,
in recent years. We, along with an increasing

AXA XL is the Property & Casualty and
Specialty division of AXA Group providing
products and services through three business
groups: AXA XL Insurance, AXA XL
Reinsurance and AXA XL Risk Consulting.
Note:
1

https://axaxl.com//media/axaxl/files/pdfs/campaign/climate-risk/axaxl_re_protecting-what-matters_climate-riskreport.pdf?sc_lang=en&hash=903393601D9602A7
AA4CE692256F52F0

For global private insurers like AXA XL, there will be a
growing need to provide risk mitigation solutions in
areas like energy, construction, transport and, certainly,
political risk, credit and bond, where we have seen very
significant demand in infrastructure and project
finance, including in energy transition and adaptation,
in recent years.
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Beyond zero emissions:
The economic benefits
of renewable energy
By Emre Topalgokceli, Insurance Recovery Specialist at Turk Eximbank.

Our energy-dependent economies are
increasingly using fossil fuels to grow,
produce and consume. Despite the
destruction it causes to the environment and
human health, no success has yet been
achieved in reducing greenhouse gas
emissions. Even the slowdown in economic
activities caused by COVID-19 restrictions
could not prevent carbon dioxide level from
setting new records.1, 2
It seems that despite significant efforts to
reduce the world’s carbon emissions, ‘homoeconomicus’, John Stuart Mill’s dollar-hunting
animal, who only cares for his own interest at
all costs, continues to punish himself.
Fortunately, recent studies show that using
renewable energy sources not only benefits
the environment but also offers economic
opportunities such as creating jobs,
supporting economic development,
stabilisation in prices, and saving money that
may convince homo-economicus to
collaborate with its use.

Creating jobs
Energy production from renewable sources is
labour-intensive, while production by
conventional methods is highly mechanised
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and capital-intensive.
A good example of
this is that even
periodic maintenance
of a natural gas plant
requires more capital
than building a wind
farm.3 As in the case
of solar farms and
wind farms, renewable
Emre Topalgokceli
power plants are often
called farms because they have more units
than conventional methods, which is another
sign that more labour will be needed during
their installation, operation, and maintenance.
Unlike conventional methods, they are not
limited to technical staff such as engineers
and technicians in employment. They create
jobs in a diverse range of specialties from
birdwatchers protecting birds from wind
turbines to high-tech manufacturing of solar
cell components. They can also be installed
wherever the sun rises, the wind blows,
regardless of geological constraints.
Of course, the question may rightly come
to mind that shifting to renewable energy will
reduce demand for conventional energy
production, which in turn will lead to a loss in

Our energy-dependent economies are increasingly
using fossil fuels to grow, produce and consume.
Despite the destruction it causes to the environment
and human health, no success has yet been achieved in
reducing greenhouse gas emissions.
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Supporting economic development
Renewable energy not only creates more job
opportunities but also distributes them to a
wider geographical area. As an example, on
the western coast of Turkey, a country poor
in fossil fuels, there are many wind turbines
generating electricity that every moment of
your journey you feel as if you are
accompanying our lonely Don Quixote in his
esteemed battle. Turkey not only contributes
to its development by increasing its
renewable energy capacity but also exports
wind turbine equipment to 45 countries on
six continents as the fifth largest producer in
Europe.5 Similarly, Chile, a country poor in
fossil fuels, which is indicated by the World
Bank as one of the most suitable places to
build solar panels due to having places with
high altitudes and clean air6, now produces
one fifth of its energy from renewables.7 As
can be seen, renewables help to distribute
benefits more fairly by creating new
opportunities in countries that cannot
produce energy by conventional methods
due to their geological disadvantages.
Shifting to renewable energy not only
hinders the sharing of global energy
revenues between several countries but also
helps reduce the regional development gap
within a country. A study conducted in
India’s remote villages shows that building
renewable energy facilities has benefits
associated with creating jobs, increasing
villagers’ incomes, as well as improving their
quality of life by distributing some of its
electricity to them.8 Moreover, thanks to its
lower cost of production and ability to
reduce energy imports, renewable energy
usage can also make an indirect but crucial
contribution to development by transferring
possible savings to areas such as
infrastructure, education, and public health.
In addition, renewable energy companies

Shifting to renewable
energy not only hinders
the sharing of global
energy revenues between
several countries but also
helps reduce the regional
development gap within
a country.
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employment. However, there is no cause for
concern. According to the International
Labor Organization (ILO), this shifting
creates twice as many jobs as the losses
caused by abandoning conventional
methods.4

contribute to the development of the region
by paying more taxes for the production of
the same amount of energy when compared
with companies that produce energy by
conventional methods. According to the
California Energy Commission, solar thermal
power plants yield twice as much tax
revenue as conventional gas-fired plants.9

Stabilisation in price
In determining the price of oil and natural
gas, which are the main source of energy, the
policies of a group of major producers are
more effective than market dynamics. They
can reduce supply to raise the price.
However, a cut in energy supply can lead to a
humanitarian crisis, which we painfully
experienced in the oil crisis during the 1970s,
where even the basic needs of ordinary
people, such as heating, lighting, cooking,
could not be met.
However, renewable energy usage makes
cartel-type structures dysfunctional because
in a system where every country gets a share
of total production, price and the amount of
supply are freely determined in the market.
Here, the question may be raised whether
each country will be able to produce enough
energy to prevent the formation of a new
energy cartel. According to a study by
scholars from Stanford University, almost
every country can.10, 11
Of course, changes in weather conditions
have a significant impact on the renewable
energy supply. For example, the efficiency of
a solar panel on a sunless day or even an

In determining the price of oil and natural gas, which
are the main source of energy, the policies of a group
of major producers are more effective than market
dynamics. They can reduce supply to raise the price.
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entire winter will be quite low. However, since
these changes are predictable, they will not
be as shocking as in the oil crisis. It may even
cease to be a problem with advances in
energy storage technology.

Saving money
According to the World Health Organization
(WHO), air pollution from fossil fuels kills an
estimated seven million people worldwide
every year, and around 91% of the world’s
population lives in places where air quality
levels exceed WHO limits.12 A study from
Harvard University also confirms this sad
picture by revealing that air pollution from
burning fossil fuels is responsible for about
one in five deaths worldwide.13

According to the World
Health Organization
(WHO), air pollution from
fossil fuels kills an
estimated seven million
people worldwide every
year, and around 91% of
the world’s population
lives in places where air
quality levels exceed
WHO limits.12
Besides the loss in the workforce caused
by death, air pollution also leads to serious
illnesses such as breathing problems, heart
disease, and cancer. Its economic burden is
estimated at $2.9 trillion in 2018, or 3.3% of
global GDP.14 Renewable energy can help us
save not only lives but also our money.

Everyone’s a winner

everyone from governments to individuals is
a winner. They support local development by
reducing energy import costs and providing
more tax revenues as well as creating more
job opportunities for local residents. They
ensure the free determination of market
prices and help in insulating economies from
external shocks. They save our lives, money,
and the world.
All things considered, renewable energy
usage is neither an ideology nor a duty to
the environment, but a rational behaviour
that serves our interests. Therefore, we can
clearly say that our hero homo-economicus,
who prides himself on his rationality and is
only interested in maximising his own
interests, has serious reasons to prefer it. n
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Contrary to conventional sources, renewables
promise a non-zero sum game where
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Contrary to conventional sources, renewables promise
a non-zero sum game where everyone from
governments to individuals is a winner. They support
local development by reducing energy import costs
and providing more tax revenues as well as creating
more job opportunities for local residents.
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Transition and the
Race to Zero:
The insurers’ role
Chris Hall, Executive Director, Financial Solutions at Willis Towers
Watson looks at some of the key questions surrounding the climate
transition and how the company is developing initiatives in response.

Climate, environmental and social
sustainability goals are at the forefront of
many companies’ thoughts. The Paris
Agreement, an international treaty on climate
change, was adopted by 196 parties in Paris
in 2015, setting out the global framework to
avoid climate change by limiting global
warming to below 2 degrees Celsius above
pre-industrial levels.
Taking this further is the Race to Zero1,
whereby (at the time of writing), 120
countries, 733 cities and 3,067 business,
amongst others, have committed to
achieving net zero carbon emissions by 2050
at the latest.
To achieve the goals of the Paris
Agreement, many industries will have to play
their part, with insurers taking a leading role.

A transformational role for insurance
Through the insurance industry’s role in
supporting banks, corporates, export credit
agencies (ECAs) and others through the
deployment of contingent capital, insurance
can have a transformational impact in
supporting the transition to Net Zero. This
was reiterated recently by John Neal, the
CEO of Lloyd’s of London, who reminded the
(re)insurance marketplace that they should
regard the transition to a sustainable future
as an “opportunity and not a threat”2.

Energy transition
Fossil fuel use in
energy, transport and
industry accounts for
85% of the
global emissions from
business3. It is
critical that high
carbon industries
Chris Hall
transition at a rate
which science indicates
is necessary to ensure that the healthy
climate trajectory is maintained; to support
this, though, organisations will require
access to insurance capacity during their
transition.
As Mark Carney, UN Special Envoy for
Climate Action and Finance and the UK
Prime Minister’s Finance Adviser for COP26,
has said, “To achieve Net Zero we need a
whole economy transition – every company,
bank, insurer and investor will have to adjust
their business models, develop credible plans
for the transition and implement them. As
insurers take steps to align their underwriting
activities with the transition, companies will
increasingly need to display that they have
the right plans or risk losing access to
insurance.”4
In response Willis Towers Watson has

Through the insurance industry’s role in supporting
banks, corporates, export credit agencies (ECAs) and
others through the deployment of contingent capital,
insurance can have a transformational impact in
supporting the transition to Net Zero.
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recently announced the launch of Climate
Transition Pathways (CTP)5, a new way for
financial institutions (FIs) to manage their
social responsibility and duties through an
independent and recognised accreditation
model. FIs can identify the organisations
transitioning to a low carbon future and offer
a solution to support clients committed to
measurable and verifiable change, while
managing their own reputation, revenue, and
profitability.
The CTP governance committee will
include the Climate Bonds Initiative and
Volans (which created ‘Bankers for Net
Zero’) and will use the Assessment for Low
Carbon Transition (ACT) methodology to
create a robust accreditation model. This will
enable organisations meeting principles
aligned to the Paris Agreement to be
accredited and thus access insurance
capacity and capital to support their orderly
transition.
Accreditation will accelerate the creation
of an industry standard, support the orderly
transition to the low carbon economy,
incentivise each company’s transition and
monitor annual company performance6.
Carney has supported the ethos of CTP
stating: “Willis Towers Watson’s work to
develop tools to assess companies’ transition
plans is a valuable contribution to this
process to ensure that every professional
financial decision takes climate change into
account.”7
CTP is now building insurer support with
Liberty Specialty Markets (a Berne Union
member) becoming the first major insurer to
align its capacity.8

A changing economic environment in
credit and political risk
Over the past 10 years, there has been a
significant growth in the number of
renewables finance transactions that have
been insured in the non-payment insurance
(NPI) market. This has followed the
trend of increased financing activity in
the renewables sector, coupled with the
insurers’ own strategy of deliberately
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supporting ESG linked transactions as they
transition away from more
pollutive sectors such as oil and gas, coal etc,
which previously were seen on a regular
basis.
There has also been positive collaboration
between the private and public markets
whereby private insurers have either sat
along ECAs in the same transactions, or in

Over the past 10 years,
there has been a
significant growth in the
number of renewables
finance transactions that
have been insured in the
non-payment insurance
(NPI) market.
some cases, insurers have supported ECAs
on a facultative re-insurance basis. The
insurers have provided comprehensive nonpayment polices for five years to 15 years or
more, complementing the tenor of the
underlying obligations.
The NPI market is very well placed to
support the trend of renewables deals which
we are seeing in the market. As insurers
continue to see a new and varied array of
deals, their ability to consider new deal types
and structures will no doubt only continue to
grow, which is positive for both FIs and the
overall promotion of renewables transactions.
A recent example of this includes the first
Green2Green transaction in Asia Pacific
whereby Euler Hermes with Willis Towers
Watson supported NORD/LB by insuring a
green transaction and investing the premium
in certified green bonds, thus supporting
new green products and completing the
‘green economic cycle’9.

The CTP governance committee will include the
Climate Bonds Initiative and Volans (which created
‘Bankers for Net Zero’) and will use the Assessment for
Low Carbon Transition (ACT) methodology to create a
robust accreditation model.
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The Willis Towers Watson Climate and
Resilience Hub (CRH) is the focal point for
our climate expertise and capabilities. It
brings together knowledge from our people,

No one institution,
working in isolation, can
significantly move the
needle on climate change,
but if all corporates,
financial institutions,
governments, insurers and
investors collaborate
together, each moving the
needle a tiny amount, we
can start to make a
difference.
risk and capital businesses and from our
various strategic collaborations, to deliver
climate and resilience solutions in response
to regulatory, investor, consumer, employee
and operating pressures.
Partnerships (and indeed acquisitions)
become ever more important in this field to
ensure delivery of innovative solutions. Willis
Towers Watson has acquired ‘Acclimatise’, a
market leading climate change adaptation
advisory and analytics services firm.10
Meanwhile Climate QuantifiedTM, brings
together deep weather and climate analytical
and advisory experience from a variety of
fields of expertise.

The future
The virtuous cycle of innovation envisaged
by Carney needs governments to set the
tone, encouraging companies to implement
transition plans, funded through private
finance and thus “amplifying the
effectiveness of government climate policies
and accelerating the transition to net zero.”11.
The same publication suggests that the
transition to net zero creates the “greatest
commercial opportunity of our age” with
recognisable benefits estimated at $26
trillion by 2030.
With its raison d’etre of professional
exchange, sharing of expertise and
collaboration, the Berne Union is well placed
to be at the forefront of this change and as

Paul Heaney mused in July, climate could
well become the “catalyst of greater
multilateral cooperation”12.
No one institution, working in isolation,
can significantly move the needle on
climate change, but if all corporates,
financial institutions, governments, insurers
and investors collaborate together, each
moving the needle a tiny amount, we can
start to make a difference. At Willis Towers
Watson, we are proud to be part of this
journey to net zero and look forward to
supporting our regulators, investors, clients
and employees. n
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Growing climate change capability

Willis Towers Watson offers insurance-related
services through its appropriately licensed
and authorised companies in each country in
which Willis Towers Watson operates. For
further authorisation and regulatory details
about our Willis Towers Watson legal entities,
operating in your country, please refer to our
Willis Towers Watson website. It is a
regulatory requirement for us to consider our
local licensing requirements.

Notes
1

https://unfccc.int/climate-action/race-to-zerocampaign
2 https://www.insuranceinsider.com/article/
29105csibm71zbgcmt43k/reconnect-day-two-thetwo-pronged-challenge-of-climate-risk
3 https://www.climatetransitionpathways.com/
4 https://www.captiveinternational.com/news/willistowers-watson-launches-accreditation-frameworkto-assess-climate-transition-efforts-4172
5 https://www.willistowerswatson.com/enGB/News/2021/05/groundbreaking-climatetransition-pathways-ctp-accreditation-establishedto-help-business
6 https://www.climatetransitionpathways.com/
accreditation/
7 https://www.insuranceinsider.com/article/
28hhsq3undqze7s3qbk00/willis-towers-watsonlaunches-climate-change-transition-accreditationframework
8 https://www.willistowerswatson.com/enGB/News/2021/09/liberty-specialty-marketsaligns-capacity-to-support-the-energy-transitionand-the-ctp?utm_source=linkedin&utm_medium=s
ocial&utm_campaign=Climate_&utm_content=willis
+towers+watson_0d7e5d78-b13d-422e-bab3dac376ff986f_&utm_term=
9 https://www.eulerhermes.com/en_global/APAC/
newsroom/press-releases/first-green2green-singlerisk-policy-in-apac.html
10 https://www.willistowerswatson.com/enGB/News/2020/11/willis-towers-watson-acquiresacclimatise-in-move-that-further-strengthensclimate-resilience
11 https://ukcop26.org/wpcontent/uploads/2020/11/COP26-Private-FinanceHub-Strategy_Nov-2020v4.1.pdf
12 https://www.berneunion.org/Articles/Details/
601/Could-climate-become-the-catalyst-of-greatermultilateral-cooperation

125

Shape the future. With a strong
financing partner.
We support companies that invest in the future. This makes us a strong partner for Germany’s and
Europe’s export industry. As a specialist for project and export financings carried out internationally,
KfW IPEX-Bank has been standing by its industry clients for over 60 years. We assist all those who shape
their own future – with long-term, fit-to-form financing structures designed by our professional experts.
The future belongs to those who think ahead. Let’s shape it together. kfw-ipex-bank.de
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Market trends

Berne Union 2021

Business insolvencies: Is
it just a matter of time?
Valerio Ranciaro, Director General of SACE SRV and Cinzia Guerrieri,
Economist at SACE, discuss the situation with business insolvencies – a
problem that has been averted so far, but probably not avoided next
year. But it will be an asymmetric return to any business as usual.

The pandemic dominates the agenda
One year on from the spread of the COVID19 pandemic, the health emergency has been
the main factor negatively affecting the
global macroeconomic context throughout
2021. Although several vaccines have been
developed in record time, mass vaccination
programmes have been rolled-out at
different speeds across countries, with a
sharp contrast between advanced economies
and emerging markets (with some
exceptions, such as China). While the former
reached a significant incidence of population
immunization, in less developed countries
the limited administration of vaccines is
severely affecting their recovery paths. In
addition, the transmission of highly
contagious variants of the coronavirus, such
as the so-called ‘Delta’, could also slow the
easing of restrictions in those countries
approaching winter with a discrete
percentage of people not fully vaccinated
(for example, Germany and, more generally,
Europe).

Demand/supply mismatches
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On top of this, demand/supply mismatches
are posing downside risks to the world
economic outlook in the short run. Global
value chains disruptions, mainly due to the
shortage of commodities, labour scarcities,
logistics bottlenecks (especially in sea
transportation) and the energy crisis are
tempering the recovery through higher
production costs. So far, the consensus view
has been that these price pressures are
temporary or – in the words of the President
of the Federal Reserve of Atlanta –
“episodic”, being driven by transitory
pandemic-related factors. Nevertheless, the

Valerio Ranciaro

actual inflation
dynamics seem to
suggest that these
pressures will last a
little bit longer than
previously anticipated,
but they should not be
persistent as energy
prices ease and
disruptions gradually
dissipate.

Smoothing growth
estimates – but
better in 2022
In this context, several
forecasters have
slightly smoothed
their estimates for
world GDP growth to
lower than 6% in 2021,
notched down with
Cinzia Guerrieri
respect to previous
predictions. While confirming the strong
rebound compared to last year’s contraction
at an aggregate level, the economic recovery
looks uneven and divergent across
economies, with many emerging countries
lagging behind.
Next year, in a baseline scenario
characterised by better global health
conditions, world GDP is expected to
continue expanding (up by 4.5% according
to Oxford Economics, in line with the
International Monetary Fund) even if by a
lesser extent, as favourable base effects fade.
In addition, worldwide synchronisation
should improve and GDP figures are
projected to return to their pre-crisis levels in
the majority of countries.
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As restrictions are progressively lifted, the
exceptional fiscal and monetary policy
support provided in 2020 and 2021 will be
reversed. In many advanced economies,
governments are already recalibrating their
budgets from emergency support measures
to long term investments, particularly in
green deals and digital infrastructures. While
global financial conditions have remained
supportive, the US Federal Reserve has
started to taper its assets purchase
programme in November and traders are
now fully pricing in two federal fund rate
hikes by the end of 2022, earlier than
anticipated by the Fed itself.
This could trigger a sudden change in the
monetary policy stance in advanced
economies (including the Eurozone, although
the European Central Bank has recently
reiterated its highly accommodative
orientation for 2022), resulting in a sharp
tightening of financial conditions with
potential negative spillovers for emerging
countries. Moreover, a sustained increase in
interest rates from low levels may add
concerns to debt sustainability issues, given
the high level of public and private (mostly
companies’) indebtedness picked up in 2020.

Extraordinarily low insolvencies
in 2021
Global business bankruptcies have also
remained extraordinarily low during 2021,
based on the data available up to August
and the observations to date. The breakdown
of the historical relationship between
economic activity and the concurrent
incidence of bankruptcies – the ‘bankruptcy
gap’ – is largely driven by the policy
response to the pandemic. In fact, new
COVID-19 waves forced several governments
partially to extend their generous fiscal
support and, in some cases, also to continue
with temporary legislative amendments to
insolvency regimes, along with measures
adopted by monetary policy, amid strong
financial sectors.
As a result, estimates for the whole year
have been revised down with respect to the
forecasts made in early 2021 (Figure 1).
According to the October Atradius Economic
Research, global insolvencies are now
expected to decrease by a modest 1% this
year, a significant downward adjustment
compared to the previous +26%. These
dynamics look similar to the revision made at

the same time by Euler Hermes, whose
Global Insolvency Index is now forecast to
decrease by 6% in 2021 (+25% previous
forecast).1

Normalisation in insolvencies
next year
Along with economic stabilisation and the
phasing out of policy interventions in most
markets, we foresee a gradual normalisation
of global business insolvencies next year.
Atradius forecasts an increase by 33%, while
Euler Hermes projects a rebound by 15% for
its Global Insolvency Index. At the end of
2022, insolvencies are expected to be higher
compared to pre-pandemic levels in most
observed markets. This can be largely
attributed to bankruptcies of businesses that
were ‘saved’ by government support (the socalled ‘zombie firms’), companies weakened
by the extra indebtedness incurred during
the crisis, and the return of insolvencies to
‘normal’ levels. In line with the divergence we
observe for the dynamics of GDPs among
regions, we also think that the trajectory for
business insolvencies will be both
asymmetric (due to the multi-speed
economic recovery) and gradual (depending
mostly on the timing of support measures’
withdrawal at country level).
Hence the question: is it just a matter of
time? We believe that we are going to figure
out the answer soon. n
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Fiscal and monetary support
reversals

Note:
1

The difference between Atradius and Euler Hermes
estimates might reflect different measurement
criteria and country coverage.

Figure 1. Global business insolvencies (annual
percentage change)

Source: Atradius, Euler Hermes
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Up in the skies: The
European ECA response
to aircraft financing
through a pandemic
Normal rules of countercyclicality have been missing in the current
crisis as global markets have moved in lockstep. Nowhere has this
been more troubling for markets than in aircraft financing. Michael
Ferguson, Head of Aircraft Portfolio Management at UK Export
Finance (UKEF) discusses European ECAs’ approach.

The role of ECA support in aircraft financing
is traditionally countercyclical – strong
capital markets and bank appetite drive
down ECA demand in the good times,
whereas the opposite is true during periods
of economic disruption. By taking this role
ECAs can ensure that the export of aircraft,
components and services can continue
regardless of wider economic conditions.
One consequence of operating in this way
is that it results in ECAs having a
geographically diversified aircraft portfolio.
World markets do not move as one, and
whenever an economic shock has occurred
in the past 20-30 years the ECA aircraft
portfolio inevitably shows an increase in
support provided for airlines in the region
where the shock occurs. Having this diversity
builds in a layer of protection for the ECAs,
ensuring that no single event can cause a
ripple effect through the whole portfolio. Or
that was the case until the pandemic hit.
The pandemic’s effects on air travel were
almost immediate with airlines across the
globe grounding entire portions of their fleet.
With no feasible way to generate revenue,
and a fixed cost base that could only be
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Michael Ferguson

reduced so far, airlines
very quickly ran into
liquidity issues. The
ECAs faced a choice –
react, and quickly, or
prepare for the
inevitable defaults and
claims on the
respective guarantees
to commence.

A sticky choice for ECAs leads to the
Common Approach…
The latter presents two issues. Firstly, if we
allow airlines to fail, who will our exporters
export to in the future? Secondly, what were
the ECAs to do with the aircraft repossessed
resulting from the defaults? After all the
market had just collapsed.
A decision was therefore taken by the
three Airbus financing European ECAs (UK
Export Finance, Euler Hermes and Bpifrance)
to launch the Common Approach – a scheme
allowing airlines to defer aircraft principal
repayments from March 2020 to March 2021
with the deferred amount repayable over
three years. Its objective was clear, help

The pandemic’s effects on air travel were almost
immediate with airlines across the globe grounding
entire portions of their fleet.
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airlines preserve liquidity during the
pandemic. From inception to launch the
process took just over a month and uptake
was almost immediate.

… But a Common Approach to an
uncommon portfolio
From March 2020 to March 2021, 13 separate
airlines took advantage of the Common
Approach or a variant of it. Very little
correlation existed among those who
applied. Approaches came from airlines
operating different business models using
different aircraft types in locations across the
world.
For the majority of airlines, the Common
Approach formed part of a portfolio
approach of seeking assistance from
creditors, therefore it is difficult to quantify
its true impact and how many default
situations we avoided. However, there can be
no doubt that without the Common
Approach the European ECAs would have
been out of step with a market that rallied
around the airlines.

Still some bankruptcies, but
others pivot
Inevitably the Common Approach and
support from other creditors was not enough
for some and the European ECAs are
currently dealing with seven bankruptcies. To
date the aircraft repossessed have been wide
bodies from airlines that were operating the
low-cost long-haul business model.
Historically a difficult market segment
operating on thin margins, the pandemic
proved a step too far.
Within the wider portfolio certain trends

are emerging such as airlines pivoting
business models to take advantage of
domestic opportunities and offering aircraft
to fill the void in air-freight capacity. These
steps combined with extensive cost cutting
measures has perhaps kept some airlines
away from the edge of the cliff.

Not out of the woods – but cause
for optimism
The Common Approach only covered the
deferral of principal payments from March
2020 – March 2021. When it was composed
this timeframe was deemed appropriate for
the worst of the pandemic to pass and
echoed the views of the wider market. While
clearly not the case the European ECAs
recognise we are far from out of the woods
and continue to work closely with those
airlines most in need to ascertain what, if any,
further assistance can be offered.
Interestingly, we continue to see demand
for new business and there is a growing
sense the market will begin to recover
towards the end of 2021. Perhaps one of the
biggest indicators of this optimism was
Moody’s changing their market outlook from
negative to positive in early May.
The recovery will be slow. First it will be
domestically, then internationally as borders
begin to open. Assuming this happens, there
are still uncertainties as to what air travel will
look like in the future. Post 9/11 the world’s
approach to airport security changed, is the
same thing about to happen on a medical
front? One thing is certain however – everyone
in the industry needs a holiday so it is in the
interests of the ECAs and all airline financiers
to ensure the survival of the industry! n
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Evolution not revolution:
Trade digitalisation
progress report
John Bugeja, Managing Director at Trade Advisory Network, gives an
update on digitalisation in trade. Progress has been made in 2021, and
while it’s not a revolution, we are likely at a tipping point.

The digitalisation journey has reached an
interesting point. The market is, perhaps,
growing a little weary of grandiose visions
and unfulfilled promises. Early adopters are
relatively thin on the ground.
Until recently, it appeared that
digitalisation was synonymous with
membership-based platforms and closed
user-groups, each with its own set of rules.
Many of these solutions use permissioned
blockchain (distributed ledger technology)
as an immutable record of a transaction.
These closed ecosystems have successfully
demonstrated that technology could enable
the finance of international trade in a digital
environment. The world of trade would not
be ready to take the next tentative steps on
the digitalisation journey were it not for the
progress made by the platforms,
marketplaces and consortia.
Adoption remains slow, however, due in
part to concerns regarding legal and
technical interoperability between the many
platforms that have proliferated in recent
times, illustrating once again that a
successful ‘proof of concept’ does not
automatically lead to widespread adoption.
Parties involved in trade are naturally
cautious about the risk of ‘backing the wrong
horse’. The language has shifted somewhat
as the need for ‘future-proofing’ has become
prevalent.

Legal reform progress
There has been significant progress in
respect of legal reform in the past year. There
is still some way to go but several countries
have already passed legislation that allows
electronic records to have the same legal

status as their paper
equivalents. Most
recently, Singapore
and Abu Dhabi have
adopted UNCITRAL’s
Model Law on
Electronic Transferable
Records (MLETR).
Following
commitments by the
John Bugeja
G7 group of nations,
the UK is leading the way with legislation to
be put before parliament in early 2022
addressing the main legal obstacle currently
precluding the use of electronic records as
negotiable payment instruments and
documents of title.
The new legislation will allow a party to
have possession of an intangible under
common law. If we consider the bill of
exchange, for example, there is nothing in
The Bills of Exchange Act (1882) that
specifies that the instrument must be
recorded on paper. The ability to transfer the
holder’s right to get paid by delivery
(accompanied by endorsement where the
instrument is not made out to ‘bearer’) is,
however, fundamental to the concept of
negotiability incorporated in the Act. If a
party cannot possess an intangible, as is the
case under common law right now, then they
cannot transfer it by delivery. Consequently,
an electronic record cannot currently be a bill
of exchange because it cannot be
‘possessed’. This will change next year.
The law of England and Wales is used
quite widely in respect of financial contracts
so this change will have an immediate impact
beyond the UK. As many jurisdictions,
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particularly the other Commonwealth
countries, have their own version of The Bills
of Exchange Act, it is envisaged that they will
follow suit and pass similar legislation. The
same domino effect is likely in respect of
jurisdictions whose legal systems are based
on French and Spanish models.

Why is legal reform important?
Membership-based solutions rely on
rulebooks. This is a double-edged sword. On
the one hand, the rules provide a high degree
of legal certainty among those that have
signed up. On the other, the rules have no
legal effect in respect of parties that have
not signed up. Given the complexity and
diversity (industry, country, role in the supply
chain etc) of global supply chains, it is
inconceivable that all parties will be prepared
to sign up to the same rulebook. The
multiplicity of closed user-group solutions
exacerbates the problem.
The ability to digitise the key trade
documents, secure in the knowledge that
their legal status is enshrined in common law,
eliminates the need for rulebooks.
There are analogies to be seen every day
which we take for granted. For example, I
can send an email to any email address
anywhere in the world without it being a
requirement that we share the same email
service provider. Similarly, I can send a
package to any physical address using a
courier of my choosing. The recipient does
not need to have an account with the same
courier (or indeed any courier). Sending and
receiving electronic records that have the
same status as their paper equivalents
should be possible on the same basis. Legal
reform will facilitate this.

Technology
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Legal reform alone, of course, does not
provide the solution. In order for an
electronic record to have the same legal
status as its paper equivalent, it must
replicate certain attributes inherent in paper.
These are:
l The ability to distinguish between an
original and a copy
l The ability to be ‘possessed’ (for instance,
if I have the original, everyone else can
only have a copy)
l The ability for the original to be
transferred to another party (for instance,
if I transfer the original to you, I no longer
have it).
Thankfully, the technology to achieve this has

already been developed. For example, in
Europe, a Swedish fintech, Enigio, has
launched their trace:original application
which meets all of the criteria required for an
electronic record to retain the same legal
status as its paper equivalent. The solution
uses a hybrid model whereby a public
blockchain is used purely to verify the
originality, ownership and provenance of a
document. As no business data is stored on
the blockchain, the usual concerns regarding
the use of blockchain as a transaction record
are avoided. The blockchain is, in effect, a
‘notary’ which uses hashes (digital
fingerprints) and cryptographic key pairs to
enable any party in possession of an
electronic record to determine whether it is
the original or a copy, whether it is the latest
version and whether the content has been
tampered with in any way. The ‘notary’ also
records the change of ownership of the
original.
As the blockchain is public, as opposed to
permissioned, there is no need for any party
to be onboarded onto a platform or to join a
closed user group of any kind. The only party
that needs a licence is the one who creates
the electronic record in the first instance.
After that, anyone can receive possession of
the original electronic record, can add
additional content to it and transfer it to
another party. As such, it behaves in exactly
the same way as paper, but without the usual
drawbacks associated with paper.

Environmental, Social and
Governance (ESG)
The focus on ESG has really increased in
2021. This is a huge subject in its own right,
so I cannot begin to do it justice here.
Instead, I will highlight several key points.
The fundamental challenge is how to
measure compliance and against what
standards (particularly with regard to the ‘E’
and the ‘S’). Standards have, in fact, been
developed but the process for rating parties
in a supply chain against those standards
remains challenging. The Kosmos
Consortium, for instance, has developed an
automated process which uses advanced
technology to mine a vast array of publicly
available sources, creating a definitive rating.
A further challenge is to ensure that the
ratings process cannot be ‘gamed’ (namely,
the results ‘greenwashed’) to make a
company look more compliant than it
actually is. Any process which relies on selfcertification is likely to be susceptible to
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Uniform Rules for Digital Trade
Transactions (URDTT)
After extensive consultation with ICC
national committees, URDTT has at last been
published. The rules provide a framework
within which trade transactions can be
evidenced, managed and financed in a
wholly digital environment.
The key elements of URDTT may be
summarised as follows:
l Definition of a Digital Trade Transaction –
unlike most ICC rules, URDTT is not
product focused (for example, unlike UCP
which focuses on the letter of credit
product).
l Corporate centric – the central parties are
the seller and the buyer (most ICC rules
are bank centric).
l Payment Obligation – this is the obligation
of the buyer.
l Financial Service Provider (FSP)
Undertaking – a bank or a non-bank
financial service provider can add its
undertaking to that of the buyer.
l Technology agnostic – great care was
taken to ensure this is the case to ensure
that the rules do not get overtaken by
events as technology developments

continue to accelerate.
The next step in the commercialisation of
URDTT will be educational. Trade Advisory
Network will be producing a short series of
free educational videos on the subject and
will also be offering bespoke programmes
and consultancy services to those interested
in adopting URDTT as part of the
digitalisation strategy.

A tipping point?
In many ways it seems we are approaching a
genuine tipping point with regard to
digitalisation. The legal changes will, I believe,
provide tremendous impetus for the
development and adoption of solutions that
can be governed by common law. Building
momentum will be key.
Adoption of URDTT will enable consistent
interpretation regarding the use of electronic
records and payment obligations. It will be
important that existing solutions be tested to
ensure they are URDTT compliant and
tweaked where necessary to achieve
compliance. At the time of writing, at least
one of the big consortia (MarcoPolo) has
asserted that their platform is URDTT
compliant.
The forthcoming legal changes will
facilitate legal interoperability. Coupled with
the technology now available to create and
manage digital original documents, this
should create a much more open,
collaborative operating environment. That is
not to say that the current crop of platforms
will be rendered obsolete. They will, however,
have to change to embrace the emerging
MLETR-compatible legal frameworks that are
expected to arise in the coming year.
I would not say that closed user group
solutions using permissioned blockchain are
necessarily reaching the end of their shelf
life, but I do believe that they will need to
adapt to exploit the hybrid model allowing
the use of public blockchain and digital
original documents in order to achieve
critical mass. n

In many ways it seems we are approaching a genuine
tipping point with regard to digitalisation. The legal
changes will, I believe, provide tremendous impetus
for the development and adoption of solutions that can
be governed by common law. Building momentum will
be key.
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‘gaming’. Kosmos does not rely on surveys
completed by the company being rated and
so is said to be impervious to ‘gaming’.
In order for an end product to be rated,
every company involved in the supply chain
leading to the finished product being
produced must be rated. Many suppliers,
particularly during the earlier stages of a
supply chain, will be SMEs, often domiciled in
emerging markets and developing
economies. Getting rated has a cost which
SMEs will struggle to bear. The larger players
and the financing banks have a key role to
play in encouraging SMEs to go through the
process.
As the rating process is driven by data, the
digitalisation of trade should facilitate
progress in ESG compliance.
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Plugging in to data:
A new landscape for
risk management
Sian Aspinall, Managing Director at BPL Global, takes a look at the
private market for credit and political risk as the dust begins to settle
following the COVID pandemic, examining the growing role of data as
a tool for risk managers globally – and how technology is helping them
access rich, valuable data at their fingertips.

For industries, organisations and individuals
across the globe, the pandemic has brought
into sharper focus a number of issues that
perhaps weren’t given the airtime they
deserved pre-COVID-19. The urgent need to
preserve our environment and combat
climate change is, of course, one of them.
As with many other industries, in recent
years insurance has seen a growing emphasis
on driving progress towards a greener
economy. At BPL Global, we have witnessed
a wholesale shift in this regard, with
increasing interest among insurers and
brokers alike towards environmentallyfocused solutions – not only emanating from
the risks insured but also in respect of the
direction of insurers’ investment flows.
Euler Hermes’ Green2Green Single Risk
Programme is a perfect illustration of both of
those aspects combining into one initiative
among this general increase in insurer
appetite for covering green transactions.

Connecting markets
Another aspect that has become inescapably
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clear is the intrinsic
link between the
smooth running of the
global trading system
and economic growth.
Trade flows provide
vital connections
between economies,
and are critical to
emerging market
Sian Aspinall
development.
Underpinning this, is the crucial role risk
managers play in curating the system;
identifying where risk mitigation is required
to ensure that the cogs can keep turning and
these connections can endure.
Risk management throughout the pandemic
has been challenging to say the least. Trade
practitioners and financial institutions alike
have been faced with rising geopolitical and
operational risks in the management of trade
flows. In many cases, insureds have been
forced to reassess and, in some instances,
overhaul their exposures in light of the events
of the past eighteen months or so.

Risk management throughout the pandemic has been
challenging to say the least. Trade practitioners and
financial institutions alike have been faced with rising
geopolitical and operational risks in the management
of trade flows.
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Data – the oil of the 21st century

Realising data’s potential
Developments in technology are now
enabling this to become a reality. This year,
for the very first time, our clients, and their
respective risk managers, can access their
data as a usable and valuable asset via BPL
Sphere, our new portfolio management tool.
BPL Sphere permits real-time visibility across
country and counterparty exposures, active
policies, invoices, payments, and claims, and
can be filtered according to requirement.
Such capabilities empower insureds to
optimise their insurance programmes, and
leverage the data across front, middle and
back office functions. Such immediate
visibility over everything from transactional
flow to counterparty risk, has new meaning
in the context of risk management.
As technology advances, so too does
digital innovation on behalf of financial
service providers. Indeed, in the insurance
space, there has been a marked uptick in
adoption of digital methods for placing
policies; something that, whilst in motion pre
pandemic, has necessarily gathered pace
over the past eighteen months. There is more
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It is therefore apt that we consider the role
that data can play as a mitigant against
uncertainty; a tool within organisations that
aids good decision-making and promotes
visibility. In the credit and political risk
insurance (CPRI) industry, though arguably
one of the areas in which it is most needed,
such data has historically been hard to come
by, or was too fragmented to conceive of as
usable.
At BPL Global, our clients have vast,
multinational exposures, and policies that
span long durations and involve multiple
counterparties – a headache for risk
managers at the best of times. But it also
presents a veritable gold mine of information
that can be leveraged at an organisational
level. However, finding a way of collating and
presenting this substantial data has long
presented a challenge.
As a specialist broker, with a significant
CPRI market share, we have a privileged view
across trends and movements enabling us to
produce meaningful proxies for our market.
We primarily see ourselves as custodians of
our clients’ data – we are careful in its
handling, and have long-desired a means to
present it back to our clients in a way that it
is usable and effective in helping them
manage their exposures.

work to be done in utilising the full benefits
and efficiencies of greater integration
between insurers and brokers in ‘going
digital’, and as such trends accelerate,
brokers and insurers need to get ahead of
the curve in order to meet the increased
demand from clients for sleeker, faster
solutions, whilst ensuring operational
efficiencies are maximised for the benefit of
all stakeholders.

Though a relatively new
area of focus within the
CPRI industry, efforts to
realise data’s huge
potential on behalf of
clients will likely be one of
the more important trends
we witness coming out of
the pandemic.
The COVID-19 pandemic has been an eyeopener in terms of the importance of being
digitally-enabled, especially amid increasing
complexities around transactional flow and
portfolio management. With a rising number
of markets available to provide CPRI
capacity, and growing needs among insureds
for broader coverages, digitalisation allows
greater scalability and consistency in work
flows. It creates more seamless connections
between insurers, brokers and clients, and
opens up new avenues for claims handling,
efficiency and transparency.
Though a relatively new area of focus
within the CPRI industry, efforts to realise
data’s huge potential on behalf of clients will
likely be one of the more important trends
we witness coming out of the pandemic. We
anticipate this to be fuelled, not only by the
needs of clients at an individual level, but
also increasingly as a means to advocate
effectively for the industry as a collective; to
ensure that the benefits the product provides
in supporting the real economy are
protected as we navigate through significant
periods of economic upheaval and regulatory
change.
Ensuring insurers and brokers are in a
position to meet these rising demands and
expectations will provide a key competitive
edge in this new landscape. n

137

Berne Union 2021

How technology can
unlock trade finance’s
contribution to SMEs
Thomas Frossard, Head of Innovation at Tinubu Square, discusses the
evolution of banking and insurance regulations and their relationship
to SME financing, outlines the role technology can play in facilitating
mutual understating, and how it can help unlock available liquidity.

Trade and infrastructure finance gaps are
hitting all-time highs once again. Even
though the gaps were clearly identified –
particularly their impact on SME financing
and economic development – they continue
to widen, and the immense amount of
available liquidity fails to reach those who
need it the most.
Should we be blaming a low appetite for
risk? Not really. Studies converge and clearly
demonstrate that financing SMEs – especially
for their trade business – is one of the less
risky financing areas. Yet, compliance and
operations costs are extremely high for this
market segment compared to the revenues
earned.
It would be easy to blame SMEs for not
being able to understand how they should
present themselves to be eligible for
financing, but communication challenges
exist between banks and private and public
insurers and it is key to address them.

Basel, Solvency II and their impact
on finance executives’ culture
Financial regulations have considerably
evolved over the past 20 years with two
main frameworks now well known by finance
executives: Basel II and III for banks and
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Solvency II for
insurers.
Our industry –
which spans from
trade finance to credit
insurance – was not
necessarily under the
spotlight, yet it has
been deeply impacted
by this evolution.
Thomas Frossard
Executives who
were used to monitoring their operating ratio
in banking and their combined ratio in
insurance have been asked to steer their
business according to return on equity and
have been made familiar with PD, LGD, EAD
and EVA concepts. In a risk-averse culture
where change and disruption are certainly
not wanted, new regulations have required
executives to allocate their liquidity to the
economy in a completely new way.
Banks have developed assets and liability
management teams who have been tasked
to steer business operations by optimising
balance sheet strengths through capital
allocation. Insurers have developed their
actuarial teams to adapt to the need to
define internal models within the Solvency
regulation framework. Nevertheless, while

It would be easy to blame SMEs for not being able to
understand how they should present themselves to be
eligible for financing, but communication challenges
exist between banks and private and public insurers
and it is key to address them.
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Large companies who are
either building strategic
infrastructures or
controlling global supply
chains can optimise the
financing of their
operations thanks to their
mastery of debt
structuration and
insurance coverage. They
understand the mechanics
of loan securitisation and
reinsurance.

Messaging in the finance industry

although recent improvements must be
recognised.
On the one hand, given this situation, one
could state that further cooperation between
both industries to develop new crossindustry messaging standards would require
lengthily discussions and would be quite
unrealisable. On the other, such a statement
ignores the opportunities provided by
technological advancements to have both
bank and insurance messaging solutions
communicate with each other instead.
From a technology standpoint it is all
about XML messaging: both bank
intercommunication, insurance and
reinsurance communication, and corporate
to financial institution communication. It
should be our duty as service providers not
to fight for technological advantage from
proprietary standards but to seek
interoperability.
Message buses and message
interpretation technologies could allow every
actor to do so if we are willing to make the
right investments. Surety bonds and bank
guarantees are an area that should be
studied from this perspective. Banks and
insurance carriers are used to sharing risks
on these products both at the operation and
at portfolio level. Corporates use either banks
or insurers to purchase coverage and rely on
platforms which allow them to consume
capacity from both industries. Bank
guarantees have been covered for decades
by insurers either through coinsurance
schemes or counter guarantees.
Such operations incur costs which could

Large companies who are either building
strategic infrastructures or controlling global
supply chains can optimise the financing of
their operations thanks to their mastery of
debt structuration and insurance coverage.
They understand the mechanics of loan
securitisation and reinsurance.
However, for the vast majority of
companies around the world accessing
banking and insurance services remain a
relationship challenge that can greatly
depend on their ability to pick the right
account manager. They are not aware of
what is happening behind the scenes, nor
can they influence it. They would nonetheless
benefit highly from better cooperation
between banks and insurers.
However, cooperation can only be
sustainable if it is based on mutual
understanding. From this perspective, SWIFT
has played a major role in facilitating bank to
bank operations, especially in international
trade. The insurance and reinsurance industry
has developed a similar initiative with the
creation of ACORD standards, and the too
little known Ruschlikon initiative aiming at
connecting the insured with the insurer, the
insurer with the reinsurer.
In the end, all these initiatives rely on one
technology: financial messaging.
Banks have achieved a very satisfying level
of communication, even if interoperability
with the emerging blockchain platforms still
has significant room for improvement.
Insurers and reinsurers are still on their way
to move away from bordereaux and Excel,
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defending their own value proposition, they
have failed to some extent to seize the
opportunity to better serve some of their
customer segments.
As outlined by Henry d’Ambrières in his
article, banks and credit insurers do not
understand each other well enough and
therefore fail to identify synergies which
could allow them to explore new territories
and provide more financial services to
specific customer segments that are
suffering from the trade and infrastructure
finance gaps.
Stakeholders cannot work in silos
anymore but must perceive themselves as
taking part in an extended ecosystem.
Technology might not be THE answer to
these challenges, but it can most certainly be
used to overcome some of the difficulties
identified.
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be significantly reduced should all
institutions invest in XML messaging
capabilities – which are not at all far from
their reach. This approach would
democratise capacity sharing between banks
and insurers, all for the benefit of their
customers, including those SMEs in need of
financing.

Can we be certain? Yes, we can!
Another important aspect introduced by the
Basel and Solvency regulations is the
equivalence of provisions compared to the
quality of exposure borne by financial
institutions and their ability to recover from
their claimed assets.
Although credit insurers have significantly
developed their business with banks over the
last 20 years, they still need to improve their
credibility as a collateral provider despite
their proven capacity to provide sustainable
coverage.
Corporates are used to seeking credit
insurance cover to protect their trade finance
credit lines but regulators seem to be still
doubtful of the value of this coverage for
banks according to the recent position of the
EBA on CRR.
All of these challenges and obstacles boil
down to one aspect of credit insurance: how
can corporates or banks be certain that the
insurance policy will cover the potential trade
loss?
It is true that cumbersome policy
wordings and debates around the ondemand nature of surety bond wording have
damaged the reputation of these coverages.
Insurers have nevertheless proven to be
reliable partners, relying on strong balance
sheet foundations, and have been able to
support the economy both in pro- and
counter-cyclical circumstances.
Single risk, named buyer and bank
guarantee cover have constantly increased in
the last two decades, demonstrating the
trust of the banking industry in the value
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proposition of credit insurance. This
cooperation between banks and insurers
must now be extended to the whole turnover
and the retail sector for the benefit of SMEs.
For sure it is a lot more complicated to
underwrite the buyers of an SME with the
same level of detail compared to a single risk
limit deal involving two listed multinational
corporations.
Yet, thanks to technology, credit insurers
have demonstrated for two decades that the
underwriting discipline can be maintained on
retail industry segments.
Being able to cross the next frontier
resides in the capacity to provide certainty of
cover on operations which must be analysed
at a highly granular level. By giving access to
businesses’ accounting software – and
thanks to regulations such as PSD2 –
technology is allowing credit insurers to
grant their customers – whether they be
banks or corporates – the certainty that an
individual operation will be covered
according to their policy Terms & Conditions.
Open APIs combined with AI allow credit
insurers to provide retail businesses with
sophisticated services that were until now
only available to large deals.

It’s all about democratisation
Capital is available and underwriting
capability is proven. In the end, it has
everything to do with making sophistication
affordable for smaller deals. Recent
technological developments in financial
messaging targeting greater interoperability,
and advancements in AI to grant certainty of
coverage should make it possible to provide
SMEs an equivalent level of support to the
one which we are able to provide to large or
government-supported investments.
It is key for our industry to demonstrate its
ability to renew itself in such a way that it
can lessen the widely-known financing gap
and contribute to the achievement of
SDGs. n

Recent technological developments in financial
messaging targeting greater interoperability, and
advancements in AI to grant certainty of coverage
should make it possible to provide SMEs an equivalent
level of support to the one which we are able to
provide to large or government-supported investments.
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ECGC: Digitisation strategy
for insurers during the
COVID-19 pandemic
By Suvalaxmi Dash, Manager, ECGC.

Automation in the insurance industry had
been still in the developing stage despite the
industry’s vast databases, regulations, and
technicalities. Prior to 2020, customers’
demand and consumers’ behaviour played a
pivotal role in driving the reluctant insurance
industry towards digitisation, whereas the
emergence of the COVID-19 pandemic forced
humanity to adopt the new normal and to be
productive through digitisation.
The adaption to digital was worrisome
for many companies, but factors like
growing demands of policyholders, quick
delivery systems, revenue generation,
retention of customers, and reduction in
cost and pure-efficiency to deliver an
outcome left no better option. These
factors became the distinguishing
parameters in the insurance markets and
made companies explore the options of
digital marketing and selling of policies as
well as claims settlement. Although it
was a sudden move to shift towards
cyberspace during the pandemic, it led
industries to be creative in using the
available online space without having
additional resources in place.
Digitisation is the need of the hour for
both the insurance sectors – namely ‘Life’ as
well as ‘General’. Companies can flourish in
the digital age swiftly and decisively by
strategizing various aspects, including but
not limited to the following:
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1) Extending
relaxations and
reliefs to the
insured
l Extending timelines
for submitting
required documents
electronically
l Accepting
information from other
Suvalaxmi Dash
networks
electronically like shipment data
l Allowing customers to exchange
documents electronically
l Liaising with other Government bodies to
fetch information directly
l Waiving technical requirements from
insured
l Accepting claim settlement documents
digitally

2) Improving IT infrastructure and
upgrading cyber security
Automation reduces the cost of a claim by
30%. Hence upgraded and improved IT
support was prioritised to give 24/7 access
to customers to achieve customers’
satisfaction

3) Implementing Privacy Laws to
secure policyholders’ data
The insurance agreements are purely
contractual in nature, which makes the

The adaption to digital was worrisome for many
companies, but factors like growing demands of
policyholders, quick delivery systems, revenue generation,
retention of customers, and reduction in cost and
pure-efficiency to deliver an outcome left no better option.
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4) Strengthening and transparency in
the grievance redressal system
In insurance sectors, regulators play a crucial
role and mandate a customers’ grievance
redressal mechanism which is also part of
good governance. Channelling an automated
grievance redressal platform for the
customers, recoding their grievances, and
addressing them in a timely manner can
boost their confidence

5) Retaining faithful old customers
who are not tech-savvy
Researchers will not deny the fact that
digitisation is popular among the younger
population. To date, cyberspace is not able
to reduce the generation gap. Old customers
still prefer the exchange of documents and
physical presence over web meets. As an
insurer, reaching out to those customers by
way of calling and assisting them to help
them understand the automation process will
lead to higher customer satisfaction

6) Quick delivery system through
messages and Apps
Nowadays customers want a one-click
solution to everything. Companies by
sending messages to customers, can keep
them updated or by facilitating mobile
applications, make them feel connected

7) Strengthening customers’
underwriting through data analysis
The biggest challenge for insurance
companies in shifting towards digitisation is
to keep their customers’ data safe, sort it and
then later use it for further underwriting. The
digitisation move gives rise to ample scope
to insurance companies for data analysis and
strengthen their underwriting capacity. If
done correctly, the data can generate huge
revenue for the company. However, while
strategizing to use data for generating
profits, companies have also to adhere to
data privacy laws and regulations.

8) Competing with other market
players in the same sectors by
providing cost-efficient products
The online selling of insurance products not
only creates new ideas but also gives

Ethical employee practice,
building capacities,
training employees, and
the effective alignment of
roles and responsibilities
can help the Insurance
sectors to build a
digitisation model.
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insurer even more aware of data privacy
laws. Incorporation of policies in their
governance and implementing stringent
punishment for the perpetrators can shift the
insurance market towards risk prevention

confidence to the company to compete with
its market players. Healthy competition is
always welcome to boost the economy.
While strategizing the digitisation process,
companies are required to be aware of other
areas such as cyber fraud, data privacy,
identification theft, forgery, etc. The
stakeholders and the patrons who thanked
the pandemic warriors due to the digitisation
move turned into ‘critics’ and questioned
companies about their policies and
governance. The boon and bane are two
sides of a coin.
Likewise, digitisation comes with
unforeseen cyber threats. The concerns are
various such as:
l Whether the basic principle of insurance,
namely, ‘Utmost good faith’ (Uberrimae
fidei), is well preserved in cyberspace
l Whether the ‘Right to privacy’ is at threat
l Whether the insurance contract terms are
not invaded by any third party
l Whether the data shared through
cyberspace is confined between the
receiver and giver
l Whether the information shared with the
insurer is someone other than the insured
l Whether the beneficiary has received the
amounts or the account has been hacked
and amounts have been diverted
Companies are required to incorporate
stringent policies in their corporate
governance to foresee and prevent these
risks. Moreover, ethical employee practice,
building capacities, training employees, and
the effective alignment of roles and
responsibilities can help the Insurance
sectors to build a digitisation model. Past
experiences and present practices can
further help them to implement the model
successfully. All said and done, digitisation is
the only way ahead if an insurer wants to
remain relevant and effective. n
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Promoting digitisation
to better serve the
role of the ECA:
SINOSURE’s practice
Zha Weimin, Vice President, SINOSURE, brings the Chinese ECA’s
perspective on how it has been embarking on digital transformation.
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The prosperity of the digital economy brings
new challenges to the structural adjustment
of industries, and the need for this
transformation is more pressing amid COVID19. Particularly in the financial industry, the
new generation of information technologies
presented by cloud computing, big data,
artificial intelligence and block chain are
taking hold to reshape products, services,
operation modes as well as business flows,
with the aims of improving customer
experience and operational efficiency,
optimising the portfolio as well as driving
innovation. Financial institutions have
reached a consensus on the necessity of
digital transformation.
The Chinese government attaches great
importance to the development of the digital
economy and accelerating the building of
‘Digital China’. ‘The 14th Five-Year Plan for
National Economic and Social Development
and the Long-Range Objectives Through the
Year 2035,’ emphasises the development of
Fintech and the acceleration of digital
transformation of financial institutions.
As the only policy-oriented export credit
insurance agency, in alignment with the
national goal, SINOSURE has been
optimising the new development strategy
and embarked on its digital transformation
by reviewing existing business workflows,
setting and implementing the blueprint for
reshaping the business architecture. At the
moment the transformation has been widely
and highly recognised across the company

and some newly
released achievements
are bringing benefits.

Pillar 1: To better
serve clients
With the aim to
provide precise
services to clients,
efforts have been
Zha Weimin
made to enable our
client managers to get easy access to a
holistic and real-time profile of existing and
potential customers including the
fundamental information, affiliated and
collaborative networks, business
requirements and related risks.
All this information is presented in our new
online app designed for our client managers.
Online signatures without in-person contact
proved to be highly efficient during the
pandemic. On 18 December 2020, SINOSURE
launched a brand new integrated on-line
service platform, which was a new App
named XIN-BU-TIAN-XIA (literally translated
as ‘walk the world with SINOSURE’) equipped
with both credit insurance self-service
functions (policy enquiry, policy renewal,
inquiries for credit limit and receivables) and
information toolkits such as customer
information, country profiles, industry
overviews and risk identification tools.
‘SMEs Traffic Lights’ is a typical dataenabled tool backed by SINOSURE’s risk
management models to help SMEs troubled
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Pillar 2: To better control risks
Risk control is enhanced in three ways.
Firstly, internal rating systems are optimised
with updated models and data-based
verification. Secondly, a dynamic risk
monitoring system has been put into use,
with which risk information can be
automatically captured and sent to
managers and underwriters, substantially
speeding up risk identification and response.
Thirdly, the internal control and compliance
system has also been updated. Anti-moneylaundering (AML) information sourcing has
been improved. Rating models for AML and
anti-fraud as well as operational risk
monitoring tools have also been established.

Pillar 3: Better operation and
management
The standardisation and precision of
operation and management have been given
great significance in our digital
transformation. The first batch of quick-win
projects have been applied to daily
operations in business workflows, financial
management and administration. Claims
settlement efficiency has largely improved,
business-accounting management are more
interlinked with coordinated
rules/procedures and enhanced accounting
capacity. Centralised procurement is more
efficient with an upgraded online system.

Pillar 4: Better central data storage
A strong central data storage system
supported by enhanced integration of
exterior and internal data, improved data
governance and a new data lab has been
established to improve the data

management, analysis, mining and modelling.
The ultimate goal is to provide the solutions
for enterprise data application problems and
better serve the other aforementioned three
pillars. Apart from this, data interfacing with
governmental channels, financial institutions,
key customers and credit information
channels has been also deepened.
The year 2021 marks the 20th anniversary
of SINOSURE. We will continue with the
digital transformation aiming to finalise a
consistent, integrated, standardised, safe and
efficient Data Central Storage (DCS) that
supports different business scenarios.
Second, a proactive, dynamic, quantitative
and whole-cycle Credit Risk Management
System (CRMS) will be formed. The system
will have the functions of credit granting, risk
monitoring and risk disposition supported by
an internal rating system. Third, an Operation
Centre (OC) with logic centralisation that
conducts documents flow, information flow
and cash flow will be put into place to
reshape the core business work flows in
underwriting, claims settlement and recovery.
Lastly, digital platforms featured with ‘online
+ offline + ecology’ for both clients and front
line managers will play important roles
meeting our customers’ needs.
Digital transformation is the inexorable
trend of ECAs and it requires long and
arduous effort. The awareness across the
company and the willingness to embrace
change is of the utmost significance in this
cause. Top-level design and detailed feasible
steps are of equal importance. Meanwhile,
the systematic perspective, coordination and
whole-process management of reform
projects are crucial. Last but not least, we
must strike a balance between the
transformation goals and the resources that
can be mobilised.
With the spirits of openness, cooperation
and win-win, we will continue with reform
and innovation and push forward digitisation
in the years ahead. We look forward to
making joint efforts with our stakeholders
and enhance the exchange with our
international colleagues to better play the
role of export credit insurance. n

Digital transformation is the inexorable trend of ECAs
and it requires long and arduous effort. The awareness
across the company and the willingness to embrace
change is of the utmost significance in this cause.
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by information asymmetry to better identify
the risks of overseas buyers. Another online
knowledge sharing platform ‘SINOSURE SME
School’ was also deployed to provide
accessible and professional training
programs to SMEs. By the mid of this
October, we had 136,257 users registered in
XIN-BU-TIAN-XIA, of which 3793 (99.76%)
are AA and AA+ customers and 90,843
(91.43%) are SMEs.
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Digitalisation in the banking
system and its reflection in
Turk Eximbank
By Aycan Anlı, Credit Allocation Specialist at Turk Eximbank.

Many new opportunities and transformation
processes have emerged as a result of
developments throughout history. In recent
years, a holistic transformation process has
started by means of computer usage and the
development of information and
communication technologies.
In parallel with this, businesses should act
strategically, gain competitive advantage and
increase their performance and productivity
through the use of information technology
and information systems. As in all sectors, it
is possible to see the impact of information
technologies in the field of banking and
finance.
In order for banks to become more
competitive, they should closely follow the
technological innovations of the sector.
Because the development of technological
infrastructure together with the automation
of systems in the banking sector provides
advantages in many ways.* Today, banks and
the banking system are able to survive by
developing and renewing to serve both our
individual and commercial needs.
If traditional banks want to continue their
existence, the best and right thing to do is to
keep up with the times and continue to
develop. The human workforce behind
production must be used, but now systems
are also controlled from a centralised
network of computers. This process is called
digital transformation

What Is digitalisation?
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Digital transformation is the process in which
the intensive flow of information in business
processes is digitalised. It is the integration of
digital technology into all areas of a business,
fundamentally changing how you operate
and deliver value to customers.
Technology-oriented developments in the
world economy has revealed new concepts
and processes. For instance, in addition to

other technological
developments, the
development and
spread of the internet,
cloud technologies,
artificial intelligence
and concepts such as
the internet of things,
augmented and virtual
reality has emerged.
Aycan Anlı
With the help of these
developments in economic growth with
effective technological investments, the
digital transformation in all sectors has
become possible.
Developing economies such as Turkey
have capital problems, and it is heavily
dependent on the financial system. Among
other financial systems, banking is what
comes to mind first. In this respect, banks’
increasing technological investments, thanks
to the new competencies they have gained
with efficiency, are what they do to achieve
their transformation process of digitalisation.

Why do banks prefer digital
transformation?
Banks prefer digitalisation for many reasons
such as its competitive advantages,
efficiency in productivity and profitability,
and also its speed of responding to the
customer needs.
Technology use and digitalisation
contribute to the automation in back office
operations for banks, reducing operational
costs and increasing productivity and
profitability.
Banks have more distribution channels
with digital transformation. People used to
be obliged to go to the banks in person but,
in the era of internet and mobile banking,
with the digital banking application in the
financial system, they can now use the
digitalised version of the system as
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the consumption of paper and electricity for
computers decreased. Electronic documents
have taken the place of their hard copy
counterparts.
Branches are available only during
working hours yet internet banking,
mobile banking, telephone banking are
accessible 24/7.

Advantages of digital transformation

Note

Transactions in digital banking do not require
customers to visit any bank branches in
person or to sign many papers. Therefore,

Disadvantages of digital
transformation
The fact that the need for personnel in the
branches has decreased may result in
unemployment, hence negatively affecting
the economy.1
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virtualised banks. ATMs (Automatic Teller
Machines) with no personnel present,
telephone banking and internet banking are
some examples of the virtualisation. And in
the modern banking system, the role of
digital utilities of the banks is more important
than other traditional classical variables.
Voice Response Systems (IVR-IVN),
mobile banking, QR code systems and chat
bots are more recent than the internet and
mobile banking. These applications have
been implemented into the banking
environment with the widespread use of
smartphones and the number of users has
increased dramatically. Mobile banking
applications involving credit card, loan
applications and payment transactions,
investment transactions, domestic/foreign
currency transactions such as transfer, tax
payments and insurance transactions are
also used.
The digitalisation of the banks helps
improve the cooperation them. Fintech
platforms are used by banks to support
economic management. Digitisation has also
increased the interest of the new generation
(namely Generation Z) in banking, which is
why the rate of usage of digital channels
among the young has increased in recent
years.
Legal regulations have been made and it is
now possible to send money outside working
hours with newly developed ways of
transaction among banks: QR codes, FAST,
KOLAS (Easy Address Identification), open
banking, online payment systems and remote
interaction with customers are some examples
of newly developed ways of digital banking.
Internet and mobile banking usage data
[in Turkey] are in the table belwo.

Digitalisation at Turk Eximbank
Technological advances gained great
momentum with the COVID-19 epidemic. It
has created major changes in the way of life
and workflow.
Turk Eximbank follows technological
developments by updating existing
computer systems and pursuing new studies.
Turk Eximbank switched to e-letter of
guarantees in 2018, saving paperwork and
time. In 2020, Turk Eximbank continued to
work on increasing customer satisfaction
with online credit and new insurance
projects. It also switched to digital branches
with the Credit Mobile Project and continues
to develop new technological applications.
Among its projects are developing the
existing infrastructure and actualisation of
borrowed fund account applications. The
infrastructure where export revenues from
abroad can pay off their credit debts and
make remittances and can be accounted and
exporters can use their accounts to hedge
the currency risk is still being dealt with. n

1

Akata, K. G., Dikdak, S. ve Kırbaş, İ. (2015), “Bilgi
Teknolojileri nin Toplum ve İşletmeler Üzerindeki
Etkileri”, İnet-Tr’15, XX. Türkiye'de İnternet
Konferansı, Aralık, İstanbul Üniversitesi.

Internet and mobile banking usage data

Source: TBB (The Banks Association of Turkey)
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The outlook for
structured credit and
the political risk market
In a post-pandemic landscape, supply chain issues clash with hopes for
global recovery. By Fabrizio Mazza, Managing Director, Global Public
Agency Leader, Credit Specialties, and Luca Moneta, Political Risk
Analysis Leader, Marsh Specialty.

The mismatch between multi-speed
recoveries and global expectations
While pockets of the global economy are
starting to recover following the pandemic –
economic and political conditions continue
to weigh heavily on the ability of many
countries to meet their citizens’ needs and
expectations. Marsh research found that
while the economic risk rating worsened in
only nine countries over the last year, almost
60% of the 197 jurisdictions analysed
experienced a deterioration of their
sovereign debt profiles, and more than half
presented a higher risk of internal violence,
compared with mid-2020, when initial
COVID-19 lockdown measures ceased in the
majority of regions globally. The overall
picture signals that divergent recoveries may
lead to mismatching or unfulfilled
expectations.
The political and economic risk
environment remains volatile. This view is
empirically supported by the 31% increase in
enquiries for structured credit and political
risk insurance observed in the first half of
2021. Particularly notable was the growth in
requests for political risk cover that responds
to a wider geopolitical uncertainty and more
acute perception of the possible impact of
political risks on our clients’ assets.
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Terrorist threats are
also increasing in
several geographies.
This trend is driven by
a combination of
factors, such as
growing
dissatisfaction with a
disrupted economic
recovery, and civil
Fabrizio Mazza
society's frustration
around insufficient
political
representation. Intrastate violence and
repression by state
forces are also
increasing in several
countries. As the
Armed Conflict
Location & Event Data
Luca Moneta
Project (ACLED)
recently pointed out, the number of fatalities
from state engagement in demonstrations
around the world in the first 10 months of
2021 exceeded the total reported for the year
2020.
Social unrest remains a latent risk with
tangible implications for political stability,
policy predictability, contract frustration, and

While pockets of the global economy are starting to
recover following the pandemic – economic and
political conditions continue to weigh heavily on the
ability of many countries to meet their citizens’ needs
and expectations.
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A second taper tantrum?
Commodity prices have been driven up
principally by global infrastructure spending,
unexpected additional demand from Asia,
and national stimulus plans. Food price
increases are threatening recovery gains and
fuelling social tensions. As of the end of
October, three out of 10 central banks had
already undertaken tightening policies,
despite the fact that the Federal Reserve, the
European Central Bank, the People's Bank of
China, the Bank of Japan, and the Bank of
England had not made any rate adjustments.
Out of 104 monitored central banks, the
global monetary policy rate stood at 5.1%, up
93 basis points between January and
October.
The globalised nature of the world
economy has made it harder for
governments to intervene to support their
own economies. Supply chain bottlenecks
are showing that local or regional events can
quickly propagate and cause worldwide side
effects. Following a coup in Guinea in

September 2021, for example, global
aluminium prices reached a decade high.
Similarly, the removal or introduction of new
tariffs in certain sectors – as the US-China
trade war has shown – has often unintended
consequences on trade and on other parts of
the respective national industries.
Most central banks will likely aim to
unwind many of the policies they enacted
during the pandemic, as inflation takes hold.
However, some may struggle to do so in full
due to ongoing economic challenges
stemming from the pandemic. The necessity
to increase rates has already emerged in
many economies in Central and South
America, as well as in Central and Eastern
Europe, but also some Western economies
are showing the first signs of overheating.
It is possible that if the pandemic-induced
supply-demand misalignment persists longer
than expected, and inflationary pressures
come to bear, the anticipated hawkish
response of monetary policy makers in
advanced economies could cause sudden
tightening of global financial conditions.
Vulnerable economies with large external
debt and financing needs could be
particularly exposed. Difficulties with rolling
over their obligations could generate abrupt
adjustments, potentially leading to adverse
growth outcomes, institutional weakness,
and social unrest. Money outflows from
emerging economies could trigger a
potential balance of payment and/or
currency crisis.
Several sub Saharan African countries’
sovereign risk profiles appear particularly
challenging, including some of those who
have so far benefitted from the reduction in
interest payments owing to the Debt Service
Suspension Initiative approved in April 2020,
which cannot be maintained indefinitely. A
number of sovereign defaults have emerged
already.
The tapering may also increase the
challenges in attracting sustainable and
diversified funding sources to finance longneeded investments. Export Credit Agencies
and multilateral banks are trying to plug the
financing gap by stretching their capabilities

The globalised nature of the world economy has made
it harder for governments to intervene to support their
own economies. Supply chain bottlenecks are showing
that local or regional events can quickly propagate and
cause worldwide side effects.
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expropriation-like developments. The last 12
months have seen a flaring up of riots and
protests in countries where, while the risk of
social unrest was already considered high,
the degree of activity was unexpected. These
events range from the street protests with
serious incidents in Colombia, to the Tigray
conflict in Ethiopia.
On the other hand, events in the US and in
several European countries may also suggest
that democratic institutions’ strength and
responsiveness to social demands
deteriorated during the pandemic. COVID-19
has deepened the fractures in the
democratic institutions of many advanced
economies and remains a controversial topic
in electoral campaigns. Several contenders
have brought public health and restrictive
measures to the table, undermining political
discourse and frequently challenging the
legitimacy of government action. In such a
climate, investment decisions may be subject
to substantial cuts and revisions, and the
economic recovery itself may be jeopardised
due to reduced policy predictability.
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and step in where commercial lenders seem
to lack appetite for risk, including by easing
the eligibility criteria under the OECD
Consensus. However, it is likely that an
increase in interest rates in developed
economies will partially reduce the interest
that certain institutional investors had slowly
been taking in emerging markets
infrastructure financing, which was showing
some promise to partially supplant a
reducing appetite from traditional lenders.

Impact on the structured credit and
political risk market
Should the broad effect of these
developments prove to be underestimated –
as we believe they may be – the capability of
the credit and political risk insurance market
to accommodate additional risks and
support the recovery may come under strain.
The geopolitical situation and slow pandemic
recovery may suggest tougher times ahead.
For countries that are lagging behind in
vaccine distribution and that are surrounded
with political instability – notably many
countries in Africa – social and political
unrest remains a probable outcome. Preexisting social tensions, exacerbated by the
pandemic, have increased difficulties in
governance. These conditions weigh, and
may continue to weigh, on the insurers'
ability to underwrite risk at a reasonable
cost, as several counterparties are located in
the most affected, ‘riskiest’ countries. To
date, 54 out of 138 countries assessed by the
OECD fall into the highest risk categories; of
these, almost four out of 10 are in category 7,
the riskiest.
The resulting financing and insurance gaps
may undermine attempts to respond to the
immediate effects of the pandemic and
support socioeconomic recovery efforts
under ‘building back better’ principles –
strategies aimed at using large fiscal stimuli
committed by governments to build
resilience to climate changes and facilitate a
green revival.
However, in our experience, the private
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The geopolitical situation
and slow pandemic
recovery may suggest
tougher times ahead. For
countries that are lagging
behind in vaccine
distribution and that are
surrounded with political
instability – notably many
countries in Africa – social
and political unrest
remains a probable
outcome.

political risk and structured credit market
remains willing and able to support clients’
business. Yet, there is no doubt that insurers
are becoming more selective as to which
clients they support and are very careful in
the project selection. Meanwhile, overall
capacity remains constrained after many
years of continuous increase for cover,
predominantly in certain pockets of Sub
Saharan Africa, but also in parts of Asia and
Latin America. Insurers’ perception of debt
sustainability, and how a specific investment
will deliver returns to a country, will be
important going forward. Countries that
spend wisely on efficient infrastructure will
continue to see support while those that do
not will find it more difficult to obtain
insurance coverage for their projects.
In any case, it is clear that the future will
require more collaboration between private
and public institutions to maintain and
expand current levels of financial and
insurance support. A joint effort will be
necessary to meet the environmental, social
and economic challenges that are
materialising on the horizon. n

It is clear that the future will require more collaboration
between private and public institutions to maintain and
expand current levels of financial and insurance
support. A joint effort will be necessary to meet the
environmental, social and economic challenges that are
materialising on the horizon.
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Project finance and
the pandemic: Light
or shade?
Project finance sponsors are finding the world has changed amid the
pandemic. Dr Sebastian Hofert von Weiss, Head of Project Finance,
EY & AHB Global ECA Coordination Practice looks at how the
pandemic and climate are impacting the way new and existing
projects are being financed.

Introduction
Ever since the technique was first used,
project finance has made it more feasible for
large-scale, technically innovative, complex
infrastructure projects to be undertaken.
During the COVID-19 pandemic the
number of projects financed in this way has
continued to increase, and this may even be
‘because of’ rather than ‘despite’ the
pandemic. This is borne out by a recent
survey of Berne Union members, in which
62% of respondents had noted an increase in
demand for export credit insurance cover for
project finance transactions in the last five
years, whereas only 5% had seen a decrease.
The number of project finance
transactions since the 1990s has increased
despite limits on governmental spending,
owing to a perception that market values, socalled ‘market coordination processes’, rather
than government policy, can still produce the
necessary investment, particularly for
infrastructure projects.
There continues to be a strong demand
for investment in infrastructure, particularly
in developing and emerging countries. Their
economic growth has created a need for a
stronger infrastructure than is currently in
place, and this weakness in turn impedes
further growth.
Major projects are often too big for any
one sponsor’s balance sheet or appetite for
risk. By using a specially created project
company (special purpose vehicle or SPV),
which is separate in accounting terms from
the sponsor’s company, sponsors can keep
project financings off their balance sheets,

sharing the risks of the
project in the SPV with
joint venture partners
and ECA guarantors.
Project finance is a key
tool, enabling
sponsors to maintain a
competitive edge in an
international,
globalised market.
Dr Sebastian Hofert
The infrastructure
von Weiss
needs to which project
finance can offer solutions have become
more and more acute as a result of the
COVID-19 pandemic, which in turn has called
for much more work from banks, ECAs and
private credit insurers. However, in the face
of the threat from the pandemic, it is not
clear which infrastructure elements should
be prioritised for development, given that
there are now conflicting strategic objectives
for mankind as a whole, although the
pressure for development has not gone away.
This has a direct impact on project
finance. Ways to assess whether a project is
worthy of investment keep on changing.
Nevertheless it is clear that project finance
can be highly beneficial in bringing about
economic recovery and a transition to a more
sustainable world at the same time.

Project finance today – factoring in
climate change targets
Today project finance has to work not only in
order to enable major infrastructure to be
created, but it has to do this in a way which
is consistent with the achievement of
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critically important climate change reduction
targets.
There are three main contexts in which
additional requirements now confront project
finance sponsors. These are:
l Restructuring, of projects or the financing
of projects which have got into difficulty
because of the pandemic or some other
factor
l ‘Pre-COVID’ projects, where the
structuring of the project finance predated
the outbreak of the pandemic
l New projects, where sponsors are wellresourced, or just keen to take advantage
of windows of opportunity which they see
in the circumstances of the crisis. In
addition, extensions or modifications of
existing project finance schemes in order
to accommodate the requirements of
climate change action, or simply in order
to stay competitive, may effectively be
new projects in themselves

Restructuring
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Cash flow is crucial to project finance, but
the pandemic has completely cut off revenue
earnings in countless projects. This is still
happening to a greater or lesser degree.
Cruise ships, for instance, had to stop
sailings entirely in 2020. Now although they
have resumed operations, there are limits
reducing the maximum number of
passengers carried, international travel
restrictions, fewer joining flights and costly
enhanced hygiene rules, which all affect
earnings.
Both upstream and downstream oil and
gas operations, drilling and production on
one side, refining and petrochemical
manufacture on the other, have been
seriously affected by reductions in demand
as a result of lockdowns and restrictions on
movement. The overall pattern of demand for
oil has changed as a result of action to
prevent climate change.
Even the power generation sector has
been hit by the effects of the pandemic, as
the need for power, for industrial production
and the use of offices, disappeared. Of
course, when the lockdowns were lifted,
demand surged, but the cash flow
interruption has sometimes been sufficiently
catastrophic to bring down a project.
Many different pandemic-related factors
can combine to cause cash flow failures.
Perhaps workers cannot reach their place of
work, or the supply of materials has dried up,
or demand for the products to be

manufactured has disappeared.
In project finance, the timing of
construction processes are carefully
calculated and specified in the contracts.
Delay in completing the work, an important
risk factor, is usually catered for by allowing
appropriate margins of time, which provide
some protection against the effects of delay.
But nevertheless, at least on the basis of
what we have seen so far, no contractual
margins for delay have been sufficiently
wide, in the face of a catastrophe such as the
COVID pandemic.
Therefore it is no surprise that most
projects still in the construction phase have
been completely knocked off course by
lockdowns, which have kept people away
from working on-site, stopping technicians
getting to where they are needed, disrupting
the supply of critical components and
stopping construction work from taking
place.
These effects of the pandemic may well
teach future lenders in project financings to
be more conservative in forecasting cash
flow from a project.
The pandemic has had other
socioeconomic effects which will require
projects to be recast according to a different
business model. These factors, in addition to
the prevention of climate change, are related
to the new ways in which people work, meet
and play.
It may well be that some businesses have
every chance of surviving the COVID crisis,
and that they will emerge stronger, more
agile and up-to-date than they were at the
outset. But in the meanwhile they do need to
survive. Whether they do so depends on
whether they get state support if they are in
difficulty, and if so, how quickly and for how
long.
There is a new meaning for the expression
‘survival of the fittest’, as fitness, in the
COVID context, depends on whether one has
enough government support to survive, and
then possesses enough nous to adapt for the
future. If all goes well, after survival
prosperity may come, after appropriate
restructuring of the business. But if the only
thing keeping the business alive is state
support, it may be that the support is only
prolonging the death throes.
It is not unusual for political leaders,
steering a path from crisis to recovery, to
engage in landmark projects not just to
promote economic recovery – which will
certainly be one consequence – but also
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Pre-COVID projects
The pandemic has changed the way in which
financiers and sponsors look at projects.
The extent to which projects are now
prone to stray from a pathway set out in a
business plan would not have been
conceivable in the past. Project financiers
have to plan for scenarios which in the past
were considered to be impossibly remote.
The project finance world has, over a
number of years, developed a
comprehensive set of agreed standards and
precedents applicable to many different
industries. Some of the key standards, such
as the level of equity contributions required

in a project and the requirement to update
economic assumptions for financial
completion tests, have in the past been
watered down in the face of pressure from
sponsors with strong balance sheets, but
now these reductions in standards are being
called into question. The pandemic has
changed circumstances sufficiently for a
good case to be made to go outside the
parameters previously accepted by risk
analysts as being standard market practice.
Against this background the way that
project financings are being structured is
changing. Financiers are looking for a larger
‘cushion’ of solvency in business plans, and
they are seeking to negotiate and agree
fallback arrangements to cover unforeseen
interruptions in project timetables from
causes which previously would have been
considered to be too remote to justify
making any specific contractual provisions
for them.
Project sponsors, on the other hand,
demand more flexibility from financiers. For
example, in the current circumstances
lenders are often asked to provide an option
to delay the first repayment date in the event
of delay in a construction schedule.
Projects begun before the pandemic are
based on factors assumed without the
benefit of the lessons subsequently learned
from the pandemic. To make adjustments to
these fundamentals without risking harming
the project can be very challenging. Project
financiers have to balance out whether to try
to seize an opportunity or to be less
adventurous in the light of what they have
learned in the COVID crisis.
Many pre-crisis projects have been
delayed by the pandemic. The process of
setting up the financing has slowed down so
the project’s timelines have to be revised.
‘Schedule slippage’ can often have effects
which go beyond simply delays in the
timeline. For instance, there may be a danger
that feed-in tariffs will no longer be available,
or that opportunities to catch upswings in a
cyclical market may be missed.
That may not only be caused by slippages
in the construction schedule. In many cases
whole markets are also behaving differently,
with a different cycle, which may make the
economic outlook for a project entirely
different when compared with pre-COVID
expectations. The project will have to be
carefully recalibrated – a process which may
by itself hinder a successful outcome.
Last but not least, the pandemic has
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– and they are right to do so – because of
the benefit to public morale. If a key project
survives the crisis and takes off successfully
in spite of everything ranged against it, this
will provide light at the end of the tunnel, a
glimmer of hope, which, with the right
publicity, can be harnessed to make people
happier, more confident and industrious.
But of course against the wider
perspective today – it is not just a question
of economics. Governments must take into
account climate change, fair competition and
an equitable balance between taxation and
spending. Project financiers have to consider
the longer term in relation to their projects,
the effects of those projects on the general
wellbeing of society and the need to create
worthwhile employment opportunities. Those
latter objectives will be politically scrutinised
and a project may have to be argued for and
justified publicly in those terms, which may
be difficult to do, given that there is no
general agreement on what is really
conducive to human flourishing.
Interestingly, in the context of
restructuring, the pandemic crisis has
created a whole new field of activity for
project finance professionals, namely 'Project
finance through the back door.’ What this
means is that, where a business’ survival is
threatened, perhaps as a result of the
pandemic, re-financing may involve reference
to anticipated cash flow rather than the
traditional assessment of the financial
position of the corporate borrower (which
may not be strong anymore). Instead the
criterion for lending will be the borrower’s
ability to service the loan out of income.
Although such a refinancing is not strictly
project finance, it does use the same
principles of due diligence and analysis as
are used in project finance proper.
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accelerated the pace of many social and
economic phenomena. Climate change has
been the subject of a lot of attention, people
travel about in entirely different ways, the
digital revolution has advanced, and the
anticipated demand for many things has
changed. These things taken together may
mean that a project which seemed highly
attractive from a pre-crisis standpoint may
have to be looked at again more critically
today.

New projects and extensions or
modifications
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As always, some are able to ride out the
storm better than others. So it is no surprise
that some project sponsors are actually
getting some benefit from the pandemic.
Diversified business lines and the ability to
adapt have helped some businesses avoid
running into trouble. Others have
experienced a strong upswing caused
directly by the pandemic (for example, the
healthcare, logistics and digitisation sectors).
With enough cash available to initiate a
project such sponsors do not hesitate to
seize windows of opportunity.
For various reasons there are certain
projects which are especially attractive at
present, perhaps more attractive than they
would have been if there had not been the
pandemic. The climate for projects which
drive changes for good is welcoming and
positive.
The pandemic has put a spotlight on
many new areas which have been slow to
develop so far. In the front row are projects
which facilitate the use of new sources of
energy and which counteract climate
change. But there are also noteworthy
projects involved with healthcare, digitisation
(which could be an added dimension for an
existing project) and relocation of essential
goods and services nearer to their users.
There is wind in the sails, so to speak, of
any project which involves transition away
from fossil fuels or towards new modes of
transport. There is a clear tendency to favour
investment in ‘green’ projects and in
technical innovations.
But it is not only these projects which will
benefit, there are also opportunities for
projects which are more ordinary, which
meet changed demand patterns or pent-up
demand coming out after the pandemic
crisis has passed, for instance in the cruise or
tourism markets.
In combatting the crisis many

governments offer stimulus packages to
soften the impact of the pandemic or to
support economic recovery. Capital projects
play a big role here. Although a disadvantage
of project finance may be a longer lead time
for planning and securing finance, once a
project has started, it can have an immediate
and substantial economic impact. If a project
can be set up quickly and its implementation
speeded up, often this will be welcomed and
generously supported.
But even if there is no tempting window of
opportunity, there may be compelling
reasons to start a new project or to adapt an
existing one. Lessons learned and changes in
behaviour occasioned by the crisis have
called for fresh ideas.
More sustainable ways of producing
components can bring about changes in
existing projects or even spawn entirely new
ones. Even relatively mundane goals can lead
to adjustments, for instance, in order to
promote social distancing on board a cruise
ship.
At the end of the day this is mainly about
staying competitive. To put it bluntly,
whether a project can adapt will determine
whether it gets pushed out of the market or
not. Therefore in the current circumstances,
even if a project is designed for long term
operation in its current configuration, it may
have to be extended or adapted in order to
stay competitive.

Outlook
It seems likely not only that project finance
will continue to play a key role in advancing
world progress, but also that, in the short to
medium term, project financiers will have
their hands full in meeting demand.
Renewables projects dominate the scene
all around the globe. Africa is also back on
the radar screen, and should be well-placed
to lead the race to develop sustainable,
climate-friendly and innovative projects, with
enough determination and goodwill from
everyone. Without that, there is a danger
that the continent could lose out or be left
behind.
The wider context is that the world needs
to recover quickly from the pandemic crisis,
but the same time it needs to take action
against climate change. This process will, of
necessity, completely transform many of our
industries.
That is a relatively easy task to describe,
but altogether more difficult for us to carry
out in practice! n
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Towards a digital
future: Risk transfer
enabling change
Countries around the world are upgrading their digital infrastructure
following increased demand and changes to the way we live and work
accelerated by the COVID-19 pandemic. Johannes Schmidt, Senior Risk
Analyst Global Political Risk, Credit & Bond Insurance at AXA XL,
discusses the role that political risk credit and bond (PRCB) coverage
can play in enabling this evolution.

The digital transformation has been under
way for some time, but this trend has been
accelerated by the COVID-19 pandemic.
Today, more than ever, digital infrastructure
has underpinned the way we work, learn,
shop and relax.
As a result of the lockdown restrictions
imposed in many countries because of the
pandemic, more people have been working
remotely than ever have before. And even as
people across the world begin to return to
offices and other workplaces, the trend
towards agile working appears set to stay.
Consultancy firm McKinsey recently
surveyed more than 800 corporate
executives from around the world and found
that – across all sectors – 38% expected
those colleagues who are able to work
remotely to work away from the office two
or more days per week once the pandemic is
over.
To ensure that they are able to operate
efficiently with large numbers of colleagues
working remotely, businesses need fast and

reliable internet
coverage. And
organisations of all
types are heavily
reliant on the
processing and
transportation of
digital data. This need,
which was highlighted
during the global
Johannes Schmidt
pandemic, is pushing
forward a worldwide movement to upgrade
digital infrastructure, such as fibre networks
and data centres.
It is not just remote working that is driving
the digital transformation. Consumer habits
and expectations are also fuelling demand
for fast, secure internet services. Consumers
increasingly want to stream music, television
and movie services, to be able to buy things
ranging from groceries to cars online, and to
be able to control household appliances like
their fridge or their doorbell using reliable,
high-speed internet.

As a result of the lockdown restrictions imposed in
many countries because of the pandemic, more people
have been working remotely than ever have before.
And even as people across the world begin to return to
offices and other workplaces, the trend towards agile
working appears set to stay.
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As well as this expansion in the ways
people are using the internet, the sheer
numbers of those with access to it are on the
rise too. It is predicted that global internet
traffic will increase to 4.2 zettabytes a year
by 2022 (one zettabyte is equal to a trillion
gigabytes). And according to estimates, by
2023, two-thirds of the global population –
about 5.3 billion people – will have internet
access.

Fibre infrastructure
Improving digital infrastructure is of critical
strategic importance for many economies
and to meet the increased demand from
businesses and individuals, many countries
are upgrading their digital infrastructure to
enable businesses and customers to access
gigabit broadband –a hyperfast broadband
connection with speed of one gigabit per
second or more.
Hyperfast broadband mainly requires
fibreoptic lines in place of the legacy copper
or cable lines that often run into telephone
services in homes and work premises. Fibre
networks increasingly are considered by
many to be ‘the fourth utility’, alongside
electricity, gas and water supply.

The pace of migration to fibre optic line
networks varies across the world. There are
now more than 20 countries that have at least
50% fibre coverage, and some eight markets
where fibre coverage is greater than 90%.
Other countries are lagging far behind in
fibre coverage, with some in Western and
Central Europe currently only reaching fibre
coverage in the single digits.
Efforts are underway in those markets to
upgrade digital infrastructure. In the UK, for
example, the telecommunications regulator,
Ofcom, in March laid out its plans to help
achieve a “full fibre future for the whole of
the UK.” Ofcom said it recognised the need
for the UK to upgrade its current
infrastructure, which is still heavily reliant on
100-year-old copper wire networks, and said
it would regulate in such a way that would
drive commercial investment in an upgrade
over the next five years.
And certain markets, including Hong
Kong, Portugal, Singapore, Spain and
Sweden, have seen intense competition
between telecommunications and cable
operators for higher-speed broadband,
serving to hasten and enable digital
upgrades.
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This global drive to upgrade digital
infrastructures provides a huge opportunity
for investors. Analysts at KPMG suggest that
the digital infrastructure investment
opportunity in the UK alone could be as large
as £100 billion. And the investment is
considered to be largely uncorrelated with
equity markets and somewhat ‘future-proof.’
The need for investment is not limited to
fibre optic networks. Data centres are a
critical link in the chain to ensure that
companies’ data is stored, processed and
disseminated securely and with
uninterrupted power and cooling sources to
guard against even temporary disruption.
There are other infrastructure investments
that are also needed to upgrade digital
networks, such as the installation of mobile
telecom towers.
The financing of data infrastructure can be
complex. Often, as with project financing,
there is no recourse to the investors. Banks
financing those projects lend against revenue
from these projects alone, meaning they
must be economically viable on a standalone
basis. This requires careful due diligence of
business plans.
Many data infrastructure financings are
structured to have bullet repayments after
five to seven years, requiring careful
consideration of refinancing risks at maturity
of the financing. It is therefore crucial to
understand the long term prospects of such
a project, both from an economical and
technological point of view.
This new kind of infrastructure is
considered a safe haven for investors and
therefore attracts significant volumes of
capital. That leads to more competition,
which can compromise a project’s
economics. In fibre in particular, a first-mover
advantage is key because laying a fibre cable
where there is already fibre coverage is often
uneconomical. But being the first mover can
also come with challenges. Financings need
to be carefully structured to avoid the
speculative construction of a fibre network
without any customers lined up to pay for
such a service.
While data centres appear to be relatively
simple buildings, they require complex
infrastructure such as reliable power supply
and cooling. The importance of this became
clear during the 2018 heatwave in the UK
when some data centres struggled with
cooling. Since data centres are critical for

their users, any interruption of availability
might give them the right to terminate their
contracts with the owner.
Credit insurance coverage can help clients
to manage and transfer some of the
potential risks associated with lending to in
digital infrastructure projects.
This type of coverage, often bought by
banking clients involved in project and
technology, media and telecom (TMT)
finance, offers protection if borrowers fail to
pay back loans.
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Investment opportunity: The role of
political risk credit and bond (PRCB)

Experts have been
predicting for some time
that the future will be
digital. The pandemic and
the enforced isolation that
has come with it for many
millions of people has
moved this a step closer
to reality.

In addition to helping mitigate against
possible loan defaults, credit insurance can
enable lenders to manage in-country risks,
achieve a better rate of return and gain
competitive advantage by supporting higher
lending limits.
The digital infrastructure sector is largely
uncorrelated with other areas of PRCB,
making this an exciting area to expand into.

Digital future
Experts have been predicting for some time
that the future will be digital. The pandemic
and the enforced isolation that has come
with it for many millions of people has
moved this a step closer to reality. From
buying groceries to watching movies to
video-conferencing, huge numbers of us
have become even more used to conducting
areas of our lives online. And these habits are
likely here to stay.
As countries around the world gear up for
a digital upgrade to meet this demand, and
investors eye opportunities to play a part,
PRCB insurance coverage is available to
support this digital transition. n
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Inflation: Emerging markets
and financing assets
With inflation looking set to return, HDI Global Specialty’s Senior
Credit and Political Risk Underwriter, Ed Arghand, examines the
drivers behind current inflationary pressures and reflects on the
potential impact inflation could have on export credit agencies,
multilaterals, and private credit insurers’ long term risk assets. What is
the yin and yang of inflation nowadays?
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The media is awash with warnings of the
impending return of inflation and there is
some merit to these claims. OECD members,
for example, recorded year-on-year
Consumer Price Inflation (CPI) totalling 4.6%
in September, almost three times the rate
recorded in the same month two years ago.
The tell-tale signs of rising prices are evident
in many economies, with the costs of
groceries, energy and even used cars on the
rise as inflation starts to infiltrate all parts of
the economy.
Some commentators are also already
warning of impending gloom, harking back
to the dark days of the early 1970s and the
early 1980s when inflation last run amok, and
when there seemed to be no tools in the
political or economic arsenal able to tame it.
The temptation to compare present day
events with previous crises is hard to resist.
The Global Financial Crisis (GFC), for
example, was said at the time to be much like
the Great Depression (except it wasn’t), 9/11
was compared to Pearl Harbour (except it
was completely different), and COVID-19 is
constantly being compared to the Spanish
Influenza (except it is not the same at all).
These glib comparisons do not hold up to
scrutiny and nor do direct comparisons
between inflation today with that of the
1970s.
The reality is that present inflationary
pressures bear little resemblance to those of
the recent past. Inflation during the 1970s
was driven by a cocktail of socioeconomic
forces, many of which have no relevance in
today’s world. These include the failings of
the Phillips curve as a guide to the
inflation/unemployment nexus, the breaking

of the US gold
standard, the Arab oil
embargo, the
increasing bargaining
power of unions, and
of course, poor
implementation of
fiscal and monetary
policy around the
globe. Even this
Ed Arghand
cursory glance back at
the drivers of inflation during the 1970s casts
doubt over the drawing of parallels to the
present day.

COVID-19 inspired inflation
This time around, the causes of inflation are
clearly rooted in the global impact of the
COVID-19 pandemic. The swings in economic
activity have been driven in the main by
nationally imposed, government-mandated
lockdowns (and on-off releases), all
accompanied by unprecedented levels of
government and central bank support
designed to help keep economies going. In
fact, one consequence of this activity has
been an increase in income and savings for
some parts of society in advanced
economies.
The bounce back following the lifting of
restrictions – despite the threat of their
return with The Netherlands and Austria now
taking some corrective action, and Germany
mooting their resurrection – has seen an
explosion of pent-up demand and a
widescale and continued injection of cash by
countries desperate to prop up their
economies. The last mile supply chains,
which had previously caused deflationary
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The cost of stability
Government support during the COVID
period has come at a price with most
governments’ borrowing increasing to levels
that could significantly weaken their balance
sheets. According to the IMF’s WEO Data
released in October 2021, advanced economy
debt increased from 104% to a staggering
123% of GDP. The challenge for advanced
economies is that they were already
constrained by the legacy of increased debt
loads post the GFC and the impact that
could have on their ability to spend in the
future. Central bank balance sheets also
expanded at an astounding rate. The Fed’s
balance sheet went from around $4 trillion of
assets in early 2020 to $8.5 trillion today and
the ECB’s from €4.7 trillion to €8.3 trillion.
Weaning markets and individuals off cheap
money and financial support will not be easy.
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pressure, are now stressed as some key
countries in the chain remain in lockdown
while others are struggling to satisfy their
now released and vaccinated citizens. The
result – bottlenecks and subsequently price
increases as demand outstrips availability.
Are there any signs that inflation is going
to get out of control? Some statistics might
suggest that. US money supply measured by
M2 has grown at levels never before seen.
Starting in May 2020 and ending in March
2021, M2 grew on average, each month, by
24% year on year and since then has
averaged around 12% growth per month.
Prior to this, the largest annual growth seen
since 1960 was 14%. Even during the early
1970s and the Fed’s unbounded exuberance,
M2 was growing on average by 12%.
Or are we looking through the telescope
the wrong way round? Perhaps it would be
truer to say that the stimulus packages
during COVID acted as a stabiliser rather
than an accelerator for economic activity. In
this context, is an OECD CPI reading of 4.6%
really that much to worry about? Maybe
moderate inflation is what we are seeing and
maybe that is exactly what we need right
now.

Limited tools in the box
From an advanced economy perspective,
there are three traditional ways to pay down
national debt: austerity, surplus or inflation.
The first option is out. Most nations have
already forgone serious spending
programmes in the wake of the GFC and

Central Bank Assets (USD/EUR)
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have been pursuing harsh austerity measures
for the last decade. This has resulted in what
was already aging infrastructure being left to
deteriorate further accompanied by slow, if
not anaemic, wage growth. An austerity
driven policy in the wake of COVID is simply
not possible given the necessity of support
for both businesses and citizens.
The second option is also out. Simply put,
any natural economic surplus will be
prioritised towards maintaining hard-pressed
health systems and services, at least while
economic frailty and the threat of COVID
outbreaks remain.
So that leaves inflation. The theory is that
when labour markets are tight, with low
unemployment and rising inflation, wages
will increase as employees hold bargaining
power over employers. Inflation can benefit
government coffers as VAT, income tax, and
corporate tax receipts increase. In addition,
the fixed coupon nature of the majority of
their liabilities decreases in relation to their
growing revenue base.
This scenario may even benefit emerging
markets. Inflation led by the US would imply
a weaker dollar making the hard currency
debt that many emerging markets are

Government Debt
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saddled with suddenly more affordable.
Commodity producing nations, which have
been in the doldrums for much of the last six
years, may also find their balance sheets
repaired as commodity prices rise.

Hidden dangers
Moderate inflation, if that is what we get, is
not all rosy, however. Inflation is by its very
nature a non-progressive tax that hits the
poorest in society hardest, and first, as even a
slight increase in the cost of basic necessities
such as food, shelter, and heating can have a
devastating impact on individual lives.
And if inflation progresses unabated it
could also severely hamper anticipated
economic growth and activity. Spenders may
become savers, preferring to act prudently
during a period of soaring prices. Companies
may reduce their willingness to invest due to
higher costs and an inability to fully pass
these on to customers. Oddly, the same
scenario could play out even before inflation
really gets going. Inflation is a highly
psychological phenomenon and suffers from
reflexivity – the impact of inflation can
emerge before it begins simply if people
believe it is coming.
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The central bank question
Today, the major concern for lenders and
credit insurers alike is not necessarily what
impact inflation might have on borrowers,
but how central banks will respond. While
the end of ultra-low interest rates has been
anticipated for some time, the necessary
inflationary pressure had not emerged – until
now. For the first time in over a decade there
is the potential for a continued period of high
inflation, and central bankers may revert to
historical reactions in an effort to quell any
danger.
However, the reality is that rising inflation
is not the biggest or even most likely threat.
The early withdrawal of government support
and central bank expansion, and the
potential for this to create a stagflation
environment is currently a greater risk than a
period of moderate inflationary pressure.
Markets are incredibly sensitive to any

changes in interest rates and given the
current extreme low levels of rates in
advanced economies even small rises should
have an adequate impact on demand while
limiting the impact on borrowers. From 2016
to 2019 Fed Fund rates increased from
virtually zero to 2.4% with minimal impact on
default rates or economic stress.
Inflation may be creeping back into the
global economy, but the signs are that it is
unlikely to wreak the havoc of old. That is
partly because COVID will continue to
exercise a drag on full economic activity, and
governments around the globe will also,
slowly, start to withdraw the unprecedented
levels of support for citizens and businesses,
as COVID starts to recede and coffers run
dry, also slowing down consumer demand.
The real rate of inflation will also, in all
likelihood, start to reduce as we move from
comparing pre and during-COVID prices, and
COVID and post-COVID rises, to just postCOVID to post-COVID prices. And that
should mean that inflation will reveal itself to
be at a moderate level as savings become
depleted and pent-up demand well spent.
While any interest rate rises may result in
doomsday reactions in some quarters, it will
only really mean that there is a resumption of
normal monetary policy, which has been
required for some time.
This could expose markets to the
emergence of zombie companies and an
uptick in defaults, but here at HDI Global
Specialty we have taken a prudent approach
in working alongside market leading financial
institutions, ECAs, and multilateral
institutions, with structures that give access
to solid security packages, committed
capital, or long-term cash flows, which
should give us and our partners stability
through the next potential downturn. n
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Predicting the future trajectory of inflation
is challenging at the best of times – with
hyperinflation, deflation, stagflation, and
transitory inflation all potential outcomes. An
uncontrolled escalation in inflation that
permeates the economy for longer than
expected could of course also lead to a
much more damaging second order effect.
That is, a meaningful increase in interest
rates.
Interest rates are the sharpest tool in the
toolbox when it comes to reducing spending
and slowing down economic growth. This
instrument was used, for example, in the
early 1980s to try to bring inflation under
control, with the Fed Fund rate ramping up
to 18% over the course of 1980 and 1981. The
result was widespread recession and large
increases in unemployment, with the latter
peaking at around 11% in 1982. The dual
mandate of the Fed, managing employment
and inflation, had momentarily broken in
favour of inflation management. It worked –
but at a cost.

The views and opinions expressed are those
of the author and not necessarily those of
HDI Global Specialty.

Today, the major concern for lenders and credit insurers
alike is not necessarily what impact inflation might
have on borrowers, but how central banks will respond.
While the end of ultra-low interest rates has been
anticipated for some time, the necessary inflationary
pressure had not emerged – until now.
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Performance insurance
solutions for breakthrough
technologies
Innovative sustainable technologies may find it a challenge to access
affordable finance through traditional routes, partly because they are
new and untested, even if performance risk is likely to be low. Tom
Dickson, CEO at New Energy Risk, explores risk transfer solutions
through insurance and looks at how technology risk can be
transformed into credit risk.

The opportunity and the
stumbling blocks
Mitigating and reversing climate change is
arguably the greatest opportunity for
innovation ever seen by humanity.
Technology developers and their partners are
stepping up to this enormous challenge with
creative solutions that are both impactful
and commercially viable. However, new
technology comes with risks and uncertainty,
both real and perceived.
Common doubts for technology
advancement stem from new technologies’
lack of extensive long-term performance
data at a commercial scale. This hinders
teams from securing low-cost capital, getting
to market, and achieving mass customer
adoption.
Traditionally, a project developer attracts
low-cost debt financing to a project by
transferring key risks, including budget,
timeline, and performance risks, onto other
counterparties. For most large-scale
infrastructure projects, an engineering,
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procurement, and
construction (EPC)
contractor will assume
these risks through
lump-sum fixed-price
contracts or
guaranteed max-price
contracts. Only the
most proven
technologies, with
Tom Dickson
known costs and
construction timetables, can attract project
finance without these ‘wrapped’ EPC setups.
Unfortunately, EPCs are limited in their
ability to provide performance guarantees
for technologies or processes that they have
not previously built or delivered. This leaves
an unmitigated risk in place for firstcommercial projects that capital providers
are poorly positioned to understand. For
many of these projects, the actual
performance risk is low, but the perceived
risk from the EPC or capital provider
prevents access to low-cost financing.

Common doubts for technology advancement stem
from new technologies’ lack of extensive long-term
performance data at a commercial scale. This hinders
teams from securing low-cost capital, getting to
market, and achieving mass customer adoption.
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However, this performance risk – when
evaluated by an underwriter with sufficient
technical expertise to understand the
technology – can be mitigated through an
insurance policy, enabling more efficient
financing.
This risk transfer is an excellent solution to
advance new and lesser-known technologies.
Allay the concerns of investors and
customers via an insurance policy that
protects the insured technology from a
performance failure, in effect transforming
technology risk to the credit risk of an
insurer. From this risk transfer, financiers and
customers rest assured, and previously
inaccessible low-cost capital is unlocked.

Practical example: Sierra BioFuels
As a case study, consider Sierra BioFuels, a
project of Fulcrum BioEnergy, a first-of-itskind initiative which aims to convert 175,000
tons of household garbage into 10.5 million
gallons of ultra-low carbon fuel each year.
Like many startups in the cleantech industry,
Fulcrum was seeking low-cost financing from
institutional capital sources to drive its
growth. These sources are reluctant to lend
when working with first-of-a-kind projects,
and are ill-suited to understand the
performance risk of new facilities with no
commercial-scale analogue.
Our firm, New Energy Risk (NER), a
California-based majority-owned indirect
subsidiary of AXA SA (‘AXA’), operating
under the global brand division of AXA XL,
quantified these risks by bringing both a
financing and an engineering understanding
to risk assessment. Working with a dedicated
team of engineers, scientists, and insurance
professionals, NER performed detailed
diligence on the technology, structured an
insurance policy that met lender needs, and
worked with AXA XL to execute the policy in
support of the project.
In the event of a failure at Sierra BioFuels,
projected performance data allowed NER to
determine how long it would take to alleviate
and whether there would be enough capital
to handle the problem. NER also assessed
whether delays could cause a shortfall in
output great enough to impact loan
covenants and debt payments.
NER’s insurance and warranty solutions
helped Fulcrum BioEnergy attract financing
options that were previously closed to them.
We created a custom-built insurance policy

that assessed and covered the risk of
underperformance, helped pave the way for
product adoption, and ensured that future
financing would be minimally dilutive.
Through our partnership, Fulcrum
BioEnergy secured over $175 million in bond

As an industry, we need to
send a clearer message
about our unique core
competences: risk
assessment, risk selection,
and the permanent capital
to hold and manage these
illiquid risks.
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Insurance as a solution to transform
tech risk to credit risk

financing for its Sierra BioFuels project.
Ultimately, they estimated that our
performance insurance solution saved them
2% annually on their 20-year bonds,
equalling $35 million in savings.

Performance insurance to help
sustainable projects scale
Performance insurance solutions can
similarly support a wide range of energy
technologies and related infrastructure
projects and technologies that have a major
impact on our world, from reducing
emissions, to creating more sustainable fuels,
to finding new uses for municipal and
industrial wastes, to new models for lowcarbon transportation. To meet today’s
environmental challenges, it is imperative
that these technologies scale to accelerate a
more sustainable society.
The projected growth in capital
investment is at historic levels for
climatetech. This investment capital is
coming from the private sector: the largest
institutional and fund investors, venture
capital, growth capital investors, public
market investors, and yes, insurance
companies. And it is also coming from the
public sector, driven by new legislation and
carbon-free mandates across many states,
countries, and international organisations.
Many insurers have publicly committed to

163

Berne Union 2021

targets aligned with the Paris Agreement and
to collectively investing many tens of billions
of dollars in renewable energy over the
coming years. We support this proactive step
to advance sustainable innovations and
technologies and are proud to be a part of
the insurance industry as it evolves with our
changing world.

Deciding what insurers will do, not
just what they won’t
Sustainability-focused insurers have
generally described what they will not do: by
limiting or withdrawing underwriting
capacity from activities that contribute
excessively to greenhouse gas emissions, like
coal. However, insurance is inherently set up
to lead in sustainability by deciding what we
will do. As an industry, we need to send a
clearer message about our unique core
competences: risk assessment, risk selection,
and the permanent capital to hold and
manage these illiquid risks. Insurers can take
advantage of these core competencies to
expand and promote underwriting capacity
for activities that contribute to the reduction
of emissions as well as other sustainability
measures. Reversing the script from ‘won’t’
to ‘will’ can allow the insurance industry to
embrace its potential for leading
sustainability efforts.

A new class of risk
NER follows this ‘green underwriting’
approach – a more forward-leaning
perspective on sustainability in the insurance
industry. We believe that the insurance
industry is uniquely situated to deploy its risk
capital to support new technologies and
business models and advance their
sustainability impact.
By transferring specific and carefully
calibrated technology and financial risks to
the insurance markets, more technologies
can access efficient capital (faster, minimally
dilutive and optimally priced), accelerate
their time to market, and achieve commercial
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scale (with greater customer adoption).
This new class of risk brought to the
insurance market will better help address
major environmental issues while diversifying
the insurer risk book and attracting
significant premium volumes, as well. This
approach can benefit a variety of industries
including renewable energy, fuel cells, energy
storage, energy efficiency, waste to energy,
biofuels and chemicals, nuclear technologies,
power generation, water treatment, indoor
farming, industrial processes, carbon capture,
biomass processing, anaerobic digesters,
grid technologies, and more.
Within our own firm, NER has already
paved the way through $1.3 billion in total
insurance capacity deployed to date for
clients ranging from Bloom Energy (a leading
supplier of solid-oxide fuel cells) to
Brightmark (a plastic waste-to-product
technology company). These policies have
unlocked over $2.5 billion in capital for firstcommercial technologies.
Furthermore, the contributions from these
projects to sustainable economies include
the processing of 449,000 ton/year of waste
(producing valuable products like lowcarbon fuels and waxes), the generation of
695 MWh/year of clean energy (powering
the equivalent of 63,000 US homes), the
production of 50 million gallons/year of
alternative fuels (filling the equivalent tanks
of over 88,000 US drivers), and the
avoidance of 320,000 tons/year of CO2
equivalent (preventing harmful greenhouse
gas emissions). Where new technology risk
might have limited any of our client’s
successful financing, an insurance solution
provided better terms and faster outcomes.
Taking on the crisis of a changing climate
is critical, but that does not mean investors
are willing to make uninformed sacrifices. By
offering bespoke risk analysis and risk
transfer, insurance can enable technology
developers and their partners to step up to
this enormous challenge when we need it
most – now. n

Taking on the crisis of a changing climate is critical, but
that does not mean investors are willing to make
uninformed sacrifices. By offering bespoke risk analysis
and risk transfer, insurance can enable technology
developers and their partners to step up to this
enormous challenge when we need it most – now.
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Exporter interview:
Charging up the
transition economy
Alexander Hartman, CFO of battery manufacturer Northvolt, spoke
to Katharine Morton, Head of Trade, Treasury & Risk at TXF, about
the scale of financing that’s needed for the energy transition,
and his optimism that the ‘culture shock’ ECAs and OEMs are
undergoing to make the change is going to happen. More flexibility
will be welcomed.

Katharine Morton (KM): One thing the
climate transition is going to need to rely on
is a reliable, sustainable power source
globally. Can you set the scene as to what
the role of battery storage will be in the
new energy mix?
Alexander Hartman (AH): The energy
transition is huge, it is happening and we
need to accelerate it. To do that, we need a
lot of storage. Right now batteries are the
key technology, and what’s driving our
project is the transportation sector. To put
things into perspective, if you believe current
announcements, plans are for around 50% of
the fleet to be electrified by 2030. And that's
only 50%. For that, huge investment needs to
happen. We're talking about the 2.5 to three
terawatt hours of battery capacity and per
year that needs to be in place. Even with
back of the envelope estimates it means
investments of roughly $40 billion per year
over the next six/seven years only to get to
that. It’s huge that the battery is the key
technology that people are working on right
now, and that's going to be there for the next
10 years. And that's why it's so important.

KM: In terms of
financing the
transition, Northvolt
raised an additional
$2.75 billion in equity
in June. You’ve had to
do it the hard way.
What's been
preventing you
getting financing to
Alexander Hartman
this level?
AH: We started out four and a half years ago
and, being a start-up, and being a greenfield
project with super-high capital needs, it has
not been that easy. We set out the plan at
the beginning and quickly realised that we
needed to ‘package’ this and look at it in
terms of project financing. It was tough in
the beginning. I remember the early
dialogues with some of the institutions, we
looked at other industries and how they have
transitioned and how they finance
themselves, but it was still a first time within
this industry. We had to start by
understanding how project finance works
and how could we fit within that envelope of

The energy transition is huge, it is happening and
we need to accelerate it. To do that, we need a lot
of storage. Right now batteries are the key
technology, and what’s driving our project is the
transportation sector.
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project finance. And of course, we did not.
This whole industry did not have the same
type of Engineering, Procurement and
Construction (EPC) de-risked structures with
long term offtake agreements or [being able
to be] fully backed. And we didn't have a
parent or one super-strong creditworthy
owner that could back this up. There was a lot
of structuring, a lot of problem solving and a
lot of amazing people involved to enable us to
get that structure in place and to finally reach
the signing last summer. [Including the $2.75
billion private placement, Northvolt has raised
more than $6.5 billion in equity and debt to
enable planned expansion of over 150
gigawatt hours of deployed annual
production capacity in Europe by 2030].
KM: How do investors, particularly ECAs,
get their heads around the risks and returns,
and how can they accept more risk in these
types of projects?
AH: It’s a good question. We would have
never been able to achieve what we have
without these institutions involved and
without the support of some of these policy-
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driven institutions such as EIB, Euler Hermes,
NEXI, KEXIM, Bpifrance, Nordic Investment
Bank. We have a lot of policy-driven
institutions in our structure and that has
really enabled this transaction and enabled
our projects.
However, it did take a very long time and it
was very tough to fit that envelope. This
transition will happen and it will go faster
than many people realise. Looking from a
European perspective, if we want to keep
this industry in Europe and if we want to be
part of it, we need to accelerate much faster
than we're doing today.
For that to happen, I would really like to
encourage and see even more flexibility and
bigger mandates and for the ECAs to step in
and support and take more risks. And you
can price [that risk]. But these kind of
enabling projects like ours, and European
projects need to happen now, within the next
six years. It’s going to define the industry and
hence the importance of these policy-driven,
politically-backed institutions to enable the
transition. I would really like to see more
involvement.
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We need to have a way of
working with risk that is
unlike all of the existing
precedents in terms of
project finance. Maybe we
should call it Project
Finance 2.0 or something
different. You need to
understand and be able to
take that risk. ECAs need
to support that, as do
banks and equity
investors.
can mean you price it higher and you can tap
into pretty cheap financing compared with
equity, etc. You can take more risk and a lot
of projects will be happy to pay for that.
KM: There is discussion of ECAs needing to,
or being able to, take more risk and needing
to make that leap to finance sustainability.
Would exporters be willing to give premium
back if something isn't environmentally
compliant? How should products evolve?
AH: Going back to setting the scene, this
industry also needs to be sustainable, to be
green. That is super important. Institutions
should be able to have these high
requirements. In terms of the menu of
products, everything will go green eventually
but maybe in the energy transition there
should be some transition products that can
easily be tapped into that can have more

flexible structures and look at taking more
risks.
In Sweden, where we are based, the
Swedish government is going to start
working with the Swedish National Debt
Office on Green Products and to be able to
guarantee certain projects within Sweden,
which is great news. They're kind of adapting
and taking steps forward to support
sustainable projects now. It would be great
to see more of that, both in terms of the
green/sustainability, but also in terms of risk
and price.

MARKET TRENDS

KM: You mentioned that you're happy to
price the risk in black and white. What are
we talking about now in terms of pricing?
AH: In our experience, there is a structure
that works. We had a mandate with a lot of
these different institutions and there are
certain rules with this asset class that you
need to tick all the boxes and that gives you
a good package. It takes time to get there,
and not all projects can get there.
From my understanding it can be a bit
‘black or white’. I would like to see different
rules, a bit more flexibility in how you can
package projects and not look at precedents
that have not gone forward but rather ask
what can be done to solve problems. That

KM: In terms of the future trajectory what
still needs to be changed? For instance, the
role of original equipment manufacturers
(OEMs) in ECA offtake agreements which
could be something ECAs are not
necessarily ready for. It's a bit of a culture
shock. What's your thoughts on that now?
AH: Going back to how we had to package
our project, that was not necessarily
common. And how do we how to get our
institutions and banks comfortable on the
offtaker side and how could we convince
OEMs to do something out of the ordinary?
This is so important for the OEMs and we
have been able to work with them in a true
partnership and have them sign up to these
long term commitments.
The whole contracting structure is an area
[to discuss]. We need to have a way of
working with risk that is unlike all of the
existing precedents in terms of project
finance. Maybe we should call it Project
Finance 2.0 or something different. You need
to understand and be able to take that risk.
ECAs need to support that, as do banks and
equity investors. And also the people behind
the ECAs need to give the broader mandate
to make it clear they can do it and were able
to take this risk.
This is so important for the overall
transition for our all our futures, so ECAs
should be enabled to really positively
support it. Time is very much of the essence,
so we need to do it now.
We are here and we are where we are now
because of the people at ECAs, etc, who
have been working on this project, doing a
fantastic job. It’s amazing to have this type of
backing and I would really like to partner and
do more and work to enable this for us, but
also for other projects and for Europe. n
This interview was conducted at TXF’s Export
Finance Virtual World Fair, 2021
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Singing in the rain of
LIBOR transition
Ashley McDermott, Partner, Mayer Brown International LLP discusses
the need, or otherwise, for umbrellas in the run up to June 2023 as the
market transitions away from LIBOR.
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We are in the final days of LIBOR as we know
it. All sterling LIBOR settings will cease to be
published in their current form immediately
after 31 December 2021 and although the
most commonly used dollar LIBOR settings
will continue to be published until 30 June
2023, most banks in the export finance
market are unable to commit to new dollar
loans priced by reference to LIBOR from
1 January 2022.
Thankfully, the export finance community
has been working hard on LIBOR transition
since our last article for The BUlletin in March
2021 (What's on the menu at the benchmark
bistro?1), including through the Berne Union.
Recent developments include:
l On 29 July 2021, the Alternative Reference
Rates Committee (ARRC) in the US
formally recommended the use of
forward-looking term rates based on the
secured overnight financing rate published
by CME Group (‘Term SOFR’) for use in
the syndicated loans market, including
export finance.
l On 27 October 2021, the Loan Market
Association (LMA) published an exposure
draft single currency term and revolving
facilities agreement incorporating Term
SOFR for use in English law governed
facilities agreements involving developing
markets jurisdictions.
l The LMA hosted two LIBOR transition
workshops for Berne Union members, and
many ECAs have responded to a
questionnaire prepared by the LMA to try
to ascertain (among other things) the level
of operational readiness for the use of risk
free rates (RFRs) and what more can be
done to help ECAs with the transition
away from LIBOR.
l The IBOR Transition Sub-Committee of the
ICC Export Finance Working Group (the
ICC ECA LIBOR Transition Sub-

Committee), which
Mayer Brown is a
member of, hosted a
technical session with
Berne Union members
on 16 June 2021 to
highlight again the
impending deadlines
and to walk the
agencies through the
Ashley McDermott
various conventions
and methodologies available for the RFRs
that will be used instead of LIBOR in
detail.
l There have been several domestic
discussions between ECAs and banks
active in the export finance sector in their
jurisdictions, for example between
Bpifrance and the Fédération Bancaire
Française (the French Banking Federation)
and between SACE and the Italian banking
community.
While it remains the case that some ECAs
are further advanced than others, great
strides have been made in 2021 across the
export finance community. UK Export
Finance has already transitioned many
sterling loans from LIBOR to SONIA and has
mentioned that the lessons learned from this
exercise should stand them in good stead for
the upcoming transition of dollar
denominated loans.
Many other ECAs have clarified how they
expect banks that benefit from their cover to
approach LIBOR transition (more detail on
which is set out below). This is all very
positive, although there remains a concern
that fixed rate providers are less well
progressed when it comes to LIBOR
transition. It is arguably a more complicated
and commercially sensitive issue for fixed
rate providers, who are often using the public
balance sheet to provide borrowers with a

Berne Union 2021

Umbrellas needed?
We previously mentioned the need for a
menu of options for banks and borrowers, so
that they could begin the transition process
of legacy loans which reference US dollar
LIBOR well in advance of the June 2023
deadline, confident that the necessary
amendments would not vitiate their ECA
cover. Indeed, many in our community are
concerned that the process of transitioning
the many US dollar denominated loans which
need to be transitioned will not start early
enough, resulting in a LIBOR transition rain
storm for lawyers, banks and ECAs in the run
up to June 2023.
This is one of the reasons why some in the
banking community have pushed for ECAs to
adopt an ‘umbrella’ approach to help shelter
them from this storm. The idea would be that
an ECA would publish general, umbrella
guidance confirming that, so long as banks
amend loan documentation to refer to one of
the risk free rates and conventions and
methodologies recommended by the
regulators, they would not be required to
seek the consent of that ECA to the
particular amendments required on a deal by
deal basis.

Although policies are still in the process of
being finalised in some cases, it is clear that
some ECAs are willing to adopt some form
of an umbrella approach, whereas others
prefer to accompany the banks and
borrowers through the rain storm on a deal
by deal basis.
What has become clear from the
discussions within the export finance
community, including via the ICC ECA LIBOR
Transition Sub-Committee, is that there is no
‘one size fits all’ approach to LIBOR transition
and that different ECAs prefer to approach
the transition process in slightly different
ways. However, the past six to nine months
has seen a marked improvement in the
LIBOR transition landscape for the export
finance community, with the tools necessary
for us to tackle the challenge now largely
being available. Term SOFR is now available
for use, there are many more RFR priced
loans in the general loans market to refer to
as precedents and the documentation for
use in RFR priced loans is a lot more
developed now than it was.
There will inevitably be some bumps in the
road, and we urge everyone in the market to
commence the transition process for US
dollar loans as soon as possible, to avoid the
inevitable rain storm that will hit us in the
first half of 2023 turning into a typhoon, but
we now have the equipment necessary (in
some cases, including an umbrella!) to
navigate the storm together. n
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fixed rate of interest. Assessing the potential
impact on the public purse of changing the
floating rate leg of what are effectively
interest rate hedging structures is a difficult
task, but one that needs to be undertaken
sooner rather than later, as only then can
existing deals with interest make-up
agreements or similar be amended and new
deals be documented.

Note
1

https://www.berneunion.org/Articles/Details/545
/Whats-on-the-menu-at-the-benchmark-bistro
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Greensill: The lessons
for credit insurers
What lessons should credit insurers take from the Greensill crisis? Igor
Zaks, President at Tenzor sees a bright future for credit insurance as
long as it continues to develop efficient safeguards and best practices.
The credit insurance industry is undergoing a
critical transition. Initially mainly used to
support corporate suppliers, it became more
prominently used by bank lenders and now is
used increasingly by various types of
platforms. The ability to innovate, design new
distribution channels, and reach new markets
is vital to the growth of this long-established
industry. However, as we all learned in 2008,
the ‘originate-to-distribute’ approach has its
inherent risks and needs multiple safeguards
to work properly.
Greensill became an important case for
two reasons: first, it became probably one of
the largest ‘non-traditional’ insurance
programmes, and second, it went badly
wrong.

Prior lessons from the 2008 crisis
If anything, the 2008-9 global financial crisis
(GFC) was a great example of the resilience
of the credit insurance industry. Having
mainly traditional whole turnover policies for
corporate clients and significantly less
extended banks (and cancellable limits), the
industry quickly adjusted with only limited
losses (this caused some reputational
damage and reluctance to use the product
among some financiers). By contrast,
monoline insurers (like Ambac and MBIA)
that offered unconditional cover suffered
catastrophic losses. Trade receivable assetbacked commercial paper (ABCP) conduits
had minimal use of credit insurance. The
exceptions were ECA-backed conduits that
performed OK credit-wise but would have to
wind up after eventually being unable to
place paper.

The Greensill story
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The roots of Greensill's business model were
probably in what Lex Greensill was doing at
Morgan Stanley. It provided supply chain
finance to investment-grade companies and
then did private securitisations (that had to
shut down during the 2008 crisis on the

back of the inability to
place securities). With
Greensill Capital, the
same evolution
appears to have
happened with ABCP
conduits that started
with short-term highly
liquid assets and
gradually increased
Igor Zaks
the share of much
higher risk and higher yielded assets. It
seems Greensill also tried to build various
assets (many of which were high risk and
long duration and, therefore, attracted high
yields and/or fees).
It also became a major user of credit
insurance. The question was what was
actually insured (there also seems to be a
duration mismatch where funding was
extended for periods longer than the
insurance period). In addition, financing
future receivables, some related party
transactions, etc, raised many questions on
the insurability of these risks. Critically, even
today, what precisely was insured was not
publicly disclosed despite many public
inquiries and litigations.
Similar to the GFC, there seems to have
been limited due diligence by the asset
managers, and the assets considered low risk
ended up with investors. In addition, the
existence of insurance was marketed as
some sort of ‘stamp of approval’ and created
enormous ‘arbitrage’ opportunities (another
similarity with 2008).

What does this mean for insurers?
New ways of distribution present a challenge
to the insurers. The old way was that the
supplier or financier had a policy (that was
supposed to be carefully reviewed by their
lawyers) and day-to-day communication with
an insurer and a broker. This way, the insured
should understand what was covered and
what was not (and if the claim was ineligible,
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Regulatory Authority (PRA) have already
picked up that it would be best practice for
firms to well-established verify they are ‘in
compliance with any requirements set out in
the insurance agreement.’ Creating a market
for such an audit is essential for product
transparency.

Ways insurers can address the
problem

6. Other insurances. Insuring other risks?
Credit insurance is only covering risk on
non-payment by the buyer on a valid invoice
and compliant policy. It is very challenging
for any third party to understand the
other risks. However, the insurance industry
overall has tremendous experience with all
different types of risk. Surety providers
insure supplier-related risks, D&O insurers
cover different wrongdoings by directors
and officers, reps, warranties insurance is
often done in M&A, etc. There is an
insurance product for most things that
can go wrong, and there are insurers
and teams with deep expertise in these
areas.

1. Removing most of the conditionality to
the product, for instance, a monoline type of
approach taken before the 2008 crisis. This is
a very high-risk strategy with a potentially
catastrophic impact on the industry, as the
monoline example showed.
2. Improving transparency If insurance is a
significant part of investment characteristics,
it should be fully disclosed in the prospectus
(for instance with the wording or at least a
detailed summary). It does not look like
multi-page prospectuses for special purpose
vehicle (SPV) securities issued in Greensill
transactions have this information, neither
does it appear in the fund manager reports.
Clear disclosure of the insurance structure
should allow investors or their advisors to
make some form of independent judgment
on what is covered. Obligation to make such
disclosure should be a condition of a policy.
3. Ability to replace the servicer
Good old practice in securitisations was to
have a backup servicer for transactions. In
the case of insurance, the asset manager
should be co-insured (not loss payee as in
Greensill's case), and there should be a
market for third-party servicers that can take
over the managing of the portfolio including
compliance with insurance requirements.
Again, in the Greensill case, it appears no
such process was in place.
4. Independent policy compliance audits
Regulators such as the UK Prudential

5. Post claims process
Greensill's case showed an important gap in
the claims process. With disputes around
policies/claims, the insured still has an
obligation to minimize the risk. When the
investor agrees on restructuring plans with
the creditors, it may still be unclear what is
the claim status (so the insurer is not coming
to the debtor negotiations). There should be
a transparent process (such as third-party
expert determinations) to ensure such
measures cannot be questioned by an
insurer when and if the original claim is
approved.
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it was often linked to an insured's specific
actions). For banks, there was also regulatory
pressure leading to ITFA sponsored work on
standardising policy wordings to comply
with Basel III regulations. Relevant divisions
of the banks also accumulated experience
dealing with insurers. Unfortunately, this did
not apply to some of the other bank
divisions, as the Greensill case shows).
With the originate-to-distribute model, the
core problem is that the insured is often not a
well established, creditworthy entity (as
shown in the example of Greensill and some
more minor cases before), so investors have
significant exposure not mitigated by credit
insurance. Such failures can potentially affect
the perception of the product and its ability to
grow (as, for example, Enron-related litigation
between insurers and JP Morgan had a
significant effect at the time). For the industry,
there are a few ways to address the problem:

7. Educating Investors
Unfortunately, many asset managers (and
parts of ratings agencies rating funds) have
limited experience with insured structures.
Therefore, it is essential to inform the
investor based on the exact mechanics of
credit insurance and risk and mitigants
available in such transactions.

A bright future
Despite the Greensill setback, the use of
credit insurance products to enhance
platform-based transactions has a bright
future. Credit insurance may be an extremely
valuable mitigant in well designed structures.
It is, however, essential to develop quick and
efficient safeguards and best practices to
ensure this process is not going to lead to
high-profile failures and corresponding
backlash. n
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Transparent exporting
in a post-Brexit world
Exporters have a key role to play to stand against bribery and
corruption and to meet the governance elements of ESG in a postBrexit world, but they may need more help from government. Mark
Norris, Deputy Chair of BExA and Partner at Sullivan investigates.
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Exporters have a key role to play to stand
against bribery and corruption and to meet
the governance elements of ESG in a postBrexit world, but they may need more help
from government. Mark Norris, Deputy Chair
of BExA and Partner at Sullivan investigates.
Exporters continue to show that they are
adaptable to whatever circumstances throw
up. Be it the COVID-19 pandemic, the UK’s
withdrawal from the EU or increased
statutory obligations. Following the UK’s
withdrawal from the EU, UK exporters have
been encouraged to look at new markets.
The UK Government has set out that it wants
the UK to be ‘the investment partner of
choice for Africa’.
Increasing trade with growth and
developing countries will not only benefit UK
exporters but is widely recognised as an
effective method of meeting the United
Nation’s Sustainable Development Goals. This
presents a significant obstacle to exporters.
For exporters one of the key issues from a
governance perspective is bribery and
corruption.
With new markets come new challenges.
For example, Sub-Saharan Africa is the
lowest performing region on Transparency
International’s Corruption Perception Index –
and is showing little improvement year on
year.
Disturbingly, Transparency International’s
‘Global Corruption Barometer – Africa’
highlighted that more than one out of four
people – around 130 million people in the 35
African countries surveyed – had paid a bribe
to access essential public services such as
health care and education. Not surprisingly
the UN has highlighted bribery and
corruption is of ‘one of the biggest
impediments to achieving the Sustainable
Development Goals (SDGs).’

Exporters have an
important role to play
in combatting bribery
and corruption.
Organisations such as
the British Exporters
Association (BExA)
not only lobby
government to
provide support for
Mark Norris
exporters but also
work with exporters to help them meet the
challenges in exporting. BExA believes that
governments can do more to assist
exporters, particularly SME exporters, meet
the challenges of bribery and corruption.
The UK prides itself on having some of the
toughest anti-bribery legislation. Given the
important role that trade and exports can
have in meeting the UN’s SDG’s it is
important that anti-bribery legislation does
not act as a drag on exporters. The cost of
compliance can be significant for SME
exporters.
To ensure that the cost of compliance
does not become a barrier to exporting,
governments need to be more pro-active in
supporting exporters. A particular need in
those target regions which rank poorly in
Transparency International’s Corruption
Perception Index is for Embassies and High
Commissions to have easily accessible
dedicated resources to assist – ideally with
dedicated ‘hotlines’.
In the UK, while departments such as the
Ministry of Justice provide guidance, such
guidance can only ever provide limited
support. The House of Lords in their 2019
post-legislative scrutiny of the Bribery Act
2010 found that the Ministry of Justice
Guidance was less successful in providing
small and medium enterprises with the
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information and advice they need to enable
them to decide on a formal anti-bribery policy.
It is not just with the policies and
procedures that exporters need to have in
place were exporters would welcome more
assistance – it is with the combatting of
specific incidents of bribery and corruption.
This is an area where BExA believes that
Government should be more innovative.

Lessons from FCPA
The US has a procedure where the US
Department of Justice (the DOJ) can issue
Foreign Corrupt Practices Act (FCPA)
Opinions on specific situations. Although
little used (last year the DOJ issued its first
Opinion in six years) this could provide the
basis of a useful mechanism for exporters.
The FCPA Opinion Procedure allows US
‘issuers and domestic concerns’ to request
an opinion from the DOJ ‘as to whether
certain specified, prospective – not
hypothetical conduct – conforms with the
DOJ’s “enforcement policies regarding the
[FCPA’s] anti-bribery provisions.’
A favourable FCPA Opinion creates a
rebuttable presumption that the requesting
company’s conduct complies with the FCPA’s
anti-bribery provisions. Particularly useful is
the fact that these FCPA Opinions are then
published on an anonymised basis to provide
guidance to others.
The House of Lords in their postlegislative scrutiny of the Bribery Act 2010
considered whether it would be appropriate
to have a similar procedure in the UK but
were not supportive. Monty Raphael QC in
his evidence to the House of Lords
Committee highlighted the challenge faced

by SMEs and the position of the SFO that
companies should, “bloody well go and get
their own advice from their very expensive
ritzy experts,” (David Green CB QC).
Although the FCPA Opinion Procedure is
used infrequently (and there are specific
reasons for this) BExA believes that the
government should be looking to develop a
procedure along these lines to support
exporters. Exporters are committed to ESG
but this comes at a cost and here
governments can assist. Particularly as
exporters are being encouraged to look at
new markets with very high bribery and
corruption risks. Government departments
can and must do more.
Dedicated bribery and corruption hotlines
at Embassies and High Commissions would
be a useful first step so that bribery and
corruption issues can be followed up
promptly on the ground at a government to
government level. The government should
commit to launching a few trial programmes.
Government departments such as UKEF
are committed to pro-actively developing
products to support exporters and are
committed to collaborating with other
Government departments to ensure that the
government provides ‘a joined-up offering to
exporters’. More government departments
need to adopt this approach.
Proactive government support for
exporters to address the bribery and
corruption challenges when exporting to
countries with high perceived levels of
corruption will not assist exporters but will
make a significant contribution to meeting
the UN’s SDGs through good governance,
job creation and increased trade. n
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Will buoyant commodity
prices lift all structured
commodity trade
finance ships?
Will the rising tide of commodity prices lift all ships of structured
commodity trade finance? Or are too many of those commodity ships
already holed below the water-line? By John MacNamara, CEO,
Carshalton Commodities.
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After a distinctly challenging 2019/2020,
commodity prices have been back on the up
for the last few months. What does this
mean for the structured commodity trade
finance (SCTF) market?
More than a dozen sizeable commodity
traders have failed over the last 18 months,
relatively quickly on the heels of the 2015/16
commodity price downturn which prompted
its own wave of debt restructurings, and now
a number of funds join the collapse. The
direct correlation between low commodity
prices, and increased discovery of fraud, also
of financial insolvency, among commodity
corporates, has not helped.
I’ve always said we need at least a half
decent crisis for people to be willing to give
us structure, security and pricing, in return
for finance, but the current wave of ensuing
arbitration and litigation engulfs banks, funds
and insurers in doubt about the product.
Part of the challenge is that, as world
trade in goods these days moves increasingly
to open account, at the same time,
regulators require their banks to prefer
forward looking balance sheet modelling to
the traditional risk mitigation techniques of
commodity trade finance.
Accelerating the latest squeeze was IFRS
9 implementation in January 2018, requiring
early recognition of impairment, with the
Basel committee going the same way on
‘Non Performing Assets’. This has largely
robbed the banks of any incentive or
inclination to try to workout problem loans,
as revenues are put to ‘zero accrual’ while

Risk Weighted Assets
are inflated by
downgrading, to
exceed the actual
exposure. Even
insurance payouts are
now poorly treated in
the bank’s balance
sheet so long as a
restructuring is on the
John MacNamara
table. Increasingly
banks simply sell the exposure.
The regulatory outlook is no better with
the draft of ‘Basel 4’, out since 2018, which
demands a ‘one size fits all’ 120% weighting
for commodities finance. Combined with an
effective abandonment of regulatory
recognition of transactional collateral since
around 2015, this has pushed many highprofile erstwhile long-standing ‘commodity’
banks to exit the sector since 2020, taking a
number of insurers and funds with them. All
will miss the sort of infrastructure for
collateral management and workout we used
to take for granted from the old commodity
banks, but at least Fintech in trade promises
solutions to the universal fraud challenge.

The commodity price cavalry cometh?
Commodity prices took an almighty
battering even before COVID-19 came along
to torpedo all previous forecasts, but now ‘Dr
Copper’ is double the levels of a year ago, at
over $9,000 pmt. At the beginning of April
2020 we were looking at $80 iron ore (down
from $123 in July 2019), yet we see $168 at
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Too soon to celebrate another
supercycle in SCTF?
Al Jazeira pronounced the new commodity
supercycle [in March], which is a bit like
hearing it from a London taxi driver. The first
two supercycles in my lifetime were 30 years
apart, so to see a third only another six or so

years later feels instinctively a little early, but
who knows? I hesitate to forecast, but
commodities lead every cycle, and we
already had the down-cycle last year. This
year we get stimulus packages in the US, EU
and elsewhere, and let’s face it, China seems
to have been back to normal service for
some time, which means being pretty much
half of all commodity production and
consumption all on their own.

Abandon ship, or set sail?
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the time of writing [March 2021], so again the
price has doubled. With crude oil, I concede
we all had a moment of panic when US
prices actually went negative last year, a
development never before seen in recorded
history, but today’s Brent crude price in the
$60s means that pretty much all producers
are again profitable. Agri commodities are
not quite double: soya is at $14 compared to
around $8 a year ago; sugar is around 16
cents per pound up from 10c a year ago (and
saw 19c this February) so Agri/Softs maybe
have further to go to catch the rest of the
commodity complex. Volatility, meanwhile,
has been good for many traders, with the
survivors meanwhile posting record results.
Looking at equity prices, non-oil equities
have gone up tremendously well. One
outperformer, who I’d probably better not
name, but they’re in Ukraine, is up by 84%
year on year. The oil sector rather lags this
stock market enthusiasm. Last year’s
negative prices clearly still weigh upon the
sector, as does the prospect of ‘electric
everything’ by 2025/35/40/60 – depending
on whos’ hype we believe. However, I see the
reports of the death of oil as rather
exaggerated. The same was already said of
coal in the 1990s, and that has also doubled
in the last 12 months.

If history teaches us anything about
commodities, it’s that next year we will still
need them. There will be trade, only the level
is open to dispute. There’s certainly been an
inflection point which has seen many banks,
also funds, ‘retire hurt’ from the game. The
distressed debt sharks certainly smell blood
in the water, and I have to concede they have
a great business model given high recovery
rates in the non-synthetic SCTF business.
Conversely, I do see ‘market opportunity’
opening up before us, rather like in
1999/2000. Successive tsunamis batter the
market, leaving many high and dry, exposing
the shamsters and the shysters who had
collected like so many barnacles on the
bottom of the business, blinking in the light,
but people still need to import, and export,
physical commodities. That will still require
finance, and insurance. I put money on the
cost of both going up, tenors coming down,
and structures getting stronger. Much better
to enter the SCTF market just after a crisis,
than just before one. For a while there will
even be less competition. For those still
onboard, it’s time to catch the tide. n
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Opinion: Battling bad
news in trade finance
Jean-Francois Lambert examines the multiple blows of pandemic and
fraud on trade and trade finance on banks, investors and underwriters.
Can digitisation provide a silver lining?

In the long history of trade finance, few years
were as bad as 2020. In Singapore, and
Dubai, amid the turmoil unleashed by the
COVID-19 pandemic, many banks and funds
were left nursing hundreds of millions of
dollars in potential losses amid the fall of
mid-sized commodity trading houses caught
in aggressive trading. Evidence of frauds
emerged, from multi-financing of documents,
shipments, and inventories to entirely
fabricated trades. As if that were not enough,
in London, the world discovered that supply
chain finance may not have been as
straightforward a business as many believed.
Receivables discounting with an insurance
wrap came under doubt through the
financing not only of existing trades, but also
future ones, and even possible ones!

Industry will not come out unscathed
Notwithstanding the outcome of litigation in
these multiple jurisdictions, one thing is
likely: lenders, investors and underwriters will
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not come out
unscathed. This is bad
news for the trade
finance industry
already confronted by
many challenges.
Banks - have been
struggling to offset
mushrooming
compliance costs
Jean-Francois Lambert
while maintaining
labour-intensive trade finance back offices.
They are also confronted by not particularly
friendly capital requirements, which are
unlikely to get any better in the current
climate.
Investors - have been hurt by several asset
managers compelled to gate their trade
finance funds, as they were caught in a
whirlpool of borrowers’ defaults and liquidity
crunches triggered by shrinking investment
appetite in the trade finance asset class.
More defaults could follow as borrowers are

In the long history of trade finance, few years were as
bad as 2020. In Singapore, and Dubai, amid the turmoil
unleashed by the COVID-19 pandemic, many banks and
funds were left nursing hundreds of millions of dollars
in potential losses amid the fall of mid-sized
commodity trading houses caught in aggressive
trading. Evidence of frauds emerged, from
multi-financing of documents, shipments, and
inventories to entirely fabricated trades.
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Searching for silver linings
Yet, there is a silver lining amid this cascade
of frauds. The need to shift to digitally
proofed instruments has become an absolute
priority for trade. Largely predicated on old
fashioned paper-based documents (from
invoices to bills of lading, custom certificates,
warrants, insurance policies etc.), trade is
prone to tampering, copying, or altering, and
especially in time of duress, as seen last year.
Even so, digitalisation would provide
merely a part of the solution. Provenance
and authenticity of the digitalised
documents must be ascertained and
undisputable.

Blockchain in the commodities
sector
Blockchain networks offer a compelling
solution as they are much less prone to
fraud: nobody is ever able to control the
chain of information alone.
A bill of lading for a given cargo, a
warehouse warrant for stored goods will not

be replicated unless all the interested parties
(buyer, seller, insurer, collateral manager, and
lenders, among others) agree. The
technology is now available with most large
players keen to embrace it. Over the past five
years several consortia formed by
corporates, banks and other service
providers have been put together to
digitalise and streamline trade and trade
finance using distributed ledger technology
(blockchains). Covantis, for instance, is a
common platform able to digitalise posttrade processes of bulk shipments of soft
commodities trades. VAKT has built a similar
proposition for physical energy flows. WeTrade is a platform involving IBM and a few
large international banks in the open-account
space. In the domain of classical trade
finance, several important initiatives have
taken place. The platforms Komgo and
Contour notably (sometimes involving
common sponsors) have developed
compelling propositions. So in both the
physical trade space and its financing,
foundations are being built to move to
tamper-proof, real-time processes, away
from costly and inefficient paper-based
trades.
Still why have we not gone much beyond
so-called ‘proofs of concepts’ and pilot cases
to actual implementation? Largely because
the legal and administrative frameworks
surrounding trades, will have to evolve and
this in numerous jurisdictions. What are the
odds that some of the pioneers of digitalised
trade reach the critical mass and emerge as
the standard-setters for trade and trade
finance? This would be great news: with
trade safer, more reliable, and real-time
information flow, trade finance would thrive
as both operational costs and risk diminish.
Capital requirement would certainly get
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all too aware that they might not be in a
position to draw funds again anytime soon,
hence not volunteering swift payment.
Underwriters - Many of these trades were
insured against default on the underlying
debt and claims are accumulating. With only
a portion of these risks re-insured,
underwriters are caught between ‘a rock and
a hard place’.
What consequences might this have? Less
availability of trade finance? Higher margins?
The timing could not have been less
propitious. Trade is a major growth engine
and one already badly bruised by the rift
between Beijing and Washington as well as
damage done by the pandemic shutdowns
and logistic disruptions.

The focus of the banks will therefore remain on cost
management rather than business development.
Regulators will be reluctant to improve their capital
treatment and may even put further pressure on
lenders to acknowledge for the additional operational
risks in the wake of the 2020 debacle.
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lower in view of the enhanced visibility and
control over the financed trade flows.
Furthermore, alternative lenders would have
access to the same quality of information as
banks, and therefore be keener to co-invest,
alongside the traditional lenders.
With more availability, a less burdensome
operational management and a reduced risk
profile, it would also get cheaper and
therefore foster economic development. A
very exciting prospect, within reach, but one
which unfortunately is not yet a reality. Today
we are witnessing the emergence of a few
‘digital islands’ in an ocean of paper trade.
Meanwhile, trade finance will remain
constrained, a necessary activity for
commercial banks but one with a rather low
profitability profile relative to capital. The
focus of the banks will therefore remain on
cost management rather than business
development. Regulators will be reluctant to
improve their capital treatment and may
even put further pressure on lenders to
acknowledge for the additional operational
risks in the wake of the 2020 debacle.
What can be done to shift gear on this
genuinely strategic subject? Key trading
hubs like Singapore or China are in the best
possible position to push for swift
implementation of digital solutions notably
when trade flows link technology-savvy
countries. Singapore notably is taking
positive steps such as the Digital Standards
Initiative (DSI) together with the International
Chamber of Commerce (ICC). But so far, the
missing gel is a compelling legal framework
surrounding digital trade. UNCITRAL’s Model
Law on Electronic Transferable Records
(MLETR) is certainly a good step forward
towards a unified legal framework but how
long will it be before a global roll-out? Since
2017, only three countries have adopted the

standards, albeit two of them this year
though (Singapore and Abu Dhabi Global
Market).

Top down intervention needed
Whilst the zeitgeist is not facilitating multicountry agreements, a simple bottom-up
approach to push for an accelerated
digitalisation of trade documents is likely to
illustrate the myth of Sisyphus, who was
condemned to repeat forever the same task
of pushing a boulder up a mountain, only to
see it roll down again and again. A top-down
effort is therefore necessary. Until a
multilateral organisation takes ownership of
the digitalisation project for trade,
capitalizing on the multiple private sector’s
initiatives, little progress is warranted. Under
the helm of organisations such as the World
Bank or the World Trade Organisation, a
consensus could be built with the support of,
among others, the ICC, the International
Chamber of Shipping, the Berne Union,
Existing project sponsors and selected incountry trade promotion councils.
Indeed, amid the 2008 financial crisis, the
close cooperation between the World Bank,
the IMF and the WTO was instrumental in
pushing the trade finance agenda with the
G20 and to navigate safely out of the great
financial crisis. What is at stake today is even
more important and critical: to allow trade to
get more efficient and reliable through a
tamper-proof streamlining of document
flows which in turn will channel more private
money to support trade flows. As the world
gets more polarised, and as economies are
shaken by the pandemic, trade deserves
special care. Making it safer and more
efficient should be on top of the agenda for
multilateral institutions. Too little will happen,
too slowly without their decisive action. n

What is at stake today is even more important and
critical: to allow trade to get more efficient and reliable
through a tamper-proof streamlining of document
flows which in turn will channel more private money to
support trade flows. As the world gets more polarised,
and as economies are shaken by the pandemic, trade
deserves special care.
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A young professional’s
perspective of export
credit in a time of
change and innovation
By Emily Kate Gray, Senior Associate, International and ECA Relations, EDC.

As a young international relations
professional working for Canada’s Export
Credit Agency, Export Development Canada
(EDC), I have had a unique perspective to
experience how ECAs have responded to the
critical events that have shaken our world
over the past two years. I’ve observed a
fascinating parallel between young
professionals and ECAs in this time of rapid
change: we are both motivated to seize new
opportunities to innovate, collaborate, and
make a bigger impact than ever.
Moreover, each of our ‘cohorts’ is
committed to heightened environmental,
social and governance (ESG) awareness like
never before. What a powerful combination
when it comes to driving greater
international trade for our exporters! ECAs
have an unprecedented opportunity to
increase their impact, not only in terms of
traditional export credit instruments but by
looking farther ahead to envision the
strategic ECA of the future.
Allow me to make the case that it is time
for more ECAs to take advantage of this
pressing opportunity – climate finance,
digital trade, and product innovations being
just some of the current stepping stones to
get there – and that it is imperative to ECAs’
success that they grow and leverage the next
generation of export credit professionals
along the way.

ESG
The world is at an inflection point and is
shifting priorities to support recovery. This
recovery will look different than those
following previous crises in that there is a
heightened awareness of the need to

transition to a low
carbon future and to
leverage sustainable
finance to get there.
EDC has committed to
being a part of this
future and to support
Canadian exporters in
building back better –
and greener.
Emily Kate Gray
It was in 2012 when
EDC recognised cleantech as a corporate
priority. Since then, we have supported $13.5
billion in Canadian cleantech exports. Today,
EDC continues to be the single largest
financier of Canada’s cleantech industry with
hopes of driving even greater success for our
cleantech exporters. Building on this
trajectory, in 2019, EDC announced a new
Climate Change Policy and launched a new
Human Rights Policy built on the UN Guiding
Principles on Business and Human Rights.
This was a first for a Canadian commercial
banking institution and for ECAs. Also in
2019, EDC released its first carbon reduction
target to reduce EDC’s exposure to carbon
intensive sectors in its financing portfolio by
15% over five years. We met this target in
record time and have set a new target of
40% below 2018 levels by 2023. In 2021, EDC
also committed to achieve net-zero carbon
emissions by 2050, not only in our
operations but our portfolio as well – joining
the government of Canada and thousands of
other companies around the globe. Put
simply, EDC is committed to supporting and
enabling sustainable and responsible
business for our exporters.
As a young professional, it is exciting to
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work within this space. It is even more
inspirational to see my organisation help lead
the way in many of these initiatives that
require thinking long term, acting bolder, and
executing with agility. The next generation of
professionals wants to see ambitious
mandates executed with bigger impact
through strong environment, social, and
governance commitments.

Digital transformation
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It goes without saying that the future is
digital and data driven. ECAs do not exist in
a vacuum. We are also adapting to use data
analytics to understand, predict, and
enhance our customers’ experience.
Automation advancement has resulted in
using real-time data to shift our priorities
accordingly. It is an exciting time to work in
international trade as digital capabilities are
enhanced. According to the OECD, increased
digitalisation is linked to greater trade
openness and to selling more products to
more markets. Digitalisation of trade
processes can help reduce the costs of trade
at all stages of the supply chain.1
As an ECA, digitalisation can even out the
playing field, open doors to more
collaboration and innovation. Collaborating
with other ECAs and international
associations has allowed us to leverage each
other’s expertise and to embed issues such
as ESG and climate to better support our
exporters. EDC has continued to emphasise
the need for strong data to better
understand the world of export finance, the
gaps, and how ECAs can fill those gaps.
In 2021, we launched our first 10-year
(2030) strategy. This strategy, anchored on
impact for Canadian trade, includes a
targeted focus on a segment with high
potential for growth: mid-market exporters.
To better serve our customers, we had to
rethink our channels of support and embark
on a digital transformation.
We also had to redeploy internal resources
to improve our delivery based on the
customer need. We have launched an
internal incubator called the Mid-Market Test
Lab, an initiative to identify new
opportunities to help grow Canada’s medium
sized companies into successful exporters of
the future. The lab works on identifying midmarket growth opportunities, recognising
target sectors, validating methodologies, and
assessing international growth needs. All
done through data analytics, user experience
analysis, and effective digital collaboration,

Young professionals dream
big and think digitally.
They want to be a part of
strategic decisions that
will affect their lives going
forward. ESG is important
and impactful for us. We
are the next generation
of ECAs, their policies,
and want to contribute to
its legacy.
this initiative is innovative, agile, and
concentrated on the needs of our exporters.

Young professionals
I am a young professional, one with the
privilege of chairing EDC’s Growing
Professionals Committee, an employee
resource group that supports this growing
demographic of our workforce. I also
represent young professionals in EDC’s
Inclusion, Diversity and Equity Council, and I
have recently become a member of the Core
Committee of the Berne Union’s own Young
Professionals Initiative.
I therefore have a close eye on my
generation – the next generation of export
credit practitioners – and I can attest with
much certainty that young professionals are
excited to be here and they want to be
included in this time of change. They
demand transparency, diversity, inclusion,
and equity. They seek collaboration,
innovation, agile work, flexibility, and high
growth opportunities. Young professionals
dream big and think digitally. They want to
be a part of strategic decisions that will
affect their lives going forward. ESG is
important and impactful for us. We are the
next generation of ECAs, their policies, and
want to contribute to its legacy.
Now is the time for transformation and
impact: ESG impact, digital impact, and
generational impact. I am excited to work
toward a better, stronger, and more
sustainable future – a future in which ECAs
have an ever more important role to play. n
Note
1

https://issuu.com/oecd.publishing/docs/oecd__making_the_case_for_g7_digital_trade_princi?fr=
sZmNmZTI5ODk2NDE
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HBOR’s product
innovations during the
COVID-19 pandemic
Ivana Petković, Specialist, Export credit insurance at HBOR, gives an
overview of the Croatian agency’s experience of the pandemic, and
the personal dimension.

Learn, grow, adapt, last. We live in an everchanging world where what is considered
unusual and new today, easily turns old
fashioned tomorrow. As a result, constantly
learning, improving, and keeping up to date
with global trends has become a necessity
in life.
Learning occurs in a variety of situations,
some of which sneak upon us suddenly and
become quite unpredictable. The COVID-19
pandemic turned out to be such an event,
showing up unexpectedly, impacting the
whole world in one way or another and
providing us simultaneously with many
learning opportunities.
Professionally speaking, the pandemic is
teaching us many things, regardless of one’s
profession or work experience. On the one
hand, it is highlighting many systematic
issues associated with both global and local
economies, such as unequal economic
development, inadequate regulation of
certain markets, (un)fair competition,
consequences of too much reliance on
certain industries, etc. On the other hand,
it is also having some positive effects in

optimising many
professions and
bringing competitive
advantage to ones
that have quickly
responded to it
by recognising
the importance
of adaptation,
insisting on
Ivana Petković
collaboration,
developing new products, using the benefits
of digitalisation, etc.

Croatia’s experience
In Croatia, the pandemic took most
companies by surprise, first in 2020 by
appearing, and then in 2021 by still being
present. As Croatia’s only development bank
and its export credit agency, HBOR’s role in
implementing decisions of the Croatian
government and managing impacts of the
pandemic on the Croatian economy is
significant. Due to this, since the start of the
pandemic, HBOR has implemented several
COVID-19 measures to support Croatian

In Croatia, the pandemic took most companies by
surprise, first in 2020 by appearing, and then in 2021
by still being present. As Croatia’s only development
bank and its export credit agency, HBOR’s role in
implementing decisions of the Croatian government
and managing impacts of the pandemic on the Croatian
economy is significant.
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entrepreneurs in these challenging times.
This has been firstly, by modifying some of
its existing insurance programmes to meet
the needs of the market affected by the
pandemic, and secondly, by introducing
some new and specialised COVID-19
programmes.
In this area, the ‘Programme for the
Insurance of Exporters’ Liquidity Loan
Portfolio’, proved itself to be one of the most
impactful measures in Croatia to address the
economic difficulties caused by the COVID-19
crisis. The Programme was introduced as a
portfolio insurance programme in April 2020,
soon after the pandemic reached the
Croatian market. The reasons for
implementing it as a portfolio programme
was that HBOR is a small ECA and when
considering possible COVID-19 measures, it
was concluded that it would not have
sufficient resources for issuing individual
guarantees for the expected large volumes of
liquidity loans. It was also considered that a
portfolio programme would be more efficient
as banks could independently include loans
that meet the prescribed criteria in the
insured portfolio and report it to HBOR.
On top of that, just a few months prior to
the pandemic, HBOR had implemented
another portfolio insurance programme
(made for SMEs), the main characteristics
and documentation for which had already
been agreed with banks. All of this made it
possible for HBOR to put the new
Programme in place quickly, by tailoring its
existing portfolio programme to meet the
requests under the Temporary Framework
and current market needs.
In the beginning, the Programme covered
up to 50% of the principal amount and the
contracted interest. The initial attention it
received from banks in Croatia was greater
than the interest in any other of HBORs
insurance programmes, evidenced by the
fact that HBOR had quickly signed
agreements on cooperation under this
Programme with most of the banks
operating in Croatia, with a portfolio volume
we agreed upon of almost three times larger
than our total exposure to all other insurance
products we offered at that time.
However, the approved portfolio volumes
were not being used by banks as expected
due to the extremely high uncertainty of the
market in which banks were unwilling to
provide new loans without higher
percentages of insurance coverage, and
because many businesses decided not to

The ‘Programme for the
Insurance of Exporters’
Liquidity Loan Portfolio’,
proved itself to be one of
the most impactful
measures in Croatia to
address the economic
difficulties caused by the
COVID-19 crisis. The
Programme was
introduced as a portfolio
insurance programme in
April 2020, soon after the
pandemic reached the
Croatian market.
take out new loans, but to ensure liquidity in
another way. As a result, certain changes to
the Programme were made so that it
reflected the needs of the market, including
increasing the coverage up to 90% of the
loan principal amount. Additional significant
improvement of the Programme was
introducing the possibility of subsidising the
insurance premium amount up to 100%.
Those changes proved to be crucial for
increasing the usage of the Programme,
resulting in HBORs total insurance turnover
almost doubling in the first nine months of
2021 in comparison to the whole 12 months
of the pre-pandemic year 2019. In those first
nine months of 2021, the COVID-19 portfolio
programme made up 67% of HBOR’s total
insurance turnover.
HBOR was able to act quickly in the crisis
for several reasons, the first one being that
we are constantly working on improving our
products, which is why we had a great preexisting product that we could quickly
modify to fit the COVID-19 needs. Secondly,
we had the support of the Croatian
government, so we were able to quickly
adjust some of the conditions of the
Programme and lift some of the existing
restrictions. The third, and possibly the most
important, reason is that we have a small but
diverse and dedicated team, which was
determined to push through all the obstacles
and to timely deliver a much-needed COVID19 measure for the Croatian economy.
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The challenge

The personal dimension
On top of all that, for me personally, as
someone who by the start of the pandemic
had been working in export credit insurance
for about three and a half years and had just
started to feel completely ‘comfortable’ with
our existing products, working on this
product also felt challenging because my
experience in developing new products was
limited, as my work up to that point related
mostly to underwriting. At the same time,
being a person that functions optimally in a
hectic environment with short deadlines and
enjoys learning and working in different

Among other things, we have learned about the
importance of state-owned ECAs as a safety net
when the private market fails, that we always need
to keep up to date with market needs and to be
willing to adapt.

MARKET TRENDS

However, creating and modifying the
Programme was definitely challenging for all
of us in HBOR, as it had to be done in a very
short time and included many discussions
and workshops with banks and
entrepreneurs, constant communication with
the European Commission and knowledge
sharing with other ECAs, while at the same
time we were struggling with some other
issues (for example, lack of practice on
certain topics, logistical and technical
problems, etc.).
This was amplified not only by the
pandemic, but also some other unfortunate
events influencing the Croatian economy and
us personally, for instance, the earthquakes
that hit Croatia. Another stumbling stone for
us was how to maintain a healthy work-life
balance during this period, when many were
affected by the coronavirus and working
long hours became essential so that our
regular work, combined with all the COVID-19
innovations and modifications, would not
suffer. It was especially difficult to stay
focused and driven as we did not know what
to expect from the pandemic, how long the
crisis will last, and whether all our efforts will
be sufficient and appropriate. At the same
time, we knew that if the product was used
abundantly, it will mean potential large
volume of claims in the future.

aspects of the business, I also saw this as an
opportunity to improve my skills and
knowledge of the industry.
Through all of this, the professional
development of all of us in HBORs team has
undeniably accelerated significantly, as it led
to both collective improvements (better
understanding and collaboration of our
team), and individual ones, by gaining a lot
of new and versatile knowledge and
experience in very short period.
Among other things, we have learned
about the importance of state-owned ECAs
as a safety net when the private market fails,
that we always need to keep up to date with
market needs and to be willing to adapt. On
a larger scale, it was also nice to see that our
efforts have not been left unnoticed, as they
were recognised and supported by the
Croatian government, banks, and
entrepreneurs.
Lessons learned by our team while
working on this product are proving to be
especially important in the implementation
of our other products, where best practice
from this product is applied. For instance,
HBOR is currently developing a new portfolio
guarantee scheme for the insurance of
investment loans which will be conducted
under the Recovery and Resilience Facility of
the European Commission and is expected to
be introduced in the first half of 2022.
Some say that feeling challenged by work
is necessary in order to remain stimulated
and is vital for personal growth. With
everything that has happened, this has
proven to be true, and if the last two years
have taught us anything, it is that
unexpected situations can occur at a
moment's notice and they can result in
immense consequences. For this reason, it is
crucial to take advantage of each
opportunity to learn and develop, both
individually and collectively, as by constant
learning, one can grow, easily adapt if the
situation requires it and last even in the times
of severe uncertainties. n
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Bridging the gaps of ECA
long-term reinsurance
activities and public
procurement needs
Interpreting public procurement rules is a complicated business. Here
is a guide to how to go about unpicking the complexities of
regulations and processes and interpreting how ECA reinsurance can
be used in conjunction with public procurement. By Célia Mallart,
Director, Structured Credit and Political Risk and Ralph Winkler,
Executive Director, Structured Credit and Political Risk at
Arthur J Gallagher.
The Berne Union estimates that $45 billion of
exposure has been placed in the private
reinsurance market (treaty and facultative)
by ECAs. Collaborations between
governmental ECAs and privately owned
credit and political risk insurers are
increasing. ECAs usually follow procurement
principles when appointing a broker. Some
are now even considering the need to
procure private reinsurers. But the
regulations and processes are complex. The
interpretation of public procurement rules is
a key topic on ECAs’ agendas, and ECA
reinsurance in combination with public
procurement is mainly unchartered water.
Each country and ECA has its own national
regulations/interpretations. Therefore, we
want to sort out some of the principles and
challenges ahead, given our experience
gathered over the last couple of years.

The key procurement principles?
The core principles of public procurement
are designed to achieve a competitive and
open procurement market:
l Transparency
l Equal treatment
l Open competition
l Sound procedural management
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The EU ‘Tender Directive’1 [and consolidated2]
draws attention to these principles and is
becoming the best practice reference
document for ECAs considering reinsurance.

Célia Mallart

The table (Figures 1)
shows the procedures
usually applicable to
ECA reinsurance
activities.
Some ECAs have
taken a step back from
reinsurance activities,
due to the burden of
the procurement rules,
and lack of
procurement
experience.

What to consider
before starting a
procurement
process
In short, time,
confidence and proper
planning will be of
Ralph Winkler
great help. Navigating
through the public procurement process is a
serious project management undertaking. Do
not underestimate the workload and
mobilisation of resources this type of project
requires of the ECA internal teams, brokers
and reinsurers. Designing and carrying out a
fully compliant procurement process is both
time and resource consuming. If not
managed correctly, it can lead to an overengineered and costly process, with a suboptimal outcome that could ultimately
jeopardise the ECA’s reinsurance activities.
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Engaging with the market
ECAs are strongly encouraged to conduct
market consultations (Art. 40). In our
opinion, engaging with market players
(bidders) will help the ECA understand the
complexity of the process, the level and type
of services they require, and contribute to
drafting a more effective tender. This is not
intended to challenge public procurement
principles – all potential bidders should still
be treated fairly and equally at all times.

How does an ECA procure its broker?
Step one – ECAs looking to appoint a broker
usually go through either a formal tender
process or at the very least a form of ‘beauty
contest by invitation’ where brokers pitch to
the ECA.
Step two – The ECA and the winning

broker(s) sign a Framework Agreement
laying out the terms and conditions of the
cooperation. The term of the Framework
Agreement is usually four years, but the EU
Directive stresses that it can be extended
(Art. 33). It is indeed up to the ECA to
interpret what term is needed and best
suited for them.
The heart of the tender will be the
selection and awarding criteria chosen by the
ECA (Art. 57, 58 and 67). The selection
criteria define the minimum requirements to
participate. The award criteria are a
combination of price and qualitative criteria.

MARKET TRENDS

The minimum timescale to receive bids
from tenderers (economic operators) is 35
days (Art. 27 of the EU directive), with an
additional 10 days for the standstill period. In
practice, the entire tendering process, from
drafting to signing the Framework
Agreement, generally takes significantly
longer than anticipated.
The outcome of the process must be
understood by all stakeholders. The ECA
should be confident it won’t be challenged
with the way the process was handled, and
with its outcome.

How does an ECA go about awarding
the tender to a broker?
According to procurement rules, the most
economically advantageous bid should be
awarded. This can be assessed based on (i) a
price only approach, (ii) a cost-effectiveness
approach, or (iii) a best price-quality ratio
approach.
In practice, deciding which approach to
use is the most complex task when drafting a
tender. Most ECAs will find that the term
‘most economically advantageous’ remains
tricky to define accurately.

The balancing act of quality versus
price
The ECA should balance which criteria are
given the most weight in the awarding

Figure 1: ECA reinsurance procedures
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process. This will shape the quality of bids,
service levels, relationships and broker
engagement during the term.
Art. 69 of the Directive warns against
abnormally low bids. Abnormally low prices
should be justified by the bidders to the
ECA, who can reject the bid should the
explanation not be satisfactory.
Should the ECA also procure the
reinsurers?
Currently, some public bodies do tender
insurance purchasing. This type of
procurement is however more common in
Property & Casualty, and to a lesser extent
Marine, Aviation and Environmental.
The private market is very immature with
regards to tendering for complex long-term
credit risk. This type of procurement has
been done before, yet a significant education
process of the reinsurers is still needed.
Procurement puts a burden of proof on the
reinsurers (bidders), even before they
consider the transaction at hand. The
additional layer of complexity for a reinsurer
to participate can be cumbersome from a
compliance perspective. Quite a few
reinsurance companies will be hesitant to
engage in it.
As such, the selection and award criteria
should be designed to encourage rather than
dissuade reinsurers. It is also important to
consider the proportionality of certain
questions in the selection process and their
relevance to the procurement.
Keep your eyes on the prize – the ECA,
together with the broker, should look to
develop an outcome led procedure.
As stated earlier, focusing purely on
procurement runs the risk of engaging in a
substantial project management exercise,
rather than capacity creation on the best
commercial terms for the placement. Formal
procurement for Treaty placements will
prove even more challenging, due to
uncertainty of the pipeline at the time of the
tender. On the other hand, facultative
transactions are known from the start, which
gives the bidders more visibility when
deciding whether to participate in the tender.
Long-term credit reinsurance is furthest
possible from an off-the-shelf product.
The preparation of the tender is by far the
most important part of the process. The
decisions made during this phase will shape
the success of the entire procedure. The
purpose here is to:
l Identify the needs and define the end
purchase/contract

Understand reinsurers’ willingness to go
through the extra tender layers
l Identify internal stakeholders’
requirements
l Prepare the timeline of the project.
l Understand reinsurers’ interest to
participate in the underlying risk
l

The ECA should choose a procurement
procedure reflecting the type of reinsurance
activity and frequency they would like to
engage in.
The key is to balance the need for
appetite in the market on the best possible
terms, and to create a simple and
transparent procedure paving the way for
the appropriate market participation.

Lessons in brief
Reinsurance combined with procurement
is a complex process that can easily be
overengineered. It is critical for all parties
involved, specifically the ECA and the
broker, to be very well versed in the topic.
The broker must be able to demonstrate
that they understand the obligations and
can handle the ECA’s requirements. The
ECA, as the contracting authority, is the
ultimate risk taker in this process.
l Carrying out a fully compliant reinsurance
procurement is feasible but very much
still in its infancy. The ECA must consider
time, commitment and cost of this
project, as well as commercial outcome.
l Whether the ECA decides to (i) procure
the broker, or (ii) procure both broker and
reinsurers, reinsurance requires strong
collaboration and teamwork. The ECA
should consider the type of relationship
and services they wish to get from the
reinsurance marketplace.
l

The role of the broker has evolved, and
market dynamics are ever changing.
Demonstrating excellent reinsurance
knowledge, deep understanding of ECAs,
capacity for innovation, expertise on
procurement rules and project management
skills is now a natural part of the job. The
competent public sector broker of today is a
juggling multi-tasker. n

Notes
1

2

https://eur-lex.europa.eu/legalcontent/EN/TXT/?uri=celex%3A32014L0024
https://eur-lex.europa.eu/legalcontent/EN/TXT/?uri=CELEX%3A02014L002420200101
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Beyond financial services:
The responsibility of
export education and
cooperation
Gergely Jákli, CEO, Chairman of the Board of Directors, EXIM Hungary,
discusses the achievements and strategic priorities of the export credit
agency. Education and cooperation are at its heart.

As an export credit agency of a small
country with a large export exposure, the
main focus of our five-year strategy launched
in 2017 was business growth and increasing
the share of SMEs in the portfolio. Now, the
best way I can summarise the results of the
evaluation of the closing strategy period is
that the past period consisted of years of
milestones.
We can see that the integrated profile of
banking and insurance under one
management and governance board, the
one-stop shop customer management, the
wide range of products within the financing
options are a great advantage in an economy
where, by comparison, the volume of exports
is close to 80% of total GDP volume, but the
range of players is concentrated. The figures
show that the path we have taken has been
the right one and has laid an excellent
foundation for future development.
We have almost doubled our total asset
portfolio, increased the number of clients by
nearly two and a half times in the last five
years and 90% of our customers are from the
SME segment. Of course, the pandemic has
shifted the focus. In the crisis period, we
placed considerable emphasis on domestic
lending to our exporters, which is necessary
in an open economy like that of Hungary as
the stabilisation of and financial support for
the players in the export structure has a
butterfly effect on the management of even
the smallest player in the economy.
It is no coincidence that ours was the
second most sought-after compensation
loan product after the central bank's
programme, and the relaxation of the EU's

temporary framework
has led to a significant
increase in the number
of relations from the
EU and industrialised
OECD countries in our
insurance portfolio. In
the past 18 months,
our role as an ECA has
been greatly valued by
Gergely Jákli
our exporters,
which also contributed to the growth of the
number of our clients. At the same time, our
foreign risk exposure increased by almost
300%. Acting as an agent, we conducted our
largest ever transaction, the production of
1300 railway carriages for Egypt, and we
implemented sustainability and social
projects in sub-Saharan Africa. So, we will
build on this base in the future.

At the start of a new strategic period
Our mission is to act as a financial engine
supporting Hungarian enterprises that
participate in world trade, global FDI projects
and sustainable development. The aim is to
increase the share of both direct exporters
and economic operators using ECA
products. We should act and operate as a
facilitator in the future. We have developed
our Business Strategy 2022-2026 in this
spirit.
Growth orientation is of course constant,
but soft aspects that could previously be
considered more as CSR activities have been
integrated into our KPI framework. The
majority of Hungarian SMEs were established
at the time of the regime change, in the early
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1990s, so a very intense wave of generational
change has started, and this process will also
involve a change of attitude. Firms are
becoming more open and ambitious in the
field of exporting, and being an ECA, it is
both a great responsibility and opportunity.
This ‘rejuvenation’ process can be a game
changer for firms and much depends on us
as to how the new generation is socialised in
terms of export finance awareness.

Beyond providing financial services
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A prerequisite for export success and for our
own market share is that companies increase
their own economic awareness and use the
financial instruments at their disposal in a
conscious and structured way, and this is
where we see our task. We should become
more visible, we have to educate, and we
have to not only meet the demands, but we
also have to create a market for them
through our own network.
In the global competition, those who are
not aware and prepared will not succeed.
Organic growth is becoming less and less
common, but a prerequisite for a stable
position and growth is that operation,
planning and strategy are properly
supported by well-chosen tools. The quality
and skills of the firms’ organisation and
human resources are important factors in
their export readiness. In the future, we will
play a role not only in enabling companies to
turn to us as a centre of excellence for export
finance, but also in creating their
professionals, the next generation of foreign
trade professionals.
We are currently running a university
course, but in the future, we will not only
further develop this course, but we will also
expand the number of our higher education
partners, provide internships for students so
that later, the client, as an exporter will be
able to employ someone responsible for the
financial planning of the company who
knows when and where to turn to obtain
support for their operation with the provision
of the most appropriate scheme.
An important target group of our
education strategy is the corporate sector in
general, which we mentor through export
finance workshops and corporate training,
either with other professional organisations
or with our banking partners. We see the
principle of knowledge and experiencesharing as a major driver for exports and we
will use all possible means and channels to
promote this idea.

Market creation
Cooperation is becoming increasingly
important among the various players of the
financial world, among the actors of the
export credit and investment insurance
industry, development or commercial banks,
private and public players, insurance
companies, banks and insurers. We must
cooperate to be able to act as facilitators
who support the implementation of
important projects, who embrace innovation
and social, health and infrastructural
inclusion where necessary and who are at
the forefront of financing projects that
respect and promote sustainability.
No one knows better than our industry the
global market, the shifts caused by COVID-19,
the structured nature of the world's major
projects, the complexity and diversity of
supply chains since we play a role in a
significant part by providing both financing
and insurance facilities. An important part of
our strategy is to use this network and
experience to create a market for our
customers in the future. We've been in the
foreign market for 27 years, we currently have
clients in 62 countries, and as a result we are
able to act as a facilitator to open doors so
that as many projects as possible incorporate
Hungarian products and services.
The organisation of the Annual General
Meeting, the discussions there and our
membership in the Management Committee,
in addition to confirming how we saw
ourselves five years ago and what we
envisioned for 2021 – ‘a small ECA with great
potential’ – provide an excellent background
and environment for our continued growth.

Main priorities for the next five years
So, in the strategic period starting in 2022,
we see our engagement in a much broader
perspective, which will serve as the basis of
our portfolio growth. While maintaining our
focus on SMEs –continuing the trend of
recent years – we want to enter more and
more relations, and we plan to focus on club
loans. The pandemic has also driven
Hungarian companies towards FDI projects
and we will be their partner in financing
them. Sustainability objectives will permeate
our entire operations. Already this year we
have stopped financing activities or
developments that are not carbon neutral.
Within five years, a relevant share of our loan
portfolio will be green loans, for instance,
transactions that support domestic and
international climate goals. n
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Answering the call:
Strengthening the
financial sector through
credit reporting
By Oussama A Kaissi, CEO, ICIEC

Export Credit Agencies (ECAs) and
Specialized Multilateral Insurers (SMIs) are
mandated to facilitate trade in some of the
most challenging markets and geographies.
They are established to address market gaps
and catalyze the private sector by assuming
risks that it is unable or unwilling to take.
Meanwhile, ECAs and SMIs also need to be
financially sustainable. As such, they need to
carefully vet and assess the political and
commercial risks that they are underwriting.
To do so, access to reliable credit information
on buyers is essential. However, obtaining
this information often poses a challenge. The
lack of access to accurate credit information
on buyers becomes an obstacle to trade
particularly in less developed economies and
markets, and for small and medium-sized
buyers.
Credit reporting systems have an essential
role in collecting, storing, and making credit
information on individuals and corporates
available to lenders and insurers, as well as
exporters. These systems allow for a more
accurate assessment of the risk. In turn,
these systems also contribute to increased
access to finance and facilitate trade,
especially with small and medium-sized
buyers. Trade on an open account basis
would not be considered in less advanced
economies and markets without access to
buyers’ credit information.

Why are credit
reporting systems
essential, and how
do they benefit
transaction
parties?
In export transactions,
there is asymmetric
information about the
risks. As such, lenders,
Oussama A Kaissi
insurers and exporters’
knowledge of buyers’ likelihood to default on
payment is not based on accurate data.
Information provided by the corporates
cannot be solely relied on, as they have
incentives to embellish their risk profile and
may not be competent judges of their risk
profile. When left without verification, this
asymmetry in information can lead to
misallocation of credit and price distortions.
Credit reporting systems, such as public
and private credit registries, significantly
improve access to reliable data, mitigating
against the challenges of information
asymmetry. These systems provide up-todate credit history for corporates, including
their total number of current loans,
repayment history, and previous
bankruptcies. Credit reporting systems allow
lenders and insurers to make more accurate
risk assessments and conduct more
transactions, reducing default rates and

Credit reporting systems allow lenders, insurers, and
exporters to reduce default rates and increase
transaction volumes significantly.

189

Berne Union 2021

Benefits of credit reporting systems to transaction parties
Lenders, insurers & exporters

Borrowers & buyers

l Allow assessment of transaction
partner’s total indebtedness and
calculate borrower’s capacity to honour
their debt.
l Allow for greater information sharing
which allows lenders to review how
much and at what rate they lend to
borrowers.
l Pricing risk appropriately and providing
customized products and services to
meet clients’ specific needs.

l Good borrowers and buyers get
rewarded with cheaper rates and better
access to credit.
l Easier and quicker access to loans,
insurance, and trade.
l Increased awareness of financial
exposure contributing to better financial
management.

increasing transaction volumes significantly.
Credit reporting systems provide
improved access to finance at better rates
and encourage sound financial management
for borrowers and buyers. Borrowers and
buyers are rewarded for timely payment and
other good behaviours with improved credit
scores and their benefits.

How do credit reporting systems
foster development and trade?
Economic development
Access to – and transparency on – credit
information is essential for the stakeholders
involved in the transactions and the broader
financial system and economic development.
When credit information gaps are filled, there
is also an opportunity to fill financing gaps,
leading to increased economic activity and
growth. Credit reporting systems directly
impact the allocation and price of credit,
contributing to economic growth and
income distribution and creating safer
lending environments. These systems lead to

improved economic efficiency and
distribution.
Inadequate access to finance is a critical
constraint to economic development. In the
Global Financial Development Report
2015/2016, the World Bank estimates that 2.5
billion people lack access to formal financial
services1. An estimated 70% of traditional
small and medium-sized enterprises in
developing economies are either unserved or
underserved by the formal financial sector2.
Credit reporting systems strengthen
countries’ financial structures. Credit
reporting systems directly impact increased
access to finance, which mobilises savings to
increase investment and consumption.
Increased access to finance also has an
impact on increased income equality and
poverty alleviation. Therefore, credit
reporting systems can be invaluable
development tools.
Trade
In export and trade, lack of credit information

Building blocks of credit reporting systems
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l Credit reporting systems are formed by establishing institutions that are supported by the
public and private financial sectors and backed by strong legislation.
l Sound data protection and consumer privacy legislation is central to the establishment of
credit reporting institutions.
l Governments need to ensure that legal frameworks are in place to protect the privacy of
buyers and borrowers but do not constrain the activities of the credit reporting
institutions.
l Exporters and lenders must be made aware of the services of credit reporting institutions
l Businesses/buyers and lenders must be made aware of the benefits of the same
institutions to garner public trust and support.
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ICIEC’s role and experience
ICIEC’s mandate is to foster trade through
the mitigation of political and commercial
risks and foster economic development in a
broader sense within member countries of
the Organization of Islamic Cooperation
(OIC). Twenty-one of the 57 OIC member
countries we serve are classified as Least
Developed Countries (LDCs), and 16 are

With a determined
purpose to support
development and
prosperity in OIC member
countries, ICIEC aims to
put to use the credit
information it holds –
fostering local lending
and economic growth.
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is often a significant obstacle to financing
transactions. Exporters seek to
understand buyers’ capacity and tendency
to pay for the products they order.
Without a credit report, this becomes
increasingly difficult and expensive.
Foreign buyers’ credit reports are essential
risk assessment tools for exporters. They
provide the history of the buyer’s credit
behaviour and help exporters determine
whether to enter transactions and on what
terms. Buyers’ credit reports are also often
essential for obtaining export credit
insurance policies.
Countries without credit reporting
systems are at an automatic disadvantage
in trade due to exporters’ inability to
assess their buyers’ risk profiles quickly
and accurately. At the same time, trade is a
proven driver of development and poverty
reduction. Therefore, creating credit
reporting systems in developing counties is
essential in improving their trade
environments and fostering development.

classified as low-income countries (LICs).
Figure 1 illustrates the assignment of OIC
member countries according to the World
Bank’s four income groups. As such, at ICIEC,
we strive to strengthen financial systems
within our 48 member countries to promote
trade and investment and ultimately spur
economic development and prosperity.
While the OIC member countries span
across four continents and have varying
levels of social and economic development,
weak credit information systems are a shared
challenge – impacting not only economic
development at a national level but also the
potential for intra-OIC trade – an important
stepping stone for economic integration, one
of the objectives of the OIC, and a core

Figure 1: OIC member countries income levels

High income
Low income

Upper middle
income

Lower middle income

Source: Developed for this article
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objective of ICIEC’s mandate.
At ICIEC, we often encounter challenges
due to a lack of reliable credit information in
our underwriting processes when assessing
individual trade transactions. ECAs and SMIs
constantly have to maintain a delicate
balance between fulfilling their mandates to
address market gaps, facilitate trade, and
ensure their financial sustainability.
As such, we see an opportunity to feed
two birds with one seed: foster economic
development in a broader sense and improve
the ability of lenders, insurers, and exporters
to assess the individual credit risk of
borrowers/buyers. We see a unique
opportunity for ICIEC and other SMIs and
ECAs to contribute to improved access to
credit information.

Role of ECAs and SMIs as
information holders
Over time and through our operations, ECAs
and SMIs, like ICIEC, become custodians of
specialised credit information in the
countries we serve. Through our nearly three
decades of operations at ICIEC, we have
gathered a significant amount of credit
information. With a determined purpose to
support development and prosperity in OIC
member countries, ICIEC decided to put the
credit information it holds to good use –
fostering local lending and economic growth.

OIC Business Intelligence Center
Large and reliable volumes of credit data are
instrumental for understanding the state of
business activity in any country. Intending to
fill that gap, ICIEC is in the process of
establishing an OIC Business Intelligence
Center (OBIC) to provide comprehensive
credit information for OIC member countries
and allow them to reap the associated
developmental benefits.
The OBIC will harness AI and blockchain
technology to deliver credit information that
is more accurate, convenient, predictive, and
quickly accessible. OBIC will be a significant

Large and reliable
volumes of credit data are
instrumental for
understanding the state of
business activity in any
country. Intending to fill
that gap, ICIEC is in the
process of establishing an
OIC Business Intelligence
Center (OBIC) to provide
comprehensive credit
information for OIC
member countries and
allow them to reap the
associated developmental
benefits.

value-add to ICIEC’s mission of enhancing
trade and investment across the OIC. OBIC
will provide meaningful benefits to member
countries, including an increase in intra-OIC
trade and investment volumes, along with
greater financial inclusion for MSMEs and the
unbanked citizens across the OIC. Once
established, the OBIC is slated to boost
private-sector lending in the least developed
OIC member states by an estimated $670
billion a year. n

Notes
1

2

World Bank. 2015. Global Financial Development
Report 2015/2016: Long-Term Finance. Washington,
DC: World Bank.
Stein, Peer; Ardic, Oya Pinar; Hommes, Martin.
2013. Closing the Credit Gap for Formal and
Informal Micro, Small, and Medium Enterprises.
Washington, DC: International Finance Corporation.

Once established, the OBIC is slated to boost the
private sector lending in the least developed OIC
member states by an estimated $670 billion a year.
192

Berne Union 2021

MARKET TRENDS

NPLs and European
banks: A problem for
credit insurers?
The volume of non-performing loans (NPLs) held by European banks
still remain relatively high. Are bank provisioning on NPLs and bank
regulations a cause for concern for the credit insurance industry.
Should they be? Do the banking and credit insurance industry
understand one another’s regulations? Henri D’Ambrieres at HDA
Conseil investigates.

Credit insurance has developed significantly
since the global financial crisis (GFC) of
2008/11, growing by 65% over 10 years
(according to Berne Union figures). Credit
insurance is recognised by corporates as an
efficient tool to share risks of some clients
whose creditworthiness can be questioned.
Over the same period, European banks have
also held significant volumes of nonperforming loans (NPLs) and the ratio of
NPLs on their balance sheets is higher than
in other regions.
According to data published by the EU
Commission, the ratio of NPLs declined from
6.5% in 2014 to 2.6% in 2020. But, in 2020,
this ratio was close to 2.0% in Japan, the UK
and the US. The rate of provisions against
NPLs in the EU increased from 44.4% in 2014
to 63.4% in Q2-2020. In its communication
on NPLs published in December 2020, the
EU Commission presented its priority:
prevent an accumulation of NPLs, especially
non-provisioned ones, using several tools.
These include:
1. The obligation made to EU banks to raise
provisions on NPLs held for some years
2. The sale of NPLs to financial investors
Credit insurers may think that these banking
rules are not a concern for them. Is that
correct?

Provisions on NPLs in the EU
In 2019 the EU regulation on banks (CRR
2019/630) introduced the need for
regulatory provisions for loans signed on or

after 26 April 2019 and
defaulting after that
date via a 100%
regulatory
provisioning:
l NPLs not covered
by any guarantee
(mortgage, bank
guarantees, etc.), or
the uncovered portion
Henri D’Ambrieres
of NPLs, will be
gradually provisioned up to 100% between
two and three years after the default date
l NPLs covered by a guarantee, or the
covered portion of NPLs, will be gradually
provisioned up to 100% between three and
seven years after the default date
l For loans covered by ECAs (2019 CRR) or
other State Guarantees and MIGA (revised
2020 CRR), the provision will be raised to
100% seven years after the default date.
This rule, which only applies in the EU,
doesn’t make any differentiation between:
l An ineffective guarantee which leaves the
bank with unpaid amounts as the
guarantee cannot be called or used
l An effective guarantee which allows the
bank to be reimbursed as it was originally
scheduled by the bank with the defaulting
borrower
The need to raise a specific provision on a
loan which would not generate any loss
contradicts IFRS rules which recommend
aligning the level of provision with the
amount of the expected loss.
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In its ‘Communication on supervisory
coverage expectations for [Non-Performing
Exposures] NPEs’ published in October 2019,
the ECB differentiated between loans signed
on or after 26 April 2019 which will be
affected by the new CRR and loans signed
before that date. The latter will remain
governed by ECB rules which consider that
the provisioning might be inappropriate for
specific portfolio/exposures where ongoing
regular payments of principal and interests,
based on the official debtor’s cash flows, will
lead to a full repayment of the bank.
A general exemption from provisioning for
effective and performing guarantees would
be in line with the spirit of the statement
made by the European Banking Authority
(EBA) on the application of the prudential
framework regarding default on 25 March
2020. This states: “The prudential
identification of default includes a number of
mitigating factors to ensure that classification
to default is done under true circumstances
where economic losses are likely to be taken.”
European regulatory provisions do not
impact all credit insurers in the same way. If
the insurer is an ECA or MIGA, a unique
provision will be raised seven years after the
default while for private insurers and other
public insurers the provision will be raised
after five years (35% in year three and then
15% in each subsequent year until the
provision reaches 100% in year seven).
Regulatory provisions have no impact of
the P&L of banks but dramatically reduce
their capacity to lend. According to the EBA
Dashboard Q4 2020, the average equity ratio
(CET 1) of EU banks is 15.5% and the average
leverage ratio is 6.0%. If this loan is covered
by a AA-rated credit insurer, the most
constraining ratio is the leverage ratio and
the bank can lend 16.7 million with one
million of equity. If this loan is provisioned at
35% three years after the default date, the
lending capacity of the bank would be
reduced by 97.2 million (= 16.7 x 35%/6.0%)!
and by 277.8 million if the provision on a 16.7
million loan reaches 100%!
For EU banks, there are three solutions to
escape such a provisioning:
1. Get a change in the regulations in order to
exempt banks having to raise provisions on
the guaranteed part of an NPL if the
guarantee is a valid one and the guarantor
is paying according to its commitment
instalment by instalment. The reason for
this would be that the bank does not
expect any loss on the covered portion.

2. In the absence of any regulatory change,
get an option for a full indemnification
from credit insurers when the need for a
provision arises. Credit insurers may
object that they could deal with non-EU
banks in order to escape such a request
but then their European business might be
at risk.
3. Sell their NPLs as the need for provisions
will then disappear.

Sales of NPLs to financial investors
In order to share and reduce their risks, some
banks consider the recourse to credit
insurance. But this will not prevent the
occurrence of a default and in such a case
the classification of the whole loan, for its
uncovered portion and its covered portion,
as an NPL.
In this case, in line with the EU
Communication, the sale of these NPLs
would be an efficient solution to prevent
their accumulation. Potential buyers could
include securitisation vehicles, asset
management companies, electronic trading
platforms and other financial funds.
The EU Commission considers that this
market is not transparent and the asymmetry
of information generates large spreads
between bid and ask prices. Templates
shared by banks and investors might then be
a tool to increase market efficiency. For this
reason, the EBA launched a consultation on
templates for NPLs which will close on 30
August 2021. Banks and investors are asked
to fine-tune existing templates to ease the
development of this secondary market. At
some stage, banks might be requested to
publish these templates for all their NPLs.
If a bank sells its NPLs, the new lender of
record will become the insured party.
Financial investors might not behave like
banks with credit insurers in recovery
processes. Some polices may prevent the
sale of an insured loan without the consent
of the credit insurer but the enforcement of
such a clause might be problematic if the
bank is requested by its regulator to sell its
NPLs.
The templates on NPLs proposed by the
EBA could also rise some concerns within
the community of credit insurers as they
show that credit insurance is not clearly
recognised as a credit risk mitigant.

General recognition of credit
insurance by banking regulators
Credit insurers have a limited knowledge of
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supposed to pay the whole outstanding
amount once a default appears but it does
not reflect the rules normally prevailing on
the credit insurance market.
This limited reciprocal knowledge might
also explain the request made by Basel III to
increase dramatically from 10-15% to 45% the
LGD which applies on credit insurance. Risk
Weighted Assets (RWA) allocated to such
loans might then multiplied by three or four.
The interest of banks in credit insurance may
be badly affected and some corporates
could be prevented from using banks loans
to fund their portfolio of receivables if their
pricing increases too much.
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banking regulations as they are not directly
affected and banking regulators also have a
limited knowledge of credit insurance which
is not under their control. This reciprocal
deficiency could explain some
misunderstanding.
Credit insurance is not dealt by the texts
of Basel III or the CRR (its EU transposition).
However, in 2018, the EBA recognised that
credit insurance could be dealt with as a
guarantee in the category of ‘Unfunded
Credit Protections’ if it meets the
requirements applying to a guarantee. While
in 2011 Basel III allowed the guarantor to
‘either make one lump sum payment or to
assume the future payment obligations of
the counterparty covered by the guarantee’
in case of default, this recognition might only
occur in 2023 in the new CRR if the
suggestion made in 2018 by the EBA is
considered. This might explain why today
some EU banking regulators expect a full
indemnification when a default occurs.
For a credit insurer, a loan is
nonperforming when an instalment is not
paid as scheduled. For banking regulators,
when a borrower defaults on some loans
which represent at least 20% of the global
exposure of this debtor towards a bank, all
loans extended by the bank to this borrower
have to be considered as defaulting, even
those which are reimbursed on time! Then
regulators can require to raise a provision on
a loan signed with a defaulting borrower
although no claim was ever addressed to the
credit insurer for the covered portion.
The CRR recognises several types of
collateral which can be added on a loan to
mitigate risks for the lender. They include
Funded Credit Protections (FCPs), such as
cash, Unfunded Credit Protections (UFCPs)
such as guarantees or credit insurances,
properties or other physical collateral such as
cars, ships or other equipment. However, the
templates on NPLs proposed for discussion
by the EBA focus on property and other
physical collateral. Regarding other UFCPs:
l Guarantees are mentioned among nonproperty collateral and credit insurance
does not exist
l Insurance probably only refers to
insurance on physical collateral
l It is not possible to mention that a
guarantor is paying (as it was committed
to do) instead of the original borrower in
case of a default
These absences are logical if a guarantor is

Complexities going forward for
insurers
Credit insurers dealing with EU banks might
face issues in the future when borrowers
default. If some instalments of a loan were
previously indemnified by the credit insurer,
the normal request of a bank will be the
possibility to call for a full indemnification by
the credit insurer before raising any provision
on the covered part of the loan. Could the
full indemnification be accepted by all credit
insurers?
However, this might not be sufficient. A
borrower can be dealt with as defaulting
according to banking regulation while no
default has occurred on a loan for the credit
insurer. Could a credit insurer then be
expected to accept to fully reimburse the
outstanding amount of a loan for which it
never previously paid any indemnification?
When a credit insurer covers a loan, it
deals with an insured bank it knows and
which knows the rules of credit insurance.
What will happen to this mutual knowledge if
the NPL is sold to financial investors?
Hence, an option to call for a full
indemnification might not be sufficient and
the best solution might be an amendment on
the CRR to remove the need for regulatory
provision on a loan which is covered by a
valid and effective guarantee or credit
insurance and which should prevent
unexpected losses.
While credit insurance might be a tool
offered to banks to assess the riskier projects
presented by their customers, the absence of
any change in these rules might prevent
some banks considering it. And in any case,
it might be useful to ensure banking
regulators and credit insurers know their
respective rules better. n
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Helping women heal a
post-pandemic world
Investing in women’s entrepreneurship is good for business and
essential for economic growth – particularly in emerging markets,
which stand to be badly impacted by the global pandemic and its
aftermath. Financial Risk Solutions, part of Liberty Specialty Markets,
is committed to supporting the financial institutions on which women
and SMEs depend. Edith Quintrell, Underwriting Development Director,
and Sam Wilde, Underwriting Manager, explain why.
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Small and medium-sized enterprises (SMEs)
are key drivers of growth around the world.
Many of these are owned or led by women,
yet women have less access to support,
funding and resources than their male
counterparts.
Adding to these challenges is the longerterm impact of the coronavirus pandemic.
SMEs have taken a particularly hard hit
during the current crisis. A recent sampling
of 4,467 companies across 132 countries
through the International Trade Centre’s
COVID-19 Business Impact Survey illustrates
that while SMEs tend to be more agile than
larger companies, they face severe resource
constraints, making them more vulnerable
during a crisis of this magnitude.
Insurance has a significant role to play in
helping SMEs and women-led businesses
around the world through the sphere of
international development finance. Working
in partnership with the public sector,
Liberty’s Financial Risk Solutions (FRS)
division is seeking to reduce the financing
gap that is hampering so many women-led
SMEs.
Globally, we have all seen a growing
emphasis on environmental, social and
governance-led (ESG) investment strategies.
Through its public agency initiative, launched
in 2016, Liberty’s FRS team has supported
numerous multilateral development banks,
development finance institutions and export
credit agencies by providing much needed
insurance capacity to enable these
institutions to carry out their economic
development and sustainability mandates.
A major achievement under this initiative
came in 2017 when Liberty became one of
only two insurers to partner with the

International Finance
Corporation (IFC), the
largest global
development
institution focused on
private sector
development and a
sister organisation of
the World Bank, in its
first unfunded risk
Edith Quintrell
sharing program for
long-term lending. IFC
makes annual
commitments of more
than $11 billion to
companies in
emerging and frontier
markets for its own
account.
This new
relationship saw
Sam Wilde
Liberty provide credit
insurance for new IFC loans to 30 banks in 17
countries under the Managed Co-Lending
Portfolio Programme. The first deal under the
scheme was announced in early 2018: Liberty
insured a loan of $185 million from the IFC to
Vietnam International Bank (VIB). The loan
was to support VIB’s lending to small-tomedium enterprises, micro-SMEs and
affordable housing projects in Vietnam.
Other projects supported by IFC under this
program include a loan to a bank in Ghana
that will be used to support SMEs and
women in banking and another in
Bangladesh to support a portfolio of green
loans funding renewable energy and
efficiency measures. The loans supported by
insurance directly contributed to the
Sustainable Development Goals: 67%
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opportunities that we might not otherwise
have seen. They are introducing us to new
commercial clients in countries in which
traditionally we have had a limited presence.
We have confidence in their underwriting
standards and due diligence as well as their
historical track records, which show very
good performance. This is due to their
strong balance sheets and highly rated
shareholders, as well as their knowledge of
local markets and their physical presence in
the countries in which they operate. Having
a strong understanding of agencies’
mindsets and how they work has been
critical to the success of this initiative.
Liberty’s aim is to be even more active in
this sector. We see further expansion of our
activities with public agencies as both an
ethical and commercial win. The future is
bright in terms of partnering with the public
sector to continue to promote socially
responsible investment and sustainable
development.
COVID-19 has undoubtedly made the
situation harder for women-led SMEs,
particularly in developing countries. Women
around the world are not only facing routine
business challenges but also an economically
devastating pandemic. On-the-ground
COVID-19 recovery work in 67 countries
shows that women and girls have been
hardest hit, due to previously existing
inequalities that have been exacerbated by
the pandemic. Maintaining economic support
to them is vital. Public agencies have
increased their lending during COVID-19 and
our continued assistance has ensured that
their impact has been – and will continue to
be – maximised. The challenge now is to
maintain that momentum and to use the
insurance market’s financial muscle to help
women lead the post-pandemic economic
recovery. n
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expanded access to finance for small
businesses, 47% strengthened climate
resilience efforts, and 43% reached fragile
and low-income countries.
Also in 2018, Liberty and the US
International Development Finance Corporation
(DFC), previously known as the Overseas
Private Investment Corporation (OPIC),
launched a risk-sharing agreement to facilitate
private sector involvement in developing
markets. Empowering women throughout the
developing world is a core strategic initiative for
the DFC and an important piece of Liberty’s
partnership with the agency. Examples of
projects supported by the DFC include a loan
to finance women-led and owned micro, small
and medium-sized enterprises in Ecuador and
increasing the affordability of credit for
women-owned SMEs in Paraguay.
In essence, this type of risk sharing
agreement helps money reach end-users
who need it most. The IFC notes that 60% of
SMEs have unmet funding needs with many
women-owned businesses in emerging
markets struggling to attract loans from
commercial banks. That is where the IFC,
DFC and other publicly funded organisations
can make a difference by providing much
needed access to funding.
For Liberty, supporting development
funding has hugely positive outcomes and
fits perfectly with our core belief that
progress happens when people feel secure.
As a mutual, we are able to take a long-term
view of our business – partnering with our
clients on programmes that will be in place
for 10-years or more. Our mindset aligns
closely with that of our public agency clients,
both in what we seek to do and how we aim
to do it. Like us, public sector organisations
don’t dip in and out of particular markets;
instead, they are committed for the longterm to help their clients prosper.
These public-private partnerships also
represent good business for us. Our public
sector partners present us with business

First published in GTR+ Insurance 2020
www.gtreview.com

Maintaining economic support to them is vital. Public
agencies have increased their lending during COVID-19
and our continued assistance has ensured that their
impact has been – and will continue to be – maximised.
The challenge now is to maintain that momentum and
to use the insurance market’s financial muscle to help
women lead the post-pandemic economic recovery.
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Berne Union Members
Berne Union Members are a diverse mix of government-backed official export credit agencies (ECAs), multilateral
financial institutions and private insurers of credit and political risk. Together, BU Members comprise the global
export credit and investment insurance industry.
As of December 2021 there are 80 Full Members and 3 Guests, including: 70 ECAs; 11 Private Insurers; and
4 Multilateral Organisations.
(note that there are two member organisations who manage both state account and private insurance)
Our details member directory is available online. Please visit:

https://www.berneunion.org/Members

AIG United States of America

BPRFRANCE France

AOFI Serbia

CESCE Spain

American International Group, Inc.
Serbian Export Credit and Insurance Agency

ASEI Indonesia

Asuransi Asei Indonesia (Asuransi Asei)

ASHRA Israel

Israel Export Insurance Corp Ltd

ATI Multilateral

African Trade Insurance Agency

ATRADIUS The Netherlands
Atradius NV / DSB

AXA XL United Kingdom

AXA Group Insurance Company SE

BAEZ Bulgaria

Bulgarian Export Insurance Agency

BANCOMEXT Mexico

Banco Nacional de Comercio Exterior S.N.C.

BECI Botswana
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Export Credit and Guarantee Company

Bpifrance Assurance Export
Compania Espanola de Seguros de Credito a la
Exportacion

CHUBB United Kingdom

Chubb Insurance Company

COFACE France

Compagnie Française d’Assurance pour le
Commerce Exterieur

COSEC Portugal

Companhia de Seguro de Créditos, S.A.

CREDENDO Belgium
Credendo Group

CREDIT OMAN Oman

Export Credit Guarantee Agency of Oman

DBNM North Macedonia

Development Bank of North Macedonia

DHAMAN Multilateral

The Arab Investment & Export Credit Guarantee
Corporation
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EXIM HU Hungary

ECGC Z Zimbabwe

EXIM J Jamaica

ECI UAE

EXIM R Romania

ECIC SA South Africa

EXIMBANKA SR Slovak Republic

Export Credit Guarantee Corporation of India Ltd
Export Credit Guarantee Corporation 0f Zimbabwe
Etihad Credit Insurance
Export Credit Insurance Corporation of South
Africa Ltd

ECIO Greece

Export Credit Insurance Organization

EDC Canada

Export Development Canada

EFA Australia

Export Finance Australia

EGAP Czech Republic

Export Guarantee & Insurance Corporation

EGE Egypt

Export Credit Guarantee Company of Egypt

EGFI Iran

Export Guarantee Fund of Iran

EH GERMANY Germany

Euler Hermes Aktiengesellschaft

EIAA Armenia

Hungarian Export-Import Bank Plc.
National Export-Import Bank of Jamaica Limited
Eximbank of Romania
Export-Import Bank of the Slovak Republic

EXIMGARANT Belarus
Eximgarant of Belarus

EFA Australia

Export Finance Australia

FCIA United States of America
FCIA Management Company, Inc

FINNVERA Finland
Finnvera Plc

GEXIM Ghana

Ghana Export-Import Bank

HBOR Croatia

Croatian Bank for Reconstruction & Development

HKEC Hong Kong

Hong Kong Export Credit Insurance Corporation

ICIEC Multilateral

Export Insurance Agency of Armenia

Islamic Corp for the Insurance of Investment &
Export Credit

EKF Denmark

Indonesia Eximbank Indonesia

EKN Sweden

JLGC Jordan

EKSFIN Norway

KAZAKHEXPORT Kazakhstan

Enterprise SG Singapore

KREDEX Estonia

EXIAR Russia

KSURE Korea

Eksport Kredit Fonden
Exportkreditnämnden
Export Finance Norway
Enterprise Singapore

Export Insurance Agency of Russia

DIRECTORY

ECGC India

Export-Import Bank of Indonesia

Jordan Loan Guarantee Corporation
Kazakh Export Credit Insurance Corporation
KredEx Credit Insurance Ltd.
Korea Trade Insurance Corporation
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KUKE Poland

SONAC Senegal

LCI Lebanon

SOVEREIGN Bermuda

LIBERTY United Kingdom

SRCS Switzerland

MIGA Multilateral

TEBC Chinese Taipei

NEXI Japan

THAI EXIMBANK Thailand

NZECO New Zealand

TURK EXIMBANK Turkey

ODL Luxembourg

UK EXPORT FINANCE United Kingdom

OeKB Austria

UKREXIMBANK Ukraine

Export Credit Insurance Corporation Joint Stock
Company
Lebanese Credit Insurer
Liberty Mutual Insurance Europe Limited
Multilateral Investment Guarantee Agency
Nippon Export and Investment Insurance
The New Zealand Export Credit Office
Luxembourg Export Credit Agency
Oesterreichische Kontrollbank Aktiengesellschaft

PICC China

People’s Insurance Company of China

PwC Germany

PricewaterhouseCoopers AG

QDB Qatar

Qatar Development Bank

SACE Italy

Servizi Assicurativi e Finanziari

SAUDI EXIM Saudi Arabia

The Saudi Export-Import Bank

SERV Switzerland

Swiss Export Risk Insurance

SID Slovenia

SID Inc, Ljubljana

SINOSURE China

China Export & Credit Insurance Corporation

SLECIC Sri Lanka

Sri Lanka Export Credit Insurance Corporation
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Société Nationale d’Assurances du Crédit et du
Cautionnement
Sovereign Risk Insurance Ltd
Swiss Re Corporate Solutions
Taipei Export-Import Bank of China
Export-Import Bank of Thailand
Export Credit Bank of Turkey
Export Credits Guarantee Department

Joint Stock Company the State Export-Import
Bank of Ukraine

US EXIMBANK United States of America
Export-Import Bank of the United States

US DFC United States of America

US International Development Finance
Corporation

UZBEKINVEST Uzbekistan

Uzbekinvest National Export-Import Insurance
Company

