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A changing Berne
Union for a new and
volatile world

This report, as an annual review, presents the
occasion to reflect on the many surprises,
challenges, opportunities, and achievements
that have emerged over the course of the last
year. As an association of over 80
international members representing an even
more diversified industry, that list is long and
varied. 2015 to date has been no exception,
both for the Berne Union as an organisation
and also for each member.

The global economy continues to fluctuate
with historical shifts in balance, difficulty in
sustaining economic growth, and increasing
volatility due to heightened interconnectivity
of previously isolated risks. As experts in
their respective fields, our memlbers continue
to evolve to meet the needs of their ever-
changing customers and stakeholders. The
Berne Union in parallel is also transitioning to
be the insightful resource for members,
industry practitioners, governments, and the
public alike.

At the time of writing, the Chinese yuan

has stabilised after the tumult of August 2015.

Puerto Rico has presented to US Congress its
debt restructuring plan, and US Exim Bank
remains in a state of limbo. OPEC officials
expect prices to remain below $60 per barrel

NOILONAOHLNI

of Brent crude at
least into the
second quarter
of 2016, and the
USA’s US Energy
Information
Administration (EIA)
expects the gap in oil
output and
consumption to grow
in the near term. The
spotlight on credit, geopolitical and
investment hazards for companies of all sizes
has never been brighter and the use of
insurance is no longer a tool only to mitigate
risks, but rather also a vehicle to support
global expansion, to optimise financing of
strategic initiatives, and to capture
stakeholder value. When considered also
alongside the dynamic between banks,
export credit agencies, and the growing
insurance market capacity, the case is made
for continued strong competition from
traditional players and new entrants in
the sector.

For Berne Union members through the
first half of 2015, this has translated into a
consistently growing demand, due to a

Dan Riordan

The use of insurance is no longer a tool only to mitigate
risks, but rather also a vehicle to support global
expansion, to optimise financing of strategic initiatives,
and to capture stakeholder value.




berneunionum

Berne Union 2015: President’s foreword

combination of greater risk awareness of
exporters and investors coupled with a
slower closing rate in particular for capital
goods and infrastructure contracts.

The medium to long-term export credit
agencies (MLT) have recorded a markedly
lower new business volume of $59.5 billion, a
decrease of 20% when compared to the first
half of 2014. It is likely too early to draw
conclusions about a general trend as far as

What started several
years ago as a goodwill
conversation between
Berne Union officials
and the IFC, this year
developed into a
capacity building effort
with an emphasis into
financing for the African
banking sector.

the MLT decrease year over year due to the
timing of reported deals typically being
realised in the second half of the year. In
contrast, new cover provided amounting to
$49.8 billion by Investment Insurers (INV)
remained in line with levels observed during
the first half of 2014.

Nevertheless this noticeable reduction
should be considered as a strong reminder
that the continued market volatilities may
indeed result into a slowdown for some
sectors.

While short-term trade credit insurance
(ST) does not report its actual turnover
except for the full year, overall country limit
commitments are now just under $1 trillion, a
reduction in excess of 13% when compared to
the first half of 2014. 2014 ST turnover
ultimately rose when compared to 2013

despite an initial round of limit cuts.
Competition from excess bank liquidity may
have a stronger impact in 2015 than years
past. While rationing of commitments has
continued throughout a number of mature
and saturated OECD markets, the largest
single country limit reduction was observed
for Russia, a cut in excess of 50%.

As evidenced by the mixed business
results describe above, it is largely too soon
to tell just how this phase of post-global
financial crisis recovery will continue, though
the Berne Union and Prague Club continue to
find ways to serve its members and to use
the extensive knowledge of its membership
to the benefit of the industry. Many examples
of this have taken place throughout 2015, and
some are highlighted below.

What started several years ago as a
goodwill conversation between Berne Union
officials and the IFC, this year developed into
a capacity building effort with an emphasis
into financing for the African banking sector.
This element is a final facet of a focused
collaboration with the World Bank that has
also touched on industry trends such as
climate finance and local currency financing,
each work stream with noticeable progress
seen in terms of new transactions and
cooperation amongst ECAs, IFls, and
exporters.

In a topic not unrelated to underscoring
the benefits of ECA-backed loans for banks,
the Berne Union continues its efforts in
evaluating and understanding how to serve
the SME sector that is so critical in
economies, emerged and developing alike.
The instability in global economies continues
to put a damper on economic growth
expectations; and, accessibility to credit and
financing for SMEs is a recurrent
consequence in 2015. Potential solutions
available for small- or medium-sized
enterprises are being piloted and tested by
Berne Union and Prague Club members and
are as diverse as the local economies served,
from technological applications to bespoke
propositions and claims management tools.
The constant across the public sector is the

The medium to long-term export credit agencies (MLT)
have recorded a markedly lower new business volume
of $59.5 billion, a decrease of 20% when compared to

the first half of 2014.
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desire on all parties to reinvigorate the
contribution of these SMEs to pre-2009
levels and beyond.

While innovations and trends will keep
export credits, capital financing and risk
mitigation products relevant and applicable,
there exists also a need to create a balance
between the fundamentals of the business
and leveraging new opportunities and
frontiers. This year, the ongoing consultation
between the Berne Union and the WTO
resulted in two distinct instances of crossover
between their mission and the institutional
knowledge contained within the Berne Union.
Specifically, this was noted in the benefits
and limitations of the banks’ ability to
appreciate credit relief as an answer to Basel
Il regulations.

The world is becoming more
interconnected and, as a result, more
accessible today than in the past. Each of us
is being challenged to do more, to work
smarter, and to reach new heights. As such,
over the last two years the Berne Union has
gone far into cultivating a culture of
accountability, transparency, and a high
calibre of performance.

The leadership added a rigour to the
medium to long-term strategic planning for
the association, ultimately to provide high
level of service and value to its members, and
to attract attention of prospective members.
The Secretariat has gained clarity and
realised efficiency from the addition of annual
performance management and career
development tools, positioning the Berne
Union as an employer of choice for industry
colleagues.

In 2006 the Berne Union drafted and
adopted a set of guiding principles that
would reflect the values of the association,
agreed to by 39 diverse member companies.
Two years ago, we introduced a community
element during the annual meeting
programme of Berne Union and Prague Club.
Members have contributed their time and
enthusiasm over the span of four meetings to
learn about the communities visited during

The focus remains on
enabling collaboration
amongst members and the
industry at large. As this
function solidifies, so will
the reliance upon the
business data collected
and analysed by the

Berne Union.

meetings and to touch the mission of
organisations serving those locales.

Each subsequent effort brings new interest
and engagement from delegates and it is my
hope that this initiative will grow as a fibre of
the Berne Union’s institutional values. Further,
in 2013 the Berne Union and Prague Club also
greatly increased their collaboration to break
down siloes that previously made
connections between members isolated and
cumbersome. This has enriched exchange
between the groups and continues to
strengthen the voice of the Berne Union as a
collective representative for trade and export
finance.

In parallel, strides continue towards
improving and increasing communication on
all facets. The focus remains on enabling
collaboration amongst members and the
industry at large. As this function solidifies, so
will the reliance upon the business data
collected and analysed by the Berne Union.
There are vast insights to be drawn from the
data and it is to our collective advantage to
build a world class capability, in complement
of the anecdotal expertise of the members of
the leading association for trade credit and
investment insurers. B

While innovations and trends will keep export credits,
capital financing and risk mitigation products relevant
and applicable, there exists also a need to create a
balance between the fundamentals of the business and
leveraging new opportunities and frontiers.

NOILONAOHLNI
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Key
"INV - Investment Insurance
B MLT - Medium/Long Term Export Credit Insurance
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Berne Union: Medium/Long-Term Export Credit
Insurance and Lending

MLT New Business - insured during each year MLT Exposure - at year end

800,000
200,000
180,000 700,000
160,000 600,000
140,000
500,000
_5 120,000
€ 100,000 400,000
a
(%]
> 80,000 300,000
60,000
200,000
40,000
20,000 100,000
0 0
2010 2011 2012 2013 2014 2010 2011 2012 2013 2014
= Corporates ® Sovereign = Other Public ~ * Projects * Commitments " Aid-Related Commitments
] ] i L] ifi -Before Reinsurance
Banks Lending Unspecified = A reare ® Claims, Politcal
" Claims, Commercial " Refinanced/Rescheduled Amounts
® Overdues on Refin/Resched Amounts " Lending (Total Exposure)
MLT New Business 2014: Top 10 countries MLT Exposure 2014: Top 10 countries

UNITED
ARAB
EMIRATES

VIET NAM

MEXICO

UNITED ARAB
EMIRATES




berneunionim Berne Union 2015

>
_|
>
>
Z
O
wn
_|
>
-
MLT Claims Paid - during each year MLT Recoveries - during each year (Q
4,000 4,000 O
wn
3,000 3,000
5 _— i p— _— 5
E 2,000 — E 2,000 —
8 — g
o I I l 1000:' I I
‘ 2010 2011 2012 2013 2014 2010 2011 2012 2013 2014
" Political Risk Commercial Risk "Lending . . o .
® Political Risk Commercial Risk "Lending
MLT Claims Paid 2014: Top 10 countries MLT Recoveries 2014: Top 10 countries

OTHER

UNITED

ARAB

EMIRATES
KOREA
RER ECUADOR
UKRAINE
BRAZIL
ARGENTINA
KAZAKHSTAN

UNITED STATES




berneunionum Berne Union 2015

Berne Union: Investment Insurance

INV New Business - insured during each year INV Exposure - at year end
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- CAs continue to
Make a difference in

difficult global
trading conditions

By Kai Preugschat, secretary general, Berne Union, and Laszlo Varnai

assistant director, Berne Union

2014: Export credit and investment
insurance resilient, showing steady
growth

2015: The jury is still out on impact
of external factors

Volumes of export credit and investment

insurance reported for 2014 by members of
the Berne Union and Prague Club increased
by 4% to reach a total amount of $2 trillion.

Out of this total business volume, more
than $1.7 trillion represented short-term (ST)
export credit insurance, while medium and
long-term (MLT) cover provided by official
export credit agencies (ECAs) amounted to
just over $166 billion. In addition, investment
credit insurance (INV) amounted to almost
$98 billion in new cover.

Against a background of volatile economic
developments globally, considerably
weakening energy and commodity price
levels and increasing geo-political risk hot
spots, Berne Union members have
impressively demonstrated the resilience of
their commitment. This business evolution
accentuates the growing awareness of

exporters, importers,
investors and banks
about the positive
credit enhancement
and trade facilitating
effects delivered by
the export credit
industry over the past
years, with Berne
Union members
supporting about 10%
of international trade
in 2014.

Total claims paid
by Berne Union
members during 2014
amounted to $4.661
billion, an increase of
3.6% compared to the
previous year.
Compared to 2013 ST
claims increased to
$2.007 billion (+4.9 %), MLT claims
amounting to $2.427 billion remaining
basically unchanged, however, and INV claims
recorded a rise of 54% to $227 million

Since the beginning of the global financial

Kai Preugschat

Laszlo Varnai

Against a background of volatile economic
developments globally, considerably weakening energy
and commodity price levels and increasing geo-political
risk hot spots, Berne Union members have impressively
demonstrated the resilience of their commitment.
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crisis in 2008, Berne Union members have
indemnified approximately $28 billion to
exporters, investors and banks, compensating
them for losses suffered due to defaults by
obligors caused by commercial and political
risk.

Thus, Berne Union members have provided
ample and flexible risk capacity to support
international trade and cross-border
investment transactions, fostering sustainable
economic growth.
¢
Berne Union members continued to observe
an unyielding demand level due to greater
risk awareness of exporters and investors
although coupled with a slower closing rate,
in particular for capital goods and
infrastructure contracts during the first half of
2015. It is too early to draw conclusions for
overall trends, as many Berne Union clients
report a healthy transaction pipeline. The
aforementioned slower conversion rate may,
however, very well be an indication of the
current multiple economic pressure points
impeding the growth of world trade.

Short-term business - solid growth,
still in a good shape but growing
pressure on pricing

Short-term business represents insurance of
exports with repayment terms of less than
one year - often 30, 60 or 90 days. These
transactions are typically shipments of
consumer goods, with the movements of ST
export credit insurance closely linked with the
ups and downs of the broader global
economic environment.

The volume of ST export turnover insured
by Berne Union members grew by 4.1% in
2014 and reached $1.709 trillion. This is
significantly higher than the average growth
rate for international trade during the past
year. The rising demand may indicate a
spreading awareness of the benefits resulting
from the use of risk mitigation products to

protect international sales transactions.

To support these exports, the insurance
capacity provided by Berne Union members,
measured by the amount of credit limits
approved and granted to exporters at a given
point in time, stood at over $1 trillion
throughout 2014. At the end of the year, the
capacity reached $1.051 trillion, -4% below the
highest levels ever recorded in 2013. Achieving
turnover growth while reducing risk limits
demonstrates a greater efficiency and focus of
the short term credit insurance industry.

ST claims paid by Berne Union members,
to indemnify exporters for defaults on their
trade receivables, rose from $1.913 billion in
2013 to $2.019 billion in 2014. While this 5.5%
increase is slightly higher than the 41%
turnover growth rate of the business, the
overall default to turnover ratio of 0.118%
continued to reflect sound underwriting
practices. For most of the membership, ST
claims paid have actually remained relatively
stable. Yet the total claims figure certainly
includes a number of larger defaults that
mainly occurred in some of the current risk
hot spots.

The strong competition among Berne
Union members and from alternative
providers for export risk protection such as
trade finance banks and multilateral
institutions resulted in a more favourable
pricing environment for exporters. While not
all members report premium data, the trend
is pretty compelling: the ST loss ratio (i.e.
claims paid as a share of the premiums
earned) for Berne Union members continued
to increase, now standing at about 56% after
49% in 2013 and 48% in 2012.

In 2014 the ECAs recorded higher ST loss
ratios than their private peers. A credible
cause is that, by mandate, the ECAs operate
in a special gap to support their national
exporters, in particular where commercial
insurance cover might otherwise be difficult
to obtain.

The highest volumes of ST claims paid per
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Since the beginning of the global financial crisis in
2008, Berne Union members have indemnified
approximately $28 billion to exporters, investors and
banks, compensating them for losses suffered due

to defaults by obligors caused by commercial and

political risk.
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country in 2014 resulted from defaults in
Venezuela ($173 million), USA ($165 million),
Italy ($110 million), Brazil ($90 million), and
Russia ($76 million).

Berne Union members paid claims due to
commercial buyer defaults in the United
States and European countries, representing
the largest international trade volume regions
and the largest ST exposures for Berne Union
members. Supported trade and thus exposure
of members to Brazil has also remained on a
relatively high level in recent years.

In 2014 only a very limited number of
Berne Union members provided ST
protection for exports to Iran, whereas a
significant amount of claims paid earlier
could be recovered from Iran. The declining
energy price level has impacted the risk
capacity for Venezuela which was severely
restricted in 2014. Due to the tightening of
the sanctions imposed related to the ongoing
conflict, preparedness to underwrite risk in
Russia and Ukraine was also curbed.

The $874 million claims
payments reported for
the first six months in
2015 were substantially
(minus 41%) lower than
during the same period in
2014 when, members
indemnified clients for

an amount of $1.484
billion claims.

ST does not report its actual turnover
except for the full year. During the first half of
2015, in line with the trend observed during
2014, overall country limit commitments were
cut to now $999.7 billion, a reduction in
excess of 13% when compared to the first half
of 2014. ST turnover for the full year 2014
continued to rise versus the full year 2013
despite an initial round of limit cuts, yet the
competition from excess bank liquidity may
have a stronger impact in 2015. While
rationing of commitments has continued

throughout a number of mature and
saturated OECD markets, the largest single
country limit reduction was observed for
Russia to $9.6 billion - a cut in excess of 50%.

During the first six months of 2015
members have honoured $912 million in
claims, a moderate decrease when compared
to the first half of 2014 (minus 3.5%).

During the same period, recoveries
amounted to $167 million, completely in line
with the first half of 2014 (minus 1%).

Medium and long-term business -
demand for ECA cover still above
pre-crisis levels in 2014 but off to a
slow start in 2015

The MLT statistics of the Berne Union capture
export insurance coverage is provided by
official state-backed ECAs only. Alongside
insurance business, some ECAs in the Berne
Union also provide direct financing, which is
also reflected in the data and represents
approximately 7.7% of the total business
reported, after 8.75% in 2013 and 12.87% in
2012.

MLT export credit insurance covers exports
of capital goods. These are transactions with
longer repayment terms of typically five to
seven years, and up to 10 or even 15 years for
renewable energy and certain infrastructure
investments in some cases. Most of the business
is conducted with banks as the insured.

The total portfolio of MLT transactions
insured by Berne Union ECAs reached
$701 billion at the end of 2014, representing a
slight decrease of 0.9% versus 2013, when the
highest ever exposure was recorded.

New export credits covered in 2014
increased by 3.1% to $166 billion. This is still
higher than the volume of new MLT business
before the global financial crisis, yet lower
than the record years 2009 and 2011 ($191
billion in both years), indicating that financial
markets have stabilised.

The slight decline of the overall portfolio
size indicates that orderly repayments from
the high volume underwriting during the
early financial crisis years are in full flow.
Thus, MLT ECA business is expected to return
to more normal levels. Whether there will be
a new normal at higher levels than before
2008 remains the big question; increasingly
non-OECD ECAs, especially China’s Sinosure,
continue to grow their share of the MLT
business.

In 2014 new business for the large ECAs in
OECD countries, with very few exceptions,
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has decreased or remained flat. This is less a
result of a change in cover policy by the
ECAs but reflects the underlying deal flow
which appeared somewhat suppressed, at
least partially as an impact of the sanctions in
Russia where new business declined by 20%
when compared to 2013.

Claims paid to customers by ECAs under
MLT transactions amounted to $2.427 billion
in 2014, a minimal reduction of 0.5% when
compared to 2013 defaults. The highest
amounts of claims paid per country were due
to defaults in Iran ($916 million), Russia ($296
million), Ukraine ($187 million), USA ($172
million), and Kazakhstan ($97 million).

The background to the various claims
situations is specific and differs significantly
from country to country and case to case. A
number of Berne Union ECAs have been
affected by the lranian sanctions situation,
with obligors experiencing severe difficulties
to effect payments abroad. While claims
payments for exposure in Iran are almost

All eyes on Africa

Africa is a continent full of opportunities,
where generally new underwriting figures
have shown a continuous upwards trend in
recent years. Yet there is a significant risk
history and many African countries feel
the impact of falling price levels for natural
resources and weakening currencies.

Berne Union members new
commitments for short-term trade
receivables grew only slightly to $35.971
million in 2014 (minus 2.75% versus 2013),
while claims payment remained volatile at
$176 million last year, a 57% increase over
2013. Recovery levels reached $23 million
by year end 2014 (minus 21%).

MLT total exposure reached a record
$78 billion in 2014 with the volume of new
commitments growing by 55% when
compared to 2013. Claim payments for
MLT transactions reduced year over year
to $49 million in 2014 (minus 75%),
recoveries amounted to $776 million in
2014 (plus 48%).

The total INV exposure is growing
continuously, amounting to $39 billion at
2014 year-end. For African investments
insurance transactions $49 million claims
were paid in 2014, concentrated in Libya
($30 million), Kenya ($7.5 million) and Mali
($4.8 million), overall 49% higher than a
year earlier.

exclusively linked to long-term transactions
entered into prior to the imposition of the
sanctions, almost no new cover for Iran has
been issued in 2013 and 2014.

In Russia, although the environment and
the cause for defaults are largely different, a
number of ECAs have been affected by
increasing losses; here the claims payments
appear to be closely linked to the weak price
levels for energy and mining resources.
Whereas the relatively high number of claims
in Ukraine seems to be directly linked to the
unresolved conflict, and as a result Ukraine’s
shrinking national economy.

However, the diversity of causes triggering
claims in multiple countries illustrate the
necessity for official support in gap areas that
may affect exports across the globe. The
support of ECAs appears to be more than
ever crucial to help banks and exporters
trade internationally.
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For the first six months of 2015 MLT recorded
a markedly lower new business volume of
$59.5 billion, a decrease of 20% when
compared to the first half of 2014. Given the
strong impact of larger transactions on the
reported underwriting level combined with an
often observed higher deal conversion rate
during the second half of any year, it appears
too early to draw conclusions about a general
trend. Nevertheless this noticeable reduction
should be considered as a strong reminder
that the continued market volatilities may
indeed result into a slowdown for some
sectors.

The $874 million claims payments reported
for the first six months in 2015 were
substantially (minus 41%) lower than during
the same period in 2014 when, members
indemnified clients for an amount of $1.484
billion claims.

Recoveries improved by more than 18% to
$1.413 billion during the first half 2015.

INV encouragingly resilient in 2014
and during the first half of 2015

Under INV, Berne Union members report
Investment insurance product variations,
namely investment insurance for overseas
investment against political violence,
expropriation, transfer and convertibility risks
as well as their non-honouring of sovereign
obligations credit insurance products,
providing cover against the inability or
unwillingness to pay by sovereign and sub-
sovereign obligors. INV also includes other
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credit insurance protection against political
and commercial risks for bonding and untied
loans.

The overall INV portfolio amounted to
$234 billion at the end of 2014 (minus 4%
versus 2013), with new underwriting of $98
billion (minus 1.8%).

In 2014 for investment insurance the
largest indemnifications were paid for cases
in Libya ($29.9 million), Russia ($26.3 million),
Turkey ($22.2 million), Vietnam ($10.2 million)
and Venezuela ($7 million). For non-
honouring of sovereign obligations the
largest claims were paid for defaults in
Thailand ($12.5 million), Vietnam ($10.1
million), Kenya ($6.4 million), Belize ($3.2
million) and Bosnia and Herzegovina ($3.1
million). Within the remaining product line of
investment insurance largest indemnified
claims were related to obligors domiciled in
Serbia ($35.4 million), Bosnia and
Herzegovina ($18.8 million), Indonesia ($9.8
million), China ($3.8 million) and Singapore
(U$2.4 million).

In 2014 recoveries amounted to $63.6
million, 18% below the 2013 level.
¢
During the first half of 2015 new INV cover
provided amounted to $49.8 billion,
remaining at the identical level as during the
first half of 2014.

Claims payments for INV during the first
half of 2015 stood at a relatively low level with
$63 million of indemnifications (minus 50%
when compared to the first half of 2014).
Reported recoveries during the first half of
2015 stood at $7 million only (minus 71%).

Prague Club members

The Prague Club is the home of emerging
export credit insurance companies generally
with a more recent operational history and
often domiciled in frontier markets. Current
statistics by Prague Club members allow to
assess the performance of both ST and MLT
insurance activity.

Thus Prague Club members succeeded
again, growing their ST new business
volumes by 14% during 2014 over 2013,
reaching a record volume of $25 billion,
thereby earning $85 million premium for
covering ST trade receivables which is almost
the same as last year. This highlights that

In Russia ... a number of
ECAs have been affected
by increasing losses; here
the claims payments
appear to be closely
linked to the weak price
levels for energy and
mining resources.

increased competition has led to falling
premium levels in frontier markets, too.
Claims payment for ST transactions remained
stable at $30 million (-17% compared to
2013). The ST loss ratio reached 34% which is
below the reported 56% level for Berne Union
members during the same period.

On the other hand, after two strong years,
new MLT business figures dropped back by
28% to $3.8 billion, with the overall exposures
reduced to $20.8 billion at 2014 year end
(minus 12%). The earned premium level
almost halved to $133 million. Claims
payments for MLT business have increased to
$438 million in 2014 (plus 320% vs. 2013).

Prague Club members succeeded again,
growing their ST new business volumes by
14% during 2014 over 2013, reaching a record
volume of $25 billion, thereby earning $85
million premium for covering ST trade
receivables, which is almost the same as last
vear. i

Prague Club members succeeded again, growing their
ST new business volumes by 14% during 2014 over 2013,
reaching a record volume of $25 billion, thereby earning
$85 million premium for covering ST trade receivables
which is almost the same as last year.
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The adaptable mandate
of ECAs in a global
trade credit insurance

ecosystem

By Edna Schéne, board member, Euler Hermes Aktiengesellschaft AG

State export credit agencies (ECAs) make a
substantial contribution towards boosting
exports, along with growth and prosperity, in
emerging and developing countries. In doing
50, they do not compete with the private
market. Instead, the coexistence of private
and state support ensures that adequate
insurance cover exists at all times and market
situations.

However, as the global market is a moving
target, ECAs will have to stay adaptable in
terms of strategies, products, services and
processes to fulfil their mission in the future.
One important challenge is the increasing
globalisation of value chains, leading to a
constant pressure on foreign content rules
and triggering enhanced risk-sharing models.

ECA - a stabilising element in the
global trading system

Before the recent financial crisis, the financial
community was increasingly questioning
whether ECAs would be needed at all in the
future. However, the discussion came to a
preliminary end as marketable risks turned
non-marketable during the crisis. As a result

many cross-border
trade relationships
could only be
sustained with the
support of ECA cover.

This development
has led to a broad
awareness that ECAs
are a necessary and
stabilising element in
the global trading
system. Also it turned out that the private
market and ECAs, as complementary pillars,
together provide the risk mitigation
capacities needed. It is therefore reasonable
to forecast that ECAs will continue to play an
important role in global trade on a long-term
basis, even as the private market regains
momentum.

Edna Schéne

ECA support creates and sustains
jobs at home and abroad

The economic benefit of ECAs has been
repeatedly scientifically proven - most
recently in 2015 by the renowned German Ifo
Institute for Economic Research (ifo). The

State export credit agencies (ECAs) make a substantial
contribution towards boosting exports, along with
growth and prosperity, in emerging and developing
countries. In doing so, they do not compete with the

private market.
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study once again documents the export-
creating effect of the German ECA (Hermes
insurance cover) and underscores the
importance of this instrument to secure
existing jobs and create new jobs in Germany
and abroad.

According to the ifo study, in the past ten
years an average of 200,000 employment
relations were directly or indirectly associated
with Hermes cover. Export transactions
generated by Hermes cover secure and
create some 85,000 jobs each year. Foreign
countries likewise stand to benefit from
German federal export credit guarantees.
Between 10,000 and 25,000 jobs outside
Germany are directly associated with Hermes
insurance cover according to the ifo report.

Globalisation reinforces interaction
However, in order to continue this success
story, ECAs need to adapt to a changing
trade environment. This does not only entail a
constant redefining of their own risk-appetite
in a fast changing risk environment in many
of the ECA’s target markets, but also to take
into account the structural changes of today’s
trade patterns. In fact the ongoing
globalisation of production leads to stronger
global interaction.

To offer a competitive contract price, it is
often mandatory for an exporter to include
deliveries from third countries into a project,
be it from its own foreign subsidiary or from
foreign suppliers. This is especially the case in
the construction of larger infrastructure
projects and in plant engineering and
construction. This puts pressure on foreign
content rules, particularly in countries like
Germany, which follows the ‘'made in
Germany’ approach to measure eligibility for
ECA support. It also triggers an increasing
need to look for new risk-sharing models with
other players.

This development has led to an increasing
number of cooperation, co-insurance and
reinsurance agreements between ECAs in
different countries, but also between ECAs
and private market players or multinational

Taking into account the
important role of non-
OECD countries in today’s
export finance world, it is
not surprising that the
interest in closer
cooperation beyond the
OECD is growing.
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institutions. As an example, Euler Hermes, as
the German ECA, today has cooperation
agreements with ECAs from 37 countries,
predominantly with ECAs in OECD countries.

Taking into account the important role of
non-OECD countries in today’s export finance
world, it is not surprising that the interest in
closer cooperation beyond the OECD is
growing. Furthermore, Germany currently
assesses cooperation models with other
multinational players and the private market
for selected risks and, in particular, for foreign
portions of an export transaction. However,
such models need to be designed on a sound
basis, including legal aspects such as public
procurement law.

Conclusion

State export credit guarantees have a
demonstrably positive economic effect. They
lead to additional exports and have a positive
impact on the labour market. The private
insurance industry, in turn, benefits from
ECAs because the state also keeps markets
afloat in difficult times with its hedging
facilities and also plays a pioneering role in
developing new markets for the export
industry. In the future, ECAs will have to
adapt to many challenges, one of them being
the increasing global interlacing, which will
further intensify interaction between all
export finance related stakeholders. W

In the future, ECAs will have to adapt to many
challenges, one of them being the increasing global
interlacing, which will further intensify interaction

between all export finance related stakeholders.
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Capacity bullding is a
‘Win-win’ strategy for

both
customers

—CAs and their

Michal Ron, managing director, head of international business, SACE, argues
that knowledge-sharing and cooperation in the export finance industry is a
quick-fire way of boosting both international trade and its participants.

The idea that capacity-building initiatives act
as an important engine for trade
development is in its infant phase. But the
theme is becoming one of the most
frequently invoked creative tools in recent
debates on economic development. Capacity
building aims at “enhancing the ability to
evaluate and address the crucial questions
related to policy choices and modes of
implementation among development options,
based on an understanding of environment
potentials, limits and needs perceived by the
people of the country concerned”*, according
to the United Nations. A widely accepted
definition of the term is still lacking and a
debate on the most effective initiatives that
should be implemented through this tool

is ongoing.

SACE'’s experience in the field during the
past decade - also jointly with other ECAs -
provides a solid contribution to this debate.
Several BU members have developed
programmes aimed at sharing their know-
how to provide a better understanding of the
benefits of export credit to private-sector
banks, exporting companies and their

foreign peers.

These activities
significantly increased
in recent years and
more resources have
been dedicated by
several financial
institutions to
capacity-building
programmes. SACE
last year set up a
dedicated unit - Global Solutions - which
provides training and advisory services to
ECASs, international and public institutions,
multilaterals and banks. ECAs were
traditionally created as a government-policy
instrument to support national companies in
their export business or investment activities
abroad. But what is the role they can play in
this field today? The world and the global
economy have changed significantly during
the past decade. Globalization has impacted
the fortunes and strategies of most emerging
markets.

Three of the latest key factors in the
evolution of trade are highly relevant to the

Michal Ron

ECA activities in the capacity-building field can be used
as an efficient and beneficial tool for enhancing world
trade by increasing awareness of export credit
insurance in emerging markets.
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implementation of capacity-building
programmes:

Growing importance of emerging markets to
international trade

With the advanced economies largely
evolving fromm manufacturers to service
providers, developing countries have been
growing in importance to world trade. An
increasing number of emerging markets have
succeeded in climbing the development
ladder, diversifying their production from
primary commodities to manufactured
goods.

Financial integration of emerging markets
The impressive growth of the private sector
in emerging markets allowed for direct access
to international capital markets. But since the
financial crisis an increasing number of
countries have been experiencing the need to
diversify their sources of financing.

Increasing integration of manufacturing
companies as a consequence of
de-localisation

This process has damaged SMEs, particularly
in the advanced economies, as they tend

to lose competitiveness within the global
arena.

Bearing in mind these structural changes,
SACE has identified three strategic areas for
intervention and support of trade through
capacity building:

® Technical assistance programmes for

newly-created or established ECAs in
emerging markets, supporting their
national exporters and aiming at
positive effects on their respective trade
balance.

® Training seminars for local banks and

public institutions, enhancing the range
of financial services offered to their
clients through the inclusion of export
credit products.

® Support to SMEs in both their

internationalisation process and their
ability to access new frontier markets.

These three programmes provide
reciprocal advantages and are described in
more detail below.

Newly-created vs established ECAs
Several ECAs have developed technical
assistance programmes in the past five years
devoted to the set-up of new national export
credit agencies. These programmes vary
significantly, from preliminary support to

governments and supervisory authorities
during the decision-making stage, to the
operational implementation of the new
national agency. SACE has consistent
experience in the field, having successfully
contributed to the establishment of:
® SMECA, Serbia-Montenegro. The
training project was developed in
collaboration with the World Bank
(WB), in order to expand cross-border
trade and relieve the country of its
dependency on donations. The WB co-
financed the new ECA establishment,
while SACE organised the training
necessary to transfer expertise to both
SMECA and local exporters.

® EXIAR, Russia. The Russian authorities
set up EXIAR in 2011, with the objective
of increasing and diversifying Russian
exports to new markets. SACE
supported the process from the
preliminary to the implementation
phase, through a dynamic approach
addressing EXIAR’s specific needs.

® The new Georgian ECA, 2015. SACE has

recently provided capacity-building
services targeted at establishing a new
ECA in Georgia, which is expected to
contribute to the country’s balance of
payments by enhancing the
competitiveness of Georgian companies
and their export activity.

Capacity-building programmes may also
represent a significant tool for established
ECAs that wish to further develop and
expand their operations, adding on new
products or enhancing specific skills through
‘tailor-made’ training. For ECAs mainly
focused on short-term business, enhancing
staff knowledge and expertise related to
medium to long-term products can assist in
developing new lines of business and
covering new markets.

Similarly, ECAs currently operating mainly
through traditional export credit may be
planning to extend the scope of their support
to assist clients with internationalisation,
working-capital facilities and strategic
transactions. With respect to risk-related
topics, requests mainly address risk
management from a portfolio perspective as
well as credit risk analyses including
counterparty, country and sovereign risk.
Other ECAs are eager to increase their
customer-base through commercial-strategy
training aimed at developing a pro-active
‘client-driven’ rather than a ‘transaction-
driven’ approach.

-
Do
x
i
A
_|
>
Z
>
_<
n
wn




32

berneunionum

Berne Union 2015: Sace - Cooperation in export finance

Banks and public institutions

In emerging countries, capacity-building
programmes frequently cater to banks,
ministries or other public institutions, with the
underlying aim of sharing expertise on export
credit and trade finance, including best
practices and governance. Training
programmes effectively constitute an
extremely efficient instrument to raise
awareness of the benefits of trade finance,
and prepare adequate financial tools to foster
cross-border trade, support exports and
improve the balance of payments.

With this underlying objective in mind, a
working group was set-up in 2013 by the
Berne Union, in collaboration with the World
Bank, with the aim of enhancing cooperation
between the two organisations. Three major
areas of joint collaboration were established,
with SACE leading the capacity-building task
force - together with the IFC, PwC, Zurich,
ATI, ECGC and Sinosure. The group
structured a joint training programme
specifically addressing local players in
emerging markets, with a focus on Africa.

The underlying objective of the BU-IFC
training partnership was combining the
expertise of ECAs and private insurers
together with the IFC’s consolidated
experience in emerging markets and its
global network. The group's combined
experience in the training field and specific
knowledge of the East African market
dictated an agenda focused on the use of
trade-finance instruments, and means of
maximising the use of export credit in the
current phase of economic development of
certain sub-Saharan countries. Africa was
considered a highly relevant starting point for
this ground-breaking initiative because of its
sound growth figures and vast investment
potential. Special attention was focused on
assisting local banks in building new business
around export-credit financing and insurance,
contemporaneously increasing regional trade.

The capacity-building task force worked
on a pilot project, culminating in a joint BU-
IFC training seminar in Nairobi, Kenya, last
July. BU and IFC executives presented trade
and project finance risk-enhancement
instruments to local banks based in Kenya
and its neighbouring countries. The seminar
also included a special session with Kenyan
banks’ chief executive officers to raise their
familiarity at a strategic level. It is intended
that this form of capacity building aimed at
local banks will be replicated in other
emerging markets and located in different
geographical regions.

Creating opportunities for SMEs
Exporting SMEs is an additional target for
capacity-building services. In this field, SACE
is committed to supporting Italian SMEs in
every stage of their internationalisation
process, especially in frontier markets which
are particularly complex and challenging.

SACE developed Frontier Markets in 2014 -
a programme providing SMEs not only with
insurance and financial products to support
their exports and investments but also a
broad range of advisory and training services.
Frontier Markets assists Italian SMEs in
identifying those emerging markets with the
highest potential, while at the same time
providing the tools to evaluate associated
risks and relevant mitigation instruments. The
Frontier programme offers a range of
services: the selection of potential
counterparties, provision of specific advisory
services and financial products in line with
each country’s specific business
opportunities, and subseguent business trips
aimed at matching the exporters’ offer with
local demand.

The focus has so far been on sub-Saharan
countries. An initial successful result of the
programme consists of the launch of a
partnership between a consortium of 11 Italian
companies, the Kenyan Kerio Valley

We are adamant that the sharing of knowledge

is a powerful tool to promote economic development
and cross-border trade. The capacity-building
programmes undoubtedly lead to multiple benefits
in both emerging and developed markets as they
build upon decades of expertise, technical

capacity and accumulated experience in

international markets.
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Development Authority (KVDA) and Moi
University in Eldoret, western Kenya, for the
set-up of a dairy farm. The estimated project
value is around €25 million and it will
continue for a duration of 16 months. The
pilot project is expected to enhance the dairy
value chain in northern Kenya.

Through the Frontier programme, SACE
offers 360° support. It plans to replicate
similar partnerships in other regions as these
produce reciprocal benefits for all parties
involved. On the one hand, this project is
expected to contribute to economic
development by rendering the region self-
sufficient (ie for the production of food),
while on the other, SACE's role has allowed
Italian SMEs to identify a profitable market
niche within the highly competitive global
arena.

Conclusions
ECA activities in the capacity-building field
can be used as an efficient and beneficial tool
for enhancing world trade by increasing
awareness of export credit insurance in
emerging markets. The scope of training may
vary significantly. It can address a wide
variety of both subjects and counterparties
constituting the business environment.
Consolidated expertise is fundamental to
establishing and developing institutions
dedicated to supporting national enterprises
and promoting international trade. Local
banks in many less-advanced markets are
increasingly willing to raise their
competitiveness in international trade finance
by widening their respective product range.
Training programmes can also provide
assistance to SMEs in identifying market
niches and new business opportunities.
When viewed from the perspective of the
recipient, capacity-building initiatives
positively affect the destination countries. We
are naturally investing in the medium to long-
term by developing capacity-building
programmes as these eventually generate
indirect benefits also for the promoting ECA
and its national economy. The establishment
of new ECAs facilitates collaboration also

through co-insurance and re-insurance
agreements with new local partners in
emerging markets. The practical
implementation of such agreements is
facilitated by the assumption that all parties
are applying international best practices. It
should also be noted that re-insurance and
co-insurance agreements have gained a
growing importance in recent years, mainly
due to the ‘unbundling’ - or fragmentation -
of the production chain across countries.

In addition to cooperation on transactions
and industrial programmes, the presence of
key local partners favours the exchange of
strategic information on relevant political and
commercial matters and facilitates decision-
making processes. A wider knowledge and
diffusion of export credit and trade finance
would increase business opportunities
involving local players in emerging markets
by expanding the range of products offered
by the ECAs in tandem with the banks.
Finally, capacity-building support to SMEs
goes a long way towards promoting the
country’s economic development, which
engenders new business.

We are adamant that the sharing of
knowledge is a powerful tool to promote
economic development and cross-border
trade. The capacity-building programmes
undoubtedly lead to multiple benefits in both
emerging and developed markets as they
build upon decades of expertise, technical
capacity and accumulated experience in
international markets. The immediate
beneficiaries of the capacity-building
programmes are above all the exporting
companies and the local financial players,
including new export credit agencies.
However, over the medium to long-term, the
benefactor ECAs will see further fruits of their
labour, together with an overall increase in
trade flows: undoubtedly, a ‘win-win’ strategy
for all involved. B

Note

*United Nations Conference Sustainable Development
(1992), Agenda 21, United Nations Conference on
Environment & Development (Chapter 37).

A wider knowledge and diffusion of export credit and
trade finance would increase business opportunities
involving local players in emerging markets by
expanding the range of products offered by the ECAs in

tandem with the banks.
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The era of regulation -
new challenges for trade
and export finance

Ralph Lerch, chair of the European Banking Federation’s export credit
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working group, and global head of export finance at Commerzbank,
discusses the shifting tectonics of the regulatory environment facing trade

and export finance.

You might be thinking: ‘here comes another
tiresome article on regulation, only repeating
what I've heard a hundred times before.” But
let me assure you, the new era of regulation
has only just begun and you cannot escape it
- whether you are an exporter, an export
finance specialist in a bank or an underwriter
at an export credit agency (ECA), private risk
insurer (PRI or development finance
institution (DFI). So the industry as a whole
has to find answers to the challenges of
regulation and to the expectations of an alert
and (sometimes) suspicious society.

The evolution of the regulatory
environment

A phenomenon rarely seen before in the
history of the modern banking industry, the
financial crisis was a major landmark in the
development of regulation. Governments
worldwide came under pressure for the
tremendous amounts they spent on rescuing
the banking system. Banks lost the citizens’
confidence and tried to do their best to bring
the public back on side by reinforcing
traditional rules of real economy-driven
operations. Several scandals (Libor, for
example) did nothing to recover the banks’
reputation or the public’s trust in them. Today

the view persists that
banks deserved the
regulatory treatment
they received and
should not be saved
with public money
again.

Even if immediate
actions by the Basel
Committee, G20,
European
Commission, Federal Reserve System,
European Banking Authority, and other
regulators, were seen as direct consequences
of the financial crisis in 2008, the experience
from Basel | in 1988 (underlying capital rules)
and Basel Il in 2004 (risk-related allocation of
equity, operational risk, banking supervision)
has already paved the way for the next steps.
In the beginning, the attention on adequate
funding was seen as the major achievement
of Basel Il (and reaction to the crisis).
Whereas today, it is widely acknowledged
that the leverage ratio is by far the biggest
potential threat for business with a low-risk
profile, ie trade and export finance.

If banks want to maximise revenues to
meet shareholder expectations, it is clear that
- as long as capital is a scarce resource - the

Ralph Lerch

It is widely acknowledged today that the leverage ratio
is by far the biggest potential threat for business with a
low-risk profile, ie trade and export finance.
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business that offers the highest yield is
preferred. But let us first have a look at the
major elements of Basel and the Capital
Requirements Regulation (CRR) before
starting to highlight unintended
conseqguences (or outlining targets and
potential adjustments to protect trade and
exports).

Major regulatory ruling so far

It is highly likely you have never read all the
Basel recommendations or CRR articles, so
let me summarise the most important
elements and ratios. Assuming that better
capitalised banks are more prepared for
potential credit losses, the capital ratio is a
key element of Basel. The target of 10.5%
(plus a stricter Tier 1 ratio), to be reached by
2019, has already been largely achieved and
the number of banks which failed to do so
reduced significantly from 2011 to 2014. So
far, nothing to complain about.

Risk weighted assets (RWAS) are also an
indicator for internal capital consumption
mainly based on ratings, durations and credit
conversion factors (CCF). Therefore, different
ratings for sovereigns will lead to different
risk-weighted assets (RWAs) for ECAs.
Whereas short-term letters of credit (LCs) are
assigned a 20% credit conversion factor
(CCF), and technical guarantees and undrawn
amounts on signed facilities a 50% CCF, it
would be important to secure a 0% CCF on
the portion covered by the ECAs as agreed in
Basel I and Il

Liquidity Cover Ratio (LCR) and NSFR:
Ratios related to liquidity shall ensure that
banks have sufficient unencumbered, high-
quality liquid assets (HQLAS) to set off the
potential net cash outflows. Banks are
required to increase HQLAs - ECA-covered
loans do not qualify at present - and to
reduce committed lines. In parallel - and as a
further result of the crisis - banks needed to
raise long-term (LT) funding to refinance LT
loans. Consequently, new players have
entered the market to offer LT funding, eg
insurers, investment managers and pension
funds. ECAs and banks have also done a lot
to comply with the aforementioned ratios -
as seen in the launch of refinancing
programmes, funding guarantees and direct-
lending solutions. So funding is not seen as
critical at the moment but those new tools
may show their value at a later stage.

The most sensitive ratio by far for export
finance, as a low RWA binding business, is the
Leverage Ratio. If the low-risk profile of ECA

cover is not be recognised, export finance will
be competing with riskier exposures that
offer better returns. In other words: to reduce
an increase in financial leverage due to low
RWA bindings is a reasonable approach in
light of the crisis. But it should be feasible to
differentiate. The current status does not
sufficiently value the nature of export
promotion schemes with governmental
backing, and the need for the double default
of the borrower and the ECA to cause a real
loss. This argument also demonstrates why
export finance exposures do not result in
large unexpected losses.

Recent proposals by the Basel Committee
to adjust the Standard Approach have not
taken into account this mechanism for
export finance.

At the moment it seems
that no single regulatory
measure is the final nail in
the coffin for export
finance, but it may turn
out that sooner or later
the sum of all regulation
will reduce participants
and capacity.

The impact of CRR on medium to
long-term (MLT) export finance

CRR is the European legislative initiative to
transfer Basel lll standards and requirements
into European law. In force since 2014, it is
seen as the new bible for all areas of banking
activities, including covered bonds (as a
potential instrument to refinance ECA-
covered loans). Hastily drawn up, it contains
various definitions and redundancies. Besides
the mechanics of the aforementioned ratios,
it is worthwhile mentioning that fulfilling
Article 1941 CRR, concerning the validity of
ECA cover in particular, is seen as almost
useless, and a very expensive exercise.

CRR 1941 stipulates that “the lending
institution shall provide, upon request of the
competent authority, the most recent version
of the independent, written and reasoned
legal opinion or opinions that it used to
establish whether its credit protection
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arrangement or arrangements meet the
condition laid down...”

The clause can also be understood as
mistrust in the European government's own
export-promotion schemes, but in practice it
has turned out as a major employment
programme for law firms. Why? Many ECAs
or other relevant public institutions have so
far refused to issue such Legal Opinions
(LOs). Banks could use their internal legal
departments to issue such LOs but, given the
fact that each ECA issues its
guarantees/insurance policies based on its
national jurisdiction, law firms are needed (in-
house lawyers specialised in export finance
tend to be proficient in assessing 1, 2 or 3
different jurisdictions, so depending on the
business model of the bank, 15-20
jurisdictions are left for external lawyers). To
be on the safe side, it might be worthwhile to
have a LO (or at least a reference) for each
product an ECA is offering.

With no reliable ruling by the EBA thus far
on how often these LOs need to be refreshed
('most recent version’), this exhausting and
expensive exercise is likely to continue over
the next couple of years - even in the
knowledge that no overwhelming new
substance or data will be generated. Was
there a chance to convince the regulators of
such consequences? Not really - there wasn’t
much appetite for direct dialogue with the
banks. Therefore various initiatives have been
started to reduce costs and complexity,
knowing that the only likely chance to cope
with Article 194.1 is to, once the LOs have
been issued in all major countries, return to
the regulators with the lessons learned.

It is worth mentioning that, based on an
initiative from the European Banking
Federation (EBF), the Export Credit Working
Group (ExCred WG) and national banking
associations in several European countries
have joined forces (and shared costs) to
approach law firms to issue the LOs required
by CRR. This allows the sharing of the LO
among banks and banking associations later
on - provided that the law firms have agreed
to this. Unsurprisingly the content of the LOs
already issued differs a lot, and not only
because of the various underlying

jurisdictions. Potentially this could be the
beginning of a discussion with the regulators
on the different legal settings of the ECAs,
and the general conditions and obligations to
be fulfilled by the insured.

‘Operational’ regulation - today’s
understanding of AML, KYC,
compliance and sanctions

Regulatory pressures regarding anti-money-
Laundering (AML) have continued to rise
over the last couple of years. Even if the legal
roots date back to the 1980s, there is a
common understanding today that 9/11 has
changed the way legislators look at the
transparency of banks and corporate
activities. Legislation - such as the EU
Payment Regulation, Germany's
Geldwaschegesetz (GwG) or the FCA’s
Money Laundering Regulations 2007 in the
UK - has been set up, widened and adjusted
regularly. Due to the nature of trade and
export finance, banking authorities, auditors
or the management of a bank tend to look
immediately at borrowers in emerging
markets when they look to identify the
weakest areas of compliance in the bank.

Carrying out a proper on-boarding of
foreign customers is nothing new for banks.
But today they have to fulfil - from country to
country - different requirements concerning
transparency, ie to know (at least) the
ultimate shareholders and to seek a personal
relationship with the management of their
borrowers. For example, in the past it was
sufficient that a law firm (preparing the LO
on the documentation) stated that the ID of
an ultimate shareholder or CFO of a borrower
had been presented. Today, it is more
common that the bank has to do that itself.

So it will continue to create huge
complexity for banks, running expensive and
more intense procedures of operational
regulation safely, be it the fulfilment of legal
requirements in the country of an ECA, PRI,
or be it the country in which a transaction is
booked or the borrower is located.

Needless to say, sanctions are an
additional layer of such operational
legislation. I'm confident that most ECAs
already have a fundamental understanding of

Whatever compromise will be agreed at the OECD level,
banks may decide that it is better to stay out of coal
projects - even if ‘allowed’ by the OECD - to be on the

safe side.
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operational regulation, even if it is often
based on discussions with banks. But |
sometimes put the following question to
ECAs: “How do you react as an ECA if a bank
is approaching you in year three of a buyer’s
credit to let you know that the
buyer/borrower has to be immediately exited
due to KYC (legall) reasons - even if it has
been repaying his debts properly? Would you
be prepared to agree that the bank should
seek immediate repayment, even if it could
result in a default?”

‘Soft’ regulation - sustainability and
corporate social responsibility

There is growing significance around the
sustainable trade agenda too. Its roots are in
the Western European environmental
movement and in the voluntary charitable
activities in the US, but sustainability today is
setting restrictions on export finance. There
are several well-known initiatives with banks
involved that have implemented and
developed sustainability standards, such as
the Equator Principles (EP) or the Thun
Group.

Contrary to the regulatory environment
described above, social standards are more
often formed and set by public opinion or the
NGO community, and not by the jurisdiction.
Nevertheless such standards are today seen
as the next level of ‘soft’ regulation - having
an immediate and efficient impact on banks’
activities. It is also obvious that the 80, or so,
EP banks are setting the standard, but there
are still more than 4,500 banks in Europe
who often could do more.

The 2015 review of the Common
Approaches will further set out social and
environmental standards for publicly-
supported ECAs, and is likely to focus more
on human rights. The debate on the future
support of coal-fired power plants is also
impacting on business cases in various
countries, reducing predictability for

project developers, who usually need
three-five years - sometimes more - to
acquire all licenses and approvals for a new
power plant. Whatever compromise will be
agreed at the OECD level, banks may decide
that it is better to stay out of coal projects -
even if ‘allowed’ by the OECD - to be on the
safe side.

Nowadays, databases such as Rep Risk or
UNEP FI may help to manage reputational
risks in banks but the preparedness to
support trade and export finance in sensitive
areas is dependent on the ambition of a bank
to be seen as a well-governed entity.
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The unintended consequences of
regulation and what could be done
Risk mitigation instruments are still needed.
Today, banks have to deal with volatile
currency-exchange rates, low interest rates in
Western Europe and the US, China’s
slowdown and the political crisis in Ukraine. In
these turbulent times, it is often not easy to
discern which aspects of regulation have a
real negative impact on trade and export
finance.

Here is an attempt to summarise some of
the findings of the EBF’s Export Credit WG:

a.) ECA-covered export finance is even
less favourably treated than other trade
finance instruments;

b.) decision-making procedures in banks
need more time and are less predictable
because of frequent changes in regulation;

c.) increasing costs for export financing
solutions - especially smaller transactions -
are becoming more and more expensive,
which is particularly negative for SMEs;

d.) proper on-boarding (KYC, AML) for
banks and corporates worldwide requires
international networks and presence, and
may lead to a concentration of export finance
banks;

e.) despite Quantitative Easing,
refinancing solutions are still needed to be

Advocating in favour of a decent adjustment of
regulation - mainly to lower the negative impact of the
leverage ratio - should be a joint effort of banks, ECAs,
PRIs and exporters. But also international organisations
& initiatives (Berne Union, ICC, BIAC, BAFT, and EBF)

should team up to discuss visions, standards and
activities for the export finance industry.
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maintained to fulfil the Liquidity Coverage
Ratio/Net Stable Funding Ratio;

f.) consistency of ECA policies, general
conditions, legal settings and products -
lacking so far - is key to reducing complexity
and costs;

g.) further standardisation of
documentation is necessary.

At the moment it seems that no single
regulatory measure is the final nail in the
coffin for export finance, but it may turn out
that sooner or later the sum of all regulation
will reduce participants and capacity.

In light of the above, it would be helpful for
big data to arrive in export finance to help
demonstrate market movements and
changes. The ICC MLT trade register is, in the
meantime, a valuable report on defaults and
provides evidence on the low-risk profile of
ECA-covered loans. Tagmydeals started last
year to publish reports with remarkable real-
time data. The Berne Union - having the most
powerful database on export finance - could

also play an important role in showing trends
and movements. But, in order to do this, the
data may have to be further reviewed and
categorised.

It will also be of utmost importance to
explain to policymakers and regulators the
mechanisms of MLT export finance and its
positive effects on employment in Europe.
The following word map illustrates that,
within speeches by the EU Commissioner for
Trade, key words such as ‘trade’, or ‘export
finance’ have received very little emphasis
(source EBF).

Advocating in favour of a decent
adjustment of regulation - mainly to lower
the negative impact of the leverage ratio -
should be a joint effort by banks, ECAs, PRIs
and exporters. But also international
organisations and initiatives (Berne Union,
ICC, BIAC, BAFT, and EBF) should team up to
discuss visions, standards and activities for
the export finance industry.

We are all on the same learning curve. Bl

Missing trade

A word map of recent speeches by the EU Commissioner for Trade showing how key words such as ‘trade’, and ‘export
finance’ have received very little emphasis (source EBF).
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Achieving the otherwise
unachievable: what ECAS
mMean to big borrowers

Helen Castell at TXF talks to some of the world’s largest borrowers about
what ECA finance means to them, and why things like fixed-rate financing,
long-term framework arrangements and looser eligible content requirements

are top of their wish list.

Export credit agencies (ECAs) continue to
break new frontiers, backing loans to new
industries such as renewable energy in the
Philippines and supporting deals in sectors
and markets, such as Russia, where
commercial banks and private insurers might
otherwise shy away from.

Safe house in a crisis

Something that unites big borrowers is their
appreciation of ECA finance, especially
during difficult periods. “When times get
tough you can count on ECAs,” notes Ceyhun
(Jay) Cetin, assistant treasurer at US
telecoms company Sprint. “In down times,
when markets are freezing or the economy’s
slowing down, ECAs are still there. They are
still providing financing when others are not
or are charging much more.”

When Sprint arranged, in 2012, its first
transaction backed by an ECA other than
Export Development Canada (EDC), high-
vield markets in the US were frozen. Although
the company could probably still have
tapped funding, it would have been
challenging and much more expensive
without the "halo effect” of Sweden’s EKN, he
says.

That $1 billion credit agreement was
followed this January with a combined $1.8
billion of vendor financing via three separate
transactions backed by Finland’s Finnvera,
South Korea’s K-sure and Belgium’s
Delcredere/Ducroire (D/D).

Having an ECA on board gives a level of
comfort to other creditors that goes beyond
its simple guarantee, says Cetin. “Banks and
bond investors know there’s another set of

eyes looking at our
performance,
projections and
compliance.” From a
corporate treasury
perspective, ECA
finance also provides
important
diversification.

The fact that ECAs
have continued to
back the right
borrowers in Russia
despite challenges
such as sanctions,
market turbulence
and corporates’ more
cautious investment
plans is testament to
their staying power,

= says llya Krasnov,
Antje Gibson head of corporate
finance at Russia’s
Metalloinvest.

The Russian steel
and mining company
has arranged two
ECA-backed deals
over the past 18
months. In April 2014,
it closed a €34 million
($38 million)
transaction backed by
Germany’s Euler
Hermes to fund the import of equipment
from Linde.

That was followed in early June this year
by a €267million ($298.7 million) dual-ECA

llya Krasnov
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agreement bringing together UK Export
Finance, Austria’s OeKB and a club of
international banks. Proceeds from the 10-
year loans will be used to finance the
purchase of equipment from Primetals
Technologies and technology from Midrex UK
that were used in the construction of a third
hot briguetted iron plant (HBI-3) at
Metalloinvest’s Lebedinsky GOK plant.

Longer tenors attract borrowers

For Royal Caribbean Cruises, which relies on
ECA finance to build cruise ships, one key
attraction is the long tenors available,
according to Antje Gibson, vice president and
treasurer.

There is typically a three- to five-year lead
time between ordering a ship and delivery.
Although about 80% of a vessel's roughly
$1billion price tag is paid at delivery, Royal
Caribbean needed at the time of ordering to
secure financing commitments for a loan that
ideally ran for 12-years.

“In the commercial bank market, they
really can’t make commitments that are three
to five years long and then have a financing
that goes out 12 years unless they have that
ECA support,” she says. “It is critical, at least
in today’s marketplace, to know we have that
available to us.”

ECA financing accounts for around 50% of
Royal Caribbean’s debt balance. Its vessels
are made in France, Finland and Germany, so
it has worked with Coface, Finnvera and Euler
Hermes. “They’ve all been very good to work
with and we’'ve found them generally very
competitive in their offerings,” says Gibson.
“We have found them to be creative when
needed, which is very helpful.”

In another sector - renewable energy -
support from Denmark’s EKF allowed the
Philippines’ Energy Development Corp to
achieve a 15-year tenor on financing for its
Burgos Wind Project - both for the US dollar-
covered and the US dollar-uncovered
portions. Without ECA backing, foreign banks
are typically prepared to lend for no longer
than five years in the Philippines, notes Erwin
Avante, vice president of corporate finance.

Commissioned in November 2014, Burgos

was the first wind project in the Philippines to
be backed by an ECA and financed by
international banks at a longer tenor, despite
uncertainties around the country’s new feed-
in-tariff regime, he notes. “It was therefore
considered a milestone.”

Given the capital-intensive nature of
renewable energy, as well as single borrower
limits imposed on local banks, the use of ECA
financing to fund such projects will increase,
Avante predicts.

Energy Development Corp was also
impressed in its first ECA transaction by
EKF’s overall flexibility and the fact that
financing was completed within just six
months of formal discussions starting. “We
didn’t have any major issue with EKF that
wasn’t resolved,” he says. “Both parties were
reasonable as far as the risk allocation is
concerned.”
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ECA financing still the cheapest
ECA-covered funding remains “one of the
cheapest available sources” of finance for
many of Russia’s biggest corporates, says
Metalloinvest’s Krasnov. As such, for any
capital-intensive project with an international
component, an investigation into whether
ECA financing is available is a key part of
economic feasibility studies. On rare
occasions - for example during turbulent
times when corporates are more cautious
about investing - the availability or not of
ECA funding can be make or break for a
project.

“One can hardly over-estimate the
importance of this support,” he says, noting
that even in good times the low cost of ECA
financing helps corporates free up cash flows
and optimise debt portfolio parameters.

Something that a number of corporates
interviewed would like to see is more fixed-
rate financing, as offered by Spain’s FIEM and
US Ex-Im Bank - although the latter, because
of non-reauthorisation by US politicians is
currently redundant to providing US
exporters with any new loans or guarantees.

“Combining ECA finance with a bond
would be very interesting,” for Royal
Caribbean Cruises, says Gibson. One major

Combining ECA finance with a bond would be very

interesting - Antje Gibson, Royal Caribbean Cruises
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obstacle however is that due to the nature of
ship-building, the company typically needs a
financing commitment of three to five years
before the funding for a new vessel is
released.

Because this would be impossible with a
bond, “you’d have to raise the funds ahead of
time, which would create a lot of negative
carry” over that period, she says. “So far,
going down that route hasn’t proven to be
viable, but we would love to see if somehow
something could be worked out in the
future.”

Although the shutdown of US Ex-Im Bank
“will have little to no bearing” on Royal
Caribbean Cruises, which builds in Europe
and mostly sources from European suppliers,
“if we saw other governments move in the
direction of eliminating export credit finance,
that would be quite a concern for us,” she
adds.

Long-term framework deals would
lower costs

One way ECAs could improve their offering is
by helping enable a kind of framework ECA
finance agreement that would need to be
negotiated once a year at most, says
Metalloinvest’s Krasnov.

Allowing corporates to tap ECA support
for a pre-agreed number of suppliers under
pre-agreed conditions would create
economies of scale for corporates and reduce
some of the hidden costs associated with
ECA financing, such as the man-hours
involved in arranging individual transactions.

Although ECA financing is much cheaper
on paper than commercial financing, these
costs can occasionally erode some of that
price advantage, he notes.

“It just needs to be packaged in a solution,”
he says. “I think it's quite do-able and just
needs some effort from all the relevant
parties - mainly from banks but also from
corporates, and from ECAs in terms of being
able to support such types of commitment.”

Sprint has achieved a similar effect
through its own negotiations with ECAs.

In the four non-EDC agency financings

that the company has tapped so far, the
company managed to get all the ECAs to
agree to work off the same base documents.
In its first transaction, Sprint told EKN that
its intent was to follow the same format with
all its ECA financings “even though at the
time there wasn’t any other,” Cetin says. For

We’d like to see our
relationship with
Sinosure continue on a
more formal basis -
Jay Cetin, Sprint

this reason, it was also firm in terms of which
covenants it was or wasn’t prepared to
include and why.

With the following three transactions, “we
stayed true to our word,” telling Finnvera, K-
sure and D/D that it wanted them to adhere
to the terms in the document agreed
previously with EKN while making clear that
no other ECA was receiving more favourable
treatment, he says.

“Surprisingly, once we explained that and
they got comfortable, everything went really
smoothly.” This was partly down to “our
mutual dialogue” and being an “open book”
with them, he believes.

The fact that all three transactions
occurred simultaneously made achieving this
degree of standardisation especially
important to Sprint. “We were afraid that
each document would be unique - it would
be very complicated to structure, execute
and monitor.”

Working from a pre-agreed framework has
already saved considerable time - and
therefore money - for Sprint and should

As financings become bigger and involve an ever wider
pool of suppliers, multisource, multi-ECA transactions
are becoming more common. They are also becoming

easier to execute.
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continue to provide efficiencies in the future,
says Cetin.

More flexibility over OECD
guidelines please

Although corporates say most ECAs try to be
as flexible as possible while adhering to the
OECD Consensus, differences remain in how
they interpret it.

The European ECAs that Sprint has
worked with viewed it “as a kind of rule
book,” according to Cetin. “When we asked
them for some flexibility on tranche
structuring and payment timings and such,
they said ‘No, we must comply with these.”

In contrast, although K-sure was more
“granular” in its credit due diligence, it
interpreted the Consensus as a set of
guidelines rather than rules.

“For some logistical issues, process issues,
how to structure the tranches and how to
make it operationalise, they were actually
much more accommodating than the
European ECAS,” he says. “That willingness to
work with us once they really got
comfortable with the credit story and the due
diligence, in terms of what we trying to
accomplish, how their vendors were
integrated with us and helping us succeed - it
was definitely notable.”

In 2010, Sprint also held informal talks with
China’s Sinosure - an ECA that is not bound
by OECD guidelines and which indicated it
was “very willing to help us,” Cetin says.
Although discussions did not at that time
progress beyond talking through terms and
trade execution, “we’d like to see that
relationship continue on a more formal basis”.

One “major improvement” that Energy
Development Corp would have liked to see in
its Burgos financing is more flexibility in how
OECD guidelines on pricing are interpreted.
Total pricing for the US dollar covered
tranche, including margin plus guarantee fee,
ended up slightly higher than for the US
dollar uncovered tranche, Avante says.
However: “In the end it was acceptable
because the total financing package was
attractive to both the banks and the
sponsors.”

Eligible content still a sticking point
Greater flexibility over what constitutes
eligible content - and specifically

allowing higher local content - would attract
more corporates to ECA financing and
encourage them to seek bigger facilities,
corporates say.

French ECA Coface’s stipulation, for
example, that manufacturing must be done in
France meant that Sprint could not seek its
support for a transaction with Alcatel-Lucent
(ALU), despite its French heritage, says Cetin.
“We would love to work with [Coface] but we
couldn’t because of the way they interpret
what the eligible content is.”

Some corporates would simply like to see
ECAs extend bigger guarantees.

Because most of the payment for a cruise
ship is made at the time of delivery, the
exporter has to finance the majority of the
vessel’s construction. Royal Caribbean would
therefore like to see ECAs expand the level of
guarantee they offer exporters beyond 80%.

Although ECAs do already offer good
support to exporters, “the higher the levels of
the guarantee, the easier and cheaper it is to
get financing,” notes Gibson.

Multi-ECA transactions pick up speed
At the same time, there are many ways in
which ECAs are changing for the better - not
least the way they communicate with each
other - corporates say. As financings become
bigger and involve an ever wider pool of
suppliers, multisource, multi-ECA transactions
are becoming more common. They are also
becoming easier to execute.

Although ECA financings are always
slightly slower than standard bilateral loans or
certain structured secured financings,
Metalloinvest’s experience with structured,
multi-participant transactions meant that this
year’s dual-ECA transaction was relatively
straightforward, says Krasnov.

The fact that UK Export Finance took
documentation risk meant that negotiations
took slightly longer with this ECA than with
OEKB he says, but “l would not say that it
was something that was an issue or that
created bottlenecks.” &

Although ECA financing is much cheaper on paper than
commercial financing, the time it takes to arrange
transactions can erode some of that price advantage -

llya Krasnov, Metalloinvest
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The future role and
—CAS

By Laszlo Varnai, assistant director, Berne Union

scale of

As part of the 2015 Berne Union and Prague
Club Spring Meeting held in Florence, ltaly,
and hosted by SACE, a CEO panel was held
to discuss members’ various perspectives on
the “future role and scale of export credit
agencies (ECAs)”. Supporting the work of the
panel, a member pre-meeting questionnaire
was circulated to all members, public and
private alike, in order to explore the current
approach of members and their respective
guardian authorities. A total of 52 responses
were received, representing well over half of
Berne Union and Prague Club members.

In terms of the ECAS’ share in their
respective national exports, responses
highlighted that as of Spring 2015 more than
half cover less than 5% of their country’s
exports and only seven of the respondents
indicated a higher support rate in national
exports. Most ECAs reported that their role
and mandate are defined in statutory form,
limiting their mandate to expanding exports,
job creation and other national interests, or
filling financial gaps (if any) and levelling the
playing field. Unexpectedly, 8% of the survey
participants replied that their organisations
do not have a restrictive mandate at all.

The reasoning for the existence of ECAs
has been a controversially discussed topic for
a very long time depending on the prevailing
political winds. This was reflected by 15
members who noticed dormant to significant
political dynamics to reduce government
involvement in perceived commercial activity
(such as ECA business), a sentiment shared
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across all major
regions. This
somewhat confirms
the global trends of
deepening regulations
on state aid and
ongoing pressure on
governments to cut
expenses and non-
essential services.

The most
fundamental and practical constraints of
ECAs to enhance support and increase
market share lead back to the legal
framework, as the vast majority of the
institutions are prohibited from providing
support where private sector cover is
available. Furthermore, due to the restrictions
on state budgets, members generally have
overall financial caps on their activity as
defined in their concerning acts.

The session’s debate in Florence also
highlighted that most of the ECAs have been
established during pivotal periods, either
during or after political and /or financial
upheavals (e.g. the 1920s and 1930s) or to
address market gaps as during the early
1990s in Eastern Europe. Most members’
activities and new underwriting figures
continue to peak during times of crises,
reflecting that this market gap mechanism
can flexibly respond to the demand side as a
counter-cyclical trade policy instrument.

Looking forward to 2020, all, except three
ECAs forecasted an increasing need for cover

Laszlo Varnai

Any substantiated commercial and academic analysis
of the past has clearly demonstrated that there is a
well-earned and justifiable niche for ECAs, successfully

stepping up to complement the prevailing export support
capacity from the private sector when needed.




48

berneunionum

Berne Union 2015

and hence growing activities; five ECAs see
their commitments growing by more than
35%, well in excess of expected global trade
growth. Respondents (public and private)
unanimously see the main drivers for future
expansion as clients’ demand and the
exporting country’s export levels in the first
place, followed by their organisational
capacities and the development of financial
regulations (e.g. Basel IlI). Among
policyholders and with respect to exporters’
size, the small and medium-size exporter
(SME) sector will require more and more
attention and commitment.

Exporters, importers and banks largely
provide supportive feedback and look at the
ECAs as choice solution providers to support
safe and sound trade and trade finance
structures.

Even during times of increased political
and market purist pressures or criticism,
ECAs have proven to be adaptive by
developing new products and procedures.
Yet, in most jurisdictions the public
perception of the ECA and thus the public
support for the ECA is closely linked to the

Even during times of
increased political and
market purist pressures or
criticism, ECAs have
proven to be adaptive by
developing new products
and procedures.

ECA’s capability to flexibly fulfil its
designated market gap role in close
cooperation with the private sector.
Inevitably, the future role and scale of ECAS,
as well as the demarcation to and
collaboration with commercial risk-takers, will
be an ongoing topic of conversation for years
to come. However, any substantiated
commercial and academic analysis of the
past has clearly demonstrated that there is a
well-earned and justifiable niche for ECAS,
successfully stepping up to complement the
prevailing export support capacity from the
private sector when needed.

Does government have an overall mandate for your institution?
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-KF demonstrates a

strong SME focus

By Maria Steffensen, senior communications consultant, EKF, Denmark’s

export credit agency

EKF, Denmark’s export credit agency, knows
from experience with small and medium-
sized enterprises that they are an increasingly
important sector of the economy and that it
is a sector worth the focused efforts of the
agency.

Four out of five customers with EKF are
small and medium-sized enterprises (SMEs).
Since 2010, the number has more than
doubled. That is the fruit of five years of
focused efforts on SMEs, according to
Kim Richter, senior director of the
department for small and medium-sized
enterprises at EKF.

"Prior to the financial crisis, we had more
focus on guarantee volume. We serviced
SMEs but had no specific focus on this client
group. After the crisis, there was a growing
political wish to support the SME sector, and
we formed a specific SME team. Today we
see the effect of our actions,” says Richter.

He points out three initiatives that pushed
this development; the establishment of an
SME department, new products matching the
needs of SMEs and enhanced marketing
targeting this segment.

New department means swift and
flexible processing
In 2010, EKF established a department

dedicated to SMEs.
The difference
between this
department and
EKF’s department for
large corporates is the
swift and flexible
processing. The
department’s
customer service
promise requires that
EKF responds to an enquiry within 24 hours.
Furthermore, EKF can issue guarantees from
day to day. However, often EKF issues the
guarantee after only a few hours.

This means that EKF has seen a large
influx of small and medium-sized customers.
It makes demands on EKF’s employees
requiring a higher degree of generalist skills
rather than specialist skills. They must be able
to quickly familiarise themselves with new
sectors and new countries and be able to
administer a large customer portfolio. On the
other hand, they do not have to scrutinise
every case.

However, EKF has eased some of the work
pressure by delegating a lot of the work to
the banks. The banks conduct credit
assessments of companies, and they can
apply for working capital guarantees online.

Maria Steffensen

Four out of five customers with EKF are small and
medium-sized enterprises (SMEs). Since 2010, the
number has more than doubled. That is the fruit of five
years of focused efforts on small and medium-sized

enterprises.
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Small guarantees are automatically issued to
the banks. This speeds up the process.

New products meet SMEs’ uncovered
needs

The last five years have led to the
development of three new products targeting
the needs of SMEs.

Firstly, EKF has established the SMV
Guarantee, which is equivalent to the Buyer
Credit Guarantee for large corporates. The
guarantee helps a foreign buyer obtain
financing from a bank. EKF guarantees the
bank. The difference is that the
documentation burden has been lifted. The
process of approval has become easier, and it
does not take an army of solicitors, which
makes it suitable for small orders.

Secondly, EKF has established the
Working Capital Guarantee, providing Danish
exporters - or Danish sub-suppliers to export
companies - access to financing. EKF still
guarantees the exporter’s bank, which
provides the export company with credit or a
guarantee. The Working Capital Guarantee
was established during the financial crisis
when banks were reluctant to lend money.
Today, the Working Capital Guarantee is
EKF’s most popular product.

Thirdly, EKF’s most recent product is the
Capital Expenditure Guarantee, which Danish
companies can use to establish production
facilities. The product has become popular
because it makes it attractive to move jobs to
Denmark when financing of machinery and
buildings is in place. The Capital Expenditure
Guarantee can also be used for production
facilities abroad.

According to Richter, the reason for the
great success of the products is that they are
easy to use and fill a gap in the private
market.

"We have focused on a lean application
process, and on increased awareness in
the banking sector. Furthermore, we fill a
market gap. Although lending appetite has

increased in the banking sector, it has
not yet fully reached the SME sector,”
says Richter.

Marketing increases awareness

In parallel, EKF has intensified its marketing in
relation to the SME segment. EKF has
conducted a massive marketing campaign
focused on SMEs because it was necessary.
EKF’s measurements show that in 2012, 60%
of Danish SMEs did not know that EKF
existed.

At the beginning of the campaign, the
objective was to increase brand awareness.
The challenge was to reach the companies,
which are characterised by all being very
different. EKF helps cookie bakers, children’s
clothes designers and nail manufacturers.
Some companies have three employees;
others have several hundred. Some
companies export to near markets, others go
for Asia and South America. Some companies
are in big cities such as Copenhagen or
Aarhus, while others are located all over the
country. And only a few of them knew EKF
beforehand.

"That is why we made TV adverts, full
page adverts in national business newspapers
and banner advertising,” says Richter. It has
been a great success. Now 90% of Danish
SMEs know EKF, which is reflected in the
business. In 2014, EKF issued new guarantees
to SMEs worth almost €250 million ($279
million). That is the highest exposure to date
and an increase of about 13% on the year
before.

“In our opinion, there is a vast untapped
potential, and that is why our ambition is to
continue to grow at the same rate in the
coming years,” says Richter.

Calculations from Copenhagen Economics,
the leading economic consultancy in the
Nordic region, show that EKF’s efforts secure
Danish company orders worth €2.5 billion
($2.79 billion) annually. It helps to create or
retain 10,500 Danish jobs. &
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We have focused on a lean application process, and on
increased awareness in the banking sector. Furthermore,
we fill a market gap. Although lending appetite has
increased in the banking sector, it has not yet fully

reached the SME sector.
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SME support continues to
be a growing sector for
Berne Union members

By Abbey Sturrock, director, Berne Union

Last year, the Berne Union provided an
update on how its members have worked
with small and medium-sized exporters
(SMEs) given their important roles in
supporting national economies. With
continued attention and focus on SMEs
worldwide, the Berne Union is pleased to
share current member feedback on what
challenges face SMEs today, the progress
members have made to date and the
challenges which continue to remain.

Background

In an effort to better understand the growing
needs of SMEs, in May 2013 the Berne Union
(BU) identified this as a priority segment for
further research. Then president of the Berne
Union, Johan Schrijver (Atradius) recognised
the increasing importance of SME businesses
and asked the Berne Union Management
Committee and membership for their support
to establish a SME Working Group.

This initiative was well received and many
members noted that supporting SME
business was becoming a new priority for
their organisations and increasingly of
common interest to export credit agencies
(ECASs). Under the support of the current
Berne Union president, Daniel Riordan
(Zurich), the SME Working Group, chaired by
Dan Mancuso (EDC), continues to champion
their work efforts in this space and engage
the broader membership. Under the
president’s and chair’s leadership, member
engagement has extended to Prague Club

members as well (a
group of developing
and maturing public
and private credit and
export insurance
agencies).

Progress

To date, two SME
guestionnaires have
been circulated (2013
and 2015) to all members (the second
welcoming Prague Club member input), two
specialist meetings have been hosted (the
second to take place after submission of this
overview and to include Prague Club
members), a webinar and several
conversations have been held amongst
members on best practices, how to overcome
challenges, etc. There are also ambitions to
do even more in this space!

What is of key importance is the progress
that has been made between 2013 and today.
Members continue to have a variety of SME
definitions in use as was the case in 2013. The
European Union’s definition (‘less than 250
full time employees, and turnover of €50
million ($56 million) or less, or balance sheet
total of €43 million ($48 million) or less’) is
only used by 37% of respondents, indicating
that 63% of respondents categorise SMEs
differently (e.g. less than 500 employees;
companies with a turnover of €150 million
($168 million) or less, etc). In spite of the
variances, the questionnaire still solicited

Abbey Sturrock

It is anticipated that in years to come SMEs will play an
even bigger role in the global marketplace, and the
Berne Union is keen to continue to explore ways for
members to develop more effective and relevant
strategies to support this key business segment.
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interesting feedback (see Figure 1).

What can be gleaned from the results is
that the attention on SMEs is not fading but
rather growing. Progress has been made by
many ECAs. More members are developing,
maintaining and growing their support
schemes and building special teams to
address this.

But key challenges are still ever-present.
When members were asked what they saw as
the top challenges SMEs face, members
identified the following in order of priority
(see Figure 2).

Obtaining working capital, something that
was not as prominently featured as a
challenge in 2013, nearly tops the list of
challenges in 2015. At first blush, this is likely
due to the fact that more members are now
involved in SME business and see this as a
key SME challenge. During the 2015 SME
Specialist Meeting held in Prague, Czech
Republic (October 1 -2, 2015), and hosted by
the local ECA, EGAP, this was considered and
explored. During this rendezvous, EGAP also
shared its progress with respect to helping
SMEs access working capital through its
three simplified product lines (pre-export
financing insurance, bank guarantee
insurance and supplier credit insurance).

While members are in a position to
support key areas of concern (access to
financing), this comes much further along in
the execution of a SME’s business strategy,
typically only after the company decides to

Figure 1: Feedback from members

grow internationally. Complicated foreign
regulations, the cost of doing business and
understanding foreign opportunities remain
top of mind for many SMEs.

While members may not be able to
directly impact or influence some of these
issues, some have made great strides in
trying to help SMEs understand market
opportunities. For instance, Export
Development Canada is investing into a
programme on how to connect SMEs to
global procurement opportunities. The
‘Central Connector’ system is an integrated
system of tools, processes and data for
sharing procurement opportunities and
market knowledge with SMEs.

In spite of all of the progress that has been
made, members have also emphasised that
challenges remain for themselves. Top
organisational challenges include (see Figure 3).

Picking up on the issue of staffing, while
many members have limited human
resources to support this segment, members
such as NEXI (Japan’s ECA) is currently
leveraging various delivery channels in order
to overcome such HR constraints. NEXI
typically partners with major banks, private
insurance companies, governmental agencies
and regional banks in order to better serve
SMEs in Japan. Regional banks, under their
cooperation agreements, introduce NEXI
products to their customers and customers
can submit applications through these banks.
EKF has also invested in a bank ambassador

2013 2015
Percentage of respondents who have or are developing a SME support scheme 69% 89%
Percentage of respondents who support SMEs due to policy or mandate 75% 79%
Percentage of respondents who support SMEs through insurance support 95% 97%
Percentage of respondents who support SMEs through financing support 35% 44%
Percentage of respondents who support SMEs directly 60% 74%
Percentage of respondents who have special SME products
(differences in process, coverage and risk appetite) 65% 71%
Percentage of respondents who have a special SME team 44% 57%

Figure 2: Top challenges faced by SMEs
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programme whereby training is delivered to
bank account managers which also help
market EKF solutions.

Interestingly, the issue of financial
sustainability, two years after the SME push
began at the Berne Union, has now made its
way onto the list as a top challenge or
concern. Making a meaningful difference to
SMEs versus financial sustainability is an
internal debate which members continue to
battle with.

Linked somewhat to the identified
organisational challenges are the results for
the queries of top unaddressed SME needs.
Respondents identified that there is still a
strong lack of awareness of existing support.
Approximately 90% of respondents flagged
that SMEs are presently unaware of the
solutions and product offerings available in
the marketplace (see Figure 4).

While members have invested in
innovations and process improvements (e.g.
Euler Hermes has invested in how to reduce
complexity associated with its whole turnover
products), there is still an underlying need to
reach SMEs. Striking the most appropriate
balance between effective engagement and
innovation efforts will also continue to be a

Figure 3: Top organisational challenges

While members have
invested in innovations and
process improvements,
there is still an underlying
need to reach SMEs.

challenge for many members as both
activities require substantial time and draw
significant resources.

It is anticipated that in years to come SMEs
will play an even bigger role in the global
marketplace, and the Berne Union is keen to
continue to explore ways for members to
develop more effective and relevant
strategies to support this key business
segment.

As a group, members will need to think
critically and creatively about where they
would like to be in 2017 (the anticipated next
date for the next SME Questionnaire).
Hopefully in two years from now, through
strong member cooperation and focus on the
issues, the challenges will diminish and
successes will abound. B

2013 2015
1. Marketing 1. Marketing
2. Automation of process 2. Automation of process
3. Information access 3. Cooperation of banks
4. Administrative burden 4. Information access
5. Attracting private banks 5. Attracting private banks
6. Cooperation of banks 6. Staffing
7. Staffing 7. Sustainability

Figure 4: Top unaddressed SME needs
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Smoothing the way
- s within
export finance

By Matthias Wietbrock, managing director of Northstar Europe

for SM

Annual business volumes of many insurers
and banks are more often than not driven by
project finance and large corporate loan
transactions. However, when looking at the
number of transactions, a large proportion is
small-scale transactions of all tenors and
often through revolving trade finance
facilities. In turn, most of these are generated
by small and medium-sized enterprises
(SMEs), which often rely heavily on credit
insurance for managing both liquidity, as well
as risk, in their cross-border business.

SME is not always a clearly defined term
but would usually include companies having
fewer than 250 staff and €50 million ($56
million) annual turnover on a consolidated
basis. Because SMEs are an important part of
many economies, we have seen a strong
effort by ECAs and other stakeholders in
public and private institutions alike to make
doing business easier for them.

A vast array of products exists to provide
support. Yet SMEs often feel that they don't
seem to get what they need from banks,
ECAs and from the insurance market. Given
that volume per transaction is small, oft cited
balance sheet or capacity constraints of
banks and insurers nor liquidity issues should
be used as an excuse. So what, in fact, seem
to be the issues?

While many SMEs are frequently selling
outside of their home jurisdiction, they don't
usually have a specialised resource within
their finance department to deal with sales
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financing and risk
mitigation. Often, this
may be done by the
CFOs themselves, in
particular if a deal is a
'larger one’, which in a
small enterprise could
easily be a €1 million
($1.1 million) piece of
equipment. So the
first challenge is
awareness and transparency. Staying abreast
of the developing and diverse product suite
of insurers and knowing what product(s) may
be available and on what terms takes effort.

Reaching out to this client group and
finding a regular and effective way to
communicate proactively is key. This could
be, for example, via industry associations or
through ECA-organised workshops, ideally
bringing together all participants (exporters,
insurers, financiers) such as the ones hosted
by Finnvera and EKF or (biannually) at EH, to
name but a few. Some ECAs further engage
via a network of regional agents close to the
client, as many small businesses are reluctant
to budget time and money for travelling, if
they are not even clear about the specific
benefits to them.

<
Matthias Wietbrock

Clearer processes

A coherent product mix, together with clear
and transparent product descriptions listing
all major terms is essential, too. Deciphering

A vast array of products exists to provide support. Yet

SMEs often feel that they don’t seem to get what they
need from banks, ECAs and from the insurance market.
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the small print and understanding the often
quite extensive terms and conditions and, in
particular, what is required in a claim scenario
can sometimes be an insider's art. SMEs
would benefit from simplified terms and
fewer, but clearly described and defined,
obligations and conditions. Another example
here is the exporter’s undertakings, which
several ECAs require for medium and long-
term cover. Quite a few exporters have
stepped back from transactions because they
found the language daunting and could not
evaluate the real risk arising from them.

With digital banking
already driving efficiencies
in domestic banking and
plain vanilla trade finance,
there should be ways to
benefit from these tools
encompassing export
finance as well.

Bank documents too need to be simple
and straightforward. They should not require
legal training or an external lawyer to
understand. Given the diverse jurisdiction(s)
this is not an easy task, of course. Given the
usually limited number of small transactions
that an individual institution sees, a joint
approach across the industry may be
worthwhile. Applications from the short-term
trade finance business show that
standardisation is possible and brings
benefits to all parties involved. This could also
be a way to manage the documentation risk
that many insurers put back on the insured.
This would help attracting further, non-
traditional financiers to the field as well.

Once a suitable product has been found,
predictability and speed is of the essence
when financing and ECA cover is requested.

Small transactions are often turned around
swiftly by exporters and, additionally, it is not
unusual that the question of finance and risk
management only comes up late in deal
discussions. This means that any delay of
more than four to six weeks has a material
effect on the perceived value of the product.
In our daily practice we see turnaround times
varying widely from two to three weeks up to
as much as six months.

Now, many ECAs have come a long way to
be more flexible in accepting borrowers’ local
accounting standards and their risk profile
when these deals land on their desk. This
takes time. Also, information coming from
banks and exporters is not always as
complete and concise as is required for a
smooth review process. Yet, completion times
of more than a month for standard structures
are difficult to explain away.

Apart from the aforementioned
standardised documentation, a standardised
and simplified application, review and
decision process could improve the appeal of
the product further. With digital banking
already driving efficiencies in domestic
banking and plain vanilla trade finance, there
should be ways to benefit from these tools
encompassing export finance as well.

With a view to investment cost, user
relevance, and monitoring, a mutual
development approach by financiers,
exporters and insurers, as well as across
national boundaries, seems to be a good way
to address the issues mentioned above. The
partnership that Northstar has formed with
ODL and several ECAs, banks and exporters
in Europe and North America is one step in
that direction. But as they say, there is always
room for improvement. Bl

*Matthias Wietbrock is the managing director
of Northstar Europe, a joint venture of
Luxembourg state institutions ODL and SNC/
with Northstar Trade Finance Inc. Northstar is
a specialised provider of trade finance
solutions, focused primarily on small and
medium-sized enterprises engaged in
international trade.

Applications from the short-term trade finance business
show that standardisation is possible and brings
benefits to all parties involved. This could also be a way
to manage the documentation risk that many insurers

put back on the insured.
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New mandates in
Finland to enhance
export-driven
investments

By Topi Vesteri, deputy CEO, group chief credit officer, Finnvera, and

Satu Savelainen, senior advisor, Finnvera

Finland’s Export Guarantee Act was amended
in September 2014 to enable export credit
agency (ECA) Finnvera to grant guarantees
also to large companies in Finland for their
industrial investments. Before this change
Finnvera had a mandate to finance investments
of small and medium-sized (SME) companies
as a part of its SME agency mandate.

The new mandate is not restricted by the
size of the company and is specifically
designed to help financing arrangements of
investments that promote and enhance
exports from Finland. Eligible investments
can be factory investments, investments that
improve process engineering or
competitiveness of the company in question
and also projects that indirectly enhance
exports, such as investments in logistics and
other areas of private infrastructure that help
improve the operating prerequisites and
competitiveness of export companies. Public
sector investments are not eligible.

Finnvera offers only guarantees for
domestic investments. Funding is provided
by commercial banks. Finnvera’s policy is to
cover up to 50% of the senior debt of the
project. In smaller investments or, if
equipment sourcing so requires, a higher
share can be considered. Stemming from the
EU State Aid Rules the maximum cover
percentage is 80%. Otherwise, OECD
Arrangement Rules are followed as far as
feasible for tenors, repayment profiles etc.
Obviously, local cost rules do not apply.
Pricing is market driven. A commercial bank
determines the all-in price of the loan and
Finnvera will take its share of all pricing
components.

Finnvera has had a
wide range of
products to help
different kinds of
financing needs of
SMEs but has not,
until now, been able
to offer support to
the domestic
investments of large
companies in Finland.
This has created a situation where a Finnish
company could have a guarantee or financing
support from a foreign ECA when sourcing
the equipment from abroad. However, if they
wish to buy manufacturing equipment from
Finnish suppliers, Finnvera has not been able
to offer financing support to these purchases.
As a result, Finnish capital goods producers
may have lost contracts to their foreign
competitors or they may have been forced to
source abroad to get ECA support for their
domestic clients.

This has changed now and Finnish
equipment suppliers’ competitive position
has strengthened in domestic investments.

The Act as it is written is quite broad and
therefore often requires case by case
consideration to determine which
investments qualify to be financed under this
new mandate. At the beginning the demand
was quite vivid, but has declined, reflecting a
weak investment climate in Finland. Finnvera
has closed a few financing arrangements
under this new mandate but the number is
less than ten. The project size varies a lot;
from one million euros to more than one
billion euros.

Topi Vesteri
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New €1.2 billion bioproduct mill
The largest and probably the most well-
known project that Finnvera has participated
in with the financing arrangements under the
new mandate is Metsa Fibre’s new
bioproduct mill in Adnekoski in central
Finland. This is the largest pulp mill
investment ever in the northern hemisphere.
The core of the investment is a new pulp
mill producing annually 1.3 million tons of
softwood and hardwood pulp. The value of
this investment is €1.2 billion ($1.34 billion).
There are several facilities in the debt
financing package in aggregate amount of
€750 million. The Finnvera-covered loan
linked to equipment purchases from Finland
is €400 million. Other participants are
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European Investment Bank, EKN and six
commercial banks; Nordea, Danske Bank,
DnB, Pohjola, SEB and Swedbank.

This project is a perfect example of the
spirit of the new mandate. The bulk of the
production of the mill will be exported; it will
increase the value of exports from Finland by
€500 million annually. The project also has a
very positive impact on employment in
Finland. This investment will create after its
completion 1,500 new jobs in the whole value
chain; particularly in forestry and logistics. In
addition, the construction period will offer
6,000 man-years of work.

Furthermore, this investment will increase
the share of renewable energy produced in
Finland by 2%. The mill generates surplus
biomass electricity which it sells to the
national grid. Overall, 70% of the equipment
is sourced from Finland. The increase in
employment, as well as the overall positive
impact on Finnish economy, is an important
consideration to Finnvera when evaluating
the proposed projects and their eligibility for
Finnvera support.

First mid-cap bond subscribed
Almost at the same time as the amendment
to the Export Guarantee Act, Finnvera
received an authorisation to subscribe bonds
issued by Finnish companies whose turnover
is less than €300 million at the consolidated
group level. Until the beginning of the year
2015, Finnvera had been able to subscribe
bonds issued by SMEs only. With this new
extension the idea is to help to create a
market for bonds issued by mid-sized
companies, and hence widen their financing
options. Finnvera’s mandate is to finance new
investments with the bond subscriptions and
not to refinance existing bank debt.

The maximum investment is 50% of the
value of the new bond issue, although
Finnvera’s preference is to have a less significant
share. As an anchor investor, Finnvera facilitates
the selling of the bond. Finnvera’s approach
here is to be one of the market players and to
take the price that is determined by the other
investors in the market.

Furthermore, should the bond be
oversubscribed, the share of Finnvera must
be reduced proportionally when allocating
bonds to investors. The aggregate share of
Finnish public entities must never account for
more than 50% of the bond value due to the
State Aid Rules with which Finnvera must
also comply in these transactions.

Finnvera'’s first mid-cap bond subscription
was made in March 2015 when Finnvera
subscribed a notable share of the bond issued
by Kotkamills Group Oy. The money was
raised for the conversion of a paper machine
to produce packaging board to, among
others, the food industry. The total investment
is over €100 million. The bond issuance was
linked to the acquisition where Kotkamills Oy
was returned to full Finnish ownership.

MB Funds, a Finnish private equity firm,
acquired the majority of the shares in
Kotkamills Oy from a global private equity firm.

With this new investment the future of the
company is more secure, as the product of
the old paper machine was losing its
profitability. For Finnvera, this was an ideal
case for the bond subscription as the money
will be spent to create something new
which will increase exports from Finland and
secure jobs in Kotka in the south-east of
Finland. Finnvera’s co-investors are
non-bank institutional investors such as
pension funds. @
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MSC Mediterranean Shipping Company
ECA-backed loan

PCC Bakki Silicon
ECA-Backed Loan

Tui Cruises
ECA-backed loan

ECA: SACE

ECA: Euler Hermes Aktiengesellschaft
Borrower: PCC Bakki Silicon hf.
Deal volume: $300m
Deal type: ECA-backed guarantee
Industry: Metals and Mining
Country: Iceland
Financial Close: 11/06/2015
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Seadrill
ECA-backed loan

ECA: GIEK
Garantiinstituttet for eksportkreditt

Borrower: Seadrill
Deal volume: $950m
Deal type: Project and Infrastructure Finance
Industry: Oil and Gas
Country: United Kingdom
Financial Close: 27/01/2015

Deal volume: $1.07bn
Deal type: Export and Agency Finance
Industry: Transport
Country: Switzerland
Financial Close: 18/06/2015

Borrower: MSC
Mediterranean Shipping Company

ECA: Finnvera
Borrower: Tui Cruises
Deal volume: $1.06bn

Deal type: Project and Infrastructure
Finance

Industry: Shipping
Country: Germany
Financial Close: 30/06/2015
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Fomento de Construcciones y Contratas
(FCC)- ECA-backed guarantee

ECA: CESCE Credit Insurance

Borrower: Fomento de Construcciones y
Contratas

Deal volume: $473.48m
Deal type: Export and Agency Finance
Industry: Infrastructure
Country: Spain
Financial Close: 25/05/2015
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Sinosure readies for
further development

Sinosure’s chairman, Wang Yi, describes how the world’s largest ECA has
changed both procedures and structure as it undergoes rapid growth.

China’s official export credit insurance
agency, China Export & Credit Insurance
Corporation (Sinosure), has achieved
considerable success since it was founded
in 2001.

Since 2009 Sinosure has increased the
total volume of its cover annually by 30.7%,
and its accumulated total coverage now
stands at $1.75 trillion. The company has
developed in leaps and bounds, particularly in
the last six years. By the end of 2014,
Sinosure’s business volumes were 7.1 times
higher than 2008 with a total value of
$445.58 billion, consisting of $25.45 billion of
medium- and long-term export credit
insurance, $36.1 billion of investment
insurance and $344.82 billion of short-term
export credit insurance. Since 2010, Sinosure
has consistently ranked top among global
ECAs by the amount of its cover.

The rapid development of Sinosure is due
to its prompt response to the international
financial crisis and its ability to seize
opportunities. Export credit insurance
performs an important counter-cyclical role.
The firm has taken an active approach and
embraced the wider trend of increased
export credit insurance demand.

In the meantime, we profit from our key
values of ‘reformation, innovation and
development’. Based on the experience
learned from our international counterparts,
Sinosure endeavors to explore new routes
and new initiatives for development, forming
a path that is in accordance with international
practices and conforms to the domestic
situation of China with Chinese
characteristics.

We can best summarise our experiences
under the following principles:

First, to operate our business and
services according to market laws
Sinosure advocates the business concept of
‘following the guidance of policy, respecting
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the discipline of
market and focusing
on the need of
customers’. We
coordinate and
allocate the resources
in accordance with
the need of our
customers. Meanwhile,
we intensively explore
the potential of
emerging markets, and emerging industries
with strategic importance, trade in services
and small and micro businesses. While
assisting national development strategies and
supporting China’s foreign trade, Sinosure has
also prudently expanded its business and has
realised its break-even target and achieved a
minor profit.

Wang Yi

Second, to deepen reform and
innovation

Sinosure has reformed the structure of the
firm, based on legal-entity corporate
governance, to form an efficient operating
system including a board of directors, a
supervisory committee and effective
management administration. At the same
time, Sinosure is actively innovating its
products and services, business procedures
and organisational structure. Moreover, it is
attaching more attention to the experience of
customers to better cater for their demands.

Third, to control risks carefully

Our risk controls represent one of the core
competitive advantages of Sinosure. In
accordance with the principle of 'reflecting
policies, following procedures and benefiting
development’, the company comprehensively
promotes the improvement of its risk control
systems. Through improving regulations and
better internal management, Sinosure is
enhancing its risk control capabilities
successfully. By implementing robust risk
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controls the firm has been able to maintain its
high speed level of development while
minimising risks.

Nowadays, Sinosure stands at a new
beginning for development as the largest
official ECA. Its service network and business
systems have been continuously improved.
With improved capability, the scope of
Sinosure’s services keeps expanding.
Currently, Sinosure has 2,550 employees and
28 operating agencies throughout China.
Meanwhile, it opened a representative office
in London and sent working teams to Russia,
Brazil, South Africa and Dubai. Its services
include medium- and long-term export credit
insurance, overseas investment insurance,
short-term export credit insurance, domestic
credit insurance, guarantee and reinsuring
service related to export. It also provides
service for consultation for receivable
accounts management, debt recovery &
collection and other business related to
export credit insurance. The firm also
manages insurance assets and conducts
other services.

Sinosure is faced with new opportunities
and challenges. Against the backdrop of
economic globalisation, China remains in an
important period of strategic opportunities as
it implements its ‘go global’ and ‘one belt and
one road’ initiatives. At this new starting
point, Sinosure will embrace challenges,
initiate new proposals and pursue new
heights. Our strategic goals are, based on our
scale advantage, to shift from ‘being large’ to
‘being strong’. The goal is to construct the
world’s leading export credit insurance firm
with optimum function, advanced technology,
high-quality service, scientific management
and rigorous internal control. This is to ensure
the ECA operates safely and plays an
important role as an agency that drives and
implements better policies.

Driven by reformation and innovation,
Sinosure will keep improving its operation
system, enhance the management ability and

strengthen the capability of foreign trade
service. We will grasp the historic opportunity
of the ‘one belt and one road’ initiative,
stabilising the development of export credit
insurance and earnestly improving our
business of medium- and long-term export
credit insurance, overseas investment
insurance and the service for short-term
specific insurance. We will proactively adapt
our management to the changes of modern
time, improving and completing our
management system and nurture force that
drives the reformation of the company.

Sinosure attaches high focus on its
communication and cooperation with its
counterparts. After its accession to the Berne
Union in 2001, it has actively engaged in its
activity and management. Sinosure has
signed cooperation contracts with 29 of the
member companies and established annual
or non-scheduled communication system
with many of them.

Moreover, it builds reinsuring relations with
many agencies. At this new development
stage, Sinosure will dedicate itself more to
the affairs of the Berne Union and facilitate
communication with its counterparts to
promote development. Especially at this
historic moment with China’s proposed
strategy of the ‘one belt and one road’
initiative, Sinosure is willing to make progress
together with its counterparts, to deepen its
communication and cooperation and to
realise mutual prosperity.

This November, the 2015 Berne
Union/Prague Club Annual General Meetings
will be held in Shanghai. We expect to gather
with all of our peers to discuss important
topics in relation to the development of the
export credit insurance industry and the
Berne Union. By doing so, we expect to push
export credit insurance towards a better
future, hand-in-hand with our Berne Union
colleagues, and to make a greater
contribution towards the development of
world trade and the global economy. B

Our strategic goals are, based on our scale advantage,
to shift from ‘being large’ to ‘being strong’. The goal is
to construct the world’s leading export credit insurance
firm with optimum function, advanced technology,
high-quality service, scientific management and

rigorous internal control.
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A UK first in offshore
RMB funding

By Paul Walsh, aerospace underwriting manager and Hannah Steadman,
aerospace underwriter at UK Export Finance

The UK government aims to help make
London the leading centre for offshore
renminbi (RMB) business outside China, not
least because the currency has now
overtaken the euro as the second biggest
trade finance currency after the dollar.

Against this backdrop, the UK Chancellor,
George Osborne, announced in June 2014
that UK Export Finance (UKEF) would be
willing to provide guarantees for export
transactions denominated in RMB.

The first exporter to benefit was Airbus,
which supports 100,000 jobs in the UK. With
UKEF’s help their Chinese customer, the
airline China Southern, was able to access
fromm HSBC a 12-year UKEF-guaranteed loan
in RMB, which the airline used to purchase a
new A330 aircraft. This was attractive for the
airline as 97% of its revenues are in RMB.

The key feature of offshore RMB, unlike the
onshore currency, is that it is fully convertible
in the international markets. There are no
restrictions on who can access it, interest
rates and exchange rates are fully liberalised
and the currency is fully fungible in offshore
centres, with no restrictions on flows between
those centres.

There is no risk for
UKEF arising from
any disparity between
the two forms of
RMB, since the loan
guaranteed was made
by HSBC Hong Kong
from the Hong Kong
market, entirely in
offshore RMB (ECAs
cannot currently
guarantee the
onshore RMB).

There is still a
residual convertibility
risk from sterling
since the offshore
RMB remains partially
dependent on the
People’s Bank of
China for liquidity.
However, given the
moves that China has made 