
A year on since COVID-19 has dominated our headlines,
governments grapple with the onslaught of a third wave,
further lockdowns and the virtually impossible task of
forecasting the road back to growth and “normality”.
However, despite the European Central Bank (“ECB”)
predicting a return to pre-COVID output levels no sooner
than the second quarter of 20221, countries’ resilience in
the face of the pandemic has been better than expected
and economists have found the need to adjust data and
forecasts upwards for the likes of the US, UK, Spain,
France, and Germany2 as we have adapted to our new
surroundings and activity has dropped less than predicted.
Shoots of spring growth are very much in their infancy
though, and it is widely accepted that governments will be
relying on fiscal stimulus, infrastructure investment and,
dare I say, corporate taxation to spend our way back to
normalcy.
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Notably, President Joe Biden successfully passed the USA’s own $1.9tn fiscal stimulus
package during his honeymoon period in office and, although the package is designed to
boost US recovery, the optimism from these announcements is not restricted to the US
due to its anticipated global trickledown effect. With continued restriction of leisure and
entertainment activities, the prediction is that American individuals will spend their
additional $1400 on consumer goods and, of this, Allianz estimates that $360bn of the
$1.9tn stimulus money will be spent on exported goods. China is expected to be the single
largest recipient of this, receiving approximately $60bn of spending on imported goods3.
However, this is juxtaposed against the increasing Sino-American tensions and bipartisan
domestic pressure Biden is facing to address the bilateral trade imbalance between the
two economies. Moves to consolidate this path of divergence has been evidenced recently
on the political stage in the move of several western nations led by the US to sanction
Chinese officials over human rights abuses against the Uyghur Muslim minority group.
Concurrently, Biden has been building an alliance with Taiwan, Japan and South Korea to
build supply chains for semiconductor chips, rare-earth metals and electric vehicle
batteries to reduce reliance on China for these key components that are difficult to
produce domestically at scale, due to their sophistication and yet low margin nature4.



Despite these proposed alliances, the air of hostility to global trade flows abounds across
nations with a retrenchment to nationalistic behaviour as countries battle the
omnipresent virus that has swept the globe and transformed working and domestic lives
beyond all expectations. Access to vaccinations has been a notable source of increased
tension, understandably, given how many lives are at stake and the enduring stress and
fear experienced across the globe. This, combined with the severe logistical challenges
that pandemic has posed to the global supply chain, is encouraging a more domestically
focused supply chain despite the inevitable cost increases this would entail.

In this world of rising geopolitical tension, the Credit & Political Risk Insurance (“CPRI”)
market faces contradictory messages – one of stimulus and vaccine optimism, and one of
increasingly protectionist sovereign moves to onshoring of manufacturing, disrupted trade
flows and unequal recovery. The latter is particularly poignant for emerging and frontier
markets who, not only face limited fiscal flexibility to stimulate growth post-COVID, but
also the refinancing of considerable existing indebtedness just as interest rates are set to
rise. Meanwhile, hungry investors who flooded emerging markets in recent years in search
of higher yields creep back to OECD countries in response to anticipated interest rate
rises, drawing capital away from emerging markets at a time when their need for debt is
greater than ever. One question insurers may be asking is whether COVID related claims
are the Trojan horse of 2021/2022 as concerns over an emerging market debt crisis rise.
Insurer eyes will be watchful as the potential for significant capital outflows increases,
particularly for those whose portfolios are heavily skewed to emerging markets and oil-
dependent economies.
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Some petro-economies have already felt the sting of higher financing costs and liquidity
squeezes. In Texel’s Non Payment Insurance (“NPI”) Insurer COVID-19 survey we saw 38% of
respondents reporting a significant decrease in appetite for the oil & gas sector and
another 55% reporting a moderate decrease in appetite, suggesting a parallel retreat from
the sector.5 And yet we have seen a material turnaround in of Reserve Based Lending
activity in the first quarter of 2021, where its tried and tested structure alongside a more
buoyant oil price and increased structural caution has entreated insurers to support with
much more confidence. Although we do anticipate a more selective approach to oil & gas
than pre-crisis as insurers move to rebalance their concentrations, we have seen more
bullish insurer support for the sector. One could speculate that insurers are seeking out
opportunities in an increasingly competitive environment of excess liquidity and reduced
allocations across the dominant users of NPI. According to the IACPM, in the loan market
lending volumes are reportedly down 10% y-o-y with the first quarter of this year being
the slowest since 2016, directly affecting the demand for NPI and insurers’ ability to meet
top-line targets. While we recognise that global recovery is likely to be uneven, patches of
light can be seen at the end of the tunnel and, regardless of where you read this from, I
am sure we all look forward to a time of more uniform confidence in the not-too-distant-
future where together we can see a clearer path ahead.
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A client’s view on NPI

Leonid Sidorenko, Director - The Black Sea Trade and Development Bank (“BSTDB”)

In a pilot transaction closed recently in 2020, BSTDB was interested to test an instrument
which would allow it to be more visible, through a larger participation, in supporting one
of the Bank’s strategic clients in the Russian Federation, as one of the major countries of
its operations. We decided to use NPI and include insurers as risk partners. It has proved
to be an efficient tool of managing counterparty/project risk in our system by, in addition
to other mitigants used by BSTDB like co-financing, decreased leverage, or requiring
collateral. More importantly, it extended the range of instruments available to us.

In the future the choice of unfunded risk participation through NPI, versus co-
financing/syndication will be transaction-specific, reflecting inter alia our intent to avoid
no major complication of the deal structure and will be dependent upon each party’s risk
appetite. All in all, our opinion of NPI is that it is a very useful instrument, which in our
case will be further explored with respect to local currency financings and other BSTDB
countries of operations.

The Black Sea Trade and Development Bank (BSTDB) is an international financial institution established by Albania, Armenia, Azerbaijan, Bulgaria,
Georgia, Greece, Moldova, Romania, Russia, Turkey, and Ukraine. The BSTDB headquarters are in Thessaloniki, Greece. BSTDB supports economic
development and regional cooperation by providing loans, credit lines, equity and guarantees for projects and trade financing in the public and private
sectors in its member countries. The authorized capital of the Bank is EUR 3.45 billion. BSTDB is rated long-term “A-” by Standard and Poor’s, “A2” by
Moody’s and “A+” (international) by the Russian credit rating agency ACRA. For information on BSTDB, visit www.bstdb.org.

https://www.thetexelgroup.com/wp/wp-content/uploads/2020/12/Summary-of-Texel-NPI-Insurer-COVID-19-Survey-December-2020.pdf
https://www.ecb.europa.eu/pub/projections/html/ecb.projections202103_ecbstaff~3f6efd7e8f.en.html
https://www.ecb.europa.eu/pub/projections/html/ecb.projections202103_ecbstaff~3f6efd7e8f.en.html
https://www.ft.com/content/b9c22fa7-85af-468a-8228-4af53c6a687f
https://www.ft.com/content/2a9c82fd-6113-4b62-9ee2-d24a28212c62
https://protect-eu.mimecast.com/s/P64lCzvMDH827WF447gz?domain=asia.nikkei.com
https://www.thetexelgroup.com/wp/wp-content/uploads/2020/12/Summary-of-Texel-NPI-Insurer-COVID-19-Survey-December-2020.pdf
http://www.bstdb.org/


Regulatory Update

Carol Searle
General Counsel 
Texel Finance Limited

During Q1 2021 banks, insurers, brokers and their
industry bodies continued with initiatives to seek
appropriate legislative and regulatory treatment for
insurance in the implementation of Basel III reforms
(also referred to as Basel IV). A recap of the initiatives is
below;

• a key area of focus is the proposed input flow of 45% Loss Given Default (“LGD”) for
insurers when computing Risk Weighted Assets (“RWA”) based on internal models. For
the purpose of NPI, banks do not act as lenders but as policyholders which justifies a
lower LGD floor. There is a concern that failure to take into account the unique
features of insurance to justify a lower LGD floor would reduce the efficiency of the NPI
product, leading to less use of it with the unintended consequence that European
banks will decrease their levels of lending impacting the real economy. See Texel
Group Newsletter Q4 2020 for a summary of the implementation of Basel IV.

• the European Banking Authority (“EBA”) opinion on credit insurance published March
2020 on the treatment of credit insurance in response to concerns raised relating to
the LGD, especially in the context of the EU implementation of Basel IV. The EBA
proposes that NPI considerations are more complex than the mere recognition of the
impact of claims priority and favour an alignment with internationally agreed
standards for Basel IV and concludes insurance companies should not have a specific
regulatory LGD. The EBA has also commented on the lack of empirical evidence to
support the argument that in the event of default of an insurance company the losses
of the policyholders would be significantly lower than 45% (see Texel Group Newsletter
Q4 2020 for further details).

An enormous amount of time and effort has been expended over the past 2 years by the
International Trade and Forfaiting Association’s (“ITFA”) regulatory insurance working
group. This has continued with further engagement meetings with the EBA and Member
States taking place throughout Q1. The purpose of the work is to explain the insurance
industry perspective and the vital role that insurance plays in financing the real
economy. Complementing this work AIG, via its insurer focused regulatory activities,
facilitated further engagement meetings during Q1 2021 between banks, insurers and
reinsurers and senior officials in Member States, European Insurance and Occupational
Pensions Authority (EIOPA), the EBA, European Commission (EC) and the ECB. The
industry position has through these initiatives gained maximum exposure.

Alongside these engagement meetings the industry has worked to collect data to support
its position and address the EBA opinion. The additional data and research conducted
were made available by ITFA to those with whom it has met. This included the KPMG
study of insurance company insolvencies in European markets commissioned by industry
bodies (see Texel Group Newsletter Q1 2020 for further details).



This year, focus returned to consideration of a response to the EBA opinion ('Opinion of
the European Banking Authority on the treatment of credit insurance in the prudential
framework' - accessed April 2021) taking account of the data collected over the past year
to formally address a number of the concerns outlined by the EBA most of which had, in
any event, been dealt with in the engagement meetings. A formal response was
submitted by ITFA in March 2021. The response addressed, inter alia, the concern about
lack of data concerning the position of policyholders following an insolvency with
reference to the KPMG study, which concluded insurance companies that became
insolvent after introduction of Solvency I regulatory changes that all policyholder claims
were paid in full, where KPMG were able to obtain details of distributions.

As part of the regulatory working group, Liberty-led research into how best to address
one of the observations made by the EBA, that credit insurance ought not to be used to
arbitrage capital requirements which could lead to a structural undercapitalisation of the
European financial sector. The EBA had commented in its opinion that, “sum of the own
funds requirements the insurance company has to hold for insuring an exposure and the
own funds requirements the institution has to hold for the insured exposure, is at least
equal to the amount of own funds that the institution would have to hold for the same
exposure without insurance.” The EBA observation implied capital treatment for an
insured exposure should be the same for banks and insurance companies. The outcome
of that research was deployed in the response to the EBA which:

• focused on the fundamental differences in regulatory capital requirements under
insurance (Solvency II) and banking (Basel) which reflects the different economic
roles that banks and insurers have and the different risks they face; and

• provided a clear explanation as to why the transfer of credit risk from banks to
insurers does not result in the same amount of aggregate capital being held against
the risk and that it is neither possible nor appropriate to align and compare the
capital requirements for insured exposures in this way.

Much of the focus has, to date, been in raising awareness to address insurance in the
implementation of Basel IV in Europe. This industry initiative is now turning to focus also
on the position in the UK to raise the same awareness with the Prudential Regulatory
Authority (“PRA”) and Her Majesty’s Treasury (“HMT”). We will report again on
developments with this alongside the outcomes in Europe in our next quarterly update.

https://www.eba.europa.eu/sites/default/documents/files/document_library/Publications/Opinions/2020/880839/EBA%20Opinion%20on%20credit%20insurance%20EBAOp-2020-05.pdf


Texel Foundation

Katy Beechey
Programme Director

Texel Foundation

This year we’re delighted to be offering grants to 19 
charity partners across Africa, Asia and Europe, focused 
on programmes promoting health, education and social 
mobility.  We will be offering an insight to each grant on 
The Texel Group’s Linked In page.

Welcoming spring on an energetic
note, we teamed up with The Bike
Project (‘accessed April 2021’) accessed
to support their Refugee Routes
cycling challenge. Teams from Texel,
Meridian Finance Group and the wider
insurance market cycled / ran
distances typically travelled by
refugees to Europe. In total we covered
4,974 miles and raised over £15,000 (&
counting!). The funds raised will
support refugees who are not
permitted to work in the UK and have
to survive on £5.66 a day, making
public transport prohibitively
expensive. A bike gives them freedom,
wellbeing and helps manage funds.

https://www.linkedin.com/company/thetexelgroup/mycompany/
https://refugee-routes.thebikeproject.co.uk/


Finally, we’re delighted to report that Represent Theatre, sponsored by Texel Foundation 
are currently performing their new play Money, in partnership with the Southwark 
Playhouse.  Money was written exclusively for the cast and designed for virtual delivery.  
The play explores the ethical dilemmas associated with charitable donations and asks if 
money can ever really be ‘clean’.  The audience are invited to vote on the outcome and 
dictate one of three possible endings.  Find out more at Represent Theatre.

This briefing does not necessarily deal with every topic, or cover every aspect of the topics with which it 
deals. Notwithstanding anything to the contrary herein, it is not designed to provide legal or other advice.

https://www.southwarkplayhouse.co.uk/show-whats-on/the-money/
https://representtheatre.com/whats-on/

