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TRADE
CREDIT
After years of rapid expansion, Asian
economies are slowing. Cashflow
problems are getting worse, and
the only certainty is uncertainty.
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While Brexit and Trump cause
ructions, Asia watches calmly
from the sidelines – for now
So far, the electoral earthquakes of
last year have had next to no effect
on Asia. But this isn’t a time to be
complacent – change is on its way.

I

n a post-Brexit world, where Donald Trump
is resident in the White House, it looks like
businesses and risk managers will just have to
get used to uncertainty and volatility.
President Trump has cancelled a number
of well-established trade deals, tearing the
agreements up overnight (along with many deeprooted diplomatic traditions); and prime minister
Theresa May has set about her trade tour of the
world, looking for new partners once the UK has left
the relative safety of the European Union.
But while the Leave campaign’s victory in the UK
has ruffled feathers in mainland Europe, Aon head
of trade credit risk for Asia, Helen Clark, says the
effects further afield may not be as immediate or
wide-reaching as many first expected.
“The effect of Brexit is negligible so far, and
economists are saying some of the headline
statements of Brexit aren’t eventuating, such as
jobs and pricing barriers to trade,” she says. “In
Singapore, within weeks of the result, there was an
announcement that Brexit was not expected to have
an impact on Singapore-UK relations.
“At some point there will be an impact, but it will
be further down the line.”
As for Trump, and his impact on the global
economy, Clark says the volatile nature of the new US
president is a worry for businesses looking to trade in
an increasingly uncertain global marketplace. So far,
however, Asia has not felt any real effects.
“The sheer unpredictability of what may or may
not happen politically and economically [is a worry],
and the US becoming more protectionist [under
Trump] could result in more barriers to trade,” she
says. “The overnight unravelling of trade deals is
totally unprecedented, but at the moment there
haven’t been any obvious impacts.”
But change is coming...
A CHALLENGE TO TRADITION
Though the recent upheavals in Europe have yet to
produce a significant impact in Asia, other factors
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“CHANGE IS
HAPPENING AT AN
UNPRECEDENTED
RATE AND IF WE
DON’T GET AHEAD
OF THE CURVE, WE
WILL LOSE OUT AS
AN INDUSTRY.”
Aon head of trade
credit risk for Asia
Helen Clark

at play are changing the marketplace for Asian
businesses. Changing business models as a result of
an evolving economy (see p26) are causing insurers to
modify their products as a way of staving off disruption
from fintech companies, digital start-ups and the like,
as well as the threat posed by established competitors
trying to get one step ahead.
“Historically, insurers are traditionalists, but they
now understand that innovations are fast-paced and
that they need to adapt,” Clark says. “That is vital to
ensure growth and that products are valid before
someone else innovates. Change is happening at an
unprecedented rate and if we don’t get ahead of the
curve, we will lose out as an industry.”
This creates opportunities for risk managers
looking to place increasing levels of cover into the
trade credit insurance market, and to benefit from the
risk management support they can garner from their
insurance partners.
AIG Asia-Pacific head of trade credit, surety and
political risk, Christopher Shortell, says the risk
management support that accompanies a trade credit
insurance policy is often what benefits risk managers
the most.
“Trade credit insurers can provide additional
risk management support to their clients, such
as assessing the creditworthiness of new trading
partners, and help businesses grow,” he says.
“Insurance policies can also act as collateral for bank
financing, providing further stimulus for businesses
looking to increase the size and scope of their
operations.”
As well as carving out new markets through
improved customer service and enhanced products,
trade credit insurers in Asia also have access to some
of the fastest-growing markets in the world. Here,
market penetration is low, but need is high and
increasing every day.
According to Aon’s Clark, this means the
opportunities for insurers, and risk managers looking
to mitigate their default risks, are vast and increasing.
“There is an opportunity through the emerging
markets and the sheer size of the economies in Asia –
two of the top three in the world in China and Japan,”
she says. “And those opportunities are enormous,
with two-thirds of the world’s population, but trade
credit is very new and market penetration is much
higher in Europe and the US.
“In the last decade, growth has been between 10%
and 25% – and a further 10% to 15% growth in each
year is expected over the short to medium term.”
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Insurers suffer as Asian
defaults multiply
Falling optimism and crashing commodity
prices mean that money is tight at many
Asian companies. As a result, trade credit
insurers have had their fingers burnt.
Asia has been a hotbed of economic growth for years
– propelled to the forefront of global trade by, to a
large extent, a mighty Chinese economy.
Emerging markets such as Indonesia and
Myanmar have added fuel to the fire, while more
established but still growing economies, such as
Japan and India, have brought further impetus to
Asian economic progress.
More recently, however, a slowdown in economic
growth in the region has put a dent in optimism and
increased pressure on businesses there.
In fact, research from Aon, published as part of
its 2017 Market Review, found that there has been a
significant increase in defaults across Asia. China has
seen a 20% increase, Taiwan 17%, Singapore 15%
and Hong Kong 15%.
Australia is also in the doldrums. According to the
NCI Trade Credit Risk Index, produced by specialist
broker NCI, 2016 had the highest rate of insolvency
activity since its records began in 2008.
IN THE RED
Trade credit insurance is considered the ultimate
protection against bad debts, whereby debtors are
insured against the risk of insolvency, protracted
default or political events.
“Trade credit insurance is still widely unknown
and despite the best efforts of our industry to
highlight the risks of non-payment of credit risks,
a bad debt does not hit home until it occurs,” NCI
managing director Kirk Cheesman says.
“Companies insure their buildings, plant and
equipment and cars, but for some reason do not
place enough emphasis on the potential risk and
damage a bad debt can have.”
But Aon head of trade credit risk for Asia, Helen
Clark, says the increasing number of defaults has
resulted in an increased interest in trade credit
insurance from risk managers and insurance buyers.
“Over the last few years, there has been a greater
awareness of the importance of risk management of
receivables and non-payment,” Clark says.
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“COMPANIES
INSURE THEIR
BUILDINGS, PLANT
AND EQUIPMENT
AND CARS, BUT
FOR SOME REASON
DO NOT PLACE
ENOUGH ENOUGH
EMPHASIS ON
THE POTENTIAL
RISK AND DAMAGE
A BAD DEBT
CAN HAVE.”
NCI managing director
Kirk Cheesman
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“When I came to Asia seven years ago, there
was little awareness of trade credit insurance, and
the market has now evolved massively following
investment and education around the abilities of
the product.
“The increasing number of defaults experienced
recently has helped re-focus people on investing
in managing receivables and choosing the right
partners [to limit the risk of experiencing a default].”
AIG Asia-Pacific head of trade credit, surety and
political risk, Christopher Shortell, agrees. He says
the growing frequency and severity of trade credit
insurance claims is leading to an increase in the
number of risk managers looking to take out trade
credit insurance.
“The frequency and severity of non-payment
claims has risen across all markets in Asia,
particularly in China and India,” he says.
“Ongoing global political and economic
uncertainty is also feeding ongoing and growing
interest in trade credit insurance.”
Clark goes along with this.
“The prices of commodities have gone through
the floor over recent years and prices are still going
down, particularly steel,” she says.
“In China and India there have been lots of
defaults in the steel sector, driven largely by China
moving away from a manufacturing economy [to
one that is more service-based]. There is therefore
an ongoing adjustment of the market as the
environment rebalances.
“The commodities market has been a particular
issue,” she adds. “Balance sheets are weaker and
that is reflecting the tough market conditions of the
past four or five years.”
REPOSITIONING
But as well as leading to more interest in the
product, the challenges in the Asian marketplace
have created further difficulties for insurers looking
to turn a profit and grow their books of business.
“Both 2015 and 2016 were not good years for
most trade credit insurers in Asia,” Clark says.
“At the end of 2015, there was a significant
repositioning in credit lines and pricing, and that
continued into 2016. Most of that has now stabilised,
but rates have risen by between 5% and 15% in the
past 12 months.”
Capacity has also fallen in recent years.
“Many insurers overheated in commodities
and found themselves with something they didn’t
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SPONSORED WORD

NON-PAYMENT
IS A RISK FIRMS
CAN’T AFFORD
TO IGNORE
understand as new business models evolved,” Clark
says. “As a result, steel capacity has really reduced,
and for a period in 2016, insurer focus was more on
cleaning up what they already had, rather than taking
on new business. But that is changing and we need
to work hard to ensure we have enough capacity
going forward.
“Insurers are being more selective in some sectors,
and one or two underwriters are still trying to stabilise
their books. But the majority of the market has
repositioned and is focused on what business they
want to take on.”
CHECKS AND BALANCES
Increased uncertainty surrounding the payment of
invoices, and the increased risk of default, have also
led to insurers completing more due diligence before
accepting a client, particularly around the interactions
between different trades and how that affects the risks
they are taking on.
Clark says that such the benefits of taking out
trade credit insurance are an important feature
for businesses looking to limit risk exposures and
maximise growth opportunities.
“The surrounding risk management support is
important,” she says. “Businesses need to focus on
their objectives and their ability to stomach a margin
of error in their particular market.”
But for this to work, insurers and risk managers
need to be aligned in their expectations and
objectives. “Insurers need to understand the risk
manager’s business, and the risk manager needs
an insurer who wants to understand the business
and have the knowledge and insight of the sector
and fit with the corporate environment they are
working in,” Clark says.
“Insurers are very different and the cover of each
carrier is very different and it is important there is a fit,
particularly in a specialist market such as Asia.”
It is also important, says AIG’s Shortell, for
insurance buyers to assess the security of their
insurance partners, to ensure that they will be able to
provide the support needed in the event of a claim.
“Clients of trade credit insurers need to make sure
that their insurance partners are financially secure and
reliable when it comes to handling claims and default
situations,” he says.
“Insurance buyers cannot focus solely on the price
of the policy, and need to ensure that policy limits and
restrictions don’t go too far, and that the policy is still
suitable to the level of cover required.”

CHRISTOPHER SHORTELL
Head of trade credit, surety and
political risk, Asia-Pacific, AIG

“THE FREQUENCY
AND SEVERITY OF
NON-PAYMENT
CLAIMS HAS RISEN
ACROSS ALL
MARKETS IN ASIA,
PARTICULARLY IN
CHINA AND INDIA.”
AIG Asia-Pacific head of
trade credit, surety and
political risk
Christopher Shortell

Accounts receivable are often the largest asset
on a firm’s balance sheet but, unlike cash and
fixed and movable assets, they are not always
covered by insurance. This is a notable risk
management and corporate governance issue,
and begs the question: can directors and officers
of public firms really afford not to have this major
asset protected?
We think the answer is simple. No.
A large, uninsured non-payment can lead to
a significant loss of profits or even result in the
insolvency of a firm. This is particularly true for
businesses with receivable non-payment risk
concentrated in one or a few large customers.
The situation has been made even more
worrying by a rise in both the frequency and
severity of defaults across all markets in Asia,
particularly in China and India. And with the
ongoing uncertainty in the global political and
economic landscape, the need for trade credit
insurance has arguably never been greater.
In addition to giving insurance protection
against non-payment risk, trade credit insurers
supplement their clients’ credit management and
help them expand sales to new overseas markets
by evaluating customer creditworthiness.
Trade credit insurance is also used to
facilitate attractive financing as accounts
receivable can be used as collateral for loans,
helping to fund growth and capitalise on new
business opportunities.
The choice of insurance partner is an
important one, and clients need to be sure their
credit insurer is reputable, experienced in the
field and financially sound.
It is critical that the client focus not only on the
cost of cover, but also be sure the insurance policy
is tailored to support its credit management
process and offer sufficient buyer limit approvals
to cover a majority of its key buyers.
> For more information please visit www.AIG.com
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Protection, delivered
seamlessly around
the globe.

Navigating a complex world can be challenging.
Wherever your business takes you, AIG is there to help you manage your risks with
confidence. Together, we take a proactive approach to build the optimal multinational
program to meet the needs you have today, and support the goals you have for the
future. Refined over nearly a century—we put our insights, expertise, and world class
service to work for you. Learn more at www.AIG.com/multinational

Insurance and services provided by member companies of American International Group, Inc. Coverage may not be available
in all jurisdictions and is subject to actual policy language. For additional information, please visit our website at www.AIG.com.

