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How does it work? 

Protection against the risk of non-payment by the buyer due to commercial 
(buyer insolvency and extended late payment) and political risks 

Manufacturer/Seller Retailer/Buyer 

Credit Insurer 

Goods/services 

Subrogation Insurance 
premiums 

Insurance 
claims 

Credit Reinsurer 
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Trade credit insurance as a risk and financing tool 

 
 

Risk protection 
& business 
continuity 

Financing the 
cash cycle & 

loan financing 

Support growth 

Increased 
competition 

Regional 
uncertainty 

Increasing 
interconnection 

of global 
economy 

Credit 
management 

and information 

Increasing risk 
management 

maturity 

Corporate 
governance 

Uses of trade credit insurance Driving forces for trade credit 
insurance purchase 
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Features of the policy 

Contract types 

• Whole turnover policies 

• Named-buyer policies 

• Single-buyer policies  

• Excess of loss policies 

Contract 
covers 

• Short term tenor of 60-180 days 

• Available for both domestic and export trade 

Underwriting 

• Generally insures a portfolio of transactions at a certain limit 

• Premium subjected to the quality of buyers, sales, loss history 

• Insurer needs the ability to asses individual buyer and country risks 

• Dynamic limit management 
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Global economies ranked by GDP in 2003 

Global GDP  
USD 38.6trn 

 

APAC%: 26.3% 

Top 5 
6th – 10th 
11th – 30th 
> 30th 

Economies ranked by GDP 

Source: Figures from International Monetary Fund database 
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Focus has shifted to APAC in 2013 

Global GDP  
USD 75.5trn 

 

APAC%: 34.5% 

Top 5 
6th – 10th 
11th – 30th 
> 30th 

Economies ranked by GDP 

Source: Figures from International Monetary Fund database 
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APAC continues to be a driving force; 38.8% global share expected in 2020 

Global GDP  
USD 97.3trn 

 

APAC%: 38.8% 

Top 5 
6th – 10th 
11th – 30th 
> 30th 

Economies ranked by GDP 

Source: Figures from International Monetary Fund database 
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Total trade volume 
(USD bn) 

Contribution of 
world trade (%) 

  2003 2013 2003 2013 

World 15,076  36,710  

North America 2,887  5,614  19% 15% 

South & Central 
America 418  1,509  3% 4% 

Europe 6,848  13,244  45% 36% 

APAC 3,734  11,633  25% 32% 

Rest of World 1,189  4,709  8% 13% 

APAC has increasing dominance in import and export trade volume 

APAC share of 
global GDP 

expected to rise 
to 40% in 2025 

Rapid growth in 
Asia, potentially 
fuelled by AEC 

Globalisation 

Growing 
maturity of 

economy and 
risk awareness  

Production 
transfers from 
China to other 

developing 
Asian markets 

Source: World Trade Organisation 
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Asian trade credit markets are slowly opening up to private insurers 

South Korea: 
Export credit insurance 
opened up to non-life 
insurers  

China: Export credit insurance 
market opened up Traditionally 

government 
supported 

New market 
entrants – 

insurers and 
reinsurers 

ASEAN 
Economic 

Community 

Change from 
secured terms 

to open account 

Singapore 
Govt scheme TCIS 
renewed till 2018 

Japan: 
Relatively small credit 
insurance market 
relative to the size of its 
economy 

Approx USD 3bn 
of trade credit 

premiums 
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On average, Asian companies are taking longer to settle payments 

India 
2012 2014 

41 65 

Average Days Sales Outstanding (DSO) recorded 

Singapore 
2012 2014 

47 47 
Indonesia 

2012 2014 
49 100 

Hong Kong 
2012 2014 

33 37 

Taiwan 
2012 2014 

49 49 

China 
2012 2014 

48 52 

Japan 
2012 2014 

48 43 

Source: Atradius Payment Practices Barometer 2012 & 2014 

Global Comparison 

2012 2014 
2014 average 

payment 
terms 

APAC 44 54 34 
North 
America 43 48 28 

Europe 49 50 31 
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20m 0.1% 

100m 0.1% 

Modelling a single debtor 

Default 

No Default 

5% 

20% 

100% 

5m 1.8% 

0m 98.0% 

Loss Probability Loss Given Default 
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Other considerations when modelling a portfolio 
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• Trade credit insurance losses are correlated with the 
state of economy  

• Economic variables may be used to test for 
correlation for the gross losses over time eg 

• Real GDP growth 

• Consumer and Business Confidence levels 

• Credit spreads 

• Bloomberg’s Index of US Financial Market 
Conditions (“BBFCI”) 

 

• Varies over time and are highly specific to 
companies, sectors and countries 

• Most PD scales are related to internally assessed 
ratings 

• Larger companies will have their own studies to 
understand LGD reaching different thresholds 

• ETH studies have industry-wide LGD based on data 
submitted from individual companies 

Mean = 9.6% 

Source: ETH 

Histogram of the weighted LGD distribution 

Black = Actual, Dotted = Fitted 

State of Economy Default Probability & Loss Given Defaults 
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Is trade credit risk correlated with other classes of business? 
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Source: Aon Benfield Insurance Risk Study, 2014 
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Moving on: global credit market had a quick rebound to pre-crisis levels 

Sources: International Credit Insurance & Surety Association, Swiss Re 
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Are there bright sparks in the Asian market? 

Global (2013) 
USD 10.6bn 

 

Asia 28% 
 
 

China 

Hong Kong 

Indonesia 

Malaysia 

Philippines 

Singapore South Korea 

Taiwan 
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Average 5-year Loss Ratios (2009 - 2013) 

Sources: Axco, International Monetary Fund and publicly available insurance premiums data 
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Legal Disclaimer 

Aon Benfield (AB) reserves all rights to the content of this document. No part of this document may be reproduced or transmitted in 
any form or by any means, whether electronic or mechanical, including photocopying, recording or otherwise, without the prior 
written consent of AB. This document is provided exclusively for the use of the directors and employees of the organization to which 
it was originally delivered. Further copies for internal distribution are available on request for your own internal purposes, but no part 
of this document may be made available to any third party without both (i) AB's prior written consent and (ii) that third party having 
first signed a "recipient of report" letter in a form acceptable to AB. No responsibility is accepted to any third party for the whole or 
any part of the content of this document and all liability howsoever arising to any third party is hereby expressly excluded. 

This document does not constitute any form of legal, accounting, tax, regulatory or actuarial advice. Without prejudice to the 
generality of the preceding sentence this document does not constitute an opinion of reserving levels or accounting treatment.  

The recipient acknowledges that in preparing this document AB has based its analysis on data provided to it by its customer and/or 
third party sources. This data may have been subjected to mathematical and/or empirical analysis and modelling. AB accepts no 
responsibilities for the accuracy or completeness of the underlying information provided to it by its customer. In addition, the recipient 
acknowledges that any form of mathematical and/or empirical analysis and modelling (including that used in the preparation of this 
document) may produce results which differ from actual events or losses.  

Where this document includes a recommendation or an assessment of risk, the recipient acknowledges that such recommendation 
or assessment of risk is an expression of AB's opinion only and not a statement of fact. Any decision to rely upon any such 
recommendation or assessment will be solely at the risk of the recipient, for which AB accepts no liability, and the recipient 
acknowledges that this document does not replace the need for recipient to make its own assessment.  

The contents of this document are provided on an "as is" basis, and AB expressly disclaims all warranties, whether express or 
implied, in respect of that content. AB will not be liable, in any event, for any special, indirect or consequential loss or damage of any 
kind (including but not limited to, loss of profit and business interruption) arising from any use of the information contained in this 
document. 
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