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FOREWORD
When the economy is going well, the sky is the limit for many companies. But 
when the economic cycle slips into a downward spiral, suppliers of goods and 
services run a significantly increased risk that their customers or ‘buyers’ will 
not be able to pay their bills, with the domino effect that even their own busi-
ness may be threatened. The economic crisis, in which we still find ourselves 
in, has brought us all back down to earth – with more than one bump. The busi-
ness community has been shaken to its very foundations.

Companies should apply the principle that they should only take calculated 
risks. This means covering those risks they are unable to influence, but which 
could nonetheless have a strong negative impact on their operational results. 
In other words, they need to be insured. Interest rate and FX risks have been 
covered in this manner for many years by many companies. Property and casu-
alty insurance is also an everyday part of private and commercial life. However, 
credit insurance, the insurance of risks relating to the possible default of debt-
ors, is still an area that is relatively unknown to the business community in 
the UK and Ireland. Research has shown consistently that companies cannot 
predict the majority of failures to which they are exposed. A £100m turnover 
business earning a 5% margin would have to increase its turnover by 20% to 
recoup a bad debt of £1m. 

What we saw at the beginning of the crisis was a frequency issue – high vol-
umes of smaller companies failing. What we are now seeing is a reduced num-
ber of failures, but larger in size. 

Credit insurance supports sustainable growth by helping companies make 
informed decisions about the level of credit they should offer their customers, 
identifying those businesses at risk and enabling them to manage their credit 
risk exposure accordingly, avoiding the negative impact of unexpected bad debts 
or the need to make a claim. This ensures that companies are offering competi-
tive credit to the right customers, converting opportunities into sales and profits.
Like any other insurance policy the real proof comes if and when a claim needs 
to be made.



Should the unexpected happen and if a (larger) customer goes insol-
vent with no visible warning signs, through prompt payment of a claim, 
credit insurance offers peace of mind and security that a company can 
continue to trade without denting a company’s profits.

Back in 2008, Paul Becue - the general manager of the information com-
pany of Euler Hermes in Belgium - published a detailed reference book 
about credit insurance: Handboek Kredietverzekering. De Onzichtbare 
Bank (‘Credit Insurance. The Invisible Bank’). He followed this up with 
a handy and in many ways more accessible sequel, which explained in 
simple terms exactly how credit insurance operates. However, this book 
was specifically written for the Belgian market. For this reason, we have 
decided to make an English  ‘translation’ of this excellent work, with an 
amended text more suitable to the conditions and practices found in the 
UK.

Credit insurance is essentially a homogenous product, which can be 
applied worldwide. However, many countries have added their own 
nuances to this basic product. For example, there are differences between 
the way credit insurance is implemented in France, Germany and the 
United Kingdom. There are also operational differences between the var-
ious credit insurance companies active in the market. When you are read-
ing this book, you may even find it necessary to add nuances based on 
your own perspective. Nevertheless, our purpose was to write a manual 
in which the essential features of credit insurance are described in easy-
to-understand language, without taking into account the details of every 
possible local variation. Paul Becue has succeeded admirably in this task.

Let us hope that in the coming years we will not forget the lessons of the 
recent past – it would be foolish to do otherwise. 

I wish you an enjoyable and an informative read.

GERARD VAN KAATHOVEN
Euler Hermes United Kingdom & Ireland
Chief Executive Officer
www.eulerhermes.co.uk
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INTRODUCTION
During the financial and economic crisis of 2008-2009, credit insurance fea-
tured regularly in the news – and not always in a positive light (such as when 
cover was withdrawn for future transactions with a buyer, when that buyer was 
in major financial difficulty). Some criticisms were better founded than others, 
but generally they were wide of the mark. Most often, they arose because credit 
insurance suffers from being relatively unknown to the media and the wider 
public. It was only too easy therefore to concentrate on ‘what happened’ with-
out understanding ‘why it happened.’ And as the old saying goes: ‘unknown 
is unloved’. Consequently, it is important that credit insurers, beyond selling 
their products to individual companies, should make greater efforts to pub-
licise more widely how valuable their cover can be and the role it plays in the 
broader economic community. 

This will involve demonstrating how a company can use credit insurance to its 
maximum advantage. It will mean showing in detail how a credit insurance 
policy works. It will include explaining why companies should provide a credit 
insurer with the (often sensitive) information requested. This book attempts to 
shed some light on all these issues.

But we should be under no illusions. Credit insurance is a technical product 
and for this reason, we cannot avoid the use of technical terms. Nevertheless, it 
is intended to keep things as uncomplicated as possible. In this process, exten-
sive reference will be made to charts and examples that are used within Euler 
Hermes, the world’s leading credit insurer with an AA-rating.

This book focuses on the use of private credit insurance to provide cover against 
the credit risks involved in commercial, non-retail transactions, usually up to 
a maximum period of one year. This would be the case, for example, when a 
supplier delivers goods to a company based at home or overseas and has agreed 
payment terms involving a defined period of credit. We need to distinguish 
clearly between this type of private credit insurance and the credit and/or politi-
cal risk insurance provided by the state, which works more to support the pro-
vision of medium or long term financing, relevant to major overseas capital 
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goods contracts, projects and investments. The issuing of this type of export 
credit, bond support or investment guarantee is handled by governmental 
export credit agencies, in support of their country’s export effort but within a 
framework of terms prescribed by international treaty agreements (this frame-
work is designed to prevent an uncontrolled credit race). In the UK the public 
credit insurer is the ECGD.

The book is divided into five parts, of which parts II and IV are particularly 
important. In part II, we describe the technical operation of a credit insurance 
policy and explain how the credit insurer analyses the risk of default. In part 
IV, we take a look at the financial issues at stake from the point of view of the 
insured supplier and the importance of credit insurance in a wider economic 
context. By setting credit limits for buyers, terms of payment and amounts of 
debt, the credit insurer indirectly exercises a significant influence on the liquid-
ity of the business community.

To a large extent, this book can be seen as a reworking of a book, I wrote some 
time ago (Het handboek kredietverzekering. De onzichtbare bank: The handbook 
of credit insurance. The invisible bank). The target audience for this first book 
(published by Intersentia) was the credit insurance sector, banks, legal prac-
tices, larger companies and the academic world in Belgium, but also the Neth-
erlands. This present book is aimed at a wider, more international audience, 
whilst at the same time staying geared to the needs of smaller, non-retail com-
panies. This means that close attention will be paid to the more essential and 
practical aspects of credit insurance available from the private market. Public 
credit insurance and judicial matters will only be touched on briefly. 

The book is written in easily understandable language, with as little jargon as 
possible. The hope is that it will contribute towards a better understanding of 
credit insurance and improved communication between the credit insurance 
sector and the world of business generally. Credit insurance has a major influ-
ence on business liquidity, and ignorance of this fact can sometimes lead to 
frustrations in the business community. This book will go some way towards 
avoiding this problem in the future. 

Paul Becue



PART 1

Definition and
environment



In chapter 1, we define credit insurance and examine its most important prin-
ciples. In chapter 2 we will explore the economic context. In chapter 3 we ana-
lyse the role of credit management within a company: above all, credit insurance 
must be viewed as an outsourced provider of support, for many of its functions. 



  CHAPTER 1
DEFINITION AND POSITIONING

	 1	 What is (private) credit insurance?

In terms of European legislation, credit insurance falls under class 14 of the 
insurance sector. This section is simply known as ‘credit’. Private credit insur-
ance indemnifies sellers when trade receivables are not paid for by buyers, 
whether they are foreign and/or domestic. In other words, it covers the risk 
that can result from a loss caused by a buyer’s insolvency or by his default-
ing on an agreed debt. Insolvency is the legal or factual establishment of the 
financial incapacity of the debtor to pay his outstanding debts. In some coun-
tries and in some circumstances, the legal process necessary to obtain a formal 
declaration of insolvency may take a long time. In this event, subject to the debt 
being undisputed, credit insurance will normally consider claims under the 
protracted default cause of loss. In return for cover against these causes of loss, 
the insured customer pays a premium to the insurer. The cover is dependent 
on the insured customer having complied with all the conditions of the policy.

Assumption of risk on a buyer normally commences at the point of delivery 
of the goods and/or services. If the buyer goes ‘bust’ before the goods can be 
delivered, the goods can simply be re-sold elsewhere. However, manufacturers 
of tailor-made products (making them very difficult to re-sell in the event of 
a buyer’s demise before delivery) can buy some protection against insolvency 
risks in this pre-delivery period.

The supplier of goods and/or services, who wishes to insure the risk of non-
payment, therefore takes out a policy with a credit insurer. This policy will set 
out the terms and conditions on which cover will be given and sets a premium. 
Such conditions and premium are a reflection of the size and spread of the 
supplier’s turnover, the trade sector and the historical experience of bad debts. 
The supplier’s existing credit control systems are reviewed (e.g. what sources of 
information are used to check a buyer’s creditworthiness; what standard actions 
are taken and when, in the event of non-payment by the due date). Subject to 
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the credit insurer being comfortable with his review, an agreed level of discre-
tion will be granted to the supplier to approve credit limits up to a maximum 
amount, without further reference to the credit insurer. As a standard condi-
tion, the credit insurer will insist upon the insured supplier retaining a share of 
any loss for his own account. Thus, the indemnity offered will normally be 90% 
of the policyholder’s loss. Any credit limit on a buyer above the agreed level of 
discretion has to be submitted to the credit insurer for specific approval.

GOOD TO KNOW

The buyer or debtor has a special status. There is no commercial or 
contractual relationship whatsoever between the insurer and the debt-
or: this relationship exists solely between the insured supplier and his 
buyer/debtor. The credit insurer’s only contractual relationship is with 
the insured supplier. We shall see, however, that the actions of the credit 
insurer can have an impact on the liquidity and behaviour of the debt-
or, notwithstanding the absence of any direct commercial relationship 
between them. 
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FIGURE 1.1  The relationship between the credit insurer and other third parties 
(source: Euler Hermes).
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In figure 1.1, the bank enters the scenario as a possible third party. Banks pro-
vide credit to companies in the form of advances on a current account; for 
example, through the pre-financing of outstanding trade receivables for which 
the due date of payment has not yet been reached. As a security, the bank can 
demand that the company takes out a credit insurance policy, with the eventual 
payment of any loss compensation being allocated to the bank.

	 2	 Three core tasks

The credit insurer has to recognise that there will be no business to insure, 
unless the insured customers (the suppliers) are able to generate sales. How-
ever, the insured customer has to recognise that unless the buyer pays for the 
goods/services supplied, those sales will result in a loss. It is on the back of this 
reconsidered partnership that the credit insurer will work with his insured cus-
tomer to achieve three objectives:
�� Prevention: Every credit case is assessed on the creditworthiness and the 

ability of the buyer to pay. These factors are then monitored continuously. 
Credit limits are calculated as the maximum balance that will be outstand-
ing for payment at any one time. The ideal objective, for both parties, is to be 
able to agree what is required, in order to achieve the desired level of sales. 
Lower limits than ideally required obviously impact on the supplier’s nego-
tiations with his buyer. 
�� Indemnity: Payment of claims when a buyer with an agreed credit limit 

(including one set under the insured supplier’s discretionary limit) fails to 
pay. 

ATTENTION!

It is essential for all parties that the debtor is clearly identified, both for the 
insured supplier in terms of his contractual relationship and for the insur-
er who may acquire the rights of the insured party (a form of subroga-
tion) after payment of the compensation has been made. The insurer will 
then attempt to recover this compensation from the debtor. This aspect of 
‘identification’ is not found, for example, in theft insurance: in this case, 
the insurer also has a claim after the payment of compensation, but it is 
a claim against someone whose identity will probably never ascertained. 
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�� Recovery: The credit insurer will attempt to achieve recovery of any loss of 
payments by co-joining with his insured supplier to pursue the buyer for 
the outstanding debt. (This might, for example, mean taking legal action to 
ensure the buyer pays or it might mean arranging a payment plan whereby 
the buyer pays off the debt over time.)

	 3	 What is insolvency?

In view of these core tasks, insolvency of the debtor is one of the most relevant 
issues for the credit insurer. This gives the insured supplier the right to receive 
indemnity on the basis of the financial inability of the debtor to meet its obliga-
tions. A company may be considered insolvent if it is unable to pay its debts as 
they fall due or if its assets are insufficient to discharge its liabilities.

Section 123 of the UK Insolvency Act 1986 sets out when a company is deemed 
unable to pay its debts (i.e. technically insolvent) and it includes failure to com-
ply with a statutory written demand for a debt exceeding £750 or with a judg-
ment enforcement order, or if the value of the company assets is less than its 
liabilities.

In the context of credit insurance, insolvency covers a wide range of proce-
dures, which include rescue mechanisms such as administration, schemes of 
arrangement or a CVA (company voluntary arrangement), and a liquidation 
which results in the company being wound up and dissolved:
�� Administration: the main aim of this procedure is to rescue or restructure 

the company, in order to achieve a better outcome for creditors than might 
be achieved by liquidation. The administrator is court-appointed and has a 
duty to act on behalf of all creditors.
�� Administrative receivership: an administrative receiver is appointed by the 

holder of a floating charge and acts on behalf of the charge holder, rath-
er than all creditors. This procedure can only be used for floating charges 
invoked prior to 15 September 2003, when the Enterprise Act was intro-
duced. Exceptionally, some more complex financial transactions, such as 
those relating to public service companies, still allow for administrative 
receiverships in all cases.
�� Company voluntary arrangement: this is the only procedure that allows a 

debtor to retain legal control over the company, under the supervision of an 
Insolvency practitioner. This is a collective procedure between the company 
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and its creditors, which generally requires that part of the debts are relin-
quished in order to allow the company to continue operations. Agreement 
on the part of the creditors is required.
�� Liquidation: this procedure is most commonly used when a company can-

not be rescued. The company ceases trading and its assets are realised. The 
liquidator can be appointed by the company, its shareholders or creditors. 
The liquidator acts on behalf of all creditors and has powers of investigation 
extending to the conduct of the directors of the business.

 
In recent years in the UK there has been a significant growth in the number of 
‘pre-pack’ administrations. These occur when a sale of the profitable assets of an 
insolvent company is agreed in private through advisers (often with the agree-
ment of the secured creditors), before the company formally enters adminis-
tration, and without the involvement of the court or a creditors’ committee. 
The advisers are then appointed as administrators, and the sale is immediately 
completed. Such deals have been the subject of criticism, particularly where 
the sale is to a party connected to the original owners of the company, because 
unsecured trade creditors (whose debts are usually eliminated entirely) have no 
opportunity to influence the process, and cannot always be sure that the trans-
action has been carried out in their best interests.

	 4	 General principles

	 4.1	 insuring the trade default risk

As we have seen, the purpose of credit insurance is to provide insurance cover 
to suppliers against the risk of non-payment for goods and/or services supplied 
on credit terms. This is the commercial risk. The emphasis is on trade credit 
in transactions conducted between businesses, and not on sales to individu-
als. Sole traders can be considered for credit insurance, though they may need 
to meet specific criteria; e.g comply with the terms of the Companies Act of 

GOOD TO KNOW

Credit insurance therefore operates in a business-to-business (B2B) 
environment. The insured parties are companies, not individuals. 
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2006 (substitution of section 1201) and the subsequent Regulations of 2009. 
Non-profit organisations also fall outside the core activities of the credit insurer, 
since these organisations do not carry out a commercial activity. 

Normally, buyers who are state or municipal departments also fall outside the 
scope of credit insurance cover, since they are deemed to be unable to become 
insolvent. Contracts with such organisations, within the EU or OECD, need 
not be declared to the credit insurer. However, contracts with public sector 
organisations elsewhere in the world may be considered open to the risk of 
cancellation or non-payment for reasons that are more political than financial. 
In this case a supplier may consider widening the scope of his credit insurance 
cover to include political risks. Political risk cover can be taken against the risk 
that contracts become frustrated by a range of events beyond the control of the 
buyer and seller (for example: wars, revolutions, etc.); or by economic difficul-
ties, such as a shortage of foreign currency leading to long delays in transfer-
ring money; or the imposition of new laws that effectively prevent financial 
performance. 

	 4.2	 insuring the global turnover of the company

In most cases, a company will be offered a whole turnover policy. The underly-
ing philosophy is that the credit insurer wishes to prevent the insured party 
from making a systematic selection of risks, so that only the worst of these 
risks are insured. This is related to the general principle of a sound and bal-
anced spread of risk (mutualisation), on which the insurance world as a whole 
is based. The provision of cover for ‘one-off’ risks does sometimes happen, but 
it is very rare.

WHAT YOU NEED TO KNOW

In principle, the insured supplier’s global turnover must be offered for 
cover to the credit insurer. Obviously, some exclusions are possible (such 
as the public sector contracts mentioned above), but generally the greater 
the level of selection being offered, the less acceptable the risk becomes 
to the insurer. 
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	 4.3	 the credit insurer’s role in agreeing buyer risks

The credit insurer not only removes risk from his customer, he also plays a pre-
ventative role. This latter function is most important; it is the means by which 
the insurer offers support to the insured supplier’s own credit management 
policy and practices. Whilst there is a recognition that it is sometimes necessary 
to take and accept risks in order to succeed – and make a profit – those risks 
have to be considered acceptable. 
 Each new request for credit insurance therefore involves a financial analysis 
of the default risk and, when appropriate, the agreement of a credit limit. If a 
limit is issued, the risk is systematically monitored. If there is any question 
of a deterioration in the creditworthiness of the debtor, the credit limit can be 
reduced or withdrawn for future deliveries. There will inevitably be consulta-
tion with the supplier at this point as to the best way to proceed. When a buyer 
is in danger of going under, he is normally unconcerned about not increas-
ing his debt any further and not taking further deliveries. However, in some 
circumstances when this is not the case, the credit insurer and supplier will 
work together, and, if necessary, with the buyer, to find a solution. Obviously, no 
credit insurer will retain credibility if he withdraws cover without full consid-
eration of all of the facts. He only takes such drastic action when the available 
information is so adverse as to force his hand. 
 If a supplier has taken the option to cover the pre-delivery risk in his policy, 
then the credit insurer knows full-well that he is likely to be at risk for all exist-
ing contracts, should a limit need to be withdrawn. 

MISUNDERSTANDING

It is sometimes assumed that credit insurers must accept all risks under 
the terms of a whole turnover policy, even the bad ones. This is not the 
case. The premium rate for the policy, and other terms and conditions, 
are indeed set on the basis that the insured party will be offering his whole 
turnover for inclusion in the policy. But underwriting judgment as to indi-
vidual buyer credit limits is separate and is part of the support given to a 
company’s own credit management systems. 
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	 4.4	 indemnifying the insured party

Notwithstanding the efficient monitoring of the accepted credit risks, claims 
requiring the payment of indemnity for loss will still occur. No one can foresee 
all future circumstances and events. Who, for example, would have thought 
that the banks of the Western World teetered on the verge of insolvency in the 
autumn of 2008? While the purpose of the insurer’s preventative role is to 
avoid as many insolvencies as possible, when a default does occur the credit 
insurer will pay the indemnity to the insured party for his loss. 

GOOD TO KNOW

The real added value of a credit insurer is to support each individual poli-
cyholder by bringing to bear not only his skills in financial analysis, but 
also his wide ranging experience within trade sectors and the spread of 
knowledge from his overall client portfolio. 

	 4.5	 participation of the insured party

In principle, a credit insurer never provides 100% cover. Generally, the insured 
indemnity is 90% of the risk. This means that a claim for £ 1,000 as a result 
of a business failure will lead to the payment of compensation amounting to 
£ 900. By insisting that the insured party retains an interest in the debt, the 
credit insurer wishes to ensure that the insured will also monitor the default 
risks carefully and, where necessary, assertively. Experience has shown that 
the granting of 100% cover nearly always reduces the insured party’s willing-
ness and enthusiasm to follow up matters (especially in taking recovery action). 
It is therefore appropriate within the shared responsibility and ‘partnership’ 
between the credit insurer and the insured supplier that the latter should also 
be obliged to carry part of the risk.
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GOOD TO KNOW

It is usually stipulated in the policy as a matter of principle that the 
insured supplier cannot insure his 10% participation elsewhere. 

	 4.6	 the option to assign the benefits of the policy

The assigning of the benefits of a policy means that any loss due may be paid to 
the third party to whom the assignment was made, probably a bank. The trade 
receivables asset in a balance sheet may represent a significant proportion of 
the company’s total assets. If that asset is to be used, in whole or in part, as 
security for bank borrowing, then the credit insurance policy can be used to 
enhance that security.

ATTENTION!

The policy benefits can be transferred to a third party for the provision of 
additional financing security. The credit insurer must agree to this trans-
fer in writing, in order to prevent double-financing of the same debt.

	 5 How public credit insurance is different

Private credit insurance is entirely focussed on trade-related transactions. 
Whilst the main focus of public credit insurers is similar, it should be rec-
ognised that they and some other private sector insurers also provide cover 
against confiscation, expropriation and nationalisation risks (in the UK known 
as CEND), when overseas investments are made. The national export credit 
agencies (see 5.2 below) also offer financial guarantees and bond support cover 
in long-term deals (e.g. ships and aircraft). 

In this book, however, the focus is on short term commercial trading transac-
tions.
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	 5.1	 private credit insurance: short term

Private credit insurance relates to cover for default and risk of non-payment in 
respect of debtors, who within the framework of trade transactions (the pur-
chase of goods and services) have been granted credit terms (i.e. a postpone-
ment of payment) by their suppliers. Worldwide, this credit insurance market 
is dominated by three large groups: Euler Hermes, Atradius and Coface.

Historically, private credit insurance companies operated as domestic credit 
insurers purely within their own domestic economies. Gradually, however, 
since the 1970’s the scope of business has been extended to cover first com-
mercial default risks in exporting to OECD (Organisation for Economic Coop-
eration and Development) countries and then credit and political risks when 
exporting all over the world. With increasing globalisation, it is now even possi-
ble for international groups of companies (with subsidiaries operating in differ-
ent countries) to place their credit insurance cover with a single credit insurer.

	 5.2	 public credit insurance: medium and long term

Public credit insurance relates to the cover provided by export credit agen-
cies (ECAs). These bodies are sometimes an arm of government itself (e.g. 
the Export Credit Guarantee Department (ECGD) in the United Kingdom), or 
insurance companies that are 100% owned by government for the sole purpose 
of supporting that country’s own export effort (e.g. the Belgian National Del-
credere Service), or commercial companies given a state guarantee for a spe-
cific ‘ring-fenced’ part of their operation (e.g. Euler Hermes in Germany, NCM 
in the Netherlands, now part of the Atradius Group, and Coface in France). 

The main aim of the state provision of credit or investment insurance is to sup-
port local industries in their drive to increase exports. Some level of manufac-
turing support may also be provided, as can support for bonding requirements 
(‘bond support’), linked to an insured contract. Within the framework of the 
OECD, a number of agreements exist to restrict public subsidy and unbridled 
competition between the different member countries with regard to the length 
of credit that may be provided and, indeed, the type of risks that can be covered 
in competition with the private sector. 

Because state intervention is involved, these ECAs offer intensive support first 
and foremost to their own exporters, who are registered and pay tax in their own 
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local national markets. Although the public credit insurance market has been 
undergoing rapid change in recent years as a result of increasing globalisation, 
the most noticeable effect has been in the consolidation of the private credit 
insurance market. As we said in Section 5.1, private credit insurers have been 
extending their activities globally (including the acceptance of political risks), 
and are also becoming more active in the field of long-term cover. As the bound-
aries between public and private credit insurance has become more and more 
blurred, so the European Commission has moved to counteract the perceived 
distortion of the competition between the two sectors and has issued a number 
of Notifications, relating to the distinction between marketable risks and non-
marketable risks. Marketable risks are those where capacity is regularly avail-
able in the insurance and reinsurance markets. Thus, it is considered unfair for 
governments to compete in a market whose needs can generally be met by the 
private sector. An example of this is that public credit insurers may not under-
take to credit insure risks in certain countries (usually OECD countries) with a 
payment period of two years or less. 

	 6 The credit insurance market: a niche in between the insurance and 
banking sectors

In legal terms, credit insurance in most countries is defined and regulated as 
part of the general class of ‘Insurance’:
�� European legislation classifies credit insurance under class 14 of the insur-

ance sector. 
�� As with other types of insurance, the insured party (supplier) pays a pre-

mium. In exchange for this, he receives cover against the risk of the possi-
ble payment default or insolvency of his customers. If this risk materialises 
in the form of defaulted payments, the credit insurer will pay the insured 
indemnity relating to the loss to the insured party. 
�� As with other insurers, reserves must be set aside, based on actuarial and 

statistical calculations, in order to meet potential claims from insured sup-
pliers. 
�� The annual financial accounts must be drawn up in a specific manner, com-

parable to other insurance companies.
�� For the calculation of minimum capital and solvability requirements, the 

credit insurer is subject to the Solvency II regulations for the insurance sec-
tor (as opposed to the Basel II/III regulations for the banking sector).
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On the other hand, it is also true that the credit insurer, by the very nature of his 
task (providing cover for insolvency risk), is involved de facto in the financial 
analysis of companies. In this respect, his credit analysts also act like those of a 
bank, with the difference being that the credit insurer places greater emphasis 
on the short term (in principle, up to one year), whereas a bank dealing with 
investment credit adopts a much more long-term perspective. 

Other points of difference are:
�� the credit insurer is not directly involved in funding;
�� in general, the credit insurer does not hold guarantees in the same way as 

a bank; which as a manager of money originating from third parties must 
(in theory, at least) be perceived to be more cautious in its approach to credit 
risk. On the other hand, it should be noted that banks are, on the whole, cov-
ered by legal charges over the assets of the borrowing party, whereas credit 
insurers are generally unsecured, relying on up-to-date payment history and 
buyer information when making their credit assessments of the buyer risk. 
A credit insurer may also benefit from recoveries obtained from any reten-
tion of title. 

For all these reasons, credit insurance has been able to create its own niche 
market.

	 7 Surety insurance: the mirror image of credit insurance?

Many credit insurance companies are also active in surety insurance, and both 
insurance branches are regularly treated together under legislation. This is due 
to the fact that surety insurance can, in a way, be considered as a kind of reverse 
credit insurance: instead of being paid by the supplier, the premium is paid by 
the buyer or debtor. The insured interest is the same in both cases: the payment 
of the trade receivable at due date on behalf of the supplier.
 
But surety insurance is more than this. Bonds, guarantees and indemnities all 
form part of the often complex arena of ‘surety’. Surety bonds have been used 
for many centuries to ‘guarantee’ obligations, particularly between trading par-
ties. References to surety bonds are also found in the writings of Shakespeare 
and the first corporate surety company was established in the UK in the 19th 
century. 
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A surety bond is a means of creating a form of security for the employer of a 
contractor or service provider, essentially creating a guarantee to compensate 
for losses and damages sustained as a result of a breach of contractual obli-
gations or insolvency. Bonds are therefore a deed of guarantee rather than a 
contract of insurance. In most countries bonds can be provided by either major 
banking or insurance organisations. Bonds are provided and made available, 
on recourse terms only, where the guarantor’s obligation is secondary to the 
primary obligation of the contractor/service provider under a contract. Unlike 
indemnity insurance (as with credit insurance), bond premiums are charged 
for the use of the surety’s financial status and guarantee. 

Generally, bonds fall into two broad classes:
�� On-demand bonds: these can be called at the sole discretion of the employer 

and are payable at first request. Typically, these would be issued by banks, 
which do not wish to become involved in potential contractual disputes 
between the trading parties. 
�� Conditional bonds: these are bonds where loss or damage has to be ascer-

tained and certified pursuant to the underlying contractual agreements. 
These would typically be used in support of local contract performance obli-
gations, and are widely applicable to the construction industry.

Typical types of bonds and guarantees would include the contractual bonds:
�� Bid or tender bonds: these are issued as part of a bidding process to the project 

owner, to guarantee that the winning bidder will undertake the contract as 
set out in the terms under which they made their bid;
�� Performance bonds: these are issued to guarantee satisfactory completion 

of a project by a contractor;
�� Advance payment bonds: these provide that the advanced sum will be 

returned if the agreement under which the advance was made cannot be ful-
filled;
�� Progress and stage payment bonds;
�� Retention bonds.

In addition to these contractual guarantees, there are also the legal bonds:
�� Customs bonds;
�� License, permit or regulatory bonds.

Surety in different countries is characterised and strongly influenced by local 
laws, customs and markets. International surety companies, often involved in 



32  CREDIT INSURANCE

many lines of international insurance business, will have local specialist knowl-
edge in the field of surety, as well as international expertise from the major 
insurance centres of the world. 



  CHAPTER 2 
THE ECONOMIC CONTEXT 
AND OFFICIAL INSOLVENCIES

The economic cycle has a decisive impact on the payment behaviour of compa-
nies and, as a consequence, on the number of failures or insolvencies. 

	 1 The Purchasing Manager’s Index (PMI) 
  as Europe’s leading indicator. 

The working of the credit insurance sector is dependent to a large extent on the 
prevailing economic climate, and in particular its macro-economic aspects.

This is expressed in the economic cycle, which is a reflection of the current 
economic conditions at any one time. Markit publishes on a monthly basis its 
Purchasing Manager’s Index (PMI). Markit is a UK global financial informa-
tion services company. Its PMI surveys are the most closely-watched business 
surveys in the world (website: www.markiteconomics.com), favoured by central 
banks and business decision-makers for their ability to provide up-to-date indi-
cators of economic trends. The PMI survey is continually tracking variables 
such as output, new orders, stock levels, employment and prices across the 
manufacturing, construction, retail and service sectors. Figure 2.1 shows the 
PMI in the eurozone (i.e. without the UK) for global economic activity. The 
chart shows that the PMI surveys, which are a reflection of global business 
sentiment, are closely related to the GDP evolution. A PMI below 50 points 
towards an economic contraction (or negative GDP). Moreover, while most 
GDP figures are released after a delay on a quarterly basis, the PMI is quickly 
published on a monthly basis. 

Credit insurance is a cyclical activity. During boom periods – when the eco-
nomic cycle is favourable – the insured parties will suffer relatively little loss 
from insolvencies and the insurer will be required to pay less compensation. 
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For the insurer, this leads to growing pressure to reduce the level of premiums 
and also means that for commercial reasons he will be compelled to accept 
more risks on potentially ‘weak’ debtors. When the economic cycle changes 
and the economic climate becomes less favourable, this can cause considerable 
problems for the insurer:

�� The number of loss claims and the amount of compensation to be paid 
increases, but the level of premium does not initially rise to the same degree, 
even though this would be justified in terms of the greater risk now being 
run. 
�� Moreover, the turnover of most companies falls during a recession – and 

turnover is the basis for the calculation of the insurer’s premiums, which 
therefore leads to further reduction in income.

This was the scenario that became a reality during the financial and economic 
crisis of 2008-2009.

In addition to effective economic growth, the level of growth in world trade is 
also a significant factor. Table 2.1 compares the growth in world GDP (gross 
domestic product) with the growth of world trade in goods and services on the 
basis of volume. A comparison based on the value of goods would probably 
have enhanced the results still further, in view of the strong rise in the price of 
raw materials during the period 2003-2006 and in 2010.

65
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FIGURE 2.1  Markit Eurozone PMI (Purchasing Manager’s Index) and GDP (Gross Domestic 

Product) (source: Markit, Eurostat)
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Table 2.1 also shows that in recent years world trade has grown faster than the 
production of goods and services based on world GDP. The only exception was 
the recession year of 2009. This, of course, is related to the increasing globali-
sation of the economy and the rise of China as an economic superpower. This 
is very important for the credit insurance sector, since credit insurers cover 
the risks associated with possible default in respect of trade receivables. With 
the growth in world trade, the number and value of trade receivables has also 
increased strongly.

TABLE 2.1  Comparison of world GDP with the growth in the volume of world trade (change 

per year in %) (source: Euler Hermes)

World GDP World trade 

2007 +4.2% +7.2%

2008 +1.9% +2.6%

2009 -2.0% -11.8%

2010 +4.2% +13.9%

2011 +3.0% +5.9%

2012 +2.4% +3.5%

2013 (*) +2.5% +4.1%

2014 (*) +3.2% +5.9%

(*) Forecast

ATTENTION!

The longer the due dates for the settlement of accounts receivable, the 
greater the chance that the account in question will not be paid on the 
date due. This can threaten the continued existence of a company. Lack 
of payment discipline also has an impact on the profitability and cash-
flow of the creditor. Late settlement of debts puts a brake on economic 
growth and reduces productivity, because companies have fewer financial 
resources at their disposal to make necessary investments.
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	 2 Payment behaviour

It is self-evident that in moments of a weak economic cycle companies will be 
inclined to settle their outstanding business debts less quickly than in boom 
periods.

A study by the Intrum Justitia debt collection agency in 2012 revealed that 55 % 
of the companies questioned admitted to suffering liquidity problems due to 
late payment. The survey also revealed the amount of debt being written off had 
grown to 2.8 % of total receivables, reaching the unprecedented level of 340 bil-
lion euros, a figure equal to the total debt of Greece or to one-third of total annu-
al healthcare spending across the EU’s 27 countries, or more than double the 
EU’s total 2012 budget of 147 billion euro. These are indeed ‘serious’ amounts.

 	 2.1	 SMEs are the biggest victims

ATTENTION!

SMEs are particularly vulnerable in this respect, since they usually have 
only a limited financial base and liquidity. In these circumstances, an 
‘accident’ in the shape of an unpaid account can have disastrous conse-
quences.

According to a study by the European Commission in 2009, the annual turn-
over reflected in delayed accounts receivable amounted to 1,864 billion euros, 
almost two-thirds of which (1,141 billion euros) was owed to small and medium-
sized enterprises. These SMEs are doubly vulnerable to the effects of late pay-
ment because:

�� SMEs experience greater fluctuations in cash-flow; as a result, they fre-
quently need to take out short-term credits to meet their cash-flow needs; 
however, they often have only limited access to such credits and they are 
expensive in terms of the interest payable; 
�� SMEs are frequently dependent for a large proportion of their turnover on a 

limited number of large customers; these customers can sometimes abuse 
their position as key accounts by delaying the settlement of invoices for an 
unacceptably long period;
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�� the administrative costs of collecting outstanding debts are relatively high 
for SMEs; they do not have either the specialist personnel or the time to 
monitor these debts effectively.

In this context, credit insurance certainly offers added value to SMEs.
 It was with the aim of offering help of this kind to SMEs that the European 
Commission issued a new Directive on 16 February 2011, specifically designed 
to combat late payment in commercial transactions (see below).

 	 2.2	 cultural differences

�� Countries and public authorities

TABLE 2.2  Payment behaviour in Europe in 2008 (source: European Commission; Intrum Jus-

titia European Payment Index 2008)

In days B2B Public authority

1 2 3 1 2 3

UK 33.2 51.0 17.8 30.0 48.0 18.0

Germany 30.0 36.0 6.0 25.0 40.0 15.0

France 49.0 65.0 16.0 57.0 71.0 14.0

Italy 68.0 88.0 20.0 95.0 135.0 40.0

Spain 73.0 89.0 16.0 103.0 144.0 41.0

Poland 29.7 46.8 17.1 27.7 47.9 20.2

Netherlands 26.1 40.0 13.9 27.2 46.0 18.8

Belgium 37.0 50.0 13.0 49.0 75.0 21.0

1 = Average duration – 2 = Average total duration – 3 = Delay

The European Commission has tried to improve these figures with the intro-
duction of its Directive to combat late payment in commercial transactions. The 
Directive of 16 February 2011 was targeted first and foremost at public authori-
ties, as this is the area with the most room for improvement. Table 2.2 shows 
clearly that government bodies are currently not setting a good example in this 
respect: in most countries they take longer to pay than their counterparts in the 
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private sector. The reason for this is that, in some countries at least, by delay-
ing payments in this manner it is often possible to make the national budget 
(which is usually drawn up on the basis of cash accounting) seem healthier 
than it really is.
 In the past, companies and sectors that were heavily dependent on state 
subsidies tended to adopt the same approach: if they had to wait for money 
from the state, others would have to wait for money from them. If the Directive 
can persuade national governments to break with this bad habit, the result will 
be to provide the business community as a whole with greater financial room 
for manoeuvre. It is therefore important that governments should set a good 
example to others and should seek to stimulate a more ‘moral’ approach to cor-
rect payment between companies.

ATTENTION!

As far as the payment behaviour of companies is concerned, it is clear 
that there is a huge cultural difference between Northern Europe and 
Southern Europe. In Northern Europe the due dates for payment are 
much shorter and the number of days in arrears is significantly lower. In 
other words, there is much greater payment discipline. The mentality in 
Southern Europe is clearly different. Both the due dates for payment and 
the delays in complying with the due date are much longer. On this basis, 
it is possible to conclude that the risk of non-payment is greater in South-
ern Europe than it is in Northern Europe. But it is not a simple task to 
change this: late payment is deeply ingrained in the culture of these South 
European countries. As a result, these differences in payment behaviour 
can sometimes lead to competition distortion within the single market of 
the European Union.

�� Sectors

In addition to geographical differences, there are also behavioural differences 
between sectors. Companies that are active in sectors such as building, cater-
ing, business services, transport and agriculture are the least prompt settlers of 
outstanding invoices. Institutions and foundations also have a bad reputation 
in this respect. 
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 Having said this, it is important to place matters in their proper perspective. 
For example, many of the disputes in the building sector are a result of the dis-
cussions held during the provisional completion and acceptance procedure for 
new building work.

�� Foreign and domestic markets

The risk of non-payment increases for companies who export goods to other 
countries within the European Union. For exporters trading with countries out-
side the Union, this risk is even greater. The transaction costs are higher as a 
result of the unreliable nature of the information and uncertainties relating 
to the market position and the solvency of debtors who do not operate in the 
domestic market.

ATTENTION!

The unreliability of information means that the buyer also runs a lower 
risk of damage to his reputation because of late payment when the credi-
tor is located in another member state. In other words, reputational dam-
age decreases as distance increases. 

The costs for the provision of trade credit are much higher for exporting com-
panies. The language and legislation are both different and access to solvency 
information is less complete. This increases the monitoring cost, while the 
chances of successfully enforcing payment are correspondingly lower.

 	 2.3	 the reasons for late payment

The first EC Directive to combat late payment in respect of commercial transac-
tions, issued on 29 June 2000, foresaw the possibility to claim default interest 
on the basis of the reference rate published by the European Central Bank, 
increased with an additional margin of 7%. For various reasons, this has sel-
dom happened – as can be seen from the details in table 2.3.
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TABLE 2.3  Reasons for not claiming default interest, expressed in % (source: European Com-

mission; IPM/International Policy Making; EBTP/European Business Test Panel)

IPM EBTP

Fear of losing the customer 58.3 68.5

Procedures too complex to claim interest 47.9 45.9

Competition never demands interest on late payment 37.5 28.8

Default interest is regarded as income 4.9 13.5

Ignorance of the existence of the possibility to claim 
default interest

11.8 13.5

The rate of interest is unknown 7.6 7.2

Don’t know 3.5 5.4

This partially explains the reasons for late payment on the part of the debtors 
and the relatively passive response on the part of the creditors. In this respect, 
the elements discussed hereunder are also relevant factors. The European 
Commission has admitted that it can exert little influence via new legislation 
on the first two of these elements – market structure and the economic cycle. 

GOOD ADVICE

According to the European Commission, this is the reason why increas-
ing use is being made of credit insurance and other instruments that 
help to manage trade risks. They reduce uncertainty relating to income, 
but they increase production costs by virtue of the necessity to pay the 
additional credit insurance premium, as well as costs associated with 
factoring, the purchase of trade information, debt collection, guarantees, 
etc. This can take a huge bite out of the company’s profit margin, particu-
larly for smaller enterprises.
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�� Market structure

The level of competition within a market, the relative power of the market par-
ticipants and the associated fear of damaging customer relations are important 
factors. They determine whether or not creditors are prepared to accept late 
payment and whether or not debtors are likely to try and secure an extension of 
the payment period.
 The most compelling reason for debtors to pay on time is the preservation 
of their professional and/or business reputation. On the other hand, they know 
that they are unlikely to be penalised for late payment, in part because the credi-
tors do not want to damage their commercial relations and in part because the 
legal procedures are too long and too costly.
 In general, SMEs are in the weakest bargaining position, particularly in 
their dealings with larger companies. To secure orders, they sometimes have to 
agree to long payment deadlines. SMEs often also lack the necessary time and 
expertise to negotiate contracts effectively. Consider, for example, the one-sided 
initiative of the brewery group AB Inbev in April 2009 to increase its payment 
date for its suppliers from 30 days to 120 days.

�� The economic cycle

It is easy to understand how a downturn in the economy can lead to an increase 
in payment arrears. Company turnover falls, with a corresponding decrease in 
cash-flow. Banks are also more careful about lending money during slumps. 
This has been plain for all to see since the start of the financial and economic 
crisis of 2008-2009.
 However, a positive change in the economic climate can also result in an 
increase of payment arrears. Suddenly, the companies are presented with new 
opportunities for investment, for which they need to make maximum use of 
their available financial resources.

�� Access to funding and budgetary limitations

Monetary policy, liquidity levels and the availability of bank credit can also influ-
ence a company’s payment behaviour. This is particularly the case for compa-
nies where bank credit is a substitute for supplier credit.
 Budgetary problems at government level can also have a knock-on effect, 
resulting in the slower payment of outstanding accounts.
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�� The internal organisation of the debtors and creditors

The creditor’s own credit management procedures, coupled with the quality of 
their products and services, are important factors in helping to secure prompt 
payment. However, many SMEs do not possess effective credit management 
systems to either monitor or prevent delayed payment.

�� A lack of efficient remedies

Few companies pursue the option of claiming default interest, because the 
costs often outweigh the financial benefits. The additional paperwork that the 
default procedures involve is seldom translated into a net cash gain.

 	 2.4	 the european directive 2011/7/eu of 16 february 2011 on combating late 
payment in commercial transactions.

This new 2011 Directive replaced an earlier version issued in 2000. The 2000 
Directive was often referred to as the ‘Credit Management Directive’, but ini-
tially few legislative initiatives were introduced in this domain. The purpose of 
the new Directive was to secure a degree of consistency in the payment periods 
adopted by the various member states, since the existing differences between 
countries were actually leading to unfair competition. In this way, it was hoped 
that the Directive will act as a form of support for the credit management car-
ried out at company level.

The Directive of 29 June 2000 was the first important step taken at European 
level to secure the prompt and correct payment of trade receivables. Its provi-
sions were only applicable to national and international transactions between 
companies or between companies and the government. The Directive was 
introduced by law in the different EU countries. However, there was little 
improvement at this stage – and this for three main reasons:

1 The contractual freedom of the individual parties to the business transac-
tion remained paramount.

2 In the event of problems, the creditor was still more likely (for commercial 
reasons) to waive his right to claim default interest and the related costs: 
preserving the relationship with the debtor was more important.

3 The government’s own payment behaviour set a poor example.
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The new Directive 2011/7/EU works within the framework of the European 
Small Business Act, which aims to reduce the administrative burden on com-
panies. An improved access to funding for SMEs and the development of a leg-
islative and business framework that encourages prompt payment is regarded 
as one of the ten basic principles of SME policy in the European Union.

The EU now proposes that all invoices should be paid as a matter of princi-
ple within 30 days. This applies to both the public and private sectors. Every 
effort has been made to close potential loopholes, which might otherwise make 
delayed payment still possible (although this hasn’t happened as yet):

�� If both parties to a transaction are in agreement, the payment period can be 
extended to a maximum of 60 days. A longer period is also possible when 
this is expressly agreed between the creditor and the debtor, and provided 
that it is not grossly unfair to the creditor.
�� Public authorities can also obtain an extended payment period, but this 

must be explicitly agreed in advance and must be capable of objective jus-
tification in relation to the nature and specific features of the contract in 
question. The European Parliament considers that this period should never 
be longer than 60 days. In this way, for example, public hospitals could take 
advantage of the 60 day rule, since they are largely financed on the basis of 
refunds through various social insurance mechanisms, which often take 
some time to complete. 

In addition, there is also a so-called ‘verification period’ of 30 days, during 
which the buyer has the right to check that the goods and/or services provided 
are in accordance with the conditions set down in the contract of purchase. This 
period can also be extended, if it is possible to show that complex market condi-
tions are involved (for example, in Italy and Germany), and again on condition 
that this is explicitly agreed in advance and is not grossly unfair to the creditor. 
The European Parliament is convinced that this verification period will not be 
used as an excuse to delay payments unnecessarily.
 In the event that payment of an outstanding invoice is not made on time, the 
creditor has the right to claim default interest on the basis of the reference rate 
published by the European Central Bank, increased with an additional margin 
of 8% (instead of the 7% foreseen in the 2000 Directive). In addition, he can 
also claim minimum compensation for his collection costs in the form of a 
fixed fee of 40 euros. 
 As far as the retention of title is concerned (see chapter 11), very little has 
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changed. It can be exercised in accordance with the relevant national provi-
sions, which, according to international private law, are applicable in such cir-
cumstances. 

In addition to this Directive, in recent years the European Union has also intro-
duced a number of other Regulations, with the intention of simplifying the 
procedures for legal claims between member states, including the settlement 
of unpaid trade accounts. In the first instance, this related more specifically 
to the introduction in 2000 of the principle of the mutual recognition of legal 
decisions in respect of civil and commercial cases. This was followed in 2006 
by a Regulation introducing the European payment order procedure. The pre-
amble of this Regulation states that the swift and efficient recovery of outstand-
ing debts over which no legal controversy exists is of paramount importance for 
the economic operators in the European Union, as late payments constitute a 
major reason for insolvency threatening the survival of businesses, particularly 
small and medium-sized enterprises, thereby resulting in numerous job losses.

 	 2.5	 consequences for company cash-flow

The length of the payment period also has an influence on the financial struc-
ture of a company. The longer the average length of this period of outstanding 
payments (DSO = Days Sales Outstanding), the more heavily it weighs on the 
assets side of the company balance sheet. We shall see later that this has an 
important impact on the financing of the company’s working capital.

During the preparatory phase of the new Directive 2011/7/EU, the European 
Commission carried out a number of simulated tests on the basis of the new 
maximum payment period of 30 days. The tests were confined to B2B trans-
actions (transactions with government authorities were not included). The 
results for the most optimistic scenario (reduction of the payment period to 30 
days and no arrears) showed a cash-flow or liquidity gain of 192.8 billion euros 
throughout the European Union. The gain for UK companies alone was esti-
mated at 21.5 billion euros.
 Even in a more realistic scenario (reduction of the payment period to 30 
days and a reduction in the level of arrears proportionate to the shortening of 
the payment period) the cash-flow gain still amounted to 133.8 billion euros (5.9 
billion euros for the United Kingdom).
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There is therefore a very clear increase in liquidity. The Southern European 
countries would reap the greatest benefits from a reduction of the payment 
period. This is logical, since they currently have the longest payment periods. A 
reduction to 30 days would give a huge boost to the liquidity levels of companies 
in these countries, providing them with cash for much needed reinvestment. 
The situation is reversed in Northern Europe, where most countries already 
have good payment discipline. The United Kingdom is in a position some-
where between these two blocks, and will therefore also benefit to some extent 
from the new payment regulations.
 Having said this, the simulation was a relatively simple exercise, which did 
not take account of many other possibly relevant factors, such as potential loss 
of turnover, contract negotiation costs, the financial consequences of reduced 
trade credit, etc. 

ATTENTION!

It is open to question whether or not the cultural identity of the Southern 
European countries can be changed as quickly as the EU seems to think, 
and that payment terms will really contract so strongly.

	 3 Official insolvencies (administration, company voluntary 
arrangement s, liquidation)

When we speak of official failures or insolvencies, in the United Kingdom we 
usually think of administration, company voluntary arrangement (CVA) and 
liquidation. For the credit insurer, the administration and CVA procedures are 
equivalent to a liquidation. This may seem like a strange assertion, since the 
intention of both the administration and the CVA is to give companies a last 
chance by offering them temporary protection against their creditors. But it is 
precisely this fact that means that the supplier of the goods and services, and 
after him the credit insurer, will be forced as part of the final rescue plan to 
remit part – and perhaps a large part – of the debt owing to them. Consequently, 
the insurer will be required to pay compensation. Having said this, the insurer 
will continue to view the matter pragmatically: if the administration or CVA 
procedure is successful, the company will eventually acquire new credit limits, 
if its creditworthiness permits.
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ATTENTION!

As with payment behaviour, there are significant cultural differences with 
regard to insolvency (or bankruptcy) in Europe.

	 3.1	 major differences at international level

A weak economic cycle, resulting in worse payment behaviour, leads to an 
increase in the number of official insolvencies. Surveys of failed companies 
have shown that the payment behaviour of customers (and, in the worst case, 
the non-payment of outstanding invoices) led to liquidity problems and even 

TABLE 2.4  Official insolvencies: number and annual percentage change

(source: Euler Hermes)

2009 2010 2011

Number % Number % Number %

UK 35,185 17 29,111 - 17 30,751 6

USA 60,837 40 56,282 - 7 47,806 - 15

Japan 15,480 - 1 13,321 - 14 12,734 - 4

Germany 32,687 12 31,998 - 2 30,099 - 6

France 64,533 12 63,337 - 2 60,655 - 4

Italy 9,400 29 11,400 21 12,094 6

Spain 5,096 76 4,951 - 3 5,910 19

Netherlands 8,040 73 7,211 - 10 7,140 - 1

Belgium (*) 9,421 11 9,579 2 10,224 7

Poland 673 57 691 3 740 7

China 4,448 - 2 3,715 -16 3,043 - 18

(*) For Belgium the figures reflect bankruptcies only, not WCO procedures 
(similar to the administration/CVA procedures)



PART 1  |  DEFINITION AND ENVIRONMENT 47 

insolvency in 64% of cases. Dealing with this insolvency is the core activity of 
the credit insurers: they provide cover against the insolvency risk.

When assessing table 2.4, it is important not to pay too much attention to the 
figures: as a result of differences in national legislation, some countries have 
almost no bankruptcies, whereas others have considerably more. The param-
eters are also important: do the figures refer exclusively to companies, or are 
sole traders and perhaps even private individuals included? The credit insurer 
only provides cover for the (official) insolvencies of companies and sole traders. 
Spain has very few bankruptcies, since the associated legal procedures are sel-
dom brought to a final conclusion: they are simply too long and too expensive. 

TABLE 2.5  Insolvency index per country: index 100 = 2000 (source: Euler Hermes)

Weight in % 2007 2008 2009 2010 2011

World index 100.0 84 106 133 125 119

UK 4.3 85 112 131 108 114

USA (*) 26.8 80 123 172 159 135

Japan 10.4 75 83 82 71 68

Germany 6.3 103 104 116 113 107

France 4.9 115 133 149 146 140

Italy 3.9 53 62 81 98 104

Spain 2.6 125 350 615 598 714

Netherlands 1.5 129 130 225 201 199

Belgium 0.9 113 125 139 141 151

Poland 0.9 37 33 52 54 57

China 12.9 60 63 62 51 42

(*) A weighting of 26.8% is applied for the USA, whereas this country is only 
responsible for  22.5%  of the world’s GDP.  The reason is that when the index 
was being calculated, a number of countries were omitted, so that the relative 
share of the USA in the index increased.  This is also the case – but to a lesser 
degree – for other countries. 
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In other words, there are relatively few bankruptcies de iure, but de facto there 
are just as many (if not more) as anywhere else. France is an example of a coun-
try that takes matters to the opposite extreme. 

 	 3.2	 the world insolvency index

In response to the wide-ranging differences in the official national insolvency 
statistics, the Euler Hermes credit insurance group developed its own insolven-
cy index. The total nominal number of official insolvencies worldwide (bank-
ruptcies/liquidations, compositions, administrations/CVAs, and other similar 
procedures in other countries) was deemed to be equivalent to 100 (for indexa-
tion) in a given year (2000), so that the evolution of official insolvencies could 
be monitored year by year. This world insolvency index (see table 2.5 and figure 
2.2) is compiled by giving each country a weighting on the basis of its share in 
global world production. In this way, the emphasis is placed on relative fluctua-
tions, which is more relevant for credit insurers.

In time, this index will be permanently above the 100 level, since the growth of 
the economy means that the number of companies will continue to increase. 
Running parallel with this development, the nominal number of official insol-
vencies will also increase equivalently over time. 
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FIGURE 2.2  World insolvency index: index 100 = 2000 (*)(source: national statistics; Euler 
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In this context, there is probably a better way to calculate the insolvency rate 
per country in the future: namely the total number of official insolvencies off-
set against the total number of companies. This would allow the level of risk 
in each local economy to be more easily monitored. The problem with this 
method, however, is that it is often difficult to get accurate figures for the total 
number of companies. We might know for one given year the number of new 
starters in a country and also have available the relevant official insolvency fig-
ures, but there is an unknown number of companies that have simply ceased 

TABLE 2.6  Insolvency rates per country in 2009 (source: Euler Hermes)

Insolvency
rate %

Total
no.

Source Total of
companies

USA 1.1 60,837 Adm. Office of 
US Courts

5,752,975

Japan 1.0 15,480 Tokyo Shoko 
Research (TSR)

1,515,835

Germany 0.9 32,687 DeStatis 3,551,240

France 2.2 64,533 Euler Hermes 
SFAC

2,925,124

Italy 0.2 9,400 ISTAT, 
Movimpresse

4,500,000

Spain 0.2 5,096 Inst. 
Nacional de 
Estatistica(INE)

3,355,830

Netherlands 1.0 8,040 CBS 844,450

Belgium 1.2 9,421 NIS 763,831

UK 1.7 35,185 The Insolvency 
Service

2,119,660

Poland 0.0 673 Ministerie van 
Justitie

3,742,673

China 0.1 4,448 China Court/ 
Sinotrust’s 
creditlink 

4,613,000


