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Credit Insurers Raise Rates in Germany as ‘World Is on 
Fire’ 


By Oliver Suess 
May 28 (Bloomberg)  
 
 
Credit insurers, including Euler Hermes SA, Atradius NV and Coface 
SA, have raised premiums by as much as 20 percent this year in 
Germany and may increase them more as defaults climb amid the 
financial crisis.  
 
“Credit insurers have been scrutinizing their contracts very carefully” and 
raising rates, Joerg Mielke, head of credit risk at the German unit of 
insurance broker Marsh & McLennan Cos. in Munich, said in an 
interview. “They currently might feel like fire insurers when half of the 
world is on fire.” 


Claims on credit insurance, which covers suppliers against non-payment 
by customers, rose almost 54 percent last year, according to the German 
insurance association GDV. Payment defaults and delays in Germany 
more than doubled in the six months ended March 31 compared with a 
year earlier, Coface, a unit of France’s Natixis SA, said earlier this month. 


German politicians and industry groups have criticized credit insurers for 
withdrawing or reducing coverage so much as to threaten companies’ 
ability to do business. Suppliers are demanding up-front payments from 
cash-strapped customers who have lost their coverage, and that may 
trigger bankruptcies as the recession deepens, the German textile and 
fashion industry association said. 
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“Each of the three major credit insurers has been losing money during the 
last four months,” Mielke said. “Rates in Germany haven’t yet increased 
significantly while claims are rising fast, so rates will continue to climb 
and insurers will reduce their coverage.” 


 


Government Help 


Germany may follow the U.K. in helping companies whose coverage has 
been reduced. The British government said in April it would provide 5 
billion pounds ($8 billion) in guarantees after claims on U.K. credit 
insurance policies rose 51 percent in the last three months of 2008, 
according to the Association of British Insurers. 


The five biggest credit insurers in Germany, which also include units of 
Zurich Financial Services AG and R+V Versicherung AG, will meet with 
the government and GDV next month to discuss ways to help customers 
retain their credit insurance, GDV spokesman Matthias Mueller said. 


The government may act as a reinsurer through a special fund or offer 
coverage through the state development bank, KfW Group, Handelsblatt 
newspaper reported last month, citing a letter by Deputy Economy 
Minister Walther Otremba. 


 


Making a Loss 


Paris-based Euler Hermes, a unit of Allianz SE, Amsterdam- based 
Atradius, and Coface provide about 85 percent of global credit-insurance 
policies, a market with premium income of about 4.6 billion euros ($6.4 
billion), according to Euler Hermes. Policies covered about 286 billion 
euros of sales between companies last year in Germany, up from 268 
billion euros the previous year. 


The combined ratio at Coface’s German credit-insurance unit, which 
accounts for about two-thirds of the company’s sales in the country, 
worsened to 101 percent last year from 71 percent the previous year. A 







ratio above 100 percent means an insurer’s premium income doesn’t 
cover claims and costs, giving it an underwriting loss. 


“While we expect the combined ratio to stabilize going forward, we can’t 
rule out ending the year above 100 percent as payment defaults are rising 
dramatically,” Coface spokesman Erich Hieronimus in Mainz said in an 
interview. The company has raised credit insurance rates about 30 percent 
from a year ago, he said. 


Rates rose between 10 percent and 20 percent on average in January and 
will probably rise by the same amount in the next annual renewals, 
Mielke said. Claim-affected contracts may increase between 50 percent 
and 100 percent, he said.  
 
Not Reached Peak 


The German unit of Euler Hermes saw its claims rise to 69 percent of 
premium income last year, from 48 percent in 2007. That contributed to a 
29 percent drop in pretax profit, the company said in its annual report. 


“We haven’t yet reached the peak of insolvencies and the worst is yet to 
come, especially in Germany,” Mielke said. 


Losses now for credit insurers may translate into higher rates and 
profitability when the economy recovers. 


“Losing money currently is a strong argument for them to push through 
rate increases,” said Stephan Kalb, a Frankfurt- based analyst at Sal. 
Oppenheim. “One or two bad years don’t mean the end of credit insurance 
as the segment is typically the one with the lowest combined ratios during 
good years.” 


 





