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The Investment Security in the Mediterranean (ISMED) Support Programme seeks to increase private infrastructure 
investment in the Mediterranean by providing advisory services to governments on reducing the legal risk of specific 
projects, conducting public-private policy dialogue on broader legal framework improvements, and informing investors of 
available risk mitigation instruments. It is implemented by the OECD with funding by the European Commission. 
 

 

New European ECA guarantees expand funding for 
infrastructure projects 

 

New European export credit agency (ECA) 
securitization or refinancing guarantees are 
facilitating refinancing options for commercial 
banks making export loans that can be used in 
infrastructure projects. The result is increased 
bank capacity to support new projects, the 
attraction of new players interested in long-term 
investment, and lower funding costs for banks and 
borrowers. ISMED Support Programme 
consultations indicate that the increased use of 
securitisation and/or refinancing to boost liquidity 
available for MENA region infrastructure projects, 
including via export credit covering project 
equipment, is urgently needed to respond to 
regional infrastructure needs. 

Officially-supported export credit facilities are long 
term credits insured or guaranteed by national 
ECAs, which are state-owned or acting on behalf 
of their government. The rationale for official 
involvement is to stimulate national exports where 
there is some market failure in private export credit 
insurance coverage, either because of project 
risks, the long financing tenor, or high project 
costs. Officially-supported export credits are 
important tools to finance capital goods needed for 
infrastructure projects in emerging countries, 
especially during financial crisis, when alternative 
sources of financing (such as syndicated loans) 
become unavailable or uncompetitive. In the still 
uncertain current financial environment, trends in 
infrastructure finance show that most projects 
include ECA-backed loans as part of the debt 
strategy, alongside commercial loans, bonds, or an 
Islamic finance tranche. 

Unlike Asia or North America, most European 
countries do not have ECAs that can act as direct 
lenders for export credit, and recourse to a 
commercial bank is required. However, in recent 

years, the combined effect of the global financial 
crisis and the European sovereign debt crisis has 
impacted the risk perception of European 
commercial banks. Several banks that are highly 
involved in ECA-backed finance have been facing 
difficulties in funding loans for long durations, and 
have been mostly unable to fund loans in US 
dollars. The result of this liquidity squeeze has 
been a more selective approach, a greater 
dependence on club deals (joint loans involving 
several banks) and large syndications for big 
projects, and an increase in prices.  

 
Countries that have implemented a 
securitization guarantee scheme 

Country ECA Name of the product 

France  Coface Garantie rehaussée de 
refinancement 
 

Germany Euler-
Hermes 

Verbriefungsgarantie 
 

Belgium ONDD Export Funding 
Guarantee 
 

Switzerland SERV Refinancing guarantee 
 

Netherlands Atradius Export Credit 
Guarantee 
 

 
In this context of scarce bank liquidity, the ability of 
ECAs to complement standard risk cover with new 
funding solutions has been crucial to maintain 
financing for emerging markets. The policy 
response from the various ECAs has been 
multiple, since different tools can be used to 
resolve the funding problems (public refinancing 
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vehicles, for instance, or increasing the issuance 
of ECA covered bonds).  

Some European ECAs have decided to develop a 
new guarantee product in the form of securitization 
or refinancing guarantees. The purpose of a 
securitization or refinancing guarantee is to 
facilitate refinancing options for the commercial 
banks making export loans by providing 
significantly improved terms. The securitization or 
refinancing guarantee complements the basic 
export credit insurance: the beneficiary (the 
refinancing bank or institution) can obtain up to 
100% cover (as opposed to the “classic” 95% 
under export credit insurance) on the enhanced 
terms and conditions of an “on demand” guarantee 
that can be called at first request by the 
beneficiary. The guarantee structure enhances the 
underlying export credit cover for refinancing 
purposes only (i.e. for the benefit of the refinancing 
institution) but leaves the underlying relationship 
between the ECA and the original covered lender 
(bank) unchanged. 

 

 

 

 

 

 

 

A number of ECAs have implemented such 
schemes, but neither the legal technicalities nor 
the product structure are harmonized across 
providers, and national specificities remain. Still, 
by stepping in with new products designed to 
further develop ECA-guaranteed capital markets 
and encourage refinancing, ECAs are bringing a 
concrete response to the persistently inadequate 
liquidity for long term export financing. 

The main advantages of the development of such 
guarantees for infrastructure projects are: 
 An increased capacity to support projects: 

Securitisation guarantees allow commercial 
lenders to shift their existing portfolio and 
commit the released funds to new projects. 

 Attracting new players: Long term 
institutional investors (such as pension funds 
and insurance companies) that are seeking 
sound investment assets are now entering the 
export credit market, thanks to the comfort 
given by ECA securitization or refinancing 
guarantees.  

 Lower funding costs: ECA securitization or 
refinancing guarantees facilitate bank access 
to the funds they need for granting buyer 
credit at favourable conditions that could then 
be passed on to the borrower.  

 
 

Sample simplified structure of the use of a securitization/refinancing guarantee 

Exporter Buyer / Borrower

Commercial bank

Export Credit 
Agency

Refinancing 
entity

Commercial contract

Buyer Credit 
Agreement

Export Credit Insurance

Funding / 
Refinancing 
agreement

Securitization / 
Refinancing
guarantee

1

3

2

6

5

4

 
  A buyer enters into a commercial contract with a foreign exporter e.g. for the supply of wind turbines 

for the realization of a wind farm in a MENA country. 
 &  A commercial bank accepts to support the project through an export loan to the buyer, backed by an 

ECA in the form of 95% insurance coverage (encompassing both political and commercial risks). 
  During the construction period, the disbursement of funds is made directly by the bank to the exporter. 
 &  The commercial bank enters into a refinancing agreement with a refinancing entity. The refinancing 

institution accepts the deal because it is granted a first-demand securitisation/refinancing guarantee 
issued by the ECA. The commercial bank is able to apply the funds released by refinancing to export 
credit for additional MENA region infrastructure projects. 
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New Basel III leverage ratio could make risk mitigation 

instruments less attractive to banks 
 

A new Basel III leverage ratio recommending that 

the capital of a bank cover at least 3% of its total 

exposure may make risk mitigation instruments 

less attractive as the calculation of total exposure 

under the new ratio ignores their impact. Under the 

previous Basel II regulations, the exposure 

generated by a given transaction for the 

calculation of capital allocation was risk-weighted, 

so banks could greatly reduce their capital 

allocation via risk mitigation products. In Basel III, 

the risk-weighted capital allocation calculation is 

maintained but supplemented by the new, non-

risk-weighted leverage ratio, which is expected to 

become binding in the future. 

 

The G20-initiated reform of banking regulations 

known as Basel III is a response to the 2008 

financial crisis, which highlighted numerous 

weaknesses in the global regulatory framework 

and risk management practices. Regulatory 

authorities subsequently considered various 

measures to increase stability in financial markets, 

and one major focus was on strengthening global 

banking rules. Basel III was designed through 

recommendations made by the Basel Committee 

for Banking Supervision (BCBS) and is now being 

implemented through binding law in various 

jurisdictions.  

 

Basel III comprises a full set of measures aiming 

to:  

- Improve the banking sector's ability to 

absorb shocks arising from financial and 

economic stress, whatever the source; 

- Improve risk management and 

governance; 

- Strengthen banks' transparency and 

disclosures.  

 

To fulfill these objectives, BCBS has strengthened 

the existing capital regulation and raised the level 

and the quality of capital base requirements. Basel 

III has also introduced two supplementary 

indicators in the form of liquidity and leverage 

ratios. The latter has the potential to considerably 

reduce the capital requirement advantages that 

commercial lenders may find when using risk 

mitigation tools. 

What is the Leverage Ratio ? 

The leverage ratio is a non-risk-based ratio aiming 

at preventing an excessive build-up of leverage on 

institutional balance sheets. It suggests that bank 

capital be equal to at least 3% of total exposure. 

For the purposes of the calculation, only the gross 

exposure is taken into account and not the level of 

risk associated with the various loans – risk 

mitigation in the form of guarantees or collateral 

cannot be used as a way to reduce the total 

exposure. 

 

Leverage ratio =     % 

 

Why is the new ratio reducing the 

attractiveness of guarantee products for 

commercial lenders dealing with infrastructure 

in the MENA region ?  

Guarantee and insurance mechanisms have a 

catalytic impact on private investment, bringing 

comfort to investors in emerging markets: they can 

extend maturities of debt instruments and reduce 

financing costs, notably because guarantee and 

insurance mechanisms, when provided by sound 

institutions, significantly reduce the underlying 

credit and country risks. Although this risk 

reduction dynamic remains in effect under Basel III 

in terms of binding capital allocation rules, the 

failure to account for portfolio risk-weighting in 

determining the minimum leverage ratio may 

reduce bank interest in risk mitigation tools. Banks 

would be forced to set aside larger capital sums for 

the whole duration of the loan to meet the 3% 

target. This would be particularly penalizing for 

long-term infrastructure projects and might lead to 

an increase in pricing to maintain the 

attractiveness of the business.  

 

To determine how much capital to allocate to a 

specific deal, commercial banks first determine the 

risk-weighted exposure, which can be lower or 

higher than gross exposure, depending on the risk 

weight factor/percentage applied. Mathematically, 

the higher the risk-weight factor, the higher the 

risk-weighted exposure, and hence the greater the 

capital needed for the transaction. 

 



 Mediterranean Guarantees 
 

 
 

 

With the financial assistance of the European Union 

It is widely accepted that the guarantees offered by 

multilateral and some bilateral institutions or 

national export credit agencies carry a very low 

risk. As a consequence, the covered portion of the 

loans could be assigned a 0% or close to 0% risk-

weight factor under the previous Basel II 

standards. The risk-weight exposure would then 

be much lower than the gross exposure, leading to 

very low capital allocation; the pricing applicable to 

a transaction would be determined accordingly.  

 

The new Basel III leverage ratio, in contrast, 

ignores the quality of the relevant guarantees or 

insurance in its calculation, since it is intended as 

a very straight forward means of controlling the 

size of a bank’s balance sheet. Eliminating the 

risk-weighted aspect under the leverage ratio 

reduces bank incentives to use 

guarantee/insurance tools. 

 

Leverage ratios are a good measure of risk-

absorbing capacity and are therefore a useful 

complement to risk-weighted capital ratios. 

Although the new leverage ratio is not intended to 

be a binding instrument at this stage but simply an 

“additional feature that can be applied to individual 

banks at the discretion of supervisory authorities”, 

the intention is to make the leverage ratio (after re-

calibration) a binding (Pillar 1) requirement as of 

1/1/2018. However, banks have already started to 

take this measure into account when undertaking 

new business and, in prudential terms, it could put 

a damper on the enthusiasm of commercial 

lenders to enter certain transactions knowing that 

risk mitigation tools will not be effective in lowering 

capital allocations.   

 

 

Simplified example of the impact of the leverage ratio 

Guaranteed 

loan

Non 

guaranteed 

loan

Amount of the Loan 100.00 100.00

Covered through insurance or 

guarantee by a sound institution
95.00 0.00

Risk weight factor to be applied on 

the covered portion
0.00% 0.00%

Risk weighted exposure covered 

portion
0.00 0.00

Uncovered portion 5.00 100.00

Risk weight factor to be applied on 

the uncovered portion** 
50.00%

** The risk  weight factor here is 

used as illustrative purpose only
50.00%

Risk weighted exposure uncovered 

portion
2.50 50.00

Basel II - Capital requirement 

(simplified approach)
8% 8%

 Capital allocation covered portion 

***
0.00

Capital requirement * risk  weighted 

exposure
0.00

 Capital allocation uncovered portion 

***
0.20 4.00

Basel II - Total Capital 

requirement
0.20 4.00

Capital needed to meet Basel III 

Leverage ratio 3%
No difference between covered and 

uncovered portion / No risk  weight
3%

Amount of the loan 100 100

Capital needed to meet Basel III 

Leverage ratio 
3.00 3.00

Capital needed under Basel II 0.20 4.00

Capital needed to meet Basel III 

Leverage ratio
3.00 3.00

Capital needed for 
the transaction is 

15 times higher 

under Basel III than 
it was under Basel II

Capital allocation  
under Basel II is 
sufficient to meet 

the leverage ratio 
constraints - No 

need for additional 
capital
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RELEVANT OECD INSTRUMENTS 

 

 
The Policy Framework for Investment (PFI) 
 

The PFI is a tool providing a checklist of issues for consideration by any government interested in creating an attractive 
investment environment and in enhancing the development benefits of investment to society. The policy areas covered are 
widely recognised, including in the Monterrey Consensus, as underpinning a healthy environment for all investors, from 
small-and medium-sized firms to multinational enterprises. 
 
OECD Principles for Private Sector Participation in Infrastructure 
 

These OECD Principles aim to help governments work with private sector partners to finance and bring to fruition 
infrastructure projects in areas of vital economic importance such as transport, water and power supply and 
telecommunications. They offer governments a checklist of policy issues to consider in ensuring that citizens get the services 
they need at a fair cost and with viable returns to private sector partners. 
 
OECD Principles for Public Governance of Public-Private Partnerships 
 

These OECD Principles provide concrete guidance to policy makers on how to make sure that Public-Private Partnerships 
(PPP) represent value for money for the public sector. In concrete terms, the Principles will help ensure that new projects 
add value and will stop bad projects going forward. They provide guidance on when a PPP is relevant – e.g. not for projects 
with rapidly changing technology such as IT, but possibly for well known generic technology such as roads. They focus on 
how to get public sector areas aligned for this to work: institutional design, regulation, competition, budgetary transparency, 
fiscal policy and integrity at all levels of government. 
 
Arrangement on Officially Supported Export Credits 
 

The Arrangement is a “Gentlemen’s Agreement” amongst its Participants who represent most OECD Member Governments. 
The Arrangement sets forth the most generous export credit terms and conditions that may be supported by its Participants. 
The main purpose of the Arrangement is to provide a framework for the orderly use of officially supported export credits. In 
practice, this means providing for a level playing field (whereby competition is based on the price and quality of the exported 
goods and not the financial terms provided) and working to eliminate subsidies and trade distortions related to officially 
supported export credits. 
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www.oecd.org/mena/investment 
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