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Dear Readers,
A virus has temporarily brought the world to a standstill. It has complete control
over us and our lives: in our families, our interactions with others, in our businesses and throughout our entire sector. Despite this unprecedented situation, we are
all finding good and pragmatic solutions to a huge range of challenges.
Many of these would have been unthinkable just a few weeks ago – such as everyone
switching overnight to working from home. We are all demonstrating adaptability and
resilience in these turbulent times. However, there won’t be any miracles. In our lead article you can read about
why artificial intelligence alone is “No panacea” for predicting pandemics and how they will develop, and is
unlikely to be so any time soon.
Going beyond the subject of the pandemic, we have devoted much of the content of the latest issue of our
Deutsche Rück marketreport to the region of central and eastern Europe and have looked in more detail at
insurance markets there, together with conditions on those markets. We would be delighted if this provides a
stimulus for professional exchanges and conversations in person, which hopefully will be possible again soon.
Our Deutsche Rück colleague and Russia expert Sergej Tretjakow explains in the article “Insurance Russianstyle” how the Russian insurance market differs from others in Europe, as well as the digital challenges that a
country the size of Russia poses for sales.
After leaving the European Union, the UK will also have to leave the EU regulatory standard Solvency II at
the end of the year. You can find out how this is proving to be a thorny issue for our industry in our article
“Wrangling over a new regime”, which we hope will stimulate debate on the topic.
Meanwhile, “The fintech clusters leading the way in Europe” offers a series of portraits of cities that are
hotspots of the European tech scene. Klaus-Gregor Hahn, in charge of central and eastern European markets
at Deutsche Rück, will take you on a fascinating journey of discovery.
In their specialist report “BI: Farewell to material damage provisio?”, our Deutsche Rück colleagues and
property specialists Gregor Pabst and Daniel Hernandez ask whether classic business interruption insurance
can keep pace with the global world of Industry 4.0 and how it will need to evolve in future.
In our final article, “Going it alone”, we continue last year’s look at the New Silk Road. Among other points,
we examine whether and how eastern European countries will benefit from the continuous trade route
between China and the rest of the world, with the aid of our colleague and eastern Europe expert
Klaus-Gregor Hahn.
Until we meet again, please stay healthy and positive – I am confident
that together we can get through these times, which we are all finding
strange. I hope you find the marketreport an interesting read.
With best wishes

Frank Schaar
CEO
Deutsche Rück
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THE PANDEMIC AND ARTIFICIAL INTELLIGENCE

No panacea
By Kristina Wollseifen, freelance financial journalist

Companies, authorities and organisations around the world have been collecting data on
COVID-19 since the pandemic began. Artificial intelligence is expected to provide information
about how the virus will spread – and when the next wave might occur. Such forecasts would
also be of value to insurers.

Shuttered shops, staff working from home, supply
bottlenecks: COVID-19 is making this the norm for
more and more companies worldwide. Analyses
by the start-up istari.ai, a spin-off of Justus Liebig
University Giessen and the Mannheim-based Leibniz
Centre for European Economic Research (ZEW), also
reflect this. Founders David Lenz and Jan Kinne
check over a million company websites twice a
week in a fully automated process, using artificial
intelligence (AI) developed specifically for this
purpose. This AI has been designed to draw up
forecasts based on complex algorithms, working a
little like the way human thought works via neurons.
“Our system reads company websites, among other
things, and uses AI to identify whether businesses
are facing problems because of the coronavirus
and if so, what problems,” co-founder David Lenz,
an economist, explains. Unlike with surveys, this

means that data is available without a time delay,
providing a snapshot of the current situation. “This is
an important aid for political and economic decisionmakers, for example,” says Lenz.
The Giessen-based start-up is one of many companies
and organisations worldwide that are collecting data
relating to COVID-19 in order to search for specific
characteristics, patterns or anomalies with the aid
of algorithms and comparison data. In China, for
instance, researchers have developed a diagnostic
system that can use CT images to detect, with a high
degree of certainty, whether a patient has COVID-19.
Another application is pharmaceutical research,
where AI can be used to investigate which molecules
are likely to react with proteins in the coronavirus.
This works faster on a computer than with the
conventional laboratory methods used in molecular
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biology. AI models can also predict how many hospital
beds would be occupied in the event of a moderate or
severe pandemic. Meanwhile, the software company
IBM has recently developed an AI tool that can be used
to search documents based on questions relating to
COVID-19, such as “Which medicines have been used
so far and what are the results?”.
AI needs fixed rules
Is AI a panacea for the new virus? Although it might
be tempting to think so, this is unlikely to be the
case. Yes, North American start-ups are advertising
the fact that they had predicted the occurrence of a
pandemic before the start of 2020. The Canadian startup Bluedot, for example, had used AI to analyse data
relating to flight routes, among other things. However,
AI alone is unlikely to be much help in preventing
future pandemics – or controlling them.
The reason is that although the new technology can
provide increasingly accurate forecasts, it can only do
so in clearly defined environments with fixed rules,
says Thomas Bartz-Beielstein, Director of the Institute
for Data Science, Engineering and Analytics at the
Technical University of Cologne. An example of this
is chess. As far back as 1996, a computer developed
by IBM managed to checkmate the then world chess
champion Garry Kasparov. More recently, an AI
program from Google taught itself to play chess in
just four hours. “In the real world, however, events
such as natural catastrophes or pandemics cannot be
predicted with certainty like moves in a game. There
are too many unknown factors involved,” says BartzBeielstein.
Data is a problem factor
In the case of health issues, viruses themselves are one
such uncertain factor. “The problem is that there are
very many very different infectious diseases and only
a few become pandemics under certain conditions,”
says Alessandro Curioni, Vice President of IBM Europe
and Director of IBM Research in Zurich. “To be able to
predict whether and when a new outbreak will develop
into a pandemic, we would need to have detailed data
in real time, so that we could build accurate early
warning systems.”

Even if such a system could be set up, who would
know whether the data it was based on was complete
and valid? There’s also another problem. “Data from
different countries varies, because different methods
are used to collect it,” says Falko Kötter, who works in
digital business innovation at the Fraunhofer Institute
for Industrial Engineering. “It can be distorted, for
example due to high estimates for the numbers of
unknown cases or due to false reports on social media.”
Actuarial mathematics still has a role to play
For the time being, it will therefore remain impossible to
predict pandemics. This possibility would be very good
news for insurers and reinsurers, which must otherwise
recognise such global disease outbreaks as uninsurable
cumulative risks. But perhaps they might become
a little easier to calculate? At any rate, data on the
new coronavirus pandemic could provide important
insights into which insurance services were particularly
in demand as a result of the coronavirus crisis and
which sectors were particularly affected. This can at
least be analysed in retrospect and used for the future.
Insurers will definitely incorporate this new
information into risk and tariff models – with the
aid of AI, but not purely on that basis, says Niklas
Ex, a digital expert at Deutsche Rück. The company
is looking intensively at AI and is already using it in
various areas. “AI technologies can generally only
solve a specific problem,” says Ex. “In addition, the
results they produce are often incomprehensible to
humans.” That means that the mathematical methods
traditionally employed by actuaries remain relevant.
“With the models used in actuarial mathematics, a
change in output can always be clearly explained by a
change in the input values.”
A mix of the two is therefore required. Actuaries can
provide better estimates of risks if they use more
detailed models and take into account outliers that
other methods do not include, for example. “AI will
also make these kinds of statistical calculations more
robust, as they can be validated through various
processes,” says Nicole Roik, Executive IT Architect at
IBM. Nevertheless, there is one thing that is unlikely to
change: AI will not become a panacea any time soon.
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CHALLENGES IN SALES

Insurance Russian-style
By Nina Bärschneider, freelance financial journalist

Russia’s size encourages the country’s insurers to use digital technologies in
everyday work and in sales. However, it’s not just about having a good online
presence, as the Russian insurance market differs significantly from other
European markets in other respects as well.

A land of contrasts:
a tranquil village in
Russia's Ural Mountains...
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»The first syllable of the Russian
word for insurance means
nothing other than ‘fear’.«
Sergej Tretjakow, Russia expert at Deutsche Rück

Whether they’re a car buyer in the Russian capital
Moscow or the owner of a new vehicle in a Siberian
village, anyone who has a car in Russia must insure it.
To do so, Russians simply go to the website of the AllRussia Insurance Association (ARIA) on their home
computer. All insurance companies that are licensed
to provide motor liability insurance must offer their
policies electronically on this platform. Drivers enter
all their vehicle’s details there and then simply have
to choose a provider and a policy.
The internet plays an important role in the Russian
insurance sector. 16 percent of insurers have
transferred all of their customer communications
to an online platform or are about to do so, according
to the “Russian Insurance Market Survey 2019”
conducted by accounting firm KPMG. Almost
60 percent have started pilot projects or feasibility
studies with a view to this, and a handful are already
using chatbots. “Almost half of all motor liability
insurance policies are now being sold digitally,”
says Sergej Tretjakow, a Russia expert at Deutsche
Rück, which has been operating in Russia for about
ten years. “Very few Russian customers would visit
an insurer’s offices to take out a motor liability policy
these days.”
The largest country on earth
There’s a good reason why Russian insurers are
keen to do business online. Covering an area of
17.1 million square kilometres, Russia is the largest
country on earth. At the same time, there are barely
nine inhabitants per square kilometre, compared
with around 232 in Germany. While the majority
of Russians live in the bustling metropolises in the
European part of the country, the rural regions in the
Asian part on the other side of the Ural Mountains are
sparsely populated. Insurers in Russia therefore need
an online presence in order to reach their widely
dispersed clientele. They also need to explore new

and unusual avenues, as internet connections are
often poor or even non-existent in remote areas.
An insurance market with growth opportunities
There are currently still legal restrictions on the
opening of branches by foreign primary insurers.
International insurance companies can operate in
Russia only through a fully capitalised subsidiary.
After the planned abolition of this regulation in
2021, the Russian insurance market is set to increase
significantly in potential for foreign insurers.
Insurance penetration is very low, at just 1.4 percent,
compared with 6.4 percent in Germany, 13.1 percent
in the UK, 18.2 percent in Hong Kong and 34.5 percent
in Luxembourg. “At a commercial level, insurance has
long been established as a risk management tool,” says
Tretjakow (see Box 1). “But it’s the opposite in business
with private clients.”
This is not merely due to chance. “The extremely low
insurance penetration rate can be attributed to low
incomes, a lack of awareness of insurance among
the public and the fact that insurance companies’
reputations are sometimes less than perfect,” says
Julia Khmelnitskaja, deputy CEO of the international
insurance broker Willis Towers Watson in Moscow.
The relative lack of popularity of insurance among
Russians is linked to the semantics of the term,
Sergej Tretjakow at Deutsche Rück explains. “The
first syllable of the Russian word for insurance,
«страхование» (strachovanie), means nothing other
than ‘fear’. Consequently, insurance is something
for cowards and scaredy-cats. And a true Russian
sees himself as something else.” Premium volume in
Russia comes to around EUR 18.6 billion, comparable
to a smaller country such as Poland, says Tretjakow.
The Russian government has introduced a range
of mandatory insurance policies to protect citizens
from excessive financial losses, including the
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Types of insurance with the highest premium volume in Russia

€ 5.9 billion
€ 4 billion
Life insurance

€ 2.8 billion

Motor liability insurance

Personal insurance
(Private health and accident insurance)

€ 2.1 billion
€ 0.5 billion

Comprehensive insurance

Insurance for financial
and business risks

Source: Central Bank of the Russian Federation, Market Portfolio at December 31st, 2018

aforementioned motor liability insurance, for
which premium volume in 2018 totalled around
EUR 2.8 billion. Travel and credit card insurance
are also compulsory, as is health insurance. According to the KPMG report, policies relating to personal
property, such as mortgage insurance, have also
become more popular.
“One-stop shop” is the principle of the future
Insurers seeking to overcome Russian scepticism need
a multi-pronged approach. On one hand, insurers can
present themselves and their products online, on their
own website or on the ARIA platform. On the other, they
can sell their policies through banks, which are mostly
large and federal and often offer customers suitable
insurance policies as well as financial products. This
is the case with the federal savings bank Sberbank,
the largest bank in Russia. If an entrepreneur wants
to take out a loan, for example, and is encumbering
his property with it, the bank will immediately offer
him insurance for the pledged property too. This
principle, known as a “one-stop shop”, is well-established
in Russia. “The one-stop shop is the future of the
insurance sector in Russia,” says Khmelnitskaja. “Even
car dealers are offering policies online from insurance
companies they are cooperating with.”
“Box” products as an alternative to a web presence
The crux of the digital strategy is that the population is
ageing. The older generation has only limited internet
access: in total, 76.3 percent of Russians had access
to the internet in 2018, while 77 percent were able
to use a 3G network. Moreover, older people often
do not know how to use apps and websites. Insurers
could counter this with so-called “box” products,
Khmelnitskaja says. This term refers to very simple

insurance products with limited risk cover, such as
private liability or legal expenses insurance, which
are available from post offices or bank branches.
“There are around 18,000 post offices in over 6,000
settlements all over Russia, for example, which young
and old citizens alike are visiting for all types of
services,” says Khmelnitskaja. Insurers offering their
products here in the prettily packaged “boxes” can get
to all those who would otherwise be out of reach as
potential customers.
Local rather than global providers
Even if there are successful solutions for dealing with
the asymmetry of the Russian insurance market,
it remains a challenging country for international
insurers. The number of insurance providers is
falling and now stands at only around 150, but those
that remain tend to have a dominant presence, with
the top 10 insurers accounting for 76 percent of the
market, according to the KPMG report.
Consolidation within the industry is not the only
factor that could deter foreign operators. The fact
that there has been a state-owned reinsurer since
2016 also makes it more difficult for other providers
to enter the market. “The Russian central bank
established this reinsurer in response to trade wars
and sanctions. It reinsures all items and legal and
natural persons who may be affected by sanctions,”
Tretjakow explains. Other reinsurers do not assume
such risks. Tretjakow adds that the state reinsurer
is also entitled to 10 percent of all reinsurance
premiums in the country.
In addition, the Russian market is made up of local
insurers, while international providers are rare. Any
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foreign (re)insurers wanting to gain a foothold in the
market must establish a fully capitalised insurance
company in Russia or cooperate with a local insurer.
However, this also shows that there is relatively little
international competition in the Russian insurance
sector. Moreover, market entry will become easier
from 2021, when international providers will be
allowed to operate through their own branches in
Russia, says Khmelnitskaja.
In contrast to the situation on the local primary
insurance market, the Russian reinsurance market
has traditionally been very international. Deutsche
Rück has been operating successfully in the Russian
contractual reinsurance market for ten years.
The Russian market also offers another advantage:
it is the gateway to other former Soviet republics.
Deutsche Rück currently operates in Russia, Moldova,
Ukraine and Belarus. “However, the territory of
the ‘CIS countries’ continues to be a perceived
and economic cluster,” says Tretjakow. “The
experiences of other reinsurers show that once
you have attained a certain portfolio size and
intensity of business connections, further efficient
growth could be ensured in this region with the aid
of a representative office.”

Insurance is standard
in Russian industry
Insurance plays an important part at a commercial
level in Russia. The largest risk cluster is heavy
industry. The oil sector also continues to offer
opportunities for insurers, with a share of about
40 percent in GDP, although its importance has
recently declined somewhat. Other major business
fields include petrochemicals, engineering and
wholesale.
Property and transport insurance is also popular
and already accounts for half of the Russian
reinsurance market, according to a report by the
Russian National Reinsurance Company. Policies
covering financial and business risks are gaining
in importance: their share of Russia’s reinsurance
market rose from 4.8 percent in 2017 to 5.9 percent
in the following year. The insurers surveyed in the
KPMG report also see growth opportunities in cover
for cyber risks.
Meanwhile, Tretjakow believes that agricultural
insurance could offer opportunities as well. Russia
is regarded as a global market leader for a range of
agricultural products, including grain. Less than
5 percent of all agricultural land is currently insured,
Tretjakow admits. “But with the aid of government
grants, about half the land is expected to be insured
in the next five years.”

... and the metropolis of St Petersburg, the second-largest city in Russia and the fourth-largest in Europe.
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BREXIT AND REGULATION

Wrangling over a new regime
By Olaf Wittrock, freelance financial journalist

On the night of 31 January, the United Kingdom left the European Union. This is proving to
be a particularly thorny issue in the insurance sector, as the British will also have to leave the
EU regulatory standard Solvency II at the end of the year. They could copy the EU’s regulatory
framework – or create something completely different.

Many curious stories are springing up around the
issue of Brexit. There’s one that insurance industry
regulators particularly like to tell, which relates to
the uniform European regulatory standard Solvency
II. This has been in force throughout the EU for four
and a half years, following years of often tough
negotiations. The British are now set to leave the
regime at the end of this year. The irony of this is that
they will be turning their backs on a regime that they
themselves played an important part in promoting,
developing, shaping and defending, and which, in
its current form, is particularly well aligned with
their goals and visions. “The UK was in pole position
during the many years of Solvency II negotiations.
A lot of things were even transferred directly from
existing regulations in the UK,” says Martina Bahl,
CEO of BahlConsult, a management consultancy
specialising in risk management and regulation.
“That makes it all the more regrettable that six
months after the entry into force of Solvency II,
which the British had invested so much energy in,
the referendum on leaving the EU was held.”
The story goes further: this year, when the British
must decide what form of regulation they want to
have in future, Solvency II is about to undergo the
most comprehensive review in its short history. There
are talks about tightening the regulation in several
significant ways, in which the British will no longer
have a say – but which would probably have a different
outcome if they still had a seat at the table. As things
currently stand, however, supervisors in London
can only watch the wrestling over the future of the
regime they helped to develop from the sidelines,
and at the same time must start thinking about
whether and to what extent they still wish to adhere

to EU rules in future. “Solvency II will start to diverge
from the wishes of the UK in its new version,” Bahl
says. “However, I don’t think that the British can afford
to take a completely different path or that
they will want to.”
Freedom is history
At any rate, it’s a tricky situation.
But what exactly can the UK do? To
understand this, we need to look at the
core of the common regulation. With
Solvency II, the EU allowed a common
insurance market to be created. Firstly,
the free movement of services and so-called
passporting rights allow each EU insurance company
to pursue its business unimpeded in each country.
Secondly, similar rules apply to all providers, as
supervision is standardised. Brexit has already made
the first point a thing of the past, as any insurer
wanting to operate in the UK now
needs a legally independent
company with a registered
office in the country, its own
capital resources and accounts,
its own corporate management
and oversight. There does not appear
to be any prospect of extending the
free movement of services to the UK, as is
the case with other non-EU countries such as Norway
and Liechtenstein.
The second point could also soon cease to apply,
unless the parties are able to agree on a joint future.
“At the moment, observers are wondering if the EU
and the UK government will recognise each other’s
regulations for the sector,” says Klaus Wiener,
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Managing Director responsible for regulation at
the German Insurance Association (GDV). So-called
equivalence decisions, for example, mean that
the two sides regard the rules on the solvency of
insurance companies as equivalent. “But there’s no
way of knowing whether any further developments
to the regime will take the same form both here and
there,” says Wiener. He expects the two sides’ visions
to drift apart, at least in the long run.
More expense, fewer providers
Insurers wanting to do business in the UK will then
need more than just an independent subsidiary.
They may also have to fulfil other capital requirements in future and, unlike previously,
they may have to report to
the regulator. All
of this will be
associated with

considerable
additional cost.
“I would expect
many small and medium
providers from the EU to cease doing
business in the UK in the long run under those
conditions,” says Wiener.
Insurers are currently preparing for various
scenarios, at any rate. At present, Gothaer Versicherung generally uses local cooperation partners
for property risks for commercial customers in

the UK, which then reinsure these contracts with
Gothaer, as Konstantin Engel, head of international
organisation and control, explains. “We will restructure future insurance solutions if necessary,
depending on the outcome of further negotiations.”
If the UK receives ordinary third-country status
in future, the reinsurance solutions that have
been used to date would still need to work, says
Engel. “Irrespective of how the agreement is
ultimately structured, we assume that the
British will recognise it is in their own interests
to ensure that their internal regulatory regime
is not so far removed from EU guidelines that
they are no longer able to operate themselves.”
Equivalence will create some leeway
Current developments are likely to lead to one
of two outcomes: either an agreement will be
signed between the EU and the UK in which
the UK will adopt all aspects of Solvency
II, or the UK will aim for equivalence with
Solvency II, meaning that it will create its

own regulations, which will not
be identical to Solvency II regulations in all
respects but will yield results of the same quality.
In any case, primary insurers from the UK will then
need a branch in the EU in order to keep selling
contracts here and vice versa. For reinsurers, on
the other hand, the adoption or mutual recognition
of EU regulations would be a kind of free pass
for future contracts. “They would then be able
to continue doing business with British and EU
providers without any problems,” Martina Bahl says.
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DIGITAL HOTSPOTS

The fintech clusters
leading the way in Europe
By Anna Friedrich, freelance financial journalist

Think of innovative start-ups and it’s California’s Silicon Valley that immediately springs to mind.
Yet there is also a well-established tech scene in Europe, which is helping to shape the insurance
industry of tomorrow. Here is our overview of the most important clusters.

Switzerland
Zurich, the showpiece

Why is Zurich worth a look?
Zurich is evolving into a dynamic fintech hub. “Switzerland is not only
very well-positioned with regard to banks and insurers – the major asset
managers are also based there,” says Klaus-Gregor Hahn, in charge of
central and eastern European markets at Deutsche Rück. Moreover, it’s
easy to launch a start-up in Switzerland and to find talented young employees quickly, for example at the Swiss Federal Institute of Technology
(ETH) Zurich, one of the few elite universities in Europe.
How Switzerland supports fintechs:
Guarantees for bank loans and research budgets are standard in
Switzerland, making it easier for start-ups to access outside capital. The
government has also been working since 2019 on lowering barriers to
market entry for fintechs and strengthening Switzerland’s competitiveness as a financial centre. One thing it has done in connection with this
is to change the rules on crowdfunding: young companies are now allowed to collect up to CHF 100 million if they have this revenue approved
in advance and do not pay interest on the money or invest it.

Facts and figures
10% of the working
population in the Zurich
region works in the
financial sector, of which 24% at
insurance companies.
Source: Finanzplatz Zürich

Zurich ranks 2nd among
Europe’s biggest financial
centres, directly behind
London.
Source: Finanzplatz Zürich,
Global Financial Centres Index

The financial sector in
Zurich generated
CHF 27.3 billion
(EUR 25.6 billion) in gross value
added in 2017.
Source: Finanzplatz Zürich
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Where it’s all happening!

Insurtechs based in Zurich:

Trust Square, near Paradeplatz
– one of the most expensive
addresses in Zurich – is, by its
own account, the world’s largest
centre for blockchain technology. Start-ups, researchers and
investors have been meeting
here since April 2018 to implement ideas together. Around
200 work stations are distributed over more than 300 square
metres. 45 young companies
have rented space here. Every
Tuesday they meet for Trust Talk
to discuss blockchain, artificial
intelligence, cyber security and
the Internet of Things.

Dextra Versicherungen AG Dextra was launched in 2012 to offer digital
legal expenses insurance. The insurtech has since expanded its portfolio
to include car insurance and has attracted well-known investors. Over
80% of shares in the company are held by Munich-based insurance
group Bayerische and Basel-based Pax Holding. Investment attracted to
date: CHF 37 million.
www.dextra.ch

There were 11%
more fintech and
insurtech start-ups
in Switzerland in 2019 than in
the previous year.

The start-up service provider Institut für Jungunternehmen counted
44,482 start-ups in 2019, more
than in any other year in Switzerland’s history.

Source: Institut für Jungunternehmen

Vlot This life insurance broker wants to facilitate access to the Swiss
pensions system. With just a few clicks, end customers can obtain a
bespoke life insurance policy through Vlot. Instead of fixed premiums,
cover can be adjusted to the customer’s respective life situation. Vlot
also collaborates with insurance companies, banks and employers and
offers them a white-label solution.
www.vlot.ch

Source: Institut für Jungunternehmen

Important events
· Swiss FinTech Awards
· Swiss Fintech Fair
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Lithuania
Vilnius, the underdog

Why is Vilnius worth a look?
Lithuania may be a small Baltic state, but it can certainly hold its own on
the international stage when it comes to innovation. The Global Fintech
Index lists Lithuania in fourth place in its worldwide rankings, immediately after the USA, the UK and Singapore. Lithuania is regarded as
one of the most dynamic and forward-looking countries, with the added
benefits of fintech-friendly regulation, very good infrastructure and
high levels of expertise.
How Lithuania supports fintechs:
Regulation in Lithuania is extremely fintech-friendly. The Baltic country
also advertises its access to the European financial market: only one
banking licence is required in order to do business in all 28 EU member
states. The application process to obtain such a licence should take just
three months in Lithuania, thanks to an online tool. Other EU countries
need more than a year, according to the Bank of Lithuania. “Lithuania
makes it easy for founders to launch a company on the market. It’s quick
and uncomplicated – a major advantage for this small country in the
foreseeable future,” says Deutsche Rück expert Klaus-Gregor Hahn.

Facts and figures
Lithuania ranks 4th in Findexable’s global fintech rankings,
behind the USA, the UK and
Singapore.
Source: Findexable

There were 210
fintechs in Lithuania at the end of
2019, with dynamic growth
on the market.
Source: Invest Lithuania

There are 38,000+ IT
specialists in Lithuania, of whom around
3,400 work in the fintech sector.
Source: Invest Lithuania
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Where it’s all happening!

Insurtechs based in Vilnius:

The Vilnius Tech Park is the
biggest technology hub for
start-ups and IT companies in
the Baltic states. 750 entrepreneurs work there at 40 companies in areas including big data
solutions and cyber security.
Four accelerators are also
based there: Startup Highway,
IMI.VC, Practica Capital and
Startup.lt.

Switch4Sure This young company sells individually tailored life insurance policies at reasonable prices to customers who already have life
insurance but want better conditions. Switch4Sure says that its life insurance policies are one third cheaper than its competitors’ – the country’s two largest banks. The Bank of Lithuania and Swedbank together
account for more than 90% of market volume. Switch4Sure therefore
still has a long way to go. Investment attracted to date: EUR 300,000.
www.s4s.lt

The Lithuanian fintech
sector grows by 40%
each year, according
to the ministry of the economy.

One square metre of
office space in Vilnius
costs 16 euros on
average. Prices in London are
eight times as high.

Source: European Office Market 2017

Claims Control Until now, anyone wishing to report a claim has had to
call or email their insurer, which then coordinates all the parties involved and enters the information in its system manually. Claims Control
is now offering a platform that links insurers, brokers, customers and
insurance loss adjusters with each other. This allows insurance claims
and data to be exchanged more easily and the entire claim settlement
process to be organised more efficiently.
www.claimscontrol.com

Source: European Office Market 2017

Important events
· Social Enterprise Summit
· Startup Fair
· Innovation Drift
· Login
· The FinTech Inn Conference
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France
Paris, the nurturer

Why is Paris worth a look?
Start-ups in Paris are about to enter a golden age. The government wants
to make France the top location for young companies in Europe, and is
breaking down bureaucratic hurdles and wooing investors. Last year it
provided so much financial support for business founders that Paris is
now in second place for start-up financing, ahead of Berlin. “The French
are ramping things up massively,” says Deutsche Rück’s Klaus-Gregor
Hahn. “The fact that they have overtaken Berlin is an important signal.”
How France supports fintechs:
The French government plans to invest many billions of euros in tech
start-ups over the next few years. It has attracted institutional investors
such as Axa and Allianz as venture capitalists, which will invest a total
of five billion euros in tech companies. Further funds will come from
public sources, for instance from the French electricity company EDF
and the state-owned financial institution Caisse des Dépôts. In addition,
there is a government initiative that will enable start-ups to apply more
quickly for visas for skilled workers from abroad, among other things.

Facts and figures
EUR 2.8 billion went into French
start-ups in the first half of 2019,
43% more than in the same period
of the previous year.

25 unicorns (fintechs that are worth more
than one billion US dollars) are expected
to be created in France by 2025. So far there
are seven.

Source: EY

Source: Speech by Emmanuel Macron in September 2017
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Where it’s all happening!

Insurtechs based in Paris:

Station F in central Paris calls
itself the “biggest start-up campus in the world”. Over 1,000
young companies are based at the
bustling site, which covers an area
of 5,100 square metres. Station F
brings together around 30 start-up
programmes, 40 venture capital
funds and more than 600 events
per year under one roof. There is
also a residential complex for the
young entrepreneurs, a fitness
studio and a launderette.

Alan Digital health insurance has been available on the market since
2016 and has gained in popularity enormously since then. Around
76,000 French people are already insured via Alan. The start-up has
discovered a gap in the market, whereby every person in employment in
France belongs to the state health insurance system and also has private
insurance for special treatments. The system is expensive and lacks
transparency. In contrast, Alan is fully digital and offers all insurance
benefits from a single source, with transparent pricing and favourable
conditions. Investment attracted to date: USD 86.5 million.
www.alan.com

230 start-up investments
were recorded in the Greater Paris area in the first
half of 2019, compared with just 129
in Berlin.
Source: EY

Minalea This Paris-based start-up has developed a robo-advisor intended to support insurance companies when advising their customers.
The “Smart Sales Assistant” collects market data and compares quotes
from various insurers. If a customer is interested in an insurance solution, the robo-advisor creates a customised quote and makes it available
to the consultant. The portfolio of services depends on the quotes received from competitors and the customer’s personal profile.
www.minalea.com

Total investment
of EUR 2.2 billion
in Paris-based startups (first half of 2019)
Source: EY

Important events
· France Digitale Day
· Paris Fintech Forum
· Fintech R:Evolution
· Salon Big Data Paris
· Paris Blockchain Week
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Russia
Moscow, the challenger

Why is Moscow worth a look?
Russia is hoping to compete with Silicon Valley with its Skolkovo innovation centre to the west of Moscow. “The country has digital expertise,”
says Klaus-Gregor Hahn, expert for central and eastern European
markets at Deutsche Rück. “There’s a reason why Kaspersky, one of
the world’s biggest players in IT security, is from Russia.” Moscow is
investing a lot of money in ambitious innovation projects.
How Russia supports fintechs:
The Russian central bank set up the Fintech Association in 2017 to
promote the development of blockchain in the country. Since 2018
there has also been a regulatory sandbox, an experiment room in which
company founders can test their products and in which they are exempt
from government regulation. The market regulator is overseeing this
test phase. Start-ups can also collect money from state investors such as
the Internet Initiatives Development Fund.

Facts and figures
USD 75 million was invested in the Russian
fintech market between 2011 and 2016. 90%
came from Russian banks.
Source: EY, Focus on Fintech

47.2% of Russian financial services are
expected to be processed with fintech
products and services by 2035.
Source: EY, Focus on Fintech
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Where it’s all happening!

Insurtechs based in Russia:

The Skolkovo innovation centre,
located to the west of Moscow, is
regarded as Russia’s Silicon Valley. Company founders work on
innovative technologies at the
460-hectare site. The Russian
internet group Yandex also tests
its autonomous taxis here. The
Technopark is the beating heart
of the innovation centre, where
around 70 companies have rented space. The government has
invested some EUR 50 million in
the science campus.

Teambrella Teambrella is a bitcoin-based peer-to-peer insurance
platform and is so successful that it has already been sold to the USA.
Instead of going through a normal insurance company, insurance is provided through a group of people who form a team and cover each other.
Each of them puts money into a shared wallet – naturally not in euros,
but in bitcoin. If a member makes a claim, for example for a scratch on
their car, the group decides jointly how much they are entitled to. Investment attracted to date: USD 1.3 million.
www.teambrella.com
Gero This biotechnology start-up wants to crack the code to ageing and
delay age-related illnesses. Gero has developed a platform based on
artificial intelligence that calculates personal disease and mortality risk.
The data comes from blood tests, clinical findings and activity data from
wearables, among other sources. The aim is to enable life insurers to
better assess their clients’ individual risk. The start-up is currently still in
the seed stage.
www.gero.ai

9.8% of Russian insurance premiums will be
paid to insurtechs rather than classic insurers
by 2035.
Source: EY, Focus on Fintech

Important events
· Forum of innovative financial
technologies FINOPOLIS
· Blockchain Life
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UK
London, the superstar

Why is London worth a look?
You can’t talk about fintechs without taking a look at London, where countless start-ups are working on digital insurance services or mobile payment
solutions, taking advantage of synergies with established finance companies.
“London remains Europe’s most important financial centre and is therefore
an ideal location for fintechs,” knows Deutsche Rück expert Klaus-Gregor
Hahn. “It’s the combination of infrastructure, professionalism and money
that draws company founders from all over the world to the British capital.”
Hahn is confident that London is in such a good position that even Brexit will
not make it less attractive.
How the UK supports fintechs:
The government runs numerous funding initiatives such as the “Seed
Enterprise Investment Scheme”, which offers assistance to start-ups that
are no more than two years old, have assets of less than GBP 200,000 and
employ fewer than 25 staff. There is also the “Venture Capital Trust”, which
invests in young companies or lends them money. The British financial
markets regulator, the FCA, even has its own innovation department,
which familiarises business founders with the regulations already in place
and campaigns for innovation-friendly regulations.

Facts and figures
423 fintechs are based in
London, according to the
digital consultancy Hy.
That’s almost as many as New York
(329), Berlin (61) and Paris (52)
combined.
Source: Finance Fwd, Hy

The city has 18 unicorns –
fintechs that are worth more
than one billion US dollars.
By way of comparison, San Francisco
has only 15.

Top five global
fintech centres:
1. San Francisco |
2. London | 3. New York |
4. Singapore | 5. São Paolo

Source: Finance Fwd, Hy

Source: Global Fintech Index 2020
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Where it’s all happening!

Insurtechs based in London:

The incubator Level 39 has been
offering a home to fast-growing
tech start-ups since 2013. Here,
young companies can gain
access to potential clients, highly
qualified talent and existing
infrastructure. There are also
events and mentors. The name is
taken from the level on which the
incubator was founded: the 39th
floor of One Canada Square, the
second-highest building in London, from which the techies have
an optimum view of the metropolis on the Thames. The incubator
now accommodates around 200
start-ups with employees from
48 countries, distributed over
about 7,400 square metres on
three storeys.

Zego Zego has been offering pay-as-you-go insurance for freelance
professionals since 2016. This allows workers such as Uber drivers or
Deliveroo delivery workers to obtain insurance only for the hours they
actually work, thereby saving themselves an expensive professional
liability or motor insurance policy that would run for the entire year.
Investment attracted to date: USD 50 million.
www.zego.com

Total investment
of EUR 5–7 billion
in London-based
start-ups (first half of 2019)
Source: EY

Tractable This young company, which has been in the market since
2014, wants to revolutionise the motor and buildings insurance sector.
If a customer has an accident or a storm causes damage to their house,
all they need is a few mobile phone photographs – Tractable will calculate the damage within a few minutes using artificial intelligence.
Investment attracted to date: USD 55 million.
www.tractable.ai

2.5 x as many people
work in London’s tech
industry as the EU
average
Source: EMEA Tech Cities: Opportunities in
Technology Hotspots, CBRE

Important events
· InsurTech Insights
· Global InsurTech Summit
· Fintech World Forum
· UK Fintech Week
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DIGITALISATION IS LEADING TO NEW DEPENDENCIES AND RISKS

BI: Farewell to material
damage provisio?
By Gregor Pabst, discipline leader, and Daniel Hernandez, Junior Underwriter for facultative property
business/property line management at Deutsche Rück

The advance of digitalisation has led to massive changes in production processes, which are
still ongoing. In the new world of Industry 4.0, important business processes – from customers
to logistics and production – have been virtualised across companies and borders. Everything
is interconnected. Increasing specialisation and digitalisation improves efficiency within
businesses, but also leads to dependence and harbours new risks.
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Business interruption (BI) insurance is becoming
increasingly important in this context, both in
terms of the possible sources of losses and with
regard to the number and size of BI claims. Can
classic BI insurance, which in its current form
requires a previous material damage, keep up
with the global world of Industry 4.0? And are there
alternatives?
In Industry 4.0, digital technologies are an integral
part of the production chain. Production facilities,
machinery and products exchange all the information that is relevant to manufacturing in real time
in smart factories and configure themselves autonomously. Customers and business partners are now
an integral component of this business process. That
means that products can be produced individually at
low cost while ensuring high quality, leading to the
creation of intelligent value chains with an automated flow of orders and goods.
The international focus of many industrial companies has led to the creation of a globally interlinked network of suppliers and customers. The
network created by automotive manufacturers alone
today comprises more than 2,000 suppliers and subcontractors, whose importance in the production process is steadily increasing. While
suppliers to the automotive sector
accounted for about 65 percent of
value added in 2005, this has since risen to around 75 percent.
Growing competitive
pressure
Competitive pressure in the
manufacturing sector is high.
To avoid expensive storage
costs and maximise production capacity to 100 percent,
production processes are now
managed “just in time”, with
components being delivered when they are actually
needed. The flip side of these
improvements in efficiency
is greater dependence on
suppliers. If a supplier or

subcontractor fails, the closely timed production
process means that this can lead to delays or even
production stoppages. In the worst-case scenario, the
supply chain will break down. This can cause considerable business interruption losses. The reasons for
business interruption can be many and varied and
include fire, raw material shortages, insolvencies,
natural catastrophes and political restrictions on
supplies. But does traditional property BI insurance
still provide appropriate cover for customers’ needs
in this changing world?
BI insurance provides cover for the compensation
of unexpected loss of profit owing to interruption
or impairment in the operational performance of
the insured company. Simply put, damage due to loss
of earnings comprises ongoing costs and the profit
that the insured party cannot generate. A key requirement for an insured BI claim is that physical damage must have been caused to an item used in the
company’s operations, at the insured site and due to
an insured risk – for example, if production facilities are damaged or destroyed by a fire in the plant.
That means that business interruption insurance is
always linked to the occurrence of material damage,
leading to the interruption of the service or production process. Therefore business interruption insured necessarily results from a preceding damage to
property insured.
But what happens if a supplier fails to fulfil its obligations, for example, thereby causing a disruption
to operations? Adequate and limited cover is generally provided by extending the insurance contract
to include contingent business interruption cover.
Here, too, there is a requirement for a supplier to have
suffered a loss due to material damage that would be
covered by property BI insurance.
The average amount of a BI claim is EUR 3 million
Damage caused by BI is often considerably larger
than the actual property damage, and is therefore
also significantly more dangerous for the company.
BI claims amount to over EUR 3 million on average,
about 39 percent more than direct property damage
(see AGCS Global Claims Review 2018). Companies
are becoming increasingly aware of this risk. According to the AGCS Risk Barometer 2020, business
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The SARS-CoV-2 pandemic: pressure is growing on
the insurance industry
The coronavirus is currently dominating global economic events. To curb
the virus’ impact on health, governments have taken measures that have
brought social life almost to a standstill and severely restricted economic
activity. One way in which this has affected the global economy is by tearing
up supply chains.
There is growing political pressure on insurers to provide financial compensation for pandemic-related losses that in their opinion are not covered,
even if they have explicitly or implicitly excluded these in policies. This leads
to significant accumulation problems for insurers and reinsurers.
As a large proportion of losses remain uninsured and the private insurance
sector cannot cover such systemic failures, calls are beginning to be made
for a public-private insurance system for pandemics. In Europe, the French
model of natural catastrophe cover and Extremus, the German insurer specialising in terrorism risks, are regarded as examples of such a partnership
between the public and private sector. In the USA, a reinsurance backstop
is being discussed under the name PRIA (Pandemic Risk Insurance Act), to
cover losses in the insurance sector in future pandemics.

interruption comes a close second in the rankings of
global business risks, behind cyber events.
Moreover, the global interconnectedness, specialisation and digitalisation of production chains
means that damage caused by BI has increasingly
wide-ranging consequences. A single event can
easily lead to accumulation losses. The causes of
damage are also becoming more diverse. Along
with fire, explosions or natural catastrophes, they
now also include cyber attacks and terror risks.
This can be illustrated by the example of the Norwegian aluminium manufacturer Norsk Hydro ASA. A
cyber attack involving ransomware led to disruptions
at several production sites in 2019, causing the company’s global network to fail. The company reverted
to an analogue way of working in order to minimise
the damage. Despite all its efforts and even though
the downtime was limited to seven days, the total
damage came to around USD 75 million.
Industry is calling for cover for new risks
However, classic BI insurance always assumes that
material damage has occurred. This is not usually

the case with cyber attacks or regulatory intervention in the market by the state, such as in the current
coronavirus crisis. Industry is therefore increasingly
calling for cover for such risks, which were previously
uncommon, to be included in property BI insurance.
This would be possible with non-damage business
interruption (NDBI) cover, for example. While classic
BI insurance is based on previous material damage,
NDBI cover does not require any damage to have
occurred to property. Potential triggers for claims
include strikes, power cuts or closures by the authorities. One known loss event was the eruption of the
volcano Eyjafjallajökull in Iceland in 2010. Various
insurers responded after the closure of airspace led
to logistical restrictions, and began offering more of
this type of cover.
Classic property BI insurance is reaching its limits
The global impact of the current coronavirus pandemic on supply chains and the associated losses due
to BI could also have been insured. However, in most
cases such cover explicitly excludes damage due to
contagious diseases.
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The biggest global business risks in 2020
Cyber events (e.g. cyber crime, IT failures,
data privacy breaches, fines and penalties)

39%
37%

Business interruption (incl. supply chain disruption)
Legal changes (e.g. trade wars and tariffs, economic
sanctions, protectionism, Brexit, collapse of the euro zone)

27%

Natural catastrophes (e.g. storms, floods, earthquakes)

21%

Market developments (e.g. volatility, increased
competition/new competitors, M&A,
stagnating markets, market fluctuations)

21%
20%

Fire, explosion

17%

Climate change/increasing volatility
Health issues (e.g. pandemics)

3%

Cyber events are currently considered the biggest risk to companies worldwide, closely followed by business
interruption. Experts rated health issues such as a pandemic as extremely low, at 3 percent. This risk is likely
to rise significantly up the rankings next year in the light of the current coronavirus pandemic.
Source: Allianz Risk Barometer 2020; survey of 2,700 risk experts from over 100 countries.

Owing to limited insurance capacity, relatively low
limits and the premiums demanded by insurers,
which industry considers to be substantial, NDBI
cover has yet to gain widespread acceptance on the
market – although customers and providers are in
principle interested in innovative solutions. Further
advances in digitalisation, specialisation and globalisation will lead to further increases in the possible
causes of damage and the number and size of BI
claims. This will increasingly influence the potential
amount of total damage and will in this respect play
a significant part in determining exposure to a risk.
What will that mean for customers?
Their expectations have changed. It is becoming
more and more important for companies to detect
weaknesses in their supply chains as part of risk
management and to identify risk scenarios – whether
internet outages, cyber attacks or natural catastrophes – and draw up emergency plans. Classic BI
insurance remains important and useful, but is
clearly reaching its limits with calls for more innovative forms of cover. Innovation is required here in the
insurance sector. It must comprehensively examine

and define the risks to be insured and dependencies
for such cover.
New risk models are needed
Property BI insurance could thus evolve from material damage cover into a model offering compensation for the financial consequences of unexpected
business interruption. There are calls from industry
and from lobbyists for cover to be provided for
financial losses where non-physical damage is the
trigger, while insurers have also offered such cover.
However, such solutions have not yet become widely
available. Solutions are therefore required for extended or new forms of risk transfer that are acceptable
and thus attractive to customers and providers alike.
To enable these to be created, the sector must succeed in developing new risk models, so that risks can
become insurable on this basis.
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THE SILK ROAD

Going it alone
By Kristina Wollseifen, freelance financial journalist

Since 2013, the Chinese government has been pursuing an ambitious plan: it wants to create a “new Silk Road” offering a continuous
trade link between China and the rest of the world. The projects
extend far beyond the course of the original trade routes. Countries
in eastern Europe will be able to benefit from the expansion – but at
what price?

The Chinese and Greek governments are in agreement that the port of Piraeus will
become the most important commercial port in Europe. The major Chinese shipping
company Cosco Shipping plans to invest around EUR 900 million in the expansion
of the harbour and wants to build a new freight pier.
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In Georgia, a country on the border between Europe
and Central Asia, a lot of construction work is under
way – and it’s being funded with Chinese money. In
Kutaisi, Georgia’s third-largest city, Chinese investors
and their troops of builders appear to have constructed a special economic zone overnight. Meanwhile,
Georgia is expanding the east-west motorway linking
the Black Sea coast with the neighbouring country of
Azerbaijan to the south-east with support from the
Asian Development Bank. David Borger, who works
for the Georgian Silk Road Group, a private investment company that invests in areas such as telecommunications, has high expectations for the Chinese
investments. “Projects like the east-west motorway
are not only of huge benefit to the economy,” he says.
“They will also help the country to become more
integrated.”

Worldwide Chinese investment
and contracts in connection with
the Belt and Road Initiative (BRI)
USD billion
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Source: AEI China Global Investment Tracker

You can also read here our article “The Silk Road –
Travelling new old routes” in the spring 2019 issue
of marketreport.

If we look more closely at the Chinese government’s
plans, we can see that the investment is not only
intended to improve infrastructure in Georgia, but is
also a piece in a much larger jigsaw puzzle. With its
“Belt and Road Initiative” (BRI), China has been working since 2013 to revive the Silk Road on land and
sea routes – not just along the original trade route,
but with axes going all over the world. The paths of
the “New Silk Road” run from Shanghai to Athens,
from Beijing to Minsk, from Zhanjiang to Nairobi.
China hopes to improve trade between Europe, Asia
and Africa and to expand economic relations between West and East. The plans now have the support
of around 140 countries. Experts at the Mercator
Institute for China Studies estimate that between
EUR 500 and 600 billion has already been invested in
BRI projects.
Georgia will become a hub
Thanks to Chinese investment and its unique geographical location, Georgia will be able to establish
itself as a hub between the continents. “The Georgian government hopes that the country’s location
on the Black Sea, with several ports such as Batumi,
Poti and Anaklia, will enable the country to act as a
logistics hub for the entire region and in particular
for China’s BRI,” writes Emil Avdaliani, a historian at
Tbilisi State University, in an analysis of the expansion
of the New Silk Road in Georgia. To date, however,
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»Only when China has exhausted its capacity
will other reinsurers get a chance.«
Interview with Klaus-Gregor Hahn,
in charge of central and eastern
European markets at Deutsche Rück

Mr Hahn, how can reinsurers
benefit from the expansion of the
New Silk Road?
Klaus-Gregor Hahn It’s very simple.
Wherever bridges, motorways and
power plants are being built, there
will be demand for insurance services.
Companies that are involved in BRI
projects need engineering or project
insurance, for example. And companies
that already trade along the New Silk
Road will want to insure their goods, to
protect themselves against transport
risks. Primary insurers and reinsurers
can benefit from this in equal measure.
China is currently investing
heavily in eastern Europe, where
Deutsche Rück also operates,
as well as in Central Asia. What
will that mean for the insurance
industry?
Hahn Demand for all types of insurance is growing in these regions,
because of the numerous infrastructure
projects and possibly also because of
increasing affluence within the population. But we notice that the further east
we go, the less of an established interest
there is in the local culture to protect
oneself against risks.

There has also been criticism
from many companies, associations and experts that the Chinese
are using their own workers to
implement a lot of BRI projects.
Hahn The Chinese like to do everything
themselves – that applies to the implementation of construction projects
as much as to protecting them with
insurance. Not only have many foreign
companies had their hopes dashed of
benefiting from the expansion of the
New Silk Road; we have also had to put
things into perspective and realise that
the growth potential that the Chinese
initiative offers for the insurance sector
is nowhere near as high as we had
thought.
So foreign insurers have barely
any chance of participating?
Hahn China Re, China’s state-owned
reinsurer, sets aside billions for BRI
projects each year. In addition, Chinese
insurers have teamed up with providers
from Singapore in the “Belt and Road
Initiative Insurance Consortium” to
provide joint cover for transport risks
and political risks. That shows that
reinsurers with our profile won’t get a
chance until afterwards.
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Chinese investment and contracts in eastern Europe
2013 to 2019, in USD billion
18.27
9.7

2.81
2.08

1.84

1.79
1.36

the anticipated economic growth has fallen short of
expectations, and construction projects have created
very few new jobs for locals. This is symptomatic
of many BRI projects in eastern Europe: although
financial injections from China are welcomed, they
sometimes come at a high price.
USD 30 billion has gone into central eastern and
south-eastern Europe
Statistics show that since the beginning of the initiative, China has channelled a large proportion of its
investments into the regions in its immediate vicinity,
i.e. South-East Asia, southern Asia, Mongolia and
Russia. About two thirds of Chinese investment has
gone into the construction of energy and transport
infrastructure, and some of this has reached central
eastern and south-eastern Europe. China has so far
invested the equivalent of around USD 30 billion in
the region, according to a position paper by the German Eastern Business Association. “Countries there
are very interested in expanding and rebuilding their
infrastructure and expect this to improve economic
access,” says Michael Harms, Executive Director of
the German Eastern Business Association. For China,
meanwhile, many eastern European countries have
a strategic role because of their location. The shortest
land route from China to western Europe, for example, goes through Kazakhstan, Russia, Belarus and
Poland. “China doesn’t just want to build roads and
bridges in these countries with the Silk Road initia-

Belarus

Ukraine

Hungary

Serbia

Russia

Romania

Poland

Montenegro

Source: AEI China Global Investment Tracker
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tive, it naturally also wants to gain political influence
and boost its own economic power in the long term
through new trade routes,” Harms says.
Almost two thirds of planned project costs in eastern
Europe relate to Serbia, Bosnia-Herzegovina and Hungary. About half of these funds will go into transport
and energy projects, according to the German Eastern
Business Association’s position paper. Chinese funds
have been used to build new gas and coal-fired power
plants in Bosnia-Herzegovina and Belarus, for instance. The rail link between Budapest and Belgrade
is regarded as the main project in the region and is
intended to establish a fast connection between the
Greek port of Piraeus and central Europe. In Serbia,
Beijing has invested in bridges over the Danube,
motorways and the modernisation of power stations.
China hopes to be involved in the expansion of a
nuclear power plant in Romania and the construction
of a hydroelectric plant in Ukraine. In Montenegro, it
is currently financing the construction of a motorway
worth EUR 1 billion. And near the Belarusian capital
Minsk, Chinese builders have created a special economic zone known as the “Great Stone” industrial park.
A lack of transparency in the awarding
of contracts
One thing the projects have in common is that they
are generally implemented by Chinese construction
companies using Chinese building materials, often

30 | marketreport

China has invested in the construction of the 20,000-square
metre industrial park “Great Stone” near the Belarusian capital
of Minsk.

also with Chinese workers. A study by the European
Union Chamber of Commerce in China attests to this.
The authors surveyed 132 companies about their
participation in BRI projects and found that just 20
said they had been involved in a tender. Only two had
heard about regular invitations to tender for projects.
All the others had obtained the documents through
contacts in government circles or through Chinese
partners. The study authors concluded that there was
a lack of transparency in tendering for projects and
in the awarding of contracts. China evidently often
prefers to use its own companies rather than foreign
providers.
This means that lucrative contracts for major BRI projects are frequently passing local companies by. And
that’s not all. “Cheap Chinese loans also often have
terms attached that are not transparent,” says Harms.
“The money comes from state-owned banks that do

not adhere to conditions that would apply on the free
market.” Furthermore, it is still unclear at present
whether some projects will be completed and whether
the investment will pay off for the domestic economy,
at least in the long term. Harms cites the example
of the subsidies that Beijing is currently providing
for container transport by rail between China and
Europe. “If these subsidies stop, this form of transport
could lose some of its share of freight volumes to air
and shipping traffic again, having recorded very high
growth rates in recent years. Road transport could
also become more attractive again,” Harms says. “This
would be to the detriment of those countries that had
banked on the expansion of freight traffic as a result
of the New Silk Road.”
In another example, China is currently financing
the construction of a new motorway worth EUR 1
billion in Montenegro. The country has had to take
out a loan for this, and its external debt now stands
at 80 percent. “China doesn’t worry too much about
whether the countries taking out loans can actually
handle the projects. Many countries are at risk of sliding into a debt trap as a result,” Harms warns.
Cooperation despite risks
Julia Langbein, a researcher at the Centre for East
European and International Studies (ZOiS) in Berlin,
is investigating what exactly is being built in the
region and under what conditions – and who will
ultimately benefit the most. “We can’t yet judge what
impact the expansion of the New Silk Road will have
on countries in eastern Europe,” Langbein says. However, she is certain that for countries like Serbia, which,
as a candidate to join the EU, has no access to the EU’s

Important projects in (eastern) Europe and their volumes

Greece:
freight pier in
the port of Piraeus
EUR 900 million
Montenegro:
motorway
EUR 1 billion

Serbia: Belgrade, bridge
over the Danube
EUR 170 million

Romania:
Cernavoda nuclear power plant
EUR 7.2 billion

Serbia:
coal-fired power plant
in Kostolac
EUR 715 million

Belarus:
“Great Stone” industrial park
more than
USD 500 million

Hungary/Serbia:
Budapest-Belgrade
rail link
USD 2 billion

Sources: Germany Trade and Invest, position paper by the German Eastern Business Association on BRI, Deutsche Verkehrszeitung, MDR
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The Bar-Boljare motorway will run
from the Adriatic Sea to Serbia,
right across Montenegro. Its
construction will cost the Balkan
country EUR 1 billion, a large
portion of which will be financed
through a Chinese loan.

structural funds or other development funds and
whose prospects of joining soon are low in any case,
China will be an attractive investment partner despite
potential risks.
This is also clear from the annual summit between
China and central and eastern European countries,
known as the 17+1 summit. At the most recent meeting, the heads of government of 17 central and eastern European countries held talks with the Chinese
president on new investment opportunities, without
the involvement of the European Commission. “The
EU has invested a lot more money than China in
south-eastern Europe, for example, and the countries
know that,” says Harms. The EU regional development funds contain almost EUR 12 billion, which will
be used for infrastructure projects in Bulgaria and
Croatia, among other purposes. “But EU funds always
come with documentation obligations attached, to
prevent misuse,” Harms says. “By comparison, financial assistance can be obtained from China without
any major requirements, which means it is faster and
less bureaucratic.”

Deutsche Rück. Reliable reinsurance.

DEUTSCHE RÜCKVERSICHERUNG
Hansaallee 177
40549 Düsseldorf, Germany
Tel. +49 211. 4554-01
info@deutscherueck.de
www.deutscherueck.com
www.drswiss.ch

