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With all its twists and turns, the Eurozone crisis 
has been anything but predictable. While there 
are periods of calm, there have also been times 
when the very future of the euro has been in 
doubt.

The Eurozone crisis is a technically challenging topic, but 
one of fundamental importance to international insurance 
programmes. As well as creating legal and financial 
uncertainty, it raises important questions for the resilience 
and integrity of multinational insurance programmes.

Can international insurance programmes be relied upon 
in the event of a Eurozone crisis? Will they perform as 
expected? What can go wrong and what can be done to 
mitigate the risks?

The subject was treated during the inaugural AIG 
Knowledge Series, AIG’s thought leadership event, where 
a number of highly qualified internal and external experts 
were invited to join the discussion. 

Think about likely scenarios
As well as being technically demanding, the Eurozone crisis 
is also an elusive topic, with the risk intensifying and then 
abating. However, the threat of further disruption in the 
Eurozone is real enough to warrant serious attention.

There are three main negative potential outcomes for the 
Eurozone, according to Ernst & Young. First, and most 
damaging, would be a disorderly default and exit of one 
or more countries from the Eurozone. Second is the risk of a 
calamitous banking crisis and credit crunch. Third, and the 
most optimistic scenario, is that of “restrained optimism,” 
where the crisis is gradually resolved and the Eurozone 
returns to modest economic growth.

Thankfully, the accounting firm believes that restrained 
optimism looks the more likely outcome, although any of the 
three are possible, it says.

“It’s really time to start thinking the unthinkable and to 
consider uncertainty in a much broader fashion. And that 
is what risk and insurance managers try to do on a daily 
basis.”—Clive Clarke Group Insurance Manager,  
Lloyds Register 

Plan for a disorderly exit
Given the legal complexity of a Eurozone exit, some legal 
experts argue that an orderly departure would seem more 
likely, if it were to happen at all. However, for this to be 
achieved legally, it would require various treaties to be 
negotiated and agreed between Member States, a process 
that could last several years.

Unhelpfully, the treaties underpinning the Eurozone do not 
provide a mechanism for countries to exit the Eurozone, so 
companies need to think about how this might happen in 
practice.

An unplanned or disorderly exit would likely be 
accompanied by emergency legislation, introducing a new 
currency and potentially capital controls to avoid a run on 
the banking system.

The recent bail-in for Cyprus, while not an exit from the 
Eurozone, does demonstrate some of the pragmatic issues 
arising from capital controls and emergency legislation (see 
Cyprus box, page 5). Since being passed, the legislation 
has been amended many times and has been challenged in 
the courts by those prejudiced by the emergency measures.

A disorderly Eurozone exit would create huge legal and 
financial uncertainty. Quickly replacing the Euro with a new 
currency would likely result in rapid currency devaluation 
and inflation, as well as a deep recession.

The interplay of any emergency legislation with existing 
treaties, competing jurisdictions and capital controls would 
all add to the uncertainty and complication.

“We don’t know what an exit or break up would look like 
but we do now have the draft [EC Directive for the Recovery 
and Resolution of Credit Institutions] and the example of 
Cyprus, so we can make well informed guesses as to what 
any future scenario will look like.”— 
Bob Haken, Partner at Norton Rose Fulbright

“ We don’t know what an exit or break up would 
look like but we do now have the draft [EC 
Directive for the Recovery and Resolution of Credit 
Institutions] and the example of Cyprus, so we can 
make well informed guesses as to what any future 
scenario will look like...”

  Bob Haken, Partner, 
Norton Rose Fulbright
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Is there contract certainty?
Large companies operating in Europe have been looking 
at how a breakaway in the Eurozone could impact their 
businesses. For most companies, the initial focus has 
been on practical issues—like how to pay wages in a 
country that exits—but some are now asking how different 
scenarios will impact their insurance coverages.

If a country were to leave the Eurozone –or introduce 
emergency measures, like those imposed in Cyprus earlier 
in 2013—insurance coverage is expected to remain in 
place. However, there are circumstances in which an 
insurer could look to void the insurance contract.

For example, an insurer could look to void cover if there 
has been a material change in the underlying risk— such 
as a change in ownership of a legal entity—which could 
allow an insurer to argue that certain cancellation clauses 
have been triggered.

However, insurers are likely to be under considerable 
political and public pressure to pay claims that broadly fall 
within the scope of the policy.

“Will insurance coverages stay in place if there is a 
Eurozone event? Will it respond fully to a particular event? 
In my own personal view, insurance coverages should 
remain solid and in place.”—Kirsty Middleton, Deputy 
General Counsel, EMEA, AIG

Consider currency implications
There are also contractual issues arising from a country 
leaving the Eurozone, most notably around which 
currency should be used to settle claims.

The currency used to settle claims will depend upon the 
law and jurisdiction of the insurance policy, whether a 
currency is specified for claims payments and the legal 
currency in the place of payment at the time that payment 
is due.

For example, if Greece were to leave the Eurozone it 
could reintroduce the Drachma as its legal currency. So it 
is likely that the Drachma would become the currency for 
claims payments for an insurance policy covering risks in 
Greece—at least where the law and jurisdiction of that 
policy is Greek law, and where no currency is specified 
for claims payment.

Even when the euro is the specified currency, it could 
still be open to interpretation—whether it was meant in 
the sense of the currency of the Eurozone or that of the 
country’s national currency at the time of the conclusion of 
the contract.

“There are clauses in the market to deal with contract 
continuity, however, the focus will now shift to addressing 
the currency risks. Re-denomination in itself is not a 
problem, but there are issues around exchange and 
capital control, as well as potential devaluation after an 
exit. Those areas have not yet been addressed.” — 
Bob Haken, Partner at Norton Rose Fulbright

Spell out your intentions
Insurers have anticipated potential issues and have 
developed standard clauses to mitigate the risk of the 
contract terminating in the event of a Eurozone exit. For 
example, the London market jointly published a Euro 
contract continuity clause in 2012.

Whilst there is no guarantee of how a contract will perform 
in the event of a Eurozone exit, certain policy wordings 
can demonstrate the insured’s intentions and make the  
way in which the contract responds more predictable 
and in-line with the insured’s expectations. For example, 
a simple clause can be inserted that stipulates whether a 
claim should be paid in Euro or in the new local currency.

It may also be possible to insert a clause that changes a 
Euro-denominated contract to another currency, such as 
US dollar or pound sterling, should a country leave the 
Euro.

However, there is always the risk that emergency 
legislation will override steps taken to prepare insurance 
contracts in advance, and potentially seek to seize 
jurisdiction over the local contract.

“There are things that you can do to put yourself into a 
better position and push courts to decide in the direction 
you want them to decide. It is about trying to break that 
nexus between the contract and the exiting jurisdiction. But 
it is case by case and about asking what is the preferred 
outcome.”—Bob Haken, Partner at Norton Rose Fulbright
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With their many constituent parts and interlinked 
contracts, international insurance programmes 
will need testing if they are to respond 
appropriately to a Eurozone event.

The interplay between a master policy and local polices, 
as well as excess and reinsurance contracts—with different 
wordings, attachment points, deductibles and limits—could 
have unexpected results in the event of an exit. So it will 
pay to ask questions of your broker and insurer of how your 
programme might react to certain Eurozone event scenarios, 
and to test it.

For example, a global programme will remain pegged 
against a strong currency for a company headquartered 
in the US or the UK. However, in the exiting country, the 
local policy could be affected by rapid inflation, currency 
devaluation and foreign exchange and capital controls. So 
it is worth putting a programme through its paces to figure 
out what this might mean, for policy limits, deductibles, 
excess layers and reinsurance, and how Difference in Limit 
(DIL) cover might respond.

Reaching an understanding
Unfortunately there is no one solution—in particular no silver 
bullet policy wording—to deal with every scenario. Different 
events and business strategies will favour certain insurance 
arrangements and outcomes. 

If an insured has a good working relationship with 
their broker and insurance carrier, they should have a 
common understanding of how the international insurance 
programme is intended to respond.

For example, a company could have a major claim in a 
country that is exiting the Eurozone, but it needs to import 
spare parts to fix a problem. However, inflation, currency 
devaluation and local sub-limits could result in an insufficient 
pay-out. But there is no wording that can be inserted to 
foresee this at the policy outset.

“The diversity of Eurozone scenarios is such that a one 
size fits all wording is unlikely to work. But this is where 
relationships come into play. To have a real understanding 
with your carrier, in terms of what the insurance programme 
is meant to deliver, will help face the different scenarios.”—
Philippe Gouraud, EMEA Head of Client Management, AIG

Resilience and partnerships are key
Resilience is the name of the game, whether it is in your risk 
management and business continuity plans, or insurance 
programmes.

So think ahead and make plans. Ask ‘what if’ questions 
of your programme. Kick the tires of your insurance 
programme and see what works and what does not.

There is no one-stop-solution—each scenario is different and 
measures will depend on the desired outcome. But there are 
some simple steps that can help avoid nasty surprises, and 
anticipate issues around continuity of coverage, currency of 
settlement and the risks of capital controls and jurisdiction.

By working closely with your carrier and insurance broker, 
you can make sure that all parties are clear on how your 
insurance programme should respond, and be in a much 
better position should the crisis worsen in the future.

“Companies need to be resilient and have a strong global 
business to start with. If you have embedded resilience you 
will be able to deal with big shocks. And this is also true for 
global insurance programmes.” —Philippe Gouraud

“ The diversity of Eurozone scenarios is such that a 
one size fits all wording is unlikely to work. But this 
is where relationships come into play. To have a real 
understanding with your carrier, in terms of what 
the insurance programme is meant to deliver, will 
help face the different scenarios.”

 Philippe Gouraud 
 EMEA Head of Client Management, AIG
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On Saturday March 16th, 2013, the proposal to 
apply a one-off levy on savings held with banks 
operating in Cyprus triggered almost two weeks 
of chaos.

For twelve tumultuous days, Cyprus teetered on the edge, 
before finally accepting the tough terms of a bailout. For 
the first time in the history of the Eurozone, banks closed 
and capital controls were introduced.

The experience of Cyprus gives some insight into how a 
disorderly Eurozone exit could play out. Unlike previous 
bailouts, it quickly became clear that depositors who 
banked with institutions in Cyprus were also expected to 
share in the pain (the bailout of Greece saw sovereign 
bondholders shoulder the brunt of losses while the country 
was also subject to tough austerity measures).

Dark days for Cyprus
On March 16th, the Cypriot government announced a 
levy on all deposits held in Cyprus ranging from 6.5% to 
9.9%. However, the Cypriot Parliament voted down the 
proposal the next day, leaving the country facing the real 
threat of bankruptcy and a possible Euroexit.

The situation that existed in Cyprus between March 
16 and March 28 was extremely hard for residents. 
Withdrawals from ATMs were still possible, and with trust 
in the banking system eroding, cash became the dominant 
means of transaction. Payment of wages and bills became 
extremely difficult, while providers were reluctant to accept 
credit cards.

The potential for civil unrest would have added to the 
day-to-day problems and financial stress. And the relative 
calm with which the Cypriot society accepted these 
developments (there were only limited and non –violent 
protests) is not an indication of how such developments 
would have been accepted in another Eurozone country.

Emergency laws
The banks reopened on Thursday March 28 following the 
agreement on the bailout terms, but uncertainty continued 
for many months, mostly related to the capital controls 
introduced by emergency legislation.

Under the emergency legislation the island’s two largest 
banks—Laiki Bank and Bank of Cyprus—were restructured. 
While insured deposits below €100,000 were not 
impacted, those in excess of €100,000 at Bank of Cyprus 
remained frozen until the recapitalisation needs of the 
bank could be determined. Uninsured depositors at Laiki 
Bank would have to wait for the liquidation process to be 
completed to see whether anything can be salvaged.

The emergency legislation also introduced temporary 
capital controls applicable to all banks. While some of the 
controls have since been relaxed, most have endured with 
no date yet set for their abolition.

Capital controls
Capital controls include daily withdrawal limits a 
prohibition on cashing cheques. Cashless payments 
were allowed but payments of over €300,000 require 
supporting documentation. Transfers of money abroad 
were also prohibited, unless the transaction was for 
usual business activity, and even then, payments over 
€500,000 require approval.

The capital controls were backed up by criminal 
sanctions—breaches expose the relevant bank, company 
or individual to significant fines, and individuals to 
imprisonment.

Legal challenges
Coming out of the blue, interpreting emergency legislation 
has proved a considerable challenge in Cyprus.

Free movement of capital is at the heart of the European 
Single Market, so the imposition of capital controls 
was an unexpected twist at odds with the principles of 
EU membership. Unsurprisingly, legal challenges have 
already been filed in Cyprus questioning the legality of the 
capital controls and emergency legislation.

“Lawyers are very busy in Cyprus right now. There is still 
much uncertainty over which way things may go. It is 
extremely difficult to interpret emergency legislation with 
100% certainty and we are still awaiting some important 
court decisions. Anything is possible.”- Maria Kazamia, 
Legal Counsel, Southern Cluster, AIG

Learning curve
The situation in Cyprus highlights the importance of 
business continuity planning, while also giving some 
feeling for how capital controls and emergency legislation 
might come into play.

The experience also enables some assumptions to be 
made of what legislation might look like should a country 
exit the Eurozone.
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Lessons from Cyprus

Check List
•	 Think through the possible Eurozone scenarios

•	 Consider contract certainty and the effect of 
currency and inflation

•	 Ask ‘what if’ questions of your risk 
management and insurance provisions

•	 Test your insurance programme to see how it 
copes with a Eurozone event

•	 Focus on building resilience and engage with 
your broker and insurer
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