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Why is it becoming difficult, if not impossible, to buy credit insurance when I need it the most?  It’s not 

that the premiums are high: I can’t even find it!  Have things gotten to the point where credit insurers no 

longer want to take the risk of offering policies?  Do they expect that so many accounts will fail to pay 

that they can’t afford to insure them right now?  Isn’t there some premium at which the insurers will sell 

me a policy? When will I be able to find it again? 
 

It seems like the answers to those four questions are: “Yes,” “yes” “no,” and “it may be a while!”  What’s 

happening in the credit insurance industry can be better understood in the context of two fundamental 

concepts of financial analysis and asset pricing: option theory, and the difference between risk and 

uncertainty.    
 

Option Theory 
One way to look at insurance is as an option.  In finance, the most basic options are the call and the put.  

The call is a contract that enables the contract owner (the long position) the right to buy a certain asset 

from the contract seller (the short position) at a predetermined price (the strike or exercise price) up to 

a particular point in time (the expiration date).  The put is a contract enabling the contract owner (the 

long position) to sell a certain asset to the contract seller (the short position) at a predetermined price 

up to a particular point in time.   
 

Options are exercised either up to or at expiration based on the difference between the market price of 

the asset on which the option is written and the exercise (strike) price of the option itself.  For example, 

if I own (am in the long position) a call option to buy 100 shares of Alphabet stock at $1,600 per share, I 

might want to exercise that option today because the market price of the stock is $1,629.  I could also 

wait to see if the price increases further prior to the expiration of the option.  If I were to exercise the 

option, the seller of the option contract would be obligated to pay me the difference between the market 

and strike price of the stock.  If the stock price were to fall below $1,600 by the time it expires, the 

option would go unexercised. 
 

A put option is the opposite in that it gives the owner of the contract the right to sell the underlying 

asset.  In the case of a put option, I might own the right to sell 100 shares of Alphabet stock at $1,600 

per share.  I would exercise the option if the market price were to fall below that level.  If the price were 

to remain above the strike price in the case of a put, the option would expire unexercised. 
 

Options are a zero-sum game in the financial markets.  The price of a contract is paid by the long 

investor up front, and the option is exercised against the short investor when it closes out.  If exercised, 

the long position gain is equal to the short position loss, as the contract seller must pay the contract 

buyer the difference between the asset and strike prices.   If unexercised, the long position loses the 

price it paid for the option, which is the gain to the short position.  The price of an option is based on a 

volatility model in which the contract is valued based on the likelihood that it will be exercised.   
 

As a result of their structure, options have greater value in highly volatile asset pricing conditions.  The 

greater the upside (prices increasing) volatility, the greater the value of a call option.  The greater the 

downside (prices decreasing) volatility, the greater the value of a put option.  A simple option pricing 

formula shows that the value of both call and put option contracts are determined by the same measure 

of asset price volatility, which ends up being a statistical measure of variance.  The more predictable the 

statistical variance measures for the underlying asset prices, the greater the ability to accurately price an 

option.   
 



 

 

 

The price of an option is driven by the likelihood that it will be exercised.  As the likelihood of exercise 

increases, so does the value of the option.  As soon as it is realized that the option will not be exercised, 

the option value will fall.  The price of an unexercised option will fall immediately to zero upon its 

expiration.   
 

Risk versus Uncertainty 

In common language, the terms of risk and uncertainty often become synonymous and interchangeable, but 

in the field of finance they have distinct meanings.  These distinct meanings apply to how we are able to 

understand the nature of underlying asset volatility.   
 

The use of statistics in asset pricing assumes that we know something about the nature of the pricing 

process that leads to the pricing outcomes we observe in a market.  In statistical terms, this means that we 

understand the parameters of the probability distribution of the prices of assets.  Such an understanding 

allows us to more accurately measure the statistical likelihood that asset prices will end up in a certain 

range, and I can assign a probability to each outcome.  “Risk” is the condition in which we have enough 

data and experience to understand the parameters of the asset pricing probability distributions and 

therefore more accurately predict ranges of outcomes.  This enables us to more accurately estimate 

variance measures (volatility).  More accurate measures of volatility lead to more accurate option pricing 

measures as well.  Under conditions of risk, we know that there will be volatility, but its effects become 

easier to predict and therefore manage. 
 

A good example of an event taking place under conditions of risk would be the throwing of two six-sided 

dice in that we have a complete understanding of the parameters of the probability distribution of the 

outcomes.  We know that the outcomes are limited to values ranging between 1 and 12.  We know that 

the most likely outcome is a seven, and we know that the probability of that outcome is 1/6, or 16.67%.  

As the outcomes are predictable, I can also manage the risk incurred in throwing the dice.   
 

Uncertainty describes a condition in which we do not have an understanding of the parameters of the 

probability distribution of future asset prices.  Such a case usually arises when something completely new 

and/or different is happening in the markets or economy.  In such a case, we don’t have enough data to 

begin to form an understanding of the economic processes that lead to the probability distribution of 

financial economic pricing outcomes.  In the absence of such understanding, it becomes difficult, if not 

impossible to measure expected outcomes and the volatility associated with each.  Pricing becomes more 

difficult.   
 

Pricing under Risk and Uncertainty 

If we were to look at this on a continuum, we would start on one side with conditions of total certainty, 

and end on the other side with conditions of total uncertainty.  What lies along the continuum would be 

conditions beginning with risk on the left and becoming more uncertain as we move toward the right.  In 

regard to asset pricing, we tend to use expected cash flow models under conditions of risk.  When we use 

discounted cash flow models, higher risk tends to reduce asset prices and lower risk increases them, as the 
cash flows become less or more volatile, respectively. 
 

As we move toward greater uncertainty, we tend to rely more on option pricing models, which rely more 

on pure volatility parameters rather than expected cash flows.  Under conditions of uncertainty, assets are 

usually priced under the assumption that higher volatility exists, even though we don’t necessarily 

understand the statistical nature of that volatility. 
 

A good example of asset pricing under uncertainty is the dot.com market of the late 1990s.  While we had 

mountains of statistical data regarding the performance of bricks and mortar businesses, we had little or no 
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data on which to base estimates of the potential performance of internet-based commerce.  As a result, 

dot.com stocks were priced more like call options in which the upside potential was so great, the asset 

itself was worth a higher price.  The five-year period of consistent price increases that we observed was 

the result of investors continuing to renew the option positions in the anticipation of that upside growth. 
 

By the end of five years, it was becoming more apparent as to which dot.com companies were going to 

succeed, and which were not.  In statistical terms, we began to understand the underlying dynamics of the 

probability distribution of outcomes and were more able to accurately value those outcomes.  As with an 

unexercised option, values of companies that were not expected to succeed spontaneously fell to zero as 

investors declined to exercise the option to invest in the next level of corporate development.  This 
explains the sudden and dramatic loss in value experienced in the dot.com sector.  This created a 

contagion effect that unfortunately spread to the entire market, but from which the market eventually 

recovered as pricing realigned with the expected reality.   
 

Credit Insurance as a Put Option 

When I purchase credit insurance, I am essentially taking a long position in a put option in which the 

underlying asset is my credit portfolio.  In the event that my accounts become uncollectible, i.e., the value 

of the underlying asset falls, I exercise the put option which enables me to “sell” those accounts to my 

credit insurer.  The value of the option, if exercised, represents the difference between the value of my 

credit portfolio (the underlying asset) and the dollar amount of coverage that I have paid for (which is 

essentially the strike price of the put option).  If I don’t realize the full value of the portfolio by collecting 

the accounts, the insurer pays the difference up to a covered amount.   
 

The premium charged by the credit insurer is based on the perceived volatility in my credit portfolio.  The 

more accurately the insurer can measure that anticipated volatility, the more accurately it can set the 

price or insurance premium that I am paying for the put option.   
 

The COVID outbreak has led us into a condition of greater uncertainty in the economic markets.  This 

has made the process of accurately estimating economic statistical parameters virtually impossible.  The 

inability to accurately measure these parameters makes it difficult, if not impossible to accurately price 

certain options such as credit insurance.  Insurers have absolutely no idea what to expect, and therefore 

little or no idea how to accurately price and place credit insurance policies.  Even if they could come up 

with a price, it would probably end up being so high that no one would be willing to pay it.   
 

As conditions settle and we move back from the realm of uncertainty into conditions of risk, we should 

expect to see the credit insurance market stabilize and return to more of a normal state.  In the 

meantime, we will be gathering more data to enable us to understand the impact of an event such as this 

pandemic on the economy, and we will be able to more accurately incorporate these expectations into 

market pricing in the future.  
 

About the Author: 
Steven C. Isberg is the Chair of the Department of Accounting at Towson University. He teaches graduate and undergraduate courses in corporate finance, 

financial analysis and valuation, and financial economic history. As Senior Research Fellow at the Credit Research Foundation, he conducts various research 

studies and delivers online financial analysis courses as part of the CRF Online Classroom™ program.  

 

Steve has over 25 publications in academic and professional journals and has served as a professional business consultant to a variety of firms. He frequently 

appears or is quoted in television, radio, and print media on financial and 

economic issues.  
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Darryl Rowinski CCP, CPC X222 

President & COO, 

Membership 

Director of Professional Service Firm Solutions   

Resume Referral Services  

Employment & Outsourcing Services 

 

Wayne J Crosby CCP, CPC X224 

Vice-President  

Membership 

Director of Professional Service Firm Solutions   

Resume Referral Services  

Employment & Outsourcing Services 

International & Industry Group Administrator 

Gail Venne, X223 

 Credit Reporting  

 Industry Group Administrator 

 

Chrys Gregoire X221 

 Administrative Support 

 General Questions or Information 

 Data Transmissions Group Services 

  Communications  

 Credit Reporting  

 

Patty Hughes X227 

 Recovery Specialist 

 Credit Reporting 

Phone: (262) 827-2880  

Toll Free (888) 546-2880 

Fax: (262) 827-2899 

Web: www.wcacredit.org 

Need credit card payment solutions for your business? Whether large or small, TSYS has the customized 
solutions to fit your business needs.  BCMA partners with TSYS because they are focused on creating 
more value in our client relationships than ever before, and their voice has emerged as one of the most 
trusted in the payments industry. This true spirit of partnership, and the accompanying understanding 
that our success is determined by our clients’ success, infuse everything we do.  Whether you’re 
LOOKING TO BEGIN ACCEPTING CREDIT CARDS, or LOOKING TO LOWER YOUR CREDIT CARD 
SURCHARGE FEES…TSYS will help.  Contact the Association at 262.827.2880.  We’ll put you in touch 
with a representative that will assist you.  TSYS was named to Ethisphere's 2013, 2014-2018  World's 
Most Ethical Companies List!   

 
 

 NACS Credit Services, Inc   

 The Business Credit Management Association Wisconsin 

 Business Credit Intelligence 

 Mountain States Commercial 

 NACS Credit Services, Inc. 

 SWB Credit Services  
 

Would you like to contribute to the BCMA 
Newsletter?  Just write to us at  

admin@wcacredit.org  with your idea! 

Board of Directors  

Executive Committee:    Directors: 
Chairperson      Davy J. Tyburski 

          Penny Conaty CCP, CPC, CBA         Rob Lawson 

President        Stu Sturzl, CCP, CPC  

          Darryl Rowinski CCP, CPC      Barry Elms 
Counselor       

          Adriana Sertich CCP, CPC     
Director Emeritus  

          Wayne Crosby, CCP, CPC 
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April 12 & 19, 2021  

“BANKRUPTCY BASICS ”  WEBINAR 

WHAT EVERY CREDIT PRO NEEDS TO KNOW   

 

April 12 & 19, 2021  

ICE BREAKER WEBINAR ~ THE PERFECT STORM  

 

HOW TO MEASURE & IMPROVE CREDIT 

DEPARTMENT PERFORMANCE 

May 20,  2021 | 9:00 –10:00 AM CT 

 

Details are still being ironed out  
 

“Credit Decision Making” Webinar 

June 16,  2021 | Time TBD 

 
 

“How the Credit Department can Damage Its 

Relationship With Sales” Webinar 

July 20,  2021 | Time TBD 

APRIL 9, 2021 
Electrical Suppliers Industry Credit Group 
 Teleconference Call 
APRIL 13, 2021 
Fine Paper/Graphic Arts  Industry Credit Group 

 Book of Reports Only 

Regional Paper & Packaging Industry Credit Group 
 Teleconference Call 
APRIL 14,  2021 
Plumbing & Heating Industry Credit Group 

 Teleconference Call 
APRIL 15, 2021 
Construction Industries Credit Group 

 Teleconference Call 

CHECK OUT OUR CALENDAR FOR MORE UPCOMING EVENTS. 

YOU CAN TRUST THE ASSOCIATION TO ASSIST IN COLLECTION RECOVERY FROM YOUR 

DEBTORS ANYWHERE IN THE WORLD. 

 Education Events 
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APRIL 16, 2021 
IL Fine Paper Industry Credit Group 
 Teleconference Call 

APRIL  19, 2021 
Western Electrical Suppliers Industry Credit Group 

 Book of Reports Only 

APRIL 20, 2021 
Building & Construction Materials Credit Group 
 Teleconference Call 

APRIL 21, 2021 
Minnesota Electrical Suppliers Credit Group 

 Teleconference Call 

Food Service Supply Hospitality  & Food Suppliers  
Industry Credit Groups 

 Teleconference Call 

APRIL 28, 2021 
Iowa Plumbing Heating Electrical & Construction Industry 
Credit Group 

 Teleconference Call 

 
No Meeting this month 

Metals & Industrial Suppliers Credit Group 

Minnesota Fine Paper Credit Group 

UPCOMING INDUSTRY CREDIT 

GROUP MEETINGS 

https://wcacredit.org/webinar-seminar-registration/
https://wcacredit.org/webinar-seminar-registration/
https://wcacredit.org/upcoming-ice-meetings/
https://wcacredit.org/wp-content/uploads/2021/03/WebMeasurePerformance05202021.pdf
https://wcacredit.org/wp-content/uploads/2021/03/WebMeasurePerformance05202021.pdf
https://wcacredit.org/events/
http://www.wcacredit.org/collections.shtml

