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THE PROBLEMS AND THEIR SETTING

In the sellers’ market which choracterized the period
immcdiately following the Second World War most
exports of capital goods on credit were carried out
within the frumework of bilatcral payments agreements,
which, because of the shortage oi international reserves
of gold and convertibic currencies, had become the
basic instruments for the financing of trade among
non-dollar countries. These agreemenis were usually
negotiated for periods avcraging one to three years and
provided for swing credits to cover short-term trade
fluctuations. All balances in excess of the swing credits
were to be scttled immediately or within a stipulatcd
period ranging from threc months to one year. Despite
the explicit provisions relating to the settlement of such
baulances, however, the creditor countrics in several
instances found thcmselves obliged to permit the accu-
mulation of substantial balaices in ¢xcess of the swing
credits initially agrced upon, and, finally, in order to
maintain a normal flow of exports they had no alterna-
tive but to necgotiate consolidation agreements re-
scheduling repayment of these short-term debts over a
longer period. Nominal short-term export credits thus
evolved into de facto medium-term credits.

The accumulation of commercial arrears and their
subsequent renegotiation proved unsatisfactory to both
creditor and debtor countries. Suppliers were confronted
with liquidity problems and the prospect of cxchangc
losses, while their governincnts, facing balance of pay-
ments difficultics, were obliged to commit funds abroad
for periods far eaceeding those originally agreed upon.
For the dcbtor countries, debt renegotiation often led
to a lowering of their credit rating and a consequent
inciease in tf\c cost of new borrowing. This situation
hastened the transition to organized financing systems
for medium-term supplicrs’ credits (credits of hetween
one and fivc years), since central banks became increas-
ingly unwilling to continue financing the accurnuiation
of commercial arrears.

The organization of such financing systcms was
accompanied by the extension to medium-term sup-
pliers’ credits of export credit insurance, originally in-
troduced after the First World War for short-term
supplicrs’ credits (credits of up to one year). In this
way, a number of governments sought to transfer gra-
dually an increasing share of the responsibility for the
provision of export financing to the supplier, or rather,
in view of the latter's normal reliance on bank credit,
to the private banks. Exporting countries became
increasingly reluctant to conclude bilateral agreements
providing for the grunting of global governmental credit
lincs, preferring agreements stipulating that they would
not oppose, or would actively favour by providing credit
insurance, the granting by suppliers of medium-term
export credits.

SUMMARY AND CONCLUSIONS

The pressure on the supplier to provide both poods
and capital, or to arrange for the francing of s sales,
frequently fed to an over-emphasis on the credit Lictor
by bayers who, Lickiag ready cash, might be willie 2 1o
ignore higher prices or inferior quality m thew cadeay -
our to securc more advantageous credit terms, Such
terms became in fact increasingly wvailable, as i
scllers’ market for capital goods gradually descloped
into a buyers’ market, as a result of the recovery of the
cconomies of western Europe and Japan.

The export credit insurance institutions in the major
exporting countrics, foreseeing the possibility of a credn
race and fearing its consequences, orgamzed through
the Union d'assurcurs des credits internationaux (Beine
Union), ! the international association of credit insurers,
dircct exchanges of views feading to concerted action
relating to the duration of ¢xpori credit insurance cover,
which determined the duration ol credits, In 1933, they
reachcd an understanding that export credit insurancs
should not excced five years for heavy capital goods. *
They also agreed that buyers of capital goods should
make a reasonablc down puyment before or upon
delivery of the goods.

The threat of a credit race, which this understanding
was designed to arrest, was duc less to exporters spon-
tancously making gencrous credit clfers s part of an
aggressive sales policy than to the developing countries’
pressurc —in  the prevailing  buyers’ market - to
obtain credit maturities morc compatible with their
dcvelopment needs, tempo of growth and existing and
potential exteraal resources. The widespread demand in
developing couatrics for credits exceeding live years was
bound to influcnce the medium-term export Riancing,
process, but it is unlikely that tus process would have
changed so +apidly and so significantly without the
emergencc of an increasing tendency on tie part of
bilateral aid supplying countrics to tic their develop-
ment loans to procurement from national suppliers.

From the mid nincteen fiftics onwards, exporters in
almest all western European countries began exerting
ressurc on their governments to provide export credit
insurance for periods in excess of five years. The reason
enerally advanced was that the Export-lmport Bunk of
%Vashington, through its long-term project and cquip-
ment loans granted directly to buyers in developing
countrizs, was in fact cnabling Amcricun ¢xporters to
sell on terms which European supplicrs could only offer
if they could obtain long-tcrm cxport credit insvriance,
which would cnable them to secure bank linancing on

e

1 Established in 1934 1o facilitate exchanges of views on
insurance techniques and information rclaled 1o credil raling..

2 As regards other valegories of goous, il has been generilly
recognized that export credil insarance should not exceed six
months for consuiner goods and raw  malerials, cighleen
months for durable corsumer goods and three years for light
capital goods such as agricultural machinery, large commercial
motor vehicles, lathes and generators.



similar terms, In 3 1956 memorandum to the Govern-
ment of the Federal Republic of Germuny, the Bund-
esverband der Deuatschen Industric (Confederation of
German Industrics) specifically recommended the crea-
tion of un institution similar to (e Export-tmport Banl,
of Washington 1o finance export credits with maturitics
vxeeeding five vears,

Businessmen i e countrics of continentl Lurope
decentuated their pressure m 1957 when the Lnited
Kingdom decided 10 expand the volume of long-teny
Hnancial assistanee tranted through e Machinery
provided for ip section 3 of the LAport Guaraigtecs
Act of 1949, which stipulites it funds ailoci ed
under this Progranime must be utilized for the purchase
of United Kingdom ¢oods ang servives. One year later,
the  United States, fearing increused Striaa on iy
freserves, decided that future Development 1oy Fund
louns and grans should, like the Jouns granted by the

be tied 0 specific

Export-Import Bunk of Washington,

purchases of American goods. Thus, exporiers in the
donor countries reccived a great deal of indireet Jinan-
cial snpport through tied development finance loans
grinted by their goy craments to foreigy buyeis.

This situation resulted in the first departures frons (he
Berne Union five-year understanding (the Union wus
notified of three such departures in 1957, four in 1958
and six in 1959), 1y 4 mimber of countries whose goy-
crnments werg unwilling or unable 1o provide develop.
ment loans — tied or witied — developing countrics
and whose Cxporters voere faced witly competition from
such loans, new interpretations of the five-year under-
standing were puy | rward, According 10 the mterpreta.
tion which hud the most fur-rcuching inplications and
which derived busically from the desire of exporters jy
other  countries 1o meet conpetition  from United
Kingdom und United States exporters who benetited
from the tied development oo granted by theyr
Governments o developing countrics, the Ine-year
understanding applicd only (o BuUorantees issued for
credits granged by the supplicr 10 he forcign buyer
upplicrs’ eredits): guarantees given for credis granted
directly by eredig nstitutions 1o buyers in daveloping
countries (buyers' credits or fimancial credits) 1o cnable
them to puy cash for the purchase in the credit supply-
ing country of heavy capital Loods necded for develop-
ment projects Ly outside the scopr of the understyng-
ing, particularly since such purchascs uswally involved
substuntial anjounts wltich could oy reasonably  be
expected to be reimbursed over five yeurs, in yjew of
the developing countries: finaccial situation and the
nwomed amortization period for such goods. As cun be
seen, this imcrprcl;uinn, motivated by the need 10 meet
competition arising fron, tied developinent loans, in-
troduced the concept of export eredits as a4 means of
providing aid o developing countrics. The subsequent
developnient of the “aid through tryde™ coneept led to
the issuance of sirLatees for suppliers credits in
elvess of five years granted in counexjon with the
exeeution of arpe-seyle projects in developing conntries

Since the end of the past decade., eradualiy increys-
in2 number of export credits huve thus been granted
and insured on terms and for purposes which hine
wnded to blur (he distinction hetweey trude and jid.
AS 4 result of this trend, the annyyg gross flow of new
euarantecd expont eredits exeeeding five years, us re-
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ported to the Berne Union, rose ra
cquivalent of $78 million in 1960 10 $709 million in
1963, The resuiting - complex situation  hays Jod to
growing coneern regiarding both the increasing external
debt burden of (e developing countries and the possi-
bility of trude distortion,

pidly from the

Tue exrorr FINANCING rrocESss
In the developed market economiey

As noted above, CXport ceredits for the purchase of
capital goods take two busic forms; supphiers’ crediis
and buyers' credits ((he latter ulso being reterred 1o gs
financia credits). Supplicrs’ eredits are pranted by
suppliers to buyers on 4 medium-term bysis (credits of
between one and five years) or on 4 lonz-term busis
(credits of between five and usually up to ten years).
Since few supplicrs selling on dclcrrv.d—puymcm terms
have sutticient fesowiees 1o bridge the eredit period,
Hiost of them finance the credits they haye granted by
Lorrowing from credit institution,” 7 e financing is
usually made availabje through advances aguinst pro-
INISSOry notes signed by the buyer or against bills of
exchange drawn on and aceepted by the buyer or the
discounting of these notes or bills. "I eredig institution
often refinances the credit it has finaned with an export
credit institution, special credit retinancing institution
¢r the centrui bank,

The finuncing of export credits depends in most cascs
on the issuance by an export credit Insdrance institution
of a policy providing protection 4ganst  commercial
and‘or hon-commercial risks. The insurance policy
issued in favour of the exporter and nssigned by him
to the credit institngion which finances the credit serves
as collateral for he credit, und s period of validity
generally determines the length of the credit, The credit
institution may request, as additio:y| collateral, o repay-
ment guarantee from reliable bunk in the buyer's
country; when deemeqd necessary, it muy ajso request 2
commitment from (he central bank of that country to
make foreign exchange availuble for the servicing of
the credit. Similarly, the CAport credit insurance ingtj-
tution may jtself fequest the repayment guarantee and
the forcign exchange commiinent a8 prerequisites for
the issuance of the inserance policy,

Although an insurance policy is usually accepted by
the credit institution as satisfactory collateral, expor
credit insurance does Nol represent comprchensive
cndorsement of the credit by the £Xport credit insurgnce
institution, The Buaruntee dovs not come into effect
automatically if the bilj are not honoured 4 maturity;
loss is not recognized and indenmified yygj) a ccrtain
period-usuully SIX months — hyg clapsed, and the
insurance policy does not generally provide for the pay-
ment to the credit nstitution of the interest that would
accrue between the maturity date of unpaid bills and
the settlement of the claims.” Loss nust result from one
of the causes sey forth in the insurance policy, which
does not include (e supplier's Tailure 1o comply with
the terms of the contract and may f4il (o include r.op-
acceptance of the 2oods by the buyer. Consequently.
an ordinary insuringe policy does not give export bills
the status “of gilt-edgcd aper, and crediy institutions
hegotiating them wi)f usuaily have recourse against the
supplier. The supplier may, however, be able to obtain




aon-recourse financing when the export credit insurance
institution gives the credit institution a direct guarantee
which, uniike ordinary credit insurance, covers non-
repayment for any rewson whatsoever.

Buyers® credits are grunted directly to the foreign
buyer by a credit institution or a consortium of credit
institutions in the exporting country in order to enabice
him to purchase capitai goods or services from supphers
in that country vn u cash basis, the government of the
exporting couriry guaranteeinyg repuyment urder the
omicial eaport eredit insurance scheme. Buyers' eredits
are relatively substantial, generally exceed five years and
ere granted in connexion with kirge-scale projects.

As a rule, commercial bunks have finunced shoit-
term supplicrs’ credits as part of their ordinary lending
husiness, but hiave been cither reluctunt to aceept the
burden of financing medium-term suppliers” credits and
loing-term export credits (suppliers’ credits and buyers’
credits) or legally prolubited from doing so. This situa-
tion is a corolary of the traditional attitude towards the
provision  of medivm-term and  dong-term  domestic
financing. ‘There hos generally been @ tradition of spe-
cialization, semetimes imposed by bunking laws and
repulations but generally dictated by accepted bunking
principles. which has tended to miintain (with a certain
amount ol vyeriapping) i distinetion between short-term
lending, carried out by commercial banks utilizing short-
term or sight deposits, and medium-term and long-term
lending, carricd out by imvestment banks or special
medium-term and long-term credit institutions utilizing
resources borrowed on the capitul markets, medium-
}cm& and long-term tiune deposits, and government
unds.

Only in those countries — primarily Switzerland, the
United Kingdom and the United States — where
money-markct resources have been deemed by and large
commensurate with the demand for medium-term and
long-term export credit financing have commercial
banks becn willing to provide such financing. * In these
countrics, with the exception of the United States, the
commercial banks arc further protected against possible
ligridity diflicultics by a commitment on the part of the
central bank to grunt them rediscounting facilities in
case of nced, or alter a given period. In certain other
countries, for ¢xample, Austria, France and italy, the
financing or refinancing of medium-term and long-term
export credits has been entrusted to existing medtum-
term and long-term credit tnstitutions of general com-
petence. 1n a number of other countries in western
Europe as well as in Canada and Japan, further spe-
cialization has taken place within the medium-term and
long-term field with the establishment of spectal tnstita-
tions for the purpose of providing medium-term and
long-term cxport credit financing, owing to the fact that
commercial banks have been unwilling to commit more
than a very safe proportion of their resources to such
financing, or to the absence of any credit institution
of general competence which could, by enlarging the

scope of its operations, assume responsibility in that
field.

3 Jn the Uniled Siales, most exports of capital goods in-
volving long-term credits are financed through the *project
and equipment loans” of the Export-lmport Bank of Wash-
ington and 1he development loans of the Agency for Inter-
national Development.
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In the centraliv plunned ccononties

In the centrally planned economies, a4 elatnely smiali
proportion of export raus it s mvohang el
voods is carricd out through purciy commcrad cradias:
most ol these transactions are coected thioash state
credit granted witiin the tromawork ot tilatcral con-
cramental agrecmonts, usialhy desnatad as coonome
co-operation agreements. Commercial export credits tor
the acquisiion of mechizery oad cquupment e as
rule granted by the torcizn tade oacations:
however, in certam countres wespocedly e ay and
Potund) some  indviadual dustial ctermses may
themsehves grant such credits divecidy 1o the buser. 1The
decision to supply the poods on credit 1 taken by the
foreign trade orzwizatons or industrid enterplises
concerned, sometiaies der prior consultavon with the
Ministrty of Forewen Trade, the coaial hank and or
other competent aathoiiiics.

The forcien trade organiczations are autoaomous
bodies which conduct ther commercenil activities arnder
their own namc, possess therr own tuids aad operate
on strict commercial principles; they usimlly speciahize
in particular ¢atevories of goods, The forcen trade
organizations of Czechoslovakia, Hangary and Polind
have estublished technical and supply oftices abroad,

The foreign trade enterprises muy finance the credits
tacy grant by borrowing from the coctrat baonk, the
foreign trade buank or a similer state credit institation,
In the case of capital goods, these credits e granted
on a medium-term or lons-terim basis, Medium terin
commercial export credits usuilly have neitunitics ol
between one and five years, while long-term commercial
export credits are granted for periods ranging from five
to cight years. The buyer is ususily requied o make a
down payment averaging iU per cent of the value of
the contract at the time of signature and a sumilar
payment upon delivery of the poods. Depending on the
type of equipment ard varions ceononiic circimstanees,
cach of these payments may be reduced to S per cent or
increased to as much as 30 per cent,

The guarantee of the government of the buyer's coun-
try or a reliable credit indtitution in that conntry is
very often a prerequisite for the granting of the com-
mercial export credit. A gold cliuse may be mserted in
the credit contr.act as a puarantee against the cilects of
devaluation and inflation in the buyer’s country. Fle
credits are usually repayable in the currency of the
importing country (which will be uscd to purchase local
commodttics), in convertible currencies or in goods
manufactured in the plants cquipped with the aid of
the credit.

EXPORT CREDIT INSURANCE

The factors which make selling abroud on deferred-
payment terms riskier than selling on the domestic
market on similar terms are well known. Reliable infor-
mation concerning prospective foreign buyers may be
hard to obtain, muking it difficult to assess their credit-
worthiness accurately. Supplicrs fear that, in case of
non-payment, it may prose complicated or costly to
press their claims in forcign courts, and that in the
buyer's country alica creditors may not always receive
the same treatment as do domestic creditors.




In addition 1o commercial risks (insolvency and
default of the buyer), external trade invohes important
fon-commerciul riskg ansing from ¢ven(s beyond the
control of both buyer and supplier. Losses nuy be
crused by political events such as war, rebeltion nd
CApropriation, by catustrophes such uy hurricaaes, floods
and carthquakes, and by monctary phenomeny such g
foreign exchange shortages and other transfer diflicu!-
ties. When such events occur before delivery of the
goods, they may prevent the buyer from fultiiling the
contract or make jt impossible o transport the goods
to their destination. When they oceur after delrery,
they may render previously sohent buyers insolvent or
prevent payment by solvent buyers.

1t has therefore been vonsidered necessary to provide
protecuon not only against commereial nisks, which
loom greater in foreign markets thap in the home
market, but ylso against the other risks peculiar to
CXxport trade, whicl ful outside the scope of the sup-
plicr-buyer relationship and may interfere with he pay-
ment or remittance of the sumg duc.

The vital importance of eXports to their economies
has, over the years, led the governments of i number
of countries 1o introduce cxport credit insurance g
part of their export pPromotion programmes, The expun-
sion of cxport trude, however, hys been sought for
different reasons g different cpochs, according to the
changing conditions upd requirements of the ceonomic
comjuncture. When CXport credit insurunce wag first
introduced for short-tenin supplicrs’ credits soon alter
the First World Waur, its main Purpose was to help
combat the then brevailing large-seale uncmployment.
During the nincteen thirties export credit insurance was
used with a view to mitigating the effects of the depres-
sion by helping to maintain certain flow of cxports
at a time when widespread murket dislocation, foreign
exchange crises and political instability were transform-
ing the conditions under which international trade had
previously beg s finunced, making it ditlicult for sup-
Pliers and bankers to continue to assume their tradi-
tional risk-bearing responsibility.

Inthe carly ninctecn fitues, with the Progressive shift
from a sellers’ nurket to g buyers murket and the
gradual change in the pattern of nternational trade
resulting from the cxpansion of capital goads exports,
export credit insurance was extended first to medium.
term supplicrs’ credits and then, towards the end of the
decade, to long-terim eXport credits (suppliers’ credits
and buyers’ credits). This enlargement of the scope of
€xport credit insurance has been accompanied by a
growing tendency to regard such insurance pot only
as a mcthod of promoting the developed countries’
exports of cupital goods and scrvices but also to a
certain extent as an mnstrument of thejr aid policigs,

While all the developed market cconomics have
established Cxport credit insurance schenies, the only
centrally planned economies operating such schemes iare
Czechioslovakiy and Hungary. The abscnee of insurance
in the other cemtrally planned ceconomies may be attrib-
utcd to the fact that in these ceonomices, export credits,
like domestic credits, are financed out of public funds.
Indeed, the muin purpose of the Czechoslovak and
Hungarian schiemes is understood to be 1o provide for
the spreading of the risks (through reinsurance on the
international market),

Each of these scnemes s administered by a depart-
ment of a state-owned general iasurance company, the
Stdtni Pojistor g (State Insurance Institute! of Czecho-
slovakia and the Allami Biztosits (Insurance Enterprise
of the State) of Hungary, These companics sre pot
members of the Berne Union but belong to a number
of intemational insurance organizations. (Both con)-
panics belong 1o the Intcrnational Union of Aviation
Insurers and the International Union of Murine In-
surers; m addition, the Czechoslovak company is g
member of the Internationy] Credit Insurance Associu-
tron,)

The duration of the nsurance avaifuble iy these two
countries conforms o deeepted internationg| commer-
cial standards for the ditferent categories of goods. The
maximum portion of he credit which can be insurced
is 90 per cent. in general, export eredit insurance js
sought only for transactions which ure not guaranteed
by a reliable bank in the buyer's country.

‘NTERNATIONAL CO-OPERATION AND THE PROBLEM oF
EXPORT CREDIT INSURANCE AND EXPORT CREDIT
TERMs

It is thought tha the Berne Union has on the whole
exerted a greater restraining influence on credit com-
Petition than might have been expected and “has been
of considerable value in keeping the extension of credit
within reasongblc bounds™, 4 However, in trying to
influence the international trade linancing pattern, the
Union has been handicapped by several factors, 1t is
an association of private, public and mixed autonomous
insurance nstitutions iy hich governments are not
otitcially represented. Is members conscquently find jt
dufticult to resist when their governments direct them to
insure transactions lor terms longer than those recom-
mended by the Unjon: at their June 1959 meeting, the
Union members confessed that they had been obliged
to violate the five-year usderstanding under pressure
from their governments, upon which they were depen-
dent for support.

The Union's power to ict etlcctively wag moreover
impaired from the outset by the fact thyt ¢xport credit
institutions in g number of industriyl countries which
controlled a relatively large part of the world supply of
capital goods were either reluctant to join it or were
willing to become associate members oniy: the Istituto
Nazionale delle Assicurazioni (ltaly) did not become
4 member until 1960, while the Export-Import Bank
o1 Washington (United States) became an associate
member in 1951 and dig not acquire ful) membership
until January 19625 | he Export Insurance Section of
the Ministry of Internationa) Trade and Industries of
Japan has pever joined the Union,

Furthermore, the Union's effectiveness has been
vitiated by the absence of 3 clear-cut definition of the
essential difference between ticgd development loans and
export credits in the syrig sense. The Export-lmport
Bank of Washington has been providing long-term tied
—_—

See Uniied Kingdom, Expo redj -
ment ECCD Serciy ot i1 05, Ghuraniee. Depar
I should be noted thyy 1he obligalions assumed by the
Expor-lmpon Bank of hngton as a fyy member of the
Bemq Union apply oniy 10 . il insurance frogramme with

the Foreign Credi) Insurance Associalion and ils bank guar-
antee programme.




loans since 1934, yet the possiblc influence of such
loans upon international compctition was not fully
assessed when the five-year understanding was arrived
at, because at that time international competition in the
capital goods scctor was not as intense s it subse-
quently became s a result of the increase in world
supplics of such goods. However, with the intensifica-
tion of international competition and the resultant
struggle to sccure markets it becane upparent that
cxporters in countrics providing ticd development loans
were in fact indirectly bencfiting from their govern-
ments’ development aid programmes.

The Bcerne Union has continually expressed its con-
cern at crecping competition in the export credit field
and recently stressed the need to establish a system of
international co-operation and co-ordination between
governments, declaring its readiness to help achieve
such co-opcration. Attempts to establish and maintain
orderly arrangements for the provision of export credit
insurance and export credits are under way at the
government level within the Furopean Economic Com-
munity (EEC) and the Organisation for Economic Co-
operation and Development (OECD). The International
Bank for Reconstruction and Development, in response
to a request from the United Nations Confercnce on
Trade and Development, ® is currently seeking possible
solutions to these problems. purticularly in terms of the
resulting debt servicing burden of the developing coun-
tries.

The Council of the Europcan Economic Community
has cxpressed its interest in export credit insurance and
export credit problems under the terms of article 112
of the Treaty of Rome dealing with the harmonization
of national schemes of export aid, and has taken steps
aimed at avoiding disruptive conipetition. On 27 Sep-
tember 1960, it cstablishcd a special body called the
Groupe de coordination des politiques d'assurance-
crédit, des garantics et des creédits financiers (Co-or-
dinating Group for Policies of Crcdit Insurance Gua-
rantees and Financial Credits). The Co-ordinating
Group was entrusted with the following tasks:

*“To formulate suggestions with a view to har-
monizing among Member Statcs, to the cextent that
is within their power, conditions for export credit
insurance, financial credits and investment gua-
rantees, taking into account, in the case of export
credit insurance, the Berne Union understandings and
the work carried out in this ficld by institutions in the
Member States.

“To seek ways of promoting the multilateral
utilization of the financial resources placed at the
disposal of dcveloping countrices.

“To encourage the exchange of information and
consultations on all problems falling within its com-
petence. . .”.

The Co-ordinating Group has worked on three levels,
namely, increased co-ordination among members
through prior consultation, harmonization of export
credit insurance terms and conditions and formulation

G See Proceedings of the United Nations Conference on
Trade uand Development., Volume 1, Final Act and Report
(Unitled Nations publication, Sales No.: 64.J1.B.11), annex
AlV.14.

TJournal offic;+l des Conomunautés européennes, 27 Octo-
ber 1960, p. 1340, 60. (Unofficial translation.)
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of a common policy. However. its efforts to influence
the export credit race have not had the expected ctfect,
owing mainly to the fact that a number of mportam
export eredit supplying countries are not members. of
the European Economic Community,

The Organisation for Economic Co-operation and
Development has continued and expanded the work
of its predecessor, the Orzanisation for European Feo-
nomic Co-operation (OEEC) in the field of export credit
insurance. In 1962, the OECD Trade Committee on:
trusted the examination of cxport credit nsurance and
cxport credit policies to a special intergosernmental
panel on export credits and export credit guarantees,
which met in 1962 and 1963, and recommended the
establishment of a permuncent Group on Export Credits
and Credit Guarantees. This Group, which was sct up
in November 1963, is composed of scnior government
oflicials with a mujor responsibility in the formulation
of policies in the ficld of cxport credit insurance and
forcign trade, who ure advised by senior oflicials of the
export credit and export credit insuriunce institutions.
Its terms of reference state that:

“regular confrontations on the policies pursued by

the Governments of Member countries in the fickl

of export credits und credit guarantees are to be
pursued with the general objectives of evaluating
these policies. determining the problems which arise
and resolving or mitigating these problems by mutti-
lateral discussion. Further objectives should be te
aim, on the expericnce cquired from the confronta
tions, at working out common guiding principl.s,
considering all possibilitics of improving co-operation
between member countries in this field by such micans

as prior consultations, prior notification and/or a

question-and-answer procedure, or by other suitable

means”.

The major problem which the OECD Group on
Export Credits and Credit Guarantees has studied has
been that of controlling eredit competition with regard
to credits cxceeding five years. One of the proposals
designed to solve this problem would strengthen the
Berne Union “question and answer” procedure by set-
ting up a system that would be binding on governments
for the exchange of information on the credit terms for
which oflicial support is available for contracts in nego-
tiation. Prolonged and serious consideration has been
given to the adoption of this system, though final agree-
ment has not yet been reached.

The strengthening of the question and answer proce-
dure would permit the fair application of the matching
principle, but only to a certain cxtent, since the impos-
sibility or difliculty in somc instances of obtaining
financing to match the maturity offered by competing
suppliers would still leavc suppliers in certain countrics
at a disadvantage; furthermore, it might not succeed in
completely preventing trade distortion arising from long-
term export credits, since there is a strong possibility
that some buyers — cspecially the less experienced ones
— might still be influenced by the availability of ong-
term credit maturitics rather than by price, quality
or specd of delivery. While it can he argued that tied
dcvelopment loans do not cause harmful trade distortion
when they arc granted at costs well below the murket
rates and for periods which few if any supplicrs would
consider matching, there is serious fear that the granting



ta foreign buyers of ¢xport credits in which the distine.-
ton between ajd and trade characteristics is not fairly
evident might exacerbate biluteralism i international
trude and create abtiormal trade mosements,

A proposal to separate commerciyl export credits
from wid credits by a system based on the length of
the repayment period has been Juid before the Group
by the Netherlunds delegation, According to this pro-
posal. a “neutral yrey™ . in which no credi isurance
ould be availuble — would be estublished to scparate
the mavimum maturity of export eredits (for example,
en yeurs) and the minimum maturity of aid credits
(for example, fifteen years). Thus aid-motivated opera-
tions would be clearly sepurated from trade-motivated
transactions and, cven it aid-motiviated eredits continucd
to be tied to procnrement in the donpor countrics, their
trade distorting ¢ffect would be less serious than that of
trude-motivated credie, on non-commercial terms,

Exrort CREDITS A4 A MEANS QF FINANCING ECONOMIC
DEVELOPAN NT IN DEVELOPING COUNTRIES

While the normy function of export credits is to serve
48 an instrument for financing intern wtional trade, me-
dium-term arg espectully long-term eyport eredits have
tievertheless become i Importint source of external
financing for developmient projeets in developing coun-
trics. 1In 1962 and 1963, the amount of net government-
suwaranteed medinm-term gnd long-term export credits
granted 1o developing countries by OECD members
amoanted to slightly Iess than $500 million, compared
to an annual pet average of $400 million (consisting
mostly of medium-term credits) during the 1955-196()
pertod and un annug) net average of S200 million (con-
sisting of medium-term  eredits only) during the 1950-
1955 period, * I 1964, nct Lovernment-guarantecd
medium-termy gng long-term Cxport credits granted o
developing countrics by the Development Assistance
Committee (DAC) members (which it thay time con-
sisted of OECDH members minus Sweden and Switzer-
land) amounted 1o $744 million, fepicsenting alimost
25 per cent of the desregate net flow of privage capital
to those countries ;nd over 8 per cent of the total net
flow of financig) resources from DAC members to those
countrics, " However, the percentages for all DAC mem-
bers except the United States were in most cascs very
much higher.

In this connexion it should be noted that in Canada,
where long-term ¢Xport credits are financed exclusively
out of public funds, such credits accounted for about
onc third of the “toty] oflicial Canadian yid cffort for
1964-1965", 10 Siilarly, in Japan, where 3 government
ageucy finances the bulk of export credits out of govern-
ment funds, export credits account for a very high pro-
puartion of Jupan’s outstanding overseas loans and
—_—

* Orpanisation for Furopean Economic Co-operation, The
Flow of Finandial Resowrees to ¢ VUNtries in course of Econo-
e Development, 1956. 1959 (Paris, 1961), and Organisation
for Feonamic Co-operation and Dcvelupmem, The Flow of
Finuncial Revourees to Less Developed Countr.es, 1956.1963
(Paris, 1964,

¥ Orvganisation for Economije Co-operation and Develop-
ment, Development Asistanee Efiorts any Policics, 1965 Re-
view, Repors of the ¢ hairman of the Dm'«'/npmenl Assistance
Committee (Paris, 1965).

1% Canada, External Aid Office, 4 Report on Canada's Fx-
ternal Adid FPrograms, June 1965, p. 3.
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investments. According to the Jiapanese Ministry of
Finanee, outstanding export credits dacecounted for 54.2
per cent of outstanding Japiunese overseas louns and
investments us of 3] Deeember 1962, 11

Conci usions

While it may be desirable to re-establish the distine-
tion between aid eredits proper and export eredits, :n
over-rigid approach might impede the developmient of
the developing countrics and humper the growth of
international trade, which would in turn slow down
cconomic growth in the dey cloped countrics themscelves,
The widespread concern felt among cxporting coun-
trics regarding “unfair competition™ in the provision of
Cxport credits and it degeneration into g “disruptive
race” cannot be isolated from the broader problems
arising from the fact that the total volume of capital
currently being made available to developing countries
is already inadequate to ineet their financial require-
ments.

The scarch for a solution to Cxport credit competition
must be undertaken with reference 10 the aceepted need
for a sustained and indecd increasing net flow of
financial resources into developing countrics, Although
these countries arc making great efforts to expand their
¢xports and to develop import substitutes, it would
appear that in the foresceable future their minimugmn
investment programmes will continue to cxceed their
capacity to carn and siave, espeeially foreign cxchange,
and that an increasing flow of *Xternal financing wil)
remain essential to the fulfilment of cven these mini-
mum programmes. No matter how scrious the limita-
tions of export credits may be as g means of financing
cconomie development, in terms of their inappropriate
maturitics, high cost and sometimes cven the over.
pricing of the goods, they have nevertheless, as shown
by the figures given. become un important source of
external finareing for developing countries,

If it is therefore intended that total flows should not
diminish, so that the growth of the developing countries
and of internationg] trade nced not be retarded, re-
straints on the granting of fovernment-guaranteed export
credits would rresumably be compensated by an jp.-
crease in the volume of aid credits or associated with
the provision of other forms of long-term financing, 12

The fact is that a number of developed countrics look
upon medium-term and long-term Export credits as a
major means of assisting the developing countrics and
find it easier to grant cxport credits than aid credits,
because in their view cxport credits —.- particularly
long-term  credits — have growth stimulating effects
which beneft thejr own domestie cconomies as well ag
aid features which benefit the developing countries, Any
measures by the developed countrics which would sub-
stantially reduce the over-all flow of financial resourecs
to developing countrics would also reduce the flow of

W Asahi- Shimbun (Tokvo), 9 March 1963,

2 For example. 1he possibility wag fecently adumbrated of
long-term borrowing by the developing countries, outside the
conzested  channels  of private capital market floatations,
through direct plicement wirh semi-public or publicly con-
trolled financial institutions i the developed countries, See
“Regional developmem finan. ng” report by Henry §. Bloch
to the United Narions Trade und Development Board (TD;,
B/AC.4/R.3), chapter 2, Pages 24 ff,




their eapital goods exports, and are thus likely to appear
as unattractive to the fatter as to the former.

An increase in aid credits or the provision of alterna-
tive forms of financing whose repayment pericds would
be more appropriate for cconomic development pur-
poses than those of even medium-term and long-term
export credits might also help alleviate the cxcessive
debt-service burdens of developing countries, which in
recent yeurs have aroused fear of spreading liquidity
crises. This problem of indebtedness arising from export
credits has two main aspects: costs and maturities. The
cost of export credits remains relatively high, and the
longer the maturity the heavier the totul interest burden.

In some countries (Austria, France, ltuly, Japan and
the United Kingdom) government faeilities in the form
of finaneing or refinancing funds and/or interest sub-
sidies make it possible to offer export eredits in excess
of five years at interest rates lower than market rates,
but since such facilities, while falling within the frame-
work of ecxport promotion programmes, are often
granted for the purpose of assisting developing coun-
trics, they confer upon these eredits a certain aid cha-
racter which may be considered as susceptible of having
a trade distorting effcet. On the otlier hand, abnormally
low export credit interest rates might reduce the eom-
mereial banks’ willingness to commit their own funds
to export financing and might therefore result in
reduced commereial bank participation in export financ-
ing or in pressure on central banks for incrcased
refinancing facilitics. The question of export credit
interest rates might be profitably examined at the inter-
national level. In particular, it might be worth whilc to
study the possibilitics and cffects of generalizing the
system of subsidized export credit interest rates. Pro-
gress in that direction would undoubtedly be welcomed

y developing countries, although it could not constitute
a substitute for directly increasing their purchasing
power by increasing their own export earnings.

Expoii credit maturities have been lengthened in
order to meet competition arising from tied development
loans, and this process has been facilitated by the
absence of standards generally accepted as appropriatc
for capital goods amortization in developing countrics.
Further lengthening would do little to allevinte the
external debt-service burden of the developing countries,
unless the maturitics were geared to the pay-back period
of particular projects and to the balance of payments
prospects of the importing country, that is, unless export
credits were granted with maturities that would assi-
milate them all but completely with aid credits.

There remains then a gap between the capital goods
requirements of developing countries and the volume of
such goods they can soundly acquire through ¢xport
credits on the one hand and export earnings, aid credits
and grants on the other. Even where aid credits can be
expanded beyond what might otherwise be offered, by
tying them to procurcment in the grantor country, there
arc rather severe limitations both on the additional
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amounts which can thus be made availuble and on the
nct bencfits which such tied aid brings to the developing
country. Morcover, whatever the motivation of the ted
aid credit offer, its cilect is unamvoidiably to add unother
dimension to the use of credit maturities as an element
in the competitive race among capital roods oy porters.

As has been seen, the problems which huve wisen
from the prevanling system of financine inteimational
trade in capital goods - maily over-indebtedness of
the developing countrics on the one hand and possible
trade distortion on  the other —are highly complex,
The experience already acquired in attempting to cope
with these problems would tend to indicate that the
developing countries’ nced for an expunding inflow of
capital goods is well matched by the developed coun-
tries’ interest in expanding their sales of these goods. A
workable solution to these problems would thas have
to encompass all substantial export credit suppliers from
among both western and eastern countries as well as
thed_countrics importing capital goods under such
credits.

The export promotion value attached to export ciedit
insurance and export credit schemes in developed coun-
tries has aroused the interest of developing countrics in
the possibility of using them for promoting their own
exports, with a view to accelerating their industrializa-
tion programmes. The increase in their capacity o
export industrial products had led some of these coun-
trics to contemplate introducing export eredit insurance
and such schemes have now been institutionalized by
the Governments of Brazil, India, 1sracl, Mexico and
Pakistan. The Inter-American Development Bonk has
initiated a scheme for refinancing export credits granted
in member countrics for intrarcgional sales of capital
goods. The growing interest of the developing countrics
in this subjeet and particularly in the possibility of
international arrangements for the provision of export
credit insurance has also been manifested in a number
of international bodies, including the United Nations
Conference on Trade and Development ' and the Inter-
American Development Bank. '* There is thus a grow-
ing need for systematic study of the problems and possi-
bilities of export credit insurance and cxport credit
schemes at both the national and the multinational,
especially regional, level and of their possible contribu-
tion to the promotion of exports from the developing
countrics. Such study may well start from an analysis
of the methods and effectivencss of the existing schemes,
as a basis for their possible improvement and their
adaptation to other countrics and regions.

i Proceedings of the United Nations Conference on Trade
ard Development, Volume I, Final Act and Report, annex
AlV.14

14 See Inter-American Development Bank, Credit Insurance
and the Promotion of Latin American Exports (Washington,
D.C., March 1965), puge 3.







INTRODUCTION

1. Since the end of the Second World War, the industrialized countries’ desire
to promote their exports of capital goods, combined with the inadequucy of the
developing countries’ capacity to import capital goods for their expunding develop-
ment needs, has resulted in profound changes in the methods by which interna-
tional trade in such goods is financed,

2. External financing for the purchase of capital goods needed in developing
areas had formerly been obtained through long-term borrowing on the world capital
markets or through direct investment by foreign enterpriscs. Even before 1939,
however, the capital markets had become largely closed to the developing countrics,
and it is unlikely that they will reopen to them in the near future. Direct foreign
grivate investment underwent a period of rapid growth during the nineteen fiftics,

ut has lcvelled off since the beginning of the present decade and scems unable to
meet the developing countries’ development needs. Additional long-range financing,
some of it on grant or concession terms, has been made available through bilateral
and multilateral programmes, but has not been able to keep pace with the cnormous
expansion of th. demand for financing for the acquisition of capital goods resulting
from the implementation of major development programmes in all the developing
countries and especially in the newly independent countrics.

3. In their search for alternative sources of funds, the developing countries
have come to look increasingly to the suppliers of goods to arrangc the nccessary
financing. In this process, conventional short-term export credits have gradually
been forced into medium-term and long-term forms. The evolution of this process,
the v&ohiems it has raised with regard to international trade and the economic
development of the developing countries, and the scarch for solutions to those
problems constitute the subject of this report.




Chapter 1
THE PROBLEMS AND THEIR SET/ING

ARRANGEMENTS FOR THE FINANCING OF INTERNA- mestic transactions, In October 1950, the Belgian
TIONAL TRADE IN CAPITAL GOOLS IN THE INMEBDIATE Institut de réescompte et de garantic carmarked B fr
POST-WAR PLRIOD 800 million for the financing of suppliers’ credits of

up to five years. In Deceember 1950, the Japaness

Government established the Export Bank of Japan 1 1o

finance suppliers' credits of between six months and five

years. In 1952 the United Kingdom extended the maxi-
mum export eredit period for transactions with buyers
outside the sterling arca to three years, or, in the ease
of exports of nutionyl interest, to four or live years;
prior to that time, credits exceeding six months for such
trunsuctions had been subject to the approvul of the

4. In the sellers' macket which characterized the
period immediately followir, the Second Wurlc} War,
most exports of capital goods ¢ credit were carried out
within the framework of bilatcral payments agreements,
which, because of the shortage of interuation:) rescrves
of gold and convertible currencics, hud become the basic
instrument for the finuncing of trade among non-dollur
countries, These dgreements were usually negotiated for
periods averaging one to thiee years, qnd provided for Foreign Exchange Contro| Commission, - and half the
swing credits 1o cover bh""',“',r.m trude ‘Ilu'c‘tuuuunsi. contract price had hud to be paid within six months ang
All butances in cxcess of the swing credits were to be rest within two years. In ltaly, Act No. 955 of 22
settled immediately or withiy stipulated period gene- December 1953 introduced 3 financing system for
rally ranging from three months to one yeur. Despite the supplicrs’ credits of between one and five years, the
explicit provisions relating to (he settlenient of such granting of whieh was entrusted to the speciajized insti-
bagmces, however, the crcd'imr cmmlrigs in several in- tutions engaged in the ranting of medium-term anq
stances found theniselves obliged to permiit the accumula- long-term - domestic crcgit. Four to five years thus

tion of large bulunces in cxeess (.)f the swing cg'cdi.ts becume a gencrally accepted maximum maturity for
initially agreed upon and, finully, in order to maintain

4 normal fiHw of exports they had no alternative bu ~ Medium-term sup P Iic.rs’ eredits, .
{() negotiate consolidation ;mrccn;cms rescheduling re- 7. The organ'lzm.lon of financing Systems for me-
aymeut of these short-term debts over 3 longer pericd,  dium-term suppliers’ eredits was accompanied by the
K‘ominul short-term credits thus evolved jng, de facto  EXtension to medium-tern) Supplicrs’ credits of export
mediuni-term credits credit insurance, originally introduced after the First
) World War for short-term suppliers’ credits (credits of
THE  orGANIZATION oOF FINANCING s¥sTEMS FoR  UP 0 one year), In this W&y» a number of governments
MEDIUM-TERM SUPPI IERs: CREDITS sought to transfer ;raduall'y'an mereasing share of the
responsibility for the Provision of export financing to
5. The accumulation of commercial arrcars and the supplier, or rather, in view of the latter’s normaj
their subscquent rencgotiation proved unsatisfactory to reliance on bank eredit, to the commercial banks, Ex-
both ereditor and debtor eountries, Suppliers were eon- porting countrics became increasingly rcluetant to con-
fronted with liquidity problems angd the prospect of clude bilatera} dgreements providing for the granting
exchange losses, while their governments, fucing balunce of global governmental credit Jines prefening agree-
of puyments ditliculties, were obliged to commit funds ments stipulating that they would not oppose, or would
abroud for periods far exeeeding those originally agreed actively favour by Providing credit insurance, the grant.
upon. For the debtor couutries, debt rencgotiation often ing by supplicrs of medium-term export credits.
led to a lowering of their credit rating and a conscquent
increase in the cost of new borrowing. This situation THE FEAR OF A CREDIT RACE AND Ty BERNE Union

hastened the transition to organized financing systems FIVE-YEAR UNDERSTANDING
for medium-term suppliers’ credits (credits of between Th : .

" . . . ressure on th bo
one and five years), sinee centryl banks became increas- 8 ¢ Pressure on the Supglier to provide both

ingly unwilling to eontinye financing the dccumulation ﬁoods and capital or to frrange for the financing of

of commercial arrears, . :: dtﬂ,fe:ctg:%‘em,y led to an over-emphasis of the
6. At the beginning of 195¢), the Bank Deutscher might be willj

[.ﬂﬂd\.‘l" of the chcrul chublic of (}crmany PlilCCd a quamy in thCil" endca\'our to sccure more advantagcous
Such terms beeame in fact increasingly

rediscount line of PM 400 million, deriveqd froin Furo- credit terms,
available as the sellers’ market for capital goods grad-

pean Recovery Programme counterpart funds, at the
disposal of the Kreditansal fiir Wiederaufbay' for the ually developed into 5 buyers' market as g result of

finuncing of suppliers® credits of up to four years, In

March of the sume year France organized 3 financing ; Lursuan 10 an amendmen of 1 April 1952, the scope of

system for suppliers” credits of twWo to five years based the Bank's ACUVIly was expunded to cover import financin

rs , - and ils name wys changed 10 the Ey rt-
on the existing scheme for finaneing medium-term do- Japan, g portimport Bank o







the recovery of the economics of western Europe and
Japan. The export credit insurance institutions in the
major cxporting countrics, foreseeing the possibility of
a credit race and fearing its conscquences, organized
through the Berne Union, © the international association
of credit insurers, dircct exchanges of views lcading to
concerted action relating to the duration of export credit
insuranice cover, which determined the duration of cre-
dits. In 1953, they rcached an understanding that
export czedit insurance should not exceed five years for
heavy capital goods.® They also agreed in another
understanding that buyers of capital goods should make
a reasonable down paynient before or upon delivery of
the goods.

THE PROBLEM OF EXPORT CREDIT INSURANCE AND
EXPORT CREDIT TERMS

9. The five-ycar understanding was based essen-
tially on a consensus among export credit insurance
and export credit institutions that credits excecding
five years, whether for domestic or cxport transactions,
were morc in the nature of investments than commzrcial
operations; it was thought that buyers should not be
allowed to sprcad instalments over a period cquivalent
to the expected duration of the equipment but should
repay in a much shorter time, using undistributed profits,
cash flow from depreciation allowance on previous
investments and funds carmarked for dcpreciation
allowance, or capital asscts replacement in relation to
the new investment.

10. It is true that it may be possible to pay back
credits for certain types of capital goods in less than
five years, but the repayment of credits for the establish-
ment of large factories may need to be spread over a
much longer period. Moreover, the capacity to repay
within a given period dcpends to a significant extent on
the circumstances and degree of development of the
importing country: for example, a project that would
have a four to five ycar pay-back period in a devcloped
country may have a much longer pay-back period
in a devcloping country, although the monopolistic or
semi-monopolistic market conditions for certain pro-
ducts prevailing in some dcveloFing countries might in
certain cascs make it possible for plants there to %?
back the capital invested in a relatively short period.
The five-year limit may prove inappropriate not only
at the micro-economic or corporate financing level but
also at the macro-economic level, that is, in relation
to the foreign cxchange ecarning capacity of the im-
porting country. From the latter point of view, the
export-increasing and import-saving effects of the con-
templated project are the main criteria for appraising
the appropriateness of the maturity of the financing
to be provided.

11. In countries facing exchange problems the
granting of import licences for machinery and equip-
ment may be conditional upon the supplier agreeing
to accept deferred-payment terms which would ensure
that reimbursement would not impose an undue strain

2 See chapter 1V.

4 As regards other categories of goods, it has been generally
recognized that export credit insarance should not exceed six
months for consumer goods and raw materials, cighteen
months for durable consumer goods and three years for light
capital goods such as agricultural machinery, large commer-
cial motor vehicles, lathes and generators.

on foreign exchange reserves. For example, in Argen-
tina licences for imports of cupitul goods involving
sums excecding $100,000 ure grunted only if the
importer can obtain from the supplier credit terms
exceeding five years, according to the following mandu-
tory schedule set in December 1964 by the Central
Bank of Argentina:
Credits Moty
(doliurs) ’ BT
Under 5,000 . Cash
5,000 - 20,000 2
20,000 - 50,000 . 3l
50,000 - 100,000 . 4
100,000 - 200,000 . 5
200,000 - 500,000 6
500,000 - 1,000,000 7
Over 1,000,000 (AL Jeast 7) (AL least 2)
12. In India, import licences for equipment and
machinery involving sizable sums of forcign exchange
are issued only for transuctions with countrics which
have granted long-term credits or provided long-term
credit insurance for cxport credis o the Indiun
Government within the framework of bilateral agree-
ments, or which huve granted a private Indiun buyer
appropriate deferred-payment terms under which re-
ayment is likely to start alter ten yewrs. Otherwise,
ndia issucs import licences only for ¢.quipment and
machinery which involve small sums of forcign exchange
and will savc or earn foreign exchange in a relatively
short time.

TIED DEVELOMENT t.0OANS AND DEPARTURES FROM
THE BERNE UNION FIVE-YEAR UNDERSTANDING

13. The threat of a credit race, which the Berne
Union five-year understanding was designed to arrest,
was due less to exporters spontancously making
generous credit offers as part of an aggressive sales
policy than to the developing countries’ pressure — in
the prevailing buyers’ market — to obtain credit matu-
rities more compatible with their development nceds,
their tempo of growth and their existing and potential
external resources. The widespread demand in devel-
oping countrics for credits cxceeding five ycars was
bound to influence the medium-term cxport financing
process, but it is unlikclg that this process would have
changed so rapidly and so significantly without the
emergence of an increasing tcndency on the part of
bilateral aid supplying countrics to tic their development
loans to procurement from national supplicrs. In 1963,
the Chairman of the Developnient Assistance Com-
mittee (DAC)* of the Organisation for Economic Co-
operation and Development (OECD) was to point out
that about two-thirds of the bilatcral aid extended by
DAC countries was subject to procurement restrictions,
and to observe:

“The various circumstances which have prompted
individual countrics to tie their aid include balance
of payments difficulties and the undcr-utilisation of

4 The Development Assistance Committee was established
in January 1960 for the Furposc of co-oruinaling and im-
proving the effectiveness of bilateral development aid. DAC
member countrics now include: Austria, Belgium, Canada,
Denmark, Federal Republic of Germany, I'rance, ltaly, Japan,
Netherlands, Norway, Portugal, Sweden, United Kingdom and
United States.



resources and unemployment in particulur industrics
andarcas. Other Feton which hive exerted an
influence are the o sire of the donor povernment 1o
be Tally identitied with the project it has finunced
iand the desire to promote exports. both direetly il
indircetly. Some  countrics chiim that they “must
tic aid o protect their trade against procarement
restrictions on the Part of other donors, The offeet
of tying on public opinion and politicat sentiment i
also considered by nemy DAC Menibers to be
pariicularly importaat, 1 fact, it has heen strongly
argued that popular ;nd parlizimentary support Jor
Toreign assistance prozramnies is greatly strengthened
when the assurance can he given that cmployment
is provided by the prosramme and such i assurance
can-only be given if uid s tied, Thus, it is felt by
some countries that tying enables them to reach or
maintiin a volume of i greater than would other-
wise have been possible,”

14, From the thid-nincteen fifties onwards. exporters
in almost all western Furopean countries began exerting
pressure on their governments to provide export credit
insurance for periods in exeess of five years, ‘The reason
geoerally advimced was that the Expore-lmport Bank
ol Washington, through its long-term project and equip-
ment loans granted direetly to buvers in developing
countrics, was in fact enabling Aniericun exporters to
sell on termis which Furopean suppliers could offer
only if they could obtain long-term export credit insu-
riance which would cauble them to secure bink financing
on simikir terms. In 5 1956 memorandum to the Gov.
crment of the Federyl Republic of Germuany, the
Bundesverband der Deutschen Industrie (Confederation
of German Industrics) specitically  recommended the
creation of an institution similar to the Export-lmport
Bank of Washington 1o finance export credits witly
niaturitics exeeeding five yeurs,

IS, Businessmen i the countries of continentyl
Europe aceentuated their pressure when in 1957 he
United Kingdom  decided o expand the volume of
fong-term financial issistance Lrnted through the machi-
nery provided for in section 3 of the Export Guarantees
Act of 949, which stipulates  that funds allocated
under this programme must be utilized for the purchase
of United Kingdom goods and services, One year later,
the United  Sttes, fearing inercased striuin on ts
reserves, decided that, in future, Development Loan
Fund loans und grants should, like the founs granted
by the Export-lmport Bunk of Waskington, be tied to
specific purchases of Amcericyn goods, Thus. exporters
in the donor countries received a great deal of indireet
tinancial support through tied developmient loans granted
by their governments to forcign buyers,

16. ‘This situation resulted in the first departures
from the Berne Union five-year understanding (the
Union was notificd of three such departures in 1957,
four in 1958 und six in FOSOY. In o number of countrics
whose  governments  were unwilling  or unable to
provide development louns —- tied or unticd — to devel-
oping countrics and whose exporters were faced with
competition from such loans, NeW interpretations of

COvpanisation for  t'conomic Co-aperation and Develop-
menl, Doveloprient Asistince Filors and Policics, 1963 Re-
view, Report of gy, Chlidirman of the Developient Assise-
ance Conmmitrce 1 Paris, t963), pary. 82

the five-year understanding  were put forward, Ac-
cording to the interpretation which had the most far-
reaching impleations and witich derived basically from
the desire of exporters in - other countries tg mect
competition from United Kingdom and United States
exporters who benefited  from the tied development
loans granted by their Governments o developing
countrics, the five-yeur understanding applicd only o
guarantecs issucd tor eredits granted by the supplier
to the buyer (suppliers' credits): guarantees given for
credits eranted by eredit mstitttions direetly to buyers
i developing countries (buyers’ credits or financial
credits) to enable them o pay cash for the purchase in
the credit supplying country of heavy  cupital goods
needed for development projects fay outside the scope
of the understanding, particulurly since sueh purchases
usually involved substuntial dmounts which could not
reasonably be expected to be reimbursed over five
yeuars, in view of the developing countries’ financial
sitwittion and the norma| amortization period Tor such
goods. As cian be seen, this interpretation, motivated
by the need to ment competition arising from tied
development loans, introduced the concept of cxport

credits us o mceans of providing aid to dcvcloping,

countries, The subsequcent development of the “aid
through trade” concept was to Iead to the issuance
of guarantees for supplicrs’ credits in excess of five
years granted in connexion with the exceution of large-
scale projects in developing countries,

17. Another interpretation designed to soften the
five-year limit reluted to the starting point from which
the five yeurs were 1o be counted. The failure of the
original understanding  to specify  the starting  point
from which the live years should be caleulated made
it possible to count the five years from the time of
delivery of the Jast rart of the order, thus stretching
maturitics to seven or cight years, sinee onc to three
years might elupse between the first und last deliveries.

18 By 1961, departures from the five-year under-
stunding had become so frequent and maturitics had
been stretched so for (somcetimes up to ten yueirs after
delivery of the tst part of the order) that “the Berne
Union  was obliged to muake 4 formal  recommen-
dation to members in that connexion and to issue a
precisc definition of the starting point: in the case of
capital  goods consisting of individug| items urable
in themselves (for example, locomotives) the starting
ot for single shipment was to be the date when
the buyer took physical possession of the goods in his
own country, und, when the order consisted of several
shipments, ‘the “mean date’ of (he dates when the
buyer took physicul possession of the first and Jast
shipments; in the cuse of capital equipment for complete
plants or fuctorics, the starting point was to be the
date when the buyer took physical posscssion of all
the equipment (excluding spare parts) supplied under
the contrict; in the cyse of constructioa or installation
contracts. the starting point was to be the date when the
seller had completed the construction or the installation
of the plant. In the case of such construction or insta}-
lation contructs, Buarantees could also ryp for six
years from the date when all the equipment (excluding
SPAre - parts) was  delivered to the site, However,
Union members were: vxpected to report credits, even
if they were shorter than five yeurs from the date when




the seller had completed the construction or the instal-
lation of the plant, if the credit exceeded six yeurs
from the dute when all the equipment was delivered
to the site.

19. In their desire to mect the competition which
they considered arose from tied development foans,
which made it possible to disperse with a down pay-
ment by the buyer, certuin countries also devised a
new interpretation of the Berae Union understanding,
that, in transactions qualifying for ¢xport credit insu-
rance, the buyer should make an appropriate down
payment. Originally, this had been taken to mean a
minimum of 20 or exceptionaly 15 per cent of the
value of the order contract, but in the late nincteen
fifties certain countrics began to accept much smaller
percentages. In the pas. few years it has cven become
possible, in certain instances, to insure credits granted
to foreign buyers to cnable them to finance the down
payments required in the export contracts and local
cxpenditures incurred in connexion with the installation
of the equipment purchased, such as the exccution of
¢ivil engineering works by local contractors or the
purchase of necessary supplementary materials  or
cquipment produced by local firms.

THE EXPORT CREDIT RACE: REVIEW OF GOVERNMENTAL
ACTION

20. 1In 1958, the Government of the Federal Repub-
lic of Germany was authorized by the Budget Act of
that year (continued in force by subsequent Acts)
to grant guarantees for “finuncial credits™ to foreign
states and enterprises on condition that those credits
were used to finanee projects involving the purchase of
Federal Republic capital equipment with a minimum
valie of the equivalent of $1.2 million which duserved
special support or werc of particular interest to the
Federal Repuhlic. The guarantecs could he granted
for credits tied to the purchusc of Federal Republic
goods, for untied credits and for credits designed to
cnable countrics faced with payments difliculties to
consolidate existing debts and arrange a more con-
venient repayment schedule.

21. In July 1959, in Canada, section 21A was
added to the Export Credits Guarantee Act of 1944
in order to empower the Export Credits Insurance
Corporation (ECIC). the government agency which
administers the Canadian cxport credit insurance
scheme, to provide, when authorized by the Governor-
in-Council, long-term cxport linancing for sales of
capital gonds and related encineering and technical
services. According to the ECIC, the purpose of section
21A is

“to give encouragenent and assistonce to enterprising

Canadian exporters of capital cquipment who develop

business possibilitics abroad. Through these fucilities

exporters who can meet international competition in
terms of price. guality and deliveries, are afforded
the opportunity of competing in terms of credit as
well. Section 21A financing is u uscful form of
capital assistance for cconomic development in
recipient countrics, but it is not intended as an
instrument of Canadiun foreign aid. Accordingly.
while the terms of Scction 21A credits match inter-

national financing terms for viable projects, they are
not intended to mateh aid-tvpe financee Gtbies™
220 b France, the [ oi de fhiances rectiinoative pour
1960 of 13 August 1900 authorized the Mumster ot
Fimmee and Economic Atlairs tosrant oans o the
Cradit national, which already refirnced medm terin
suppliers” credits, noorder to caaple that wstitution
to relinanee Tong-tam supplicrs” eredits. s When the
Credit national obtained funds for that purpose by
borrowing on the market. this Act authonzed the
Minister to cover the difference between the nterest
rates paid by the Credit national on its Porrowing opeia
tions and the proerential interest vate charead o
its refinancing operations, Inaddition. the Act aatho-
rized the French Government to grant direct loans to
forcign governments or to forcien institutions or corpoe-
rations guaranteed by their covernments or - central
hanks in order to factlitate the parchase by them of
French capital  goods. The  explanatory  statement
(exposé des motifs) of this Act stated:

“France. which carmarks a substantial portion
of its national income Tor assstanee to decelopimg
countries has not yet established linancial procedures
enabling it. to the extent of its capacity. to grant
fong-term credits to forcign countrics to facilitate
their purchase of capital goods. 1t therefore sces
necessary to establish provisions which will cuable
the Trésor to grant to the Creds nutional loans
designed to factlitate the mabilization by that insti-
tution of bank credits which will he granted to
purchasers of cupital goods for periods . oxeceding
those for which they were now granted™

23, In the United Kinedom and the United States,
where tied development loans were considered to be
quite different from export credits. - exporters then
began to demand cxport credit insurance Tacilities
comparable to those piven continental Furopean
countrics. In October 1960, the United  Kingdom
Fxport Credits Guarantee Department (ICGH was
authorized to mateh. for a specific order. credit matie-
rities exceeding live years from shipment offered by
forcign competitors with oflicial credit msuranee or
cquivalent support. prosided that the support did nint
take the form of dircet aid to the buyer’s countrys
the United Kingdom Governmert also decided that
when a United Kingdom exporter was obliged to
compete on cqual terms with & forcign upplicr who
was proved to he offering more than Tive years' credit,
but without official credit insurance support. the De-
partment could insure the Tirst five years of the total
credit period (part-period corer).

24. In Februery 1961 the President of the United
States directed the Export-tmport Bank of Washington
to take steps to further the assistance already piven
to the export community and to devise a programme
that would place United Stutes exporters on busis of
full cquality with their forcign competitors who were
receiving assistance from their governmients. In October

G Fxporl Credils Insuance Corporstion, What it is and how
it oporctes (Ottawa, October taas ). pp. 1516

TThe Compagnie frangiise Uasranee ponr te commete
extéricur funt never ben poohibited from ansunne lone letin
wuppliers’ credits. bt prier 1o the sitopiion of The Lo de fi-
nanees rectificative powr 1960 na hanking mechamsin for the
financing of such credits exisled.



1961 the President announced a new cexport promotion
programite under which the Export-Import Bank of
Washington was to establish an export credit insurance
systemand also o system of direct guarantees 1o
credit institutions for niedium-term suppliers' crudits;
the main features of this programme were the change
in the function of the Export-Import Bank of Washing-
ton, in connexion with supplicrs’ credits from fender
to ultimate insurer, und the transfer to the credit insti-
tutions »of the short-term and  medium-term cxport
credit financing funetion formerly performed by the
Bank,

25. In April 1961 the United Kingdom decided to
introduce a system of guarantees for direet “financial
credits™ to foreign buyers in respect of credits in cxecss
of five years for exports of ships and “very lurge
capital projects™ (that is, those normally costing not less
than $5.6 million, such as power stations, steel mills,
pipelines, cte.) in order “to cnsure thut the facilitics
available through ECGD did not leave British exporters
at a disudvantage with their forcign competitors”, #

26. The credit race continued to aceclérate, In May
1961, in Belgium, the Minister of Forcign Trade said
in a speech before Parliament that “while there were
no serious difficultics as far as short-term and medium-
term credits to exporters were concerned, fong-term
credits were becoming 4 new form of rivalry among
eountiies  exporting to developing countries”  and
observed that “increasingly longer credit terms were
being asked for, giving rise 10 a form of competition
which set special problems o small exporting countrics
such as Belgium™, » Consequently, in March 1962,
a number of Belgian public and “private eredit insti-
tutions and private commercial banks were to cstablish
& pool for the purpose of finuncing export credits with
maturitics exceeding five yeurs.

27. In July 1961, Italy introduced within the frame-
work of Act No. 635, which consolidated previous
export eredit insurance and export tinancing legislation,
an insuranee and financing system for “long-term credits
refating to the export of goods und services, the execu-
tion of projects abroud and assistance to developing
countries™. During discussion of the bill in the Italian
Senate, the Minister of Foreign Trade said that “the
bill was a fundamental step in the Government's policy
of giving assistance to Ialian foreign trade operators in
the framework of the contmon cffort to help developing
countries™; he added that one of the innovations of
the bill was that “purely commercial credits were to be
widencd inte financial credis with broader possibilities
of utilization™ und that “without this new system it
would be practically impossible for Italy to participate
in international Eroups cxtending multilateral aid such
as are at present the aims of internationy] co-ordination
efforts™, 1o

28. In 1962, thc Danish and Swedish Parliaments
introduced special guarantees for private cxport credits
(mainly long-term) granted to developing countries in
connexion with dey lopment projects: <imilar guarantces

were introduced by 1 he Ny wegian Parliament in 1963,

“Lma Kingdom, Fxport Credits Guarantee Department,
ECGD Scrvices (1 ondon, revised July 1965), p. 28.

"tank  for  Inmernational Settlements, “Eress review”
(Basle), 24 May 1961,

Vr1bid, 22 May 1961,

Alsu in 1962. both Norway and Sweden established an
export credit institntion o linance medium-term and
long-icrm supplicrs” credits, while on 14 Dcccmbcr
1962, the Danmuihs Nationalbank informed the Min-
ister of Firanee that it would heaceforth be prepared
to make refinancing focilities a. ailable to commercial
buanks for long-term export credits covered by the
special guarantees provided for in the Act of 19 Murch
1962 on Technical Co-operation with Developing
Countries,

29. The policy of the Netherlands Governrient
regarding acceptance for insurance of cxport credits
with maturities exceeding five seurs was outlined in a
memorandum on aid o developing countrics which the
Minister of Forcion Affairs presented to the chairman
of the Sccond Chamber of the States General on 18
August 1962, Commenting on this memorandum, the
General Manager of the Nederlandsche Credietver-
zekering Maatschappij N.V. (the Netherlands export
credit insurance agency) stated:

“It appears from this memorandum that the Gov-
ernment continues to aim ut a restriction of com ti-
tion in credit terms which contains dungers to both
industrialized and under-developed countrics owing
to the loss in meaning of prices and quality. The
Government is therefore of the opinion that the pre-
vailing Berne Union standards must be adhered to
as much as possible. The Government wants to make
an exception for the insurance of vrivate finaneial
credits that arc granted to enable the exccution by
Netherlands eiterpriscs of projects forming part of a
plan accepted by 4 consortium for that country,
formed under the sponsorship of the World Bank or
by a similar international eroup. The credit term
acceptable for insurance will generally be ten vears. | | |
Besides this possibility of insuring credits with a
term exceeding five vears, the possibilities are of
course maintained as they hove existed before, to
insurc such credits in the event of the exporter having
to meet competition from foreign supplicr whom
Government facilitics enable 1o offer a longer credit-
term (matching) and in the event of part insurance,
during five years of a longer credit-term, if there is
competition but no apparent Government support,” 11

30. The United Kingdom authorities for their part
had always maintained that discriminatory issuance of
export credit insurance constituted un fair contpetition
and might lead to a distortion of international trade,
and that all countries should receive the same treatment
as far as the length of credit insuranec was concerned.
Conscquently, when the Export Credits Guarantee
Department " had beep authorized in 1961 to issue
guarantees for financial eredits to foreign buyers, it had
been made clear in Parliament that such guarantees
were available for transactions with ajl countries.!? In
1964, the Department provided insurance for a number
of financial credits with maturities ranging from ten to
thirteen years in connexion with large-scale projects in
castern Furope. Certain eountries (Federal Republic of
Germany, France, laly) inzerpreted this move as a

1 See 1963 Report of the Manazoment to the Sharcholders
of the company.

Y See United Kingdo.  Parliament, House of Commons,
ngﬁamcmary Debates (Hunsard), 1960-61, vol 638, 12 April
196].
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case in which the matching principle was applicable and
announced their intention to follow suit. On 30 October
1964 Francee agreed to provide export credit insurance
valid for seven years ufter delivery for half the contract
value of an order for capital goods placed in TFrance
by the USSR, the other hnlf being paid in cash or
finunced within the limit of the five-year understanding.
In the Federal Republic of Germuny, a ruling intio-
duced at the beginning of 1965 allows export credit
msurance to he extended for o period of cight years in
some cases in trude with castern Furopean countrics.

31. Within the framework of the 1964 Export
Promotion Act. Austria introduccd two systems for
refinancing long-term export credits to foreign buycrs
for the purchase of Austrian goods, one covering credits
to all countrics and the other covering credits to
developing countries only.

32. In France, prior to April 1964, the Compagnic
francaise d'assurance pour le commerce cxtéricur
insured only credits granted by the supplier to the
foreign buyer. The decrecs of 25 April 1964, however,
authorized that institution to insurc against political,
catastrophe, transfer and, in some cases, comnercial
risks, credits granted by French credit institutions to
forcign buyers of French goods to enable them to
finan~c the down payments rcquired in the export
contracts and local e:penditures incurred in eonnexion
with the installation of the cquipment purchased in
France, such as the execution of civil enginecring works
by local contractors or the purchase of supplementary
material or equipment produced by local firms.

33. Although thc French Government had from
1963 onwards concluded, on the basis of the Loi de
finances rectificative pour 1960, financial protocols
with developing countries associating long-term sup-
plicrs’ credits with governmental louns for financing
local expenditures incurred in connexion with the
installation of the equipment purchased with the sup-
pliers’ credits, thc buyers’ credit system was not
introduced until the adoption of the Loi de finances
rectificative pour 1965 of 30 Deccmber 1965. Article s
of this Act authorizes the Minister of Finance to grant
to the Banque frangaise du commerce extéricur loans
and guaantees similar to those granted to the Crédit
national under the Loi de finances rectificative pour
1960, thus enabline the Banque francaise du commeree
extérieur tc grant those portions of the buyers’ credits
whose maturitics exceed five ycars (the portions with
maturities not excceding five years being granted by
the commercial banks which finance them with the
Crédit national). Buyers’ credits to be granted for trans-
actions involving a minimum sum of approximately $5
million (F fr 25 million) and a minimum maturity of
cight years are intended primarily for the financing of
purchases of capital goods by developing countries.
Franc area countries are not, in principe, eligible for
such credits since they can obtain long-term financing
from the Caisse centrale de coopération économique
and the Fonds d'aide et de coopération, In view of
the “special situation of Algeria, Morocco and Tunisia”,
requests from these countries may be given “special
consideration™. '*

13 Banque frangaise du commerce extérieur, Actualités du
commerce extéricur, January-February 1966 (Paris), and

TWO MAJOR PROBIPMS  ARISING  PROM  (URRINI
EXPORT CREDIT TRENDS: 1THE DIVITOPING COUN-
TRIES. ENCESSIVE IXTIENAL BERT O BURDIN  AND
POSSIBLE TRADE DISTORTION

334, Thus, since the Tate nincteen fiftes, a pradually
increasing number of export credits have heen wsared
and grinted on terms and for parposes which hae
tended to blur the distinetion between trade and wd. As
a result of this trend, the wnnual pross flow of new
guaranteed export credits exceeding fve vears, s
reported to the Berne Union, rose rapidly trom the
equivalent of $78 million in 1960 10 S7049 mthon
1963. The resulting complex situation has led o grow-
ing concern regarding both the increasing external debt
burden of the developing countries and the possibility
of trade distortion.

35. 1t must be emphusized. however. that even the
extended export credit matnritics (averaging eight years,
though in some cascs much longer) still fall far short of
those of genuine development credits ' and are not
usually based on a realistic evaluation of the importing
country's ability to pay. '* In fact, these naturitics often
fail 1o accord with the cquipment’s appropriate amorti-
zation (pay-back) period in the developmy country, or
indecd with the project’s chances to “yield an ceonomic
return at all”. ' Consequently. the lengthening of export
eredit maturities bovond the five-year limit has not, in
most cases. significantly cased the devetoping countries’
over-all external debt burden. Furthermore, in those
instances where the burden hus been cased. the altevia-
tion has induced o number of these countries to aceept
a rapid increase in their total cxport credit-tinanced
imports.

36. For many developing countrics, the indebted -
ness problem has reached a point where there s @
scrious question as to whether they will he able to
continue servicing their existing debts and whether they
will be able to secure —-or reasonably to aceept —
additional external financing throach the export credit
route for the acquisition of equipment needed for new
projects. In his opening address at the 1965 annaal
meeting of the International Monctary Fund (IMF)
and the International Bank for Reconstruction and
Development (IBRD) and its affiliates, the Munaging
Director of the Fund observed:

“There has been a growing number of instances
where rising debt hus disrupted the balance of pay-
ments. checked necessary capital inflows and halted
cconomic growth. We arc striving to ensure that this
problem is realized by countrics and anticipated by
responsible action, and, when this fails, corrected by
measures not inimical to continued expansion of
international trade™.

37. In addition it is feared that, from the com-

mercial point of view the export credit_race may
seriously distort international trade, and it is gencrally

Compagnie frangaise ((‘;s:s(iracnce pour le commerce extérient,
Bulletin mensuel destine aux asrés de la Compagnic fran-
caise d'assurance pour le commerce extéricur (Paris), 1S May
1966, No. t126. p. t5.

11 See chapier V.

15 I hid.

16 World Bank and 1DA, Annual Report 1964-65 (Wash-
ington, D.C.), p. 38.




felt that although no CXporting country can now
compete successfully in the world market without being
able to offer long deferred-payment terims, excessive
credit competition should be avoided. In that connexion
it may be recalled thut as result of international co-
operation within the General Agreement on Tariffs and
Trade (GATT) and the International Monctary Fund,

tariff wars and compctitive devaluations are no longer
a cause of concern, so that one may also realistically
look to similar international efforts with a view to
working out effective arrangements governing export
credit insurance and export credit practices, 17

15 See chapter IV.

.




Chapter 11

THE EXPORT FINANCING PROCESS

FORMS AND METIHODS OF EXPORT FINANCING

38. As noted in chapter I, export credits for the
purchase of capitul goods tuke two basic forms: sup-
pliers’ credits and buyers’ credits (the latter also being
referred to as financial credits). Suppliers’ credits are
granted by suppliers to buyers on a medium-term basis
(credits of one to five years) or on a long-term basis
(credits of between five and usually up to ten years).
Since few supplicrs selling on deferred-payment terms
have sufficient resources to bridge the credit period,
most of them linance the credits they have granted by
borrowing from a credit institution. The hnancing is
made available through advances against promissory
notes signed by the buyer or against bills ol cxchange
drawn on and uaccepted by the buyer or the discounting
of these notes or bills.” The credit institution often
refinances the credit it hus financed with an export
credit institution, a special credit refinancing institution
or the central bunk.

39. The financing of export credits depends in most
cases on the issuance by an export credit insurance
institution of a policy providing protection against
commercial and/or non-commercial risks (see chapter
1H). The insurunce policy issucd in favour of the
supplier and assigned by him to the credit institution
which finances the credit serves as collateral for the
credit, and its period of validity generally determines
the length of the credit. The credit institution may
request, as additional collateral, a repayment guarantee
in the form of an endorsement or a letter of guarantee
from a reliable credit institution in the buyer’s country,
when deemed necessary, it may also request a commit-
ment from the central bank of that country to make
forcign exchunge asailable for the seny icing of the credit.
Similarly, the export credit insurance institution may
itsclf request the repayment guarantee and/or the
foreign exchange commitment as prerequisites for the
issuance of the insurance policy.

40. Although an insurance policy is usually accepted
by the credit insutution as satisfactory collateral, export
credit insurance docs not represent a comprehensive
endorsement of the credit by the export credit insurance
institution. The guarantee docs not come into effect
automatically if the bills are not honoured at maturity,
loss is not recognized and indemnified until a certain
period — usually six months — has clapsed, and the
insurance policy does not generally provide for the pay-
ment to the credit institution of the interest that would
accrue between the maturity date of unpaid bills and the
settlement of the claims. Loss must result directly from
one of the causes set forth in the insurance policy, which
do not include the supplier's failure to comply with the
terms of the order contract and may fail to include

non-acceptance of the goods by the buyer. Conse-
quently, an ordinary insurance policy does not give
export bills the status of gilt-cdged paper, and credit
institutions negotiating them will usually have recourse
against the supplicr. Recourse financing means that the
supplicr carrics the finuncing provided by the credn
institution on his books us a coutingent liability untf
the credit institution notifics him that the buyer has
honoured the export bills. 1f i bill is not honoured. the
credit institution chuarges a corresponding amount o
the supplier's account. The supplicr may. however, be
able to obtuin non-recourse financing when the export
credit insurance institution gives the credit institution a
direct guarantee (usually known as a “bank guaratee™)
which, unlike ordinary credit insurance, covers pon-
repayment for any reason whitsoever,

41. The granting of a suppliers” credit thus involves
the negotiation of three agreements:

(@) A contract between the supplicr and the buyer
specifying the detuils of the order and the conditions
and terms of the credit;

(b) An agreement between the supplicr and  the
export credit insurance  institution, under which  the
latter commits itself to insure the contemplated transac-
tion;

() An agreement between the supplicr and the
credit institution, under which the Litter promises to
finance the credit.

42, As a rule, the credit granted by the supplizr to
the buyer does not cover the total value of the Gansie-
tion, and the buyer is usually required to make 3
down payment ascraging between 1S and 20 per cent
of the invoice value on or before delisery. The credit
granted to the supplier by the credit institution dovs not
usually exceed the portion of the credit gramted to the
buyer which is covered by the insurance policy; the
supplier is expected to finance the uninsured portion
of the credit out of his own funds or by mcains ot
parallel financing.

43. Buyers’ credits arc grunted direetly to the foreign
buyer by a credit institution or consortium ol credit
institutions in the exporting country in order to enable
him to purchase capital goods or services from supplicrs
in that country on a cash basis, the government of the
exporting country guaranteeing  repaynient under the
ollicial export credit insurance scheme. In muany coun-
trics, the term “buyers’ credit”™ is synonymous with the
term “financial credit”™. In certain other countrivs it
has a wider connotation: for ¢xample, in the Federal
Republic of Germany it refers also o consolidition
credits, and in ltaly it embraces ulso credits pranted by
the medium-term and long-term credit institutions Lo
foreign governments or central banks for “cconomic




rehabilitation® purposes, which need not neeessarily
involve the purchase of Ialiay, goods und services, I
France, the terng “liancial credit™ s 1ot synanymous
with the term “buyers® credit”, 1g s applied to credits
granted by French eredit mslitutions to foreign buyers
to finance the down Paymieuts required in cxport con-
tracts with French suppliers and  Joeal cxpenditures
incurred in CONBCRIG with |y mstallation of the cquip-
et purchased in Franee: alihough snch credits ntay be
said to be tied to ap CAport trnsaction, they are never-
theless considered to constitule outright loans sinee the
CAPOTICT is ot responsible for commuting ar liquidating
the local expenditures, !

44, Buyers' credits involve substantial
generally pranted i connexion with tle exceution of
large-scale projects far periods exceeding five years,
They usually involve the following agreements -

(@) A commercial contract between the supplier and
the fareign buyer, specifying the details of the order,;

(b)  An agreement between o creda mstituticn or
consortium of credit institutions in the exXporting country
under which the {ormer commit themsehes o provide
the necessary financing;

(€) A guaruntee given by the cXport credit insurance
institetion to the credit institution under th2 oflicial
export credit insurance scheme,

sums, and are

45, Buyers' credits as well
sometimes grunted  within the framework of bilatcral
agreements between the gavernment of gn exporting
country and the governneng of an importing cauntry,
under which the former stands ready 1o gnarantee up o
d certain ceiling export credits granted 1o buyers in the
importing country and guaranteed by the government of
the latter country. Examples of such dgreements are the
gccords-cudre concluded between countries of thie Euro-
pean  Economie Conmunity (EEC) and developing
countrics and the dgreements between Switzerland and
Chile, India and Pukistan coneeming Lomverture de cre.
diry de framsfert pour ey operdaions de paienieng relg-
1YeS & cortainey Uivraisons (the opening of transfer cre-
dits in conuexion with specific orders), -

46. In recent Years, a number of bilugery] govern-
mental ugreements have been concluded under which
the government of the exporting country uidertakes not
only to insure g given amount of export credits for
the acquisition of machinery ungd equipment but also
to grant direct public oans to finance local cxpenditures
incurred in connexion with the installation of the goods
run‘hascd and ‘or to insure private bunk credits granted
or the same purpose or far tlye purpose of financing
the down payments called for i export contracts.
—t

as suppliers’ credits ;e

PNce Bacques Guesnon  (Oirector 4t the Conipagnie fran-
gaise d'assuiance potr e commerce exlerienr), Lg Compq.
CHIC franguise o SMIPANCe poyr e Commerce exteriee, Bulle-
n de tuason o gt TGO (e UAdministration centrale des
Jinees, Noo A fune \tging (965, pige 1y,

2 aamples e avreemicn! signed by brance with Iran on

December 1963 for long-tern, suppliers’ eredits equivalen)
10 $60 million: Aprecnienis signed | trince with tndia in (964
and 1968 fy long-iorny sippliers’ crediny cyuivalent 10 $40
million: aprecimenis signed by riunce With Pakistan in 1964
Al 1968 for fong geim supphicrs’ eredins Sguivalent 1o 20
million.
FFRinancial protocols ASSOCiating Jong-tern suppliers’ crediss
and  governmeny loans signed by Crance with developx’ng
ias ol 31 December 196s:

countries
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47. In transactions carried out on the basis of
buyers® credits, as iy the case of suppliers’ credits, the
buyer is usually required to make a down payment
befare or upon delivery which approximates 10-20
pereent of the invoize valye, In some countrics, for
example, laly, Switzerland and the Unied Kingdom,
the bukuee may be financed cntircly by buyers' credits,
and in such cases the supplier provides no finuncing out
of his own funds. Upan delivery of the foods the credit
institution, which js given a dieet, unconditional and
comprehensive guarungee, purchuses from the suppliar
on-a non-recourse basis ajf the pPromissory notes signed
by the buyer, or grants a direet loan 1o the buyer
¢nabling him to Pay cash to the supplicr.

48. The cost of cxport credit financing depends
above all on the conditions prevailing in the money
market. It is greatly influcneed by the availability of
refinancing from (i central bank, of public funds
placed at the disposal of export credit finuncing or
rehinancing institution or ol government subsidies to
make up the diffcrence between the preferential interest
rates charged far the financing or refinancing of export
credits und the prevailing market rates, The availability
ol such government facilities enables the credit institu-
tions to grant buyers' eredits or to finance suppliers’
credits at fower rites thun those charged far the grant-
ing or financing of comparable domestic credits. It
should be voted thyy iy the case of supplicrs’ credits the
rate paid by the supplier is not necessarily the same
as that which he charges 1o the buyer. In some excep-
tional cases, suppliers. in order to obtain orders, have
oflered export credits at lower rates than those ut which
they have been uble to finance such eredits, Converscly,
suppliers have sometimes cliarged buyers higher rates
than those which they themselves have paid.

49. The finul cost of the credit to the supplier
consists of the intercst rate charged by the credit insti-
tution (which has recently varied between 5.5 and 8 per
cent) plus the cost of (e insurance policy. The final
cost of the credit to 5 private buyer muy in addition
include the cost of d guarantee provided by a credit
institution in hjs country and, when tha institution
requires a mortgage as a condition for giving its gug-

- e e ———
Goternn.ontyl Suppiivey’
oung credits

(Miilions  of dulla re

Cowutry Dl of priie i} eqitival nt)
Mericos 21.6.1963 30 108
Morocco 23.7.1963 42 1.8
Tunisia 9.8.1963 18 20
Spain 25.11.1963 30 120
Turkey 13.2.1964 8.3 16.6
Tunisia 25.2.1964 4.6 9.2

ambodia 4.7.1964 to 18
Ethiopia 4.7.1964 3 8
Greece 20.8.1964 8.2 16.4
Turkey 1310.1964 13 6.6
Morocco 16.12.1964 40 24

Source: Minisiére

g A des finances, Stuatistiques ¢4 études finan-
cieres (Paris), December 1965, p. (564,

“The Protocol with Mexico aleo inclided o $1§ million -
Pancial credit (as defined in France). The Protocol provided
for the financing of Jocy) expenditures inenrred in connexion
with the nstallation of eqitipment purchased in France throuy
i mmbmuuun.uf g ernmental gnyg rivale credits, When the
Prolocol wasy signed. the Compagnie rangaise d'assurance pour
lc.cnmmcrc? exterivnr v s ey legally aathorized 1 insure
private credits prangeq for such parposes; 1his authorization
Wis granted by the above-mentioneg decrees of 2 April 1964,




rantec, the legal fees relating to the cstablishment of the
mortgage.

Tasil 1. AVIRAGL COsl OF FINANCING LEXPORT CREDITS
ALV I AINB OF JUNE 1966
(Perecntaye)
Cenntry Modivm-term crodits Long term credids

Austria 6.5 7.25 and 5.5+
Belgium 6.25 6.5
(Canada . 6 6
Denmark 8 8
France 6-7 5.7
Germany

(Federal Repubdlic). .. 4.5-6 8
lialy o 59 59
Japan 6v 6pv
Sweden ... .. .. 8 5.75-8
United Kingdom . $5or 7.585¢ 554
United States 6-7 6-7

«The 5.5 pur cenl rate applies only lo trunsaclions with
developing couniries, and includes the insurance premium.

" The Eaport-linporl Bank of Japan participates in joint
financing wih the commercial banks (see section on insti-
tutional arrangements) aml charges rites of between 4 and 7
per cent, while the commercial banks apply rates of between
8.5 and 9.0 per cenl on their portion of loans, giving 8
weighted aveiuge of about 6 per cent

¢ Prior W 1962 the rale was one per cent above the bank
rate with a minimum of § per cent; in January 1962 the
London clearing banks and the Scotlish bunks agreed to
finance mediumi-tenn export credits backed by a bank guar-
aniee at a rate of 5.5 per cent for a pericd of two years for
the export of capital goods. The rale for transactions carried
oul under an ordinary insurance policy is 7.5 1o 8.5 per cent.

din February 1961 the Bank of Lkngland extended its re-
finuncing fucilities 1o enable long-term export credits to be
financed at 5.8 per cent; they had previousty been financed
at 6.5 per cent.

INSTITUTIONAL ARRANGEMENTS FOR EXPORT CREDIT
FINANCING
50. As a rule, commercial banks have financed

short-term supplicrs’ credits as part of their ordinary
lending business, but huve been reluctant to bear the
burden of financing medium-term supplicrs’ credits and
long-term export credits (supplicrs’ and buyers® credits)
or have been legally prohibited from doing so. This
situation is a corollary of the traditional attitude towards
the provision of medium-term and long-term domestic
financing. There has generally been a tradition of
specialization, sometimes imposed by laws and rcgula-
tions but always dictated by sound ganking principles,
which has tended to maintain — with a certain amount
ol overlapping -— a distinction between short-term lend-
ing, carried vut by commercial banks utilizing short-
tcrm or sight deposits, and medium-term and long-term
lcnding, carricd out by investment banks or special
medium-term and long-term credit institutions utilizing
resources borrowed on the capital markets, medium-
term and long-term time deposits and government
funds. In a number of countries, further specialization
has taken place within the medium-term and long-term
ficld, with the establishment of credit institutions spe-
cializing in financing particular sectors of the economy.
The institutional arrangements adopted to meet the need
for medium-term and long-term export credit financing
have therefore varicd from country to country, depend-
ing on the magnitude of money market supplies and the
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structurc of the existing banking system. However, the
institutional arrangements have by and large followed
thrce main patterns. :

ST, In Denmurk, Switzerland, the United Kingdom
and the United States, wheve money market resourees
have been deemed more or less commiensurate with the
demand for medium-term and long-term export credut
financing, commercizl banks hive been willing to
provide such financing. * Tn all these countries, with the
cxception of the United States. the commercial Danks
arc further protected against possible liquidity dithicul-
ties by a commitment on the part of the central hank
to grant them refinancing Tacilitics in case of weed or
after a given period.

§2. In Denmark, commerciat binks can convest
with the Danmarks Nationalbank, the Duanish centeal
bank, cxport bills with maturitics of between two and
five years issucd ia connexioa with suppliers” credits
involving a minimum of DKr 1 million inte credit eerti-
ficates which may be sold on the money and capital
markets or used us collateral Tor loans from the
Danmarks Nationalbank. As noted above, these acili-
ties are also availuble for long-term export credits o
developing countrics cavered by special guarantees
provided for in the Act of 19 Muarch 1962.

53. In Switzerland, the Bangue nationale suisse, the
central bank of Switzerland, has cstublished a limited
rediscounting line for medium-term suppliers’ credils
and long-term export credits which comniercial binks
can utilize, although none haus so Tar done so.

54. In the United Kingdom, the Bank of England
refinances medium-term supplicrs’ credits to the value
of repayments duc to be made by the buyer i the
next cighteen months or of 30 per cent of the oan
outstanding, whichever is the greater. The bank also
stands ready to refinimee the whole of the outstinding
balancc of long-term export credits five yeurs or more
after their origin. Furthermore, commercial banks are
allowed to count assets thus retinanceable us liquid
when calculating their liquidity ratios. Although the
bulk of medium-term and long-term export eredit
financing in the United Kingdom is derived fron the
moncy market, some funds for the financing of medium-
term supplicrs’ credits are ulsa derived from the capital
market through the contribution of Tunds by private
insurance companics, acting as institutional insestors, to
the resources of lending consortia fornied on the initia-
tive of merchant bunks to finance contracts for large-
scalc projects. Private insurunce companivs have also
provided the cquivalent of $420 million for long-term
export credits, these funds being administered by
special company, the Insurance Export Finince Com-
pany. _

§5. The second pattern is that found in Austria,
France and Italy, where the financing or relinancing of
medium-term supplicrs’ credits und long-term export
credits has been entrusted to existing medium-term and
long-term credit institutions.

$6. In Austria, medium-term supplicrs credits and
long-term export credits arc financed by the commercial

t [n the United States. most exports of capital goods in-
volving long-lerm credits ure linanced through the project and
equipment loans granted by the Export-lmport Bank of Wish-
ington and the development loans granted by the Agency for
International Development.




banks, which refinance  the medium-term supplicrs Caisse centrale de cnnp&rutinnécnimmiquc. the povern.
credits with  the Ocsterrcichische Nationalbank, (he ment agency which administers the Irench aig pro-

central bank of Amstria, up 1o globyl ceiling estyh- grimme. Those portions of buyers eredits whose matn-
lished by Jaw. and the tong-term CXport credits with Hties exceed five Mars e peanted direetly by gy
the Osterreichisehe Kontroliunk, 4 mixed institution Bangue francaise dy vonneree exterieyr, established | »
(jointly owned by public g PrIvate interests) esth- 1946 1o facilit;.- the financing o CAPOTL and inpory
lished in 1946 to Provide services noy normally provided transactions by g ot endorsements, aeeeptances
Y commercial banks, whicl, had formerly heen nade and rediscounting, [ je endorsement of e Banque
available by the Osterreichische Kontrolibank Jiir Indus- frangaise dy comICree extericur jy o preregnisite for
tric und Hundel The Osterreichische Kontrollhank the relinancing of CAPOLL credits by phe Credit mational,
refinances long-term Cxport credits under two schemes, To a limieg caxtent, long-teny sppliers’ credits e
a general schieme for capita! poods transactions with yy) dorsed by the Bangue frangaise dy Lommerce extéricur
countrics, aud g special scheme for capital goods trang.- are retinanced out of 5 common fund by the Groupement
actions  with developiug coutiics, Refinancing - interbancaire Pourle connmeiee exterieur, an association
sources for the first scheme are derived from 3 fund of commercial bk established for (hyy purpose jn
contributed by & number of commercial bunks, which 1962 in order 1o lizhten the oxporyg credit refinancing
i replenished by borrowing on (he capital  market, burden formerly horne exclusively by he Crédit ng-
Resources for the sccond scheme are contributed by the tional. Euch bagk's participation iy the common fund js
Government and consortium of commerciz| banks: limited to one Percent of the  privage deposits

the Counterpart Funds Administration of the European receives in Franee, and may not exceed § per cent of
Recovery Programme mykes funds availuble 1y the its own funds, The intervention in the export linancing
Osterreichische Kontrollbark for this purpose at process of the cenryg bunk of France and of govern-
special rate of one-cighth of one percent per annm: ment-controlled institygions using  funds Provided by
and the commercial banks hayve dgreed to make yvyjl- public, private und mixed institutions has mude it
able at any time, at the prevailing market rute, an possible to finanee export credits at the fnvourable ryge
amount four times ;g Breat as that contributed by tie  of approxiniately 6 per cent,
Cuumcrpurt Funds Administration, This combination of 58. In ltaly, mediam-term supplicrs credits and
public and private funds makes it possible to relinance fong-term exporg credits are finunced within the gener
long-term export credits to developing countries at the oG mstitutiony; framework estublished by the Bank-
preferential ryte of 5.5 per cent, as compared with the ng Act of 1936, which draws 4 clear distinction
rate of 7.25 per cent charged for refinancing long-term between short-term credits, the granting of which s
export credits undler the general scheme, entrusted o commere) bunks, and medium-term and
long-term credits, for which special medium-term and
57. In France, medium-termy supplers” eredits yng long-term  ¢rodiy stitutions responsible,  The
long-term export credits are finunced by the commerciyl medivm-term g fong-term ¢regi Wsttutions pyosg
bunks, but the pivotal agencies of the medium-term gy active in the expogy credit linancing fiekd are the Istituto
long-term export financing System are two government. Mobiliare Itiiano, 1, knte Fimziario lntcrb;mcarin,
controlled institutions, the Crédit nationg) and the  the Bunco di Credito Fmanziario ang. toa less extent,

Banque frangaise du comnieree extéricnr., The Crédit py- the Istituto i Credito per e Imprese di Publica Utilita,
tional, established in November 1919 q, facilitate post- These Institutions  obyyin their funds mainly through

war reconstruction ynd finance industrial development, the floatation of bonds 4nd similar instruments (real
has, in the period following the Second World War,  estate bonds, intcrcs(-hcuring certificates, ele), the
broadened the Scope of its activities 1o include the collection of medium-terp, deposits and refinancing with
refinancing of medium-term supplicrs’ credits (March  the Mecdiocredio Cennale, 5 government dgeney whose
1950), lopg-term suppliers’ ¢redits (August 1960 and  resources are derived frop d4opovernmeny endowment
those portions of buyers' credits wWhose maturitics do fund uang loans assigned (o gy by the 'l'rc;nsury. The
ot exceed five years (December 1965), The Cridit Mecdiocredito Centrale ety as the central rcdismuming
National refinancey medium-term suppliers' credits ynd organ far the medium-term gy long-term erediy institu-
those portions of long-term cxport credits whose mury- tions and refinances up o 75 per eent of the portion
rities do not exceed five years with the Banque de of the export credit financed by those institutions, |f
France, but beyrs the final retinancing responsibility  Jack of funds prevents it from e

: cing . ! financing the full 75
for those portions of long-term suppliers’ credits whose *Fcent, it refinances 5 smaller Percentage and rejm.-
matunties exceed five yeas. In principle g mary borrow urses to the eredip institutions ghe difference between

funds for refinancing the lagger lrom the Treasury, but ~ the preferential ingeres rate they charge ang the cost
in fact it obtains such funds by borrowing from insur- ¢ bormwing the supplementury funds “on the market.
ance companices, savings mstitutions and (he Cuisse does The Mediocredito Centrale derives jig interest subsidy
deépots ct consignations. As noted, the 10§ de finanees fesources from jts pey rofits und fun(s contributed
rectificative pour 1960 authorizes  the Minister of  for that purpose by the reasury, Its intervention in the
Finance and Economic Allyirs to grant subsidiey 1 the  export ﬁnancing process, either through direcy refinanc-
Crédit national 1o myke up the dilference between the ing or indireer refinancing in tye form of interest syp.
cost of such borrowing aad the preferentil retinancing sidics, enables the medium-term and long-term credit
rate charged to the financing institution, However, gy institutions to finance CLport credits ap 5 more favaur-
the case of buyers in vountries which have signed n able rate (5.9 Per cent) than thyy charged for compar-
accord de coopération (Co-operation asreement) with  ghje domestic loans Gubout 8 per cent), thus making it
France, those portions of long-term supplicrs’ credits possible to reduce the cost of the export credit to the
whose maturitics exceed five years are refinanced by the forcign buyer.
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EXPOKT CREDITS AND DEVELOPNMENT FINANCING

Port One. Current Practices ond Problems

On nage 11, paragraph 54 should read as follows:

54. In the Uoned Kingdom the moik ol medium-term and long=term
export credit Himmeing i+ provided by the commercial banks, The Bank of
England stands ready to relinance insured export credit of two years or
more. The amount relinanceable 1= either 30 per cent of *he loun outstanding
or repaymoents due to e oraade by the buyer inthe nest eighteen months,
whichever is the greater, The commercial bunks may count what ix thus
refi anceable as hguid when caleolating theyr ligaidity ratios and for this
reason have so far aol needed ton ake use of the refinance tucinity, The Bank
afso stands ready under a separite scheme to refinance the whole of the
outstanding balance of an insured export credit five years or more after
its origin but the banks are not entitled to regurd the additionsl amounts
refinanceable under this scheme as liguid assets,

Citho v UUN,

- ’  E/4274/Corr.1

4711- -t ebrus 7 e OO "
H--bebruary tofed.t $1/ECA/95/Corr.1
(English only)




50, The third and most common pattern is that
found in Belgium, Canada, the Federal Republic of
Gormany, Finland, Japan, the Notherlands, Norway
and Sweden, where it has been found necessary to
supplement the machinery of hank eredit and financing
facilities by cstablishing special institutions for the
purpose of financing or refinancing medium-term: sup-
pliers” credits ond long-term export eredits, owing to
the fact that commercial banks have been unwilling to
commit more than a very safe proportion of their
resources to such financing or to the absence of any
credit institution of general competence which could,
by enlarging the scope of its operations, assume respon-
sibility in that ficld.

60. In Belgium, medium-term supplicrs’ credits and
long-term export credits are finunced from o special
pool whose potential resources consist of revolving
credit lines equivalent to $240 million committed by
three public credit institt tions ($120 million) and thir-
teen commercial bunks ($120 million). * The partici-
pants do not specifically block uny funds but have
aerced to contribute the necessary funds up to the
limit of their quotas when cach operation is realized.
Financing from the pool is granted upon recommen-
dution of the Association pour la coordinution du finan-
cemuit & moyen-terme des exportations belges (Credit-
export), a non-profit organization established in August
1959 to examine applications for financing of medium-
term supplicrs’ credits.

61. In Canada, medium-term suppliers credits are
financed bv the commercial banks (chartered banks)
and refinanced by the Export Financing Corporation of
Canada, Ltd., a wholly owncd subsidiary of the Cana-
dian chartered banks with an authorized capital of the
cquivalent of $46.5 million, of which one-fifth is paid
up. The bulk of the corporation’s refinancing resouices
is derived largely from borrowing on the Canadian and
United States money markets. Long-term export credits
are financed by the Export Finance Division ol the
Export Credits Insurance Corporation, a Crown com-
pany; funds for that purpose are obtained from the
Treasury up to o global cciling cstablished by Parlia-
ment, which is now fixed at the equivalent of $372
million.

62. In the Federal Republic of Germany, medium-
term suppliers’ crudits were originally financed by a
government institution of gencral competence, the
Kreditanstalt fiir Wiederaufbau, cstablished in (948 to
finance post-war reconstruction. In 1952, however, the
medium-term cxport credit financing functions of the
Kreditanstalt fiir Wiedcraufbau were transferred to the
Ausfuhrkredit Akticngesclischaft, a privatc non-profit
corporation formed by a consortium of banks for the
financing of medium-term suppliers’ credits. The funds
at the disposal of the Ausfubrkredit Akticngesellschaft
are derived fromi two credit lines: “A” line and “B”

SPrior 1o 30 April 1966, medium-term und fong-term ex-
porl credits were fnanced from 1wo poels, the Pool de finan-
cemenl 3 moyen-tetme des expurtiions de biens J'équipement
on d'investissement, wually refevad 1oows Pool Boand the
Pool de financement des exportations de biens d'équipement
ot dinvestissement i plos de cing ans, nsoalty reterred 10 as
Pool H. On than date. howevar, the Iwo pools were merged
and their aggreg.:le potemial resowees increased from an
equivalem of gzlﬂ.‘” million to an'equivalent of $240 million.

N
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line. The “A” line at present consists of a credit equi-
vatent to §167 million extended by the member bunks,
while the "3 hine consists of a relimanciug line of the
equivalent of $71 million made available by the Bundes-
bank. Tong-term export credits are finmeed by the

Kreditunstalt fiir Wicderautbau which obtainy Funds
for its export credit financing operations by borrowing
on the capital market or from other sourees,

63. In Japun, the Export-lmport Bank, o govern-
ment ageney, finances suppliers’ credits in exeess of siy
months, very often in co-operation with the commercial
bunks: in the latter case, the Bank refinances 70 per
cent of credits of between six months and one year and
80 per cent of credits of more than one year. The
Bank’s financing resources consist of capital subseribed
by the Japanese Government and supplementary Tunds
borrowed from the Treisury.

64. In the Netherlands, commercial banks may, in
principle, finance all cxport credits irrespective of ma-
turity, but in practice financing for medium-term sup-
pliers’ credits and long-term export credits is provided
by three specialized institutions, the N.V. Export-
Financiering-Maatschappii,  the  Maatschappij  voor
Middellang Credict N.V. and the N.V. Muaatschappij
voor Krediet op Vaste Termijn. The two latter institu-
tions arc owned by commercial banks and obtain their
main resources by floating bond issues and contracting
long-term loans with maturities of up to ten years. The
first institution, which is the most important and s
owned jointly by public and private credit institutions,
obtains the bulk of its resources by raising loans on
the capital markets and from deposits made by parti-
cipating banks. These resources may be supplemented
by refinancing facilitics provided by the Nederlundsche
Bank N.V. (the Netherlands central bank) for export
bills which arc duc to mature within one year. Fucilities
for financing exports of ships are also provided by ship
mortgage banks, the most important of which wrc the
N.V. Rotterdamsche Scheepshypotheckbunk, the N.V.
Eerstc Nederlandsche  Scheepsverband  Maatschappij
and the Nederlandsche Scheepshypotheckbank N.V.

65. In Norway, medium-term and long-term sup-
pliers' credits arc financed by the A/S Forretnings-
bankenes Finansicrings-og  Eksportkreditt-institutt, a
specialized private institution established for that pur-
pose by the Norwegian commercial banks. In 1964,
the institution's capital was increased from the cqui-
valent of $1.4 million to the equivalent of $2.4 million;
it can augment its resources by raising loans on the
capital market, but the total amount of bonds in circula-
tion at any time must not cxceed a sum equivalent to
ten times its capital.

66. In Sweden, a specialized institution, the AB
Svensk Fxportkredit finances medium-term and long-
term suppliers’ credits. Since the liberalization of the
banking regulations in 1965, thc commercial banks
have, in principle, been in a position to finance all
export credits irrespective of maturity, but in practice
they finance short-term and medium-term suppliers’
credits, leaving the AB Svensk Exportkredit to finance
supplicrs’ credits of between five und ten years. The

% For transactions carricd ol on behalf of the Government
of the Federal Republic of Germuny, the Krediansialt fiir
Wiederaufbau, which administers the official aid programme,
uses pablic funds which it handles on a trust basis.




latter institution hag 4 share capital of the cquivalent of
$19.3 miillion subscribed by the Gosvernment (50 per
cent) und by twelve commercinl banks (50 per cent),
It muy raise the funds needed for s financing uctivities
on the capital markets,

Tur EXPORT FINANCING PROCESS IN THE CENTRALLY
PLANNID E( ONOMIrS

67. In the centrally planned cconomies, u relatively
small proportion otexport transactions involving capital
goods is carried ony throuzh purely commereiy ] credits;
most of these transactions arc cffected through state
credits - granted  within the framework of bilateral
sovernmiental agreements, usually designated as eco-
nomic co-operation agreements, These agreements, as
a rule, cover not only the cost of cquipment and ma-
chinery and of these construction materials not avai-
able in the credit receiving country but ylso the cost of
preparatory work, including, for cxample, prospecting
and exploration or preparation of blueprints us well as
the cost of post-installution support, such as technical
assistance and the training of locul personnel. Usually,
the state credits are tranted at an interest rate of 2.§ to
3 per cent and are repayable over u period of eight to
fiftcen yeurs, strting one year after the delivery or
installation of the cquipment. Repayment has commonly
been effected through the shipment of export com-
moditics or of the goods produced by the plant built
with the credit,

68. Commerciy export credits for the acquisition
of muchinery and cquipment are granted by the foreign
trade orgunizations. In Hungary and Poland, however,
somc individugl enterprises may themselves grant such
credits dircetly to the buyer: for example, in Hungary
Gunz-Mivag, ‘which manufacturcs locomotives and roll-
ing stock, und Pannonia, the loreien trade company of
the Csepel Tron and Steel Works. and in Poland the
Bickko factory and  the Raciborz fuctory, which
manufacture  testile michinery  and machine tools,
respectively,

69. The forcien trade organizations are autonomous
bodies which conduct their import und cXxport activities
under their own nanges ind daccerding to their own rules,
possess their own funds and operate on strict commer-
cial principles. They operate under the guidance and
supervision of their respective  ministries of foreign
trade, which do not intervene in their transactions as
long us the Lutter conform to the over-al] trade plan,
which forms purt of the national economic plan. The
organizations hayve fepresentatives in foreign countrics,
whose dutics include, inrer alia, customer ljaison, market
Prospection and the negotiation and signing of contracts.

70. The foreign trude organizations specialize in
specific categories of goods. Thus, in Czechoslovakia,
Technoexport, the largest of the cight forcign trade
organizations dealing with cxports of capital goods,
spectatizes in the export of machinery and cquipment
for the chemical and rubber industrics, the refrigerating
and food-stufis industrics, the engineering industry, the
building materials ang wood-working industries and
alsoin exports of ships and dredgers; Skoda-export
deals with michinery and cquipment for power-stations,
metallurgical works, engineering works and rolling mills
and also with electric locomotives and trolley buses;

Investa exports machinery and cquipment for the shoe
and textile industries and Strojimport exports machine
tools,  die-casting machinery, foundry cquipment,
presses, machine-testing instruments, ete. In Hungury,
Komplex deals with factory cquipment, Mogiirt with
motor vehicles and Transcleetro with clectrical equip-
ment and appliances. In Poland, ten organizitions
handle cxports of machinery and equipment, the largest
being Cekop (complete industrial plants and installa-
tions), Metalexport (metal-working nruchinery, textile
machinery, paper-muking machinery, pumps, compres-
sors and machine tools). Centromor (ships and marine
cquipment), Elcktrim (clectrical and power installations)
and Centrozap (machinery and complete plunts for the
mining, iron and steel industries, ctc.).

71. In Romunia three organizations specialize in
exports of capital goods: Industrialexport (complete
plants and machinery for the oil and chemical indus-
trics, the mining industry, the iron, stecl and power
industries and the shipbuilding and retrigerating indus-
trics);  Maginexport (transportation und construction
cquipment, crancs pumps, ete.) und Auto-Tractor (trac-
tors, automobilcs, transportation equipment and agri-
cultural machincry).

72. In the Union of Sovict Socialist Republics the
number of organizations specializing in exports of ma-
chinery and cquipment has increased from four before
the Second World War to fiftecn in 1966, For cxample,
Tjazhpromexport deals with the construction of com-
plete plants for the mining and metallurgical industries,
while Prommashcxport constructs complete plants for
the engineering, machine tool and clectrical industries,
Mashinocxport CXports cquipment for the oil, mining
and building industrics, Encrgomashexport specializes
in cxports of electrical and power equipment and
Aviaexport deals with cx ports of acroplancs, helicopters,
etc. Three other organizations specialize in transporta-
tion equipment: Avtocxport (passenger cars, trucks,
buses, tractors), Sudoimport (ships and marine equip-
ment) and Tractoroexport (agricultural and road-build-
ing equipment).

73. The foreign trade organizations may, if neces-
sary, finance the credits they grant by borrowing from
the central banks (in Hungary and Romania) or the
forcign trade bank or a similar state credit institution
(in (%zechoslovakia, Poland and the Unjon of Soviet
Socialist Republics). In Czechoslovakia, the institution
responsible for financing these credits is the Ceskoslo-
venskd obchodni banka a.s., established on 27 Novem-
ber 1964, which took over some of the functions
formerly performed by the State Bank of Czechoslo-
vakia, particularly in the ficld of international banking
and foreign cxchange Operations; in addition, the
Cecskoslovensk4 obchodni banka as, keeps the coun-
try’s clearing and other external accounts, buys and
sells foreign exchange, provides foreign trade banking
scrvices, grants and accepts foreign credits and assists
in the development of Czechoslovakia’s foreign trade.
In Poland, export credit financing has been provided
since July 1966 by the Bank Handlowy w Warszawie
S.A., which, on | January 1964, assumed responsibility
for all settlements relating o forcign trade previously
handled by the Narodowy Bank Polski.  the Polish
central bank. In the Union of Soviet Socialist Republics
the foreign trade Organizations can finance their export

R e



credits with the Vneshtorgbank (Bank for Foreign
Tradc), established in 1922, which dealt only with non-
commercial puyments and accounts until 1961, when
it also assumed responsibility for commercial operations,

formerly finunced by the Gosbank, the USS central

bank.

74. Export credits involving capital goods are
granted on a medium-tcrm or long-term basis. Medium-
term export credits usually have maturitics of betwecn
one and five years, whilc long-tcrm_export credits are
granted for periods ranging from five to eight years.
The buyer is usually requircd to make a down payment
averaging 10 per cent of the valuc of the contract at
the time of signature and a similar payment upon de-
livery of the goods. Depending on the type o equip-
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ment and on various economic circumstances, cach of
thesc payments may be reduced to S per cent or
increased to as much as 30 per cent.

75. The guarantee of the government of the buyer's
country or a rcliable eredit institution in that country
is very often a prerequisite for the granting of the com-
mercial export credit. A gold clause may be inserted o
the credit contract as i guarantee against the etfects
of devaluation and inflation in the buyer's country, The
interest rates charged generally average 4-6 per cent,
The credits are usually repayable in the currency of
the importing country (which will be used to purchase
local commoditics), in convertible currencies or in
goods manufactured in the plants cquipped with the aid
of the credit.



Chapter HI
EXPORT CREDIT INSURANCE

The PROBLEM OF EXPORT CREDIT RISKS

76. The factors which make selling abroad on
dcfcrrcd-paymcnt terms riskier than sclling on the
domcstic myrket on - similar terms gre well known,
Reliable information coneerning  prospective forcign
buyers may be hard to obtuin, muking it difliculy to
assess their credit-worthiness accurately. Suppliers feqr
that in case of nou-payment jt May prove complicated
or costly to press their claims in foreign courts, and
that in “the buyer’s tountry alien creditors may not
always receive " the same - treatment as do domestic
creditors,

77. In addition to commercial risks
default of the buyer), cxternal trade involves important
hon-commercial risks arising from evengs beyond the
control of both buyer und supplicr. Losses may be
caused by politicyl cvents such us wayr, rebellion” and
expropriation, by catastrophes  such g hurricancs,
floods und carthquakes, and by monctary phenomeny
such as forcign cxchange shortages and other transfer
diflicultics, When such events occur before delivery
of the goods, they may prevent the buyer from fyj.
filling the contruct or muke jt impossible to transport
the goods to their destination. When they occur after
delivery, they muy render previously  solvent buyers
insolvent or prevent payment by solvent buyers.

78. It hus been vonsidered necessary, therefore, to
Provide protection ot only ugainst commercial risks,
which Joom greater in foreign myrkets than in the
home murket, but ulso aguinst the other risks peculiar
o export trade, which fall outside the scope of the
supplicr-buyer relutionship and may interfere with the
Payment or remittunce of the sums ‘due,

(insolvency and

THE RATIONALE AND OBJECTIVES gF GOVERNMENT-
BACKED INSURANCE

79. The great number of buyers throughout the
world mukes i possible to spreud the commercial risks
— that is, the risks arising from circumstanccs within
the buyer's comml——udcquatcly and, by means of
actuarial caleulations similar to those employed for Jife
insurance, to ussess the probable average loss per-
centage, Consequently, when the commercia) risks
involved in €Xport transactions are considered not to be
abnormally increased by conditions in the buyer's
country, private insurance companies have been willing
o underwrite them for their own aecount. since suffy.
cient premium inconie to meet possible claims payments
can be expected 1o dccumulate over 3 long period,
Smilarly, private surinee companies hyve always beep
willing to underwrige the risk of losses arising from
damage to the goods during shipment to the guyer's
country,

80. In the case of non-commereial risks, which
due from individual buyers
but all Payments due from an enjre country (country
isks), an actuaria| basis is obviously not conceivable,
The “magic of averages” does not oper..te, owing to the
countries in the world market. More-
over, oceurrence of political,
monctary and Catastrophe risks ;re highly imponderable
and in most cases unpredictable. There is no wiy of
forecasting, with any acceptuble margin of error, possi-
ble future fluctuations in the political and economie
situation of importing countrics which may force them
to control imports, ration foreign exchange payments or
decree moratoria, Given the "evolution of the world
conjuncture, the past cannot be relicd upon as a valid
guidc to the future. in the ninetcen thirties foreign
investors and suppliers incurred most of their losses
through bankruptcy or cancellation or rejection  of
orders, whereas in the post-wyr period apprehensions
eoncerning non-payment scem to have arisen mainly
from the fear of exchange shortuges, expropriations and
political disturbanees, Possiblc elaims pPayments in
connexion with non-commercial risks might involve
sums incommensurate with the premium reserves of
private insurance companics, as ean be seen from the
example of the Export Credits Guarantee Department
of the United Kirgdom, which in two years, owing to
exchange difficalties in a single market, became liable
or claims payments equivalent to the total premium
income received on all markets during the preceding
twenty-two years, ! orcover, the unwillingness of
private companics to underwrite commercial risks in
respect of sales to countries which do not have an
exeellent credit rating
assume responsibility
noted that since government eannot be
deelared bankrupt, there js no possibility of insolvency
and the risk of default by governments. publje buyers
or private buyers 8uaranteed by thejr governments js
considered to be 3 political risk.

81. The vita] importance of CXports  to thejr
€conomies has, over the years, led the governments of a
number of eountrics to introduce export eredit insyr-
ance as part of their ¢xport promotion programmes,

€ expansion of eXport trade has, however, been
sought for differc Tcasons at different epochs, aceord-

. short-term suppliers’ credits,
First World War, its maip purpose was
elp eombat the then prevailing large-scale un-

- During the ninctecn thirties export credit
! United Kingdom,

. Expoit Credits Guarantee Department,
op. cit, p. 17




insurance was uscd with a view to mitigating the cffects
of the depression by helping to maintain a certain flow
of exports at a time when widespread market disloca-

tion, foreign cxchange crises and political instability
werc transforming the conditions under which interna-
tional trade had previously been finunced, making it
diflicult for suppliers and bankers to continuc to assume
their traditional risk-bearing responsibility. In the carly
nineteen fiftics, with the progressive shift from a scllers’
market to a buyers' market and the gradual change in
the pattern of international trade resulting from the
expansion of capital goods exports, cxport credit
insurance was extended first to medium-term suppliers’
credits and then, towards the end of the decade, to
long-term export credits (supplicrs’ credits and buyers’
credits). This enlargement of the scope of export credit
insurance has been accompanied by a growing tendency
to regard such insurance not only as a mcans of promot-
ing the developed countries™ exports ol capital goods
and services but also to a certain cxtent as an instru-
ment of their aid policics.

THE BANKING FUNCTION OF EXPORT CREDIT INSURANCE

82. Export credit insurance cnubles suppliers to scll
abroad on dcferred-payment tcrms without endangering
their financial cquilibrium by assuming responsibility
for excessive risks. An export credit insurance policy
guarantees the supplicr against possible  substantial
Josses or against prolonged illiquidity caused by pro-
tracted failure to pay on the part of thc buyer. Fur-
thermore, the insurance policy can be of great assistance
in facilitating the mobilization of export credits when
the supplicr is not in a position to finance his transac-
tions himself. This latter role of export credit insurance
has assumed unpreccdented importance in view of the
fact that an increasing number of firms, faced with the
necessity of granting morc cxport credits in order to
expand their business, have found they can do so only
by seeking more bank financing.

83. The banks willingness to makc advances or
provide discounting facilities increases pari passu with
their assurance that the supplier is protected against
failure to pay on the part of his foreign customcrs. The
addition of an insurance institution’s signature to those
of the partics to the export transaction greatly improves
the quality of the export bill. In those circumstanccs,
banks tend to place less emphasis on the exporter’s
credit-worthiness. The fact that the risks involved in
export transactions arc covered by government-spon-
sored institutions has also brought about increased par-
ticipation by credit institutions in the export financing
process and has led to mobilization of funds which
would not otherwise have been availai'e.

84. As has been said in the preceding chapter, un
export credit insurancc policy is in most cases a
prerequisite for the granting of credits, and its validity
largely determincs the length of the credit to be granted.
Export credit insurance has become an integral part of
the export financing process and export credit insurance
institutions perform, on the whole, a function com-
plementary to that of the credit institutions.

INSTUTUTIONAL FEATURES

85. Despite international co-operation aimed at har-
monizing the various national schemes and despite the

effects of competition, which tends to increase 1he
similarity among these schemwes. there are sult certam
differences as regands the form of government intersen-
tion, the scope of the risks insured. the nature of the
transactions snred, the maure of the export insued.
the risk cover and the types of policy issued

The fornt of government interyention

86. This intervention has tahen phice tooa farge
extent within the functional framework of co-operation
between government imd private enterprise, thus mo-
bilizing for the insurance schemes  the specialized
experience of private insurcrs and the business com-
munity as o whole and their knowledge of export trade
problems and cflicient business  management. The
closest form of co-operation is that exemphied by the
Netherlands and the United States. where the insurance
scheme is administered by a private organization which
insures non-commercial risks for account of the Govern-
ment and handles commercial risks to o great degree
for its own account: thus the Nederlandsche Crediet-
verzekering Maatschappij N.V.. whose shares are held
by Netherlands banking institntions and by Netherlands,
United Kingdom and Swiss insurance and reinsurance
companies, provides coverage against both comniereial
and non-commercial risks. Non-commercial risks are
reinsured with the Governnient which will, in principle.
also reinsure commercial risks at the option of the com-
pany. In practice. however. the Nederlandsehe Credict-
verzekering Maatschappij insnres commercial risks for
its own account and reinsures them with its commercial
reinsurers, having recourse o government reinsurance
only in the case of transictions with developing coun-
tries involving maturitics in cxcess of two years. fn the
United Statcs, the Foreizn Credit Insurance Association.
a voluntary unincorporated association of approximately
sixty-five stock and mutnal insnrance companics, insures
commercial risks for its own scconnt and non-com-
mercial risks for the acconnt of the Government throngh
the Export-lmport Bunk of Washington, whicn also
provides reinsurance for lighilitics above certain Timits
in respect of commercial risks,

87. Close co-operation also exists in France, where
the Compagnic francaise d'ussurance pour le commerey
extéricur, @ mixed joint-stock company, Insures for its
own account commercial risks in respect of short-term
transactions and insures for account of the Government
non-commercial risks for all transactions as well as
commercial risks on medium-term and long-term trans-
actions. Decisions on the granting of export credit
insurancc for account of the Government are tuken by
an  interministerial  committee,  the Commission  des
garanties ct du crédit au commerce extéricur.

88. Another form of co-operation between povern-
ment and private enterprise is that found in Austria,
the Federal Republic of Germany and Switzerland
where insurance is provided for account of the govern-
ment by private or mised COMIPATILS (CHH iy CONMMIs-
sion agents on instructions from the  Munistry ol
Finance, as in Austria, or from an interministeriad
committee, as in the luderal Republic of Germany
and Switzerlund. In Austria, the Osterreichische Kon-
trollbank AG, @ bunking institution owned by three
big nationalized banks and two private banks, acts @5
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Federyi Republic f Germany ang Switzerlond, how.
CVer, privite insur.ance COmMpanies (in g Federal Re.
public of Germany, 1,0 Gerling Konserp Speziule
Krcdil\'cr.sichcruug.\ AG and the Deutsene Kredityers-
cherungs AG und i Switzerng, the: Lidgenocssische
\’crsichcrungs AG and subsidiary of the Gerling
Konzern Speziuie Krcdil\crsichcrungs AG) have been
willing ta insyre for their own dccount commerciyg rigks
for transactions  wigy buyers in countries  with 4y,
excelient cregit rating,

89. A compleicly difereny ferm of Co-operation
prevails in ¢the, countrics, wiere msurance s provided
directly by the Government through governmeny
department, in Japan (Ministry of Internation-
rade und Indastry ) ang the Unige Kinadom (Export

redies Gunr,jypep Dcp:nrlmcnl); through governmeny
ageney, as ip Denmark (Fﬁksp(»r(krcditr;!dc:\. Finland
(Vicntimkulaitm). Norw,y (Garanti-Instigugge tor Eks-
Portkreditt), Sweden (lf\pnnkrcdimfimndcn): or irough
i1 public Corporation, as i Belgiam (Onfiee National! dy
Ducroire), Canuddy (Export Crijs Insuranee Corpory.
tion) and Italy (Istituto Nivzionale dele Assicurazioni)
(in the Ilatter country. the oficia) insurance scheme
provides Coverage apaingg NON-commerciyl rigks only), =
In almost 4y these countries private CAlerprise partiey-
pates in the expart credit insurape. Process  through
fepresentation on the crecutive bedies which cxamine
applications for insurance n supervise the schemes,
or through ad\ 1801y coungifs. FFor cxample, in Denmurk,
members of (he l?kspunkrcdilr;ndct (the ¢xport ciedit
council) include representatives of trade associations in
addition to the FEPresntatives of ghe Danmarks N.
tonalbank ang the: ministries concerned, In the United
Kingdom, the Export Creditg Guaranee Department
I8 assisted by an Ad\ isory Coungil of p.ivate indjy iduals
representing banking, HINU RO maustry. |
lion, privyge Paaticipation s particularly sianificant jn
Belpium, Mtaly sind he ¢ Lited Kingdony, where priviage
companies (jn Belgiom, the Compaonje belge (assy-
ramee-crédit: i faly, the Societa Hulizn., Assicurazione
Crediti, und in the United Kingdom the Trade Indem-
nity Compuny, Limited) provide congr against com-
mercial risks for transactions wigh buvers countrics
having an excellent eredit rating.

The scope of the
90.  Whiic nimy schepges -
YA bill pew betore 1l itilian Parliameny DIOposes jo ey

fend 10 commercial rishg the cover Provided yundey the aviejai
cxport credit insurance scheme.

Fisks Covered

“those of Japan, the

18

Netherlands ang the Unite Kingdom, for example ——
e adopted elobal detingion of noa-commerei,)
risks, emiric e Wl ok hevond the control of the
supplicr or the buyer, ather scliemes, such s thoie of
Belgium, Fropee and the Uniged StLIes, cover only the
risks specified i the policy, p Hiicat risks and transfer
PSS Gre coverey) by all schemes ind citastrophe riskg
ArC covered i o e Thie risk of price incregses
durin: e Productaon of e Loods is convered anfy n
Finkind, prynee and Ty,

9t Commerci ) risks are defined in all schemes as
the msoleney of ng defiult by privage bayers (default
Py covernments or buvers tuaranteed by them being
considered s ;) Political risk). lnsul\'cncy is co.cred in
all schenpes exeept those of lly and Switzerlund. while
default s excluded in Belgium (for medium-term ang
long-term txport credits), the Federal Republic of
Germany, ltaly ung Switzerlund, Non-acceplance of
the goods s covered only in Anstria, Cuanada, Finland,
the Netherlands, the United Kingdom and the United
States.

The natire of the transactions insured

92. Al export credit insurince schemes guaran:se
supplicrs’ credits and most schemes Suarantee buyers'
credits (the Lytger guarantecs, Senerally called financia)
guarantees, are studjed in a later section of this chaptery),
Many schemes i i
an ordinary export credit insurance
a direct guirantee to the credit institution financing the
credits (such Buarantees, known a¢ “bank
are studied in the following section). A fow
COVET olier types of operations, For ¢xample, as noted,
the Compagnie frangaise d’assurance pour le commercea
extérieur fuerantees credits granted to foreign buyers
by credit institutions to finance down Paynients required
in export contracts with French suppliers and Jocg)
¢Xpenditures incurred in connexion with the installation
0t the equipment purchased in France; the Compagnie
francaise d’assurance pour le commerce extérieur also
insures against politicaf risks e uipment used in the
cxecution of works abroad, provided that the equipment
is exported to the forcian country on temporary basis
be re-exported "Pon completion of the works.
The Istituto Nazionale dolie Assicurazionj guarantees
credits granted by medium-term and long-term credit
institutions to foreign governments and centra] banks
for “economic rehabilimtinn", and the Italjap Parlia-
Mment js considering the possibility of authorizing thay
institution to guarantee credig granted to foreign buyers
o finance local cxpenditures relating to €Xport transac-
tions with Iajian supplicrs. In four of the six countries
having 4 investineny Luariantee  system (Austria,
Federal Repubiic of Germany, Japan and Norway), this
system (which fy)s autside the scq
ndministered ' insti
¢Xport credi INsurance
ies (D¢ amark and the United States)
fuarantee system i administered by a different agency.

The nature of the CXPOH Insured
93, ¢xport credig insurance, the

“ The Frgnch scheme coveyy this risk only to the extent to
ey Teuct prices exceeds the increase in

In the context of



term “export” is interpreted in a very broad sense, sinec,
in addition to sales of geods, it may include sach opera-
tons as sales of patents; performanes of serviees;
construction of public works. preparation of studies.
provision of consultative or advisory services, cte.; lease
of equipment. patents, cte.: exploration of foreign mun -
kets: consignment of stocks for sale wbroad. and parti-
cipation in trade firs shroad.

91, In the case of sales of roods, alt categories of
goods arc chigible for insurance wnder all schemes.
provided they are of national origin or. i the case of
capital eoods, that they have o satisfactory content of
mitional material and lebour. In oddition, in countrics
such as Belginm where the transit trade is relatively
important, it is also possible to obtain insuranee for
chort-term sales of goods manufactured abroad, pro-
vided that such transactions are not detrimental to the
corresponding national industry.

95. In recent years, there has been an inereusing
tendency for supplicrs in several countrics to participate
jointly in export contracts for major projects, which hus
created problems for insurance institutions in cascs
where buyers have preferred to sign contracts with 2a
single supplier rather than deal with scveral suppliers.
This led the countries of the European Feonomic
Community in May 1962 to agree on reciproeal
arrangements uader which the iasurance of a muin
contractor for capital goods could cover work sub-
contracted in cnother EEC country up to a value of 30
per cent of the main contract: in June 1965, this per-
centage was increased to 40 per cent in tha case of
contracts of up to $7.5 million. while 30 per cent was
retained for contracts exceeding $10 million: for con-
tracts of between $7.5 million and $10 million the valu:
of the forcign content of the related subcontract must
not excced $3 million. Austriu, Denmark, Norway.
Sweden and Switzerland have concluded reciprocal
agreements with the EEC countries for the purpose of
issuing joint cover on major capital goods exports. The
United Kingdom has concluded reciprocal agreements
with Austria, Denmark, Norway, Sweden. Switzerland
and the EEC countries to cover. under certain condi-
tions. contracts iavolving up to 30 per cent af forcign
goods where these goods emanate from one of these
countries. Canada has been given the statutory authori-
zation to conclude similar reciprocul agreements.

The risk cover

96. Except in a few cases involving direct pua-
rantees, all export credit insuranee schemes require the
supplier to retain a direct financial interest in the
insured transaction. This risk-sharing requirement.
under which the supplicr carrics a small proportional
share of any loss for his own wccount, is designed to
discourage irresponsible trading and ensure thut the
supplier will exercisc great care in choosing  his
customers and in appraising their credit-worthincss, that
he will pursue the buyer for collection of payments
after they becomne due, and that he will have a stake in
maximizing recoveries once he has reccived his claims
payments from the cxport insurance institution. The
tendency has been ta make the insured responsihle for
a sum corresponding approximutely to his cxpected
profit and to provide him with adequate pro ection for
what is considered to be his “prime cost™.

97. The percestre of cover nirespect of 1isks which
are Doyond the pvsre ' come b v et sub
tially fishor than thot o res, o of oo bk
which the fnured con misiesie by ene sy e traint
with recerd o the sater oed Lo of the aredit hie
grants, Similarly, the porcente of covs s use e
Righer for sales to public hedies thea Torseles v privats
buyers, since i the Later o the exporter is e e
to bein @ position o erercise sonnder fdeement. e
percentaee of coner proses from TS e 90 for cone
prercial risks and from 85 o 0% Lo mon commerenl
risks. The percertore of ¢ or s semerhy ower for
losses connected with s il of stocke hrond. the
cxploration of foreien moarkets and partivination i trade
fuirs.

98. The importing conntry’s evading is b oftan
used as a criterion in detrrmicing the cover to b
provided (see seetion below on the selveney of insurance
schemes). In the case of countries which ure considered
relutively poor credit visks. the suprber is semetimes
asked to assume responsibitty for more than the
normal minimum pereentaes of fosses arising from com-
merent and non-commercial risks. For example, under
new regulations introduced in the United States i Mav
1965, the supplicr i normally expected o cany 10 per
cent of the risk, but, dependin: en the comntry, he
may be required to assume responsibitiny for 20 to 30
per cent.

99. Credit institutions  usuzily  finwnee oty the
insured portion of cxport transzetions, qnd sinee this
financing is generally provided with recourse against
the supplicr. the institutions take into account the
latter's over-all finsngind situstion. 17 his financial situa-
tion is particularly sound, the sunniier may also be uble
to obtain parallel fipaacing for part or all of the
uninsured portion of the transaction: the shorter the
maturitics of the export bills. the ensier it will be to
obtain such financing. With the lenathening of export
credit maturities. sunpliers muy therefore increasimalv
be confronted with a situation in which the iminsured
portions of their various transactions  accumulate.
constituting frozen ossets which dimimish the firm's
potential liquidity.

100. Certain formulas e heen sdopted o help
overcome this growine liquidity prabien, In the United
Kingdom. for example. the bxport Credits Guarantee
Department agreed in 1962 to inerease cover ty 100
per cent in the cuse of “trouhie-free” contracts two
years after the poods had been detivered and accepted
by the buyer: the waitine period was redneed o one
vear in 1965, MHowaver, the Deportmient hos direct
recourse against the supplier for claims pasments minde
to him should his subscquent hehavionr COMDTOMISE
the recovery position. for example shonld he fail to
pursue the buyer. In 1063 the French Government
introduced a system of progressise guarintees for long-
term suppliers’ credits. makine it possible to diminish
the supplicr’s share of the risk for bills with maturitics
exceeding five yeurs. Under this systent, the totad cover
is caleulated so that the weirhted averave of the
guarantzed portion docs not exceed 90 per cent. M
turities falling due after five yoars being covered for
more than that percentuee, with less cover for the
carlier maturities. In July 1965, SIMEE T osvstem was
introduced in the Netherlands.




1he typey O policy iwyey

HOL There are g, basic ty pes of policy, the specifie
policy and the CoBpichensgy o Policy, also known 5
the globu} of WholC tirnon of Policy. Under (he latter,
the  cxporter sures il o s transactions with
4 oagreed ETOUp ol coungrivs dgaanst - hotly com-
merend gy NOR-Commereial rigky Such policies are

ased on he Principle that (he Sraging of relatively
safe transactions and more hazirdous transactions wijl
Spread the righs satsbictorily, (g permitting
scheme 1o offer inonrnee AU advantageons rides op g
sound finianciyj hasis. T conmrehiens, e policy ulso
Cstablishes g quu,si-p.‘:nm-r\hip rekationshp between the
insuranee nstitution ;g the supplicr. Under the specific
policy. the CXporter insures part of I transuctions or
even asingle eyl Such policies involve an clement of
choice in thy the supplicr can usually sclect iy risk
against which Wishes to be protected. The supplicr
truding with well-Known firms or With purchusers whose
credit-worthiness o unquestiongbfe may be interested
only in non-conemereiy risk Ceners he may ylse apply
for “insurunce ONY i respect of the riskicr markets,
Although 11, comprehieasiyve puliey s Apparently the
norm for Cxport crediy insurance truns.zclions, there are
nany cases e il for e issuance of specific
policies. The Loneepts of volume of business, repetitive
transuctions spread of risk all direetion, (byv
markets, buyers, rms of puymens, Lvpes of risk) upon
which the comorehensiy e policy principle js hused yre
ot applicuble,” for cxample, 10 transactions ivolving
industriy| michinery  ;1p cquipment, which usually
require Jong Production periods and oller po repetitin e
USINCSs. Since the specific policy allows
little spreyg of ricks, (he pPreutium  pyges charged are
ushially higher (i, those for the comprehengive policy,

102, Most export credig insurange institutions ghow
i1 marked preference  for comprehensjve policies foy
short-term timsactions, oftey muking them mandatory
in such cyses, In the Unigeg Kingdom syely policics ;re
mandutory jn respect of yj) transuctions with Muturities
not exceeding fiye YU, provided thy the business
follows continyoys, repetitive  pattern in\'()l\'ing R
wide range of buvers markets. A supplicr wishiny
to insure sych business mys fequest cover for g or
most of his fyyye APt business against both com.
mercial and hen-commercial risky for & period of one or
three years alead, 1 pe chooses the longer beriod, he s
given u reliyge atthe end of the three years, 1y contrast,
supplicrs ¢un obtain only speciiie policies for lurge
capital Projects ivolying coisiderable Hubilitics for
Nany veurs hosd annd requiring long m::nulﬁ:cluring
Periods which render ey ncompagible ith the com-
prehensiye praciple, " nited KNingdom suppliers een)-
SIonally sk (h. Expors Credins Cuaringee Department
to exclude (h, buser o market riskg from cover, o
the assumptiog that \he ¢y of suel limited ¢oyer
Would be comilerghly lower, e Depirtmeny It
refused o Sphit the risks, howey, USINCC o do g for
ONCCXPOrTCr ol leave the dooy ORI widespres
sclection RN TR comprelicos o principle) leaving
it fthe Dcp;lrlulcnlf with the Sane oy oyl ¢loima
liabilits puy 10 PreminT . FCGD has aho .
sisted that

“itis in ANY cuse misconceiyed e imagine thog murket

and buyer risky ¢an always he Separated into wiger-
tight companments: spericnce slows that this sepir-
QUON can’ ofiep prove diflicult ip practice, Lasty, 4
POt which is ofep lorgotten s (hiy the exclusion of
cither poliicy O commercial rihy from cover would
greatly redyee e value of g Luiarantee s security for
bank finanee
The Department has summed up s position by saying
that the comprehensive approach has cnabled jp oy
develop fucilities which yre consistently available for
usiness wigh MOst markets in e wWoild. to cover y
Yery wide range of risks ind 1o offer nsurinee the
lowest price” 4

Bank GUARANTEES

103, As noted in chapter 1. @ ceredit institygion dis-
counting the Export bills suargneed under an export
credit insuranee policy wij) homuilly do so wigh recourse
against the supplicr, Crediy institutions (Jq, not regard
the cover Provided by the insurance policy as suflicient
Proteetion, sinee the policy may pey cover the risk of
hon-aeceptunce of Loods by the buyer und might be
invalicated by the supplier’s faifure to conmply with the
lerms of he contrict, Moreover, the insuranee policy
does noy usually provide for Payment of he interest
that would aecrue between the maturity dates of unpuid
cxport bills and (he dates on which cluims are paid by
the msnrange compinies, The credit institutions must
seek repayment from the supplier in those occasiona)
Cuses where the buyer defiults and the supplier is not
covered under thhe Insurance policy,

104, Recourse ﬁn;mcing. which, to certain extent,
s provided on the security of the supplicr’s assets, may
e particularly burdensome when  the supplicr has
already accumulatoy substantiy] finuncial commitments,
Especially in the case of exports of capital goods inyofy..
ing lurge sums und crediy maturitics of fiye Years or
more. In order ¢, overcome sych difliculties, many
export credit insurance schemes o introduced the
bank guarantee system under which the credit institution
is given y direct guarantee that it wiy be unconditionafly
reimbursed in the event of nen-payment by (he buyer.
The buank Euaruntee sygiem enables the supplier to
obtuin fmuncing without reducing  hjs b()rrowing
capacity,

105, In the United Kingdom, for cexample, bank
guarantees, which yre applicable 1o individug contracts
for the supply of Manutuctured poods o a value of
$70,000 or more und on cregjy of not less thap two
years from shipment, Promisc paymeny of 100 per cent
of any defyul three monghs after due date of payment,
However, 1he United Kingdom bni flirantee system,
which pow permits the Supplier to obyin 100 per cent
rcﬁnuncing‘ IS operatiy e only from the date of accep-
tanee of the goos and i\ pog norually available for
any foreign goods included i the contryet, A separate
recourse arrangement made  betw een the Export
Credits Guarangee Department and the supplier under
whieh the Departiment retiring the right of recourse
against the supplicr for any payments mude to the credit
irstitntion by the Depantineny where it cap be shown
that the L0y would not e been Jiable for such pay-
Ments under the terms of the normy) insurance policy,

tUnited Kingdom, Fxpos Credits Guarantee Dcpar(mtnt,
op. ¢l p, 2.




106. 1In the United States, guarantees to credit inst-
tutions are given on a case-by-cuse buasis by the Export-
Import Bank ol Washington, which covers pohitical
risks in respect of all matwities wnd the commereial
risks in respect of Tater maturitic . Farly matarities are
detined s the lirst hatl of the rast:iments of o ooe. two
or three-year credit or the Tist cighteen months ol the
instalments of i longer eredit exclsive of the supplier’s
IS per cent retention. ‘The tater manturites include the
remaining instalments. exclusive of the 15 per cent
retention. The ditfereace i treatment ol the eardy
maturities is due to the credit institations’ destre in
most cases not to assume rishs beyond two years.
Guarantees may be granted Tor pericds up o twelse
vears, while (he five-year limit is still the rale for
ordinary cxport credit insurance.

FINANCIAL GUARANTELS

107. In the case of projects for which payments are
to be spread over a period exceeding five years, export
credit insurance institutions may guarantee loans made
by credit institutions direct to the overseas buyer
(financial guarantees) to enable him to pay cash to the
supplier. While in the case of ordinury export credit
insurance the bencficiary is usually the supplicr. in the
case of financial guarantees the policy is issued in favour
of the credit institution. Examination of the request
usually starts when the supplier is in the process ol
ncgotiating with the buyer and has found a credit insti-
tution which is rcady to grant a loan to the bnycer.
Terms of financiul guarantees are wiranged with both
the supplicr and the credit institution. Drawings on the
credits are made by the supplicr and not by the forcign
buyer. The supplicr usually assumes part of the risk
himself. Premium rates are caleulated in the same way
and arc usually based on the same rates as in the case
of cxport credit insurance. Financial guarantees are
intended to facilitate the linancing of large capital
projccts for which supplicrs’ eredits of up to five years
are deemed inappropriate.

108. For example, in the Federul Rcpublic of
Germany financial guarantees arc granted n respect of
projects of particular importance, preferably in develop-
ing countrics, which involve deliveries of capital goods
worth at lcast $1.25 million and whose maturitics
excecd five ycars. Losses are covered as follows: 80
per cent in the casc of commercial risks and 85-90 per
cent in the case of political risks.

109. In thc United Kingdom, financial guarantecs
arc not normally available for projects costing less than
$5.6 million, excluding local expenditure, or $2.8
million in the case of ships, and the nature of the
assets created must be such that their useful life extends
substantially beyond the period of the ercdit. There must
be demonstrably strong commercial grounds for gaining
the contract: for cxample, it must be shown thut the
contract might cventually assist the United Kingdom's
balance of paymcnts, maintain its position in an cstab-
lished market or stimulatc an industry which is short
of orders. It is made clear that these guarantecs are
intended to assist United Kingdom cxporters and to
benefit the Unitcd Kingdom economy. ©

8 Ihid., p. 51.
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SOLAVENCY O INTORT CREDIL . INSERANG
SCHEAMLE S
1HO. Export ciedu msarance s granted moaccond-

ance with commicraral principles. that o< by chaeng
prenams which, e b the nambor of «\;\'1.:110\{5
mvolved, shonld cver o s peciod be sawthiaent to
provide  adeginite working capit el aad o conspitate
fewerve toocover possibic Josses aid a0 contimeeney
rescre to meet admstatinve expenditures m periods
when eyvelical Tactors ¢ise the volume of teans whions
to dwindle, I premimm meome resulaldy taded o vover
disbursemients, the sovernment would be obliged 10
make up the deticit on g quast-pormanent buse, which
would be tantamount 1o subsidhzing the export mdas
trics and operating the msiranee scheme at o great
expense to the txpayer. s true thar the mponder-
ables of export credit transactions make it esential for
export credit insurance schenies to e the possibility
of recourse to government funds, but those resources
are to be drawn on ondy in emergencics arismg from
exceptional circumistances: for the bulk of thetr trans-
actions, export credit mswvanee ~chemes are expeeted
to be self-supporting. Internationat co-operation within
the Berne Union. the Orginisation for § conomic Co-
operation and Development and the Baropean Eeo-
nomic Community  has been wimed st casuring that
export credit insuranc: schemes shull not degenerate
into routine subsidizing svstems, and that the cost of
insurance shall not constitute o foctor of competition in
international trade. Eaporters in all conntries pay more
or less compurable preanum rates,

111, The premium pattern is quite often complex
and rates vary mainly according to the type of policy
(see section above on the types ol policy issued).
Premium rates arce in general lower for comprehensive
policics — usually issued Tor short-term fransactions —-
than for specilic policies tailored to individnil medium-
term and long-term transactions. They also vary accord-
ing to the buyer's eredit-worthiness and the prading ol
the buyer's country. When assessing the buyer's credit-
worthiness, the insurance institation investigates his
financial resources, commercial standinge, busimess mor-
ality and legal status, general business eapericiice andd
Familiarity with the line of business concerned, the over-
all situation in that line of business, pwisures taken by
the government of the buyer's country that may affect
the buyer's position (discrimination between nationals
of the supplicr's country and other aliens. cte.) und the
fiscal policy of the buyer's country (lor example, heavy
taxes on the type of industry in which the buyer Is
engaged, designed to channel imvestment away from
that industry into other lields deemed more profitable
to the national economy).

112. In their appraisal of the factors which may
influence country risks. export credit insurance institu-
tions devote particnlar attention to a country’s general
cconomie situation, its level of forcign exchange hold-
ings, its forcign ¢xchange policy and its balance of pay-
ments prospects. Through exchanpe of information, they
have worked out a country erading system. under which
a country is placed in a given cliss (of w hich there are
usually fonr) according 1o its political, ccononic and
financial situation. The gradings are kept under constant
review through continuous survcillance of ceonomie



trends duall Conntyiee. wd particilaly of lorcign ¢x-
change positions prdivies, T he grading ol a par-
ticuln COURtEY sy e cpon e up or down whonly any
sibeequent s, fopniem Modify ity political, cConomiy
or- financial it iy lappen that condition i
@OgIen couniny e, decmad o HHalstactony that pa
ISR Gy P led e etion. with iy
COtnry

R ENERTR drdtanee schenics e
sencial manaped vl dad meantag TRV
cquilibiium, Adminii ;. - Crpandiures uve been et
UL Ol prennuing: Josses Banve repiained cxtremety low
and most of (hery have  been tecovered  within g
relatively shor Petiod o time, |y Canada, from the
establishment of the § sport Credits Insuranee Corpora-
ton in 1915 1, | December 1965, e rutio of gross
lesses (that s cluims padd minus recoveries) to insured
credits was | Per mul I Switcerland, lrom 1934 (o
1965, this ratio s 2 per nil 7 1y e Ulnited
Kingdom. ¢ port business valned o over 28,000
muthon wWis insir.y by the T Credits Guarantee
Departmeiy during the pesiod T930- 1965 inclusiy e, and
claims o whout 52 milion weie paid: 6y per cent
of these wery paid i pespect of losses caused by
poiitical risks but 32 por cent wrose from the msolyengy
or delault of pjy e buyers and minor canses, * n the
United State-, 1o the ineeption in February 1962 of
the insurange rrerimme  operated jointly by he
Export-tmport 3500k of Wishingion and he Foreign
Credit Insuranee Association (FCIA) o the end of
TQOS, total claims Paid ishart-term and medium-tesm
transactions) amouied 1o S3.3 million, reeoveries o
$E.4 million 40 g oswes 1w $1.9 hoa; o of the same
date, the curuluti e valiae of short tery and mediun-
term ansuronee Pobcies issaed amomted 10 $4,400
miilio, Conscqneniy, the raio of 2ross losses 1o credus
msured wus dpproximately 1.3 Per mil* Fhe ratio o
net losses (i, Josses wiitien ol s irrecoverable) s
much lower: in Canady for example. it was .5 per nul

*Information ubbined fram Canaida, Export Credits I
surance Corporation,

SCaental ] on e busis of sUatisdics conlisined in “Doca-
menlalion pogr |, presses la parantie federate contre fes ris-
ques a Fexporiation on 965", press bulletin o the Barean
Pour L carantic conpre les vinques 3 Fexportation,

MUnhed hano by Uyport Crediis Criiranlee Dcp.ulmcnl,
Cpoait, po (o

*Ranio calealaed oy Liw busis of figures published in Fotdg
Newsletter, No, 1, and Fximbank , annual reports,

or lalf the ratio of Eross 1osses o msared credits, The
members of the Beme Union, who comntunicate their
fiancial accounis 1o cacl other for mgnal serutiny,
e acknowtodoed that so L no expory vredit insyr-
ance scheme s heen recalarly subsidizog, Although
the true Prncidle of insian e, the Taw of dverages, s
HOtenliiely sobd in e o o ol eypont credin msurance,
SMCBenee has Voan gl by adhering to sound under-
Writing CONCOpPls appiving  certain e tested
CreTin of rish SO g Cxample, by Imposing com-

Prehensive po ey istead o suring o ilic trinsic-
uons. or by establishing . incenin e SYstem), an export
credit fnsurance seheme SN oser g pivep period,
bulance it preimum bicome and dishursements,
Exvory

CREDLY INS'RANCE N FUE

PUANNID g OMOMIES

CENUIRALLY

P4 Caechosionahiy and Hungary are the only
centrally  planned ceonomivs Operating export credit
msurance schemes, the absence of insurance in the
other centrilly planned veonontics may be attributed to
the fact that these ceononies, Cxport credits, like
domestic credits, are financed oug of public funds,
Indecd, the mup purpose of the Crechoslovak and
Hungarian schemes is understood to be to provide for
the spreading of the risks through reinsurance on the
mternational nrhet.

S Each of these schenes g administered by a
department of State-owned Leicral insurance com-
pany, the Stitni Pojistovna (stute inurince institute)
of Czechoslonukia and the  Allami Biztosito (state
insurance enterprise) of Hungary, These companics gre
Lot members of the Beppe Union, put belong to 4
number of internanong msurance organizations. (Both
companics belong 1o the Internationg| Union of Avig-
tion Insurers i the Internationgl Union of Marine
Insurance; in addition, the Czechoslovak company js
4 member of the Intermational Credit lusurance Asso-
ciation.)

H6. The duration o the insurance available in
these two countrie, contorms (o accepted internationgl
commercial standrds for the ditlerent categories of
goods. The maximun portion of the ¢redit which can
be insured is 9o Perocent. In generyl, export credit
insurance is sought only for transactions which are not
gnaranteed by u reliable bank in the buycr's country.
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Chapter 1V

INTERNATIONAL CO-OPERATION AND THE PROBLFM OF FNPORT
CREDIT INSURANCE AND EXPORT CREDIT TERMS

Tue UNION I’ASSUREURS DES CREDITS INTERNATIONAUX
(BERNE UNION)

Membership, purpose and structure

117. The Union d'assurcurs des crédits interna-
tionaux, usually known as the Bernc Union after the
city in which it was founded, was established in 1934
by a number of European private credit insurance
companies and by the government departinent which
operated the United Kingdom export credit insurance
scheme. According to its statutes, only institutions or
corporations which insurs export credit transactions
may become full members of the Union. lustitutions
or corporutions whose uctivitics can be considered as
being rclated to export credit insurance may become
associate members. At present, corporations or insti-
wutions in the following countrics are full members:
Australia, Austria, Belgium, Canada, Denmark, Federal
Republic of Germany, Finland, France, India, Israel,
Italy, Netherlands, Norway, Pakistan, South Africa,
Spain, 3sweden, Switzerland, United Kingdom ard

nited States of Ainerica.

118. The principal purpose of the Union, as defincd
in its statutes, is:
“to work for the rational devclopment of credit
insurance in the intcrnational field by improving the
information services of full members by mcans of
making known to onc another the results obtaincd
in this sphere and, generally, to foster the regular
cxchange of views rcgarding essential questions of
credit insurance as well as on the problems which
arise in the ficld of technique and organization™.
Union members

“agree on their honour not to conceal any fact nor
to put forward in their mutual communications anf'
item of information likely to mislead other full
members”.

119. The Union is administcred by a President, a
Vice-President and a Management Committee, all
elected by the members at the annual meetings. There
is also a Technical Sub-Committee, composed of
experts from member organizations, which studics
technical questions relating to export credit insurance,
on which it issues reports and gives opinions for the

idance of members. The legal seat of the Union is
in Berne, and the secretariat is located in Paris.

120. The Union holds annual and extraordinary
general meetings at which technical aspects of export
credit insurance are discussed, views exchanged on a
confidential basis on the economic situation of various
importing markets and mutual agreement sought on
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the formulation of policies regardiag specific questions.
The Union does not operate through binding decisions
or rules, but through understandings, the mo-t impor-
tant of which tuke the form of reconmuiendations to
members. These recommendations, however, are not
necessarily recognized by governments, for cven those
institutions which are govermnent-controlicd are mem-
bers of the Union solely in their capacity as insarers,
and da not represent their governmants,

121. Although no member is compelled o comply
with the Berne Union imderstandings. any dopartares
from the recommended standinds must be disclosed to
the Union after the imsurance policy is issued. A formal
procedure for repotting departures was adopted at the
annual gencral mecting i June 1961, In addition to
this reporting procedure, Union members can also
obtair information through a question-and-answer pro-
cedure, under which any member has the right to gues-
tion any other member on ihe contemplated terms and
conditions when an insurance contriaet is being nego-
tiated. This procedure, formally introduced at the
annual general mecting at Venice in 1958 and sub-
sequently  ampliticd at  the  cxtraordinary  general
meeting at Berne in January 1960 and the Manage-
ment Committee niecting in Paris in April 1965, not
only enables the questioning member to oficr similar
terms and conditions (matching principle), but ako
protects member institutions against fulse allegations
by supplicrs or buyers that more advantageons eredit
tcrms are being ofiered by compctitors in - other
countrics.

Appraisal of the Berne Union's elforts to influence
the "export credit race”

122. As has been seen in chapter 1, an export credit
race has been going on since the late nincteen fifties,
but no adcquate statistical or other data are available
to provide a basis for determining the extent to which
this race has distorted intcrnational trade in capital
goods or is threatening to do so. It is thought, how-
ever, that on the whole the Beme Union has exerted
a greater restraining influcnce than might have been
expected and “has been of considerable value in
keeping the extension of credit within reasonable
bounds”. ! In trying to influence the international tradc
financing pattern, the Union has been handicapped by
several factors. It is an association of private, public
and mixcd autonomous insurance institutions in which
governments are not officially represented. Its members
consequently find it diflicult to resist when their govern-
ments direct them to insurc transactions for terms

| United Kingdom, Fxport Credits Guarantee Department,
op. cil., p. 30.



longer than thowe recommnended by the Unjon- at their
June 1959 mecting, the Unjon embers confessed thyt
they had been obliged 1o violate the five-year under-
standing under pressure from their Loverminents, upon
whicl they wepe dependent for Support. The fact that
govermnents are poy ollicially membery of the Union
and are not hayng by its understandings g also
seriomsly nnpeded the siooth functioning of (he Lues-
tion-and-answ ¢y Procedure: o miengher mstitution may
answer that it does poy mtend 1o insure 5 particular
transaction on Certain termis, and yet subsequently
proceed to do o gy structions frog) its government,
with the resnlt tht the transaction i concluded before
other interested nember institution, hyve had a chance
o learn of 1he pew decision and cnghe polential sup-
pliers in their own country g compete by offering
similar terms,. The Berne Unijon undcrstundiugs “have
force only in s far u there is suflicient mutual
interest and coneern o maintain then, and provided
they are yor overridden by individual government
dircetives”, »

123. The un

on's power to act ffectively was jm-
paired from g

outset by the fact hyt export credit
Insti*utions in g, nuniber of industrial countries, which
controlled o relatively large part of (e world supply
of capitul Loods, were cither reluctant (o join it or
were willing 1o heconye associate members only: the
Istituto Nazionale (el Assicurazioni (Italy) did not
become o menyher until 1960, while the Exporl-lmpnrt
Bank of Washington (United States) becanic an asso-
ciate member i 1951 and did noy acquire full mem-
bership umil January 1963+ The Export Insurance

ction of (he Ministry of Internatiany) Trade and
Industrics of Japan has neyer joined the Unjon, Fur-
thermore, (e Union's effectiveness has been vitiated
by the absence of clear-cut definition of the essential
difference between lied development joans and export
credits in the sirieg sense. The Export-Import Bank of
Washington h. been providing long-term tied loans
since 1934, yet the possible influence of such loans
upon internation,] competition was pot fully assessed
When the five-year undentunding was arrived at, be-
cause at that “tigye internation al competition in he
capital goods seetor Was not as intense gy jt subsc-
quently became . 5 result of the ineregse in world
supplics of such Loods. However, with the intensi-
fication of mternation; | competition and he resultant
struggle to secure markets it pecame apparent that
CXporters in countries Providiug tied development 1oans
were in faet indirectly benefiting from their govern-
nients” developiient g programmes,

124, “the Berue Union hag continually cxpressed
its concern y¢ Lreeping competition in the export credit
ficld and recently stressed the need to establish 4 Sys-
tem of international co-operation ang co-ordination
among governments, declaring s readiness 1o pel
achieve such LO-operation, Attempts 1o establish |, nd
maintain orderly drrangements for he provision of

—

“Ihid., p. 30

3 The Foreign  Creyi Insurance
present operares he United
scheme, joined jhe Berne Union i 1963 11 shoutd s
noted that Jhe obligations assine| by 1he Lxport-tmpor Bank
of Washingron o o Wl member of 1he Berne Unjop apply
only to jis JOmL imsgranee Programme  witt FCtA and jjs
ank guaraniee programme.

which g
mwnr.mcc

Associalion,
Shates CAPOIL credi

24

€xport credit insurance cAport credits are undyer
Way at the government Jeve| within the European Eco-
nomic Community and the Organisation for Economic
Co-operation and Development,  The twenty-second
annual meeting of (he Berne Union, held at Brussels
in June 1965, took note of the Progress made by the
OECD with regard 1o internationg) consultation at (e
evvernment kevel for 4 more cllective control of credit
competition and vapressed the hope th the OECDH
discussions would soon fead 0 g definie solution of
the problem. The International Bank for Reconstruc-
tion and Development, iy Tesponse 1o u request from
the United Nations Conference oy Trade an¢ Develop-
ment, 4 js currentiy secking possible solutions 1o these
problems, particularly in terg of the resulting debt-
servicing burden of e developing countries,

THE EuROPEAN EcoNosce CoyMuNiTy

of Credit In-
al Credits

The C o-ordinating Group for Policies

surance, Guaranteey and Financi

125, The Council of the European Economic Com-
munity, acting jn accordance witly (he lerms of article
112 of the Treaty of Rome which deals with the
harmonization of nationy] schemes of cXxport aid, has
expressed its interest i cxport credit insurance and
export credit problems. Oy 27 Scptember 1960, it
established 3 special body  cafled the (‘u-ordinating
Group for Policies of Credit Insurance, Guarantees
and Financial Credits, The Group was entrusted with
the following task -

“To formulate Suggestions with a view to har-
monizing among member States, to the cxtent that
is within their power, conditions for export credit
insurance, financial eredis and investment guaran-
tees, tuking into acecount, in the case of cxport credit
insurance, the Berne Union understandings and the
work carricd out in (his field by institutions in the
member States.

“To seek ways  of promoting the multilatera]
utilization of (e financia Tesources placed at the
disposal of developing countries,

"To cncourage the exchange of information and
consultations on gji problems falling within its com-
petencge”,

126. The Group includes
member countries gnd of the Commission of the EEC.
Represcntatives of the export credit insurance institu-
tutions of member countries may be invited to attend,
as cxperts, the meetings of the Group and also those
of the Working Group on the Harmonization of Ex rt
Credit Insurance Conditions, ¢ ¢xport credit ip.
surance cchnical Com-
i armonization
practices for considcration
The Co-ordinating Group has
worked on three fevels: increased co-ordination amop
Members through prior consultaticn, harmonization of
cxport eredit insurance terms and conditions, and for-
mulation of g tommon policy,

Tepresentatives of the six

credit insurance
by the Working Group,

4I’rurcalhlg.\ of the United Nations ¢, onference op Trade
and Developmen, Volume 1 Final Act and Repor (United
alions ublication. Safes Na: 64.11.B.11), annex Alv.14,
€ Journal ofhiciel dey ¢ CMNRUNGuTSs curopéennes, 27 Og.
tober 1960, page 1339.¢0, (Wnoflicial transiation, )




The comuliation procedure

127, Atits sixty-seventh meeting ou 14 oand 15 May
1962, the Council of the FEC approved proposals sub-
mitted by the Co-ordinating Group for prior con-
sultation among FEC members onall transactions
dircetly or indirectly related to exports of nationul
goods and covered directly or indircetly, wholly or
partially by a government guarantee, in cases where
it is intended to deviate from the Berne Union under-
standings or from any rule or standard unanimously
adopted by the FEC countries. In the cuse of global
lines of credit guaranteed by the government or by a
government-controlled institution in an EEC member
country and tied to the purchase of national goods, the
consultations, which concern the length of the proposed
credit in relation to the nature of the goods, arc to be
carricd out before the decision to guarantee the credit
is taken. However. when the nature of the goods to be
supplicd under a plobal line of credit is not specified.
the country concerned need only inform the other
members of the decision to grant the credit, although
the individual transactions subsequently carried out on
the basis of the credit linc are subjeet to the normal
prior consultation procedure.

128. EEC member countries must inform cach
other of the conclusion of bilateral agrccments con-
cerning the provision of global lines of insurance for
snppliers’ credits and private financial credits, but prior
consultation is required only in the case of individual
transactions which fail to conform to the Berne Union
understandings or to any other rule or standard unani-
mously adopted by the EEC countries.

129. FEC member countrics must inform other
members immediately of financial credits granted di-
rectly, for political reasons, by the government or by
a government-controlled body, exclusively from public
funds, which are tied to the purchasc of national goods,
when the recipient of the credit or the purchaser obtains
defcrred-gayment terms different from thosc recom-

y

mended the Berne Union or from any other rule
or standard unanimously adopted by the EEC
countries.

130. An EEC country contemplating a transaction
subject 1o the consultation procedurc must telex the
following information to the other EEC members as
soon as possiblc: country of destination; purpose of the
transaction and dascription of its cssential technical
clements; length of credit requested by the importing
country; credit conditions which the exporting country
is planning to grant; rcason for the contemplated
granting of exceptional conditions (financial situation
of the importing country; competition from third coun-
tries, which must be specified; situation of the ex-
porting industry; nature of the goods).

131. The supplier (in the case of suppliers’ credits)
or the credit institution (in the case of financial credits)
must be asked whether they agree to the consultations,
but if this agreement is not forthcoming the EEC mem-
ber country concerncd is under an obligation to adhere
to the terms of the Bernc Union understandings or to
any other rule or standard unanimously adopted by
the EEC countries.

132. After having reccived this information, EEC
members have seven days in which to request addi-
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tional information, nurke comments Or reservations, or.
in the cuse of transactions they consider particularly
important, to request that the rekated problems be dealt
with at a consultative miceting. - no objections or
observations are recdived within seven davs, the FEC
country concerned is Tree to proceed with the trans-
action. Even it the other member countries reqguest
further information or a consultative mecting, the FEC
member nuy take a decision coneering the transaction
once the seven diys have expired if it considers that
the transaction is of particular importance.

133, On 26 January 1965, the Council of the FEC
approved a proposal by the Co-ordinating Group re-
vising the consultation procedure, and introducing two
main changes. First, the scope of the procedure was
extended to financial credits granted front public funds
and mixed agreements combining eredits from public
funds and suppliers’ credits or private financial credits.
Secondly. the member  country  contemplating the
transaction was placed under an obligation to postpone
its decision on the transaction (except in urgent cises)
it all but one of the members consnlted  registered
objections.

134. The con~ultation procedure has a dual pur-
pose: (i) to provide advance information on contem-
plated transactions, so that all mwembers may make
similar insurance facilitic: available to their exporters
for comparable transactions (this is @ means of
strenathening the Berne  Union question-and-answer
procedure within the EEC): (i) to ensure co-ordination
in order to attain a satisfactory degree of uniformity
among governmental attitudes and policies in the export
credit insurance ficld.

Harmonization of export credit inxurance terms and
conditiony

135. In 1962 the Council also agreed upon a sct
of terms and condition. to be observed by EEC mem-
ber countries and incorporated into their export eredit
insurance schemoes. The naximum insurance cover was
to be 90 per cent of the credit. A waiting  period of
at least six months before the scttlement of claims wiis
to be fixed with regard to sales to public buyers. The
Coungil also agreed on the insurance procedure to be
followed with regard to subcontracting Gee the seetion
in chapter 11 on the nature of the export insurcd).
The Council has also reached agreement on a common
definition of the public buyer and of political risks in
respect of transactions with public_buyers and the
adoption of a common classification of importing coun-
tries and a common premium system for medinm-term
transactions.

FElaboration of a comman policy on the graming of
credits in excess of five years

136. The EEC Co-ordination Group has also tried
to ecstablish guide-tines for co-ordination with regard
to the granting of credits with maturities exceeding five
years. For this purpose it used three cniteria:

(@) The degree of development of the buying coun-
try: the Berne Union understandings should be adhered
{0 in the case of exports to developed countrics;

(b) The importance of the cquipment for the cuo-
nomic devclopment of the buying country, or the




importance of the transaction for the industry of the
exporting ctountry. More specifically, credits exeeeding
five years could be granted when the project:
Formed part of development programme:
Was to be financed withip the framework of o
aid consortium;
Was approved by n internationy] orguanization;
as a large-seale one:

Was of exeeptional interest 1o the CXporting country;

(©) The expected duration of the equipment,

Appraival of the
Community to

elforts of e Furopean Feonomic

nfluence the “export credis race”

137, The effort of the Evropean Economic Copy.
munity to maintain export credit competition among
its mcmbers within reasonable bounds hyve resulted in
the total or partial climination of guarantees in regpect
of exchange risks, exploration of forcign markets and
participation in trade fairs, which were considered to
constitute disguise aid to exporters, Although g cor.
tain degree o harmonization as been achieved o the
technical leyel. most o' the other decisions regche
concerning the harmonization of cxport eredit insuranee
techniques and conditions hyye yetto be put into ¢ffeet,

138. One major factor hampering the attempts o
adopt common export credit insurance policies and
practices is thought to be the lack of harmonization
among the export credit financing Systems of the coun.
tries of the Enropeun Economic Cnmmunily.“ The
adoption of common policies has alvo been hampered
by the fact thyt Cxporters in FEC member countric«
must meet competition from exporters in non-member
countries, thys making it difticul for the EEC coun.
tries to comply with the fecommendations of the Co-
ordinating Group. The 1964 amual report of e
Nederlandsche Credicn'crzckcring Maatschappij N.v.
observed that although the consultation procedure was
“functioning quite satisfactorily” g far as the informa-
tion aspect wys concerned, it had had “little effect”
with regard 1o co-ordination, for “the remarks made b
the partners with regard 1o projects [were] mostly dis-
regarded”. 7 inati attempted to
to persuade the Q.
and Develop.-
granting of export
but met with little

Tiue ORGANISA riON FOR EcoNoane Co-om:RA'n()N AND
Dmiaiop.\imr

The Working Group on Export Credyy, and Fxpory

Credit ¢ uaranteey

139. The Organisation for Economic Co-operation
and Developnient has continued and expanded” e
work of jts predecessor, the Organisation for European
Economiic Co-operation (OEEC), in the fielg of export
credit insurance. | 1958 the Conneil of the OEEC
had recommended that artificial aids 1o Cxporters should

% Jacques Guesnon, op. ¢jj.

" Nederlandsehe Credietverzekerin Maatschappij N \'
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be  climinated  ang particularly that e premiums
charged by LXport credit insurgnee institutions should
in the long run cover the institutions’ Operating expenses
and losses, so that the CXport credit insuranee system
would be sclf—suppnrling rather than government-syb.-
sidized. The OFEC had also instructed its Steering
Board for Trade to Keep export credit insurance prac-
tices under continuous  review, with a view o dis-
conraging those practices which were likely to give
undue advantages to CXPorters in certyin countrics,

140. The OECD has continued thiy work, and in
1962 its Trade Committee ¢ntrusted the ¢xanlination
of export credit insurance and export credit policies to
a special intergovernmental pancl on export credits
andexport credit Buarantees which met jn 1962 and

63 and recommended the cstablishment of 5 per-
Mmanent Group on Export Credits and Credit Guaran-
tees. This Group, which Was sct up in November 1963,
IS composed of senior government oflicials with a Major
responsibility in the formulation of policies in the fields
of export credit insurance and forcign trade who are
advised by senjor olficials of the Cxport credit insurance
and export crediy institutions, ftg terms of reference
state that;

“regular confrontations on the policies pursued by
the governments of Mcmber countries in the field of
txport credits and credit guarantees are to be pur-
sued with the general objectives of evaluating these
policies, determining the problems which arise and
resolving or mitigating these problems by multilateral
discussion, Further o jectives should be to aim, on
the experience acquired from the confrontations, at
working out common guiding principles, considering
all possibilitics of improving Co-operation between

ember countries in this ficld by such means as prior
Consultations, prior notification and/or a question.
and-answer procedure, suitable means”,

The
answer procedure

141. The main problem studied by the Group has
been that of controlling  competition with regard 1o
credits exceeding five years. One of the proposals
designed to solve this problem would strengthen the
Berne Union question-and-;nswer procedure by sctting
Up a system, that would be binding on governments,
for the cxchange of information on the credit terms
for which official Support is available for contracts in
negotiation, Prolonged ang scrious consideration has
been given to the adoption of (hjs System, although

nal agrecment g Yet becn reached, In 1964 the
Berne Union formally referred all future discussion of
the question-and-answer procedure to the Group.

The “neutral area’ proposql

142, The strengthening of the
procedure wouyl( permit the fajr application of the
matching principle, byt only to a certain cxtent, since
i he impossibility or difliculty of Obtaining
financing to mately the maturity offered by competing
supplices would )] leave suppliers in Certain coun-
trics at disadvantage. Furthermore, jt might not
succeed in complctely preventing trade distortion arising
from long-term cxport credits, since there is pos-

question-and-answer




sibility that some buyers might still be influenced by
the availability of long-term credit maturitics rather
than by price, guality or speed of delivery and might,
morcover, tend to import non-essential cyuipment for
which cxport eredits with advantageous maturitics were
avuilable rather than essential capital goods for which
advantageous maturitics eould not be obtained. Hencee,
the lengthening of the duration of cxport credit in-
wrance cover beyond the limit of the Berne Union five-
vear understanding in order to provide a degrec of
compensation for competition arising from tied develop-
ment loans may have further impaired the full play
of international competition.

143. While it can be argued that ticd development
loans do not eause harmful trade distortion when they
are granted at costs well below the market rates and for
periods which few if uny supplicrs would consider
matching, there is serious feur that the granting to
forcign buyers of credits in which the distinction between
aid and trade characteristics is not fairly evident might
cxacerbate bilateralismt in international trade and ercate
abnormal trade movements. A proposal to separate
commercial export ercdits from aid ercdits by a <ystem
based on the length of the repayment period has been
laid before the Group by the Netherlands delcgation.
The motivation for this proposal appears elearly in
the following passage from the 1964 rcport of the
Management of the Nederlandsche Creditetverzekering
Maatschappij N.V.:

“In the course of the years, the rules for the
maximum credit-term acceptable, the maximum per-
centage of the purchase price for which eredit can
be granted, the percentage of the amount of the
contract which. although for this percentage eredit
is given in forcign cxchange, may be spent on local
costs, the refusal of grace periods and the percentage
of cover have gradually been eroded. This is to some
extent due to comgctitinn in the governmental sphere
and further to the mixing of commercial export
credits with eredits for development aid, for which
the longest possible eredit terms, the highest ossible
percentage of eredit, the greatest frcedom of
spending, also on local costs, the longest possible
grace periods and the highest possible pereentages of
cover can only underline the aid-character of the
eredits granted. Further eroding as meant above ean
only be stopped by drawing a demarcation line be-
tween the field of commercial eredits and that of the
ald-credits, so that in the former ficld the normal
rules for credit terms, percentage of eredit, local
costs, regular redemption and pcreentage of cover
can be applied.”” *

144. This report also deseribss how, aceording to
the Netherlands proposal, the distinction between com-
mercial export credits and aid credits should be made:

“by prescribing that aid credits shall have a term
of at least fiftccn years and that commercial export
credits shall have a term of ten years at the utmost.
In this way a no man's land betwcen the two fields
will be created which will to a great cxtent climinate
the possibility of mixing, provided it is prescribed
at the same time that matching of aid credits shall
not be permitted with commercial credits, but only

S Ibid., pp. 16-17.
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with aid credits and the combination of comniercial
eredits with aid credits is precluded ™
145, The report then observes:
“discussions about this proposal are sullin progress.
The big countrics lave diilicnltivs in accepting. this
proposal, becanse it wonld cwtail their freedom of
action. However, there is a beginning realization of
the iden that if the making of a distinction is rejected
the above-mentionsd distinetion s artilicial, bt

can be applicd in practive - every attempt at co-

ordination is condcmned to Tailure.™

146. A ccrtain fear bas been expressed that in the
case of countries which are unable to increase their
aid. but arc able to grant export credits, the proposal
might lead to a redoction in the volume of financial
resources available to developing countries. Tt has been
argued, however, that the resultant need for increasad
aid to developing countries would e compensated by
the advantages to he derived Trom the hmitation or
climination of trade distortion arising from competition
with regard to caport credit maturitios.

Export credits and the Development Assistance Com-
mittee resolntion on the terms and conditions of aid

147. The Group has discussed the “ncutral area”
proposal with various bodies of the Development
Assistanee Committee of the Organisation for Economic
Co-operation and Development. The Development As-
sistanee Committee has, since its establishment. becone
increasingly awarc of the indebtedness problem of
developing countries and of the impact of export eredits
on their level of debt servicing. 1n 1963, its Chairman
observed:

“The problem of keeping the debt-servicing obliga-
tions within manageable limits is further complicated
by the fact that public debt obligations of these
countries arise not only from the oflicial Joans made
by the donor countrics, but ulso may be the ultimate
consequence of suppliers’ credits extended in con-
nection with private transactions (thongb in many
cases guaranteed by some public body in the coun-
try of origin). Guaranteed cxport credits are an
established factor in the conduct of trade and offer
a politically casy way of providing assi-tance. How-
ever, it is necessary that the less developed countries
should avoid undertaking an excessive volume of
borrowing in forms such as suppliers’ credits on
‘hard’ commereial terms; at the same time, the credit
guarantecing bodics in the donors have a responsi-
bility to maintain close checks on such borrowing.” V!

148, The Committee'’s cfforts concerning the terms
of lending to developing conntries have been aimed at
keeping the volume of lending to levels compatible
with the debt-servicing eapacity of borrowing countrics.
In April 1963 the Committec’s members, after having
examined the report of its special Working Party on
Financial Aspeets of Assistance. adopted a resolution
on the terms and conditions of aid. This resolution,
which “noted with concern” thut cxport credits “par-

9 hid.. p. 7.

v phid. o ]

1 Qrganisation for  Feonomic Co-operalion and Pevelop-
ment, Developuient Asvistance Liforts and Policies, 1963 Re-
vicw, Report of the Chairman of the Development Asnsistance
Commitice, para. 47.




ticularly those of 4 nuturity of five yeuars or ess, now
account for y hig) Proportion of the” 1oy debt serviee
of the dcwlnping countries™, recommended o mempers,
of the Commiee “that they el the terms of 4ig on
& case-by-cise busis 1o the Creunistanees ol cach under-
developed country o ETOUpof countricy™, 1y also
recommended iy countiion which were nicnibers of
the Comminge shoulg

"make it (heir objective iy principle 1o seeure g
significant degree of comparability in (e terms and
conditions o their aid. and so Ty A8 possible 1o
climinate  or reduee discrepancies between  then,
While thig would ot necessarily - entagl standar(
terms and condigion, from i donors, it woylg in-
volve liberatisation of the terms adopted by some
members, whiether in their individual gi programmes
or in concerted yig operations”,

149. At ity July 1965 meeting in Pyris, the De-
velopment Assistange Committee, afer noting the “con-
tinuing serioyg inereases™ in the burden of deby charges
on developing countrics i spite of the progress” of
some DAC Members in the past year in casing the
terms of public loans™, emphasized (ha unless  this
trend were reverge it might resuly in a diminution of
the net flow of resourees to developing countries, The
Niceting recommended  (hy members who i not
already provide at least 70 per cent of their official
assistance in (he form of grangg should try (o supply
at least 80 Per cant of their ofticjyl assistance at favour.
able terms, cither Erants “or as foans with long
Mmaturity (twenty-five Years or more), at fow rates of
interest (3 Per cent or less) and that the average grace
period on Joans should be seven years, The Develop.
ment Assistance Committee alvo agreed that members
should make concerted cefforts 1o harmonize terms of
assistanee o individugl countries as far g possible,

here eonsortiy CXist, or where consultative groups or
other coneerted aid operations offer the Opportunity,
Participating countries shoyldd endeavour, jp co-opera-
tion with the internaticng) bodies involy ed. to reach
common view on the APpropriute terms whieh any
assistance shoul| be provided, 1

Thi lNTliRNA'l'l()N,-\l. MoNETARY Funp  anp
RFNI:’(EOTIATI()N
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150 Since the external dehy SCIVicing burden s
often an important clement in g country’s balance of
paynents and may constitute 4 «erjoyy obstacle to the
balunced Erowth of Jutcmationyl trade, the Intern.
tional Monetary Fing ;. dircetly toneerned with he
debt burdens of it member comtries, The Fyung holds
annual consultations on the balinee of payments prop.
lems ang Prospects of ity member countries and ysjugs
them on yp individual hsi in reaching solutions 1o
their dcbt-.\cr\'icing problems, 1t hy chcouraged cre-
ditors yn debtors o renegotiate depy contracts, par-
ticularly those relating to suppliers” eredits, 4 an alter-
Native o persisgent defaunle, rchurrm\ing or unilatergl
moratoria, Howeyr, the Fund, which Provides short-
wrm assistance 1o overcome balanee of payments (ini-
culties, has not Provaded any dipeer debt refinancing,
L VP Organisation for Loonomie Cosaperation Devet.
SPment. Devcdoppgesy S ALEISTIONNY STRRN and  Policie,, 1965
Yevienw, Report of the Chairgy of 4y, Devetopmens A
ance Commirge (Paris. (965, annex B, pases te7-122

for such refimancing often requires long-term funds
which cannot e provided under (he Fund's policy
iiting the duration of s ASSINQNCe 1o three 1o five
Years. Morcover, (e debts are often large in relation
to the member Lountry’s quota, and dehy rencgotiation
may be only one Bpect of o generyl stabilization pro-
sratmme under which (e Fund's finangiy assistance
may be required 10 meer other aspects of the balance
of payments problem,

I51. On 16 November 1965, in un address to the
National Forcign Trade Convention in New York, the
anaging Dircctor of the Fund ohseryeq:

“In addition 1o e direet eontributions which the
Fund makes 1, help individuat conntrics, the Fyng
has from time (o time been called upon to help in
reconciling the interests of those countries that are
debtors and those that are creditors in internationg|
transactions. Iy this connection, we hyye reeently had
to sound 3 warning to both sides on one particylur
aspect of intcrnationy] financing . . refer to the
extension of short-termy ypg medium-term ercdits,
muinly by industrialized countrics, as » meyns of
promoting exports,

“In themselves export credits serve 5 uscful and
indced » neecssary function, However, we are finding
that incrcnsing difficultics have arisen, because of
CXCCSSIVe resort (o bormwing in this form by some
developing countries  whose balance of ayments
positions hayc Decome incrcusingly burdene by debt-
servicing obligations, This js a4 very diflieult ang
delicate problem which we shall he exploring together
with the Worly Bank, and we shall be looking for
possible ways of assisting in cooperative action o
solve it. 1 eannoy, of course, Say at this time whgy
Proposals may develop, byt | should like you to be
aware of the nature of the problem ag we see t.

“Thus far, we have been able, in y limited number
of cuses, with the understanding ang cooperation of
the debtor and crediton conngrjes and financial jpt;-
tutions concerned, 1o be of Some assistanee, both in
our role as technicign and by an appropriate use of
our resourees, The Fund has produeced figures and
analyses of countrics’ foreign positions and prospects
and on the bagjs of such Impartial studies, ereditor
countries have heen able to agree among themselves
ON a rephasing of ey schedules. In some eases, use
of the Fund's resonrces has been 5 useful element jn
the whole operation,”

152, The Fung has made available, on an informal
basis, analyses of short-term ynq Mmedivm-term balance
of payments Prospects, in connexion with the renego-
tiaion of (he debts of Turkey (1958). Brazi (1961,
1965). Liberiy (1963). Indonesia (1963) and Chile
(1965), When Brazil's  debis WCre renegotiated
1965, Brazil ang its creditors agreed to ask the Fund
o relay to the ercditors all the information supplied
by Brazil coneerning obseryynee of its new policy on
the aceeptance of suppliery’ credits, In general, debts (o
international development finance institutions, debts of
central banks 1o foreign priy e commereial banks ang
debts which have already beep renegotiated have been

" Internation t Moner Fund, Internationg) Finaneiyl
Newy Servey { Washington. DO, vyl XVI, No. 48, 4 De-
cember 196., PP 442443,




excluded from rencgotiation arrungements, although
parallel refinancing has sometimes been obtained in the

case of central bank debts. Most of the debts to be
rencgotiated have been covered by government-backed
export eredit insurance policics and the negetiations
have therefore been conducted between governments.
However, in cases involving credits not covered by a
government-backed guarantee, the government of the
credit supplying country concerned (for example, the
United States) has generally refrained from participating
formally in the debt renegotiation, since such par-
ticipation would in fact entail the granting of a retro-
active guarantee. In such cases the ncgotiations have
therefore been conducted dircctly by the private sup-
pliers or banks concerned.
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153, Rencgotiation terms and conditions hanve it
fercd widely, but in general creditors have been willing
to accept a debt-servicing sehedule more or less com-
patible with the borrowing country’s halance of pay-
ments  position and prospeets. They  hane generally
granted a grace period and agread o rcncgnliutc(l
maturitics of up to 1en to fifieen years. Renegotiation
has usually been limited to payments of principal, the
schedule of interest payments remaining . unchanged.
fn most cases, rencgotiation arranganents kave in-
volved a commitment by debtor countries to exercise
restraint in the use of sappliers’ credits or contractor
credits. In the case of the renegotiation of Argentina’s
debts in 1963, this commitment was speciticatly linked
to drawings on the Fund. ’




Chapter V

EXPORT CREDITS AS A MEANS OF FINANCING DEVELOPMENT
IN DEVELOPING COUNTRIES

EXPORT CREmTs T A SIGNIFICANT SOURCE of LX- from DAC members 1o those countriey, * .Huwcvcr,.lhc
TERNAL FINANCING FOR DIy ELOTING CoUNTRILS pereentage for all DAC members exeept the United
Slates were in most cuses very mucht higher (see

154. While the normal function of €Xport credits  able 2)
is 1o serve us an imstrument fo, tiuum'ing mternational 155, In this connexion, it should be noted that iy
trade, medium-term g Lpecially long-tem Cxporl Canada, long-term Lxpon credits are financed cxely-
credits have nevertheless become an important source sively out of pubhe iunds; such ¢redits accounted for

of external linancing for development projects in de- Ghout one-third o1 the  “toty) oliicrul Canadian  ajd
veloping countries. In j9Y62 and 1963, the amount nf vilort for 1964-65 - (see table o). Similarly iy Japan,
net sovernment-guarantecd mediim-term yad long- d government agency fimances the bulk of export credits

lerm export credirs granted to dc'wluping ceuntries by Out ol govermment unds and, as can be seen from
OECD micmbers, amounted o slightly tess than NS00 ke 7, export ercdits aecount lor a very high pro-
million, comparcd 10 an amyai Nelaverage of $400 portion o1 Japan's ountmdmg  overseas” loans and
niillion (ennsisting mostiy  of nmiedium-tenn credity) I stuients,

during the period 19551960 and AN annual net average 156, in the case of rance, export credits repre-
of $200 mi“innl(mnsisling ol mediunmi-ten eredigs only) seted 46 per cemt o1 Fronchy bilateral assistance to
during the period 1950-1955. 1 tn 1964, pey BOVEIM-untrics outside the franc arca in 1964 gs against
ment-guarantecd medium-term and  long-term export PET cent in 1963, 6. per cemt in 1962 and 74 per
credits granted 1o developmg countries by DAC mem- centin 1961 11 grants whicl comsist minly of tech-
bqrs (Mnch at that ume consisted of OECD mcmbqs nical  assistance cXpenditures gre excluded, export
minus Sweden and Switzerknd) amomnted 1o 5744 mil- credits 1eprosented 92 per cent of French bilateral
¢ Qe T . g D » e ’ . T . . . N
lion, Sopresenting almost 25 per ceng of the aggregat, gystance outade the frane arca in 1964 g against
nct How of private capital o those countries ang over 44 PCT cent in 1963, 71 per cont in 1962 and §4 per
8 per cent of the otal net flow of tinancial resources ceatin tY61 (vee table S).

= Organiation (o Eoonomig Co-operation and Develop-

P Organisation  for Leonomic (o operation and Develop- menl, Development dyvsisgan, ¢ Lorts and Folicies, 1965 Re.
menl, Lhe §iow o Financial Resources 1., Coontrics in course view, Report of e ¢ tairman of the Development Asséistance
of Economic Developmen, 1956-1y59 Fais, 1961), and The Comnunee, Pp. 124-128,

Low of Fiancad Resources 1o 4, Deviioped Countriey, SCanada, bxieing] Aid Ofiiee, 4 Report on<Canada’s Ex.
1956-1963, ternal did Programs, June 1965, p. 5.

Taniy. 2, Ritanonsine UF PRIVATE GUARANTLED MEDIUM-TERM AND LONG-LERM I NPORE CRLDIIS 10 TUTAL FlLow
OF FINANCIAL RESOURCES 10y DAC MEMBIRS JO 14 v} LOPONG COUNTRILS IN 1964

*
(Millions of dotlars, ¢x N tnaicatnd)
Total net
othcsal and Total ot Jotal net cxpuae 1uvtal met export
Private mediwm. PPt mediyysg rodits gy credits as per.
trm and Lom and Net procane Yuavanteed s iport crodite Percentape of contage of total
) linyg term X teem e —— ———— total wmot uet official and
Counpr y Fose Py, 8 L Medism iovm Long-tirm Totui Preate vesomrces Private resomrces
Austria ... 24 6.7 4.5 cs 53 79 24
Beigium . . o '69.9 86.5 0.4 6.5 369 43 22
Canada S 1-19.9 201 08 — " a a
Denmark o 309 204 10.1 8.1 18.2 89 5
France .. e 1,360.7 5149 67.7 99.9 167.6 2 12
Germany (Federal Republicl, . 784.0 3674 837 899 173.6 47 1
Maly .. = . o 236.2 (81,9 78.0 88 106.8 58 41
Japan . . o Ji9ox 109.4 10.0 18.7 2870 260 8»
Netherlands o 117.0 679 — 50 227 17.7 2% 15
Norway o 254 84 ~ 02 3.4 3.2 38 12
Portugat =~ 62.0 — _— — — — —
United Kingdom o 838.4 346.4 379 98.7 136.4 38 16
United States S . 48t t.3520 37.0 12.0 49.0 3 1
Source: Organisation for FEconomic Co-aperalion ang De.- *In Canada, long-tsim eaport credits are financed exclu-

velopment, Development Assistance Eglorts and Policies, 1905 sively ou! of public funds

Review, Report of the Chairmon of the Development Assise. " In Japan, exports credils are financed largely out of public
ance Comnittee. funds.
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Tagty 3. RELATIONSHIP OF PRIVATE GUARANTFLD MEDIUM-TERM AND FONG-TLRM INPORLU CREDITS TO TOTAL FLOW
OF FINANCIAL RFSOURCES FROM OECD MEMBERS TO DEVELOPING COUNTRIES IN 1963

(Millions of dollars, except as indicated)

Total met

official and Total net Total nct cxport  Tetal net cxport
private medium-  private medinm- ) ) credits as credits as por-
term and term and Net privat. aaarandecd cxport credits percentage of centage of total
) long term long term toral met wet oficial and
Country FOSOUTLCS resources Mediomtorm Lonatom T tal Pricate TESONRCes  Pravate Fosonres
Austria . . . 5.9 38 02 — 02 5 3
Belgium . L . 181.0 89.3 1.5 24.8 323 36 13
Canada S 120.5 225 17.9 —e s » "
Denmark 10.7 1.0 -— 2.7 0.7 - 2.0
France = s 1,242.0 913 556 38.2 93K 24 7
Germany (Federal Republic) .. $89.0 164.8 287 28.7 §7.4 34 9
Ialy o 336.8 2266 18,7 78.1 96 8 42 29
Japan o 288.2 1147 0.8 13.3 ERRS 12n sh
Netherlunds o 142.4 104.6 - 2K 2.1 6.3 6 4
Norway . 287 8.1 4.1 _— 4.1 S0 14
Portugal . 1 — — — — —_ —
Sweden 525 296 50 0.1 5.1 17 10
Switzerlund 171.1 164.9 803 21.1 e 61 59
United Kingdom 696.0 281.5 68.3 299 99.2 38 14
Linited States 4,5I8.0 763.0 26.0 4.0 1.0 4 v
Source.: Organisation for Fconomic Co-operation and De- oln Canada. long-term exvort credits are financed exclu-
velopment, 2he Flow of #inancial Resources 1o Less Develop- sively oul of public funds.
ed Countries, 1956-1963, 1 in Japan. export credits are financed largely out of public

funds.

TapLi 4. GFEOGRAPHICAL DISTRIBUTION OF NLT GUARANTEED PRIVATE EXPORT CREDITS
FroM OECD MEMBER COUNTRIES FROM 1960 10 1963

(Millions of dollurs)

——
Credit receiving ared 1950 1961 1962 1963

Europe [ L 118.18 108.21 1.09 124.7%
Africa AU o 63.96 1510 182.41 137.87
North of Sshara . . 6.08 12.36 79.59 18.85
South of Sahara - £7.88 2281 66.98 101.58
Unapecified . : e —0.07 35.84 1744
America . S . 262.67 127.01 232.58 183.27
North and Cemiral America 85.13 64.69 —2.08 71.06
South America o 168.73 255.00 167.37 106.20
Unspecified e 5.81 7.32 67.29 001
Asia . o 2025 54.75 34.81 1223
Middle East . o . 44.47 12.12 8.36 24.65
South Asia o —71.47 —75.19 -—16.58 —23.18
Far East . e 4728 117.82 3873 97.68
Unspecified v o 4.30 2316
Oceanla . . — 0.04 0,06 —0.76
Unallocated S 347 319 97.49 —1.04
ToraL 462.59 493.20 $48.32 566 .40

SoURcE: As for table 3, table V-2.
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YIRS GRS Yo o MONTEY D PRIVATT My MATERM AND 1 ONG ) Ry FNPORY
CREDEIN RN PENEEOPIN G Cat N TRy iy ANCMBER O DI GeE D o NERIL S

Clons of dollury)

ot Ioe g piee tons 1o rien 1ves
At by 1§.¢ S0 1o 32
Camady 26 0.2 1.7 ' *
Depman, Min 13
(pwm:xn_\

(hederad Ropantie ART % Ihy | 2716 623 26 47.0
lah Y0 46.6 7K1
Fipan » 9.4 43.6
Nether Lunds 259 X 17.2
Norway A 36 4.1 - : -
Sweden 15.0 393 . - -
United Siage 17.0 370 — s 13

SOURCE: Ay for table 3,
“Mn Canad-, long-term EXPOI Credite are finunced exclusively out of pubfic funds,
"in Japun, EXport credity are finapes largely out of public funds.

Tamt 6, CaNan, Ritanonsyp OF GRUSS LONG-T1 R EXPOR L Tame 7. Japan: Ruvanoneme of OUTSIANDING L XPORT
CRIMS ) “OFFICIAY, CaNapian A HEFORT™, 1964. 1965 CREDITS TO oL 1y ANDING OVERSEAS L OANS AND INVESTMENTS,
AS OF 31 Drer sippn 1962
Mulivis Pereentin,
It m US defluvy of tutal Millicien o5 Petecnti
Bilateral giom aid f6.1 267 ...M__.__li"'.”_,._n-_w»._--— --mﬁ”:.‘——m :Lﬂd-l--»u
Bilatery) desclopment louns 6.3 324
Food aig 203 9.7 Subscriptions 1o intermutional
Biluteral long-tey caxport credits 70.3 36 organizations 270 17.8
Multituter,) grants L 4.2 . . .
Subscriptions o the mternationy) Direct private s estments 430 8.3
Developmem \ssocintion 7.3 34
- — Export crediy 837 542
Torar 2093 100.0 Teon nm
Torar 1,543 1a0.0
S(n{nﬂ: Canada, Faterpul Aid Office, Repirt on Cepg.
da’s Externgl i Procrams p ¢ SHURCE: Agahi Shimbun. 9 March 1963,
Tantr K Frang : NEY siaTiag ASSISTANC)
(Millions of dotlars)
’ 1¥a] T tvsi 19a¢
Costutris Comntrr Gty T Countrr ¢ ¢ Cotries Common T
!,‘f(:i}-'!'f: ! U’:'::;"; . ,,;:i,{, (sntlj:xi " + A ,l;’r’::” Lt::lg.::;t"
e raae (A £ T3] i (U Tt dH i v <
T epe of qs,fzs!af:;{‘u a!tg arcy 1ok} d!{ri Tiral ! fn{:z' Toted i”'{j;nr rh"!;::m Total
Public sector
assistance X33 2 K59 836 n 868 778 45 82t 82 73 823
Grants 748 b nd 1 740 22 %2 esy b3 879 63 3 “?
Loans 74 4 &2 9% 0 108 124 17 142 [ F1) » 158
Private sector
assistance 293 159 452 259 i43 40 249 140 h L) 29 n 50
Guaranteed
export crediis 19 138 148 12 19 P 1] I& 77 83 2 140 168
Loans and
investments 2R3 21 34 247 kT 231 13 63 296 264 88 %2
Torw L1363 T 15120 108 Tisg agg 1040 301 T3
Souncy ; Ministére d'f-ta charge de 3a,réfmme adminisirative, La Politigue oy COUPCRGL o gvee fog Pays en voiv de gdéve.
loppement, A ey, Rumu_ wode da Commig, odiinde institude Puar le decrer dy 1) mars 1963 remis au Gourernemeny Jo 18
fuillet 1983 p X3 yng Ministére de., UGBS, Metistiques o ctudes financiéres (Pyrig). December 1965, P 1874, 1994,

»
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FXAMCLES OF PROJECTS CARRILD

I XPORT CRUIMTS

Ovr THROVGH

157. Export credite have helped entrepreneurs in
developing countries ta sel* np new industries. They
have permitted governmuents in developing countries to
purchase equipment needed for social and econoniic
infra-structure projects. ‘They have abo cnabled na-
tionals of developed countries to create industrics in
developing countrics o1 1o participate in joini ventures
with local entreprencuars in the fatter. Enginecring firms
in developed countries have tsed export credit facilities
available in their countiies to consiruct public works
in developing countries nnder the contractor finance
«cheme. Examples of the types of capilal goods trans-
action and projeet made possible through the use of
the export credit facilities provided by developed coun-
trics are given below (in dollar equivalents):

Credit supplving country: Belgium
Colowmbia
Supply and installation of the first two units for a power
plant. Credit: $1.0 million
Guinea

Supply of machinery for processing diamond-bearing gravel.

Credit: $1.2 million
India

Supply of . complete tubing plant. Credir: $1.0 million
Iran

Supply of sugar fuctory equipment. Credit: $1.5 million
Israel

Construction of u car ferry. Credit: $4.5 million
Mexico

Supply of a telephone exchange and transmission equip-

ment. Credit: $8.0 million

Construction of a zinc plant. Credit: $12.3 million
Pakistan

Enfargement of u nitrate fertilizer plant. Credit: $2.1 million
Panama

Construction of a 22.000-ton bulk carrier. Credit: $2.4 mil-

tion
Peru

Construction of it steel mill. Credir: $24.0 million
Philippines

Supply of two il extracting plants. Credir: $1.5 million
Y ugoslavia

Modernization of a steel mill. Credit: $4.6 million

Supply of 1,100 automatic looms. € redit: $2.0 million

Supply of a cement factory. Credil: $2.6 million

Credit supplying country: Canada

Argentina
Supply of locomotives. Credit: $11.5 million
Supply of road graders. 2 credits: $2.6 miltion

Brazil
Supply of locomotives. 3 credits: $9.9 million
Ceylon

Supply of a hydroelectric plant. Credit: $10.0 miilion
Chile
Supply of a pulp and paper mifl and related equipment.
4 credits: $21.0 miilion
China (Taiwan)
Supply of a furniture, lumber and plywood complex. Cre-
dit: $4.6 million
India
Supply of hydro equipment. 2 credits: $14.8 million
Supply of foil mill and smelter equipment. 2 credits: $1.7
million

Supply of locomotises. Credi $7 4 nulhon

Supply of CANDU naclear teactor Crof $ 303 mihon
supply of i sme smeclter Gy S nulbon

Supphy of g owind turnel Croof $3 % mdhon

Supply of stecd et fnwes Croadd ST 9 mallion

Ivrael
Supply ot telecomprmications eqnipment. Crodie 820 mil-
hion
1iheri
Sctnme ap ol Wieaosinupications aetwoih, Crad $18

nitlion
Mexico
Supply of raily and Jocomutives S credite $617 milion
Fapision of a paper mall Crede $2.7 muihon
Polistan
Supply of paper mnll cquipment. Cr. et 959 milhon
Supply of power gencration equipment 2 crodite $L0.S

million
Supply of a CANDU nuclear reactor. €r dir: $22.8 wmithan
Philippincs
Supply of telecommunications  equipment. Credit: $12.8
million
t:nired Arvab Republic
Supply of telecommunications cquipnent. Credit: $4.6
million

Credii supplving country: € echoslovakia
Afvhanistun
Supply of a coment planl
{rgcuting
Supply of equipment for steam-power and hydro-power
stations. a cement plant. a1 shoe manufacturing plant, and
a coal separaling amd preparation plant
Brazil
Supply of equipment for steunmi-power and hydro-power
stations and a coment plant

Burma

Supply of a shoe manulacturing plant
Cambodia

Supply of a tire manufacturing plant
Cevlon

Supply of a shoe manufaciuting plant and a textile mill
India

Supply of a coment plant, a tire manufactuting plant. a
sugar mill. a ceramic factory and a coal separating and
preparation plant

Indonesia

Supply of a cumem planl and o tire manufactiring plamt
{ran

Supply of a textile mill
lraq

Supply of a shoe manufaciunms plam
Pakisran

Supply of a cement plant
Sudan

Supply of a shov nunutaciuiing phant
Syria )

Supply of u sugm mill. & shoe manufacturing plant, a crisde
oil refinery and equipment for steam-power snd hydro-
power stations

Tunisia
Supply of o textite mill
T urkey ; .

Supply of a shoe manufactiring plant. a tevile mill and

a ceramics factory
U nited Arab Republic . )

Supply of a cement plant. i su2ar il a shoe manufacturing
plant, a ceramics factory amd pumping stations and puri-
fying plants



Credit supplying counti s Federal Republic of Germany

Buring
Comtivcion of plianiaceatvg plants
Clitde
Construction oy coppa aehiming plang
Grever
Comtiuction o A i plent
Chna
Convrnetion ot VIS fucton
Niverra
Construction
Comtruction
{'IIAI\IUII
Constraction
Construction
Pery
Construction
Construction

ol paper factony
ot o browery

ol chemical plam
of twg Cane-sugar refineries

CUac Lage hydroelectric powr station
of o smching plam

L hailand
Construction of #4 nitrogenocus fertilizer plant
Turkey

Supply ol comiplete equipment for five cement fuctories
Supply of transport angd fishing equipment
United Arap R, reblic
Construction of 4 sugar factory
Comstruction of 4 plant 1o prodiee sy ithetic gas

Credit supplving couniey. Franee

Rolivig
Construction of 4 sagar refinery near Santa Cruz
Brazit
Construction of
Construction of
Construction of
Colombiy
Construciion
fran
Construction
Turkey
Construgtion
Construction
Construction
Veuczuela
Construction

an oil refinery ut Cuabatao
« chemical plang Cubatay
4 chemical plant Cabo Frio

o drinking w

aler supply in Cali
4 vemenl factory near Meched

ol a sulphur plunt
of a cement factory
of aerodromes

ot 4 harbour for tankers in Maracaibe

Credit ©Mepplvivg couny v: Hungary

Argenting

Supply of dies] 1n.ine

Suppiy of diese] tratns.
Inidia

Supply of 4 glisy Tactony Crediss $25 mithon

Supply of 4 vomplete org dressing plant. €'r, dir: $2 mittion
United Arab K, pichlic

Supply of shoopine and

and wagons, Cregiy-
Credit: $9 million

$8.5 million

SEIE s Credin $en mitlion

Credit supplving country. Tgly
Argeninng
Construction o 4 sas pipeline.
Construction of
milhon
i hing
Comtruction o the
River Vol ¢ i
h’u’l
Constriction of 1he
Libva
Construction of three roads (Derna.UAR frontier; Tunisian
frontier-Tripoli; Tripoli-Bugrain). ¢ redit: $40.3 miltion

Credit: $23.9 million
the Parani Santy e tungel. Credit: $3.2

Ahosombo hydroetectric plant on the
it 481 miltion

Der dam. Credis: $40.0 miilion
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Al« .li(‘l'
Comtruction of 4 chiemical plant
Niceria
Construction  of
$100.9 million

the  Kuinji hydroelectric plant.  Credit:

Pakision
Construction of  the Sicthnai-Mails canal. Credit: $42.0
million
Construction of (e Rasul-Qadival,g canal. Credip: $24.5
miliion
Peru

Construction  of Mantao hydroelectric plant
Saudi Arabia

Constroction of Jouds, Credit: $24.2 million

Sudan
Construction of the l\'lmshum-al-(]hirbu. Credit: $202 mil-
lion
Civil engincering wark for the Roscires dum
Turkey

Participation in the construction of ¢jvil engineering works
for the Keban hydroelectric plant
United  Arab Republic
Construction of un oil refinery at Suey
Lxccution of work for the preservation of the Aby
temples
Venczuela
Execution of work for the
Construction of 5 fertilizer
Lambia
Exceution of work for the Kariba dum

Simbe!

Orinoco steel plant
factory

Credit supplying couniry: Japan
India
Development of Kiriburu iron oge mine
Development of Bailidilz iron ore mine
Indonesia
Construction of . humhou-pulp paper plant
Pakistun

Supply of textile machinery
Construction of 5 fertilizer plant

Credit supplving country; Poland

Argenting

Supply
Brazit

Supply of tractors

of ollfield €quipment

Supply of drilling rigs
Burna

Supply of oil drilling equipment
Iran

Supply of building equipment
Mexico

Nupply of machine tools
Cruguay

Supply of traciors
Yemen

Supply of Cargo ships

Credit supplying country: United Kingdom
Kenyg
Supply of hydrautic und clectrical equipment
hydroelectric Power-station to be built on
River in Kenya, Credit: $6.3 million
M xico
Supply of Britivh plari
designed (o produce
Credit: $36.4 million

for a new
the Tana

ships and serviges for a
LOOO tons of ammonia per day,




Panama
Supply of two 30.000 ton bulk curiers, Crodite

$5.9 million
Svria
Supply and installation of a 400-mile pipeline from ihe
oilficlds in north-eastern Syria 1o the parnl of Tartous.
Credit: $38.5 million
Turkey
Construction of a hvdroclectric plant a1 Nirfanli.
$29.6 million
Supply of four big grain silos. Credit: $17.0 million
Instllation of the Cialagzi thermic power-siation, Credit:
$10.7 willion

Credit:

1 IMITATIONS OF FEXPORT CREDIIS AS A NMEANS OF
FINANCING ECONOMIC DENVELOPMENT

158. Despitc their important contribution to cco-
nomic development in developing countrics, export
credits have serious limitations, which the Government
of Nigeria has described as follows:

“(j) Offers of contractor finance are frequently
associated with negotiated contracts with the inhcrent
dangers which include “price rigging’; the prices or
costs of such contracts tend to be much higher than
the added vatie of the credit facilitics offered;

“(i) Deferred  payments  arrangements  from
private sources tend to require payment in full over
a short period which means in cffect that the project
financed cannot generate dircctly or indircetly sufhi-
cient resources (domestic or foreign) to service the
credit. Such repayments over short periods thercfore
tend to: (a) place an excessive burden on the bor-
rower’s recurrent budget and reduce the budgetary
surplises available for financing further capital ex-

enditures: (A affect adversely the dobtor country's
alance of payments by draining the foreign exchange
resources becoming available, thereby reducing the
future sapacity to import more capital for devclop-
ment”,

159. An article entitled “Credit and Chaos”, pub-
lished in the 26 March 1966 issue of thc magazine
West Africa, states:

“Ghana’s difficulty throws light on a problem of
great concern not only to her and her ncighbours,
but also to the developed countrics, particularly the
United Kingdom and West Germany. The problem
is that of contractor finance or suppliers’ credits,
which accounts for most of Ghana's clamouring
external debt. The system by which individual
foreign firms undertake to complete a ‘dcvelopment’
project nnder an agreement by which the firm,
cuaranteed by the firm’s own government, advances
a credit for the cost to the African Government at
a high intercst rate, is well established in West Africa.
It can sometimes assist an African Government in
temporary difficulty. But the extent to which the
system has been used to finance . velopment, and
above all the abuses to which it can liad, is less
publicized than it should be. ... Ghana—and her
neighbours—must ... make quite sure that con-
tractor finance and all it implics is used very sparingly
in future™. ’

I Nigeria. Feldiral Ainistre of T eonomic 1y velopent.
Federal Governnient D velupimont  Programmie, 1962-1968,

First Progress Rejpurt (Apapa, 1964).
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The article ends as follows:

*{s there not a case for much greater co-operation
between the credit guarantecing orgamisations of, i
particulur, Western ruropean gosernmenis? What 1~
needed is some sttt of international system oo
‘policing’ credits and loans, o which AMrican and
Luropean goveinnients and orpanisations sithe would
auhseribe.”

160, Tn short, caport credite hine o senous
limitations: relatively high coste, and maturifies which
are often inappropriate to the nature of the project and
the cconomic and Timmcial conditions of the de-
veloping country concernud.

The oncrous cost of «xport credit

161. The cost of export credit may be particularly
onerous for private entreprencurs in developing coun-
trics, since it may combine several types of dees As
noted in chapter 11, the interest rate charged by the
credit institutions varies between 8.5 ind 8 per cent.
The granting of the credit may depond not ounly upon
the transaction being covered” by un insurance policy
issned in the supplier's country but also upon a guaran-
tee being providad by a refiable bunk or o competent
institution in the buyer's country. In certain couniries.
weh as Chile and Trrzel, where the Government gia-
rantees forcign loans to local entreprencirs as part of
an official incentive policy, ” the commission for this
service may be nominal or non-cyistent. In other coun-
trics. however. the bunk agrecing to guarantee the
operation is likely to charge a commis-ion, which may
execed 2 per cont and may also request seenrity,
which may take the Torm ol a mortgage on the huyer's
estate. The legal Tees incurred in connexion with the
mortgage represent another important addition to the
original cost of the credit.

162. In cases where the buyer is a government or
a public entity, the price factor is felt particularly in
connexion with export credits provided under the con-
tractor finance scheme. The engincering firm, knowing
that it is 16 assume direct responsibility Tor the eredit,
charges a contract pice which i likely to be higher
than the price chmged Tor projucts carricd out on
cash basis. In addition, the engincering firm may insist
that it has to pay interest on the cxport credit and
require the bnyer to pay i certain pereentage of the
already angmented contract price as credit charge.

163. The finul cost of cxport eredit thus differs
from the usual cont of developmont loans, cven when
«uch loans are granted at intereri rakes which are very
closc to the market rate, as in the case of loans aranted
by the Internationul Bank for Reconstrnction und De-
velopment and the Export Tniport 3ank of Washington.
Tn the past decade the International Bauk for Recon-
«truction and Development has charged inferest rates
fluctuating between 4.25 and 6 per cent. The weighted
average interest rate on official bilateral loans of DAC
member countries amounted to 24 per cent in 1063

5 The policy of cuatanteeing e repayment of cxporl cre:
dits or the provision of forcivn exchange for the serviang of
these credits has mude it possible far povernments in develop-
ing countries 1o channel private inve.bments info those fields
where it is pasticulatly neldot und desitabie
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Lhe rate charged by the
Wi hingten tor project louans
oF 6 per cont Intdresd Tates
shaeed tor devclopront Toans
decooperition ceonomigue in
s bt Tor Wiederanthan in ihe
Federal Republic Cormany. Sueden chingaes
mterest rate of 3 Peboeant for capital projeet Toans, In
the: United Kingdom docraon wis by n Jger
Lo grant waivers ot intere-{ i e case ol Lans granted
under section 3 of gy - Fxpont Guarantees Act Taking
IO account the clleers of e interest waivere, the
weighted averie micred anounied 1o LR poy
cent in 1963, The Unitod Star. - Ageiey for Interna-
tiomal Developnien charges it e of one
perocent doring the grace period and 2.5 per cent
thereafter. Development eredis granted by the centraliy
lanned economics Carry an interest rate in the neigh-
ourhood of 2.5 per cent.

The inappropriateness of cxport credit marurities Jor
development financine

164. As has been <hown in chapter 1. there has
been a marked tendency since the fate nincteen fiftics
to extend cxport credit naturitics bevond the limit of
thc Berne Union five-yoar understanding, It mnst be
emphasized. however, that the lengthening of export
credit matwitics, which hus increased the similurity
between export credits and development loans, has i
general been limited: matnrities of lang-term export
credits have averaged cight years and have extended
beyond ten vears in exceptional cases only,

165, Con-oquentiv, the nuuvrities of export ereds-
<tll fall far <hoit of thoee guanted in respeet of develop.
ment loans, which e iy related 1o the natnre of
the project and the forcign exchange carning capucity
of the developing corntry. The maturity periods of
loans granted by (he Internitional Bank for Recon-
struction and Developuient w.ually vary between seven
and twenty-five years, Muturity plriods of development
credits granted by the International Development Asso-
ciation may attain fifty vears, The weighted average
repayment period of louns granted by DAC member
countries was 24.6 voars in 1963 and 27.6 vears in
1964.7 In 1964, Canudy introduced a oft loan pro-
gramme with u fifty-vear repayment period which in-
cludes a ten-year grace period. Denmark, within the
framework of the 1962 A on Technical Co-operation
with Developing Countyies. extends foans with a twenty-
year repayment peviod which includes a six-year grace
period. In France, (he repayment period for joans
granted by the Caisse centrale de coopérition ¢cone-
mique is usmally from fifteen o twenty years. In the
Fcc!crul Republic of Germany. the repavment period
for loans niade by the Kreditanstalt fiir Wiederaufbuan
is usually twenty Yeuars inoaospect of mlra-structure
projects and fificen years in respect of industrigl pro-
fects. In Japan, the Overseas Economic Co-opcration
Fund granted it first wofy loan carly in 1968 with o
twenty-year repavinent period which includes 4 seven-
year grace perid. o the Netherlands, the Nederlandse
R

t8ce rganisation for Uvonomic Cooperation and Develop.
ment. Dovelopmect Wwisronee | Fran ol Poliy, v, 1988 R

view, Repot of the Clistirmi e of gy,
Committee, puge $1.
s 1bid.

Development Iistanee
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Investeringhank voor Onkwikelinglainden NV, (Ne-
therlands Tos coment 3ank for Developing Conntries)
may oxtend doans pepavable over g period of np to
twenty five Yo with ninal grace periods of up to
soven’ yearss Capital progect foans nrade by Sweden
iy be repavable oy Bventy years with aerace period
ot fise years,

PO CREDUS s~o i 1x 1Ry INDERITONESS OF
DEVLLOPING COQUNTRIFS

Toh, Tt v a faet 1hat export credits enuble (e-
veloping countries 10 mport needed muchinery and
cquipment witheut anmediately paying the full price in
cash: it s alko true that developnient lending, which
1S o a "arge extent financed from budget appropriations
and is strongly influcnecd by historical ties, may he
miuck nore difficult to sceure than are export credits,
which are financed mainly by the banking system and
granted principally on the basis of commercial con-
siderations. However, there is a danger that borrowing
countries, when wnable to secure long-term develop-
ment loans or forcign  direct investments, may be
tempted to full back on export credits or contractor
fnance at any price, rather than postpone the implc-
mentation of their development plans or at least of the
projects to which they have assigned high priority. This
temptation may be accommodated by the eagerness of
foreign suppliers to «ccure order contracts, which may
preclude a sufficiently cantious assessment of the pro-
ject’s rentability or of the importing country’s ability
to repay the credits, given its ove r-all debt position,

167. Fxport credits, since they are not related to
the expected life of the wported eqiipment, are likely
to become due for repayment in a relatively short time,
before the foreign cxchange expected to accrue directly
or indireetly from the new investments can be eared.
H the countrics concernedd are already carrying a sub-
stantial amount of forcign indebtedness that commits
them to a sizable flow of debt-service payments, the
added  foreign exchange  commitments arising from
cxport credits will tend 1o increase the riskiness of all
outstanding debts and worsen any balance of payments
difficultics which may be associated with their chro-
nically  unstable foreign exchange carnings, When
foreign exchange reserves have been almost completely
utilized or carmarked and several trade debts con-
tracted piccemeal without co-ordination and repayment
planning still remain outstanding, debtor countries may
be forced to seck agreement from creditor countries to
deeept consolidation or refinancing cither bilaterally or
through multilateral arrungements, Paradoxically, debtor
conntries faced with a serjous, “cath squeeze situation”
may find it difficult to persuade their creditor coun-
trics. which arc under no obligation to cxtend new
credits offsctting payments due on the old ones, to agree
0 postpone the collection of unpaid bills or to re-
schedule the debts over longer periods. Debtor coun-
trics may therefore have no alternative but to curtajl
imports drastically, which may have the effect of
sMowing down economic rrowth and further delaying
the attainment of the roal of self-sustaining growth,
Even when conolidation credits are obtained, the
method of repaying Hrgent debts by contracting other
debts, the payment of which will soon become cqually
urgent, merely postpones the crisis, does not provide




any debt relich and may prove particularly oncrous in
terms of its impact on ceonomic growth.

L68. As long ago as 1934, the President of the
International Bank tor Reconstruction and Dovelop-
ment warned againslan iational use ol vxport credits:

“The nranner i which supplives” creditsare
offered . . somctimes resulbis i projects bemg under-
tuken which arc iur trenr the highest priority in
developmuenital needs. The eapotting country wishes
o boost iis expoits and therctore ollers credits for
linancing a project using i cquipment. Fhe manu-
facturing suppiter ol cquipment nuturatly welcomes
any opportunity (o increase his sales und he cun
certainly not be blamed it he Lukes advantage ot
whatever ciudit Tacilities may be made available. And
the importing country may fecl that the credit, being
available, should be aceepted cven if not for the most
useful of purposes nor on tne best of terms and
even if, as often happens, under these arrangements
a high price for the goods must be paid. This is
contrary to the interests of the importing country and
may result in slower rather than faster develop-
ment.”

Ten years later, the Bank stated:

“Part of the indebtedness problem arises from
unwise borrowing and unwise lending. The trouble
arises from high-pressure salesmanship on the one
side, often facilitated by abuse of export credit
insurance, and the desire, on the other side, to avoid
all the hard work of prepuring and ncgotiating help
for projects. In those cases, large amounts of short
and medium-term indebtedness are taken on, al-
though foreign cxchange carnings are not likely to
increase fast cnough to meet guickly maturing repay-
ments. Such short and mediim-term money 18 often
used to finance slow-yiclding projects and in too
many cuascs projects which will never yield an cco-
nomic return at all.”™?

169. In Lconomic Growth and Lxternal Debt,
which originated in a study undertaken in response Lo
a request from the Development Assistance Committee
of the OECD for “a paper ... discussing the factors
which dctermine a country’s debt servicing capacity”
and in a request from the Secretary-Genera! of the
United Nations Conference on ‘Trade and Development
for assistance on a number of topics including “the
methods for relating the terms and conditions ol aid to
the long-term needs of developing countries”, the stafl
of the Economic Depurtinent of the International Bank
for Reconstruction and Development attempts “to
provide an analytical {ramework for the discussion ot
problems on dcbt servicing capacity of the developing
countries, which ate the major international borrowers
today”. '

170. This publication, which vicws international
capital flows and cxternal indebtedness as an aspect
of the process of cconomic development, points out
that the factor most responsible for the heavy burdcn

& §ee Internationat Bunk for Reconstruction and Develop-
menl, Summary Proceedings, Ninth Annual Mecting of the
Board of Governors (Wiashingoa, D.C. 1954).

» World Bank and tDA. Annual Report 1964-65, p. 58,

1 International Rank for Reconstruction and Development,
Economic Growth and Fxternal Debt, by Dragoslav Avramo-
vicsgnd Associates (Baltimore, Jobns Hopkins Press, 1964),
p. BS.

of debt servicing of the developing conntries is the
carly maturitios mvelved . approximatedy S per cent
of the total Tatin Amcrican debt out-tanding at the
and ol 1902w ropanable during the penod 1963+
1905 and approximateiy o3 per contof this region's
debl oustondine at the cad or 1967w repavable
duning the peried 19063 {6670 A

P71, The debUseinvice nito of developimg countries
(ratio of service payments o foraign owchange caciings
on carient aceount) has visen sharply m e past de-
cade, giving o ¢k indicition of the g uidity ditliculdtios
tiey may face in the nnmediate futue. Argentina’s
debtservice ratio mosed up om 201 per eent in 1954
10 16.0 per eent in 1939, 10 235 per cent in (900 and
t0 26,1 per eent in 1961, bt dechined to 22.8 per eent
in 1962, Brazl's debieserviee ratio passed from 8.4 per
cont in 1954 o 20.8 per centin 1955 and was at the
jevel of 17.6 per coent and 24.2 per cent in 1961 and
1962, respectively. In Chile, the ratio ol amortization
and interest 10 exports passed fronr 7.7 per cent in
1954 10 10.3 per cent in 1956, 15.0 per cent in 1900,
28.5 per cent in 1961 and 27.6 perocent in 1962, In
Colombia, debt service, which averaged only about 5.6
per cent from 1953 to 1950, increased to 121 per cent
in 1957 and 25.1 per centin 1938 and was at the lewed
of 16,0 per cent and 13.8 per cend in 1961 and 1962,
respectively. - Although there are coneeptual dilticul-
ties in arriving al a detinition of an excussive debt-
ervice ratio which would be applicable o all countries,
it is evident that debi-service ratios such as those given
above would be oncrous Tor any country. However, the
burden is even heavier when the countiy--as is the case
for the majerity of developing commrics-— has an ceo-
pomy which depends onone or twvo commodities, sub-
joet W sharp mternational price hictuons.

172, In chapter V1, “Conclisions™, the abenve-nien-
tioned publication states:

“The developed conntrics have three choices 0
financing the cconontic growth ol the developing
countrics. First, they may decide that in some coun-
tries duy-to-day hnancial dangers are -0 serious .. .
and the long-term prospects tor growth so uncertain
_.., that the only sale way ontis to provide most
of the needed funds on *soft” terms. This device is.
of course, already heing cmployed on a lurge scale
tincluding the dispesition of surplis Toodstulls on
concessioniy terms), althouglh there is some tenden-
¢y for countrics that have made extensive use ol this
device 10 harden up their terms, paitly becanse other
lcading capital-cxporting countrics hrave continued
o provide development assistance wholly or pre-
dominantly on a hard” hasis, 1f “oft’ funds cannot
be mobilized adequately and if it is thought that it
would be risky to cxpand “hard’ tending, the sccond
choice is to put arbitrary cuilings on the Now of funds
that are made available o countiies where the situa-
tion looks precarious. Depending on - where the
ccilings are fixed, the consequence ny be that a
number of profitable projects would not be under-
taken because of the lack of linanee, and the actual
rute of cconomic growth in many developing coun-
trics may fall short ol the technically and  cco-
nomically feasible rate. The thind choive 18 1o U1y ©

11 Jbid., p. 118.
12 Ipid., table 8, p. 46.




live with the dangers and with the risks and to
finance growth predominantly at *hard® terms.” 1

173, The capacity o service now export credits
depends on the one and on the cconomic cliciency of
the individuyl projects and on the other hand on the
degree of over-all indebiedngss which the importing
conntry s capable of MNGining in the light of s
balance of pavment, position nd prospects. Projeets
may be given priority olely becanse of Their “positive
forcign exchinge eficet”, (hit i Pecause they are likely
o generate {orcign vXxchange, cither indircetly by pro-
ducing for the local mark.t £oods normally pnrchased
abroad or directly by manufacturing goods for export.

P74, "The experienee of developing countries in the
carly stages of industrialization hus proved that there
are certain indu dries which can be st up and put into
production quite quickly and which by manufucturing
goods that were formerly imported make jt possible
o save forvign cxchuangl Tor servicing medinm-term
commitments, For example, during the pust ten years
the less industrivlized countries in the developing re-
gions generally tended 1o show fuirly rapid’ prowth
rates as regards the production of non-durable con-
sumer goods indnstries and certuin intermediate pro-
ducer goods industries such as the coment and fertilizer
industries. It hus heen estimated that in a number of
developing  countrics during the nincteen fifties the

13 1bid., pp. 85-89,

]

merease in the production of consumer goods and inter-
mediate good. industries vielded net forcign exchange
savings equivalent to 50 per cent or more of the value
of capital goods imported during the first years of the
decade, '

P75, As developing countiies suels as Brazil, India
and Mexico becone redutively more industrialized, the
pattern of industrigl desclopment shows tendeney to
shift towards durable goods industrics (tor example,
metallurgical o engineering  industiies), However,
many branches of the durable goods industrics may be
prevented by various factors from coming immediately
into full operation. One factor s that the labour foree
may have to be trained in an entirely new range of
technical and managerial activities, Another factor is
that since the creation of such industries may involve
the development of whole complexes of interrelated
plants, production in a given plant may be impeded by
difticultics encounterad 'in cstablishing ancillary indus-
trics. Consequently, investments in these industrics may
fail to yield any substantial amounts of foreign ex-
change to service medium-torm commitments incurred
i connexion with their estublishment, When  estab-
tishing such industries, it is essential, therefore, 1o
arrange for long-term amortization schedules by finan-
cing the projects through long-termn development cre-
dits. Failure 'to do so nmay mean that additional strain
will be placed on the halance of payments,

Y World Feonomie Survey, 1961 tUnited Nations publica-
tion, Sales No.: 62.1LC 1}, chap, I,




176. While it may be desirable to re-cutablish the
distinction  between aid  credits proper and - export
credits, an over-rigid approach night impede the de-
velopment of the developing countrivs and hamper the
growth of international trade, which would in turn slow
down economic growth in the developed cauntrics, The
widespread concern felt among exporting - cauntrics
regarding “unfair  competition” in the provision ot
export credits and its degeneration into a “disruptive
race” cannot be isolated from the broader problems
arising from the fact that the total volume of capital
currently being made available o developing coun-
trics is already inudequate 1o meet their tinancial
requirements.

177. The scarch for a solution to export credit
competition must be undertuken with reference to the
accepted need for a sustained and indeed increasing
net flow of financial resources into developing coun-
tries. Although these countries are making great cllorts
to expand their exports and to develop import sub-
stitutes, it would appear that in the foreseeable future
their minimum investment programmes will continue
to exceed their capacity to carn and save, € ceially
forcign cxchange, and that an increasing  flow  of
external financing will remain essential to the fulfilment
of even these minimum programmes. No matter how
serious the limitations of export credits may be as a
means of financing cconomic development, in terms of
their inappropriate maturitics, high cost and sometimes
even the over-pricing of the goods, they have never-
theless, as shown by the figures given, become an
important source of cxternal financing for developing
countries.

178. If it is therefore intended that total flows
should not diminish, so that the growth of the de-
veloping countrics and of international trade need not
be retarded, restraints on the granting of gavermment-
guaranteed export credits would presuniably be com-
pensated by an increase in the volume ot aid credits or
associated with thie provision of other forms of long-
term financing. '

179. The fact is that a number of devcloped coun-
trics consider that medium-term and long-term cxport
credits are major means of assisting the devcloping
countries and find it casier to grant ¢xport credits than
aid credits, becausc in their view cxport credits——par-
ticularly long-term credits—have growth stimulating
effects which benefit their awn damestic economies as
well as aid features which benefit the developing coun-
tries. Any measures by the developed countries which

1 For example, the possibility recently adumbrated of long-
term borrowing by 1he developing countries oulside the con-
gested channels of private < ital markel floalations, through
direct placement with semi-public or publicly controlled finan-
cizl inslitutions in the developed countries. See “Regional
development financing”, report by Henry S. Bloch to the
United Nations Trade and Development Board (TD ‘B/AC 4/
R.3), chapter 2, pages 24l
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world substantiatly reduce the over-alt ilow of finanvial
resources o developing countries would abo reduee
the tlow of their capital goods cxports and are s
likely to appear as unabactive o the Tatler as o the
former,

180, An increiee inawd eradits or the provision ol
alternative forms of financing whose repayuient penods
would be more appropriate for ceanmnie devddopment
purposes thun those of oven edinr-term ad Tong-
term export credits might who helpatleviaie the exees-
dve debteservice  burdens  of dovdloping countries,
which in recent years hine wioused foar of spreading
liquidity crises. This problen ol ndebtedness arising
from export credits his 1wo nian aspectss costs and
maturitics. The cost of eaport eredits vonains welatively
high, and the longer the maturity the heavier the total
interest burden,

181, In some countiivs (Austria, France, Haly, Japan
and the United Kingdon) government facilities in- the
farm of financing or refinancing fimds undsor interest
cubsidics make it possible 1o offer export credits in
excess of five years at mterest rates fower thin markut
rates, but since such facilities, while failing within the
framework of export promotion progranunes, are often
granted for the purpose of assisting developing coun-
trics, they confer upon these credits a certain aid
character which may be considered o siseeptible of
having a trade distorting efiect. On - the other hand,
abnormally Tow eaport credit imerest vates might reduce
the commercial bunks' willingnes to commit their own
funds to export tinancing and might therclore result in
reduced commercial bank participation in export finan-
cing or in pressure on central banks for increasing
refinancing facilities.

182. The question of export eredit mterest: rates
might be prafitably cxamined at the wnternational level.
In particular, it might be worth while 10 study the
possibilitivs and cticets of generalizng the system of
subsidized export eredit interest rates. Progress in that
direction would undoubtedly be  welcomed by de-
veloping countrics, althongh it could not constitnte
«hstitute  far  dircetly increasing  their purchasing
power by increasing their own expotl carnings.

183. Export credit matutities hine been lengthened
in order to meet competition ansing iom ticd develop-
ment loaus, and this process has been facilitated by
the absence of standards gencrally accepted as appro-
priate for capital goods amortization in developing
countrics. Further fengthening would do litle to alle-
viate the external debt-service burden of the developing
countrics, unless the maturitics were peared to the
pay-back period o particular  projects and to the
balance of payments prospucts ol the importing coun-
try, that is, unless cxport credits were granted with
maturitics that wonld assimilate them all but conipletely
with aid credits.







T'his study forms part of the programme relating to
the financing of economic development which has been
carricd out by the Fiscal and Fmancial Branch of the
Department of Economic and Social Atlairs in response
to a series of resolutions adopted by the General
Assembly and the Feononiie and Social Council. Expori
credit insurance and export credit were covered in
several of the reports in the scries on the promotion of
ihe international flow of privaie capital which have been
submitted o the Economic and Social Couacil since
1960, * and especially in that for 1961, in_response to
Gieneral Assembly resolution 1523 (XV) of 15 Decem:
ber 1960 on international credit insurance.

In 1962 the Committee for Industrial Development,
at its second session, requested the  Seerctariat to
propare a study of “measures and techniques in prownot-
ing exports of industrial equipment to under-deseloped
countrics”. * A preliminary report on the provision of
credits for the finaneing of imports of muchinery and
cquipment into developing countries (E/C.5726), con-
sisting of an analytical scction and a number of country
studics, was submitted to the Committee at its third
session. The Committee reviewed the report and re-
quested the Scereturiat to expand the analytical section
and to undertake consultations with the governments
of export credit supplying countrics with a view to
expanding the coverage of the country studies. The
Secretariat accordingly submitted a revised and expand-
~d version of the analytical scction (E/C.5/64) to the
Committec at its fourth scssion and informed the
Committee that, as suggested at its third scssion, the
whole study would be printed for wide distribution.

In the meantime, the question of export eredits had
been considered by the first session of the United Na-
tions Conference on Trade and Development, which in
recomimendation A.IV.14 had invited the Intcrnationni
Bank for Reconstruction and Development to study the

1 See “The promolion of the international flow of private
capital”, E/3325, 26 February 1960, paragraphs 74-76;
E/3492, 18 May 1962, paragraphs 228-248, and Official Re-
cords of the Economic and Social Council, Thirty-seventh
Session, Anncxes, agenda item 10, document E/3908, 26 May
1964, paragraphs 243-288. See also The International Flow
of Private Capital, 1956-1958 (United Nations publication,
Sales No.: §9.11.D.2), chapter IV.

2 Committee for Industrial Development, Report of the
Second Session, Official Records of the Economic and Social
Council, Thirty-third Session, Supplement No. 2 (E/3600/
Rev.1), chap. V, E.1.

3 Committee Zm' Industrial Development, Report of the
Third Session, ibid . Thirty-sixth Session, Supplement No. 14
(E/3781), para. 76.

PREFACE

“use actual and potential sad wims of supplicns” e
dits md eredit insurainee, wchuding rediscounting ar-
rangemients” ana © to identity tie discuitios which rse
OF may arise, i particalar as regards debs senvaee, and
to consider possdbie solutions”,

i oview of the work o export civdits which had
already been carned out by the Uiated Nations Secre-
tariat, the Bunk and the Sccretunat fes that ther tasks
were largely complementary and apreed o co-operate
closely in the preparation ot theie vepouts

Conscquently, the present study by e Seaietaria
consists mainly of an analyticat od histoncal review
of the nature and orcrations of the existiag wationad
systems and internationad arrangements vendimg the
granting of export credit insurance and export credit
and a discussion of the mum problems involved il
use of these techmgues for expanding the availabiity
b forcipn resources for desclopment firancing. the
Bark's report will focus on the toisaalation of appro
priate policy proposais, buased on ity findings regarding
the use of private credits and e reiswed probiems, )

The present study consists of lwo parts: the lirst is
entitled Current Practices and Problems; the second
contains a scries of country studics describing  the
export credit insnrance and export credit systems
in the cxport credit supplvisg countries. 1t will be
submitted to the Leconomie und Social Council and the
Gencral Assembly us well us to the UNCTAD Com-
niittee on Imvisibles and Financing related to Trade, the
second United Nations Conference on ‘Trade and De-
wclopment, the Industrial Developmient Board and the
World Symposium on Industrial Development.

In preparing the study, the Fiscal and Financial
Branch of the Department of Economic and Social
Affairs has benefited from the information and advice
provided by international and mational organizations
and institutions. The Sccretariat wishes to thank the
Prcsident and the Secretary-General of the Union d'as-
sureurs des crédits intermationaux (Berne Union), the
officers of the various export credit insurance and
export credit institutions and the members of the finan-
cial community in the different countries and the olli-
cials of the European Economic Community and the
Organisation for Economic Co-operation and Develop-
ment, all of whom provided their views and information.
It also wishes to thunk the stais of the International
Bank for Reconstruction and Development and the
Inter-American Development Bank for their valuable
comments and suggestions.
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EXPLANATORY NOTES

The followin SYimbol Tave boen ined in tue tables thronghont the report:
Three dots () indicaie that daty aie nat availuble or are not separately reported
Adash € indicates that the amount iy ni or negligible

A blank in 4 tubje indicates thar the itens is aot applicable

A minns sign (. Vindicates o dedicir or decrease, except as indicited

A fall slop ) is used to indicate decimals

A comma () i wsed Lo distinguish the sansts and millions

A slush (L ) indicates 4 €1Op yeur or financigl Year, e.p.. 1960,/6}

Use of hyphen () between dages reprosenting vears, €.g. 1961.1963, signifies the fuj]
Period involved, including the beginning and end years,

- Refercnce 1o “tons” indicates” metric tons, and o “doltars™ (§), United States dollars,
irless otherwise stated.

The following abbrevistions liave boen ysed:

AlD Ageney for Internitions| Developmeny [United States of America)
bBAC Development Assistance Committee [OECD)
EEC European Economic Community
ECGD Export Credits Guarantee Department [United Kingdom)
ECIC Export Credits Insurange Corperation {Canada}
FCIA Foreign Creyiy Insurance Association [United States of America]
GATT Gen *ral Agreement on Turiffs and Trade
IBRD Intetnational Bank for Reconstruction and Developmen
1bA Iateruationy) Development Association
iDB Inter-American Development Bunk
IMF Intesnationg) Monetary Fund
OECD Organisation for Fconomic Co-operation gngd Development
OEEC Organisation for European Feonomie Co-operation
* ) *

The designations enploved and the presentation of the material in thiy publication do
net imply the expression of any opinion whatsoever on the part of the Secretariat of the
United Nations concerning the lepal stayys of any country or territory or of jty authorities, or
concerning the delimitation of jts frontiers,







184. There remains then @ gap between the eapital
goods requirements of the developing countrics an the
volume of such goods they can acquire through export
credits on the one hand and export carnings, grants
and aid credits on the other. Even where suc aid
credits can be expanded beyond what might otherwise
be offered, by tying them to procurement in the grantor
country, there arc rather severe limitations both on the
additional amounts which can thus be made available
and on the nct benefits which such tied aid credit brings
to the developing country. Morcover, whatever the
motivation ¢f the tied aid credit offer, its cflcct s
unavoidably to add another dimension to the use of
credit terms as an clement in the competitive race
among capital goods exporters.

I85. As has been secn, the problems which have
arisen from the prevailing system of financing inter-
national trade in capital goods—mainly over-indebted-
ness of the developing countries on the one hand and
possible trade distortion on the other—are  highly
complex. The expericnee already acquired in attem tin
to cope with these problems world tend to indicate
that the developing countries' need for an expanding
inflow of capital goods is well matched by the devcl
countries’ interest in cxpanding their ‘sales of these
poods. A workable solution to these problems would
ﬁave to encompass all substantial export credit suppliers
from among both western and castern countries as well
as the countrics importing capital goods under such
credits,
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Annex

EXPORT CREDITS AND EXPORT
EXPORTS

|. The foregoing study has dealt with the provision of
export credit insurance and export credits by developed coun-
tries and their use as a means of financing the acquisition of
capital goods by developing countries. The export promotion
value attached to such schemes in Jeveloped countries has
aroused the interest of devcloping countrics in the possibility
of nsing them for promoting their own exports, with a vi w
to accelerating their industrialization programmes. Some pre-
liminary considerations on this subject are contuined in this

annex.
.

THE PRUBLLMS AND THEIR SETTING

During the period immediately following the Sccond
World War, developing countries tended to concentrate their
industrialization efforts on import-substitution industries rather
than on export industries. An increasing awaremess of the
need for a diversification of exports designed to produce a
substantial znd sustained expansion in export carnings for
the financing of their economic development programmes has,
however, contributed to a change in this attitude. From 1953
to 1961 exports of manufactures from developing countries
increased at an 2qnual rate of 6.5 per cent® and many of
these countries’ current development programmes are designed
to aceclerate the rate of export growth with a significant role
being assigned to manufactures and semi-manufactures. For
cxample. in Ethiopia, processed materials in the form of
leather and feather goods, building materials and chemicals
are expected (o represent about 6 per cent of exports by the
target veur. In Ghana, timber products and processed bauxite
in the form of aluminium are expected to become of increasing
importance during the plan period. In india, the plun culls
for a substantiai increase in exports of manufactures, with
chemicals and engineering goods supplementing traditional
textile products. in thc United Arab Republic, the relative
importaice of manufactured coods—largely  textiles  and
chemical products but including also some metal products—
is expected to increase from 21 to 31 per cent of aggregate
exports over the plan period.b

3. In addition. many developing countries have come to
vealize that given the jimited size of their domestic markets
they must find other outlets for their industrial products if
optimum production levels are to be attaincd. Conscquently,
they have been paying increasing atteption to the opening
up of ncw export markets as well as to the consolidation of
existing ones, both within economic integration areas and out-
side of them. In their efforts to increase their export capacity
and diversify their cxports of such non-traditional goods as
chemicals and light engineering products as well as transport
equipment and other capital goods, developing countries must
face harsh competition from traditional suppliers. As this com-
petition is not confined to price, quality and delivery period
but extends ‘o the possibility of offering deferred payment,
suppliers in developing countries are feeling an increasing
need for financing facilities that will enable them to compete

s World Economic Survey, 1963, 1. Trade and Develop-
ment: Trends, Needs and Policies (United Nations publica-
tion. Sales No.: 64.11.C.1), p. 179.

b World Economic Survey, 1964, Part 1, Development
Plans: {rprm’ml of Targets and Progress In Developing Coun-
tries (United Nations publication, Sales No.: 65.11.C.1),
chap. 4, p. 75.
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CREDIT INSURANCE AS A MEANS OF PROMOTING
BY DEVELOPING COUNTRIES

more readily with exporters in other vountries as far as credit
maturities are concerned.

The problem of export credit insurence

4. The experience of the developed countries has shown
mat the granting of cxport credits by supplicrs and the
financing of such credits by the banks are largely dependent
npon the availability of export credit insurance. The protec-
tion provided by such insurance is of particular significance in
the cuse of developing countries: the intensification of their
industrizlization means that many new traders, unfamiliar
with export practices, will enter the expont field, and nany
new lines of business and new markets will be developed.
Moreover, since in most cases credits are granted on the basis
of the cxporter's financial standing rather than on the sound-
ness of the export transaction, the provision of export credit
insurance may tosult in a reduction in the cost of financing
export cradits, enable existing exporters to expand their ex-
port business and make it possible for other entreprencurs -
particularly small entreprencurs—1o whom fisancing 1acth
ties will be more readily available, to enter the export freld.
Hence. the increase in their capucily o export industrial
prodits has led some developing countrics to contemplate
intre Tncing export credit insurance. and such schemes have
now ocen institutionalized by the Governments of Brazl,
tndia, Israel,© Meaico and Pakistan.

§. The operation of an export credit insnrance schenwe in
a developing country on @ scif supporting  basis  prosents
special problems. The volume of cyports which would be
qvailabie for insurance is in most of the conntrics relatively
stall &8 yet. In these conditions an insurance scheme may
have difficulty in securing an adequate spread of risks as well
as in maintaining an cffective credit informamion service and
in covering its aiministrative costs. On the other hand, pre-
miums cannot be toe high, since the added cont night in-
crease the sale price of the romds to an uncompetitive fevel,
or. if the exporter shouhl bear the cost himself in order to
wenre the order, reduce his margin of profit. which mw al-
ready be dangerousty small. If, over a certain periad, pre-
miums shoutd fail to cover administrative costs and  clains
governments would be obliged t0 maks up the deficit, with a
resufting strain on their already limited financial resources.

6. These corsiderations. affecting toth the potentialities and
problems of exort credit insurance in developing countries,
indicate the need for systenatic sindy of the agtual and pos-
sible vses of such schemes—on A national as well as pos
sibly on a multivational basis, The growing interest of lt:tc
governments concerned in this subject has been mamf:rs.trd in
a number of international bodics, including the United Na-
tions Conference on Trade and Developinent, 4 and the Intss-
American Development Bank. ¢

wus ostablished

P
»The Israel export credit insurance scheme .
i “Faport credit

with Uhted Nations vochnical assistance. Sere
risk insurance in Israel” (1 AAZISR/28, 1958).

d Proceedings of the United Nations Conference on Trade
and Development, Volume 1. tival Act und Report, annex
AdV.14. N

¢ See Inter-American Deveiopment Bunk, Credit Insurance
and the Promotion of Luin American Exports { Washington,
D.C., March 1965), p. 3.




7. A working group of five experty convened by the Inger.
Anierican Developiment Bank trom 24 October to 3 November
1964 1o study these problomg considered thay

“Latin Amcricay ¢Xports required] the establishment of
export credit insurance [for the) benefit of produeers” p
the region, and, aceardingty, fecommended (hyy the Inter-
Antericyn Development Bank ;

“With regard o commereiyl risha:

“Proniote establishient  of CXPOIE insurapce systems ip
the Latin American eountries and supply the necessary
technicul assistance for this purpose;

“Promote formation of i rezions| assoviation of such ex-
port credit insurane systems gy may be estublished in
the severy| Luin American countries; ang

“Muintain close contyuet with the proposed associution, with
the objactive of cooperating in the formation of a re-
gional entity to insyre and reinsure €Xport credit, based
on the experience obtiined by the association of national
systen.y,

“With recard 1, pPolitical risks.

“Promote establishment of systems  to afforg protection
aguinst politica) risks in the Inember countries, und pro-
vide appropriste technjcy) assistance to such svstems:

“Explore the possibility that (h, Latin American countries
woulkl mutually puaryptee convertibitity y,,4 transfer of
Payments for imru-rcgiomd trade operations; angd

“Support elforts being mae to obtain improved systems
of compensatory finincing from the internationa] insti.
tutions responsiple for supplying sych financing ¢

The problem of export credis financing

¥, Although CxXport credip insurance je frequcnﬂy a proes
fequisite for hynk linancing of Cxport credics, the Provivion of
such linuncing depends in the lint place op the aviailahility
of bk resources which €in e mohitiszeg for that Purpose
for e Fegpiiired MUY periogs and at aeeptable interesg
rtes. The amonnts of availuhle banking resources in the (e
veloping COURIFES qgy  he comsidered 1o pe more or Jege
adequate 1o et short-term export credyt fequirements for
the prosent aml the immediate future, by the high feve] of
interest Fates may impede their effective e,

9. In the cuse of transactions involving credits with maty-
Fities exceeding iy Mmonths, an ¢ Xporter jp g developing eou-
try mov hie ditlicutty i secitring ﬁnz:ncing even if he hgs
insurapce CoOverage, Such medium-tery and fong fepm credit
fadilities ag eXist are often devoted o the ﬁnaming of high.
€ost housing ot very high interest “ates, |
porters have had 1o secnre medinm-terp funds through re.
newal of short-term cradits, but thiy methad will become jn.
ereasingly inadequate a4 exports of durghje Evods sxpang and
the nevd for lengtheney de!enred—paymem commitments grows
moere intense,

10. In 4p attempt 1o remedy this situation, the Govern.
nents of supe developing countries (including Argenting,
Brazil, Chile, Indja, Mexico, Nj .
initisted medium-term export credis financing schenies, Since
developing countries, however, gre severely limjted jn the
anwounts of long-term funds they can leng abroad, there jy a
Feal question ag ¢ what extent they can thus enible thejr
exporters 1 tompete in eredip maturities «~g rates with those
of the industriat; sed countries. In response to this problem,
the Inter-Anicrican Developmeny Bank (IDB) has initiateg
# procramme for the refinanging of intra-1 atin American ex-
Ports. whose 1iain features are bricfly referred to below. This

—

?imd,, innex. p. 9,

42

s 4 novel cxperiment which shoyid be of special interest o
other deveioping regions.

T RLFINANCING O INTRAREGIONAL EXPORTS IN Lann AMER.
ICy By 1. |NTLR-/\MI;RI(‘AN DrverLopment Bank

H. In 1963 the Board of Governors of the Inter-American
Development Bank ¢t up a programme for the refinancing of
Medium-term export credits for intraregional €Xxports of capj.
tal goods, The Programme (which does not encompass export
credit insurance) came into operation on | Jaruary 1964, Its
fundimentyy objective is o stimulate the development of
Latin American basic industry through an €Xpansion of intra.
regional trade™, «

12, An initig} suin of $30 million hag been ¢armarked for
the progranune, Under the governing regulations, b gh
rity periods of the export credits to be financed vary between
SIX months and five years, according to the type
invalved, their unit value apd the tota) value of the trans.
action, The five-vear Timig may be exceeded in exceptiona
Cases in order o enable exporters o meet internationg] com-
petition. Only Sapital goods considered as sych in internsiion, |
trade pructice ang nornually subjeet 1o medium-term financi
may be financed under the Programme, The IDB issyes Tist

st be produced in 4 Latin Americap member country from
Taw ‘mateials or party originating in that coumtry or other
Fatin: American m:mber countrijcs, Goods containing com.
Ponents not manufactured in such countries are eligible If the
final process vwhich substantially transforms the £goods has
Laken place in 4 Latin American country and jf the C.i.f. value
of the importe components is leis thyp 30 per cent of the
fob vilue of the finished product,

13, the PIotramme  operatey through nationa] agencies
speciaily desienated for that purpuse by 1} member cour-
trics. These SRENCICS supervise compliance with the regula-
tons at the nationyd level, Particularly with regard to the
nature of the Boods exported, their origin, the maturity period
of the transiction 5 the legality arg validity of the expoeri
credit documents. The “8encies are also txpected to bear the
financing burden for 4 Certain portion of e credit (eer be-
fow) und to Erirantee afi the instruments they submit 1o the
DB for financing. The Inter-Americyn Development Bank
Carries ont jts firancing Operations by granting credit lines to
nutiong} agengies; the latter, in turn, jssue Promissory nots
‘o the order of the Inter-American Development Bank on the
basis of the er iy instruments issued by the importer ang dis-
Counked or re liscoungeq by the *mationa) agencies
Porting count y.

IS. The volume of business cartisd omt ynder the IDB
Programme is shown in table 9,

¢ Inter-Americyn Development Bank, Program o, the
Finan.ing of Litraregiong) Exports of Capital Goods (Wash.
Ington, D.C, Maurch 1964), p. 14,

" Adopted on 39 September 1963 by the Board of Gov-
ernors of the JpR, For text, see Program for the Financing
of dntrave giona) Expores of Capital Goods, page |8,




Tasir 9. INTER-AMERICAN DEVELOPMENT BANK REFINANCING metal structures to Argentina; Pern has exported fishing ves-
PROGRAMM1:: MOVEMFNT OF FUNDS AS OF 30 SrPTEMBFR 1966 sels to Panama.

(M illions of dollars) 17. The Bank is currently cndeavouring 1o assist other
member countries m setting up the necessary machinery for
National agency Credit line  Disbursement  Kepayment participation in this scheme.

. PROPOSAIS FOR ACTION
Banco Central de la Repi-

blica Argentina . 3.0 1.5 03 18, While export credit insutance and export credit financ-
Banco do Brasil. ... . , 3.0 1.5 02 m2 schemes have undoubted’y proved to be effective tools in
Banco Central de Chile. ... 2.0 - — the export promotion programmes of the developed countries,
Nacional Financiera de Mé- the considerations outlined above tend to show that the intro-
Xico ... ... ... 50 32 0.2 duction of similur schemes in developing countries is a more
Banco Nacional de Nicara- complex undertaking, As indicated, there is a growing need
gu& ......... ... ..... 10 — -— for and interest in sysiematic siudy of the problems and possi-
Banco Industrial del Perd.. 1.0 03 — bilities of such schemes, with emphasis on their possible con-
—— —— i tribution tc the promotion of exports from the developing

ToraL 150 6.5 07 countries, since o number of developing countrics have al-

ready esio lished export credit and export credit jnsurance
schemes, such study may well start from an analysis of the
16. A wide variety of capital goods has been exported methods and cffectiveness of these schemes, as a basis for
under the programme. For example, Argentine has exported  their possible improvement and their adaptation to other
farm machinery. textile machinery, iclecommunications equip-  developing countries. :

ment, metal-working machinery, tools and equipment to Chile, 19. The experience which the Inter-American Development
Colombia and Mexico; Brazil has exported vehicles to Cen-  Bank is acquiring in the field might similarly provide a start-
tral Arerica and stecl matrices for stamping cir bodies to ing point for an cnquiry inmo whe role which might be played
Arzentina; Mexico has exported machinery for the manu-  also by the African and Asian Development Banks in assisting
{acture of structural steel to El Salvador and steel pipe, diss  their member countries in establishing export credit insurance
tillation towers and columns, pressure tanks, storage tanks and  and fnancing programmes.
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