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YThere is no such thint as export credit prlicy that one can put one's
finpger on: it is made up of a2 lot of strands of views, aspects of policy,
vhich have to be brought together from time to time in the context of

a particular guestion.! This was said in 1978 by Mr I'emneth Cotterill,
then Deputy Head of the Export Credits Guarantee Departnent (FCGD),

the British export credit agency, in evidence to the Committee to

Review the Punctioning of Financial Institutions. The statement would
be similarly true of export credit policy in other countries. Each
comntry's export credit agency has at its disposal a range of Instruments
for supporting export credit. Cfficial support is chiefly confined to
medium- and long-term credit, which is used to finance exports of
capital goods. These tend to be large, complex, one-off orders.
Consequently, the provision of official export credit is often determmined
in the context of an individual transaction, on the basis of a number

of policy considerations and the priority accorded to them. This is
equally true of export credit for the training component in industrial
projects. Exporting countries have not consciously devised policies

in this area. In so far as training is distinguished at all from

other conponents, its treatment reflects the importance assigned to it
in relation to various policy objectives.

In the absence of explicit policies, this study tries to explain
the factors vhich influence the way export credit for training components
is dealt with. It begins by tracing the development of official
support for export credit and describing the instruments which are now
aveilable. The supply and demend for industrial training are con-
sidered and the framework within which export credit agencies operate
at the national and international levels is analysed. There follows
an examination of the export credit systems of some major trading
countries, with specific reference to their hanaiing of training
components. Lastly, the study discusses the prospects for changes in
the conditions of export credit for training.
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OSflicicl exoort credit facilities ~

Initially officicl support was civen to export credit to prevent erport
orders being lost through lack of finsnce. Governments began to
guarantee credits against types of risk, such as insolvency, which
commercial insurers would nommlly cover but declined if they regarded
the business ns too hazardous, too laxge or too long; and against types
oi risk not nomally covered by commercial insurers, such as transfer
risk.

Chunpes in the international economy during the 1950s brousht
about changes in the demand for expori credit. WNew markets were
opening up in developing countries which, because they were short of
capital and foreign exchange, relied heavily on exmort credit but also
entailed greater uncertainty. Capital goods were becoming larger and
accomnting for a higher proportion of trade and since they were usually
sold on credit this implied more and longer credit.

The ban¥s were reluctant to take on additiomal risks and so
official support increased. Governments expanded their insurance
activities and became more directly involved in the provision of export
finance. In some countries an official export bank made direct loans
thile in others the central bank refinaiced export credit advanced by
commercial banks., In response to importers' growing aversion to
fluctuating interest rates countries arranged for their commercial
banks to offer a fixed interest rate for export credit. Fixed interest
rates were intended to remove uncertainty but not to reduce the cost
of credit, During the 19708, however, market rates of interest in some
countries (notably Britain and France) rose steadily while their fixed
ret: was adjusted very little, with the result that their governments
were substantially subsidizing the fixed rate.

The 19708 witnessed a general deterioration in the economic
environment: high rates of inflation, volatile exchange rates and
slack aemend, At the same time exports of capital goods became larger
and more complex. To ease some of the difficulties export credit
agencies introduced new facilities, including cover for performance and
other bonds, support for pre-shipment finance, exchange risk guarantees
and cost-escalation schemes, which partly protect firms against in-
flation vhen they are exporting large capital goods with long manu-
facturing periods,




Since the 19503 the financing terms have btecome ar important
element in competition for exports of capital gonds. Officizl export
credit agencies, besides ensuring that finance was available for these
exports, began to match the terms being offered by their opposite
mmbers in other countries. Although their original function was to
remove impediments to exports, export credit facilities have increasingly
been used to win export orders from competitors.

The supply and demand for industrial training —

For many years exporters of capital goods saw their responsibility as
ending with the delivery of a machine in nroper workings order. They
would furnish the basic instruction needed to operate the mnchine as
well as perhaps soue after-szle service, but they did not reckon to
see that the people mamning the machine wonld be able to keep it ruming
efficiently. As capital goods have become larger and more complex and
as exports of vhole projects (plants and factories), rather than
individual items, have become more common, training has assumed more
importance.

This development has bzen reinforced by the tougher competition
among exporters that has resulted from the recession in the world
econon’. Training is now regarded by some as another element in an

export deal which can be used to attract a customer away from a zompetitor,

Furthermore, exporters appreciate that to supply plant or enuipment
which becomes inoperative within a short time does nothings to enhance
their reputation so that it is in their intereat to provide sufficient
training to ensure that their exports perform satisfactorily. They are
also aware that training familiarizes the recipients with their
products and thus can help to obtain further businestc in the future.
Importing countries anxious to improve their industrial production
hase bevcume avare, in general, that training, and notably on-the-job
training, is essential to acquiring technology and, in particular, that
imports of capital goods have sometimes failed to confer the expected
benefits because of inadequate training. Hence the governments of
some developing comntries now seek from exporters training in the
technical skills and kmow-hov necessary to operate and maintain
machinery and aloo in the managerial and cormercial abilities needed
to ensure that a production process runs smoothly and profitably.




Some years ago the !'tumkay' concept degan to be adopted. This
mett that a firm undertook to deliver plant and equipment to the
importer resdy to go into production, vhich entailed not only exporting
goods but aleo seeing that they were properly installed. More recently
there has been further evolution with ‘product-in-hand' projects, in
vhich the exporter remains inmvolved until ocutput is being produced.

In some cases the exporter is directly responsible for the entire
project, in others the later stages may be sub-contracted to a

consul ting engineer or there may be a completely sepaxrate contract.
On occasion aid agencies participate, providing finamcial or technical
assistance.

The oost of export oredit

All the ONCD countries except Iceland and Turksy offer some measure of
official support, and so do some non-OECD countries (including Argentina,
Hong Kong, India, Irsn, Isrsel, Korea, Pakistsn and South Africa). Some
85% of the export oredit supported by OECD countries comes from five
countries: Prance, the Pederal Republic of Germamy (FRG), Jan, the United
Kingdom and the United States; and some 70% is for exports to developing
oountries.

Official support for export credit comprises several instruments.
Exporting countries have somewhat different arrangements for each of
these instruments and offer them in various ocombinations. At the least,
the export credit agency provides an official guarsntee for a commsercial
losn, In addition it may permit an export credit to be advanced at &
lower rate of interest or for a longer term than would de available for
s commercial losn, This the export credit agency osn do by meking a
direct loan, refinsncing & commercial loan or snbsidising the interest
rate on a commercial losn. Finuncing of local costs associated with an
export, such as the costs of installing a factory, may also de subsidised.
Some comtries provide mixed credit, in which export oredit is supplemented
by ald funds (either & gramt or & chesp lomm). The aid funds are used
t0 cover the down payment or loocal oosts, to lower the rate of interest
or draw out the maturity still further, or to insert a grace period
before the repeyments have to begin. Other facilities which are sometimes
subsidised include insurance premiums, pre-shipment finsnce, cost-
escalation insurance and foreign-exchange guarantees.




Export credit agencies work closely with the commercial banks
which arrange export credit on behalf of the exporter, or in some cases
the inporter. Given governments'! readiness to juarontee export credit
and often to refinance it, 30 satisfying banks®! concerns about security
or liquidity, the banks regard export credit as higb-quality business.
Hot only is it virtually risk-free,but once an agreement is completed
it generates very few costs. Banks can alsn benefit from associzted
business, such as foreign-exchange transactions and commercial lozns
to cover the down payment or local costs. In recent years, however,
increased competition for export credit business has tended to depress
the fees banks receive from borrowers for negotiating 2nd aanaging
contracts.

There are two main aspects of officizl support for export
credit: guarantees and finance. In some countries these are handled
by a2 single organization and in others by separate organizations. In
any event, while export credit policy is adminictered through these
agencies it is formulated in consultztion with several govermment
departments. These typically include the ministries of finance, trade
industry, employment, foreign affairs and development, as well as the
central bank. They are involved in decisions both on individual export
credits and on general policy, such as the introduction of a new facility.

The basic decision is whether to guarantee a particular piece
of business. Although export credit agencies take on business that
would not de acceptable to commercial insurers, they are generally
expected not to make a loss on their activities, which means that they
camot take on unusually risky business. In the case of countries which
provide subsidized finance, the granting of a government guarantee
automatically gives the borrower access to official finance. Most
export credit agencies retain some discretion, however, as to the
extent of the subsidy. They normally provide finance on terms less
favourable than those allowed by international agreement. This gives
them the possibility of improving on the norm in certain cases, by
offering to finance a larger proportion of an export credit, to lower
the interest rate or to extend the maturity., In exceptional circumstances
an export credit agency may decide to exceed the agreed limits., O0fficial
financing imposes a direct cost on public expenditure and may impose
indirect costs if it distorts the financial market.




In reaching a decision as to whether to guarantee am export
credit or how much subsidy to provide, those responsible are setting
the cost of assuming ths risk or providing the subsidy against the
economic snd other benefits that the export is expected to confer.
The predominsmt policy considerations are usually the balance of
peymsuts snd employment. Contracts that sxe thought likely to lead to
further export orders or to generate employment in the exporting
countiry are favoursbly regarded. Sectoral arguments also play a paxt,
Some drenches of the capital goods industry are particularly dspemdent
on exports because their most efficient scale of produwction ezceeds
the requiremsnts of the domestic market. Some bramches are active in
the development of new techmology, wvhich benefits the rest of the
economy but may be diffioult to establish in export markets.

Although the main consideratioms relate to the impact of an
export on the ecomomy of the exporting country, some acoount mey be
taken of the effect on the importing country if it is a developing
country. This aspect may be given more weight in the case of a mixed
credit. Attention is also paid to foreign policy. The principal
recipients of official export credit are govermments, state entities
or development banks so that it is often akin to govermment-to-govern-
ment loms.

A further stage of decision-meking is to assess what terms are
appropriate to meet competition from exporters in other countries.
The closer offers sre in other respects (price, quality, design,
technical specifications, compatibility vith existing installations,
reputation, oomplisnce with delivery dates, after-ssles service), the
axeater is the pressure to meke the finsncial texms more favoursble.
Some comtries are more prepared than othexrs to intervene in this way.
The FRG has in the field of export credit inclined to a free-msrket
approach, subsidising only in specific cases, such as shipbuilding
becanne it was a oxrisis sector and the Airdus because it was & nev
prodwot. By contrast, France has subsidised extensively, in some ocases
it has seemed with the object of establishing a monopoly position.

Differences smong exporting countries in the ways they organise
and sppraise official export oredit mesn that mn importer mey be offered
s diversity of financial terms for a transsction. The proportion of
offioial finsmce, insursnce premium, length of the credit, interest
rate and fees can all vary (see tadle). In addition, there may de
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official support for local costs and an aid element may be included.
To oomplicate matters further, the offers are usually in different
currencies. The borrower needs to calculate not only the current cost
of a credit, but to make a judgment of how exchange rates will move

during the period of repayment. A lower interest rate
can be more than offset by ocurrency appreciation.

REL to of Of: t
(per cent per annum)

Britein Prsce _FRG  Japen United States’

Interest rate 7.50% 7.500 7.50  7.500 8.40
Yoo D8, D8, 0.10 0.10 0.10
Insurance premiwm 0.60 0.85 0.80 0.30 n.a.
Total cost’ 8.30% 8.55 8.40 8.00 9.30

n.s, not applicable

1 These are typical interest rates on direct crediis with a repayment
texm of more than five years, extended or supported by official
agencies for a ‘relatively poor' borrower in the first half of 1979.

2 mis is the 'standard’ rate. Eximbank also quotes sn 'exceptional!
rate of 6.10, with a fse of 0.20, and total ocost of 8.30.

3 Includes bank fees, and for the FRG and the United States, also the
effect of a proportion of commercial dbank finance at a rate that is
different from the offiocial rate.

& Rate for US-dollar ocredits. Yor sterling oredit rate is 0.25 higher.

D his rate varies, so that vhen private funds are included, the
blended? rate for the whole credit is tho minimm interest rate

specified in the Arrangement.

Sources Rxport-Import Bank of the United States, Beport to the US
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Benk of the United States (Vashingtom, IC, J 1980
PP.15-18.
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Importers can seek to turn to their advantage disparities smong
export-finance packages. They ney press an exporter to include in
his package a more favourable element being offered by a competitor.
The exporter msy then try to persuade his export oredit agency to
improve on the packasge. Some exporters are able to operate out of more
than one country. These are large multinationals or, more often, firms
such as consultant engineers which are selling know-how rather than
goods, With offices in several countries they cam choose from which
one to bid for a partioular contract. They are assisted by inter-
national banks which approach the relevant export credit agencies to
estadblish what terms are availsble. The extent to which exporters can
play off one export credit agemocy against another is limited by inter-

national agreement on export credit terms and arrangements for exchange
of information between agencies.

The international framework

During the 19708 official export credit was seen by exporting countries
a8 being increasingly wasteful. The growing subsidy was imposing a
greater burden on public expenditure, wvhile intermational demand for
capital goods had slackened. The purpose of the subsidy was to
promote exports, This meant either increasing total world exports,
vhich was diffioult in the prevailing econcaic olimate, or imcressing
s country's share of the existing market. It was evident that if ome
country's subsidy was matohed by a subsidy from another, they each
lost the cost of their respective subaidy dbut gained nothing because
their relative competitive position was unchanged.

In 1974 a gentlemen's agreement on minimal rules for official
export credit was signed by the five major exporting countries, Italy
and Canada, This wvas superseded in 1976 by a more comprehensive
international oomsenswus, wvhich was in turn replaced by an intermational
ccrangemsnt in 1976, The Arrangement was essentially the same as the
Consensus, but was more formal, more extensive and more stringent.
Recently it has been substantially revised.

The Arrangement on Guidelines for Officially Supported Export
Credits was signed by all the 22 OKCD countries which had facilities
for finmmoing or guaranteeing export oredit. It set guidelines




establishing ainimam down payments, meximum repeyment periods and
minisem intsxrest rates, vhich varied according to the length of the
ocredit and whether the country of the borrower was classified as
velatively rich, relatively poor or inlsrmediate. Participants
undexrtook either to observe the guidelines or to notify other
participsnts that they intended not to.

Certain categories of export were excluded: military equipment,
agricul tural oommodities, aircraft, muclear pover plants, and those
ships covered by the OEBCD Understanding om Export Credits for Ships.
For aircraft and power plants less formal ‘standstill' agreements had
been concluded previously. Conventional power plants and ground
satellits commmication stations were subject to the Arrangement,
exoept that for the last two, maximmm repayment texrms of 12 and 8
years respectively applied.

There wvas already a separate OECD agreemsent on local costs,
but the Arrsmgement prohibited official finsncing of them for relatively
rich countries, though it permitted officially supported insursance and
guarantees. For the other two groups of coumtries, signatories to the
Arrangement could not finsnce or insure credit for more than 100 per
osnt of the valus of the goods and sexvices exported, which meant that
the smount of local ocosts supported on official oredit terms could not
exceed the cash payments.

Vithin six months of the Axrangement coming snto effect market
interest rates in all the major trading countries began to rise stendily.
The amount of subsidy implied by the minimmm rutes fixed in the
Arrsngemsnt rose commensurately. The United States was partioularly
oonoexrned at the increased subsidy and pressed for an increase in the
ainimmm rates. A mmall increase was implemented in July 19680 and &
larger one in November 1981. These only partly closed the gap that
had opened up between the minimm rates and prevalling msrket rates so
the subsidy remained larger than vhen the Arrangsment had been introdwced.

The United States continued to urge that minimms rates should
de raised., Following the imposition of martial law in Poland it also
pressed for the temms of export credit to the Boviet Uniom to be
tightened. One measure proposed by the US was to move the USSR from
the intexmediste category to the relatively rich category of ooumtries.
This would have the effect of raising the interest rates and shortening
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the repayment period for export oredit to the Soviet Union. Japsn and

the non=-liATO Baropean countries opposed the singling out of the USSR,

but there was general sympathy for a broader reclassification of countries.
After further deliberation sgreement was reached on new criteria based

on countries' per capita GNP in 1979: those over US§4,000 would be
classified as relatively rich: those below USE730 as relatively poor
(equivalent to the World Bank's category of least developed countries);

and others as intermediate. This means that the Soviet Union, Czechoslovaria,
German Democratic Republic (CDR), Israel and Srain have rassea t'rdm tne
intermediate to the relatively rich category, while some forty countries
have passed from tle relatively poor to the intermediate category.*

For the second group there is a transition period, so that they will
not become fully subject to the conditions of the intermediate category
until Jamary 1983.

Since those countries which have been reclassified will in any
case have to pay higher interest rates, the EEC resisted US proposals
for a sizeable overall rise in rates. Eventually the participents
compromised on increases of 1.15% for rich countries and 0.35% for
intermediate countries, to be applied from 6 July, and no change for
poor countries, At the same time the US agreed, with effect from
15 October, to cease offering credits with waturities of more than 10
years., A special exception has been made for Japan, where market rates
are well below the Lrrangement minimum rates. Japen is now able to offer
on official export credit an interest rate not less than 0.% above ite
long-term prime rate, which is currently about 8.5%.

The minimwm rates are now higher than were market rates when
the Arrangement began to operate. If market rates descend towards
their former levels the subsidy will decline, though there might be
pressurs to reduce minimum rates. In the past France has beem particularly

# The countries moved to the intermediate category include: Albanie,
Algeria, Antigua, Belize, Brazil, Caymen Islands, Chile, Coloobia,
Costa Rica, Cuba, Dominican Republic, Ecwador, Falkland Islands, Fiji,
Cuatemala, Ivory Coast, Jamaica, Jordan, Kiribati, North Kores, South
Kores, Lebanon, Leeward Islands, Macso, Malsysis, Msuriteanis, Mexico,
Yongolia, Morocco, Nigeria, Papus New Guines, Paraguay, Peruw, 8t
Helema, St Kitts, Seychelles, Suriname, Syria, Taivan, Twnisia, Turkey,

.. Uruguay, Windward Islands ‘




anxiouws to subsidize interest rates becsuse i: could 10t match the long
maturities offered by the US. With a 10-year ceiling on US maturities
France should be less worried. There is also concern about countries
outside the Arrangement, If they contiamme to swbsidize interest rates
some participents in the Arrangement will probably want to lower the
minisum rates.

Another substantial change that has been agreed is tre establish-
ment of a buffer zone between export credit and mixed credit. Previously
there was a continum of different types of finance ranging from
commercial loans through export credit, mixed credit and aid to grante,
In future mixed credit with a grant element below 20% will not be
permitted. (The grant element measures the extent to which a loan
is more concessionary than a commercial loan.) Since the grant
element of export credit is very much less than 20% this change means
there is r.ow a clear break between export credit and mixed credit.

The possibility of using mixed credit as a slightly more generous
version -f export credit will no longer exist; mixed credit will be
confined to being an ungenerous form of aid.

Also important is the revision of the prior commitments clause
in the Arrengement. This permitted lines of credit agreed before
July 1976 to continue to be offered on the same terms until they
lapsed. Pollowing each of the subsequent increases in minisnm rates
existing lines of credit were allowed to continue unchanged. The
Arrangement has now been altered, however, so that the terms of prior
commitments can apply for ualy six months after a change in the minimum
rates. The overall discipline of the Arrangement has also been made
tighter. Whereas before participants were allowed to step outside the
guidelines provided they notified Lther participants ani gave them a
chance to do likewise, now departures from the guidelines are ruled
out altogether.

To date there have bean comparatively few outright derogations
from the Arrangement. Derogations justified by a prior commitment or
by the need to match have been far more frequent, as have permissible
deviations ~ digressions which a participant is required to notify to
the others. Whether the closing of loopholes in the Arrangement will
result in significantly harder terms for expor: credit or in increased
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evasior resains t0 be seen. It will very much depand ou the participants
since the Arrangement is a gentleman's agreement and there are no
psaalties for infringements.

Export Credit Arrengesent: Interest Bates from 6 July 1962
Length of losn (years) Kaxiwum credit Minimwm down
Catagory of borrower 2 -5 over 5 temm (years) peyment
Relatively xion 12.19% 12.4% % 15%
Intermediate 10.85% 11.35% 0% 1%
Relatively poor 10.0% 10.0%6 10 19%

* 8k exceptionally
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Policies of some imajor exporting caxntries

a) France

During the past two decades France has made great efforts to expard
its industrial power, and consequently its exports of capiial goods.
French industry is dominated by nine or ten groups comprising about two
dozen companies in all. Many of these were nationalized by the socialist
government which came to power in 1981 but they were already extensively
subsidized and closely consulted by governucnt, KFrench companies have
undertaken comparatively little direct foreign investment which may make
their export azctivities that much more impor.ant.

As a relative latecomer France has had to be particularly diligent
in seeking out markets for its capital goods. More than most the French
government has been willing to suppori exporiers financially and with
practical assistance, and to identify and respond to the requirements of
specific overseas markets. Because French industry is dominated by
large companies and because efforts to promo.e French exporis have been
more successful in developing countries than elsewhere, French capital
goods exports depend heavily on large contracts from developing countries
and a large proportion of their financing is accounted for by official
export credit, In 198., for example, of Alschom's exports 62% were
financed by official export credits including 7 by mixed credits.

Whereas France is keen to increase its exports of goods, there is much
less concern for the contribution that exports of services can make to
the balance of payments.

French companies have tended to regard training as a function separate
from production, and as one for which the state is largely responsible.
This view has altered snmewhat since 1971 when a law was passed requiring
companies to allocate 1% of their salary bill to training. There remains,
hovwever, mich indiiference to the provisionof industrial training. It
is, for example, often difficul. to place trainees from overseas in French
industry.

Some companies are beginning to appreciate the relevance of training
to exports. They are aware that their reputation can suffer if a plant
is not competently operated, and that while in the short run training
involves them in extra cost and complications it can help to estavlish them
in a market and so bring benefits in the long run. irench companies
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accept that a cuinpainy which offers iraining has a compeli.ive advantage,
bu. do not conclude thal a company which does no. is at a disadvantage.
'Yhey are often preoccupied wi.h offering the lowest price and will no:
offer training unless ii is requested, on the grounds that the importer
will not realize chai i: is incluided in the price. Somecimes a company
offers alternative :ienders, one with and one without a training element.
Training is supplied when i. is an essential element of a projeci, and
when a company is in danger of losing a conu.rac:¢ if it does not include
.raining. In cases where training is offered ofien tenders are imprecise
and the details of iraining are not considered at a sufficiently early
siage in a projecuv. Following the 1971 legislation a mumber of firms were
set up to provide industrial training, which subsequently began to offer
industrial training as an export. Many French companies, however, are no:
sufficie :ily in erested io call on one of these firms.

The official attitude towards training in export projecis parallels
that of indusiry. 'Praining is seen as a significant element of competition,
especially in very large projects and in particular sectors, but this
perception resulis in only limited action., If there were definite
evidence tha. the absence of iraining in French con.racts was prejudicing
the French presence in a market, there would be a vigorous reaction.

In another area of official policy, aid, cthere are indications that
policy is being oriented more iowards p.oviding indusirial manpower
vraining. Whereas in the past technical assistance reflected what France
could readily supply, now the in.ention is to gear i. more to the needs
of recipient countries. Industrial manpower iraining has been identified
as an important gap. While the aid programme has supported academic
training and exporting companies have trained people for specific posts,
there has been no overall policy of industrial manpower training, Effortis
are now being made to c.ncentrate technical assistance on industrial
training in various sectors as well as general machinery and maintenance.
Preference will be given to aid projects which include training, The
minister responsible for the aid programme has suggested that France should
expect to see returns on its technical assistance after five years. Over
time these changes should influence other areas of policy and also the
thinking of companies, French aid is provided through funds administered
by the Ministry of Cooperation and through the Caisse Centrale de Coopératicn
Economique (CCCE), which is a development bank. Particularly in the
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case of commiries that are not ex-colonies and of financing by the CCCE,
aid has a role in promoting French exporis. Projecis financed by the
CCCE include industrial and infraztructure projects, and i: provides the
aid element in mixed credit. Hence shifts in aid policy have implications
for exports of capital goods.

The importance which France attaches to exports of capital goods
is evident in the array of official export credit facilities which are
available, There is close cooperation between the commercial banks, the
Compagnie Frangaise d'Assurance du Commerce Extérieur (Coface), which is
a semi-public company, the Banque de France and the Banque Frangaise du
Commerce Extérieur (BFCE), which operates partly as a commercial bank and
partly as the official French export bank.

Credit insurance is the responmsibility of Coface which is liable on
its own account for business relating to commercial risk for credit of wp
to three years and takes on for the government *mational interest!
business. This is commercial risk of more than three years, all political
risk, and insurance of military equipment. ‘'National interest' insurance
business has to be approved by the Commission des Garanties, a committee
chaired by the Direction des Relations Economiques Extérieures of the
Ministry of Finance, whose fifteen members include representatives from
the Banque de France, BFCE, Coface, the Ministry of Inductry and the
Trésor (another section of the Ministry of Finance).

All credits of more thamn two years that have obtained a guarantee
from Coface automatically have access to official export financing.
Credits of seven years or less are provided through the commercial
banking system, the exporter's bank financing about 30% of a credit at the
prime rate and refinancing the dbalance with the Banque de ¥ + The
overall rate (taux de sortie) for the credit as a whole for the
duration of the credit at the minimum rate set by the ix ..»ional
Arrangement for the particular category of business. For long-term
credits, the part of the credii in excess of seven years is refinanced
(in the case of a supplier’'s oredit) or lent directly (in the case of a
buyer’s oredit) by the BFCE at the minizum rate set by the Arrangement.

Besides these basic facilities a wide range of insurance and financing
for capital goods exports benefits from official support. The cost-
escalation scheme provides cover against unavoidable increases in costs
during the mamufacturing period for exports of capital goods and large
contracts, Guarantees against unjustified calling of bonds are
available on the same terms as standard insurance. French exporters can

also obtain cover against exchange risks. The high premiums charged for
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the facility make it costly, however, and it is in any case available
only in those instances where the forvard market is inadequate. Modest
support is given to pre-shipment finance. The BFCE, on behalf of the
Trésor, makes available loans at a fixed interest rate (just under 9%
in 1979) for large exports with long mamufacturing periods. Financing
of local coats is forthcoming only in exceptional cases but Coface
insurance of local costs is more generally available. Foreign-currency
financing is permitted but rarely used, mainly because French banks and
exporters are unfamiliar with it.

France was the originator of mixed credit which amounts to about
10X of French export credit. This is a much higher proportion than for
most other countries which do not regard mixed credit as a standard
instrument for financing exports of capital goods. The aid portion which
at most amounts to 50X of the total credit, is often used to cover a
down payment or local costs. It is usually for a term of 20 to 30
years, at interest of 3 to 3%, and sometimes with a grace period.
Since the 19708 mixed credit has been directed increasingly to new markets
vhich have been identified as fast-growing, financially sound economies
that are likely to generate demand for sophisticated techmology, such as
telecoomunications and power stations. These include Mexico, Brazil,
Colombia, Malaysia and several countries in the Middle East. Mixed credit
is mostly provided for specific capital goods or turmkey projerts,
though it also includes some general-purpose lines of credit.

The French export credit agencies adopt a cautious approach to
training. There is no diffioulty vwhen training is an integral part of
an export project taking place before the export is finally handed over.
In this case there is usually a single financing package covering all the
elements of the export including training, which may account for between
5% and 20%. Hence the insurance premium, down peyment, interest rate
and repayment period for training are the same as for the goods with
vhich it is associated.

For separate exports of training the position is different. Not until
1977, in response to pressure chiefly from cospenies whioch specialised
in exporting training, did the French export credit authorities agree
to insure and finance exports other than goods. Exports of training are
dealt with case by case. The administration takes into consideration
the interest of a project for the Fremnch economy and whether it will assist
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French industry in a particular market. It supporied, for example,
training of pilo.s for helicopters to be exporied to Libya. Suppor:
for training is no:. provided when there is only a poasibility that it
will lead to exports of goods.

Once a training project is approved, officially supported insurance
and financing are available on the same terms as for goods except that
the repaymeni period ies limiied to three years, or five years if it is a
very large or very important project. An alternative in the case of posi-
installation training for ﬁmkey projects is for exportiers to obtain
commercial financing which Coface will then guarantee. Coface has justified
ite circumspeciion regarding training on the grounds that exporte of
training entail greater risks than exports of goods. The BFCE has a
gimilar attitude. It is very much attached to having collateral security
for loans. Consequently it is unentlmsiasiic about exports of services
and has done little to develop policy in this direction. When training
is part of a large export project, such reservations do not prevent
financing being mede available. There is unlikely to be a change in
policy unless French companies press for innovation. At present, however,
few other than specialist companies consider it necessary to export
training.

When aid funds are involved training may be financed on more favourable
terms than goods. In a mixed credit training may be financed by a dis-
proportionately large amount of the aid element. Sometimes a separate
training project is provided which is financed by aid funds or a government
subsidized loan. The rationale given for this is that since training
is not directly profitable to the exporting company it should be able to
offer financing at a lower rate of interest.

b)Federal Republic of Germany
The FRG has an extensive and highly developed industrial sector which

includes a number of large companies but also many small and medium
enterprises. Several of the larger companies have sizeable direct overseas
investments, and the sector as a whole is very much involved in export
activity, There is substantial public ownership of industry by the federal
and the state governments but relatively little government intervention

in the economy in the form of regulation or subsidies. Both government
and industry generslly express a preference for keeping their respective
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roles distinct. Some government action has been aimed at fostering small
and medium enterprises.

For many years the FRG has succeeded in maintaining a high level of
exports including a large proportion of capital goods. It has long-
established markets in the OBCD countries and in Bastern Burope, and more
recently has built up markets in developing countries, particularly in
the Middle East. In line with overall policy, exporis of capital goods
have received only limited official support In competing for orders
exporters have relied on the reputation they have themselves created for
technological achievement, quality, promptness and service. They also
benefit from a close relationship with the commercial banking sector which
is highly compeient and sophisticated. The FRG is aware that the contri-
bution made to the balance of payments by exports of services has been
less marked than that of goods.

There is a long tradition of on-~the-job training in the FRG. The
dual system of occupational training entails chiefly training on the job,
supplemented by courses at a vocaiional school. At any one time there
are about 11/4 million trainees at some stage in what is usually a three-
Year programme, The training is provided by some 300,000 enterprises,
many of them small firms which may pool facilities. To ensure consistency
the standards are set by the government but the programmes are supervised
and administered entirely by the chambers of industry and commerce and
similar organizations. Schools are financed by local authorities or by
companies. Training is regarded as vital to maintaining the reputation
of rrg products,

West Germa.n' companies consider training essential in exports of large
capital goods. They appreciate that if their technologically complex
products are to be operated satisfactorily they will have to provide
training, and that the personal contacts developed in the course of training
can lead to further orders. They also believe that training is an
important element of competitiveness, particularly in exports to the OPEC
countries, At least with regard to the newly industrializing countries
they are sympathetic with developing countries' aspirations to expand the
training of indusirial manpower, Most of the training they provide is of
& technical nature and very little for commercial or managerial functions,
Companies may undertake training themselves or may sub-contract it to
another company in the FRG or oversea:t., Small and medium firms are
sometimes reluctant to supply training with their exports. This reflects
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the fact that in a smiall project the cost of training may be disproportion-
ately large and that these companies often do not have the appropriate
persommel and are in any case more averse to risk than larger companies.
There are, however, indications that their attitude is changing.

Those companies which do smpply training identify two major areas
of difficulty. First, partly because contracts are not sufficiently
precise, expectations are often too optimistic with the result that one
or both sides are disappointed with the outcome. Second, the cost of
training is underestimated so that at best the exporting company can
reckon to cover the cost and at worst it is unable to tender for a
contract because it cammot supply the amount of training stipulated at
a price acceptable to the purchaser. One way to alleviate this problem
in countries where several firms have export projects might be to set up
a central workshop to provide training for all the FRG export projects,
vhich the FRG govermment could be asked to support.

The predominantly free-market approach of the FRG govermment
extends to overseas =2id which for the moct part recipients are not obliged
to spend on FRG products, though usually they do. The Ministry of
Cooperation is reluctant to depart from the principle of untied aid and
also argues that the provision of training in comnection with export
projects should be left to the exporting companies because competition
smong them benefits the importer. Aid agencies are, however, awa=~ that
nince on-the-job training by exporting companies may be subject to con-
straints of time, money and expertise it sometimes results in the transfer
of low-level technical skills rather than know-how.

Regular consultations on training for developing countries take place
between the government and organizations representing the private sector.
There is growing consensus that more industrial manpower training should
be provided for developing countries, especially since capital goods
sccount for such a sizeable part of Frg exports. Direct government
support for industrial manpower training by companies, however, is largely
oconfined to those which have invested in developing countries, and
contacts between exporting companies and government agencies remain
limited. The Deutsche Gesellschaft filr Technische Zusamsenarbeit, which
ocoordinates tecimical cooperation on behalf of the govermment, ococasionally
arranges training facilities when a, frr; company wins an export contract.
Small and medium firme sometimes call on the services of the Carl Duisberg
Gesellschaft, which is a govermment~financed training organization.
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Recent shifts in aid policy could alter this situation.

Increased concern for training is evident in aid policy, which is
now insisting more on transferring know-how as well as materials. The
official development bank, the Kreditamstalt fur Wiederaufbau (KfW), has
stressed training in the past but since the beginning of 1982 the
enphasis has been intensified. For all new projects the KfW requires
that a certain proportion of the funds should be devoted to training
and that it should nominate the agencies to supply the training.
Moreover, it will now participate in mixed credit comprising export
finance for goods and aid finance for training. Aid agencies acknowledge
that at present the cost to developing countries of obtaining information
and advice on what training is available is too high and that they could
take on the role of offering such advice.

0fficial support for export credit in West Germany is comparatively
saall, It is chanmelled through three entities: the Hermes Kredit-
versicherungs-Aktiengesellschaft (Hermes), the KfW and the Ausfurhkredit-
Gesellschaft mbH (AKA). Hermes is a private company which, in consortium
with an auditing firm, Treuarbeit, issues all export-credit insurance
entirely for the account of the authorities. Some of these transactions
are undertaken in the 'national interest!, chiefly for political reasons.
All regulations and policy decisions regarding official support for
export-credit insurance are made by the govermment through an inter-
departmsental committee which meets fortnightly in Borm. This is the
Interministerieller Ausschuss (IMA), which is chaired by the Ministry of
Beonomics, and includes representatives of the Ministries of Foreign
Affairs, Finance and Economic Cooperation; the Ministry of Finance is
able to exercise a veto. The IMA is advised by Hermes, Treuarbeit and
industrial, brvking and commercial interests in the private sector.

The KfW has several functions which include long-term financing
of overseas trade and operating the overseas aid programms. Policy is
determined by & Board of Directors, whose membership reflects the broad
scope of the KfW, including representatives from the Ministries of
Finance, Foreign Affairs, Economics, Economic Cooperation, Agriculture
and Transport, the state governments, the mmicipalities, the Bundesbank,
trade wnions and trade associations. The KIW makes svailable external
finanoing chiefly for export credit for purchases of capital goods by
developing countries and for purchases of ships and airoraft, by any
comtry. Export oredits from the KIW are usually for at least seven
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years, and cover not more than half the value of the contract, up to a
maximum of IM 85a, T-ese limitations tend to mean that KfW financing is
used more by smaller firms than by larger ones. Small and medium-size
firms may also be able to obtain credits for shorter periods and a
larger proportion of the value. The fixed interest rates charged for
KfW export financing are the minimum rates set by the intemmational
Arrangement .

The AKA is a syndicate of some sixty FRG banks set up in 1952 to
facilitate the financing of export credits of more than ons year hy pooling
the resources of its members. It has a special refinancing facility with
the Rundesbank which is used almost exclusively for financing exports of
capital goods, other than military equipment, to developing countries and
Eastern BEurope, over periods of one to four years, for amounts up to
IM 50m. The supplier must finance 30% of an export transaction, and a
further 19% is covered by the down payment from the buyer. The remaining
55 is refinanced at the official discount rate of the Bundesbank, and
lent at the discount rate plus i.5%. Hence the rate varies with changes
in the discount rate.

Cover from Hermes is always required for export financing from the
KfW and almost invariably for AKA credit. Large or controversial
contracts are referred to the IMA. Hermes and the IMA together establish
the limits for each country, though the IMA may decide, for political or
economic reasons, to waive the limit in a particular case. Hemmes is
not allowed to insure credit of more than five years, unleas this is
necessary to match foreign competition. Besides a commitment from
Hermes, financing from the KfW must have the approval of the KfW's
Board of Management, and in some cases the Economics Ministry. Applications
for funds from the special refinancing facility are evaluated by a
comaittee of bankers from the AKA's member institutions.

Hermes also provides limited exchange-risk cover and insurance
egainst unfair calling of bonds due to & political factor. Financing
in foreign currency is nct available from the KW nor from the AKA
special facility ani credits insured by Hermes have to be denominated
in Deutschmarks. Officially supported insurance and finance for local
costs are readily available for exports to developing countries, partiocu~
larly in the case of turnkey projects, up to the limits set by the
Arrangement. The FRG offers limited mixed credit which is used to
supplement aid funds rather than export credit facilities. When there
are insufficient funds to complete an aid project which an FRG fim
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has been commissioned to carry out export credit funds may be provided.
The grant element is always above 29X.

Only about 10X of FRG  exports receive Hermes cover, and of those,
fewnr than 10% are financed through the special facility and 3%-4% by
the KfW. Hence the great bulk of FRG  export credit is financed by
the commercial banking system at floating interest rates without official
support. This set-up is facilitated by the strength of the banking
sector and the close relationship between it and industry. A further
factor is the relatively low level of nominal interest rates im the FRG
vhich has usually made it possible to offer commercial credit for rates
at or below those set by tne Arrangement.

Provision of official export credit facilities does not differentiate
between goods and services. This reflects partly the prevailing free-
trade philosophy and partly the wish to increase exports of services.

As with other exporting countries training is often part of a single
contract for which there is a comprehensive financial package. Some
evidence exists to suggest that the proportion of the total financing
vhich appears under the heading of training temds to be smaller in the
case of FRG companies than others, though the quantity and quality
of their training is not inferior. The explanation seems to be that
FRG companies aliocate some of the costs of training to other headings
becsuse payments for training are made at a relatively late stage. If
they can in =ffect be brought forward this improves the exporter's

cash flow and reduces the loss he incurs if the importer decides in the
course of the project that he wants to take less training,

In the case of separate exports of training, insurance can be
sought from Hermes and financing from the KfW in the same way as for
exports of goods. FRG companies do not in general encounter diffi-
culties in finwmcing exports of training. The aspect which concerns
them most is performance bords. These introduce a particularly uncertain
element because it is sometimes difficult to assess vhether performance
standards with respect to training have been achieved and because failure
to achieve them may be due to cirocumstances over which the exporter
has little influence, such as being expected to train personnel whose
basic education is inadequate or inappropriate. FRG exporters regard
the problems as less serious in the case of turnkey projects, in which
pexrformance depends chiefly on their own expertise, than product-in~-hand
projects, in which there are more factors beyond their comtrol. The
high cost to an exporter of providing performence bonds is passed on in
the price tendered to tho im?ortor.
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Although finencing of training associated with export projects
is occasionally supported from aid funds, government efforts have concen-
trated on assisting firms with direct investment,on the grounds that
investing is riskier than exporting and represents a greater commitment
to a developing country's economy. For about a decade there has been
a scheme to encourage firms to provide apprenticeships of 18 momths to
three years with a clearly defined ocurriculum in a particular industrial
sector of a developing country. A fim can obtain from aid funds up
to IM 400 per person per month on condition that it provides places
beyond its own requirements and that apprentices are not obliged to
work for it sud . Usually the firms have to be small or medium
enterprises, d.:ﬁ considered to be more vulnerable to the risks of
overseas investment, but they need not have more than a minority share.
The scheme attempts to implant the dual system of occupational training,
but take-up has been low possibly because the dual system needs
modifying for developing countries or because it is restricted to
smaller companies. There are plans to revise it to make it more
appropriate to the develommental needs of the host country and perhaps
to encompass large enterprises, but changes are unlikely to be
implemented for some time.
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o) Jmpea
As 8 result of rapid develepment ever the past three decades Japan

has becems & highly industrialised ceuntiry. A majer feature of the ceenemy
is extensive gevermmeat interveatiem, vhich encempasses picking eut indi-
vidual branches fer partioular enceursgeasat, previding a range eof
sabsidies and selectively pretecting industry frem exteramal eor imtermal
cempotition. Interveatiem is facilitsted by clese censultatiea betweea
governmsnt and industry amd its eperatiea is sufficieatly flexible that

it can help ferwvard changes, fer example, in technelegy.

Cemcern abeut its pamcity ef raw materisls, large pepulation amd
balance-of-paymentis censtraints haS prempted Japan te great efferts te
expand experts of industrial geeds. To compensate fer its late arriwval
in world indmstrial trade Japan hes premeted experts vigereusly.
Partiocularly fexr experts by mev industiries there is a range of gevermaeat
ailds, inocluding suppert fer expeaditure ea research and develepment, tax
cencessiens and leans feor werking capital. Expert premetiem pelicy
appears teo place a higher prierity em the ebjectives of full empleymeat
and maiataining er imcreasing Japan's share in everseas markets than ea
ensuring prefitability,

Japanese cempanies attach great impertamce te traiming amd expect
their mere stnier empleyees te have ebtained an acadenic edwoatiem in a
relevant subject amd traiming ia techmical skills, the latter eften being
provided by the cempanies themselves, Perhryr beosuse Japeaese industiry
initially had to drav heavily fer its labeur ferce em immigrants frea
rural aress with me experiemce in mammufacturing preductiem, its ergami-
satien eften relies ea a relatively small growmp vith a high degree of
skill and expertise supperted by an industrieus and methediocal werk ferce
with geed bdasic educatien but me specialised skille. An illustrative
anocdete from the early pest-war peried cemcerns Mitsui's trading
cempany whioch wiin it deeided te set w) & machinery department dought o
cempany vith a large fimamoial 4eficit becamse it empleyed 300 te
400 graduates with techmical cemps temoe.

Industrial msnpewnr training iuv develeping eeuntries is previded
chiefly by Japamese o/mpanies with iirect imvestments but alse by experters.
In both cases governmest fiasnoial smppert is availadle threwgh the
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Expert-Impert Benk of Japen (Eximbank of Japsn)., Only in recent years
have Japanese cempanies heogun te pay sericus atteatiem te swpplying
training in ocsnmectioen with their experts ef capital goeds te develeping
countries. Cemsultant engimeers able to undertaks training ceatracts
are a relatively nev phenemsnean in Japan,

Official suppert fer credit insurance is chammeled threugh the
Expert Insursnce Divisiea (EID) of the Ministry fer Intermatiemal Trade
and Industry, amd for expert finance through the Eximbank eof Japan.

On oredit insuramce peliocy the Mimister eof Interastiemal Trade and Indwstry

is advised by the Expert Insurance Council wvhich cemprises the Minister
and eleven other members, appeinted by him, frem geoveroment agemoies
doaling with fereign trade, finamce and imsurance, and others with
expertise in these areas. 7The Exisbemk is an independeat govermmeat
financial imstitutien ever wvhich the Mimistry of Finamoe exeroises
general surveillance. Besides expert oredit it alse prevides finance for
imperts and funds for Japanese investment abread.

There is acocess te fixed-rate fimance from the Eximberx of Japan for
virtually all oredits of mere than two years. Jer credits of up te five
years the Bximbank usually provides 70¥% and a commerciai bank 7% ef the
financed pertien (typically 85% ef the tetal oredit); fer oredits of wp
te ten years the propertiens are 60% and 40%. The commercial bank
charges a fixed market rate ef interest and the Eximbank sets its rate of
interest so that the overall rate fer the financing is at least the
minizmm set by the internatienal Arrangemeat for Japan (simce 6 July 1982
this has been 0,3 of a percentage peint sbeve the leng-term prims rate).

The first step tovards ebtaining fimancing frem the Eximbank of
Japan is te seek appreval fer an expert from the MIT. Appreval is
rarely refused; the precedure is used mere as a means of memitering
export astivity, The experter has then te ebtaiam imsurance frem the EID,
This is net ferthoeming for experts te ceuntries which are regarded as
high risks or vhere a defeanlt has already ecourred. The final stage s
te appreach the Exisbank for fimancing, In mest cases this is given
alnest sntematically, theugh the Eximbank dees net like it te bde taken fer
sranted,

T™here is clese ceerdimatien smeng all the agsncies invelved, the
cemmeroial banks and the dusiness cemmmmnity., Oversll expert oredit pelioy
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is everseen by the MITI, vwith the Ministry ef Finance taking a keenm,

and semstimes comflioting, intercat. The insurance smthorities and the
Exinbank ¢f Japan are partiocularly cencerned with the fimamcial seundness
of an individmal preject, and have fermal chammels fer disoussing this.
If a large ameunt ef oredit has already been given te a country that
ceuld de regarded as risky, and mere oredit is deing sought, the bank
and the MITI consult ome anether in an effert to decide whioh experts to
suppert., In such a context, the impertamoe of the ocomtract to the
Japanese exporier would be given partiomlar comsideratien. Fer very large
prejectis, especially if they entail international ceeperation er are of a
pelitical nsture, all the government departments that have an interest
are infermed, and are given an opportunity to express their views. The
private secter may alse centribute infermation on technical and finamcial
aspscts, Unless all these invelved are agrecable, such a preject does
net materialise.

In its additienal instruments of efficial suppert fer expert oredit
Japan caters partiomlarly fer large capital goeds experts. The EBID
prevides cever against wnfair calling ef bends and alse a limited exchange-
risk guarantee, Official fimancing of lecal cests is generally available
fer tarnkey prejects up te the limits stipnlated in the Arrangemeat.

This genereus treatment reflects the Japanese viev that lecal costs

are 2n imtegral part of the finanocing ef a preject, particularly im a
developing comntry. JFereign-currency firancing, nearly always in U8
dellars, is wsed for almost ene third of mediwe- and leng-teram expert
oredit, Japan has me fermal socheme of mixzed oredit dmt in practioce it
semetinme mixes aid and expert oredit in financimg major prejects in
developing countries. While the export ocredit element of suoh oredits is
used to finanoce geeds, the aid element is linked to infrastrwoture which
may include training, depending em the preject.

For a mumber of years the Eximbank of Japen was reluctant te swppert
financing for traiming except where this was imcerporated in a sinmgle
fizancing package fer an expert of equipment er a turmkey prejeot.

There were only a fev rare instances of fimanoing fer pest-installatien
training for turnkey prejects. In 1978 the Bximbank was asked te finance
a training contract for a produot-in~hand preject im Algeris. After
initially hesitating the Bximbank agreed. As the demand for training
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bas risen and as Japaneee firms have beceme more interested in supplying
it, the Eximbank has become mere villing to suppert it and nov makes
finance available fer training contracts em the same terms as for swpply
centracts. HNenetheless, the trainimg it supperts is mestly ocomfined

te large projects im nevly industrialising coumtries.
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d) United Kingdom
The United Kingdom was the first industrial power, earning for itself

the title of 'the workshop of the world', and for most of the nineteenth
century this status went unchallenged. During the twentieth century,
however, UK industry has undergone a relative decline, though it has

been more evident at some periods than at others. Govermments have sought
to arrest this decline by intervening in mmerous ways but they have lacked
a consistent approach and have tended to pursue short-term relief rather
than lasting remedies. Consequently, while a variety of instruments

has been accumulated no systematic industrial strategy has been applied.

Exports of industrial goods have contimmed to be of major importance
to the UK economy and stremmous efforts have been made to promote them.
Nonetheless, British exporters have suggested that liaison among the
different elewents of export promotion has been less effectively organized
by the UK than by some of its competitors. The present government is
eager to increase exports of large capital goods projects, because it is
one of the few areas in which international demand is growing and because
expansion in capital goods generates activity in other parts of industry.
Two years ago it set up a Projects and Export Policy Division within
the Department of Trade. This was designed to cooxrdinate official support
in the form of export credit, aid, investment and other assistance, as
weli as political intercession, to help private sector companies win
more oxrders for projects.

Official support for export credit is administered by the Export
Credits Guarantee Department (ECGD) which is an independent govermment
department operating as a trading organization and responsible to the
Secretary for Trade. It consults the Department of Trade regularly, both
on owverall trade policy and on details such as conditions in a specific
overpeas market. There is a statutory requirement that Treasury consent
should be obtained for all ECGD activities though this is generully waived
for short-temm business under Sectiom 1.

ECGD's principal function is that of a credit insurance organization
but it also gives support to financing. There are two categories of insurance
business undertaken by ECGDs on Section 1 business the Export Guarantees
Advisoxy Council, which is appointed by the Secretary of State for Trade
from among leading bankers and businessmen, advises the ECGD using criteria

=
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of commexcial acceptability; Section 2 is business that is unacceptable to
the Advisory Council because of, for example, the spread of risk or the
size or horizon of risk, or the experimental nature of the facility, but
for which ECGD can give guarantees 'in the nmational interest!. Exports of
capital goods to dewveloping countries almost invariably fall into Section 2.

Policy is made largely in the Export Credit Guarantee Committee, an
interdepartmental committee chaired by the Treasury. Depending on the
agenda, virtually any wWhitehall department, or the Bank of England, could
be represented on the Committee, but those most often invoived, besides
the Treasury, are the Departments of Trade, Industry and Employment, and
the Foreign Office. One of the Committee's functions is to determine
what the 'national interest' is in particular cases. This frequently
means setting short-temm considerations of credit risk against long-tem
trading interests, domestic factors or foreign-policy objectives. In
recent years employment has been of paramount concemn.

Export finance is provided by the commercial banks though until
1980 ECGD refinanced a proportion of it. ECGD continues to contribute
directly to the cost of export finance by making up the difference between
the fixed rate of interest at which the banks advance export credit and
a rate of retum related to market rates, calculated in accordance with
a formula agreed with the banks. Fixed-rate export finance is made available
on a non—-discriminatory basis in that all credit with a texm of more than
two years which has obtained an ECGD guarantee qualifies. The precise
forms of particular export credits are decided by the Export Credit
Guarantee Comnittee. They are usually less generous than the most favourable
pemitted by the intermational Arrangement and the QECD agreement on
local costs. This allows the authorities some discretion: they might,
for example, agree to reduce an interest rate or to subsidize a larger
proportion of local costs up to the agreed limits. There are also occasions
when a decision has to be taken on whether to match temms offered by a
campetitor that are more generous than those in the international Arrange-
ment.

Among the additional insurance facilities which ECGD offers is a cost
escalation scheme which gives exporters limited protection against increased
costs for capital goods projects with long mamufacturing periods. It also
provides cover against unfair calling of performance and other bonds. Two
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umsual facilities are projects participants insolvency cover and joint
and seveial cover which insure exporters involved in large projects with
several contractors against repercussions from the shortcomings of other
participants. There is no general programme of insurence against foreign-
exchange risks since exporters are expected to take precautions in the
forward exchange maxrket. ECGD does, however, provide cover for foreign-
exchange commitments which an exporter who provides supplier credit may
be left with if the buyer defaults. In addition, tender-to-contract
cover affords some protection against adverse exchange-rate movements

in the period between making a tender and signing a contract for large
capital goods contracts denominated in dollars or Deutschmarks.

Since 1977 official support for export credit financed in foreign
currency (principally dollars and Deutsclmarks) has been placed on virtually
the same footing as for sterling export credit. Indeed, for a time ECGD
discournged and even prevented the use of officially supported sterling
finance for certain types of export credit. The attraction of foreign—
currency financing for the authorities was that it alleviated the burden
of export credit both on public spending and on the balance of payments.

- Exporters too have benefited from the wider choice which they are able

to offer buyers.

Since 1978 the United Kingdom has allocated 5% of its aid budget to
an Aid and Trude Provision (ATP). This is used to provide mixed credit
and also to finance consultancy fees and exports which are not eligible
for fixed-rate credit but are considered important in terms of the parti-
cular industry or market. The ATP is cooxdinated by an interdepartmental
committee chaired by the Overseas Development Administration (ODA), in
which the Departments of Trade and Industry also participate actively.

In mixed credit ATP funds and export credit are combined to msult in a
grant element close to 256, To qualify for mixed credit an export credit
has to be approved by ODA as ‘developmentally sound!. It must also be
commercially attractive and gensrate more export revemue than would have
been obtained without it. In 1961 a fund with an allocation of £tm over
two yoars was set up from which ECGD could as a defensive measure assist
exporters to counter offers of 'soft’ credit from foreign competitors by
lowering the effective interest rate to buyers. This fund was intended
solely for ECGD to respond rapidly in matching offers from other export
credit authorities and following the recent changes in the Arrangsment
should have become redundant.
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British expcrters are able to draw on the wide range of facilities
supplied by ECGD and on the resources of London as a major financial
centre. They, the ECGD and the Department of Trade are all convinced
that official support for export credit is essential to the competitivenecss
of British exports of capital goods. The fact that ECGD is above all an
insumance organization and, except for fixed-rate credit, cost escalation
incfurance and the matching fund, is expected to operate at no net cost
to public finds, including administration expenses, means that it is concerned
to keep credit as short as possible and is inclined to assess buyers in
terms of risk rather than as customers with preferences to be catered for.

BCGD is generally less accommodating in supporting export credit
for services alone than for goods or goods and services. DBecause it has
reservations regarding the lack of collateral security it seeks to keep the
length of credit exposure for sexvice exports fairly short. A special
feature of training is that it is a service which may not be finished at
the point of completion of a contract. The United Kingdom's history of a
weak balance of payments has made ECGD reluctant to delay the start of
repayments beyond the commissioning of a project despite the fact that
training may not yet have been carried out in full.

An export of training in connection with a plant being installed by
the same company or by another British company may be incorporated into
the same financial peckage as the export of goods or may be arranged
under a separate contract. In the case of a small amount of training in
a large project the texms of export credit for the training element would
probably be the same as for the goods whether or not the contracts were
separate. Otherwise a separate contract would provide credit of five or
possibly ten years for training. The precise terms would be detemined by
the importance the export credit suthorities attached to the product with
vhich the training was associated and to the buyer as & market for that
product. This and the fact that ECGD rarely supports exports of training
that are independent of exports of goods reflect ECGD'*s preoccupation
wvith physical products and the creation of employment. Funds have been
made available for independent exports of training, sometimes for almoet
100% of the financing, from the ATP on occa3ions when the provisiom of
training vas thought likely to secure the contract for a major project.




°) United States

The United States for many years felt neither the need nor the
desire to make an effort to promote its exports. This was considered
unnecessary partly because the US economy was by far the largest in the
world and to a great extent self-sufficient in rescurces and in marksts,
and partly because technological expertise and the skill of its work
force gave the USA a comparative advantage in msmufactured goods, of which
it vas the world's major exporter. Government intervention in the economy
has generally been deprecated unless there have been clear arguments in
its favour. At the international level this view has been evidenced by an
adherence to free trads as an objective which could and should be realized.

Although the US is still the world's leading economy it has ceased
to be pre-eminent as other countries have developed their productive
capacity, Furthermore, its external sector has received more attention.
The once solid balance of payments showed a aeries of deficits in the
19708, mainly due to the rise in the price of oil. VS mamufacturing
industry has grown increasingly dependsut on exports: a recent study shows
that almost four out of five new jobs in this sector in the late 1970s
were linked to exports, and that export-related employment as a proportion
of total employment was 18.5% in non—electrical machinery, 12% in eleotric
and electronic equipment and 11.2% in transportation equipment. As exports
have become more important, both for balance-of-payments and for employment
reasons, more consideration has been given to promoting them. While
government intervention contimues to bde regarded with suspicion in the
US, increased economic interdependence has heightened awaremess of inter-
vention in other countries and made the US more inclined to retaliate.

The historical attitude towaris exports as well as later developments
are reflected, and sometimes give rise to inconsistencies, in the export
credit policy of the United States. Official support for export finance
is channeled thruugh the Export-Import Bank (Bximbank) whose objeotive is
to ocontribute 'to the promotion and maintemance of high levels of employ-
ment and real income and to the increased development of the prodmctive
resources of the United States'. The Eximbank is expectel to be self-
suffiocient though it is helped in two respectss it can raise funds om VB
government terms and vith s US government guarantee; and it has capital
of US §1 billion on which it usually pays the Treasury a dividend of
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US § 50 million a year but no interest. All the same, the Eximbank has
to make & emall profit, wvhich implies lending at a higher rate of interest
than it borrows. HNemce though its rates are lower than market rates

they follov a similar trend and have risen in recent years.

Other constraints on the Eximbank, set by the Congress, are the
ceiling decided each year for direct loan suthoriszations and, of less
significance, the limit decided every five years for tha-toul amount of
loans, guarantees and insurance which the Eximbank may have ocutstanding
at any one time. VWhile maintaining these conatraints the Congress has
insisted increasingly on the need for the Ex:mbank to match the facilities
of other export credit agencies. A proposal for a US §1 billion fund to be
used for selectively subsidizing export credit has received particular
support from senators and congresssen who represent areas vher: there are
capital goods industries which rely heavily on exports.

A related but different shift has occurred in the outlook of the
executive branch, whose orientation is generally more intermational and
less protectionist than that of the Congress., In the early 1970s the US
government resisted an OBCD schems for intemational consultation on the
terms of export credit on the grounds that restrictions on credit were in
principle undesirable and that credit terms were an element of competition
comparable to chesper labkour or higher productivity. By 1974 the US
government wvas sufficiently perturbed by competition from countries offering
siseable subsidies on interest rates that it was ready to support an
international agreessnt on controlling export credit and has since become
the driving foroe in effourts to raise minimum interest rates for export
oredit, It was, however, reluctant to acocept limitatioms on the length
of credit. The ability to offer long maturities is the strong point of the
USA's export credit and derives partly from its historically robust balance
of payments and low rate of inflation which meant that extended repayment
of credit did not in the past cause prodblems, and also from its well-
developed commercial banking sector vhich has been acocustomed to give
relatively long oredit.

In recent years the US has on ocoasion competed with offers of low
interest rates from other ocountries by making exceptionally long maturities
available. This was intended to put pressure on other countries to agree
to higher minimua inte™sst rates. As a result vhen the Arrangement was
revised this summer the V8B conceded s limit of ten years on maturities in

-

"
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return for higher interest rates. The Eximbank has declared its satis-
faction vith the outcome since it is now able to offer rates that are
about one percentage point higher than the minimum rates and so has
regained its competitive positiom.

The Eximbank's major activity is long-term export financing under
its direct oredit programme, through wvhich buyer credits are provided for
export transactions with s contract valus of at least US §5 million involving
long mamufacturing or construction periods. The foreign buyer applies
direct to the Bximbank and is required to make a down payment of at least
15%. Eximbank covers up to 85% of the balance, the rest being financed
by commercial banks at market rates. All or part of the private loan may
be guaranteed by Eximbank. The percentage financed by Eximbank depends on
the extent to which commercial banks are willing to participate, the degree
of competition in the sector, the repayment period, and offers from other
official export-credit agencies. These last two factors also infiuence
the fixed interest rate charged by Eximbank, These loans are used
principally to finance turmkey projects, such as manmufacturing, electric
power and petrochemical plants, and large mining and construction operstions,
as well as large single items such as commercial aircraft, locomotives,
and other heavy capital equipment.

Besides making direct loans, the Eximbank also refinences medium-
tera fixed-rate loans by commercial banks and provides bank guarantees for
mediun- and long-term credit advanced by commercial banks. Few special
facilities are made available by Eximbank. It ooccasionally supports local
costs or arranges a mixed credit if this is considered necesrary to match
a competitor., BEximbank will insure or guarantee but does not itself offer
foreign-currency financing though the possibility has been disoussed.
Another US government agency, the Overseas Private Investsent Corporation,
offers cover for performance and other bonds posted by US comstruotion and
service contractors overseas.

Tvo private entities collaborate closely with the Eximbank: the Foreign
Credit Insurance Association (FCIA), a group of some fifty major insurance
companies, cooperates in insuring short-and modium~term export transactions
against certain political and commercial risks; and the Private Export
Junding Corporation, which is owmed dy some wixty major US banks and large
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exporters, participates with commercial banks in long-term export loans
at fixed rates with Eximbank's guarantee.

There is extensive cooperation between Eximbank and other government
derartasnts at various levels. Some proposals for direct loans are subaitted
for comment to an interagency body, the National Adviaory Council on
International Monetary and Financial Policies (MAC), which is chaired by
the Treasury, and comprises representatives of the Departments of State,
and Commerce, the Psderal Reserve Board and the Eximbank. The NAC reviews
individual transactions in the light of each agency's concern, and bearing
in mind the overall foreign-policy implications. It also comsiders export
credit policy as a whole, including negotiations on the Arrangement. As
indicated above, the Congress takes a more active intereet in export
credit policy tnan do legislatures in other countries.

Tis Eximbank is charged with the role of fostering the expansion of
exports of services as well as goods. Service exports are of great importance

to the United States. It has a highly developed service sector and its

service exports have lately been growing twice as fast as its exports of
goods. TFor several reasons the Eximbank is less prone than export credit
agencies elsewhere to discriminate between goods and services. One is that
Eximbank is more disposed to assess a project on the basis of its expected
productive life and the income it is likely to generate rather than the
existence of collateral seocurity. Another is Eximbank's comparatively
liberal attitude towards extended repayment, which is relevant when a
service is rendered after completion of a project, as tends to happen with
training. Consequently, when training is included in an export project

it receives the same treatment as the rest of the project, provided it is

of UB origin. Like other exports of services, training whioh is not directly
related to exports of capital goods from the USA is supported through

ICIA insurance and medium-term commercial bank guarantees. In some cases,
however, the Eximbank may suthorise direct loans to meet foreign competition.




Panepsots

Ag the preceding sectiocns of this study have shown, exporting countries
are keen to promots exports of capital goods. To tnis end they provide
substantial official support for export credit whioch enables exporters
to offer their customers more financing on more favourable terms than
would be possible if they had to depend entirely on the commercial
banks, In broad terms support can be divided into official guarantees,
entailing o zotential cost which varies according to how risky the
business is, and official financing, which imposes an actual cost on
public expenditure, In determining whether and on what terms to offer
export credit for a partioular transactiom the amthorities in the
exporting countries weigh these costs against the, chiefly economic,
benefits vhich they expect to derive and the amount of support that
competitors are likely to offer.

For some years training vas regarded as an optional extra in exports
of capital goods, something which could serve as an additional inducement
to purchase a product rather than a vital factor in its successful
performance. As capital goods exports became larger and more complex,
as developing countries became more aware that they would not fumction
satisfactorily unless they were operated by people with adequate training,
and as exporters realised that by supplying training they could secure
their reputation, improve their competitive position and pave the way
for further orders, more attention was fooused on associating industrial
manpower training with exports of capital goods. The experience of aid
agencies showed that the vocational training vhich they provided sometimes
did not matoch the needs of dewveloping countiries, and that projects which

they supported somstimes miscarried through lack of appropriate training,
The inoreased impertance of training in exports of capital goods
has required export credit agencies to give some consideration tn the
finanoing of training. In the majority of cases training is onme component
in a projest financed by a single package, of which training may account
for about 10%.* When training is financed independently it is sometimes
treated differently from the goods to which it relates. Some export
credit agencies are less villing to finance training or offer finmancing
on less favoursble terms. Occasionally financing for training is made
available from aid funds and so is cheaper than normal export oredit,

# No dats have been presented in this study eince none are readily
available. To gather significant data would require extensive

work and would enceunter at least two pmblo-s oonﬂuntmuy and
oross=country co-puriun. ‘
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There is little evidence of clearly defined policies towards official
finsncing of training, apart from a few instances of specific limitations,
such as those set by Coface for the repayment period. Like sxport
oredit policy as a whole, ‘he question of how to treat financing of
training orops up from time to time in various contexts. Whereas poliocy
on the basic issues of export credit has had a number of years to
develop so that there are certain habits and precedents to guide decisions,
financing of training is a relatively nev area in which those responsible
for export credit policy are less experienced. Farthermore, separate
training contracts occur most frequemntly in connection with larger
projects, which tend to be considered ocase by case. In the absence of
specific procedures export credit amthorities apply to financing of
training the same criteria as for financing of goods, chiefly the risk
of non-payment, the returns to the economy and the terms being offered
by competing exporters. By these criteria the case for trescting training
favourably may be doubtiful: training is regarded as comparatively risky
because the scope for dispute is greater and recourse in the event of
non~-payment is more limited; it contributes little to domestic employment,
a major objective of export credit policy; and, unless there is a
particular incentive, the general tendsncy to approach financing for
training csutiously dampens competition among export credit agencies in
this field., With regard to partly financing an export out of aid funds,
for example in a mixed credit, on the grounds that it will ocontribute
to the importing country's economy, the justification is usually stronger
for training than for goods alone.

This appraisal of the determinants of policy towards the financing of
training in capital goods exports suggests that developing countries ocould
adopt three lines of approach in seeking to improve the terms on which
they obtain thie financing, PFirst, they can try to turn the existing
systen nore to their advantage; second, they can press for an inoreased
amount of aid funds to be used; and third, they can endeavour to dbring
about a change in the attitude of export credit agencies. The emphasis
of these efforts will vary according to vhich developing countries are
dealing vith which exporting countries. The previous sectioms of this
study indicated the differences among exporting countries in providing
finsnoing for training. The main factor affecting the positiom of
developing countries as recipients of this financing is their market power.
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Countries which are large purchasers of capital goods and are considered
reasonably oreditworthy are much better placed to extract more favourable
terms from export credit agencies than are countries which generate very
few orders and have a oredit rating so low that they are effeotively barred
from international finsncial markets. These countries may have more to
gain from uppealing to aid agencies.

As a first step towards strengthening their position developing
countries should be better equipped than at present to assemble and evaluate
information about training and financing. In this they will need assistance
wvhich conld be provided by national aid agencies but since it involves
comparing what is available in different countries it might mOre appro-
priately be a role for international institutions. Some newly industrial-
izing countries have begun directly approaching consultant engineers and
commercial banks. Although the advice of these enterprises may be more
costly, they have much relevant experience and are ahle to operate inter-
nationally, To the extent that the price of an export covers the fees
paid by the exporter, the buyer is already paying for the services of con-
sultants and banks, If the bank handling an export oredit were nominated
by the buyer rather than by the exporter the overall cost to the buyer
would probably be no greater and the buyer would have direct access to the
bank’s expertise (see below). A clearer understanding of training and
finanoing would permit developing countries to reap greater benefit from
wvhat is available. They would also de able to express their requirements
more precisely, which would reinforce their bargaining position and reduce
uncertainty.

To use moxe aid funds in the financing of training associated with
capital goods exports may appear an obvious and satisfactory solution dut
it has several drawbacks. Countries allot only a limited sum of money to
their aid budgets, VWhen an exporting country provides aid funds to finance
an export of training, the amount of aid for other purposes is lowered.
Past experience with mixed credit shows that wvhen aid is used as an instru-
ment of export promotion it tends to be directed to those countries whioh
represent the most attractive markets and where competition is toughest.
Developing countries ought to consider how far it is in their interest that
industrial manpower training should be financed from aid funds. It imposes
constraints, bDuresucratic procedures have to de followed and if the results
of training are uasatisfactor e developing country has little recourse.
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Farthermore, the less training is regarded as a commercial activity, the
less oompetitively it is likely to be supplied, and thn less inclined export
credit agencies will be to treat it on a par with othsr exports.

It is important to recognise the distinction between aid policy and
export credit policy. Official export credit apperrs as aid in some
statistical series and is seen by a few exporting countries, notably France,
as a channel for development arsistsnce. In praotice it effects a transfer
from a developed to a developing country, and, unlike commercial credit,
its texrms are more favourable for poorer countries though they are higher
credit risks. Nonetheless, whereas aid policy is directed, albeit imperfectly,
to the needs of developing countries, export credit policy aims to advance
the interests of the exporting country by promoting its exports. DBuyers'
interests are given a low priority and the policy changes which occur are
usually a response to pressure from exporters. Dcnlopinc countries should,
as they have in the past, exsrt influence through exporters to dbring about
adjustments to polioy which they consider desirable but they should also
nake their inocreasing market power felt more directly.

Export credit agencies are by mature conservative and sometimes operate
by rules of thxmb vhich were established under different circumstances from
those prevailing %oday. Barly on their function was to support credit
advanced by an exporter (supplier credit). Many still prefer to deal solely
vith the exporter and a bank nominated by him though, especially in the case
of long-tera credit, much export credit is nov advanced by a dank directly
to the buyer (buysr credit). A developing country should when appropriste
insist that an export credit agency accept the bank which it nominates.
This would help to ensure that finanoe was acranged in a way that suited
the buyer and would give the buyer access to the sort of advice discussed
above. It would also meke export credit agsncies more responsive to the
interests of developing countries in setting their policy priorities.

WVhile buyers would bensfit generally froa being directly represented in
negotiations with export credit agencies by an international bank with
relevant expertise, this would de of partiocular value in difficult and
unfaniliar types of oredit such as financing of training.

As woll as using the leverage at their disposal to persuade export
oredit agthorities to take moxre acoount of their comcerns, importing
countries should take action to alleviate the apprebensions which contribute




to the guarded attitude of these suthorities towards financing of training,
The relatively high risk attributed to training derives in part from the
fact that historically training wes included in capital goods exports almost
as an afterthought and still is often only summarily covered in contraots.
Partiocular difficulties have arisen from performance bonds which some
developing countries are thought to have abused by setting unreasonable
standards for the results of training. To avoid problems the training
clsuses of contracts should be drafted in greater detail, specifying pre-
cisely vhat the supplier is to accomplish and providing for resort to
arbitration if this becomes the subject of dispute. A clearer appreciation
of what training involves, sdvocated above, would also help.

Another reservation that export credit agencies have about training is
that it generates very little employment in the domestic economy. Training
can, however, help secure export oﬁen vhich do gensrate employment. It
also has & high added value and earns foreign exchange. Most important st
a time when world trade is in a serious recession, training is a product
for vhich demand is growing. Developing countries and the firms that supply
training should endeavour to convince export credit agencies that financing
of training is an area in which they can assist in creating nev business,
rather than merely winning orders from competitors, and so carry out the
function for which they were criginally intended.







