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THE USE OF MIY.ED CREDITS IN THE UNITED KINGDOM 

THE FINANCING OF INDUSTRIAL TRAINING AND INFRASTRUCTURE 

ABSTRACT 

The paper deals with the system of mixed credits for the financing 

of industrial training and infrastructure in the United Kingdom, and how 

applications for such credits are dealt with by the various authorities 

such as the Export Credit Guarantee Department, the Department of Trade and 

Industry, the Overseas Development Administration, the Treasury, the 

Commercial Banks and exporting companies. The system in the U.K. is 

also known as Aid and Trade Provision (ATP). The paper concentrates 

on the training component in projects approved for mixed credits and 

emphasises the need of identifying training needs and of catering for 

manpower development by both the applicants from developing countries, 

the aid donors, financiers and exporting companies, in the interest 

of implementing projects successfully for the benefit of all concerned. 

Suggestions are made on to h~w the system tn the United Kingdom may be 

strengthened, in order to better accommodate projects including requests 

for training of industrial manpower by applicants from develoring countries. 
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Aid and Trade Provision; the nllocution of funrls in 
the United Kingdom Aid Prograame used for aixed 
credits. 

The cultural and, for developing countries in 
cooperation with ODA, the educational aid agency of 
the United Kingdom Government. 

see Financial Aid 

The main commercial banks which provide a banking 
service to individuals and banks lending to 
industry in the United Kingdom. 

A statutory corporation which invests in and, where 
required, 11&Dages rlevelopaent projects on a 
co11111ercial basis in developing countries Most 
projects are in Ca1111onwealth countries. 

The International Arrangement concerning Guidelines 
for Officially-Supported Export Credits (the 
Consensus) adopted by the major trading nations of 
the OECD which provides the bench mark for 
officially-supported export credits of two years or 
more. 

see Exchequer 

Agency which performs financial, prof~ssional, 
co•ercial and other services for many overseas 
governments, publ~c authorities and international 
organisations. The ODA uses their services also. 

Development Assistance Committee of OECD - the 17 
11&in Western donor countries and the European 
co .. unity. 

Department of Trade and Industry (~ee Section 7) 

European Community 

Export Credits Guarantee Department (see SP.ction 6) 

The Government account into which public revenues 
are paid and from which public expenrli tures are 
met. Also known as the Consolidated t'und. It is 
•anaged by the Treasury. 

Moray advanced to meet the cost. of exports 
repayable with interest ~ver a fixed period of time 
by the buyer. 

A United l;ingdom company which sells it:i products -
goods and/or services - oversees. 

• 

., 
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The provision cf grants or loans on highly 
concessional terms to finance development projects 
in developiog countries, sometimes described as 
capital aid. Also covers other forms of aid (e.g. 
food aid, disaster relief, budgetary aid) but not 
technical assistance (TC) 

Foreign and C<>1111onwealth Office 

The agreement between DAC member countries 
providing guidelines on the use of aid in aixed 
credits and other foras of associated finance - see 
Appendix A 

Specialist banks which are concerned with 
investment aantsgeaent, corporate finance, trade and 
some loan purtfolios. They provide a servi~e to 
governments, international organisations and 
companies. 

A mixture of export credits on concessional aid to 
cover the cost of exports and .. on tenas. 

Newly Industrialized Countries. 

Overseas Development Administration - formerly 
Ministry of Overseas Development (see Section 8) 

Official development assistance; includes both 
financial aid and technical cooperation. 

Organ> dtiun of lkonomic Cooperation and 
UevelJpment - a consultative body for Western 
de\/·•lc.ped countries. 

SL .• Cummi t tee on Aid and Trade - sc:e paragraph 137 
o& -ection 8. 

Tech~ical cooperation - includes the prov1s1on of 
experts, small amounts of equipment which might be 
needed for them and training for the nationals of 
developing countries financt~d from the aid 
progrB111111e, including the ATP. 

Technical Education and Training, Operations and 
Consultancies - a special isl unit of the Brit iah 
c:ouncil. In the industrial training field it 
provides, i!!~~r .. !!1!. policy advice to the ODA and 
the British Council, assists in the definition of 
overseas needs, indentifies potentiHl projects for 
support from the United Kingdom aid programme and 
liaises with the nppropriate British resources. 

A project in whic:h the exporting company contracts 
not only to supply tht! goods but to arrange proper 
installation. 
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PART I 

THE BACKGROUND 

SECTION l 

INTRODUCTION 

l. T~is study was coamaissioned by the United Nations Industrial 

Development Organisation (UNIDO) in February 1984. It was decided to 

embark on the study as a further stage in the examination of the 
-=-- --=---=--

problems of financing industrial projects in developing couutries whieb­

UNIDO ha3 undertaken. Consultations have been organised as part of 

this quest on 16 industrial sectors and t~pics, including the trainir•~ 

of industrial manpower and industrial financing. The study should b~ 

read in conjuuct.ion with the Information Paper "Policies of Export 

Credit Agencies in Financing of Training Component in Industrial 

Projects" by Joan Pearce (UNIDO/PC54). 

2. The terms of reference required a selection of 10 case stm:ies_ 

of industrial projects in developing countries financed through mix. _ ._ 

credit~ in the United Kingdom. These case studies were intended to 

provide a focus on the practice of financial institutions, of ex~or1, 

credit agencies, aid agencies and exportir.~ companies, in order to ~~-~~•s 

(i) the use of mixed credits to finances 

the training component of an industrial project; 

investment in infra-structure directly !"f'll "lt. .!U to an 

industrial project, th11.t is, within the 1 • ry li11,ta1.:_-_:-~-: 

utilities, water, energy, ":;"lllste dispos1d. 

(ii) the extent to which investment ~n industri 

considered as an investment in social infr~ ·, and 
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therefore eligible for financing on s&fter terins; 

(iii) the forms of financing which would be moa·e suitable to 

cover investment in industrial tr. · · ng and infra-structure, 

from the viewpoint of the financial institutions, aid 

• agencies aud export companies covered by the case studies • 

3. On the basis of the case studies undertaken, the consultant 

was required to contrast the policies of financi~l institutions, aid 

agencies and exporting companies with their actual p1·actice with regard 

to paragraphs 2 (i) and (ii). Further, the consultant and UNIDO staff 

were required together to make an assessment of tha possibilities of 

improving the conditions of financing industrial training and infra-

structure in developing countries, taking into account the views expressed 

4. So much in this field is decided on the basis of particular 

circumstances. What is acceptable in one case may be unacceptable in 

another. CircU1Dstances change over time. A de•eloping country with 

heavy debt liabilities today may become credit worthy tomorrow - for 

exnmple, through the discovery of some hitherto hidden asset. The 

world economic climate may brighten or business become stagnant. 

5. It is hard to define the policies against which to measure 

practjces. Government departments r~spond to many considerations when 

deciding what to do about a particular project. No one can say with 

certainty what the response would be in a hypothetical case. Governments 

change and so do the priori ties. Much the same policy adjustments 

operate in banks and companies. The beat that can be done is to use :.~e 

past as a guide and sound out the present climate and likely response, 

always remembering that sea changes occur. 

-
ti. An!' implied criticism of the present policy towards and 
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arrangements for dealing with mixed credits are offered in a constructive 

spirit. 

7. Other countries operate different systems often involving 

agencies which have no parallel in the United Kingdom - the Export-Import 

Uank in the United States, for example. Nevertheless, some of the 

suggestions for improving the mixed credits system in the United Kingdom 

may have some relevance to those countries also. 

8. Read with these caveats, the report may play a modest part in 

th~ understanding of the United Kingdom approach to the use of mixed 

credits partilularly for industrial training and infra-~tructure. 

9. The consultant. is grateful for the time and constructive 

coDDDents which so many people contributed during the course of the study. 

That they cannot be mentioned by name is solely due to the need to 

preserve anonymity. A nwaber of the suggestions for changing the system 

were put forward by others during discussions but the consultaut takes 

full responsibility for including them in the report. Looking through 

the ten case studies it is obvious that some of the suggested changes 

have been anticipated but there is still room for improvement ac: "SS the 

board. 

The case studies are not being reproduced in the Report in order to make 

it as succint as vossible. However, reference to them is made wherever it is 
necessary. 
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SECTION 2 

INDUSTJHALIZA'l'ION AND MIXED CltEDITS FINANCE 

10. Developing countries have generally regarded industrialization 

as an essential element in their march towards a better life. They see 

the affluence of Western industrialized countries and the increasing 

eco,1omic power of the newly industrialized countries (NICs) as proof 

positive of the rightness of their approach. ~his is far too big a 

canvass to encompass in a limited study of this type but it does point 

u~ the importance attached to industrialization by developing c~untries 

in trying to reach their aspirations. It also explains in part the 

eagerness with which many launch on an industrial project without 

assessing all the inputs necessary for success and ensuring that they 

are provided in full measure. 

ll. There are several factors which go to make up a recipe for a 

successful industrial project. Pre-feasibility and feasibility studies, 

product 1·esearch and develop111ent, costs of production and the availability 

of markets, both domestic and export, and so on. This study is going to 

concentrate on just two of these factors - finance for intlustrial training 

and infra-structure related to industrialization. 

12. The study is primarily concerned with one of the possible 

sources of fin~nce - mixed credits. There are others which are touched 

on in Part V later in the report. This section of the report outlines 

the background to the use of mixed credits in the United Kingdom. 

13. There are at least two financial components in a mixed credits 

project. In most instances, one element is the finance provided by a 

commercial bank guaranteed by the Export Credits Guarantee Department 
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(see Sections 5 and 6). The other is official development assistance 

(odil) provided by the Overseas Development Administration from the 

United Kingdom aid progro.mme {see Section 8). llixed credits are intended 

primarily for large capital goods exports but can be used in certain 

circumstances for services. 

l4. 
Export cre~~ts are guaranteed by the Governmeqt because the 

commercial bnnks would be unablt' to finance the exports and carry the 

inherent risk themselves. Neither, in most cases, would the banks be 

likely to be abie to obtain cover through commercial insurance. The 

reason for the Government's apparent generosity in underwriting the risk 

is that it recognises that it is vital for the finanLe to be provided for 

exports from the United Kingdom to countries overseaso It al so ace epts 

responsibility for meeting the difference between the fixed interest 

rate at which the export credits are provided by the banks and the 

commercial rates of interest which have to be paid to the lenders. 

15. Naturally, the Government does not accept the insurance risks 

for nothing
0 

It charges premium rates for the export credits guarantee 

and it also charges for other services which it provides to support 

exports. It is the aim of the Government to see that the charges for 

these services meet the costs, whether they be normal running expenses 

or the covering of bad debts. 

16. The provision of mixed credits puts the United Kingdom Government 

0;1 the horns of a double dilemma regarding its pubhc expenditurn 

co1D1nitments. The" are not, of course, alone, although the mixed credits 

mechunisms i.· '\.her countries 1nay operate differently. 

1 7. 
The first of the Government's Jileuuua n.rises when there is I\ 

hi~her th1U1 avcrti.ge run of debt problems. It h11s then to 1oake a judgement. 

l\S to whet.her to reduce its exposure and run the risk of l"sing export 
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ordE>rs or t'> continue underwriting to the same ext.ent as hitherto in 

order to compete for those orders, realising that it could ~hereby 

in~rea.se th<> size of the potential losses which might eventually have to 

be met from the public purse. 

... 18 • Suci1 difficulties are usually mat through a concerted 

international effort to re-schedule debt. Nevertheless, the contingent 

liability arising from guaranteed debt remains as a consta.nt concer~ of 

the "freasury and affects their policy towards export credits and mixed 

credits. 

19. ~id forms the other element of the mixed credits package. It 

provides the second of the Government's dilemmas. Successive Governments 

have partly justified the aid programme by the benefit it brings in the 

form of the expo~~t of United Kingdom goods and services. The present 

GoverllDlent. has placed even gre11.ter emphasis than some of its predecessors 

en the use of a.id to encourage United Kingdom trade interests. It might 

be thought, therefore, that the mixed credits technique would find a 

re11.dy response in such a climate. 

20. llowevcr, mixed credits have consistently been out of favour with 

the Trensury in the United Kingdom. (The ODA. have reservations also 

see pnragrnphs 286-289 in Secticn 19). This is bec~u~e Lhey see the use 

of aiJ in this way as a hidden subsidy to win export o.·ders (not 

necessarily a bad thing in itself providing it is not carried to excess) 

) , which can only lead to similar or greater subsidies by the United h.iugdom•s 

competitors and an escalation in the soft funds pr~~ided for this purpose. 

The dilemma is tho.' whilst they would like the U11ited Kiu~dora companies 

to win the orders, th>?y do not wish to see the terms progressively softened 

if this is likely to lead, 11s it inevitably must, to a demand for more 

concessional aid to he provided from the public purse for mixed credits. 



- 12 -

It was partly because they diJ not wish to participate in 

such a race that the United Kingdom Government resisted until 1977 the 

adoption of mixed credits. Since that time, they I.ave worked consistently 

in the Financial Services Sub-CoDDDittee of the Development Assistance 

Committee of the Organisation for F.conomic Co-operation and Development 

to control the terms on which mixed credits may be provided. 

2') -· However, the strategic deployment of official development 

assistance to support exports to developing countries has become an 

established feature of the yorld market. Mixing of highly concessional 

aid funds •ith commercial export credits to offer softer financial terms 

for orders placed with specified exporters is now used by almost every 

major industrial country. Offers of soft finance are not infrequently 

a condition of tender compliance. 

23. Commercial benefits can of course be secured by the supply of 

capital goods and services financed entirely by oda under ordinary 

bilateral aid programmes. The use of mixed credits, by enabling the 

aid element to go further offers potentially greater returns to the 

exporting country and by the same token offers greater concern from its 

competitors. 

24. When the United Kingdom finally entered the mixed credits 

field, it w11s in order to counter, and thereby discourage, their use by 

other countries. The intention was to match the competiLive edge enjoyed 

by other exporting countries by matching the softer crei.'it terms they 

were able to offer through the use of the mixed credits technique. • 

25. A.s part of the fight to control the use of mixed credits, lengthy 

discussions in !.hi? Development A.ssistance Commit.tee finally produced an 

agreement. between member st.ates setting out the rules un1ler which they 

would opernt.c. The agreement is reproduced at. A.ppendix A. Its most 
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important provision in financial terms is that there is now a minimum 

grant element. Formerly, it was possible for the exporting country to 

decide how much or hew little oda or other concessional funds to put 

into o. po.cka,~e; in other words, the grant element could be anything 

above zero. Now it has been agreed that the minimwu grant element has 

to be 20%. 

26. The agreement is not, however, binding. It has been described 

as new guidelines. It has much the same status as the Arrangements on 

Guidelines for Officially Suprorted Export Credits and with much the 

same aim. The United Kingdom Government pressed strongly for the 

agreement because of the danger of such export financin~ packages 

distorting fair trade competition and the allocation of aid funds as 

well as leading to a subsidised credit race. 

27. Not every member of the oi;;cn considers that the agreement goes 

far "Dough. For example, the United States Government has made it clear 

that they are not satisfied with the present arrangements because they 

believe that some other Governments are still distorting fair trade 

competition by their use of mixed credits. They have said that they 

wish to see the minimum grant element raised to 50%. In the meantime 

they have indicated their own intention of increasing substantially the 

concessional fw~s available to support their exporters in mixed credits 

) 
deals with the object of under1uining the position of those competitura 

, 
who are thought to have produced the distortions. 

28. Publicly, the United Kingdom <iovernment has not yet endorsed 

the United .States position. llowcv(!r, given past reluctance to indulge 

in mixed credits and the philoRophical justification for changing tack 

th1iL it was to counter and di.~courage the use of mixed credits by ~ther 

countries - it scew;i likely thnt their ;iyinputh1c1i will lie with the 
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United States' aims. 

29. There are however, very strong traditions in some countries -

in France for example - of using wixetl credits in furtherance of trade 

with and development in developing countries. Such practices are not 

likely to change quickly or easily. .Each exporting country will be 

asses3ing its own interests in mixed credits. Competition with the 

products of the Newly Industrialized Countries are also likely to play 

a part in the deliberations of the OECD members. 

30. The outcome is not easy to predict. What is clear is that 

any raising of the grant element is likely, in the short ten:i, to lead 

either to an increase in the amount of concessional funds used in 

mixed credits at the expense Gf ordinary bilateral aid projects or, if 

the proportion of concessional fumls devoted to mixed credits remains 

the same, to a fall in the number of mixed credits projects or a 

diminution in their size. 

31. So far as the United Kingdom is concerned, it seems likely 

that mixed credits will remain as a charge on the Aid Programme as long 

as most co1opetitors continue to offer such terms. 

32. The next section of the report examines the role of the various 

participants in the process of organising a mixed credits projec'~ 

finnnced from the United Kingdom. 

• 
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PART II 

TUE t.IIIll> CREDITS SY~'T.DI 

SECTION 3 

TUE ROLE OF DEYO.OPING COUNTKllS 

33. Mixed credits projects by definition include an element of 

official development assistance - aid in coomon parlance. United Kingdom 

aid is provided on a government to government basis. It follows that 

any mixed credits project involving British aid has to be approved by 

the Government of the develcping country concerned because the aid 

element will be offered to that Government, not to the British exporter 

or the company or corporation in the developing country responsible for 

the project. 

34. The ultimate customer is therefore the Government of the 

developing country. Detailed negotiations about the project, including 

the financial package, training and the provision of directly relat~d 

infra-structure are usually the concern of state organisations. They 

may be the manufacturing company or corporation with considerable 

autonomy or they may be under the close control of the relevant Ministries 

in the Governlilent. Since financial obligations have to be assumed by 

the Government it is natural to expect that the Ministry of Finance or 

equivalent organization will take a close interest in what is arrang~rl. 

35. A.n essential prerequisite for a mixed credits project is the 

credit-worthiness of the country concerned. Thia is because the 

undertaking of a guarantee by the EOOD to underwrite the loans made by 

t.he commercial banks depends on an auesament of the risk of default. 

If the debt ratio has risen to n level where the borrowini; country has 
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taken on more debt than it appears likely that it can service, it is 

unlikely tha~ an export credits guarantee will be offered, hi..wever good 

the mixed credits project might otherwise appear to be {see paragraphs 

72 and 76-79 of Sect.ion 6) 

36. In an er~ of high interest rates, credit-worthiness is a 

condition which is not so easily maintained. Nevertheless, it is an 

important consideration which the developing country Government aas to 

bear in mind when assessing whether finance is likely to be forthcoming 

for a mixed credits project. 

37. AssWDing that credit-worthiness is assured, the developing 

country has to identify projects for which it needs foreign credit and 

then to decide which of these projects has a prior claim on the financial 

resources which it is likely to command. If it is contemplating a mixed 

credits financial package, the project must rank as a high priority in 

the country's econl)UliC development in order to attract ODA support for a 

United Kingdom financed bid (see paragraph 136 of Section 8) 

38. Other fact.ors include the availability of the raw materials 

for production, identification and provision of the appropriate infra-

structural needs, and the identification of markets and the distribution 

of the product to them. Every project. will command some local resources 

and their availability or otherwise is bound to have an influence on the 

ultimate choice. 

39. Trained manpower must. figure high on the list. of inputs to 

achieve industrial development. Whatever organization is responsible 

for an industrial project., it sbou'.d, with the backing of the Government, 

pay close at.tent.ion to this requirement. and make what.ever dispositions 

are necessary to see that the need is met. The training inputs which 

will be required from overReas companies should be clearly indicated in 
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the invitation to tender. 

40. Once the details of the project have been decided, the customer, 

which may be the developing country Government itself or more likely a 

statuto1y organization, although private enterprises with Government 

approval are also acceptable, can issue an invitation to tender for the 

contract. When the bids have been received and opened, the customer may 

wish to enter a period of negotiation with promising bidders. 

41. Mixed credits projects, where different mixes are on offer from 

competitors, require evaluation and often involve a lengthy time before 

the customer is considered to have extracted the best deal possible from 

the exporting company and the contract is a~arded. Delay does, however, 

carry some risk. The mixed credits package is usually on offer for a 

limited period only. Interest rates may change whilst the bids are under 

discussion and, if they rise, this could have two results. Firstly, the 

increased servicing of existing debt may adversely affect the credit-

worthiness of the importing country. Secondly, the interest rates on the 

commercial loan element of the mixed credits package may have to be 

adjusted upwards if the period for considering the offer expires. 

42. Once the successful tenderer has been chosen and the financial 

arrangements settled, the customer and the exporting company enter into 

a contract for the supply of the goods and services. An aid agreement ia 

signed between the United Kingdom Government and developin~ country r.overnment 

covering the oda element of the mixed credits. There may also be 

agreements involving the commercial finance as deacribed in Section. ~ 

and 6. 
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Sll:l'ION 4 

THE ROLE OF THE EXPORTING C°'IPANI~ 

43. The exporting companies in Britain are concerned to see thats 

(a) they are aware of the opportunities to gain orders 

from developing countries; 

{b) tender documents are obtained if the potential 

orders inter~st them; 

(c) bids are submitted to meet the requirements of the 

customer, including training and infra-structure 

where called for, and priced to include an 

acceptable profit margin; 

(d) they can marshall the necessary finance for the 

contract; 

(e) if the contract is awarded to them, they fulfil 

the requirements specified in it, subject to 

such modifications as ~ay be mutually agreed 

between the customer and themselves; 

(f) they are paid for the goods and services provided. 

44. ~porting companies obtain information about potential orders 

from a nllDber of sources. It may come from a local representative or 

agent or the company may send a visiting representative to the developing 

countr;r. Commercial sections of the British .Embassy or High Coamaissioo 

in a developing country may report export opportunities to the Department 

of Trade and Industry io London which, through their information network, 

publicise the details. Contacts with international organisations may 

also be a source of infonaation about forthcoming projects. If they are 
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interested in a project., exporting companies will ask to be put. on the 

list of firms invited to tender. J.pplica11t.s are not always successful. 

45a Aft.er receiving the tender docuaents, the exporting company 

decides whether to put in a l:id, i.e. they judge whet.ht.r they can fulfil 

the customer's requir,:111ents and still make a profit. In many, perhaps 

most cases, the bid will iavolve a number of different companies making 

components to fulfil th~ order. Training will often require inputs from 

compu.nies other L!t~U the main cont::-act.or. For example, relevant. 

"perat.ional training is not oft.en available where the machinery is being 

manufactured. Users of the equipment have to be found who would be 

willing to provide such training. Uaintenance training may be partly 

provided at the manufacturers, but to provide pr&ct.ical experience under 

operating conditions, users of the equipment. can provide the most 

realistic conditions • 

·16. 
.A.t a very early stl\ge when. considering whet.her to put in a bid, 

un exporting company will wish to assure it.self that export finance will 

be available. If it considers it. is necessary to offer mixed credits to 

be competitive because it believes competitors from other countries will 

be doing likewise, it will take three steps. It wills 

·17. 

(a) invite a hank to finance the export credits; 

(b) approach ECGD in Cl'njunction with the ba'lk with 

( c) 

a request tlaat. they underwrite the export credits; 

approach the DTI with" case to justify use of the 

A. Tl' • 

..A.ssLUain~ t.lmt the financial and the goods aml services packages 

have been agreed in principle, the exporting company ia then in " position 

to put fonrnrd its bid to the customer. Negotiations bet.ween the customer 
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11ml t.he v11rious bidders may take plo.ce aft.er t.he teu!l~r:-. have lee•~ 

opened. 

-18. If the exporting ci>mpany is success( al~ u contract i.; 1l".'"a~1 up 

bet.ween the developin~ country org11nisat.ion sec!cin;~· the pr'1du1:t .·.nd ti!• 

exporting company. The contra.ct will specify t.he ~oods and s•;v\,es, 

incluJing any training, to be pro,.·ided by the e:.p• 1 t.•.ng company. 

Financial terms lfill be finalised and the nec("s;;;;1 '"J agreements er.tered 

into. 

49. Thereafter the exporting company has to see that it delivers 

the goods and services contracted for, uale.ss the customer and the 

company mutually agree to modify that a;;reement.. Not infre<1ue11t.ly the 

time-scale for the delivery of the goo~s and services has t.o be modified. 

This can be due to a number of reasons - delays in the production of 

parts by t.he main contractor or the sub-contr11ct.>rs, shipping problems, 

inability of the customer to fulfil on time the necessary local inputs 

because of physical or financial constraints, and so on. 

50. Where machinery is concerned, the contract often specifies a 

commissioning period during which the exporting company is required to 

have a t.eam on site to see t.hat the equipment is working satisfactorily 

to full operatinJ standards. Commissioning periods vary but 2-3 months 

is co:wuon. If the manufacturing processes are complex or unfamiliar, 

the exporting compllny often undertakes to station its own personnel on 

site for a considerable time aft.er the commissioning and if this is done 

both the cont.n.ct Rnd the i'rice paid by the customer will al low for this 

l\rrangement. 

51. Where the contract specifies the provision of tr<Lining, details 

of what is required are not always spelt out. The exporting company has 

to discu 148 thia; subsequently with the oversrnns customer. In many instanCt!s, 
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nrr1111~emel"ts cannot be finalised until any language prubl em has been 

identified, the basic skills 11nd knowledge of poteutinl trainees have 

been assessed and the sub-contractors, if any, involved in the training 

process identified. 

5 " -· Contractual obligations do not usually require an exporting 

cowpo.ny to monitor the progress of o. project once the commissioning 

period and any immediate follow up contro.ct.ur11l obli~11t.ions are completed. 

~evert.heless, some exportin~ countries make a. pro.ct.ice of continuing to 

keep in touch with ti.cir customers which can be beneficial to both sides, 
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SECTION 5 

THE ROLE OF THE COP.UtERCUL BANKS 

53. A full description of the banking network based in the 

United Kingdom and the range of services they offer would reqJire a 

separate report of its own. For the purpose of this report, however, 

it is sufficient to sketch in the main framework and then describe how 

it operates in respect of mixed credits. 

54. The first group is the London clearing banks, i.e. Barclays, 

* Lloyds, Midland; National \Vestminster and Williams & Glyn's (the Scottish 

clearing banks are associated with these banks also). Each of these 

groups has an international banking arm with headquarters in London. 

They are all concerned with export credits and with organising project 

finance. Each of these banking groups has subsidi~ry or associated 

banks or representutives based in both developing and developed countries 

around the world. These links with other banks and financial institutions 

make it possible for them to marshall financial resources for overseas 

projects. 

55. Certain of these banks, together with the Grindlays Dank Group 

and the Standard Chartered Dank Group provide domestic banking facilities 

overseas. They have e:i.;tensive networks in many parts of the world, 

including La~in .America, the Far East, the Middle East and Africa. They 

are thus well placed to offer financial support in respect of export 

projects in the countries in which their networks extend. 

56. Another group of United Kingdom based banks a1·e the merchant 

banks, of which there are about a dozen. They do not provide ordinary 

banking facilities to the general public. Their role is to provide a 

--
. · .. ,': ·1;,: :1~; ! r.,i 1•rs1t.-· .. : 1.;r~·!··r tl;:1t r1~\r,', 1 :. 
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variety of banking facilities, such as public issues ;;;f shares, investment 

advice, etc. and some of them also specialise in organising finance for 

international trade. Like the clearing banks, they have agents in 

various world trading centres and provide information about industrie~ 

and co1D1Dodities, tradP conditions and the standing of firms. 

57. A.s London is one of the major financial centres in the world, 

there are many foreign-based banks with branches or .subsidiaries there. 

Providing they are rPcognised by the Bank of England -the Government­

owneJ reserve bank- under the Bank Act 1979 and are a~ceptable to ECGD, they 

are also eligible to act as sole lenders or syndicate lenders for fixed-rate 

exrort finance. Licensed deposit takers may alsc, with ECG[''s approval, 

rarticipate in lenJing syndicates. 

58. The major commercial banks are in the business of borr~wing 

and lending money. They have to cover their costs - the services they 

provide to their clients, including the costs of staff, acco1D1Dodat1on, 

computers and other overheads - and they have to make a profit t.o carry 

on the business. The lending banks earn income b~th from fees and from 

interest on the money they have lent. Merchant banks generally, by 

comparison, have to rely more on fees for the organisation of loans and 

the provision of services in putting together financial packages, 

although they also have loan portfolios of their oYD. They have been 

described as "financial engineers". 

59. Banks can provides-

(a) advice and gener6l guidance for their clients on financial 

and aid matters. 

(b) funds for financing international trade, either supported 

by ECGD or without such support. Such funds can be io 

3terlin~ or in other major currencies, acceptable for 

export credits 1-!;Uartrntec purpo.11e» 
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(c) in most major project cases, a package of finance has to 

be put together which might consist of J:;CGD supported funds, 

aid, and funds raised in the market. In the latter case, 

the credit rating of the client must be sufficiently high 

for the banks to be prepared to lend on their own account. 

60. Bo.nks like to spread their risks and that means spreading 

their investments. They exercise prudence in their exposure to each 

country; every bank makes its own judgement as to what the limit should 

be in a particular country. Where export credits are concerned, if the 

bank can obtain a guarantee from ECGD it is likely to be willing to 

provide the finance even where the country's credit-rating is presently 

low. But under ordinary export credits arrangements, EC(iD will not 

guarantee more than 80%-8~ of the finance for the contract. So the 

bank either has to carry the remaining l~-2¥ within its country credit 

ceiling or look for finance elsewhere - probably from the overseas client 

or in the fonn of o. syndicated Eurocurrency loan. 

61. In o.pproved mixed credits projects, the problem does not 

usually arise because the aid element is these days not less than 2~ 

nnd the export credits element does not therefore exceed 1f'/f.. In 

principle, it could therefore be fully covered by t:CGD. llowevcr, if the 

aid element in a mixed credits project is the subject of a separate, 

though related, agree1Dent, the commercially financed contract may have to 

stand on its own. In that case, t:CGD would not be nble t.o cover more 

than 8~ of the commercial loan. (~ee Section U for a fuller description 

of ):;CGD guarantees). 

6 •> -· "Export credits" is the simple term used to describe the 

arrangements whereby a bank loan.IJ money to finance the cost of esporting 

f..!:OOds and Rf'!rvices until the buyer settles the 11ccount. Much of this 



trade is of u repetitive kind, in standard or near standard goods, with 

credit usually extended over short periods, nod is not the subject of 

this study. There are, however, projects and lnrge cllpital goods 

business of a non-repf'titive no.ture, usually of high ·r11lue and often 

involvin~ leng;lhy credit tenns. This is the type of business for which 

export credit finance i• provided as part of a mixed credits project. 

63. There ure two ways in which such longer term export credits 

of twc years or more may be arranged. The bank loans money either to 

the exporting company - known as supplier credit finance - or to the 

o\·erseus borrower - knoWT• us buyer credit finance - to pay for the goods 

nod services pro\·iJed by the exporting company. The arrangements for 

supplier credit finance are that the exporting company sells its product 

to the overseas customer on deferred payment terms, borrowing from a 

bunk in the United Kingdom to finance the cost of supplying the goods 

und services from the time they are provided (shipped in the case of 

goods) until the final 1,ayinent is received from the cust.omer. Buyer 

credit, on the other hand, involves the bnnk loaning mon.:y to the 

overscns customer to enable prompt payment to be made to the exporting 

company for the goods and services it is supplying. 

In the case of supplier credit, repayments to the bank are 

the responsibility of the exporting company which, in turn, looks to the 

overseas customer to make agreed payments to it, as stipulated under the 

contract of sale. The repaywent period and interest charges will vary 

• according to the terms under whic.• the exporter has contracted with his 

overseas buyer. However, arrungemer.ts can also he m6de for t:roD to 

guarantee the bank in respect of the credit it extends to the exporter. 

Buyer credit does not involve the exporting company in the loan 

arriu1µ;ement dinctly, nlthou~h the contract to supply the goods and 
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services i:,; intimately associated ,.:.•h the terms of the loan. Interest 

rates ai.d the repayment pt:riod for the loan will he specified in an 

agreement between the bank and the over eas customer. The exporting 

company will have an interest in +,he negotiation of these terms because 

they may well play a crucial part in whether it wins the contract. 
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SECTION 6 

TUE ROLE OF 'rIIE EXPORT CIUillITS GUARA....'ITEE DEPAH'fl.lt.:NT 

66. A. most succinct description of the functions of the Department 

is given in its own booklet describing its servicess "ECGD, which is a 

department of the Government, assists exporters both of goods and 

services in the following wayso Firstly it insures them against the risk 

of not being paid - whether through the defu.ult of the buyer or through 

other causes, such as restrictions on the transfer of currency, 

cnncellution of valid import licences, etc. Secondly, it furnishes 

guarantees of 100 per cent repayment to banks. On this security banks 

provide finance for the support of export contracts at favourable 

interest rates. ECGD insures new investment overseas against the risks 

of wn:-, expropriation and tl!c: restriction of remittances. ECGD also 

supports the issue of perfonnance bonds, and guarantees contracts 

expressed in acceptnllle international currencies as well as sterling, 

including cover against fluctuations in exchange rates adversely affecting 

exporters' tender price in a foreign currency". 

61. ECGD is a government department oper-• 1g as a business, 

balancing income and outgoings over the years. /ing normal insurance 

principles it offers a full export credits insurance service against 

pllytn<:nt of premilDDs 0 Exporting companies pay the premiwns for this 

insuro.nce which are adjusted from time to time by ECOD to take into 

account the risks of not being paid. 

68. A.bout 90% of EC<iD business is handled on the commercial basis 

described in the previous paragraph. However, there is a facility to do 

bu11ineHs not com:->nt ible with a purely commercial approach; this is done 

lls ll puhl ic 11ervice in the nuti<mal interest. The same broad underwriting 
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principles are, however, applied to cover given in the national interest, 

and the solvency of these operations has also to be maintained. 

69. Soce of the various supplementary services provided by ECGD 

in conjunction with export credit generally ure described in the UNIDO 

Information Po.per "Policies of Export Credit Agencies in Financing of 

Training Component in Industrial Projects" by Joan Pearce ( UNIDO/PC5-I 

of 28 September 1982). Brief descriptions of those services currently 

available o.nd of some others are given in Appendix C. 

70. The main task of ll!GD is to underwrite the risks 

(o.) to exporting companies anrl banks, in the case of supplier's 

credit, that payments will not be made on the due dates 

specified in the contract for the goods and services 

exported from tue United Kingdom; or 

{b) to banks, in the case of buyer's credit, that they will 

not receive interest or capital repayments on the due 

do.tes in accordance with the loo.n agreem~nt. 

These insurance arrangements apply to both developing and developed 

countries. 

71. The "supplier" and 111J1.,jer11 forms of export credits finance 

have already been described in paragraphs 62 to (5. ECGD's support 

for both forms of finance enables banks to provide loans at fixed pre-

ferential interest rates for longer term credits (except for EC countries) 

on up to 8~ of the value of the contract. 

72. To be eligible for an export credits guarantee, the overseas 

customer must be considered a reasonable risk. That is to say the 

country is expected to be o.bl e to meet i tll debt coiwni tments and the 

organisation placing the order is expected to be uble to meet both 

capital and interest payments on time. t;CGD is able to guthcr information 
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from m11ny sources, both about t.he state of each individu11l overseas 

market, the economic risks associated with it and the credit verification 

of overseas buyers. On certain markets, where demands for cover exceed 

the available resources, t.'CGD has to limit the overall amount of 

potential liability which it can accept. A continuous watch is kept so 

t.ho.t limits may be adjusted ns soon as conditions alter. 

73. ECGD does not. directly provide finance for export credits but 

Lhe insurance cover it offers facilitates this form of lending by the 

banks. It also influences the terms on which banks will provide 

guaranteed export credit..s finance. However, EffiD does subsidise interest 

rate" from public funds on export credits of 2 years or more; i.e. the 

fixed preferential interest rat.es described in para~ro.ph 7l - see al so 

paro.~raphs 95-97. 

74. Whilst. they negotiate the best terms they can for their clients, 

it. is in the interests of the banks to ensure that the money they lend 

is as secure as possible. The export. credits finance they provide is 

therefore dependant on the underwritin~ limits and conditions set by 

the Department.. 

75. This limitation affects export credits finance in o. nl.Dlber of 

ways. Present t;CGD practice is as followss 

(a) major capital goods projects enjoy longer re 1>ayment. 

periods than services projects. The former often 

ext.ends for ten yenrs - in exceptional cases longer 

whili;t the latter is limited to a mo.xi1uum of five years; 

(l>) a minimum down payment of l~ is required; 

(c) not more thnn 15% of the export. credits finance may be 

used for loco.l or other non-UK cost£. {Specinl rules 

upply to l'X co.stfi) .. W1t.hi11 that lim1t11t.ion, the .sum 
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16. So fo.r as .ECGD is concerned, there are two main tests to be 

applied before they will consider underwriting export credits, whether 

they be for industrial training, infra-structure or llllY other fonu of 

goods and services. The general considerations ares 

{a) whether the country concerned is an acceptRble risk 

or not.; 

{b) the credit-worthiness of the borrower, guarllntor, etc. 

Other (io1.-enunent departments - the DTI and 'l'reasury, for extu11pl e - may 

take into account different considerations. 

1i. So far as the first consideration of ECGD is concerned, many 

developing countries are at present experiencin,~ greut difficulty in 

meeting their finllncial obligations. The world recession nnd high 

interest. rates hnve combined to put them in a IJeur-hug. A. slnckening in 

dcmund for their exports limits their opportunity to earn foreign exchange. 

High interest rules on foreign borrowings result in a dn•in on the reduced 

foreign earnings. Inevitably, in present circtDD.st;mces, tht• munber of 

developin~ countries wlaich will be classified as an acceptable risk is 

likely to be less than in more prosperous times. Shortage of foreign 

exchange is one reason why tlais difficulty could occur. 

78. Regarding I:;ClilJ'.s .second consideration, the credit-worthiness of 

the borrower, guar1Lntor, etc. refers to t.hP. ability of the ur,~nnisntion 

concerned Lo rep11y the export credits. Situations hnvc arisen where the 

horr"wcr is viable enough to meet. the rcpaywc11t obligations lrnt the money 

is not rc:11ittcd to the United l(in:~dom or the remittuncc Luke.Ii a long time 

to arrive through no fault of the borrower. 

1!J. As with other export credits gunr1Lntccs, the e,.:,ort credit& 

clement of n Plixcd credits project has to he 111c11sured nr~ninst ti,(• normal 

criteria descrihcd nbovc. Where cx:,ort credits hnvc 1·eachc1l or arc 
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nearing the credit ceiling, it aay not be possible to accoamodate all or 

any of the commercial element in such a project. There is no automaticity 

about the provision of an export credits facility even though an ATP 

proposal has been accepted under the developmental criteria {see Section 8). 

80. However, if the mixed credits project is acceptable against the 

ECGD criteria, the usual arrangement is that 2~ or more of the cost of 

the contract is met from the aid prograaae. The remaining 7~ financed 

from coaDercial sources would be eligible, in principle, for full EaiD 

cover as it falls within the aaximla guarantee of 8~ 

81. But if the aid element in a mixed credits project is the subject 

of a separate - though related - agreement {say a separate training 

package specifically financed from aid), then the position could change. 

The coamercially financed contract may have to stand on its own, in which 

case ECGD guaranteed export credits could not exceed 8~ and the balance 

would have to be found in other ways. 

82. For capital goods on longer term credit, i.e. for 2 years or 

more, cover for supplier credit is available from ECGD for both the 

exporting company and the bank. The Department has to be approached 

before negotiations between buyer and seller are complete if these specific 

guarantees are being sought. .Agreements between all three parties have to 

be drawn up and signed after ECGD has considered the terms of the contract 

and the deferred payment terms arranged with the buyer. 

83. Guarantees for buyP.r credit financing of exports can also be 

offered by ECGD where the buyer is to be financed direct by a United ~ingdoa 

bank. Exporting companies often ask banks to arrange such loans for 

overseas buyers or borrowers; contracts have to be for U1. goods and aervicP.a 

of £1M or more. It is essential to approach EOiD early. 
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Four sepnro.te ugreements have to be conclu·ted at about the same time. 

{i) a supply contra.cl bet..-een t.he British supplier and the 

overseas buyer, for the supply of plant o.nd equipment. 

and possibly for construct.ion of t.he project. 

(ii) a loan o.greement. bet.ween t.he fina.ucing bank amt an 

overseas borrower to provide finance for the bulk of 

the po.yment.s under the supply contract. or contracts 

(iii) o. guarantee given by ECGD t.o t.he financing bank t.o 

cover t.he risk of non-pa)'lllent of principal or int.crest. 

{iv} a premiwn o.greenient. bet.-een the British supplier and 

ECGD. 

8-1. As pnragraph 75 makes clenr, the minimlDD down payment. required 

wi t.h lln export. order is l ~; t.he remaining 8~ is the maximum which can 

be financed under ECGD export. credits guarantee arrangements. Out ECGD 

do not always underwrite the maximwo percent.age - 8~ is quite common 

nnd lesser percentages may be offered dependin:~ on particular circumstances. 

85. 
In the event of a default. on payment. under supplier credit 

insurance, the exporting company would have t.o bear part of the loss 

it.self. This is customary for all insurers. The percent.age of cover 

varies but it is nevl.?r more than 9~ of the sl.DD guaranteed {except in a 

very few specific instances where up t.o 9~ is allowed). If additionally 

t.he exporting co1opo.ny has paid for an EC!iD guarantee to t.he bank, then in 

certain circumstances it. may not. have t.o bear any share of the loss on 

the guaranteed swn. 

86. 
Where a default occurs under Ea.iD buyer's credit guarnnt.ees 

and it is clear that the exporting company has fulfilled all its 

obligations, including those set out. in the supply contract. with the 

huyer, tlw comp1rny would not h1\Vc to bel\r any shnre of ttw loss on t.he 
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guaranteed amount. 

~1. In the case of mixed credits projects, only tbe coamercial 

finance used for export credits is guaranteed. There is no insurance 

cover for the aid element. This confonas to nonaal practice because 

the United Kingdom Goverrment does not take out insurance cover on its 

own activities. 

A training project which is not part of a capital goods project 

is not likely to attract export credits finance. The same situation 

would apply to a feasibility study to assess what training was required. 

ECGD would expect these to be cash transactions between the overseas 

buyer and the supplier. However, the Department could consider offering 

a !>pecific Services Guarantee which covers all earnings under the 

individunl service contract. The risks normally covered are set out at 

Appendix D and the percentage cover of any loss is 9<J% of the sum 

~uaritnteed. Where the amount of business is sufficient, a company or 

consul tuncy may find it advantageous to apply for a Comprehensive Services 

Guarantee which offer slightly more cover at a little less cost. 

89. If the project to be underwritten is primarily for the supply 

of capital goods, the cnnditions described earlier are likely to be 

:nore ensily sntisficd. l::CGD is not concerned if training is included in 

such n Ci>ntract providing it. does not form a high pr.>portion of the 

export packn~e. As capital goods orders at.tract a longer repayment period, 

ns instnnced by the cnse studies, training financed as part of such a 

contract al.so benefits from the increased spread of repayments. 

90. The provision of export credits for infra-structure projects 

would first be tested ngninst the conditions set out. in P"rugraph 16. 

Jf t.hf! outcome of lhc assessment. was favourable, the amount of export. 

crt>1lili; 1:111\rant .. c offcr1!il would depr.nd, in th~ first. in>4tnnce, on the 

"x P" rt c '"'tent. 
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91. If for example, the British equipment and personnel being 

provided was half of t.he cost. of a ruad, t.hen t.he guaranteed export. 

credits could go up to 8~ of t.hat. half share. llousin~ would not be 

ruled out but. usually domestic accouaodat.ion has a high local content. 

It follows t.hat in most cases only a small proportion uf the tot.al cost 

of such a project. is likely to be eligible for export credits. If fully 

prefabricated housing made in the United Kingdom is exported, however, 

then the guaa·antee could be a much higher proportion of the tr'-al cost 

since the export component would be larger and up to 8~ of that component 

might be underwritten by ECGD. 

92. Where the housing is a small part of a capital goods project, 

the situation may be more favourable even though the local content of 

the housing is still high. Up to 8~ of the whole package might. be 

guaranteed, including the housing. The major part of the export package 

would have to consist of United Kingdom machinery and equipment. and the 

overall size of the non-British element in the project financed from 

guaranteed export credits would be limited to a maximum of l~. If there 

was no other non-British goods or services paid for from t.he export 

credits, the amount of housing related to the project might re11ch l~. 

Converself, the higher the non-Dritish element. in the project, the lower 

the amount of housing which could be accommodated. If British made 

windows, doors, and other components were used for the housing, then the 
',, 
,J , export content would improve, and the amount of housing provided could 

increase. Each case is treated on its merits. Provision of a non-BriLi»h 

element. in an export credits guarantee is not automatic and in many cases 

no provision at all is allowed. 

93. Infra-structure for power and similnr services is in a better 

posit.ion to at.t.ract export credits guarantees. This is because the 
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export content for the machinery and equipment is a high proportion of 

the total cost of the project. Service support from the United Kingdom 

for installation and commissioning could also be included in the 

gu11r11ntee. 

!J4. A mixed credits project will be treated in the same manner in 

so far as the export credits element is :oncerned. However, if there is 

any non-British content in it., t.his adversely affects t.he ratio of 

Urit.ish goods and services exported for a given subsidy from t.he ATP. 

As will be clear from po.ragrnph 102 of Sect.ion 1 and para~raphs 149 and 

150 of Sect.ion 9, this is contrary to the int.ended purpose of the A.Tl', 

unless there are compensating advantages in a particular instance. 

95. Major trading nations have adopted various guidelines setting 

minimwn pnymenls by deli.,•ery and minimwn interest rates and maximllnl credit 

periods for officially supported export credits on tenos of two years or 

more. The guidelines divide countries into three broad categories, 

essentinlly on t.he basis of their per co.pita income; Relotively Rich: 

lnt.ennel!intes Jtelntivcly Poor. Developing countries are divided between 

the last two categories. 

96. The latest guidelines on export credit terms under t.he 

internotion11l consensus between major trading nations wl1ich would apply 

to den!loping coun',• ies ares 

Guidelines us 11t July l!J84 

Mi ninn.1r.i payments by deli very 

Minimum interest rates for 
credits between 2 and 5 
yea.rs inclusive 

Over 5 years 

Maximum Credit Periods 

l ntennediu te 

l~ 

11. 55% 

ll.9% 

8! years in 
some cases; 10 
years in others 

Helatively 
Poor 

l~ 

10.1~ 

10. 7% 

10 years 
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EC.uD subscribes to these guidelines but. in exceptionlll cn.ses it may 

adjust. ils offers to meet. a po.rticul11r situation e.g. where foreign 

competition may have already gone beyond the guidelines. 

97. The interest. r11tes are adjusted automatically at. six monthly 

intervals e.g11i·· it. a mu.trix of world interest rat.es so lhat changes -

up or clown - are reflected in the interest rat.es charged for any new 

export. credits fin1111ce. ECGD pays the b111t.ks the difference bet.ween 

these internationally agreed concessionary rates and an agreed commerciu.l 

rate of return. 

98. Under the international consensus, loans may be allowed for 

export cred~ts in certain foreign currencies. Where the intere:;t rates 

are low enough, this may be wore advantageous than a sterling loan. 



99. 
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SE.'CTION 1 

Till-: IWLE O.l-' TllE DEPA.llTmN'r OF 'fR.lDE .A.ND INDUSTRY 

The D'fl hus described its central aims ass 

"lo encouruge, assist, und ensure the proper regulution 

of British trade, industry 11nd commerce, to increase 

the growth of world trade and the national production 

of wealth" 

This study concentrates on the part plRyed by the Department in the 

encouragement a.nil assistance of British trade, industry and co1111Derce 

in one small aren mixed credits projects. 

l 00. It should be said at the outset that. the Secretary of State 

for Trade and Industry and other Ministers in the Department have overall 

responsibility for ECUD. However, whilst officials in the Dfl work 

closely with those in ECGD, the latter have their O'WD criteria on whether 

to extend insurance cover, be it for ordinary export credits or for 

mixed credits cuses (see pnragrnphs 76-79 of Section 6). The Treasury 

ure nlso concerned in this process, as described later (see Section 9). 

101. Although OU.A. provide the "soft" money in the mixed credits mix 

that il;, the Aid Rml 'fro.de Provision - and have the respousiliility of 

account.in~ for it, the entry point for an applicntion by an exporting 

c ompnny to use an a 11 oc at ion from this source is through the DTI. 

10:!. The A.Tl' scheme is e;isent.inlly intcndec.1 to enable the 

United Kingdom to mutch aid-assisted fore~gn credit. facilities. The 

Dep11rt.ment'H oh,jective is to maximise worthwhile e>.ports from the 

United l\lni.i;dom. "Worthwhile" usually meunlf exports with a longer-term 

nutional vnluc ~r1·1Lt. .. r limn thP i1umedintc return to the British firms. 
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This can arise from opening up or protecting future cowmercial oi,enings 

or est.11blishing new capabilities in the United Kingdom and \.'1ereby 

enhancin~ the prospects of future orders. 

103. Anothl:r national interest consideration is the effect. on 

employment.. The possibility of an order for goods or services likely to 

result in the retention of sizeable numbers of jobs or the creation of 

new employment opportunities could have an influence on the decision of 

the D'rI on whether or not. to proceed with processing a proposal. 

104. Economic considerations affecting the United Kingdom can only 

be considered on a case by case basis. For example, in the case ~f a 

country with a higher than normal risk factor, a judgement might have to 

be made on whether the longer term opportunities for exports or job 

retentions in the United Kingdom outweigh the risk involved. Such 

deci:-;ions are not. taken solely by thf: DTI - other Government. depo.rtments 

involved in ATP projects have to consider their stance. 

105
0 

There arc two priml\ry conditions which iimit. applications for 

support from the ATPo Firstly, the GNP of the developing country concerned 

must not exce~d US -.3,000 per head at 1981 prices. Secondly, the use of 

the Al'l' is confined t.o non-Communist. developing countries. 

106. In publicisin~ the ATP arru.ngements, the DTI st.Ille that each 

proposal is considered on its merits, but the criteria used in its 

evaluation includes 

(a) Commercial (i) There should be prospects of substantial 

follow-up orders on normal commercial terms; 

(ii) There should normd ly he evidence of 

foreign competition officially supported by a roellsure of 

funds on aid or other unusually henerous terms. 
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( b) Industrial The importance of the contract in 

relation to the United Kingdom com:,any, e.g. the effect 

on production capacity, product development, marketing 

strategy and employment. 

107. The scheme specifiC"ally ~xcludess 

(a) ltnury goods and military equipment; 

(b) business which could reasonably be expected 

to be won on normal commercial terms. 

108. Paragraphs 105-107 above, together w-ith paragraph 136 of 

.Section ~, swnmu.dze the considerations which should apply w-hen exporting 

companies decide w-hether or not to put in an application to the DTI. A.ll 

Uni t.ed Kingdom firms, whether consultants, manufacturers or contrP.ctors, 

wishing to export capital goods or services to a developing country may 

seek ATP support for their export bids within these criteria. 

IOU. The expoa·tin~ company normally establishes contu.ct through the 

officials dealing with trade to the developing country concerned or 

through the officials concerned w-ith the industrial sector to which the 

mu.nufacturing company belongs. In the case of large capital goods 

projects, the company may deal direct with the Projects and Export Policy 

Division (PEP). Responsibility for llTI policy and co-ordinntion 

concerning ATP proposals rests with part of P.l:P; all ATP proposals are 

eventually chu.nnelled through that section. 

11 o. Providin:~ the busineRs weets the criteria la.id down by the lYfl 

de.scrihed e1Lrlier and the development criteri11, the following proposuls 

c1rn he coni-;iderecl for nsHistance froru the A'l'Ps 

(i) cap1t11l projects; 

(ii) s11le of copit11l goods; 

( 1 ii) t1~ch11ic1ll cooperation, e.g. tr11 ining; 
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(i,;) r<lnsult.;rncics; 

(v) feasibility studies. 

:--: .. maally, the provision of (iii), (iv) or (v) undc1· t.he ATP would only 

nrise when included in a substantial capital goods project. but. there is 

some fl ex i bi l i t.y as ilesc r i bed under .:>ec ti on 8 - see pariq,~raph 132 and 133, 

for example. 

lll. Uy uo weens do a.11 ap11licut.ious prove worthwhile on this basis. 

The requirement to husham. ~·co.rec resources so that. t.hey cu.n make the 

great.est impact weans tlmt. mnny are turned down. 

l l ..!. It is al so t.he practice of t.he IYrI to sieve the applications 

aµ;1tinst. the developmental c ri teriu and al so to consider whether the 

application is likely to co11u11and :;ufficient !<''pport in the inter­

departmental cott1mittee (SCAT). The developmental . - J other considerations 

and the cotuposi ti on of !:>CAT are descriued in !:>ection 8. Those proposals 

which seem likely to meet the development.al criteriu nre sent. forwnrd to 

ODA; t.hey nre then considered simul tcrncously within both t.he IYrI and the 

OUA. 

113. Only about tE:n per ce11t of the applications pas:> the lYrI tests 

and nrc sent forward for consideration by the committee. 'fliis amounts 

to so1:1c -10-50 cases each year. The tUajorit.y of those eventually result 

in ATP off<:rs. However, experience shows Lhal only 1drnut. 011c third 

actually r1~sult in the nward of n contract. 

11·1. Once tlw np;1Iic1ttion has ultrnct.ed UTI su;iport, it is passed 

t.11 SCAT for c•>nsiclcrution againi:;t. devclopmentnl llrnl otlwr policy criteria. 
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SECTION 8 

TIIE ltOLE OF THE OVERSF.AS DEV.fLORfOO' AJMINISTRATION 

1150 The Overseas Development Administration - formerly the 

Ministry of Overseas Development - is the development aid agency of the 

United Kingdom Government. It is the source of the aid element of 

Government finance for mixed credits, called the Aid and Trade Provision. 

(ECGD does not provide finance when a mixed credits project is approved 

that is done by the banks - though it can subsidise interest on the 

export credits element. Finance would only need to be provided by ECGD 

if an overseas customer was unable to pay and the guarantee had to be 

invoked). An annual allocation for the ATP is made from the Aid 

Programme. A short description of the way the Aid Programme works and 

how the ATP fits into it follows. 

116. There are two sources of finance for the .lid Programme. By 

far the biggest is the annual allocation made by the Government from its 

own resources, i.e. taxation, borrowing, etc. The size ~f the allocation 

depends on two factors - the Government's view of the amount of money 

which iL believes proper to use for public expenditure and, against the 

competing claims of other public expenditure progrftJIDes, the proportion 

of public funds it considers appropriate to allocate to the aid programme. 

The second source of funds derives from the repayment of capital - aot 

interest - from aid loans made in the past to developing countries. The 

amount ir.volved has been considerably reduced following the decision some 

yea.rs ago to forego payment on most of the outstanding loan:.1 to the 

poorest countries. 

117. It may happen that o. developing country is unable to service 
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past aid loans due to an inab~lity to generate sufficient foreign exchange 

to meet its debt ~~rden. In these circwastances, the recycling process 

(i.e. the s~cond source of funds for the aid programme) is reduced and 

the total aid available is less than it would have been until that 

situation eases through debt re-scheduling. 

118. Although Government makes annual allocations for the aid 

progrll.lllDle, as for other public expenditure programmes, it also operates 

a rolling 5 year plan for all public expenditure progr&111111es. Based on 

this 5 year public expenditure plan, ODA. draws up more detailed plans for 

expenditure from the aid programme over a rolling 4 year period - this is 

kno'Wll as the aid framework. Within that framework, room has to be found 

for expenditure on all existing and foreseeable co111111itments as well as 

leaving room for new initiatives. Both the annual aid programme and the 

four year aid framework are drawn up on the basis of estimated expenditure, 

not commitments. This is important because it achieves greater flexibility. 

Some virement is possible under the present system. 

119. Forecast e~penditure for the aid programme/framework is divided 

in several ways. Firstly, there is a division between expenditure used 

for multi-lateral and bilateral purposes. In 1980, multi-lateral aid 

represented 27~ of the gross public expenditure on aid; leaving 73% for 

bilateral aid; by 1983 it had risen to 41~ whilst bilateral aid had 

dropped to 5~. In caah terms, there was a small drop in bilateral aid 

of £10M between the two years - from £70:M to £69~ - but this was out of 

a considerably larger total for aid - £967M in 1980 compared to £1170 in 

1983. 

120. Within tb1 bilateral aid section, provision is made for 

financial aid - for e~ample, project and programme aid, debt cancellations, 

CDC project loans - and technical cooperation - the majority allocated by 
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country but a sizeable amount provided for the British Council budget, 

research and development and other centralised expenditure. Separate 

budgeting provision is made for administration costs. 

121. As deseribed earlier, for many years the British Goverlllllent 

resisted the temptation to offer mixed credits. But in 1977, it was 

decided to make arrangements to match offers of mixed credits made by 

other countries. Accordingly, an allocation of funds within the bilateral 

aid programme was made for this purpose - the Aid and Trade Provision. 

This is the source of the "soft" money provided for mixed credits projects 

by the United Kingdom. 

122. In 1980, expenditure on the ATP was £22M out of a total provision 

for bilateral aid of £70:M and a total gross aid programme of £967)(. 

This reprtsented 3.1~ of the former and 2.2~ of the latter. By 1982, 

ATP expenditure had reached £6:Af out of £674M bilateral aid and out of a 

total gross aid programme of £1,08~. The percentage of the bilateral 

aid programme spent on the ATP had risen to 9.3~ and to 5.81% of the 

total gross aid programme. These figures suggest a growth trend in the 

ATP over the last few years but because disbursements from both the ATP, 

bilateral aid and the total aid programme can fluctuate depending on the 

identification and processing of suitable projects, the rate of draw-downs 

and other factors, the amounts and percentages can vary from year to year. 

This is illustrated very well in the 1983 figures. ATP expenditure was 

£3:1,f out of £69~1 in bilateral ai~ aa1d a total gross aid programme of 

£1,l70t.t. The ATP had dropped to 4.1~ of bilateral aid and 2.8~ of total 

gross aid. Yet there was no change in policy. 

123. Applications which are supported and sent forward by the Dl'I 

are processed initially in ODA by the Aid Policy Department - a department. 

staffed jointly with the Foreign and Coa.onwealth Office. If a worthwhile 
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proposal is receiYed, an allocation would be considered, pruYiding the 

ODI. developmental criteria are met and sufficient funds are available. 

Occasionally, applications to use the ATP do not follow the usual pattern 

described in paragraphs 101, 109 and 112 of Section 7 - small technical 

cooperation proposals, for example - in which case the ODI. bas to associate 

the DTI with the proposal as soon as possible. 

124. The ATP is usually made available for specific projects 

although exceptionally a few country lines of credit have been given. 

The aid element of a financial package is now nonaally provided in grant 

form; as explained earlier, the major share of financing is provided by 

the banks usually under ECGD guarantee. The aid offer is conditional 

upon a specific contract being placed with a United Kingdom company. 

125. Lines of credit are agreements with developing countries which 

provide a framework for using ATP funds which have been eaniaarked for a 

particular country. Projects eligible for consideration ior funding under 

the line of credit are identified usually by a mission, including 

representatives of ODI., D'fl and sometimes ECGD, visiting the country. 

Although it is agreed that these funds will generaily be used in 

association with guaranteed export credit~, the availability of the latter 

depends on ECGD's normal requirements and procedures set out in Section 6. 

As such,lines of credit do not guarantee the availability of export 

credits either generally to that country (e.g. if the country limit is 

exhausted) or to any specific project. 

126. Whilst the procedures for handling mixed credits under ATP lines 

of credit may be different, the criteria for accepting a particular 

project remain the saae. Finance for exporting capital goods and 

services would still be based on a mix of co111Dercial loans ~uaranteed by 

ECGD and aid. As with all other offers under the ATP, the aid ld 
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conditional upon the placing of a contract with a United Kingdom company. 

121. .I.II ATP proposals are referred to the economists for the normal 

project analysis and cost/benefit examination. The British })abassy or 

High Commission will normally be consulted. Where there is time and it 

is appropriate, the proposal is referred out to the relevant o~ 

Development Division. There are Develop:---t Divisions based in the 

Caribbean, East J.frica, Southern Africa, south t:ast Asia and the Pacific. 

128. Apart from the economic analysis, the aid administrators are 

expected to consult the relevant in-house advisers. In the case of 

industrial projects, these would usually be the engineering advisers 

and industrial training advisers (the latter based in TETOC); where 

appropriate, the mining adviser a~d the management training adviser 

would be brought in. 

129. Policy regarding the use of the ATP is being developed in the 

light. of experience and following the recent new "Guiding Principles for 

the Use of Aid in association with Export Credit and Other Mark.et Funds" 

issued by the ~C. These are set out at Appendix A. 

130. What. the Guiding Principles state is that. there shoul~ be a 

minimtm amount of aid to be offered whether for technical cooperation 

or capital aid - &s part of a mixed credits pack.age. This is backed up 

by the OECD conlensus on mixed credits. The Guiding Principles call for 

a minimum uda content {the grant element) of over 2~. Because the 

United Kingdom believes that mixed credits should be expensive in 

concessional aid, it aims fo~ a grant element of over 2~. 

131. The calculation of the grant element is very simple at present. 

In the case of the United Kingdom, it is the percent.age of the total 

United ~ingJow -upported mixed credits package provided by way of ATP 

i;raut.. (The grant element in an aid l uan may I.Jc culc ulnt.ed tlccording to 
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the recognised formula). OECD have agreed that any subsidies inherent 

in the consensus rates for export credits {e.g. interest subsidies) will 

be zero rated, i.e. they will not be counted in assessing the grant 

element under the Guiding Principles. 

13~. The Guiding Principles allow an exce!ltion. Ou de uainimis 

grounds, providing t.eclinical co!>peration is less than ~ or less than 

~lM of the contract, whichever is the lower, they will be disregttrded by 

the Ill.C. Normally, such proposals would provide for 10~ of the UK cost 

of the project or of the technical cooperation component in qut.-stion of 

a larger project. 

133. The type of proposal which might be considered under these 

special arrangements would still need to be coonercially oriented. It 

could include small inputs of equipment, training or consultancy services. 

It may include the provision of UK personnel under technical cooperation. 

It could cover any or all of these forms of assistance within the 

finl\ncial limits described. Whilst the proposal may not have a link to 

a specific commercial project, it will have to have specific export 

opportunities from the UK as its aim. 

13·1. J.. particularly interesting development is the financing of 

technical assistance from the ATP as a back-up to projects financed from 

multi-lateral sources where the contract to supply goods has been awarded 

under normal tender arrangements to United Kingdom exporting companies. 

This is particularly appropriate for industrial training. 

135. Trainin~ packa~·~s which exceed the 1 imi ta given in paragraph 

132 are not excluded. They do, however, have to meet the more stringent 

requirements laid down in the Guiding Principles. 

136. .Any J..TP proposal has to meet the developmeu. criteria as followss 
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(a) it has to be regarded as a high priority in the 

development plans of the developing country concerned; 

(b) it should help to create industry and jobs abroad 

without producing over-capacity; 

(c) the technology involved should be appropriate to the 

country concerned; 

(d) it has to be sound in concept; and 

(e) it has to offer good value for money. 

The ODA. is answerable to Parliament and the Treasury for the proper use 

of aid funds, including the ATP, so it bas to ensure that aid money is 

used to fulfil the purposes for which the money is provided. 

137. Most ATP proposals which are sponsored by DTI are presented to 

an official inter-departmental coDDDittee - the Sub-Committee on Aid and 

Trade (SCAT) - chaired and serviced by ODA. on which the DTI, ECGD, Treasury, 

Bank of England and the Foreign and Commonwealth Office have representatives. 

The roles of most of the participants are set out in the report elsewhere. 

Bank of England interests centre around the general economic effects which 

any proposal might have on the United Kingdom. The Fon~ii~n and 

Commonwealth Office will be concerned with the political implications, 

taking into account also the views of the relevant United Kingdom 

diplomatic mis~ions. If the proposal is found by ODA. to meet the 

developmental criteria and it is supported by SC.lT, it then goes to the 

Minister for Overseas Development or to a senior ODA. official for approval, 

depending upon the size of the project. 

138. The exporting company is informed of the decision by the DTI. 

If the application is successful, the ODA offers the overseas Government 

through the British lligh Commission or Dubauy, a grant in support of the 

UK exporting company's bid. If accepted, negotiations between the 
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United Kingdom exporting company and the overseas buyer proceed. ~ 

successful tender by the exporting c0111pany requires a contract between 

it and the overseas client supported by an agreement between the British 

Government and the overseas Govermaent covering the aid allocation to the 

mixed credits project. It also requires coamercial finance - either 

suppliers or buyers credit - guaranteed by ECGD as described in Sections 

5 and 6. 

139. If the British exporting company wine the contract, perhaps 

after further negotiation bet.ween the overseas clients and the most. 

competitive bidders, the co111111ercial contract is drawn up and signed. 

Parallel with this act.ion, the ODl sends the British High Co111111ission or 

f)Dbassy a government to government agreement for signature covering the 

aid element of the project. 

140. The CrolrD Agents are usually given the task of making payments 

under the aid agreement. These are normally made to the exporting 

company as the goods and servic~! are supplied or as doYD payments on the 

contract. 

141. Thereafter the ODA. require the exporting company to make 

periodica: - ''bsually quarterly - reports on the progress of the project 

until it is completed. If it. should appear that. the project. is running 

into difficulties, then ODl would have to consider with the overseas 

government. what act.ion could be taken to ensure satisfactory completion. 
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Sl.'Cl'ION 9 

"flIE ROLE OF THE TRF.lSURY 

142. Treasury involvement in the mixed credits field occurs in 

several ways. 

143. .A.s the Government department responsible for the budget and 

for the overall allocation and control of public expenditure, the 

Treasury is the "miniatry of finance" in the United Kingdom GoverDDent. 

The allocations made to the various public expenditure programmes are 

decided, in the first instance, by the ".'reasury and are subsequently 

presented to the Cabinet and Parl iamear~ for approval or modification. 

144. It is the Treasury, therefJre, who have a decisive influence 

on the size of the aid programme, subject to Cabinet and Parliamentary 

control. They also have a say in deciding the amount within the aid 

programme which will be allocated to the .A.TP. 

145. Since the United Kingdom Government is the ultimate g1.arantor 

of ECGD activities, the Treasury (in conjunction with the DTI) are 

concerned with the policy of providing export credits guarantees. They 

are also concerned with the strain on the reserves of ECGD arising from 

credit defaults because when the reserves are exhausted the Exchequer 

has to take on the burden of honouring the guarantees. 

146. So far as the policy is concerned, the Treasury in conjunction 

with the DTI h11ve been considering for some time the justification for 

continuing to provide export credits under the present arrangements. 

One consideration has been that the interest subsidy largel/ benefits 

only one exporting sector of the economy - the capital goods industry • 

.A.not.her preoccupation has been with the future arrangement.a for providing 
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export credits guarantees - whether the present ECGD should continue as 

the vehicle to perform this service or whether an alt·ernative organisation -

a public corporation, for e~ample - might appear more suitable. 

147. The running down of ECGD reserves has been recorded in the 

annual reports. Hitherto, the Department has op.rated on a self-financing 

basis for export credits guarantees. However, in 1982/83, claims 

exceeded premiums and interest by £146\I; cash balances invested in the 

Consolidated Fund dropped during the same period by ~200.6M from £481.3M 

to £280.7M. For 1983/84, the incidence of new claims has risen again; 

they exceeded premi1.111s and interest by £443M. Cash balances have been 

completely drawn down and the Department has had to borrow some £39M from 

the Exchequer to meet outstanding claims. This trend is expected to 

continue for a while yet. 

148. Formally, all EOiD operations require the consent of the Treasury, 

although in practice ECGD have delegated authority to deal with most cases. 

Specific consent is needed for the occasional case; for example, the 

Treasury would need to be consulted where a proposal involved new principles 

or where it is proposed to underwrite large amounts on lengthy repayment 

terms in a difficult market. 

149. The Treasury are also involved in the overall policy to be 

adopted in the case of mixed credits. They are concerned to see that the 

use of the ATP maximises the economic benefits to the United Kingdom. A 

further concern is thnt they wish to ensure that the scheme does not work 

to contradict efforts to constrain the international use of mixed credits. 

150. In the first regard, the Treasury require thnt the implied 

subsidy levels of ATP support (which is different from the OECD grant 

element) are kept to t.he minimum compatible with making a realistic bid. 

t~rthermore, to justify the significant subsidy levels involved, the 
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industrial and commercial arguments have to be strong enough to win 

their support. 

151. In the second regard, as explained earlier, the United Kingdom 

entered the mixed credits field reluctantly in order to match the offers 

by other exporting countries of credit on softer tenas through the 

medium of mixed credits. The underlying consideration was to counter, 

and thereby discourage, the use of mixed credits by other countries. 

152. The Treasury alao baYe to take account of wider implicationa. 

Some of the •national interest" considera~iona haYe been •entioned in 

paragraphs 102 and 103. Exports are an important part of the United Kingdo• 

economy. Whilst, therefore, they have a strong predilection towards 

measures which limit the coat to public funds of assisting exports - the 

financial constraint - the Treasury also have to balance this natural 

"watchdog" tendency with another "national interest" concern - the need to 

stimulate exports as part of its efforts to promote economic growth. 

153. A further concern is the poli~•cal perspective overseas. The 

FCO are the primary source of this pressure. But a number of participants 

in SCAT also have such considerations in mind - more perhaps for the 

economic consequences against a particular political backcloth than for 

any direct political interests. 

154. Developmental considerations are the concern of the OD.l. 

Nevertheless, the Treasury are well aware of the Govermnent•s aid policy. 

The Minister for Overseas Developme~t stated recently that i. was inteDded 

"to help the poorest countries with an eye to effectiveness •••• and also 

with an eye to British political and commercial interests". 
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Sll:TION 10 

THE ROLE OF THE CROWN AGDITS 

155. The Crown .Agents are used extensively as agents to pay claims 

on the aid programme. It is common practice for them to pay United 

Kingdom exporters for goods and services provided under "pure" aid 

arrangements. For ATP projects, the arrangements have been extended to 

cover the payments met from the aid programme. Payments from the 

coDDDercial loans are a matter for the exporting company, the banks and 

the ECGD. 
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P.lRT III 

THE CASE STUDIF.S 

SECTION 11 

Tilt: SELECTION OF THE CASE STUDIF.S 

156. As explained earlier, mixed credits projects have only been 

introduced in the United Kingdom since 1917. Of the 60 or so projects 

completed or in hand since that time, most are concerned with infra-

structure of one ~ort or another. Power and transport projects have 

frequently been financec! in this way. Only a handful of mixed credits 

projects have so far been concerned directly with industry as such but 

building up or modernizing the infra-structure does itself provide an 

essential base for successful industrialization. 

157. A.bout a third of the mixed credits projects have been concerned 

with power. Coal-fired, hydro-electric, gas turbine and even wood-fired 

power generation have all been financed in this way. Ancillary equipment 

and power lines have also been provided. Another third of the projects 

have been concerned with transport - land: water and air. Some have 

included aircraft or back-up maintenance facilities; others have included 

both railway and road transport vehicles and equipment. Both sea-going 

and inland waterway vessels have figured in the projects. 

158. Jther mixed credits projects have included ~elecommunications 

equipment, mining and irrigation as well as the four manufacturing projects. 

There have also been a small nlmlber of studies which were eli:pected to 

lead to capital goods project•; not all of these projects have 

materialised. 

159. Apart fro~ the type o. :ts which had heen financed from 

mi x e d c r .. d i t. s , t. her"· were o t.lu? r c o 11st.r111 n t, s on the ch o i c e. I t. was 
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desirable to obtain the aaximlD cooperation from the Government 

department•, the exporting companies and the banks. Some project• which 

might otherwise have been selected were therefore ruled out because of 

reserYations expressed by one or other of the parties involved. In 

practice, this bas not proved to be a major handicap although the 

geographical spread might have been a little more balanced had complete 

freedom of choice been possible. A few projectN were excluded because 

the inclusion of a formal trainin~ element could not have been expected • 

• 
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SECTION 12 

ANALYSIS OF THE CASE STUDIES: FINANCE; 
TRAINING AND INFRA-STRUCTURE 

160. Ten case studies involving mixed credits were selected. Four of these case 
studies concerned manufacturing industry, two the mining industry, two the public 
transport industry and two power generation industry. Five were projects in 
Africa, three in Asia, and two in Latin America. 

161. Specifically the selected case studies dealt with: 

1. complete Steel plate mill 
2. rod and wire mill 
3. complete jute carpet backing factory 
4. rehabilitation and expansion of jute mill 
S. mechanization of existing coal mine 
6. expansion of open cast phosphate mine 
7. supply of bus chassis (bodies to be built locally) 
8. supply of bus chassis and knocked-down bus bodies 
9. supply of small/medium hydro-electric plants (including identification 

of suitable sites) 
10. supply of steam-powered turbine generators for new power station. 

162. The analysis of the ten case studies concentrates on the financial, training 
and infra-structural contents. 

163. Financial details have been collected from more than one source and the 
figures provided did not always correspond with each other; a choice had to be 
made in such instances. They are broadly correct but there could be small 
discrepancies, especially in relation to on-going projects which may also be the 
subject of more substantial change as they proceed. The terms on w~ich existing 
finance has been provided are, however, settled. 

164. Training and infra-structure are dealt with together later in this Section. 

FINANCE 

165. So far as finance is concerned, the case studies illustrate a number 
of points. 

166. Firstly, for completed projects the grant element has been calculated 
on the present basis; for those still continuing the grant elements specified 
in the aid agreements have been used. On this basis, there are four cases in 
which the aid agreements have been used. On this basis, there are four cases 
in which the grant element is less than 2S% and they all pre-date the 1983 DAC 
Guidelines on mixed credits (Appendix A). Some cases are considerably higher 
than the 2S% minimum and one reaches 100% on the technicality that it is a 
completely separate though related contract. 

167. Secondly, one of the case studies includes an aid loan. 
Present aid policy is to normally offer grants for mixed credits projects. 

168. Thirdly, although training in varying degrees figures in all the case 
studies, aid has been tied to this element of the project in only two of them. 
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169. Fourthly, the scele of the finance varies considerably bet•een 

the case studies. This is broadly repre~entative of the mixed credits 

projects to date as a wh~le. 

170. Fifthly, buyers credits were arranged for seven of the projects 

and suppliers credits for the remninder. It is not clear what factors 

were involved in arriving at the decision to use one rather thn.n the 

other form of export credits. The size of the credits and t.he type of 

exports involved may well have played a part. 

171. Sixthly, tbe terms of the export credits loans vary. This 

reflects various factors such as the amount and toughness of competition 

being faced, the importance of the project to United Kingdom exports and 

the intere::.i rat.es and repayment periods which could be offered under the 

consensus at the time. In some instunces, non-sterling louns were raised 

for export credits where this facility provided more advantageous terms 

for the buyer. 

172. Lastly, financial arrangements for two of the larger projects 

included the raisin~ by the banks of ordinary commercial loans to help 

meet costs which were not covered by the mixed credits. 

TRAIN ING AND INFRASTRUCTURE 

173. Training figures in all ten of the case studies. Many of the case studies are 

themselves infra-structure projects related to industrial development -

even buses provide trunsport for industrial workers between homes and 

work places - as well us providin1~ industrial tr11inin1~ opportunities. 

Some cases fall squ1:rely within the terms of reference with infra-

structure as part 01· the industrial project. 
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The Steel Projects 

114. Both steel projects provide for a sizeable training input. 

Case No. l is still in its early stages and the training programme is 

still being fleshed out. What is evident is that the exporting company 

is concentrating on munagement and supervisory training - apart from a 

few key operators in the advanced technical processing plant where 

highly trained personnel are vital - but this is against a background 

where several steel plants already exist in the country and certain types 

of steel products are already being produced under Stage I of the 

development of the new steel complex. The division of the management 

training and control into four systems ensures that all aspects of the 

running of the plant are covered. Much of the training is planned to 

take place abroad, including training at a suitable steel making plant in 

a developing country. It was the customer who decided the extent of the 

training to be provided under the contract. 

175. Language may be a problem. This will depend in part on the 

language capabilities of the chosen trainees and those of the instructors 

who are to work on site. During st~ge I of the project, the instructors 

were given a course in the national language. A similar solution may be 

adopted again although for those trainees sent abroad, command of the 

language of the country where they are to be trained will be an important 

prerequisite if the arrangements are to have the maximmi benefit. 

176. The circllllstances in Case No. 2 contrasts with that described 

auove. The size of the plant is clearly smaller; there is virtually no 

trained work force to draw on; and the production processes, though 

modern, are leas complex. 
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Although the reasons for initially limit~g the project to rod and wir~ mill were 

economic, it does provide a breathing space to build up experience and 

train a skilled work-force at all levels before moving on to the fully 

integrated stage. 

111. In this case, language was clea:ly a problem in arranging 

training. Given the aparaity of relevant skills, the provision of a 

training team for a lengthy period was an essential requirement. 

Training for over l~ of the work-force was also provided overseas. 

Back-up by a tea.m from the exporting company for an eighteen months 

period following commissioning should help to ensure that teething troubles 

can be successfully overcome. 

118. In both cases buildings and equipment have been provided for 

training needs. So have infra-structure needs directly associated with 

the mills. ~ small amount of housing has been provided in Case No. 2. 

119. Another facet of these two cases is that the finance arranged 

as part of the deal included loan money which was not part of the mixed 

credits project itself. The use of this money was not, therefore, tied 

to the purchase of United Kingdom goods and services. It follows that 

in such circumstances there is greater flexibility available for 

financing both third country and local costs. 

The Jute Projects 

180. Case No. 3 illustrates a situation where the customer provided 

the down payment. Detailed training arrangements were settled and written 

into the contract. Thia was possible because the operational and 

maintenance training could be provided by the expor~ing company at its 

own jute mill where carpet backing is also produced and sold commercially. 

181. Management aod supervisors were the key personnel chosen for 

the overseas training courses. Apart from the small t~am sent out to 
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instal the machinery and equipment, the company proYided two senior 

personnel for the two months coamaissioning period and the first six 

months of operating the factory. This was against the background that 

jute milling had been practised for many years in the deYeloping country 

concerned. 

182. Language was not mentioned as a problem. Neither was infra-

strueture although steel framework for the factory building and ancillary 

equipment was provided under the mixed credits project. 

183. In Case No. 4 there is an interesting example of both the 

purchase of new capital goods and the rehabilitation of existing machinery. 

c~nsiderable experience of jute milling already existed in the country 

and the exporting company, which had supplied some of the original 

machinery at the mill, had maintained a good relationship with the 

customer over many years. It had assisted, where possible, with the 

provision of spares when foreign exchange constraints in the developing 

country had made purchases difficult. 

184. No overseas training was considered necessary because it was 

simply a case of up-dating the production, operating and maintenance 

techniques of experienced staff. Language was not mentioned as a problem. 

Neither was infra-structure. 

The Mining Projects 

185. Training formed an essential prerequisite laid down by the 

developing country when calling for tebders in Case No. 5. The 

introduction of mechanised mining underground clearly called for a 

thorough grounding of the work-force in the new techniques and this waa 

recognised in principle from the outaet. 

186. However, the original proposals concentrated on the training of 

new cnti·nnts
0 

Discuasiona between the exporting company, the sub-contracted 
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mining consultants, the developing country clients and an ODA. industrial 

training adviser resulted in a trai~ing package being devised which 

should provide more effective training for the same cost. 

181. .ln import.ant. outcome of these discussions was the concentration 

of training on the managers/engineers, middle level management and skilled 

operators. Trainers were also included so that knowledge would not be 

lost. 

188. Language was a problem and provision was made for English 

language training for the trainees. No infra-structure is being provided 

under the contract. 

189. The arrangements under Case No. 6, which is in its early stages, 

is unusual in two respects. First the initiative for financing the 

project under mixed credits came from the O~. It was complementary to 

an on-going project fur the up-grading of a super-phosphate fertilizer 

factory which was already being financed under the aid programme. 

Secondly, the exporting company had been engaged previously as consult.ants 

under technical cooperation arrangements. They are now the managers of 

the mixed credits project. in conjunct.ion with the local st.ate owned 

fertilizer company. 

190. Equip111ent is being supplied by sub-contractors who share the 

training with the exporting company. Long term training of senior staff 

and foremen in the United Kingdom is to be organised by the exporting 

company; short term tre.ining will be arranged by the equipment 

manufacturers, mainly in t.be United Kingdom. There will be a certain 

amount of "on the job" training locally and some local personnel are 

&lready familie.r with drag-line equipment. 

191. Language has not been identified as 11 pr->blem unil no provision 

hBs been made for langua~e training. The contract include~ the provision 
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of infra-structure directly related to the project but it does not 

provide for housing or other social amenities. 

The Bus Projects 

192. Cases No. 1 and 8 are both concerned with public trd.nsport 

the provision of buses to state-owned companies. In Case No. 7, the 

trainin:; elemeat appears to be low although this may be due to the 

assistance already being given in the running of the company's workshop 

from another source. Als~ it was one of the first of the mixed credits 

projects. 

193. Case No. 8 is much larger. There are four times the number of 

bus chassis and 50 bus bodies which have to be assembled locally under 

the supervision of a United Kingdom sub-contractor. There is a definitely 

identified training package, which forms a separate but related contract, 

in the mixed credits project. The ten man support team for the project 

also provides training and there are periodical visits by specialist 

trainers from the United Kingdom. Apart from this training in workshop 

maintenance, there is also a request for support in the administrative 

and management operational fields. 

194. Language training has not been provided in either case - it may 

have been needed in one instance but not in the other. These are both 

infra-structure projects in their own right. 

The Power Projects 

195. As hydro-electric generation is used in other power stations 

in the country, the necessity for training under Case No. 9 might have 

seemed minimal. However, the developin~ country requested the exporting 

company to arrange some training for engineers and technicians in the 

United Kingdom. Plans have yet to be finalised but tentative arrangements 

are for six such staff to come for 3-6 months. In addition, the exporting 
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company intend to send some 6 specialists to commission the several rural 

hydro-electric stntions. They, and the local staff trained in the 

United Kingdom, will train other local staff. 

196. Language ~.raining has not been provided and, for senior staff 

at any rate, may not be needed. The project. will itself be part of the 

country's infra-structure ~nd it may help in the development of rural 

industry. 

191. 

station 

The final project studied in Case No. 10 - a coal fired power 

grew partly as a result of the opening of a new copper-nickel 

mine and the building of a new town primarily for its work-force. Demand 

is clearly outstripping supply and the decision to build a new coal-fired 

power station adjacent to the coal mine and link the two major sources 

of power by overhead power lines safeguards and encourages industrial 

development in both the north and the south of the country. 

198. This mixed credits project is part. of a much larger international 

financing arrangement which includes some of the development banks and 

agencies and the Co111111onwealth Development Corporation. One spin-off is 

the provision of hotel accommodation which will be used by the contractors 

but will eventually be available for general use. 

199. ilthough the contract for the mixed credits project provides 

for training, no details are given. These are still to be discussed with 

the customer; the present expectation is that such training is likely to 

be for operators and maintenance staff and to be "on the job". Given the 

complex financing and equipment supply arrangements, it may be that a 

separate training contract is envisaged by the stnte power corporation. 

200. 1.anguage is not likely to be a problem - except pouibly for 

technical terms at some levels. The project is itself infra-structural 

and pn.rtly orientated to industrial development needs. 
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PAllT IV 

::i"rRENliTllllHNG THE MIXED ClUDl'l'S SYST81 

SECTION 13 

SOME GENl!llAL OBSl:llV..lTIONS 

201. Part IV looks at the way in which the mixed credits system 

might be improved. Whilst recognising some of the difficult.ies, 

suggestions are made which could result in a more effective role for 

each of the participants identified in Part II (except the Crown ..lg~ots). 

202. The terms of reference concentrated on industrial training and 

infra-structure. ..llthough some broader policy considerations are 

mentioned, the couments in this Part are mainly directed at the support 

which can be marshalled through mixed credits for these two aspects of 

industrial development in developing cowitries. 

203. Industrialized countries attach grP.at importance to training, 

both in the formal educational system and in industry. Ne• technologies 

call for new training and retraining. It is those developed countries 

where the organisation of effective training bas been given the highest 

priority that are likely to achieve the greatest success. This conclusion 

applies no less to developing countries. 

20·1. A.rguwents are advanced in the remainder of this Part to explain 

why it is in the interests of each of the participants to support actively 

the provision of the appropriate industrial training in mixed credits 

projects. {The same is, of course, true of industrial projects financed 

by other means). No apology is offered, therefore, for constantly 

reiterating the importance of industrial training. What the case studies 

ahow is that training can be provided if it i» requested. Discussions 
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with the various participants in the United Kingdom suggest that some 

appreciate more readily than others the advantages of a positive approach. 

However, there is a greater realisation now than perhaps may have been 

evident in the early days of mixed credits in the United Kingdom that 

provision for training is the norm. Failure to provide or under-provide 

this element could mean that an export order is lost. 

205. There are no shortages of examples in the case studies of 

infra-structure financed from aixed credits. The primary consideration 

is that the credits are used to purchase United Kingdom capital goods for 

export, although some services can be provided and, in appropriate cases, 

a modicum of assistance towards meeting local coats. The main limitation 

on using this source of finance for building up the infra-structure is 

that most such projects have a medium to high local content and, as stated 

earlier, export credits are not available to cover much, if any, of these 

costs. 
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SECTION 14 

THE DEV.EI.OPING COUNTRIFS s SOME CONSIDERATIONS IN 

I NDUS'fRIALI ZA.T I ON 

206. A vital element in any project is the supply of trained 

manpower. From the simplest manufacturing to the most technologically 

advanced projects, the chances of success are heavily dependant on such 

an input. The reservoir of skilled labour varie~ between countries as 

does the history and experience of using mechanical and electrical 

equipment. 

201. In many cases, the skilled personnel will not be available, 

either because they will already be absorbed into the economy in an 

important job or because they simply will not exist. hot.her factor is 

that trained personnel are attracted to another country where their skills 

are in demand and the rewards for their labour are much higher. What is 

required in the first instance, therefore, is advice on the skilled 

manpower needed for the project - managerial, supervisory, operating and 

maintenance personnel - together with an assessment of the likelihood of 

such skills being drawn from the existing manpower pool. 

208. Developing countries will vary in the local resources they can 

command to carry out such an assigruuent. In some instances, where 

industrialization has reached an advanced stage, the capability to assess 

the training needs may already exist. However, where the project involves 

a new industrial sector or the introduction of new production techniques, 

even those countries may still require external advice. Where 

industrialization is at a less advanced stage, the engagement of outside 

auistance to establish how much and what kind of industrial training is 

necessary can be vital to the success of a project. 



- 66 -

209. Outside expertise to assess the industria~ training needs is 

usually best provided in the first instance from sources independant from 

a manufacturing company. There are many consultants in the United Kingdom 

who can provide such advice and there is also the possibility of 

obtaining help from the international organisations. It is important 

that the source chosen for the ad~ice can draw on practical rather than 

simply theoritical experience. Such outside expertise may also be used 

at a later stage to check that the costs for the training, as well as its 

scope, is realistic. 

210. UNIDO would be well placed to arrange such assistance. Staff 

members may themselves be able to advise although resources are limited. 

However, it has contacts with organisations in the United Kingdom on 

which it could draw to provide such a service to developing countries, 

if requested. 

211. It is for the developing country to decide in the light of this 

assessment, what training it requires. Once that decision has been taken, 

the training requirements should be specified in the tender documents. 

If the developing country Governme•1t or organisation responsible for the 

project states that the award of a contract is condi~ional on the 

provision of training up to a certain minimum level, then all exporters 

will tender on an equal footing. They will not be tempted to reduce the 

training provision and thereby cut the prices they quote when tendering 

so as to gain the order. Such an approach is being followed by a nwaber 

of developing countries. 

212. Whether the training should be organised by the exporting 

company or by independant consultants is probably beat decided in 

accorance with the circ\Oatancea of the particular project and the size 

and type of the identified training need. If the requirements have been 
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properly assessed before the bids are called for ~nd the tender let, it 

should not be too difficult, with independant evaluation where necessary, 

to establish which is the best course to follow. 

213. .Exporting companies do not themselves always have the right 

facilities available to carry out the appropriate training. However, 

they may be able to arrange such training with those who can provide the 

normal working environment. The aim should be to avoid a situation where 

a reluctant contractor is pressed into providing training in a piecemeal, 

unco-ordinated fas~ion. 

214. In looking for a suitable training pattern, developing countries 

should be considering the folloring areass 

(a) lrfanagement 

(b) Supervisors 

(c) Foremen 

(d) Operators 

( e) t.lai ntenanc e Personnel 

(r) Stores Personnel 

(g) Training Personnel 

(h) Selling/marketing the product of the plant 

Which of these groups are readily a~ailable, which could be trained 

locally and which should be sent overseas can only be decided in each 

specific case. In some types of projects, little or no overseas training 

will be required because the necessary know-how exists locally and can be 

adapted to handle the new equipment. 
/ 

215. But there are pitfalls to bt avoided here. On the one hand 

there may be a reluctance to admit thi-.t there is a genuine lack of trained 

and experienced personnel in the country to execute the project 

aucceaafully. On the other hand, such personnel may exist, but the 

reluctance is in putting their knowledge and experience to the test 

preferring instead to rely on outside expertise. The former is likely 
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to have more harmful results because it could unde1111ine the whole success 

of the project. The latt.er is wasteful and will make the project more 

expensive and possibly uneconomic. 

216. The purchase of know-bow (including training overseas) should 

be considered in the same way as the purchase of machinery and equipment • . 
If it is needed for the success of the project, then it should be accepted 

as a necessary input. 

217. There is, of course, a great temptation when costs for the 

capital goods and other elements in the project escalate to meet these 

increases by cutting back on the provision of training. Such a course 

could prove a recipe for disaster. Without trained personnel, a project 

will be sadly handicapped from the start. Training costs money but it i~ 

as important a part of the investment as the machinery or the buildioga. 

218. Infra-structure for an industrial project may take sever~l forms. 

There may be a need for transport, power, water, effluent disposal, 

housing and social amenities. 

219. Developi:.g countries ought to consider the requirements for 

each of thes2 components when considering the project as a whole. They 

should be identified ~t an early stage. Pr~-feasibility and feasibility 

studies would take theL~ n~eds into account providing the terms of 

reference are drawn up so as to include them. 

220. It has to be borne in mind that the infr~-structure is heavily 

dependant on local inputs. This is because constructional projects 

involve a high labour content and the use of indigenous material to a 

far greater extent than is likely to be the case with capital goods 

projects. 

2~1. In tbe case of road conatruction, engineering design and 

supervision may be imported together with a limited amount of heavy 
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equipment. The base material for the roads, cement, brickwork - even the 

final surface in some instances - and the bulk of the labour input will 

be locally provided. 

222. Much the same situation would apply for railway development 

although here the steel rails and any locomotive and carriages or trucks 

needed for the line may have to be imported. However, many developing 

countries are able to build carriages and trucks on imported chassis, 

some can produce steel rail and a few have the capability to manufacture 

locomotives and other complex railway equipment. 

223. Generating stations, water treatment plants, etc. still involve 

the importation of specialised machinery. The off-shore costs are 

usually a higher proportion of the project and are thus more suitable 

for mixed credits finance. 

224. Housing and other social needs, which may be as essential an 

element to the success of an industrial project as the imported machinery 

and industrial training, do not usually have much off-shore content. For 

this reason, as explained in paragraphs 91 and 92 of Section 6, they may 

have little chance of attracting export credits finance or mixed credits 

to any substanti~l degree. 

225. Nevertheless, the provision of proper housing and amenities can 

prove essential to industrial projects, particularly where they are to 

be the focus of new urban and regional growth centres. ltuch the same can 

be said of communication links with the rest of the country. Failure to 

recognise these requirements and to provide acceptable conditions could 

easily result in "n unstable population and a turnover of the workforce 

which could undermine the objectives of the project. ltanpower, especially 

if trained, will be reluctant to remain for long in a newly developing 

centre if the basic conditions of family housing, schoolin~, hospital and 
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and other social amenities and ready access are not provided with all 

due speed. 

226. This is why it is so desirable to approach the planning of a 

project with such care and to see that finance will be available for all 

foreseeable aspects of it. Where the infra-structure need is not 

suitable for mixed credits or export credits, some other form of finance 

has to be identified. If local financial resources are not available in 

sufficient quantity, it may be possible to use aid from various quarters 

or look to other financial institutions. In some countries where the 

Co111D1onwealth Development Corporation operates, for example, the 

organisation has helped to finance low cost housing. It is not the only 

such institution. Where the country.concerned bas a sufficiently high 

credit rating, banks may be in a position to help with raising a general 

loan to finance such development. These and other alternative sources of 

finance are discussed in Part V. 

227. Mixed credits projects may themselves allow for some contribution 

~o local costs which form a part of the project but this would not 

normally exceed l~ of the export credits element of the project. The 

amount available is not likely to cover much of the local coat element 

in most such projects. 

228. In their own interests, developing countries should ensure at 

the preliminary stage that they have available the local inputs for the 

project. If the contract bas to be delayed once it baa been signed, 

financial penalties are incurred. Two obvious examples are the payment 

of extra interest on the export credits loans to cover the longer 

borrowing period and the raising of additional loans because the coat of 

the goods and services will have risen over the extended supply period. 

229. Recurrent coats arise in all projects. For a manufacturing 
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project, adequate working capital should include provision for the 

continuance of training for personnel at all levels and spares for the 

capital goods. Eventually machinery and equipment will need replacement 

and finance may also be needed for further development. Interest payments 

and capital repayments will form part of the continuing costs in the early 

years. 

230. For infra-structure projects, much the same range of recurrent 

costs arise if they provide services, e.g. transport, electricity, water, 

and sewerage projects. .Although the same general principles apply to 

housing and other social amenities, most of the investment will be in 

buildings with a longer life span than that of moat capital goods. The 

main difficulty to be faced is how to finance housing and other public 

utilities for the lower income families without absorbing a disproportionate 

amount of their resources. 
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~ECTION 15 

THE ElPOR'rING cmlP.ANIES s PllUMOTING BUYER ~.A.TISJ:o'A.CTION 

231. It is obviously in the long term interests of the exporting 

companies to see that a customer is satisfied with their product. But 

if a company does not price its product competitively compared to rivals, 

it may lose the order - unless it can demonstrate that the package 

offered is better tl'lan that of competing companies, even if it is more 

costly. 

232. .A.s stated in the previous Section, training needs should 

always be assessed by the developing country and where required they 

ought to be written into the call for tenders. If this is done, rival 

bidders start off on an equal footing and there is less chance of the 

training element being sacrificed in order to provide a lower quotation. 

Where training is not mentioned in the tender invitation, there is merit 

in discussing this aspect with the customer. It may be decided to award 

a contract only if suitable training arrangements are outlined in the bid. 

233. However, whether the tender documents specify the minimwn 

traiuing required or not, training should not be neglected. The provision 

of suitable training for local staff should be regarded as of equal 

importance to the proper manufacture, installation and co..umissioniag of 

the plant. If any one of these areas is neglected, the efficiency of the 

project will suffer and the exporting company's product may be given a 

bad name. t'urther orders are likely to be placed elsewhere. 

234. Conversely, given an effective training package as part of the 

bid as well as a high atandard product, an order may well be secured 

although the quotation may not be the lowest. There are instances in 
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the case studies where, in the view of the exporting company, the 

training offered undoubtedly had a beneficial influence on the award of 

the contract to them. 

235. The ra;ige and scale of the training which should be offered 

will vary from country to country and from project to project. Both the 

stage of industrial development reached and the complexity of the 

industrial process involved will have an influence on the trainiag needs. 

In ~ome instances, the desirable range of training may go beyond that 

which is directly relevant to the capital goods being exported. 

236. Provision of training has always been one of the prime aims 

of aid programmes for developing countries. Uixed credits projects are, 

therefore, particularly well suited to provide for training. By including 

a prope: industrial training provision in a mixed credits proposal, 

exporting companies go some way to establishing a credible development 

criteria. 

237. In deciding what training ia necessary, an important consideration 

at the outset is the language problem. There may be occasions when the 

training personnel have a sufficient knowledge of the local lingua franca 

to be able to impart their knowledge successfully. In moat cases, however, 

the medium of instruction will be English and it is vital that the trainees 

have a good command of it ao aa to be .e to understand what they are 

being taught. Teaching the English language may therefore be the first 

stage in the training programme which the exporting company has to organise. 

The local British Council Representative can advise and may be able to 

arrange a suitable course on repayment. 

238. It often happens that the exporting company itself is not in a 

position to offer the moat appropriate training. The company may decide 

that this ia beat arranged by each of the sub-contractors manufacturing 
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the equipment. Whilst this form of training may be useful for 

maintenance personnel, operational personnel should be given training 

and experience in conditiJns as close as possible to those experienced 

in normal working conditions. Such experience may only be possible by 

attachment to a suitable manufacturing firm or organisation or service 

industry providing the end product or a training organisation which 

specialises in reproducing the usual working environment. Consultants 

may be needed for this purpose. 

239. Training overseas may involve bringing a nmaber of people to 

Britain for varying periods. In some of the larger projects, they aay 

range from managers to supervisors; foremen to operating and maintenance 

personnel. However, where the basic technology is familiar, the training 

may be confined to a handful of senior staff who can familiarise themselves 

with the new equipment for 2-3 months and on their return pass on their 

knowledge to the operating and maintenance personnel. 

240. On occasion, the appropriate operational training may not be 

readily available in Britain. If this situation arises, exporting 

companies have arranged for trainees to be attached to production units 

in other developed or developing countries. 

241. In larger projects, teams of trainers are sent from the lJI( to 

organise local instruction. Local far-ilities are essential to make the 

moat effective use of the instructors. Exporting companies should explain 

the requirements to their customers and, as far as possible, ensure that 

they are met before the team arrives. 

242. Many exporting companies will resort to "on the job" training 

during the constructional and coaanisaioning period. Such instruction may 

be valuable if the local personnel are already familiar with the basic 

techniques of operating and maintaining similar equipment. It may be 
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insufficient where this is not the case. Contractors' personnel are 

likely to be under great pressure, particularly during the construction 

period, and the commissioning period does not usually extend beyond two 

or three months. 

243. The organisation and storing of spare parts should not be 

neglected. Whilst other constraints e.g. foreign exchange, may limit 

t.lte q~antity which can be carried, the importance of replacing broken 

or worn parts with spares from stock in order to ensure the greatest 

efficiency in the operation of capital goods should be stressed. 

~porting companies can do a great deal to emphasise this point. 

244. After-sales contact and service is also an important part of 

the exporting scene as many companies recognise. Most exporting companies 

take a continuing interest in the rwining of the plant they have supplied. 

They do this for three reasons. Firstly, they expect to receive orders 

for spnres as parts of the plant wear out and need replacing. Secondly, 

they hope to win replacement orders if the equipment performs well. 

Thirdly, the goodwill thereby engendered should stand them in good stead 

when competing for furU er orders in the developing country concerned. 

::!45. llclpin~ the buyer to identify the inputs for the project at an 

early stage, including the training requirements, can avoid misunderstandings. 

The delivery of good quality goods and services on time builds confidence, 

though slippage is not always within the control of the exporting company. 

After-sales contact creates good-will which can only be beneficial to 

both sides of the transaction. 
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SO:l'ION 16 

THE B.ulKSs .lDVISING DEYO.OPING COUNTRY CLillITS 

246. Banks may become involved in the provision of export credit• 

in several ways. They may be employed as advisers to the overseas 

customer and in this role they may be asked to marshal! the finance 

needed for a project. The bank can also identify exporting coapaniea 

who may be interested in supplying the goods and services and, if 

requested, they may use that knowledge to put the customer in touch with 

those companies. These services may not be ao widely known as ia 

desirable in developing countries. If these contacts result in an order, 

the bank concerned is likely to be asked to organise the finance needed 

to pay for the order. 

247. Another route which bank involvement can take is in cases There 

pre-feasibility and feasibility studies have been undertaken with bank 

support. If these studies result in a project proposal, the bank 

concerned may be asked to organise the necessary export credits. It ia 

possible that the bank's contacts with exporting companies may alao be 

used but since consultants are likely to be involved in the initial 

studies, they may be engaged to deal with that aspect of the project. 

248. A common pattern is the situation where the exporting company 

hears of an invitation to tender for the supply of goods and/or aervicea. 

In these circumatances, the company approaches the bank to establiab, in 

principle, whether it will provide export credits if the oversea• customer 

decides to award the company the contract. 

249. Whichever of the several approach•• i• u1ed, if the bank 

expresses its williognes• to provide the money, it ia then likely to take 

a part, perhaps the leading part, in negotiations on the terms under 
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which the finance is provided. Such negotiations would involve the 

exporting company, the overseas client and the ECGD. It may, on occasion, 

involve the 'freasury. If it is a mixed credits project., cont.act. may be 

established by the bank with both the DrI and the O~ but usually it. is 

the exporting company which take responsibility for making the running in 

those quarters. 

250. Bank~ are concerned with the security of their investment and 

that the interest and repayment terms are likely to be met. In most 

instances, although they have a broad idea of the goods and services to 

be provided by the exporting company, their present policy is not to 

concern themselves with the details of the use to which the export credits 

are to be put. For example, they do not, as a general rule, consider it 

is their bu~iness to discover whether industrial training is being or 

should be provided under the project. They generally take the view that 

the exporting company and t:le cusc.omer should be left to decide bet.ween 

them what should be provided under the contract. There are exceptions to 

this approach. 

251. It may be argued that by thus distancing themselves from the 

inputs to a project which could spell the difference bet.ween success or 

failure, the banks are not shouldering their responsibility. As they 

are providing so much of the money, it might seem surprising that they 

take so little interest. in seeing that it is used in a manner which 

results in an efficient and profitable enterprise. 

252. There are at least three reasons given by the banks for their 

attitude. One is that they believe that the client would regard any 

comments they make, for example about the need for and the scale of 

industrial training, as unnecessary interference - even infringement of 

HOVereqz:nt.y in the r.aHc of some r.ountrif'!i - in matters which should nnt 
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concern the banks. .lnother is that the banks do not possess the 

appropriate expertise or have the necessary resources themselves to 

provide the detailed assessment which would be required to involve 

themselves in a project in such detail. Lastly, a bank has most, if not. 

all, of its investment secured when export credits are underwritten by 

E<XiD. 

253. Despite the argunents advanced in the previous paragraph, there 

are reasons why such a stance may be counter-productive. It is 

understandable that a bank may feel inhibited from exercising any judgement 

on the training requirements for or other inputs into a project. where it 

has been engaged by a client. solely to marshall the finance for a 

guaranteed export credit. Such reticence may be expected by the client 

and be good for business in the short term. 

254. However, taking a longer term view, a bank is unlikely to harm 

its image with the client if it draws attention in a diplomatic way to 

the desirability of ensuring adequate provision for training. Where a 

bank ha.s been engaged to guide and advise the client, the opportunity 

for tendering such advice is even greater. On the other hand, failure 

to wtirn the client about the need for a training provision in the planoing 

stage might, in time, lead to loss of confidence in the bank and 

possibly loss of custom if the project ultimately proved a failure. 

255. This is not to Buggest that. a bank is ittJelf in a position to 

give any detailed indication of what is required. Such advice can be 

obtained by the client elsewhere. The bank's duty would end once it has 

drawn attention to the strong desirability of obtaining such advice or 

once it has satisfied itself that such advice baa been or ia being obtained. 

256. Some check on the training provision ia already written into 

the procedures for mixed credits project• - aee paragr~ph 128 of Section 8. 
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But as aid is the junior partner io the financial package, comments froa 

ODA. advisers may have less impact on the details of the proposal than in 

the case of a project financed purely from aid. The banks, as the major 

source of finance, do have the opportunity in such projects to influence 

the content in the long terei interests of all concerned. 

257. It may be desirable to cultivate closer liaison bet•een the 

banks and the O~ •hen a mixed credits proposal is being evaluated. 

This could result in a similar feed bP~k to the applicant from both 

sources of finance. If it appeared that an adjustment in the content of 

a. proposal would be beneficial all round and increase the chances of 

success, the a;ipl icani might be pe1·suaded more easily to follow that 

advice - see paragn.phs 297 and 298 of Section 19. 

258. What is clear from discussions with a number of banks in 

London, and is borne out by the evidence in the case studies at Appendix B, 

is that the banks are willing to consider financing the off-shore costs of 

induatrial training as part of a guaranteed export credits package for a 

capital goods project. They are also willing to consider financing the 

off-shore costs of an infra-structure project; the case studies confirm 

this also. Financing an industrial training p;-o.iect on its own is likely 

to attract less support because the banks can see oo tangible asset&. 

But with the increase in the importance of the service industries in the 

United Kingdom economy they can be expected to play a greater part in 

exports. Banks ought, therefore, to review their position to see whether 

the element of risk is greater for service contracts than for c~pital goods. 

259. One of the usual conditions for offering mixed crediLs from the 

United Kingdom for a project is that the export credits have to be 

guaranteed by ECGD. It follows that, once this condition is fulfilled, 

the bank11 would t,e unlikely to see any difficulty in offering the 
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necessary commercial finance. ECGD do not normally offer a guarantee 

for export credits for export services on their 01fll, such as a training 

package. Banks should consider pressing for the extension of the 

guarantee to make good this omission. 

260. Banks may be able to assist in raising finance to meet part 

of the local costs arising from a capital goods project in which they 

are involved in appropriate circumstances e.g. through Euroloans or 

Eurobonds. The extent to which this is possible will depend very much 

on the credit rating of the overseas client and the developing country 

concerned. 

261. If a bank is invited to invest in a project on the basis of 

its viability - that is where the profitability of the project is the 

justification for the investment - and the investment is therefore 

speculative and not covered by a guarantee, then the position would be 

different than in the case of ordinary export credits or mixed credits. 

Before committing itself to supporting the project, the bank would wish 

to satisfy itself about all aspects of the proposal including the 

provision of trained industrial manpower and the necessary supporting 

infra-structure. It may decide to commission its Olfll independant 

feasibility study if it was sufficiently impressed as to the likelihood 

of success by the project presentation of the client. 

262. It is in these circumstances where the "vicious circle" referred 

to in Chapter IV of the Background Paper (Page 91 of ID/'IG 381/2) for the 

First Consultation oa the Training of Industrial Manpower may arise. 

Briefly, the "vicious circle" was described as circumstances in which 

financiers had turned down a project for lack of ~rained manpower. Yet 

they were unwilling to finance steps to make good the deficiency because 

training was too uncertain an investment to be viable. In orthodox banking 
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this would be a normal decision taken to safeguard the investments made 

by the banks' customers. 

263. The question of whether to risk capital on training where the 

investment is not guaranteed will clearly depend on the specific 

circumstances of the particular project. Thorough research on the 

viability of the proposal will be a necessary prerequisite, whatever the 

source of finance, if sound investment decisions are to be made. The ~TP 

may be able to provide finance in such cases. 

264. There are other ways in which banks may provide finance for 

industrial training or infra-structure. These are discussed briefly in 

paragraphs 326-331 of Section 21. 
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SECTION 17 

rHE EXPORT CREDITS GU.AR.ANTEE DEPARTMmt' s RillUCING CHEDl'f RISKS 

265. .1 major preoccupation of ECGD - quite rightly so is to 

limit the amount of exposure by the Department to the risk of bad dehts. 

This is the defensive approach. It is not an easy judgement to make. 

What could be looked at more closely are the means already available to 

reduce the likelihood of defaults arising. 

266. It has to be recognised that ECGD is subject to outside 

economic influences beyond its control as are the developing countries 

themselves. Guaranteeing export credits over the mediwu and long term 

leaves the Department vulnerable when a debt crisis occurs in a client 

country. It can and does monitor the debt burden assumed by each state 

to which it extends guarantees - but this information is largely historical. 

267. The Department is not able to predict the trend of interest 

rates in the international markets over the years. This is one reason 

why it cannot, with any certainty, forecast the likely financial strength 

of its c?untry clients which are heavily dependant on extvrual finance. 

Another factor is the earning capacity of the country; many developing 

countries are heavily dependant on commodity prices for their income -

a figure which is as variable as the interest rates. The future of the 

world economy is as unpredictable as the weather. 

268. One way of reducing the risk would be to guarantee less -

particularly to those markets more vulnerable to outside influences. 

Such a course would seem likely to have long term effects on United Kingdom 

exports. It could undermine the position of exportin1~ compirnies in 

established markets and make them reluctant to venture into new ones. 
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llowever, given the existing problems of debt in many developing countries, 

a wore selective approuch in the short tenn seems inevitable. 

2ti!J. Another approach is to see whet.her anything further can be 

done to make the use of export credits contribute more efficiently to 

the buyer countries' foreign exchange earning and thereby their ability 

to service the debt. So far as ordinary export credits are concerned, 

the criteria used by ECGD described in paragraphs 7o-78 of Section 6 

concentrates on the overall financial position of both country and the 

borrower. This is alright so far as it goes. The size of the export 

credits and Lhe mmber of count ies, participants and proposals involved, 

and the type of expertise which ECGD can bring to bear, make it a difficult 

problew to overcome save in the broad brush manner mentioned in the 

previous para~raph. A concerted imaginative international effort by 

lender countries would be needed fc.r anything different. 

270. The mixed credits scene offers greater opportunity for success. 

Not only is the Reale of such credits of manageable proportions nationally 

but there already exists a mechanism in SCAT (see paragraph 137 of 

Section 8) for something to be done. 

271. Training is now an essential element which should appear in 

most capital good~ projects. As explained in earlier Sections, it does 

not always figure in the requirements of the buyers. There may be good 

reasons for ti1is, t.g. trained personnel already exist to use the new 

equipr1ent or separate training arrangements have been made. The exporting 

company may take the short tenn view and regard the sale of the capital 

~oods as a desirable goal in itself even though there is little or no 

training input. Banks, by and large, do not con~ider it their 

responsibility to check on the training requirements or on their fulfilment 

where w10.ranteed export c1-edi ts are conc..:rfled. 
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272. However, without proper training, the viability of the 

enterprise may be in doubt. It could result in machinery and equipment 

being damaged, perhaps irreparably, with a further drain on foreigL 

~xchange to recoaaission it. Thia additional drain could lead to 

repayment problems. 

273. Machinery exported from the United Kingdom may provide an end 

product which can be exported by the developing country. If the maxim\& 

output which can be sold abroad cannot be achieved and maintained, 

foreign exchange earnings will be reduced. Lack of proper training in 

all aspects of the enterprise is likely to produce just such a situation. 

Once again, this could result in difficulties with repayments. 

274. Since proper training is so vital an input into successful 

industrialization, it is regretable that more encouragement is not given to the 

export of such a service on its ovn merits. The ECGD Specific Services 

Guarantee offers a possibility of some insurance cover but the Department 

follows normal international trading practice in expecting payment for the 

!!'9.jority of service contracts to be made in cash or on very short credit terms, 

i.e. up to six months. As already explained, exceptions are regularly made for 

services that are subsumed within a major project substantially of United Kingdom 

origin which would itself attract credit terms. Such exceptions might even 

extend occasionally to a separate service contract entered into in conjunction 

with such a major contract. Also, there are some types of service for which it 

has become customary to offer credit of between two and five years, depending on 

the size of ~hE' contract. For example, feasibility studies into how a project 

should be tackled might qualify for such support but not studies to decide whether 

a project is feasible. It is not therefore customary to extend export credit 

guarantees for industri~l training services alone. Apart from custom, the 

reasoning appears to rest -as in the case of the banks- on the argument that 

there is a lack of tangible assets as discussed in paragraph 258 of Section 16. 
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Without a guarantee, banks are reluctant to provide money for training 

packages outside of capital goods projects and yet there is a real market 

for such expertise in the world. Services are, in any case, likely tc 

assume more importance in the exrort field and policy over providing 

guarantees should be reviewed- see also paragraphs 318-322 of Section 20. 

275. Within the confines of the present policy, industrial training 

is not excluded from guaranteed export credits providing it is a subordinate 

part of a capital goods project. However, given the effect that inadequate 

training -management. operational and maintenance- can have on a project, 

there are good reasons for ECGD to take a .nore: direct interest in the 

subject. The arguments may be summarised as follows: by ensuring the 

prJvision of ade~uate industrial training, the likelihood of project 

success is increased and the credit risks reduced. Moreover, success 

may attract more export orders for the United Kingdom. 

276. For these reasons, ECGD should assure itself that proper account 

has been taken of training needs before underwriting a mixed credits 

project. The opportunity to do this arises when the case iR considered 

in the inter-departmental committee on mb:ed credits - SCA.T - described 

in paragraph 137 of Section 8. 

277. Of course, if the economy and the foreign exchange situation 

in a developing country are strong, the lack of success ~f a project -

whether due to inadequate training or other cau~es - is unlikely to have 

a bjg effect on its ability or willingness to pay because the developing 

country will not wish to run the risk of jeopardi~ing its credit-worthiness 

by reneging on repayment of export credits. The adverse result is more 

likely to he in reducing the chance of new orders - which is bad both for 

the exporting company and the United Kingdom. It defeats the aims of 

ECGD to facilitate exports and is again.mt the "national 1nterest11
• 
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SECTION 18 

THE DEP.lllTltilIT OF TRADE AND INDUSTRYs STH.IULA.TING Ell'ORTS 

278. The IJfl criteria for supporting an ATP application includes 

enhancing the prospects for further orders. One way in which this aim 

may be achieved is by recognising the importance of industrial training 

as an essential adjunct to the proper use of capital goods exports. 

279. Even in developed countries, training in new production 

techniques is usual. In developing countries, many of which have very 

limited industrial experience on which to draw, there can be few occaaions 

where training on new machinery and equipment is not warranted. ~t the 

very least, training in operating and maintenance procedures will be 

needed. 

280. In many cases, this limited provision will fall far short of 

what is required. Wide ranging training in industrial projects from 

management to the shop floor, encompassing supervisors, foremen and 

trainers as well as operators and maintenance personnel, may be as vital 

to the success of a project as the provision of the capital goods and 

should be so recognised. 

281. A successful project based on United Kingdom machinery and 

equipment and good training facilities and back-up service will create 

the right sort of climate for further orders for the supplier. There are 

instances in the case studies where manufacturing machinery ha» given 

long service and good relations have been maintained with the overaeas 

customer leading to proposals for new orders despite lower bids elsewhere. 

282, In other instances, securing the orders described in those case 

studies even under the A'fP were depend1rnt on a good training package 
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being offered to the customer. The training package in one case was, 

according to the successful company, believed to have played a most 

important part in winning the substantial contract against strong 

competition. 

283. Not all exporting companies see the requirement for training 

as a po~ential selling point. During discussions of an ATP proposal, 

the DTI could emphasise to the company the important part that training 

can play in t~e process of establishing customer satisfaction with the 

product. Future orders may depend on this service being properly provided. 

284. Industrial training proposals for developing countries should, 

in principle, be supported even th~ugh capital goods are not immediately 

involved. Training in United Kingdom methods on United Kingdom capital 

goods could well lead to further orders. Use of the ATP TC provision 

offers another avenue to pursue such opportunities (see paragraphs 132 a~ 

133 of Section 8). 

285. Infra-structure projects are often the necessary preliminaries 

to industrial development projects. Capital goods for the building up 

of the infra-structure are well recognised already as suitable for ATP 

projects and this policy is to be welcomed. Training should not, however, 

be neglected as an integral part of these projects also. 
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SECTION 19 

THE OVERSEAS DEVELORIDIT J.IJJINISTllA.TIONs 

DEVELOPllmT OBJECTIVES AND MIXED CREDITS 

286. It is obvious that the allocation for the ATP reduces the 

amount available for bilateral aid projects and prograomes wholly funded 

Yi.th concessional aid. United Kingdom policy is still to give priority 

to allocations to the poor countries where they can use British essiatance 

effectively. But ma11y, perhaps most, of the developing count-ries which 

have benefited from the ATP are not in this category. It can be claimed 

that the provision for mixed credits is therefore causing a distortion 

in one of the principal aims of the British aid progranme. 

287. The ODA. approach to the provision of mixed credits has been 

coloured by these demands on its limited resources. 'leasured on the basic 

needs criteria, mixed credits projects are not always a priority use of 

aid. The poorest countries are often those least able to satisfy the 

credit-worthiness test. Moreover, the provision of amenities which are 

taken for granted in more developed communities - electricity, water, etc. -

require local capital which is also likely to be in very short supply. 

Meeting the recurrent costs causes a problem because the poorer people 

have insufficient income to pay economic prices for the services provided. 

Much the aame picture emerges with housing. 

288. Given that the demands on the limited aid resources are so 

large and given alao the difficulties of identifying projects for poorer 

countries and co1111Dunitiea which can operate on a commercially viable basis, 

it ia wideratandable that ODA. does not wish to encourage further 

encroachment by the .A.TP on "pure" aid. 
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289. Moreover, in view of the caution expressed by some banks over 

lending for infra-structure purposes lfhilst the present debt crisis in 

many developing countries exists (see paragrai~:i 328 of Section 21), the 

alternative sources of ove•seas finance for this purpose will be mostly 

through the IBRD, the regional development banks and the European 

Development Fund - which rely on support from aid programmes of donors, 

including the United Kingdom - and through non-ATP bilateral aid. This 

is likely to create further demands on the aid programme. 

~~u. There are, however, strong arguments for the retention of the 

ATP and that it should grow proportionately with the Aid Prograome. 

From the United Kingdom's poir.t of view, the provision of mixed credits 

by other countries creates the pressure for the ATP to continue so that 

United Kingdom exporters can tender for contracts on competitive terms. 

291. Indeed, the ATP is provided for use in developing countries to 

which the United Kingdom does not normally provide bilateral aid or where 

the planned allocation is already committed. ATP therefore provides a 

means by which concessional aid can be offered to developing countries 

which would not be eligible for such assistance under the normal aid 

criteria. 

292. It has a gearing effect because by using the ATP, it is possible 

under present criteria to tap some three times as Ruch commercial finance. 

Without the ATP catalyst, there may not be sufficient finance on offer to 

support a bid by a United Kingdom firm to enable it to compete for a 

contract in a developing country. 

293. Developing countries which are in an intermediate stage of 

development, or who would find difficulty in the short term in marshalling 

sufficient r~sources because of credit limitations, may be assisted through 

the ATP. Their clP.ims for full-ace.le conceuional aid may be weak when 
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compared to the urgent needs of poorer countries; at the same time, they 

may not yet be in a position to undertake the full burdens of ordinary 

counercial finance. 

294. A further consideration is that many countries which have 

accepted an offer of a mixed credits package have been able to embark on 

projects for which they would not have received sufficient United Kingdom 

aid. This has resulted in orders for United Kingdom companies which aay 

not otherwise have materialised. The increased exports have played a part 

in strengthening the United Kingdom economy and in providing employment 

in the manufacturing companies. All for a comparatively small outlay from 

the aid programme. This seed corn can have a multiplier effect in so 

many ways in developing countries and in the United Kingdom. It can help 

to bring forward the day when more resources can be allocated to aid as 

the United Kingdom's export earnings increase and it can win more support 

fo.· concessional assistance from the general public through its beneficial 

effect on employment. 

295. Perhaps the main lesson to be learnt is to keep a balance 

between "pure" aid and the ATP. Given the acute constraints on the 

former, it seems appropriate to mix some aid with commercial funds in 

order to speed development in developing countries, J.n .i'fP allocation of 

some l~ of the bilateral aid progra.ome would seem reasonable; in 

expenditure terms, this figure was nearly reached in 1982. 

296. There are other advantages in mixed eredits. Since Olll carries 

out an appraisal of all J.TP proposals which reach it, t.his offers an 

opportunity t.o bring some influence to bear on a few of t.he projects 

involving co111111ercial finance. Olll is not, after all, simply an aid agency; 

it. does carry out a broader development function. If J.TP is treated as 

a new developmental tool, it can r,rovide positive practical results. 
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297. For example, purely commercial considerations will tend to 

dictate that an exporting company provides the minimlD training - say a 

single short-stay team to instruct operators - but developmental 

considerations require a broader training perspective. The needs may 

encompass all levels of staff from management to operators and maintenance 

personnel and certainly ought to include training for the purchaser's own 

trainers. In this way, the ATP can particularly benefit both parties and 

purposes. 

298. It has to be recognised, howP~er, that the staff resources 

available to ODA. are limited aml there is usually pressure in the case 

of ATP proposals for an early deci&ion. Moreover, as pointed out in 

pan1graph 256 of Section 16, the ODA. is the junior financial partner in 

a mh:ed credits project and there is, therefore, a limit to what can be 

done. If banks can he persuaded to support ODA. views, e.g. in cultivating 

a more positive approach to training, this would be helpful. In any event, 

the ODA. does make a positive contribution to the evaluation of a project 

which it is proposed to finance from the ATP. The drawback to this 

involvement is that consideration and consultation, particularly with 

overseas posts and Development Divisions, takes time. 

299. There has always been a heavy emphasis in the aid programme on 

the trainin1~ of local personnel. It is all the more surprising, therefore, 

to find that in the case studies there has been a somewhat erratic record 

in consulting the industrial training advisers. Whilst it is not always 

possib.le to obtain such advice at the time it is needed, because of the 

travelling coD11Ditments of these advisers, it would make ODA. inputs to ATP 

projects involving engineering enterprises - from maintenance workshops 

to steel works - more effective if the occasions when they are by-passed 

l\re the exception, This is especially important in view of the etnphaaia 
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which should be placed by all concerned with mixed credits projects in 

the United Kingdom on the need to provide for industrial training on 

whatever scale seems necessary as part of the export of capital goods. 

300. As the ATP can be used to provide a technical cooperation 

industriai training package where the export potential exists, the 

fullest use should be made of this provision to respond to genuine needs. 

The export of United Kingdom services ought not to be disadvantaged, 

especially where they may be followed by exports of United Kingdom 

machinery and equipment. If, for example, the "vicious circle" situation 

described in paragraphs 261-263 of Section 16 arises, the ATP might well 

be a suitable source of finance for training, providing the proposed 

project appears sound and the opportunity for eventually selling 

United Kingdom capital goods seems likely. 

301. There is already some evidence of a greater awareness of the 

part training financed from the ATP can play iu advancing industrial 

development. Some situations may require the export of a self-contained 

training package if real progress is to be made. The extension of export 

credits guarantees to such mixed credits projects should be considered 

see paragraphs 258 and 259 of Section 16, paragraph 274 of Section 17, 

paragraph 284 of Section 18 and pararraphs 318-322 of Section ?O. 

302. Opportunities for providing technical cooperation industrial 

training from the ATP in conjunction with multi-lateral aid projects 

where contracts have been awarded to United Kingdom manufacturers have 

already been seized. This is a welcome development which should be 

encouraged. 

303. Other wu.ys in which the .l'fP might be used to help with developing 

countries' industrial development is in the provision of reaaibility 

studies and finllncial advice in suitable cases. There are some e:samples 
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of the provision of feasibility studies under the ~TP already, although 

not particularly oriented to manufacturing. Financial advice would be 

n. new venture. By praviding such services where there is a gap in local 

resources, the ~TP could help developing countries avoid some of the 

pitfalls in the development of industries. Such planning could result 

in future export opportunities. 

304. The ~TP has been responsive to applications for assistance 

towards infra-structure requirements within its policy limitations. In 

many developing countries, the development of basic services may be an 

essential prerequisite to industrial projects but, because of the limits 

on the uses of mixed credits, and the credit-worthiness of the country, 

"pure aid" may be the only source of finance. Low cost housing is one 

such example, although in some countries the CDC has been able to provide 

assistance. Both mixed credits and "pure aid" have a continuing role to 

play. Training needs within infra-structure projects should be identified 

and satisfactory provision to meet such a requirement should be made. 
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SECTION 20 

THE TREASURY i A DIFFER.ENT APPROACH 

3050 The Treasury have accepted the provision of mixed credits 

reluctantly. Their concern is that mixed credits will be both "bad aid" 

{by encouraging capital intensive schemes and diversion of aid to higher 

income countries) and "bad trade" (by contributing to the difficulty of 

making sales on commercial terms). This view is also regarded as the 

Government's policy line. 

306. In broad terms the Treasury sympathise with the United States 

public posture of pressing for a greater proportion of concessional aid 

in the make-up of mixed credits 0 Given the financial limitations on all 

donors' aid programmes, this would menn that there would be less mixed 

credits in toto on offer. At the same time, they are likely to support 

any move to place a restriction on the total amount of oda which could 

be used for mixed credits. 

307. If these moves came about, there would certainly be a fall in 

the mixed credits available from the United Kingdom. This is because the 

ceiling on mixed credits is set by the amount of conc6ssional aid available 

for that purpose. The ratio of concessional aid to export credits in 

most ATP projects is about ls3. If ~he US proposal of 50% concessional 

aid in mixed credits projects is adopted, this would result in a ratio of 

1s1 with a considerable drop in the total swu available. 

308. Overall, the Treasury position is that they would prefer to 

see mixed credits phnsed out altogether. Until that goal is achieved, 

they would like to see its use limited and, if possible, reduced. However, 

they recognise that so long as other exporting countries make use of 
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mixed credits to soften t~nns for financing exports, then United Kingdom 

exportio~ companies will also need to be able to quote such arrangements 

if they are to be able to bid successfully. 

309. It is, of course, understandable that the growth of mixed 

credits in the United Kingdom ought to be balanced against the need for 

pur~ cilateral aid. However, that is somewhat different from trying to 

reduce er eliminate the ATP or making the use of mixed credits more 

ex~en~ive in concessional aid terms. The developmental grounds for 

continuing the ATP have already been discussed in paragraphs 290-294 of 

Section 19 and need not be repeated ~ere. 

310. The effect on exports should not be exagerated. At the same 

time, since the criteria for a claim on the ATP includes the requirement 

that it is to match offers of "scft" credit from other exporting countries, 

the withdrawal of the ATP or even a cut in the amount which c.in be offered 

is bound to affect United Kingdom exporters' competitiveness in a number 

of projects. 

311. Perhaps the most telling argument for retaining mixed credits 

is that it harnesses co1111Dercial and public fwids together. The financial 

package is devoted to developmental objectives in developing countries. 

It results in exports from the United Kingdom and it should enable the 

exporting company to earn a profit on the contract. At the same time, 

mixed credits projects aim at providing a viable enterprise or an improved 

iufra-structurE: in developing countries at less cost than under the 

ordinary commercial arrnngements. Mixed credits relieve the pressure on 

concessional funds and they provide training opportunities, partially 

fimrnced at commercial rates. Doth the exporting and the importing 

countries benefit. 

312. A major concern of the Treasury is to limit public expenditure. 
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Under the present Government, the volicy is to endeavour to bring public 

expenditure down and release the country's resources for the private 

sector of the economy. Because mixed credits provide actual claims (aid 

and interest support) and a potential claim (export credits guarantees) 

on public funds, they tend to be seen as being against the Government's 

objectives. But this is not a very logical approach because the aid for 

the ATP is not additional, the interest support is governed by the amount 

of medium tenn credit which is guaranteed (and the support itself is 

falling) and the export creditn guarantees are not upen ended either 

because there are country limits - see Section 6. It can be argued that 

mixed credits are supportive of Government interests rather than against 

them because they provide an opportunity to use public expenditure to help 

create oprortunities for private enterprise - both in ter~s of investment 

and exports - which would not otherwise be there. 

313. A further consideration is whether, in general, mixed credits 

are a welcome development for a nation so heavily dtnendant on trading. 

The case for the United Kingdom supporting their selective 1se to secure 

exports is at least as arguable as that of opposing such a policy. Other 

countries less dependant on foreign trade for their economic »urvival may 

take a different view. 

314. However, the pros and cons of using mixed credits can be 

discussed in much greater depth than is possible in this study. f'or the 

present, the ATP exists and the question should be how to make better use 

of it. 

315. As has been stated before, the main purpose of mixed credits is 

to help the capital goods sector in the Ur.ited Kin!!;dom to win orders in 

developing countries in competition with manufacturers from other 

countries which have Blao offered soft tenu. Sr> long as the present 
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export credits arrangements operate, the 1·reasury support the use of the 

ATP in this way providing the subsidy is not too great - see paragraph 

150 of Section 9. 

316. Training can be provided either aa part of bilateral aid or 

through the ATP. In the latter case the Treasury consider that it. should 

nonnally fo:nn part of a capital goods project. 

317. The Treasury support the view that customers in developing 

countries must define what they want •hen calling for tenders. If the 

demand is for training and other competitors are going to respond, then 

it accepts that there •ould be pressure on the United Kingdom to do 

likewise. 

318. This approach is to be •elcomed. It ties in with another 

thought that as th. United Kingdom economy becomes more service oriented, 

the composition of exports ~ay themselves change in the same direction. 

At present invisible exports enjoy only limited cover for business on a 

cash or near cash basis. 'rhere is no bank guarantee facility. 

319. These limitations could have a restrictive effect on the 

provision of a United Kingdom consultancy - for example, in the 

circllllstances described in paragraph 208 of Section 14. Once the need baa 

been identified, the training required may have to be srread over a long 

period. 

320. As explained in paragraph 274, nonnal international tradin~ pract:ce 

does not favoLr the provision of export cre1its guarantees for training, 

except e.s an elemer.t in a :nuch larger project, And the F.CrD Servfres Policies 

alor.e are not an ideal back up for this export r.ervice. Bank finance is 

.!c·:t.tful ir. the at.sir:-n.--:e of El':G;J supt.lier or buyer expo:-t r.r,.dit~ P"Uarantees. 

Ye': ~nited Kingd~~ ca~i~aJ goods ex~ort orde~s could follow as a result of 

':r.P trair.ir.g con!l:;~ ta:icy er par.kap;e. 

:: :-· 
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terms of the ATP, such a proposal would normally have to demonstrate that 

it is likely to provide an opportunity to export goods in due course. 

They are less s:ympat~1etic to companies simply offering a training package. 

However, t.hey recognise that where overseas competitors have secured 

mixed credits terms for such a prop~sal, the United Kingdom would have 

to consider a matching offer. 

322. Whilst this flexibility is to be welcomed, it does not go far 

enough. What is needed is a more positive approach to the training 

services which the United Kingdom can ~rfer to developing countries on 

quasi-commercial terms through mixed credits. There seems no reason why 

export credits guarantee facilities should not be extended to cover 

training cons,1.al tancies in appropriate c irc1Bstancea. The risks involved 

appear no greater than with capital goods and, as stated earlier, capital 

goods exports may follow. Such assistance should increase the chances of 

a viable project and thereby lessen the prospects of default on export 

credits. Because of the limitations described in paragraph 132 of 

Section 8, the ATP cannot provide technical cooper~tion training on a 

large scale without complementary export credita. 

3:!3. Aoo 1,her form of advice which chould commerad itself to the 

Treasury is the use of the ATP for f£asibility atudies and financial 

advice where this could lead t~ subsequent capital gooda orders. Both 

feasibility studies and the provision of financial advice should improve 

the prospec.ta for the viability of project& and thereby avoid a freah 

drain on de~eloping countries' reaourc~a. 

32·1. There ia no difficulty in principle over infra-atructure 

project•. The aims which have already been mentioned in deacribing tbe 

use of mixed credits - e.g. that they are to be uaed to finance exporta 

with no guarantee that any non-United Kingdom coata can be met - are 

endorsed by Lhe Treftsury. 
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PART V 

SOME .ALTmNA.TIVE LIF!l'HOm OF FINANCE 

SECTION 21 

COUMERCI.AL FINA.NCE 

325. In accordance with the t.eniis of reference, the report has 

~oncentrated hitherto on the provision of mixed credit.a finance for 

industrial training and industry related infra-structure. This and the 

following section mentions some of the alternatives. 

326. Danks are able to make sovereign loans to developing country 

governments. Their security lies in the viability of the country itself 

both actual and potential - and in the likelihood that the govermaent 

concerned will not wish to default on commerci~l loans because of the 

effect it could have on investors' confidence and, more especially, future 

access to ba.nk credits and other sources of finance. The international 

mechanisms - the IMF and the IBHD, for example - help to maintain a stable 

world monetary situation and assist, in conjunction with the co ... ercial 

banks and the creditor goverlDenta, in regularizing any debt problems. 

327. These loans are fungible, i.e. they are net provided for a 

specific purpose, and could be used to finance recurrent coats as much as 

capital costs but the lenders would need to be satisfied thot the uses 

would not jeopardise the repayments or interest due on them. They could 

be used to help finance industrial development generally, including 

industrial training; infra-structure requir~ent.u, including housing; or 

to ~ssiat in other ways which the borrowing government may decide within 

the purposes for ~hich the loan was raised. 

328. The eaaential requirement for banks ia that the borrower is 
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regarded as credit worthy and therefore in a position to service the 

loan and eventually to repay it. Such loans can cause problems, 

sometimes through no fault of the borrower as recent events have shown. 

Because of current debt problems, banks have become more cautious about 

making these types of loans because they have not always been used for 

purposes which have generated cash flow or foreizn exchange sufficient 

to meet the costs of debt servicing. 

329. Banks can also be involved in co-financing projects Yith IDRD 

and regional development banks. Such projects could be industrial, 

including industrial training, or for the provision of infra-structure 

as a necessary preliminary t~ industrial development. 

330. An interesting possibility for a more direct financial atake 

uy banks in industrial development projects in developing countriea, ia 

the setting up of a subsidiary with a revolving fund for investment. aa 

seed capital. The idea would be that the bank would join with other 

interested investors, both local and expatriate, to provide the necessary 

finance to start a new project. Once it became viable, the bank might. 

decide t.o sell it.a investment in the enterprise and use the proceeds for 

fresh investment in new projects. 

331. A.t least one bank ia considering aucb an approach. In the 

case of an industrial project, induatrial training and infra-structure 

directly related to it would nave to be included to the extent necessary. 

The Commonwealth Development Corporation, which is at.ate owned, baa 

operated a similar arrangement successfully for many yeara (see paragraph 

3~0 of Section 22). The involvement of a coa111ercial bank in a like 

venture would be a welcome develcpment. 

332. EXport credits under ECGD guarantee are described under the 

sections dealing vitn Exporting Companie• (Ser.tion 4), B~nks (Section ~) 
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and ECGD (Section 6). Although they form part of the mixed credits 

scene in the United Kingdom, they are mostly used in their OYD right. 

The amount of .t:CGD new business with developing countries in 1982 was 

£6,823M representing 42.~ of the overall total for the year whilst at 

31 March 1983 the am.ount at risk for developing countries was £19 1 10fil 

representing 60.~. As the ECGD 1983/84 Trading Results are broken 

down differently, it is not possible to provide up-dated figur~s for 

developing countries. Export credits could be used for ind~strial 

training as part of a capital goods project or for the export element of 

an infra-structure project under si•ilar condition~ to those described 

in the Sections quoted above - but without any ATP elemel,t. 

333. As described in paragraph 73 of Section 6, bank financing of 

United Kingdom exports sold on terms of two years or more and insured by 

ECGD is eligible for the ECGD fixed-rate export finance scheme (except 

for most sales to the European Community). The cost of this scheme to 

the Exchequer in 1983/84 was about £32~1. 

334. As mentioned in paragraph 88 of Section 6 and Appendix D, 

ECGD may provide cover for a one-off type of consultancy - for example, 

a consultant who might be empl,,yed in connection Yith a major project. 

Finance would have to be by way of a cash transect.ion between the buyer 

and the supplier. ECGD would simply cover the supplier against 9~ of 

any loss of the aWD guaranteed over a whole range &f circumstances. The 
'-, 
; 
' bene''it to the developing country might. be that the pa.yments to the 

consultant could be spread over the period of the work rather than being 

met at.the beginning. 

33~. Investment can also be generated through the activities of 

companies. Existing or new enterprises in developing countries may 

themselves generate or raise new capital for induatria.l development in 
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developing countries. The form such capital may take, e.g. share issues, 

bank loans, or reinvesting profits, will vary according to circtmstances. 

Pinance from 11.ll these sources could contribute to the industrial training 

requirements and industry related infra-structural needs. ECliD operate 

an ov~rseas investment insurance scheme for new investments. Agreements 

covering 11. wide range of industries and services in 40 (mostly developing) 

count1·ies are currently in operation. 
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SECTION 22 

336. The principal source of United Kingdom Government finance for 

development in developing countries is the aid programme handled by o~. 

This bas b~en described broadly in Section 8. But some multilateral aid 

is administered by, and carried on the votes of, otber Government 

departments. 

3J7. In 1983, project aid included £14.SM for mining; £19.SM for 

manufacturing, including agricultural processing and fertilizer production; 

£lll.9U for energy; £202M for construction; £7.2M for environmental 

amenities; and £42U for transport and coam1unications. Contribu~ions to 

multilateral agencies from gross public expenditure on overseas aid in 

1983 totalled £41'1M, including drawings by the European ~ommunity for the 

European Development Fund and other Community agencies, the World Bank 

Group and the Regional Development Banks and contributions to UN 

organisations. Industrial and infra-structural projects were, of course, 

financed also from multilateral sources. 

338. Training has for long formed an important sector of activity 

financed from the bilateral aid. At the end of 1983, there were 5,336 

overseas students and trainees in the United Kingdom financed from the 

aid programme. During the whole of 1983, out of a total of 5,545 man 

years of training, students and trainees spent 112 man years in 

manufacturing; 118 man years in mining, 61 man years in energy, 231 man 

years in ~onstruction, 265 man years in transport and comaunications, 

88 lllGD years on envirGnmental amenities (water supply, sanitation, urban 

and indudtrial development) and 416 man year• in general engineering. 
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Whilst the statistics do not specifically identify all industrial training, 

it is evident that many of these stud~nts and trainees Yere destined to 

r~turn to industry or infra-structure posts. Some trainees in other 

sectors, e.g. trade, financial services, na~ural sciences, not included in 

these figures may also be engaged in industry and iufra-structure on their 

return. 

339. United Kingdom personnel who York in developing countries and 

Yho are paid or partly paid from the aid progranae alYays have a remit 

to help train local personnel. At the end of December 1983, the total 

number of such personnel overseas Yaa 3,558, of which 738 •ere wholly 

financed, l,779 partly financed and 1,041 Yere volunteers supported from 

the aid programme. During the year 1983, the man years spent in each 

economic sector related to industrialization weres Mining - 44; 

Uanufacturing - 44; Energy - 30; Construction - 182; Environmental .Amenities -

117; and Transport and Communications - 195. 

340. Out of the total of 1630 man years spent on education in 

developing countries by United J(ingdom personnel during the same period, 

402 were spent on technical and vocational education. The total includes 

university education but the statistics do not provide a breakdown so it 

is not possible to state how many lecturer• were engaged on ioduatr~ 

related subjects, e.g. engineering. 

341. O~ issued 161 new contracts for consultancies financed from 

the aid progrllJlllle in 1983. Among the moat siyoificant mounted during \he 

year were majo1· power/management teams, road and railway consultancies 

and an irrigation development c~nsultancy as well as a ve~y sizeable 

on-going consultancy contract conc~rned with waste water. The range of 

consultancy work under technical assistance includes training and infra-

structure a• well as pre-feasibility and feasibility studies. 
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342. It is, of course, a matter for the overseas government to 

make their priorities for manpower and training known to the United Kingdom 

GoverD111ent. ~s part of this process, the ODA. carry out periodic manpower 

and training reviews in conjunction with ~verseas govermaents to decide 

how the needs for overseas personnel and for student and trainee pl~ces 

can best be met from the t~chnical cooperation resources a~~ilable. It 

is open to overseas govermaents to place industrial training as a high 

priority. 

343. Infra-structure has always played a big part in the aid 

programme. In 1983, ODA was funding projects to assist railways in 

several countries with both financial aid and technical cooperation. 

Other transpor~ aEsistance included road construction and there were 

power projects in some ten countries. There was at least one low cost 

housing scheme supported by financial aid. Water and sewerage projects 

were also being provided or planned. ~11 these projects increase the 

foundations on which to b~ild industrial development. Some mining and 

industrial projects were being assisted and a nuuber of countries received 

programme aid which eased balance of payments difficulties, including the 

purchase of spare parts. 

344. There are a nllllher of organisations which are related to the 

developmental efforts of ODA. and which play a part in the advancement of 

industrial development in developing countries. Some are mentioned 

briefly below. 

345. r~~ dritish Council, which •a• established in 1934 to promote, 

inter alia, a wider knowledge of Britain and the English language abroad, 

is financed jointly by the FCO and Ol'A. In developing countries the 

Council is particularly concerned, in cooperation with ODA., with the 

administration of educational aid and in the rnited Kingdom it manages, 
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OD behalf Of OJU., the training programmes discussed in paragraph 338 

above. The role it plays in English language training has already been 

mentioned. T~-wroc is now within the Council's c•rbit; te~hnical education, 

management and industrial training advice emanates from that qua~ter for 

O& and, when sought, to developing countries and international 

orranisations. 

346. The British Volunteer Programme receives ninety per cent of 

its income from the aid programme. In 1983, 220 volunteers worked in 

the industr•.al, infra-structure or teehnical education fields. 

347. At the other end of the age range, British Executive Service 

Overseas received eighty-one per cent of its income from the OIU. and the 

remainder in private donations from British industry. It recruits 

usually retired experienced executives for short visits - nonnally thre~ 

to four months - to a~vise governments and businesses in developing 

countries. In 1983, 127 executives went to some 36 different countries. 

348. o~e other source of financial assistance should be Ppecifically 

ment.ioned. This is the Cc1111Donwealth Development Corporation which is a 

state owned corporation set up some 36 years ago. It promotes economic 

development by investing in productive public or private sector projects 

in developing countiies. Projects must be financia.lly viable but the 

Corporation ai~s to maximise developmental valu~ rather than profits. 

It invests both through equity holdings and loans (not grants), us•ally 

in association with publicly owned and/or private companies. 

349. Despite its title, CDC ooer~tes not ~nly in those CoDDonwealth 

countries which have achieved independance since 1948, (and in the 

remaining United Kingdom dependencies) but it is also able to operate in 

any other devel opini country with ith1i sterial approval. By the end of 

1983 authority to operate in some fifteen non-Commonwealth countries 

had been given. 
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350. The Corporation finances itself in two ways. It can borrow 

up to £750M, £700M of which can be advanced from United Kingdom Exchequer 

funds including some loans from the aid programme at concessional rates 

of interest. Repayments of capital and interest payments on these loans 

are financed from the Corporation's income derived from dividends, 

interest and repayments from previous investments. Once a company in 

which CDC has equity holdings has been successfully established, the 

Corporation often enc~urages other participants - frequently local 

Government organisations - to buy it out, although it may continue to 

provide financial support through loans. The money from such buy-outs, 

together with the balance of the income after the Exchequer loans have 

been serviced, is then recycled for use in new investments. 

351. However, the CDC is not simply concerned with financial 

i.1vestment in developing countries. .ls the Chainuan stated in the 1983 

Reports 

"CDC is not just a lending or investing institution. In many 

~ases we add the vital ingredient of management to try to ensure 

that the projects in which we and our host countries invest are 

soundly based and a continuing asset for the ~ountry concern=d. 

When we have suc.:eeded in training loral managE:tDent to the standat·d 

required, we recycle our executives, like our money, to the next 

challenge. 

One of the most encouraging features of my trave)s in 1983 was 

to detect a growing awareness of the need for this dual role, money 

and management, by governments in developing countries.'' 

352. At the end of 1983, the Corporation had £506.~ invested and 

undisbursed commitments of £269.~I making a total commitment of £715.BM. 

Of this total, £2M.9'f was committed to basic development - power, water, 
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housing finance and transport; £116M to induRtry and commerce -

development companies, industry and hotels; and £404.9U to primary 

production and processing - renewable natural resources and minerals. 

353. One of many examples will show what can be achieved through 

assistance from this remarkable organisation. About 20 years ago, at 

the request of a developing country goverlllllent, the aid prograaae 

financed a project for the construction of an industrial estate on the 

outskirts of an urban centre. A United Kingdom textile company went 

into partnership with the government development corporation (also in 

receipt of financial assistance from the aid programme at the time) and 

the CDC. Personnel were trained by the company and it prospered. The 

Corporation sold its equity locally once the textile company was firmly 

established but continues to provide financial support through loans to 

the company. 

354. CDC helped finance the infra-structure which, inter alia, 

serves the estate. It has provided several loans to the local state-owned 

water board, the state-owned electricity supply commission (which also 

tapped Barclays Bank International and Standard Chartered Bank among 

others) and the state-owned housing corporation. The aid programme baa 

also p1·ovided assistance to these three infra-structure areas. 

355. The local textile company have invested in a new company to 

make sacks, with the CDC providing ,tome loan capital, now converted to 

equity, and a third partner - a local development bank in which the 

Corporation also have shares. This is a good example of how to use the 

system to achieve industrial development, industrial training and the 

provisiou of infra-structure. 



- 109 -

P.ART VI 

CONQ.USIONS J.ND llECOMMllID&.TIONS 

Sll:'l'TON 23 

CONQ.USIONS ON THE TDIMS OF REFFllllJCE 

356. The tenas of refe~ence called for an assessment of the use of 

mixed credits in the United J(ingdom particularly for industrial training 

and infra-structure. 

357. First.Iy, t.o what extent can mixed credits be used to finance 

the training cm:aponent of an industrial project? Discussions with the 

banks and t.he Government departments concerned reflected in the earlier 

sections of the report lead to the conclusion that the policy of both 

the financial institutions and Government departments allows for the 

financing of training in a mixed credits industrial project. The nonaal 

conditions are that the training is part of a capital goods project and 

that the training element is not a substantial part of the contract. 

Within those limitations, an effective training package can be assembled, 

particularly if the project overall is a large one. Training can take 

place in the United Kingdom and locally. If the E<XiD gu~rant~e allows 

non-United KingdoL costs, there could be room for third country training, 

if required. Several of the case studies show that the policy is carried 

out in practice. 

358. What is less likely to attract support in a mixed credits 

context is the financing of a straightforward training consultancy 

unrelated to a capital goods project. This is because the present cli~ate 

in banking and ECGD/Treasury circles appear not. to be sympathetic to 

providing guaranteed export credits for the export of a service on its 
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own. They pref-?r to see cash s•tles. However, if it could be sho1JD that 

such a consultancy might lead to a capital goods export from the 

United Kingdom and providing the cost could be kept below t.he limits 

set by t.be DA.C for technical cooperation on its Ollril {see paragraph 132 

of Section 8 and Appendix A), it is possible that it might qualify for 

assistance from the ATP TC. 

359. Secondly, the terms of reference asked for an assessment of the 

use of mixed credits to finance investment in infra-structure directly 

related to an industr~_al project. The answer here is less clear-cut. 

Mixed credits, like export credits, are c.:oncerned with helping export 

sales. Therefore they are unlikely to be able to finance all aspect.a of 

an industrial project since such a project will contain local inputs 

which mixed credits ~re not primarily intended to fund. Up to l~ of 

non-United Kingdom inputs may be allowed to be financed from export 

credits under ECUD guarantee arrangements - the exact amount, if any, 

agreed within that limit would be negotiated in each case. 

360. On the other hand, infra-structure inputs which are manufactured 

in the United Kingdom for export to an industrial project can be counted 

as part. of the export content. Gen• ~at.ors, pumping equipment, etc., 

which might be needed within the battery limits, even window frames and 

other items for the factory buildings or housing, could all qualify 

providing they were made in the United Kingdom. These exports, together 

with up to l~ for local and other non-United Kingdom costs if such a 

provision is negotiAted, could go some way to meeting the expenses for 

ancillary items over and above the manufacturin~ machinery and equipment. 

In some cases, bank• have been able to raise finance outside of the 

mixed credits provision to help meet local cost.a. 

361. The case studies do provide examples of mixed credits project.a -
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particularly the two steel works and the super-phosphates mine - where 

some infra-structure costs have been met. There are several instances 

of mixed credits projects themselves being entirely devoted to infra-

structure. So the short answer to this question is that export goods 

(and consultancy work related to those goods) for infra-structure can be 

met from mixed credits and possibly some local costs. 

362. The extent to which industrial training is an investment in 

social infra-structw-e and is therefore eligible for financing on softer 

terms can be answered by pointing to the use of mixed credits for this 

purpose. But it must not be forgotten that the purpose of mixed credits 

is to support exports. They can be used to finance industrial training 

as part of a capital goods project. The ATP may also be used, within 

the limitation imposed by the DA.C for technical cooperation, for 

industrial training outside of a capital goods project providing the 

consultancy could lead to fresh exports. It is a moot point whether 

these circumstances are likely to arise in practice. 

363. From a developmental point of view, the OD.I. would consider 

tr~ining as an investment in social infra-structure, in much the same 

way as they would if ordinary bilateral technical cooperation was used 

to finance industrial training. However, the ATP has been established 

for export oriented purposes, not social development. The case studies 

show that industrial training was and is financed from mixed credits, 

usually as part of a capital goods project. There is, however, one case 

study where the .lTP has fully financed the training element only of the 

project and another where it has fully financed a separate contract for 

training as well as contributing to the coat of thP. related cnpital goods 

contrllct. 

364. As required by the tenus of reference, banks, t.:CHD, the ODA. and 
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export companiea Yere asked for their Tiewpointa on the aoat auitable 

forms of financing for inTest.aent in industrial training and infra-

structure. 

365. Bank• were unaniaous in being prepared to accept industrial 

training as part of a capital goods project if guaranteed by ECGD 

providing the country liaits were not exceeded and other borrowing 

conditions were satisfied. They were therefore content Yith a aixed 

credits project of this nature. Use of a aoTereign loan to finance 

industrial training was also acceptable proTiding the purpose• for which 

it was raised did not preclude such investment. Many were extreaely coy 

about financing a training project on its own; no doubt they were aware 

of ECGD limitations. 

366. The ECGD were prepared to guarantee a capital goods project 

Yith an element of industrial training providing the la~ter waa not a 

substantial portion and the general condition• for ex,ending a guarantee 

were aet. For training packages alone, they could consider offering a 

Comprehensive or Specific Service• Guarantee but were unlikely to offer 

to guarantee export credita. 

361. Apart from ODl'• general reaervationa about the provision of 

mixed credita, they are content with the use of the ATP for industrial 

training, providing their deTelopmental criteria are met. Dl'I would 

require the establiablllent of an export opportunitie• case firat - aa 

: 
would the reat of SCl.T. 

368. If the export contract require• the provision of training, 

export companies are mainly concerned to aee that finance ia available 

for thi• purpose without being so interested in its source. Uost 

companies do not have a preferred aourre but a few have expressed tbe 

vie• that they would prefer the training to be financed from aid. 
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369. ·rurning noY to infra-structure, bank• are not &Terse to 

financing the export elements in theaa projects under ECGO guarantee. 

Where infra-structure requirements are an ancillary part of a capital 

goods project, the export element could fora part of the noraal 

financial arrangements. Up to l~ of the pr~ject may be alloyed towards 

local costs and other non-United Kingdo• coats ·- local coat• are usually 

a large proportion of the expenditure on all infra-structure project• -

whilst still retaining ECGD cover. In aoae instances, banks can assist 

in the raising of loans, not guaranteed by ECGD, to help meet local 

expenditure on projects. This could be helpful for expenditure on 

infra-structure. There are several examples in the case studies where 

some infra-structure costs of a project have been met from mixed credits. 

310. ECGD have no difficulty in principle with infra-structure 

projects, though they can only underwrite the coat of the export• involved 

and up to l~ of non-United Kingdom costs in appropriate cases. 

311. The ODA vie• regarding mixed credits baa been expressed 

earlier. They see no difficulty in financing infra-structure projects 

from the ATP providing their developmental criteria are met. The Dl'I 

will wish to see their export objectives aatisfied. The caae studies 

confirw that, in principle, theae requirements can be met. 

312. Esport companies have expressed no views about the source of 

finance for the provision of infra-structure. 
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S.trl'ION 24 

RD:lUA:mDA.TIONS 

313. It ~s clear from the conclusions that although there are 

limitations on !he financing of industrial training and infra-structure, 

much has been and caa be achieved under the existing arrangements. The 

main requirement is to provide United Kingdom exports of capital goods, 

or - in the Cllse of a training consultancy - the likelihood of auch 

exports arising from the results of the consultancy. 

374. Changes will follo~ if the approach is right. One moat 

important requirement is that when organisations in developing countries 

call for tenders for capital goods projects, they should stipulate what 

training they expect to see included in the bids. Here is an area in 

which UNIDO would be Yell placed to help. In many instances the 

developing country government or organisation will have little local 

expertise on which to draw as to what training to specify in the call 

for tenders. They will be in need of independant advice wHch 

UNIDO zhould be able to provide either itself or through it.::; 

contacts. 

375. Having mad9 the decision to include training in their t~nder 

calls, the developing country government or or~~n!zation ~hould resiRt 

any temptation to reduce the training provision if other costs escalate. 

Providinl the requirements are not so unreoliatic hs tu reduc~. ... .. • .. -. the chanr.P~ nr 

corn~Ptitive bidding, all tenders would sta t 1 r on an equa footing in respect of 

the minimum training needs specified. 

376. Many exporting companiea recogni•e the importance uow attached 

to training when reaponding to tender calla. Thoae which do not would 

be induced to do so by tho action described above. 
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311. Financiers, credit agencies, aid agencies and Government 

departments concerned with exports should all play a part in encouraging 

proper training arrangements. The arguments are set out in detail under 

the various sections. They may be sta'llllarised as a combination of self 

and philanthropic interests. Borrowers (developing countries) need to 

produce efficiently in order to make profits to service their loans. 

Proper training can contribute to this goal; lack of such training can 

contrihute to their indebtedness. 

318. Where infra-structure is lacking and must be provided as one 

of the inputs into an industrial project, the same basic arguments 

apply. Social infra-structure, including housing, because of its high 

local content, cannot be easily financed through export or mixed credits, 

~nd each case has to h~ c-nn~ i r1..,.,...,r1 or. it.~ mPri t.... f\t~er !"l"!".ns o"' 

fimrnce may be more appropriate in these cases. Some alternatives have 

been mentioned already. 

379. The message is clear - use the existing system to the heat 

advantage. Much can be done within it and improvements can be brought 

~bout by applying the right pressures. 

380. For ease of reference, a brief ammaary of the main points 

made concerning each of the participants in the mixed credits system is 

set out below with a cross reference to the relevant paragraphs in tbe 

report. 

Developing Countri!! 

381. Developing countries should consider the following pointas 

(a) credit-worthiness in ECGD terms has to he maintained in order 

to qualify for mixed credits (pRragraphs 35-36); 

(b) the pa·oject mu11t qualify as a high priority in the country's 

economic development to attnct ODA support (paragraph 37); 
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{c) the need for trained aanpower must be identified at the 

outaet (paragraph• 206-208); 

(d) outaide aaaiatance to aaaeaa training needa aay be needed, 

a taak in which UNIDO could aaaiat (paragraphs 209-210); 

(e) the invitation to tender should specify broadly what 

training the tenderer ia expected to provide (paragraph 211); 

(f) conaideration should be given to the beat •ethod of 

organising the training required (paragraph• 212-215); 

(g) training ia aa important as the capital goods and should 

not be atinted (paragraphs 216-217); 

( i1) infra-structural requirements should not be neglected 

(paragraphs 218-225); 

{i) local resources needed ahnuld be identified and provided 

at the outset, including finance, or coat• could escalate 

(paragraph• 226-228); 

(j) proviaion baa to be made to meet recurrent coata 

(paragraph• 22~-230). 

~porting Companies 

382. Points for the eY~orting companies to ~ear in •ind ares 

(a) quality can outweigh coats if the customer ia aatiafied 

(paragraph 231); 

(b) by atating a requirement for t.raining in the tender the 

cuat.omer puts all bidders on an equal footing (paragraph 232); 

(c) ~roperly trained personnel to operate the capital goods 

are as essential as the goods th .. selves (paragraph 233); 

(d) an effective training package can be a good selling point 

(paragraph 234) J 

(e) training can establish a developmental criteria in mised 

credit• proposals (paragraph 236); 
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(r) language training may be important (paragraph 23'1); 

(g) training arrangements abould include provision for working 

under normal operating conditions (paragraph 238); 

(h) training of senior staff should not be neglected 

(paragraph 239); 

(i) some training aay be beat done in another developed or 

developing country (paragraph 240); 

(j) Yhere local instruction i• appropriate, exporting 

companies should explain their requirements to the 

customer (paragraph 241); 

(k) "on the job" training ia not always sufficient 

(paragraph 242); 

(1) the importance of adequate spare parts should be 

atreaaed (paragraph 243); 

(m) after sales contact and service should not be neglected 

(paragraph 244). 

Banks 

383. Points for the banks to bear in mind ares 

(a) more might be done to publicise the services they can 

offer to customers in developing countries (paragraph 246); 

(b) finaracing feasibility studies aay lead to attractive 

inve.t.ment opportunities (paragraph 241); 

(c) bank• should strongly advise customer• in developing 

countries to make provision for training when di~cusaing 

finance ror mixed credits (paragraph• 250-255); 

(d) closer liaison with ODA on mixed credits projects would 

be beneficial (paragraph• 256-25T); 
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(e) export of services, e.g. training packages, may asswae 

greater importance than hitherto. An adjustment in 

credit policy should be considered {para~raph 258); 

(f) ECGD should be urged to extend export credits guarantees 

to services more readily {paragraph 259); 

(g) •ays of meeting local costs should not be neglected 

(paragraph 260); 

{h) the ATP may be able to help Yhere project investment 

~ 

384. 

(a) 

financed by banks i~ being considered {paragraphs 261-263). 

Poio~s for ECGD to consider ares 

•ays of minimising the risk of defaults on mixed credits 

should be examined (paragraphs 269-270); 

(b) training is now an essential element in most capital goods 

projects. Without it damage could be caused to machinery 

and the viability of the project could be in doubt. 

( pa1·agraphs 271-27 2); 

(c) furthermore, inadequate training ~ould lead to lower outputa 

and a loss of foreign exchange earnings {paragraph 273); 

(d) consideration should be given to guaranteeing export credits 

finance for export services not linkPd ta capital goods 

projects, ~uch as training pdckages (paragraph 274); 

(e) ~ixed credits provide an ideal vehicle to insist on proper 

training provision and thereby reduce the riaks (paragraphs 

275-276); 

(f) an unsuccessful project. ia unlikely to attract ne- export 

orders {paragraph 277). 
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Points for DTI Lo consider ares 

(a) industrial training can enhance the prospects for further 

export orders {paragraph 218); 

(b) there will be few occasions Yben training is not necessary. 

In some cases, project. success requires a wide ranging 

provision (paragraphs 219-280); 

(c) a good training package with appropriate back-up facilities 

can win an order against strong competition (paragraph• 

281-282); 

(d) since not all exporting companies recognise the importance 

of training, it should be emphasised to them when ATP 

proposals are discussed (paragraph 283); 

(e) nllocations from the ATP for training should be supported 

outside of capital goods projects where e~port opportunities 

are likely to eventuate (paragraph 284); 

(f) trainin~ within infra-structure projects should not be 

neglected (J>!lragraph 285). 

ODA. should consider the following pointss 

(a) the ATP should continue to grow proportionately so that 

United Kingdom exporting companies are competitive in mixed 

credits tendering (paragraph 290); 

(b) it, enables concessional aid to be offe:ed to some developing 

countries which would not otherwise receive it (paragraph 291); 

(c) it has a gearing effect on development by using aid to tap 

co111111ercial finance (paragraph 292); 
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(d) developing countries at an inte1111ediate stage of development 

or with credit limitations at present can benefit froa mixed 

credits (paragraph 293); 

(e) projects can be undertaken for which insufficient concessional 

aid would be available with beneficial results to all 

participants (paragraph 294); 

(f) a balance between "pure &id" and the ATP should be m~intained. 

The aim ahoulJ be to allocate about l~ of the bilateral aid 

programme to the ATP (paragraph 295); 

(g) the ATP offers an opportunity to improve the developmen~•l 

impac~ uf aome c0111111ercial finance uaed in developing countriea, 

especially in the training field (paragraphs 296-297); 

(h) banks and Olll can have more beneficial influence on mixed 

credits projects through closer liaison (paragraph 298); 

(i) the industrial training advisers should, if possible, be 

consulted about all ATP projects involving engineering 

enterpriaea (paragraph 299); 

(j) ATP TC should be used to finance training consultancies where 

potential export opportunities exiat (paragraph 300); 

(k) change• in policy to allow export credits guarantee• to be 

provided aa part of mixed credit• for aelf-contained training 

package• ahould be considered (paragraph 301); 
~ , 
' (1) industrial training provided from the ATP aa a complement to 

United ~ingdo• export• financed from multilateral source• 

should be ~ncouraged (paragraph 302)J 

~·) ATP TC could also aaaiat industrial developrent in developing 

countries by funding feasibility atudiea and financ1.al advice 

(paragraph 303)f 
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(n) both ''pur~ aid" and •ixed credits have assisted with infra-

structure and have a continuing role to play. In •ome 

instances, the CDC may also help. Training needs should not 

be overlooked (paragraph 304). 

Treaaurz 

337. Points for the Treasury to consider ares 

(a) mixed credits harness co .. ercial and public fundn tGg~ther 

to support both United Kingdom exports and developmental 

objectives in developing countries (paragraph 311); 

{b) they sUpport Government interests (paragraph 312)J 

(c) as a trading 'l&tion, there is some merit in retaining ~ixed 

credits (paragraph 313); 

{d) export of services may assume greater importance as the 

United Kingdom econooy becomes more service oriented 

(paragraph 318); 

(e) training and other consultancies do not normally attract 

guaranteed export credits (paragraph 320); 

(f) training and o~her coasultanciea may lead to capital goods 

orders but the limitations on the use of export credits 

guarantee• for these export ae...-icea could lose export 

npportunitie• (paragraph 322); 

(g) the ATP should be made available to finance fe~aibility 

atudie• and financial advice to developing countries to 

improve the viability of projects (paragraph 323). 



I 

' 

I. 

1. 

- 122 -

DA.C GUIDING PRINCIPLES FOR THE USE OF AID 

IN .lSSOCIA.TION WITH ElPORT CREDITS 

A.ND OTHER MARK.Er FUNDS 

Preamble 

APP~DII A.. 

Recognizing the need to avoid the risk of distortion of trade 

and aid, DA.C Members undertake to ensu1·e that associated financing will 

pro~ote priority developmental objectives and is consistent with fair 

trade competition and to this end adopt the guiding principles set out 

below. They confirm that associated financing trans~ctions should be 

subject to the greatest possible transparency. Members take note of the 

progress made in the A.rr~ngement on Guidelines fer Officially-Supported 

Export Credits toY&rds greater discipline in this area. 

II. Definition of Associated Financing 

2. A.ssociated financing transactions with developing countries 

associate in law or in fact two or more of the followings 

u 

(i) Official Development A.ssistance !/~ 

Official Development A.ssistance (oda) is defined as those 
resources to developing countries (and multilateral 
institutions) provided by official agencies, including state 
and local governments, or by their executive agencies, each 
transaction of which meets t.he following testss 

(a) 

(b) 

it is administered with the promotion of the economic 
development' and welfare of developing countries as 
its main objective, an~ 

it is concessional in c 
element of at least 25 p 

~er and contains a grant 
ent. 

To calculate the grant element of' an oda tran11action, a 10 
per cent discount rate is used. 

A.ssociated financing transactions whose oda component consists 
solely of technical co-operation are exempted from the 
application of Section Ill of the Guiding Principles, provided 
that th~ technical co-operation component remains below 3 per 
ceni of the total value of the associated financing transaction 
or below ~l million, whatever is lower. 



3. 

123 -

(ii) Other official flows, except official export credits 

covered in (iii), with a grant element of at least 20 

per cent. 

{iii) Officially-supported export credits, or other official 

flows with a grant element of up to 20 per cent, or 

other funds at or near market terms. 

These transactions may take various forms - such as "mixed credits", 

"mixed financing", 11 joint fimt.ncing", "parallel financing" or single 

integrated transactions. Their main characteristic is tho.t the concessional 

component is linked in law or in fact to the non-concessional component and 

that either the non-concessional or the concessional component or the Ybole 

financing package is effectively tied to procurement in the donor country !J. 
III. Guiding Principles 

4 0 With regard to associated financing transactions containing any 

element of oda, Members undertake to, 

(a) confine associRted financing to priority projects and 

progr11111111es which are carefully appraised against the 

developmental standards and criteria applicable to 

official development assistance programm~s an1 'Which 

form parl of ~he recipient country's development 

progrOJ11111e; 

(b) refrain from providing associated financing with a 

combined grant element of below 20 per ceut ~; 

(c) in conformity with the DlC RecoD11Dendation on Terms and 

Conditions of .lid, which stipulates that 'le111bers should 

relate the terms of nid on a case-by-case basis to the 

In determining association or linkage "in fact 11
, referred to in 

paragraphs 2 and 3, due consideration should be given to such 
factors ass (i) the existence of informal understandings between 
the recipient and the donor authority; (ii) the inteutioo by the 
donor through the use of oda to facilitate the acceptability of a 
financing package; (iii) the effective tying of the 'Whole 
financing package to procurement in the donor country; (iv) the 
tying status of oda and the modality of tender and/or of the 
contract of each financing transaction. 

For purposes of calculating the grant element, Members will only 
include officially-supported export credits and the funds 
referred to in (i) and (iij of paragraph 2. The grant element 
of officially-supported export credits is considered to be zero 
for this purpose. 
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circumstances of each developing country or group of countries, 

tailor the terms of associated financing to the economic 

situation, stage of development and debt servicing capacity 

of the recipient country; 

(d) in line with this general principle, to the extent associated 

financing is provided to least-developed countries, ensure 

that the transaction takes place on favourable tenaa through 

an appropriately high oda component; strictly restrain the use 

of Official Development Assistance for associated financing in 

the case of stronger developing countries, in particular newly­

industrialising countries and structural balance of paJISents 

surplus countries, both as a proportion of the total official 

development assistance programme and, subject to provision 4 {b), 

for individual associated financing transactions; 

{e) assist developing countries to receive a fair value for the 

price paid and, in particular in case of large projects, use 

associated financing as far as possible on the basis of 

international competitive bidding!/; 

(f) establish a contact point in their administrations to respond 

to questions by other Members on aid offers for particular 

projects. 

IV. Review and Appraisal 

5. Members agree to review one year after the adoption of the Guiding 

Principles and thereafter periodically, through the Working Party on 

Financial Aspects of Development Assistance, their policies and practices 

concerning associated financing against ~he guiding principles set out 

above. The reporting requirements and definitions of the Creditor Reporting 

System will be adapted to meet the need for statistical information. 

Members will provide information on policies and procedures aa required 

!} The exchange of information arrangements available under the 
Trade Co111111ittee•s Group on Export Credits and Credit Guarantees 
and under the Arrangement on Guidelines for Officially Supported 
Export Credits provide the possibility of consultations aaong 
Members on credit terms f'.lr export transactions and of establishing 
co111111on lines on terms to be offered. In cases where large projects 
are subject to international tender, llembers could under these 
arrangements seek agreement on appropriate terms. In the course 
of the neview and Appraisal of the Guiding Principles, provided 
for in Section IV below, Members will examine the uae of these 
arrangements for such consultations and make recommendations aa 
necea.ary for improvements to this end. 
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for the review and Yi.ll inform the DA.C of any significant new policies 

adopted in this area. The Guiding Principles themselves, including the 

definition of associated financing, will be the subject of review in the 

light of experience. The need for and possibility of i•proveJ reporting 

and consultation procedures will also be further considered in the review 

process. 

v. Co-operation with the Group on ~port Credits 
and Credit Guarantees of the Trade Com.it.tee 

6. The Dl.C Working Party on Financial Aspects of Develo.-ent 

Assistance will follow closely relevant developments in the Group on 

~port Credits and Credit. Guarantees of the Trade Comaitt.ee and co-operate 

with this Group as required. 
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.l.PPENDII B 

SOME SEllVICES PROVIDED HY THE EIPORT CREDITS GU.AltANTEE Dll'.A.llTUDIT 

NafEs This information is not a comprehensive 
description of the scope of these services; nei~her 
does it list all the services available. It is 
intP.nded only as an indication of the work of the 
Department. It should be read with Section 6. 

l. INSUJaNCE FOR SUPPi.Im CREDIT 

This section describes briefly several of the various fonms of credi~ 

insurance available to exporters for supplier credit transactions. 

CONSlAIER GOODS 

PRODU~fION .t.NGINE.l::RING 
GOODS 

.SALE Ot' GOODS THROUGH 
OVl:l,SEA.S SUDSIDIAJllIB 
Oil A.SSOCU.Tt}) 

A comprehensive short term guarantee is 

available to exporters for supplier 

credit transactions. It has been designed 

to provide an insurance for a continuoue 

volume of sales on credit tena• u~ to six 

months, at an economic premium, and for a 

period of not less than 12 months. Not 

suitable for mixed credits. 

For those suppliers who have a 

comprehensive short tenD guarantee but 

whose trade in such goods as commercial 

vehicles, machine tools, machinery, 

contractor's plant and a whole range of 

general engineering goods frequently 

neceseitates the granting of supplier 

credit terms to the buyer in excess of 

six months. 

An Overseas Subsidiary of a UK fira {i.e • 

where the UK firm h~s a direct controlling 

interest) is eligible via its UK parent 

for ECGD facilities for sales by that 

subsidiary. An Overseas Associate of a 

UK company (e.g. where the UK firm has a 
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shareholding but no controlling interest) 

is not eligible itself for ECliD facilities. 

Specific guarantees are available to 

exporters for supplier credit transactions 

involving capital goods or pr~jects on 

such a scale that they cannot be 

acco111111odated in the comprehensive policies. 

They are subject to individual negotiation 

of insurance between the exporter and ECGD. 

(see paragraph 82 of Sect.ion 6) 

A constructional works contract provides 

for the execution of specified works; 

both the supply of goods and materials and 

the perform~nce of services are undertaken 

within the one contract. .l Specific 

Constructional Works Guarantee is available 

to the supplier, i.e. the contractor, 

providing cover against non-pa)'lDent for 

both the goods and services elements in 

such contracts. 

The services policies operate broadly on 

the lines of t.he insurance of sales for 

earnings by suppliers frOID services for 

overseas clients (or principals) in the 

form of technical or professional assistance. 

Comprehensive type cover is available for 

a recurrent pattern of business performed 

within a 12 month period and credit does 

not extend beyond 180 days. (Specific 

cover can also be provided - see .lppendiJ: D). 
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2. GU.ARANTEC> FOR SUPPLilll CREDIT FINANCING 

This section describes briefly the guarantees available to banks where 

the exporter assigns his rights under his supplier credit policy to them. 

FINANCING SllOllTEll-Tllal 
CREDIT 

FINANCING MEDIUM-TflD,I 
SUPPLIDl CREDIT 

Comprehensive Bill Guarantees for a credit 

period of leas than two years. Not 

auitable for mixed credits. 

lbere the terms of payment are two yeara 

or more, and the insurance cover is either 

by extended terms policies or specific 

policies, supplementary policies offering 

specific guarantees to the financing banks 

are available. These guarantees enable 

the banks to finance the credit at a fixed 

rate of interest in line with the Guideline• 

for Officially Supported Export Credit 

(excluding EC countries). (see paragraph 

82 of Section 6) 

3. GlWWIT~ FOIL BUYFJl CREDIT FINANCING 

This section describes briefly the guarantees available where the buyer 

aeeka direct finance from a British bank to enable a cash payment to be 

made to the suppliers 

BUYlll CREDIT GUARANT~ 

COVER FOR LINES OF CREDIT 

For large contracts, exporter• .. y 

negotiate on cash ter11a and arrange a loan 

to the buyer on repayment terms equivalent 

to the credit which •ight be expected from 

the supplier. Buyer credit guarantee• are 

available to banks making such loans where 

the contract has a UI( goods and services 

content of £1U or more.(aee paragraph 83 

of Sect.ion 6) 

Cover can be provided to a bank for lines 

of credit to a borrower in an overseas 
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market to finance, on a buyer credit basis, 

contracts ~ith a variety of ll( auppliers of 

UK capital plant and equipment to a buyer 

in that aarket. 

Loans made Wader buyer credit and line of credit guarantees carry fixed 

interest rates in line with the Guidelines for Officially SUpported Export 

Credit (excluding EC countries). 

4. OTHm INSURANCE SFJlVIC~ FOR EIPOllTS 

Thia section describes briefly some other cover which •ight be available 

separately from or complementary to the services ~iready des;ribeds 

PmFORIUNCE J.ND OTHFJl 
BONDS 

COVEil AG.A.IN::iT UHF.A.IR 
C.lLLING OF BONDS 

PROJECT P.A.JlTICIP.lNTS 
INSOLVJ:llCY COVER J.ND 
JOINT .A.ND SEVERAL COV.1:2l 

TD'DID TO CONTRA.CT C6VFJl 

For caah contract• worth £250,000 or more 

insured with ECGD against normal pre-credit 

and credit risks, support aay be available 

for performance, tender, advance payment, 

progress payment and retention bonds. 

Provides cover against unfair calling of 

performance and other bonds. 

Two achemes designed to protect British 

exporters involved in large project 

consortia from the loaaea caused by the 

insolvency of other members or a default 

arising frOlll sub-contractors. 

Provides cover for exporters tendering for 

major capital goods contracts to be 

financed in foreign currency against 

exchange rate movements in the period 

between tendering and the award of the 

contracts. 
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.APPENDIX C 

RISKS COV:EllED BY THE EXPORT CREDITS GUAIWTEE DEPAR'NENT 

UNDDl .A. SPD!IFIC SDlVIC!S GUARANTEE 

Cover ia available for earniaga froa aervicea for overaeaa 

clients (or principals) in the fora of technical or profeaaional 

assistance, provided that either the aervices are performed overaeaa 

or the benefit of aervices performed in the United Kingdom ia enjoyed 

overseas by the client. 

2. The Specific Services Guarantee covers riaka against losses 

due to1 

{i) insolvency of the principal; 

{ii) the principal'• failure to pay within aix months of due date 

for services performed for which invoices have been submitted 

to him; 

{iii) a general moratorium by the government of the principal'• 

country or a third country through which payment muat be 

made; 

(iv) any other action of the government of a foreign country 

which ~holly or partly prevent• performance or the contract, 

(v) political eventa, economic difficulties, legislative or 

administrative measure• occurring outside the UK which 

prevent or delay transfer or payments; 

(vi) legal discharge of a deb~ (not being legal discharge under 

the proper law of the contract) in a foreign currency, which 

results in a shortfall at the date of transfer; 

(vii) war, revolution, civil disturbance or acta of God outside 

the UK preventing performance of the contract, provided 

.. 
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that the cause of loaa ia not normally commercially 

insured; 

(Yiii) cancellation or non-renewal of an export licence or the 

imposition of fresh export licensing restrictions; 

(ix) where ECGD has confirmed in writing that the principal or 

guarantor for the principal is a public principal or 

national gover .. ent authority, the failure or refusal of 

that principal to fulfil any of the terms of the contract. 

Under the policy, EaiD covers all earnings under the individual 

service contract. It covers 90 per cent of any loss for which cover haa 

been given. It does not cover loaa due to events preventing completion 

of a contract in circlmstances which could free the client froa hia 

obligations to make payment under the contract. 




