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THE USE OF MIYED 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 Expert 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 huw the system in the United Kingdom may be
strengthened, in order to better accommodate projects including requests

for training of industrial manpower by applicants from developing countries.
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Aid and Trade Provision; the allocation of funds in
the United Kingdom Aid Programme used for mixed
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
industryrin the United Kingdom.

A statutory corporation which invests in and, where
required, manages development projects on a
commercial basis in developing countries Most
projects are in Commonwealth 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, professional,
commercial 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
main Western donor countries and the European
Community.

Department of Trade and Industry (see Section 7)
European Community

Export Credits Guarantee Department (see Section 6)
The Government account into which public revenues
are paid and from which public expenditures are
met. Also known ss the Consolidated Fund. It is
managed by the Treasury.

Mor.zy advanced to meet the cost of exports
repayable with interest over a fixed period of time

by the buyer.

A United Kingdom company which sells its products -
goods and/or services - overseas.
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The provision of grants or loans on highly
concessional terms to finance development projects
in developing 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 Commonwealth Office

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

Specialist banks which are concerned with
investment management, corporate finance, trade and
some loan pourtfolios. They provide a service to
governments, international organisations and
companies.

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

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:.- ation of Economic Cooperation and
Development - a consultative body for Western
dev-:loped countries.

Su.. Committee on Aid and Trade - sce paragraph 137
ox .ection 8.

Techrical cooperation - includes the provision of
experts, smail amounts of equipment which might be
needed for them and training for the nationals of
developing countries financed from the aid
progremme, including the ATP.

Technical Education and Training, Operations and
Consultancies - a specialist unit of the British
Council. In the industrial training field it

the British Council, assists in the definition of
overseas needs, indentifies potentinl projects for
support from the United Kingdom aid programmse and
liaises with the appropriate British resources.

A project in which the exporting company contracts
not only to supply the goods but to arrange proper
installation.
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PART 1

THE BACKGROUND

SECTION 1

INTRODUCTION

This study was commissioned by the United Nations Industrial 7

Development Orgenisation (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 countries which.

UNIDO ha3 undertaken., Consultations have been organised as part of

this quest on 16 industrial sectors and topics, including the traising :

of industrial manpower and industrial financing. The study should be

read in conjuuction 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 stuaiéag€

of industrial projects in developing countries financed through mix.

credits in the United Kingdom, These case studies were intended to

provide a focus on the practice of financial institutions, of expori

credit agencies, aid agencies and exportirg companies, in order to assesss

(i)

(ii)

the use of mixed credits to finances
- the training component of an industrial project;

- investment in infra-structure directly relat:u to an '

industrial project, that is, within the ! . sy limit.i:;ff7/

utilities, water, energy, waste dispossl , -
the extent to which investment .n industri - .t is

considered as an investment in social infra.. . . -4 and




therefore eligible for financing on softer tems;
(iii) the forms of financing which would be wore suitable to

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

from the viewpoint of the financial institutions, aid

agencies and export companies covered by the case studies.
J. On the basis of the case studies undertaken, the consultant
was required to contrast the policies of fimancial institutions, aid
agencies and exporting companies with their actual praciice with regard
to paragraphs 2 (i) and (ii). Further, the consultant and UNIDO staff
vere required together to make an assessment of thz possibilities of
improving the conditions of financing industrial training and infra-
structure in developing countries, taking into account the views expressed
under paragragh £ (iii).
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, Circumstances change over time, A developing 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 meas;re
practices, Government departments respond 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 8o do the priorities, Much the same policy adjustments
opernte in banks and companies, The best 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,

6, Any implied criticism of the present policy towards and




arrangements for dealing ‘ith miXed credits are offered in a constructive
spirit,

1. Other countries operate different systems often involving
arencies which have no perallel in the United Kingdom - the Export-Import
Bank 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
the understanding of the United Kingdom approach to the use of mixed
credits — particularly for industrial training and infra-structure,

9. The consultant is grateful for the time and constructive
comments 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 number 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 possible. However, reference to them is made wherever it is

necessary.
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SECTION 2

INDUSTRIALIZATION AND MIXED CREDITS 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
ecouomic power of the newly industrialized countries (NICs) as proof
positive of the rightness of their approach, This is far too big a
canvass to encompass in a limited study of this type but it does point
up the importance attached to industrialization by developing countries
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,

11. There are several factors which go to wake up a recipe for a
successful industrial project. Pre-feasibility and feasibility studies,
product research and development, 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 industrial training
and infra-structure related to industrialization,

12, The study is primarily concerned with one of the possible
sources of finance - 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
(oda) provided by the Overseas Developmuent Administration from the

United Kingdom aid progromme (see Section 8). Mixed credits are intended
primarily for large capital goods exports but can be used in certain
circumstances for services.

4. Export credits are guaranteed by the Government because the
commercial banks would be unable 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 finance to be provided for
exports from the United Kingdom to countries overseas, It also accepts
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. 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 normel running eXpenses

or the covering of bad debts.

16. The provision of mixed credits puts the United Kingdom Government
oa the horns of a double dileuma regarding its public expenditure
compitments. The are not, of course, alone, although the mixed credits
mechanisms i.. ‘vher countries may operate differently.

17. The first of the Government's dilemua arises when there is a
hizher than average run of debt problems, [t has then to make a judgement

as to whether to reduce its exposure and run the risk of losing export
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orders or to continue underwriting to the same extent as hitherto in

order to compete for those orders, realising that it could thereby
increase the size of the potential losses which might eventually have to
be met from the public purse,

18. Sucih difficulties are usually met through a concerted
international effort to re-schedule debt. Nevertheless, the contingent
liability arising from guaranteed debt remains as a constant concerrn of
the Treasury and affects their policy towards export credits and mixed
credits,

19, Aid 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 export of United Kingdom goods and services, The present
Government has placed even greater emphasis than some of its predecessors
cn the use of aid to encourage United Kingdom trade interests, It might
be thought, therefore, that the mixed credits technique would find a

ready response in such a climete,

20, liowever, mixed credits have consistently been out of favour with
the Treasury in the United Kingdom, (The ODA have reservations also —

see puragraphs 286-289 in Secticn 19), This is because ithey see the use
of aid in this way as a hidden subsidy to win export orsders (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 khiugdom's
competitors and an escalation in the soft funds provided for this purpose,
The dilemma is tha’ whilst they would like the United Kingdom companies

to win the orders, thcy do not wish to see the terms progressively softened

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

concessional aid to be provided from the public purse for mixed credits,




21. It was partly because they did 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 Lave worked consistently
in the Financial Services Sub-Committee of the Development Assistance
Committee of the Organisation for Economic Co-operation and Develoupment
to control the terms on which mixed credits may be provided.

22, However, the strategic deployment of official development
assistance to support exports to developing countries has become an
established feature of the world market, Mixing of highly concessional
aid funds with 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, wWhen the United Kingdom finally entered the mixed credits
field, it was in order to counter, and thereby discourage, their use by
other countries, The intention was to match the competitive edge enjoyed
by other exporting countries by matching the softer credit terms they
were able to offer through the use of the mixed credits technique.

25, As part of the fight to control the use of mixed credits, lengthy
discussions in the Development Assistance Committee finally produced an
agreement between member states setting out the rules under which they

would operate, The agreement is reproduced at Appendix A, Its most
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lmportant 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 hcw little oda or other concessional funds to put
into a packase; in other words, the grant element could be anything
above zero, Now it has been agreed that the minimum 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 Supported Export Credits and with much the
same aim, The United Kingdow Government pressed strongly for the
agreement because of the danger of such export financinz 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 0WCD considers that the agreement gnes
far ~nough., 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 funds available to support their exporters in mixed credits
deals with the object of undermining the position of those competitors
who are thought to have produced the distortions,

24, Publicly, the United Kingdom Government has not yet endorsed
the United States position, MHowever, given past reluctance to indulge
in mixed credits and the philosophical justification for changing tack -
that it was to counter and discourage the use of wixed credits by sther

countries = it seews likely that their sympnthies 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 mixed credits in furtherance of trade
vith and development in developing countries. Such practices are not
likely to change quickly or easily. Each exporting country will be
assessing 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 tke short term, to lead
either to an increase in the amount of concessional funds used in

wixed credits at the expense ¢f ordinary bilateral aid projects or, if
the proportion of concessional funds 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
&8s most competitors 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’.

financed from the United Kingdom,
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PART I1I

TIE MIXED CREDITS SYSTHEM

SECTION 3

~ THE ROLE OF DEVELOPING COUNTRIES

33. Mixed credits projects by definition include an element of
official development assistance - aid in common parlance. United Kingdom
aid is provided on a government to govermment 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 Govermment of the
developing country, Detailed negotiations about the project, including
the financial package, training and the provision of directly related
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 Governwent, 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 arranged,
35. An essential prerequisite for a mixed credits project is the
credit-worthiness of the country concerned, This is because the
undertaking of a guarantee by the ECGD to underwrite the loans made by
the commercial banks depends on an assessment of the risk of default.

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

unlikely thai an export credits guarantee will be offered, huwever good
the mixed credits project wight otherwise appear to be (see paragraphs
72 and 76-T9 of Section 6)

36. In an era 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 @as to
bear in mind when assessing whether finance is likely to be forthcoming
for a mixed credits project.

31. Assuning 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 econnmic development in order to attract ODA support for a
United Kingdom financed bid (see paragraph 136 of Section 8)

38. Other factors 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 availubility 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 should, with the backing of the Government,
paYy close attention to this requirement and make whatever dispositions
are necessary to sce that the need is met. The training inputs which

will be required from overseas 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 Govermment 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 e period of negotiation with promising bidders.

41, Mixed credits projects, where different mixes are on offer from
coumpetitors, 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 awarded. Delay does, hovever,
carry some risk. The mixed credits packege 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 mey 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

ad justed 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 is

signed between the United Kingdom Government and developirg country Government

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

agreements involving the commercial finance as described in Sections 5

and 6,
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SECTION 4

THE ROLE OF THE EXPORTING COMPANIES

43. The exporting companies in Britain are concerned to see thats
(a) they are aware of the opportunities to gain orders
from developing couatries;
(b) tender documents are obtained if the potential
orders intersst 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 1may be mutually agreed
between the customer and themselves;
(f) they are paid for the goods and services provided,
44. Exporting companies obtain information about potential orders
from & number of sources., It may come from a local representative or
agent or the company way send a visiting representative to the developing
country. Commercial sections of the British Bmbassy or lligh Commission
in a developing country may report export opportunities to the Department
of Trade and Industry in London which, through their information network,
publicise the details, Contacts with international organisations may

also be a source of information about forthcoming projects. 1f 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. Applicants are not always successful .,
45, After receiving the tender documents, the exporting cowpany
decides whether to put in a kid, i.e, they judge whether they can fulfil
the customer's requir:wents and still make a profit. In many, perhaps
most cases, the bid will iavolve a number of different companies making
components to fulfil the order. Training will often require inputs from
companies other tih the main contractor. For example, relevant
operational training is not often available where the wachinery is being
manufectured. Users of the equipment have to be found who would be
willing to provide such training. Maintenance training may be partly
provided at the wanufacturers, but to provide prectical experience under
operating conditions, users of the equipment cean provide the most
realistic conditions,
16. At a very early stage when considering whether to put in a bid,
an exporting company will wish to assure itself 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

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

(b) approach ECGD in conjunction with the bank with

8 request that they underwrite the export credits;
(c¢) approach the DTI with a case to justify use of the
ATP.

47. Asswoing that the financial and the gvods and services packages
have been agreed in principle, the exporting cowpany is then in a position

to put forward its bid to the customer, Negotiations between thie customer




and the vurious bidders may take pluce after the tendéfb have teeun
opened.

48, If the exporting company is successfal, o contract is drowm up
between the developing country orpanisation seekin:y the product csad the
exporting company. The coatract will specify the :oods and svivi-es,
including any training, to be provided by the e.p'1ting company.
Financial terws will be finalised and the necessi-y angreements ertered
into,

49, Thereafter the exporting company has to see that it delivers
the goods and services contracted for, uiless the customer and the
company mutually agree to wodify thet azreement, Not infrequently the
time-scale for the delivery of the goods and services has to be modified.
This can be due to & number of reasons — delays in the production of
parts by the main contractor or the sub-contractors, shipping problenms,
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 team on site to see that the equipment is working satisfactorily
to full operating standards. Commissioning periods vary but 2-3 months
is common, If the manufacturing processes are complex or unfamiliar,

the exporting company often undertakes to station its own personnel on
site for a considerable time after the commissioning and if this is done
both the contract and the price paid by the customer will allow for this ' ,
arrangement,

51, Where the contract specifies the provision of training, details
of what is required are not always spelt out, The exporting company has

to discuss this subsequently with the overseas customer, In many instances,
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urrantemerts cannot be finalised until any language problem has been
identified, the basic skills and knowledge of poteutial trainees have
heeun assessed and the sub-contractors, if any, involved in the training
process identified.

52. Contractual obligations do not usually require an exporting
company to monitor the progress of a project once the commissioning
period and any immediate follow up contractural obliwvations are completed,
Nevertheless, some exporting countries make a practice of continuing to

keep in touch with tleir customers which can be beneficial to both sides,
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SECTION 5

THE ROLE OF THE CUMMERCIAL BANKS

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

United Kingdom and the range of services they offer would require 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 Westminster 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 subsidiury or associated

banks or representatives 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,

S55. Certain of these banks, together with the Grindlays Bank Group
and the Standard Chartered Bank Group provide domestic banking facilities
overseas. They have extensive networks in wany parts of the world,
including Latin 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 are 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

TR T U iams and Glyns bas now amal gamated with The Royal tank of
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variety of banking facilities, such as public issues sf 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 industrier

and commodities, trade conditions and the standing of firms.

57. As 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 recognised by the Bank of England -the Government-
Owned reserve bank- under the Bank Act 1979 and are scceptable to ECGD, they

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

export finance. Licensed deposit takers may alsc, with ECGD's approval,

participate in lending syndicates.

8. The major commercial banks are in the business of borrowing
and lending money. They have to cover their costs — the services they
provide to their clients, including the costs of staff, accommodation,
computers and other overheads ~ and they have to make a profit to carry
on the business, The lending banks earn income both 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 own, They have been

described as "financial engineers".

N

59. Banks can provides-

(a) advice and general 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 ip
sterling or in other major currencies, acceptable for

export credits puarsntee purposes
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(c) in most major project cases, a package of finance has to

be put together which might consist of ECGD supported funds,

aid, and fuunds raised in the market, In the latter case,

the credit rating of the tlient must Lke sufficiently high

for the banks to be prepared to lend on their own account,
60. Banks 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, ECGD will not
guarantee more than 80%-85% of the finance for the contract. So the
bank either has to carry the remaining 15%-20% within its country credit
ceiling or look for finance el sewhere — probably from the overseas client
or in the form of a syndicated Eurocurrency loan.
61. In approved mixed credits projects, the problem does not
usually arise because the aid element is these days not less than 25%
and the export credits element does not therefore exceed 75. 1In
principle, 1t could therefore be fully covered by kCiGD, Ilowever, if the
aid element in a mixed credits project is the subject of a separate,
though related, agreement, the commercially financed contract may have to
stand on its own. In that case, ECGD would not be uble to cover more
than 8% of the commercial loan, (See Section € for a fuller description
of ECGD guarantees).
62. vExport credits" is the simple term used to describe the

srrangements whereby a bank loans money to finance the cost of exporting

roods and services until the buyer settles the account, Much of this
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trade is of au repetitive kind, in standard or near standard goods, with
credit usually extended over short periods, and is not the subject of
this study, There are, however, projects and large capital goods
business of a non-repetitive nature, usually of high -‘ulue and often
involving lengthy credit terms, This is the type of business for which
export credit finance is provided as part of a mixed credits project,
63, There are 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
overseas borrower — known as buyer credit finance — to pay for the goods
and services provided 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
bank in the United Kingdom to finance the cost of supplying the goods
and services from the time they are provided (shipped in the case of
zoods) until the final payment is received from the customer, Buyer
credit, on the other hand, involves the bank loaning money to the
oversens customer to enable prompt payment to be made to the exporting
company for the goods and services it is supplying.

61, In the caese 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 paywents to it, as stipulated under the
contract of sale. The repayment period and interest charges will vary
accordingz to the terms under whics the exporter has contracted with his
overseas buyer. liowever, arrangements can also be made for ECGD to
guarantee the bank in respect of the credit it extends to the exporter.

65, Buyer credit does not involve the exporting company in the loan

arrnngement directly, although the contract to supply the goods and




services is intimately associated w.*h the terms of the loan. Interest
rates and the repayment period for the loan will be specified in an
agreement between the bank and the over eas customer. The exporting
company will have an interest in “he negotiation of these terus because

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

THE ROLE OF THE EXPORT CREDITS GUARANTEE DEPAR'MENT

66. A most succinct description of the functions of the Department
1s 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 ways, Firstly it insures them against the risk
of not being paid - whether through the default of the buyer or through
other causes, such as restrictions on the transfer of currency,
cancellation 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 war, expropriation and thkc restriction of remittances. ECGD also ,...
supports the issue of performance bonds, and guarantees contracts
expressed in acceptable international currencies as well as sterling,
including cover against fluctuations in exchange rates adversely affecting
exporters' tender price in a foreign currency",

67. ECGD is a government department oper-* 1g as a business,
balancing income and outgoings over the years, sing normal insurance
principles it offers a full export credits insurance service against
payment of premiums, Exporting cowpanies pay the premiums for this
insurance which are adjusted from time to time by ECGD to take into
account the risks of not being paid,

68, About 90% of ECGD business is handled on the commercial basis
described in the previous paragraph., IHowever, there is a facility to do

business not compatible with a purely commercial approach; this is done

as a public service in the national 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 meintained,
69, Sone of the various supplementary services provided by ECGD
in conjunction with export credit generally ure described in the UNIDO
Information Paper "Policies of Export Credit Agencies in Financing of
Training Component in Industrial Projects" by Joan Pearce (UNIDO/PC54
of 28 September 1982). Brief descriptions of those services currently
available and of some others are given in Appendix C.
70, The main task of ECGD is to underwrite the risks
(a) to exporting companies an¢ 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
dates in accordance with the loan agreement,
These insurance arrangements apply to both developing and developed
countries,
7L, The "supplier" and "bi.jer" forms of export credits finance
have already been described in paragraphs 62 to f5. 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 85% of the value of the contract.
72, To be eligible for an export credits guarantece, the overseas
customer must be considered a reasonable risk, That is to say the
country is expected to be able to meet its debt commitments and the

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

capital and interest payments on time, ECGD is able to gather information
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from many sources, both about the state of each individual overseas
market, the economic risks associated with it and the credit verification
of overscas buyers. On certain markets, where dewmands for cover exceed
the available resources, ECGD has to limit the overall amount of
potential liability which it can accept. A continuous watch is kept so
that limits may be adjusted as soon as conditions alter,
13. ECGD does not directly provide finance for export credits but
the insurance cover it offers facilitetes this form of lending by the
banks. It also influences the terms on which banks will provide
guaranteed export credits finance, liowever, ECGD does subsidise interest
rates from public funds on export credits of 2 years or more; i.e. the
fixed preferential interest rotes described in paragraph 71 - see also
parazraphs 95-97.
T4, 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 us secure as possible. The export credits finance they provide is
therefore dependant on the underwriting limits and conditions set by
the Department,
75. This limitation affects export credits finance in a nunber of
ways, Present ECGD practice is as followss
(a) ma jor capital goods projects enjoy longer repayment
periods than services projects, The former often
extends for ten years — in exceptional cases longer -
whilst the latter is limited to a maximum of five years;
(b) a minimun down payment of 15 is required;
(¢) mnot more than 15 of the export credits finance way be
used for local or other non-UK costs, (Special rules
apply to EC costs). Within that limitation, the sum

allowed would he dectded on a case by case basis,
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76. So far 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 any other form of
goods and services. The generel considerations ares

(a) whether the country concerned is an acceptable risk

or not;

(b) the credit-worthiness of the borrower, guarantor, etc.
Other Govermment departments - the DTI and Treasury, for example — may
take into account different considerations.
T7. So far as the first consideration of ECGD is concerned, many
developing countries are at present experiencing great difficulty in
meeting their financial obligations. The world recession and high
interest rates have combined to put them in a beur-hug. A sluckening in
demund for their exports limits their opportunity to earn foreign exchange.
fligh interest rates on foreizn borrowings result in a drain on the reduced
foreign earnings, Inevitably, in present circumstances, the number of
developing countries which will be classified as an acceptable risk is
likely to be less than in more prosperous times. Shortagze of foreign
exchange is one reason why this difficulty could occur.
78. Regarding LECGD's second consideration, the credit-worthiness of
the borrower, guarantor, etc. refers to the ability of the organisation
concerned to repay the export credits, Situations have arisen where the
borrower is viable enough to meet the repaywent obligations but the money
is not remitted to the United Kingdom or the remittaunce tukes a long time
to arrive through no fault of the borrower,
79. As with other export credits guarantces, the eaport credits
element of a mixed credits project has to be mensured uxninst the normal

criteria described above, Where cxnort credits have reached or are
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nearing the credit ceiling, it may not be possible to accommodate 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 25% or more of the cost of

the contract is met from the aid programme. The remaining 75 financed
from commercial sources would be eligible, in principle, for full ECGD
cover as it falls within the maximum 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 commercially financed contract may have to stand on its own, in which
case ECGD guaranteed export credits could not exceed 85% 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 negzotiations 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 buyer credit financing of exports can also be
offered by ECGD where the buyer is to be financed direct by a United Kingdom
bank. Exporting companies often ask banks to arrange such loans for
overseas buyers or borrowers; contracts have to pe for UK goods and services

of £IM or more. It is essential to approach ECGD early.




Four separate agreements have to be concluded at about the same time.

(i) a supply contract between the British supplier and the
overseas buyer, for the supply of plant ond equipment
and possibly for construction of the project
(ii) a loan agreement between the financing bank and an
overseas borrower to provide finance for the bulk of
the payments under the supply contract or contracts
(iii) a guarantee given by ECGD to the financing bank to
cover the risk of non-payment of principal or interest
(iv) a premium agreement between the British supplier and

ECGD.
8. As poragraph 75 mokes clear, the minimum down puyment required
with an export order is 15%; the remaining 8% is the maxiwum which can
be financed under ECGD export credits guarantee arrangements. But ECGD
do not always underwrite the maximun percentage — 80% is quite common
and lesser percentages may be offered depending on particular circumstances.
85, In the event of a default on payment under supplier credit
insurance, the exporting company would have to bear part of the loss
jtself. This is customary for all insurers. The percentuge of cover
varies but it is never more than 90% of the sum guaranteed (except in a
very few specific instances where up to 9% is sllowed). If additionally
the cxporting company has paid for an ECGD guarantee to the bank, then in
certain circumstances it may not have to bear any share of the loss on
the runrantced sum,
86. Where a default occurs under ECGD buyer's credit guarantees
and it is clear that the exporting company has fulfilled all its

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

buyer, the company would not have to bear any share of the 1oss on the
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guaranteed amount,

87. In the case of mixed credits projects, only the commercial
finance used for export credits is guaranteed. There is no insurance
cover for the aid element. This conforms to normal practice because

the United Kingdom Govermment does not take out insurance cover om its
own activities.

88. A training project which is not part of a capitel 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 Specific 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 90% of the sum
guaranteed, Where the amount of business is sufficient, a company or
consultancy may find it advantageous to apply for a Comprehensive Services
Guarantee which offer slightly more cover al a little less cost,

89. If the project to be underwritten is primarily for the supply
of capital goods, the conditions described earlier are likely to be

more easily satisfied, ECGD is not concerned if training is included in
such a contract providing it does not form e high proportion of the
export package. As capital goods orders attract a longer repayment period,
ns instanced by the case studies, training financed as part of such a
contract also benefits from the increased spread of repayments.

90, The provision of export credits for infra-structure projects
would first be tested agninst the conditions set out in paragraph 76.

1f the outcome of the nssessment was favourable, the amount of export
credits gunrantee offered would depend, in the first instance, on the

cxport content,



9l1. If for example, the British equipment and personnel being
provided was half of the cost of a road, then the guaranteed export
credits could go up to 85 of that half share. llousing would not be
ruled out but usually domestic accommodation has a high local content.

It follows that in most cases only a small proportion of the total 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 guaiantee could be a much higher proportion of the teiel cost
since the export component would be larger and up to 85 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 85% of the whole package might be
guaranteed, including the housing. The wmajor 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 15%. If there
was no other non-British goods or services paid for from the export
credits, the amount of housing related to the project might reuch 15§,
Conversely, the higher the non-British 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
export content would improve, and the amount of housing provided could
increase. Each case is treated on its merits. Provision of a non-British
element in an export credits guarantee is not automatic and in many cases
no provision at all is allowved,

93, Infra-structure for power and similar services is in a better

position to attract 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 coumissioning could also be included in the
guarantee.

94, 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, this adversely affects the ratio of
British goods and services exported for a given subsidy from the ATP.

As will be clear from paragraph 102 of Section 7 and paragraphs 149 and
150 of Section 9, this is contrary to the intended purpose of the ATP,
unless there are compensating advantages in a particular instance.

95. Major trading nations have adopted various guidelines setting
minimum payments by delivery and minimum interest rates and maximun credit
periods for officially supported export credits on terms of two years or
more. The guidelines divide countries into three broad categories,
essentially on the basis of their per capita income; Relatively Richs
Intermedintes Relatively Poor. Developing countries are divided between
the last two categories.

96. The latest guidelines on export credit terms under the
international consensus between major trading nations which would apply

to developing coun’-ies ares

Guidelines as at July 1984 Intermediunte Efl%ﬁl!ﬂll
oor

Minimus payments by delivery 15% 156

Minimum interest rates for

credits between 2 and 5

years inclusive 11,556 10.7%

Over 5 years 11,9% 10.7%

Maximuwn Credit Periods 8) years in 10 years

some cases; 10
years in others



ECiD subscribes to these guidelines but in exceptional cases it may

adjust its offers to meet a particular situation e.g, where foreign
competition may have already gone beyond the guidelines.

97. The interest rates are adjusted automatically at six monthly
intervals agai' 3t a matrix of world interest rates so that changes -

up or down — are reflected in the interest rates charged for any new
export credits finance. ECGD pays the banks the difference between

these internationally agreed concessionary rates and en agreed commercial
rate of return.

98, Under the internutional consensus, loans may be allowed for
export credits in certain foreign currencies. Where the interest rates

are low enough, this may be more advantageous than a sterling loan.
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SECTION 7

THE ROLE OF TIE DEPARTMENT OF TRADE AND INDUSTRY

The DTI has described its central aims asg
"To encouruge, assist, and ensure the proper regulation
of British trade, industry and commerce, to increase
the growth of world trade and the national production
of wealth"
This study concentrates on the part played by the Department in the
encourarement and assistance of British trade, industry and commerce
in one small area — mixed credits projects.
100. It should be said at the outset that the Secretary of State
for Trade and Industry end other Ministers in the Department have overall
responsibility for ECGD, liowever, whilst officials in the DTI work
closely with those in ECGD, the latter have their own criteria on whether
to extend insurance cover, be it for ordinary export credits or for
mixed credits cases (see paragraphs 76-79 of Section 6), The Treasury
are also concerned in this process, as described later (see Section 9).
101, Although ODA provide the "soft" money in the mixed credits mix -
that is, the Aid and Trade Provision — and have the responsibility of
accounting for it, the entry point for an application by an exporting
company to use an allocation from this source is through the DTI.
102. The ATPY scheme is essentially intended to enable the
United Kingdom to mutch aid-assisted foreign credit fucilities., The
Department's objective is to maximise worthwhile exports from the
United Kingdom., "Worthwhile" usually means exports with a longer-term

national value greater than the immediate return to the British firms,
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This can arise from opening up or protecting future commercial ojenings
or estublishing new capabilities in the United Kingdom and \hereby
enhancing the prospects of future orders,
103, Another 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 DII on whether or not to proceed with processing a proposal,
104. Economic considerations affecting the United Kingdom can only
be considered on & 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 wmade on whether the longer term opportunities for exports or job
retentions in the United Kingdom outweigh the risk involved, Such
decisions are not taken solely by the DTI - other Government departments
involved in ATP projects have to consider their stance,
105, There are two primary conditions which i1imit applications for
support from the ATP. Firstly, the GNP of the developing country concerned
must not exceed US $.3,000 per head at 1981 prices. Secondly, the use of
the ATP is confined to non-Communist developing countries.
106, In publicising the ATP arrangements, the DTI state 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 normally be evidence of
foreign competition officially supported by a mcasure of

funds on aid or other unusually generous terms.
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(b) Industrial The importance of the contract in
relation to the United Kingdom com;any, e.z, the effect
on production capacity, product development, marketing
strategy and employment.
107. The scheme specifically excludess
(a) 1luxury goods and military equipment;
(b) business which could reasonably be expected
to be won on normal commercial terms.
108. Paragraphs 105-107 above, together with paragraph 136 of
Section 8, summurize the considerations which should apply when exporting
companies decide whether or not to put in an application to the DTI. All
United Kingdom firms, whether consultants, manufacturers or contrectors,
wishing to export capital goods or services to a developing country may
seek ATP support for their export bids within these criteria.
109, The exporting company normally establishes contuct through the
officials dealing with trade to the developing country concerned or
through the officials concerned with the industrial sector to which the
munufacturing 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 DTI policy and co-ordination
concerning ATP proposals rests with part of PEP; all ATP proposals are
eventually channelled through that section.
110, Providing the business meets the criteria laid down by the DTIL
described earlier and the development criteria, the following proposals
can be considered for assistance from the ATPs
(1) capital projects;
(11) sale of capital goods;

(111) technicaul cooperation, e.y., training;




(iv) consultancies;

(v) feasibility studies.
Nvorually, the provision of (iii), (iv) or (v) under the ATP would ounly
arise when included in a substantial capital goods project but there 1is
some flexibility as described under Section 8 - see paragraph 132 and 133,
for example.
111, By no meens do all applications prove worthwhile on this basis.
The requirement to husbanu rcarce resources so that they can make the
rreatest impact means that many are turned down.
112, It is also the practice of the DTI to sieve the applications
azainst the developmental criteria and also to consider whether the
application is likely to coumand sufficient svpport in the inter-
depurtwental committee (SCAT). The developmental . -1 other considerotions
and the cowposition of SCAT are described in Section 8, Those proposals
which seem likely to meet the developmental criteriu are sent forward to
ODA; they arc then considered simultaneously within both the DIT and the
ODA.
113, Only about ten per cent of the applications pass the DII tests
ond are sent forwnrd for consideration by the coumittec. This amounts
to sorie 10-50 cases cach year, The majority of those eventually result
in AlP offers. lMowever, experience shows that only about one third
actually result in the award of a contract,
114, Once the apnlication has attracted DTI support, it is passed

Lo SCAT for coasideration against developmental and other policy criteria.
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SECTION 8

THE ROLLE OF THE OVERSEAS DEVELOPMENT ADMINISTRATION

115, 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 Aid Programme. By

far the biggest is the annual allocation made by the Government from its
own resources, i.e, taxation, borrowing, etc. The size of the allocation
depends on two factors -~ the Government's view of the amount of money
which it believes proper to use for public expenditure and, against the
competing claims of other public expenditure programmes, 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 — not
interest - from aid loans made in the past to developing countries. The
amount irvolved has been considerably reduced following the decision some
years ago to forego payment on most of the outstanding loans to the

poorest countries,

117, It may happen that a developing country is unable to service




past aid loans due to an inability to generate sufficient foreign exchange
to meet its debt turden. In these circumstances, the recycling process
(i.e. the sccond 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
programme, as for other public expenditure programmes, it also operates

a rolling 5 year plan for all public expenditure programmes., 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
known as the aid framework, Within that framework, room has to be found
for exbenditure on all existing and foreseeable commitments 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 expenditure for the aid programme/fremework 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 59%, In cash terms, there was a small drop in bilateral aid

of £10M between the two years — from £703M to £693M - but this was out of
a considerably larger total for aid - £967M in 1980 compared to £1170 in
1983.

120, Within tb> bilateral aid section, provision is made for

fipancial aid - for example, 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 described earlier, for many years the British Govermment
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 A:d 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 £703M and a total gross aid programme of £967M,

This represented 3,13% of the former and 2.28% of the latter. By 1982,
ATP expenditure had reached £63M out of £674M bilateral aid and out of a
total gross aid programme of £1,083{. 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
£33 out of £69W in bilateral aid aad a total gross aid programme of
£1,170M, The ATP had dropped to 4,76% of bilateral aid and 2,82% of total
gross aid., Yet there was no change in policy.

123, Applications which are supported and sent forward by the DTI

-

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

staffed jointly with the Foreign and Commonwealth Office., If a worthwhile
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proposal is received, an allocation would be considered, pruviding the

ODA 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 ODA has 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 normally 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 earmarked for a
particular country. Projects eligible for consideration for funding under
the line of credit are identified usually by a mission, including
representatives of ODA, DII and sometimes ECGD, visiting the country.
Although it is agreed that these funds will generaily be used in
association with guaranteed export credits, 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 same. Finance for exporting capital goods and

services would still be based on & mix of commercial loans guaranteed by

ECGD and aid, As with all other offers under the ATP, the aid 13
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conditional upon the placing of a contract with a United Kingdom company.
127. All ATP proposals are referred to the economists for the normal
project analysis and cost/benefit examination. The British Fmbassy or
ligh Commission will normally be consulted, Where there is time and it
is appropriate, the proposal 1is referred out to the relevant ODA
Development Division. There are Develop:._..t Divisions based in the
Caribbean, East Africa, Southern Africa, South East 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 and 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 Market Funds”
issued by the DAC. These are set out at Appendix A.

130. What the Guiding Principles state is that there should be a
minimun amount of aid to be offered — whether for technical cooperation
or capital aid - as part of & mixed credits package. This is backed up
by the OECD consensus on mixed credits, The Guiding Principles call for
a minimup oda coptent (the grant element) of over 20%. Because the
United Kingdom believes that mixed credits should be expensive in
concessional aid, it aims for a grant element of over 25%.

131. The calculation of the grant element is very simple at present,
In the case of the United Kingdom, it is the percentage of the total
United Kingdow supported mixed credits package provided by way of ATP

grant, (The grant element 1n an aid lvan may be culculated according to



the recognised formula). OECD have agreed that any subsidies inherent
in the counsensus 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.

132, The Guiding Principles allow an exception, On de winimis
grounds, providing technical cosperation is less than 3% or less than
FIM of the contract, whichever is the lower, they will be disregarded by
the DAC. Normally, such proposals would provide for 100% of the UK cost
of the project or of the technical cooperation component in question of
a larger project.

133. The type of proposal which might be considered under these
special arrangements would still need to be commercially oriented, It
could include small inputs of equipment, training or consultancy services.
1t may include the provision of UK personnel under technical cooperation,
It could cover any or all of these forms of assistance within the
financial 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.

134, A 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. Training packar:s which exceed the limits 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 ATP proposal has to meet the developmen. 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 UDA is answerable to Parliament and the Treasury for the proper use
of aid funds, including the ATP, so it has 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-departuwental committee — 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 Forei;;n and
Commonwealth Office will be concerned with the political implications,
taking into account also the views of the relevant United Kingdom
diplomatic missions. If the proposal is found by ODA to meet the
developmental criteria ard it is supported by SCAT, it then goes to the
Minister for Overseas Development or to a senior ODA official for approval,
depending upon the aize 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 High Commission or Bonbassy, 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. A
successful tender by the exporting company requires a contract between
it and the overseas client supported by an agreement between the British
Government and the overseas Govermment covering the aid allocation to the
mixed credits project. It also requires coummercial finance — either
suppliers or buyers credit - guaranteed by ECGD as described in Sections
5 and 6.

139. If the British exporting company wins the contract, perhaps
after further negotiation between the overseas clients and the most
competitive bidders, the commercial contract is drawn up and signed.
Parallel with this action, the ODA sends the British High Commission or
Bnbassy a govermnment to government agreement for signature covering the
aid element of the project.

140, The Crown 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 services are supplied or as down payments on the
contract, -

141, Thereafter the omA require the exporting company to make
periodical - Nisually quarterly - reports on the progress of the project
until it is completed. If it should appear that the project is running
into difficulties, then ODA would have to consider with the overseas

government what action could be taken to ensure satisfactory completion.
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SECTION 9

TIIE ROLE OF THE TREASURY

142, Treasury involvement in the mixed credits field occurs in
several ways,

143. As the Government department responsible for the budget and
for the overall allocation and control of public expenditure, the
Treasury is the "ministry of finance" in the United Kingdom Govermment,
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 Parliamen. for approval or modification.
114, It is the Treasury, therefore, 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 ATP.

145. Since the United Kingdom Govermment is the ultimate grarantor
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

i
o

with the DTI have 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 largely benefits

only one exporting sector of the economy - the capital goods industry.

Another preoccupation has been with the future arrangements for providing
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export credits guarantees — whether the present ECGD should continue as

the vehicle to perform this service or vhether an alternative organisation -
a public corporation, for example - 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. ﬂovevef, in 1982/83, claims

exceeded premiums and interest by £146M; cash balances invested in the
Consolidated Fund dropped during the same period by x£200.6M from £481,3M

to £280,7TM. For 1983/84, the incidence of new claims has risen again;

they exceeded premiums 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 Yyet,

148, Formally, all ECGD 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 i1s 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 that they wish to ensure that the scheme_does not vofk

to contradict efforts to constrain the international use of mixed credits,
150, In the first regard, the Treasury require that the implied

subsidy levels of ATP support (which is different from the OECD grant

element) are kept to the minimum compatible with making a realistic bid,

furthermore, 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 terms 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 also have to take account of wider implications.
Some of the "national interest™ considerations have been mentioned in
paragraphs 102 and 103. Exports are an important part of the United Kingdom
economy, Whilst, therefore, they bave a strong predilection towvards
measures which limit the cost to public funds of assisting exports — the
fipancial constraint — the Treasury also have to balance this natural
nyatchdog” tendency with another "national interest™ concern - the need to
stinulate exports as part of its efforts to promote economic growth,

153. A further concern is the poliiical 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 & particular political backcloth than for
any direct political interests,

154. Developmental considerations are the concern of the ODA,
Nevertheless, the Treasury are well aware of the Government's aid policy.
The Minister for Overseas Development stated recently that i. was interded

"to help the poorest countries with an eye to effectiveness .... and also

with an eye to British political and commercial interests".




SECTION 10

THE ROLE OF THE CROWN AGENTS

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

commercial loans are a matter for the exporting company, the banks and

the ECGD.
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PART II1I

THE CASE STUDIES

SECTION 11

THE SELECTION OF THE CASE STUDIES

156, As explained earlier, mixed credits projects have only been
introduced in the United Kingdom since 1977, Of the 60 or so projects
completed or in hand since that time, most are concerned with infra-
structure of one sort or another, Power and transport projects have
frequently been financed 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. About 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 number of studies which were expected to
lead to capital goods projects; not all of these projects have
materialised,

159, Apart frow the type o. -.  :ts which had been financed from

mixed cr.dits, ther: were other constraints on the choice. It was




desirable to obtain the maximum cooperation from the Government
departments, the exporting companies and the banks. Some projects vhich
might otherwise have been selected were therefore ruled out because of
reservations expressed by one or other of the parties involved. In
practice , this has 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 projects were excluded because

the inclusion of a formal traininy 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:

. complete Steel plate mill

. rod and wire mill

. complete jute carpet backing factory

rehabilitation and expansion of jute mill

. mechanization of existing coal mine

. expansion of open cast phosphate mine

. supply of bus chassis (bodies to be built locally)

supply of bus chassis and knocked-down bus bodies

supply of small/medium hydro-electric plants (including identification
of suitable sites)

10. supply of steam-powered turbine generators for new power station.

W~y Wit -

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 cther; 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 which existing
finance has been provided are, however, settled.

164. Training and infra-structure are dealt with togsther 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 basils; 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 257 and they all pre-date the 1983 DAC
Guidelines on mixed credits (Appendix A). Some cases are considerably higher
than the 257 minimum and one reaches 1007 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 1s 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 Iin only two of them,




169. Fourthly, the scele of the finance varies considerably between
the case studies, This is broadly representative of the mixed credits
projects to date as a whole,

170, Fifthly, buyers credits were arranged for seven of the projects
and suppliers credits for the remainder. It is not clear vhat factors
were involved in arriving at the decision to use one rather than the
other form of export credits. The size of the credits and the type of
exports involved may well have played a part.

171, Sixthly, the 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 interest rates and repayment periods which could be offered under the
consensus at the time, In some instunces, non-sterling loans were raised
for export credits where this facility provided more advantageous terms
for the buyer.

172, Lastly, financiel arrangements for two of the larger projects
included the raising by the banks of ordinary commercial loans to help

meet costs which were not covered by the mixed credits.

TRAINING 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 huses provide transport for industrial workers between homes and
work places - as well as providing industrial traininyg oppurtunities.

Some cases fall squerely within the terms of reference with infra-

structure as part of the industrial project.
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The Steel Projects

174, Both steel projects provide for a sizeable training input.,

Case No. 1 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 Stage 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 maximum benefit,

176. The circumstances in Case No, 2 contrasts with that described
above, The size of the plant is clearly smaller; there is virtually no

vrained work force to draw on; and the production processes, though

modern, are less complex,
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Although the reasons for initially limit jng the project to rod and wire 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,

177, In this case, language was clea-ly a problem in arranging
training. Given the sparsity of relevant skills, the provision of a
training team for a lengthy period was an essential requirement,
Training for over 10% of the work-force was also provided overseas.
Back-up by a team from the exporting company for an eighteen months
period following commissioning should help to ensure that teething troubles
can be successfully overcome.

178, In both cases buildings and equipment have been provided for
training needs, So have infra-structure needs directly associated with
the mills, A small amount of housing has been provided in Case No. 2,
179, Another facet of these two cases is that the finance arranged
ag 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 Projgcts

180, Case No. 3 illustrates a situation where the customer provided
the down payment., Detailed training arrangements were settled and written
into the contract. This was possible because the operational and
maintenance training could be provided by the exporving company at its

own jute mill where carpet backing is also produced and sold commercially,

181. Management and supervisors were the key personnel chosen for

the overseas training courses. Apart from the small team sent out to
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1nstal the machinery and equipment, the company provided two senmior
personnel for the two months commissioning 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 developing country
concerned.

182, Language was not mentioned as a problem. Neither was infra-
structure 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.
Considerable experience of jute milling already existed in the country
and the exporting compeny, 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 comnstraints in the developing
country had made purchases difficult,

184, No overseas training was considered necessary bhecause 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 tenders 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 vas
recognised in principle from the outset,

186, However, the original proposals concentrated on the training of

Discussions between the exporting company, the sub-contracted

new centyrants.




s

- 60 -

mining consultants, the developing country clients and an ODA industrial
training adviser resulted in a traizing packege being devised which

should provide more effective training for the same cost.

187. An important outcome of these discussions was the concentration
of training on the manngers/engineers, middle level management and skilled -
operators. Trainers were also included so that knowledge would not be
lost.

188. Language was 8 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 ODA. It was compl ementary to
an on-going project for 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 consultants
under technical cooperation arrangements. They are novw the managers of
the mixed credits project in conjunction with the local state owned
fertilizer company.

190. Equipuent 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 training will be arranged by the equipment
manufacturers, mainly in the United Kingdom. There will be a certain
amount of “"on the job® training locally and some local personnel are
already familiar with drag-line equipment.

191. Langusge has oot been identified as 8 problem and no provision

has been made for language training. The contract includes 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. 7 and 8 are both concerned with public transport -
the provision of buses to state—owned companies. In Case No. 7, the
training elemeat appears to be Jow although this may be due to the
assistance already being given in the running of the company's workshop
from another source. Alsqg 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 developing 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 stations. They, and the local staff trained in the

United Kingdom, will train other local staff.

196. Lanzuage ‘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 and it may help in the development of rural
industry.

1917. The final project studied in Case No, 10 - a coal fired power
station - grev 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
finencing arrangement which includes some of the development banks and
agencies and the Commonweal th 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, Although 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
compl ex financing and equipment supply arrangements, it may be that &
separate training contract is envisaged by the state power corporation.
200. Language is not likely to be a problem - except possibly for

technical terms at some levels., The project is itself infra-structural

and partly orientated to industrial devel opment needs.
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PART IV

STRENGTHENING THE MIXED CREDITS SYSTBM

SECTION 13

SOME GENERAL OBSERVATIONS

201. Part IV looks at the way in which the mixed credits system

might be improved, Whilst recognising some of the difficulties,
sugzgestions are made which could result in a more effective role for

each of the participants jdentified in Part II (except the Crown Agents).
202, The terms of reference concentrated on industrial training and
infra—structure, Although some broader policy considerations are
mentioned, the comments 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 countries.

203, Industrialized countries attach great importance to training,
both in the formal educational system and in industry. New technologies
call for new training and retraining. It is those devel oped countries
where the organisation of effective training has been given the highest
priority that are likely to achieve the greatest success, This conclusion
applies no less to developing countries.

201. Arguuents 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

show is that training can be provided if it is 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 mixed 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 costs, 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 DEVELUOPING COUNTRIES 3 SOME CONSIDERATIONS IN
INDUSTRIALY ZATION

206, A vital element in any project is the supply of trained
manpower, From the simpldst manufacturing to the most technologically
advanced projects, the chances of success are heavily dependant on such
an input, The reservoir of skilled labour varies between countries as
does the history and experience of using mechanical and electrical
equipment.

207, 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, Another 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 carc
command to carry out such an assignment. 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
e nev 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

assistance to establish how much and vhat kind of industrial training is

necessary can be vital to the success of a project.
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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 poasibility of

obtaining help from the international organisations, It is important

that the source chosen for the advice can drav 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 vell 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,
Hlowever, 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 Government or organisation responsible for the
project states that the award of a contract is conditional on the
provision of training up to a certain mininum level, then all exporters

will tender on an equal footing. They will not be tempted to reduce the

s

training provision and thereby cut the prices they quote when tendering
80 as to gain the order, Such an approach is being followed by a number
of developing countries.

212, Whether the training should be organised by the exporting
company or by independant consultants is probably best decided in

accorance with the circumstances of the particular project and the size

and type of the identified training need, If the requirements have been




- 67 -

properly assessed before the bids are called for and the tender let, it
should not be too difficult, with independant evaluation where necessary,
to esteblish 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
& reluctant contractor is pressed into providing training in a piecemeal,
unco-ordinated fashion,
214. In looking for a suitable training pattern, developing countries
should be considering the following areass

(a) Management

(b) Supervisors

(c) Foremen

(d) Operators

(e) Maintenance Personnel

(f) Stores Personnel

(g) Training Personnel

(h)} Selling/marketing the product of the plant
Which of these groups are readily available, 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 be avoided here, On the one hand
there may be a reluctance to admit thet there is a genuine lack of trained
and experienced personnel in the country to execute the project

successfully, 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 undermine the whole success
of the project. The latter is wasteful and will make the project more
expensive and possibly uneconomic.

216, The purchase of know-how (including training overseas) should
be considered in the same way as the purchase of mach%nery and equipment.
If it is needed for the success of the project, then it should be accepted
as a necessary inmput.

2117. 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 is
as important a part of the investment as the machinery or the buildings.
218. Infra-structure for an industrial project may take several 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 these components when considering the project as a whole. TheY
should be jdentified at an early stage, Pro—feasibility and feasibility
studies would take the.~> noeds into account providing the terms of
reference are drawn up 80 a8 to include them,

220, It has to be borne im mind that the infra-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

221, In the case of road construction, engineering design and

supervision may be imported together with a limited amount of heavy




equipnent. 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 imovolve
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 substantial degree.

225, Nevertheless, the provision of proper housing and amenities can
prove essential to industrial projects, particularly wvhere they are to

be the focus of new urban and regional growth centres, Much 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, Manpover, especially

if trained, will be reluctant to remain for long in & nevly developing

centre if the basic conditions of family housing, schooling, 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
Commonweal th 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 has 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,

2217. Mixed credits projects may themselves allow for some contribution
to local costs which form a part of the project but this would not
normally exceed 15% of the export credits element of the project. The
amount available is not likely to cover much of the local cost 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 has to be delayed once it has 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 cost of

the goods and services will have risen over the extended supply period.

229. Recurrent costs 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 most 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,

N >
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SECTION 15

THE EXPORTING COMPANIES ¢ PRUMOTING BUYER SATISFACTION

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 than that of competing companies, even if it is more
costly.

232. As 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 minimun
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 commissioning 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. Further orders are likely to be placed elsewhere.

234, Conversely, given an effective training package as part of the

o

bid as well as & high standard product, an order may well be secured

although the quotation may not be the lovest, There are instances in
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the case studies where, in the viewv of the exporting company, the

training offered undoubtedly had a beneficial influence on the award of

the contract to them,

233. The raage and scale of the training which should be offered

vill vary from country to country and from project to project. Both the
stage of industriel development reached and the complexity of the
industrial process involved will have an influence on the trainiag needs.
In some 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, Mixed credits projects are,
therefore, particularly well suited to provide for training. By including
8 prope. industrial training provision in a mixed credits proposal,
exporting companies go some way to establishing a credible development
criteria,

231, In deciding what training is 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 most cases, however,
the medium of instruction will be English and it is vital that the trainees
have a good command of it so as 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 most appropriate training. The company may decide

that this is best 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 conditions as close as possible to those experienced
in normal working conditions. Such experience may only be possible by
attachment to a suitable manufacturing firm ;r organisation or service
industry providing the end product or a training organisation which
specialises in reproducing the usual working enviromment. Consultants
may be needed for this purpose.
239. Training overseas may involve bringing a number of people to
Britain for varying periods. In some of the larger projects, they may
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, c¢xporting
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 UK to
organise local instruction, Local facilities are essential to make the
pmost 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 constructiounal and commissioning 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

the qrantity 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.

Exporting 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
teke & continuing interest in the running of the plant they bave supplied.
They do this for three reasons. Firstly, they expect to receive orders
for spares as parts of the plant wear out end 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 furtler orders in the developing country concerned.
245, Helpinz 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 whieh can only be beneficial to

both sides of the transaction.
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SECTION 16

THE BANKSs ADVISING DEVELOPING COUNTRY CLIENTS

246, Banks may become involved in the provision of export credits
in several ways, They may be employed as advisers to the overseas
customer and in this role they may be asked to marshall the finance
needed for a project, The bank can also identify exporting companies
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 so widely known as is
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 where
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 is
possible that the bank's contacts with exporting companies may also 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

N

hears of an invitation to tender for the supply of goods and/or services.
In these circumstances, the company approaches the bank to establish, in
principle, whether it will provide export credits if the overseas customer
decides to award the company the contract,

249, Whichever of the several approaches is used, if the bank

expresses its willingness to provide the money, it is 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,
i1nvolve the Treasury. If it is a mixed credits project, contact may be
established by the bank with both the DTI and the ODA but usually it is
the exporting company which take responsibility for making the running in
those quarters.

250, Banks 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
1s their business to discover whether industrial training is being or
should be provided under the project. They generelly take the view that
the exporting company and tlie cuscomer should be left to decide between
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 between 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 & 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 interfereuce - even infringement of

sovereignty in the case of some countries - in matters which ghould nnt
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concern the banks. Another 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
ECGD.

253. Despite the arguments 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
cn 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 has been engaged to guide and advise the client, the opportunity

for tendering such advice is even greater. On the other hand, failure

to warn the client about the need for a training provision in the planning
stage might, in time, lead to loss of confidence in the bank end

possibly loss of custom if the project ultimately proved a failure.

255. This is not to suggest that a bank is itself in a position to
give any detailed indication of what is required, Such advice cen 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 has been or is being obtained.

256, Some check on the training provision is already written into

the procedures for mixed credits projects - see paragraph 128 of Section 8.
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But as aid is the junior partmer in the financial package, comments from
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 term interests of all concerned,

2517. It may be desirable to cultivate closer liaison between the
banks and the ODA when a mixed credits proposal is being evaluated.

This could result in a similar feed be<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 applicant might be persuaded more easily to follow that
advice - see paragraphs 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
industrial 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 treining project on its own is likely
to attract less support because the banks can see no tangible assets.

But with the increase in the importance of the service industries in the
United Kingdom economy they can be expected to play & 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 capital goods,
259, One of the usual conditions for offering mixed credits 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 banks would Le 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 own, 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 own independant
feasibility study if it was sufficiently impressed as to the likelihood
of success by the project presentation of the client,

282, It is in these circumstances vhere the "vicious circle" referred
to in Chapter IV of the Background Paper (Page 91 of ID/WG 381/2) for the
First Consultation om the Training of Industrial Manpowver may arise.
Briefly, the "vicious circle" was described as circunstances in which
financiers had turned down a project for lack of irained manpower. Yet

they were unvilling to finance steps to make good the deficiency because

training was too uncertain an investment to be viable. 1In 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 depeud on the specific
circunstances 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 ATP
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 2l.




SECTION 117

THE EXPORT CREDITS GUARANTEE DEPARTMENT s REDUCING CUEDIT RISKS

265. A major preoccupation of ECGD - quite rightly so - is to

limit the amount of expusure 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 mediwn 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 extendes 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 i3 one reason
why it cannot, with any certainty, forecast the likely financial strength
of its country clients which are heavily dependant on exte:rnal 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 terwm effects on United Kingdom
exports. It could underuwine the position of exporting companies in

established markets and make them reluctant to venture into new ones.
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However, given the existing problems of debt in many developing countries,
a wore selective approach in the short term seems inevitable.

269, Another approach is to see whether 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 76-78 of Section 6
concentrates on the overell financial position of both country and the
borrower, This is alright so far as it goes. The size of the export
credits and the number of count ies, participants and proposals involved,
and the type of expertise which ECGD can bring to bear, make it a difficult
problem to overcome save in the broad brush menner mentioned in the
previous paragraph, A concerted imaginative international effort by
lender countries would be needed for anything different.

270, The mixed credits scene offers greater opportunity for success,
Not only is the scale 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 goods projects. As explained in earlier Sections, it does
not always figure in the requirements of the buyers. There may be good
reasons for this, ¢.g. trained personnel already exist to use the nev
equipment or separate training arrangements have been made, The exporting
company may taeke the short terw view and regard the sale of the capital
roods as a desirable goal in itself even though there is little or mno
training input, Banks, by and large, do not consider it their

responsibility to check on the training requirements or on their fulfilment

where guaranteed export credits are concerned,
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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 foreigt

exchange to recommission it, This additional drain could lead to

repayment problems,

213. Machinery exported from the United Kingdom may provide an end
product which can be exported by the developing country., If the maximum
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 own 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
majority 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 feagiple. It is not therefore customary to extend export credit
guarantees for industrial 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 agsets 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 export 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, iﬁdustrial 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 inore direct interest in the
subject. The arguments may be summarised as follows: by ensuring the
provision of adequate 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 is considered

in the inter-departmental committee on mixed credits - SCAT - described

in paragraph 137 of Section 8.

211, 0f course, if the economy and the foreign exchange situation

in a developing country are strong, the lack of success of a project -
whether due to inadequate training or other cauves - is unlikely to have

a big effect on its ability or willingness to pay because the developing
country will not wish to run the risk of jeopardising 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 against the "national interest".
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SECTION 18

THE DEPARTMENT OF TRADE AND INDUSTRYs STIMULATING EXPORTS

218, The DTI 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 occasions
where training on new machinery and equipment is not warranted. At 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 has givea
long service and good relations have been maintained with the overseas
customer leading to proposals for new orders despite lower bids el sewhere,
282, In other instances, securing the orders described in those case

studies even under the ATP were dependant 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 potential selling point. During discussions of an ATP proposal,

the DTI could emphasise to the company the important part that training
can play in the 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 though 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 and
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 DEVELOPMENT AIMINISTRATIONS
DEVELOPMENT OBJECTIVES AND MIXED CREDITS

286. It is obvious that the allocation for the ATP reduces the

amount available for bilateral aid projects and programmes wholly funded
with concessional aid. United Kingdom policy is still to give priority

to allocations to the poor countries where they can use British essistance
effectively, But many, perhaps most, of the developing countries 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 programme,

287. The ODA approach to the provision of mixed credits has been
coloured by these demands on its limited resources, Measured 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 same picture emerges with housing.

288, Given that the demands on the limited aid resources are so

large and given algo the difficulties of identifying projects for poorer
countries and communities which can operate on a commercially viable basis,
it is understandable that ODA does not wish to encourage further

encroachment by the ATP on "pure" aid,
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289, Moreover, in view of the caution expressed by some banks over
lending for infra-structure purposes whilst the present debt crisis in
many developing countries exists (see paragra.h 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

Devel opment 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,

2y0, There are, however, strong arguments for the retention of the
ATP and that it should grow proportionately with the Aid Programme,

From the United Kingdom's poirt 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,

202, It has a gearing effect because by using the ATP, it is possible
under present criteria to tap some three times as much 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 rusources because of credit limitations, may be assisted through

the ATP. Their cleims for full-scale concessional aid may be weak when




compared to the urgent needs of poorer countries; at the same time, they
wmay not yet be in a position to undertake the full burdens of ordinary
commercial 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 may
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
Letween "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 gpeed development in developing countries, An ATP allocation of
some 19% of the bilateral aid programme would seem reasonable; in
expenditure terms, this figure was nearly reached in 1982,

296, There are other advantages in mixed credits, Since ODA carries
out an appraisal of all ATP proposals which reach it, thias offers an
opportunity to bring some influence to bear on a few of the projects
involving commercial finance, ODA is not, after all, simply an aid agency;
it does carry out a broader development function. If ATP is treated as

s nev developmental tool, it can provide positive practical results.
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297, For example, purely commercial considerations will tend to
dictate that an exporting company provides the minimum 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, howezer, that the staff resources
available to ODA are limited and there is usually pressure in the case

of ATP proposals for an early decision, Moreover, as pointed out in
paragraph 256 of Section 16, the ODA is the junior financial partner in

a mixed credits project and there is, therefore, a limit to what can be
done, If banks can be 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 training 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
possible to obtain such advice at the time it is needed, because of the
travelling commitments 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

are the exception, This is especially important in view of the emphasis
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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 om
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 in 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 28L of Section 18 and paragraphs 318-322 of Section 20.

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 ways in which the ATP might be used to help with developing
countries' industrial development is in the provision of (easibility

studies and financial advice in suitable cases, There are some examples
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of the provision of feasibility studies under the ATP already, although
not particularly oriented to wanufacturing. Financial advice would be

a new venture. By providing such services where there is a gap in local
resources, the ATP could help developing countries avoid some of the
pitfalls in the development of industries. Such planning could result

in future export opportunities.

304, The ATP 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 v;thin 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: A DIFFERENT APPROACH

305, 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, Given the financial limitations on all
donors' aid programmes, this would ween 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,

3017, 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 concessional aid available
for that purpose, The ratio of concessional aid to export credits in
most ATP projects is about 133, If the US proposal of 50% concessional

aid in mixed credits projects is adopted, this would result in a ratio of

S

131 with & considerable drop in the total sum available,

308, Overall, the Treasury position is that they would prefer to
see mixed credits phased 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 terms for financing exports, then United Kingdom
exporting 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
c¢redits in the United Kingdom ought to be balanced against the need for
pure vilateral aid, ifowever, that is somewhat different from trying to
reduce cr eliminate the ATP or making the use of mixed credits more
expensive 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 here.

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 can 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 commercial and public funds 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
infra-structure in developing countries at less cost than under the
ordinary commercial arrangements, Mixed credits relieve the pressure on
concessional funds and they provide training opportunities, partially
financed at commercial rates, Both 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 policy 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 Govermuent'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 medimn term credit which is guaranteed (and the support itself is
falling) and the export credits 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 expenditiure to help
create oprortunities for private enterprise - both in teras of investment
and exports - which would not othervise be there.

313. A further consideration is whether, in general, mixed credits
are a welcome development for a nation so heavily dependant 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 iess dependant on foreign trade for their economic survival 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, For 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 crediis is
to help the capital goods sector in the Urited Kingdom to win orders in
developing countries in competition with manufacturers frow other

countries which have also offered soft terws, So long as the present
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export credits arrangements operate, the Treasury 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 as part of bilateral aid or
through the ATP. In the latter case the Treasury consider that it should
normally form part of a capital goods project,

3117, The Treasury support the view that customers in developing
countries must define what they want when calling for tenders, If the
demand is for training and other compelitors are going to respond, then

it accepts that there would be pressure on the United Kingdom to do
likewise,

318, This approach is to be welcomed., It ties in with another
thought — that as th. United Kingdom economy becomes more service oriented,
the composition of exports may themselves change in the same direction.

At present invisible exports enjoy only limited cover for business on a
cash or near cash basis, ‘There 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
circumstances described in paragraph 208 of Section 14, Once the need has
been identified, the training required may have to be spread over a long
period,

320. As explained in paragreph 27k, normal international trading practice
does not favour the provision of export credits guarantees for training,
except es an elemert in a much larger project, and the ECCD Services Policies
alore are not an idesal back up for this export service. Bank finance is
louttful in the abtsence of ECAD supplier or buyer export credits gusrantees.
fet. United Kingdem capital goods export orders cculd follow as a result of

~he training consiuitancy ¢r package.

7 The Treasurye view s crar acrasionally crainine mignt Ye provioed
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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 sympatiietic to cowpanies simply offering a training package,.
llowever, Lhey recognise that where overseas competitors have secured
wmixed credits terms for such a proposal, the United Kingdom would have

to consider a matching offer.

J22. 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 ~ffer 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 consultancies in appropriate circumstances. The risks involved
appear no greater than with capital goods and, as stated earlier, capital
guods 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 cooperation training on a
large scale without complementary export credits.

323, Ano’her form of advice which chould commend itself to the
Treasury is the use of the ATP for feasibility studies and financial
advice where this could lead to subsequent capital goods orders. Both
feasibility studies and the provision of financial advice should improve
the prospects for the viability of projects and thereby avoid a fresh
drain on developing countries' resources,

324, There is no difficulty in principle over infra-structure
projects. The aims which have already been mentioned in describing the

use of mixed credits - e.,g. that they are to be used to finance exports
with no guarantee that any non-United Kingdom costs can be met - are

endorsed by the Treasury,
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PART V

SOME ALTERNATIVE METHODS OF FINANCE

SECTION 21

COMMERCIAL FINANCE

325, In accordance with the terms of reference, the report has
~oncentrated hitherto on the provision of mixed credits finance for
industrial training and industry related infra-structure. This and the
followving section mentions some of the alternatives,

326, Banks 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 govermment
concerned will not wish to default on commercizl loans because of the
effect it could have on investors' confidence and, more especially, future
access to bank credits and other sources of finance. The international
wechanisms — the IMF and the IBRD, for example - help to maintain a stable
world monetary situation and assist, in conjunction with the commercial
banks and the creditor governments, in regularizing any debt problema.
327, These loans are fungible, i.e. they are nct provided for a
specific purpose, and could be used to finance recurrent costs as much as
capital costs but the lenders would need to be satisfied that 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 requirements, including housing; or
to assist in other ways which the borrowing government may decide within
the purposes for which the loan was raised.

328, The essential requirement for banks is 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 cen cause problems,
sometimes throuzh 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 whici: 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 with IBRD
and regional development banks, Such projects could be industrial,
including industrial training, or for the provision of infra-structure

as a necessary preliminary tc industrial development.

330. An interesting possibility for a more direct financial stake

by banks in industrial development projects in developing countries, is
the setting up of a subsidiary with a revolving fund for investment as
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 nev project. Once it became viable, the bank might
decide to sell its investment in the enterprise and use the proceeds for
fresh investment in new projects.

331, At least one bank is considering such an approach., In the
case of an industrial project, industrial training and infra—-structure
directly related to it would nave to be included to the extent necessary.
The Commonwealth Development Corporation, which is state owned, has
operated & similar arrangement successfully for many years (see paragraph
350 of Section 22). The involvement of a commercial bank in a like
venture would be & welcome develcpment,

332, Export credits under ECGD guarantee are described under the

sections dealing with Exporting Companies (Section 4), Banks (Section 5)
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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 own right.
The amount of ECGD new business with developing countries in 1982 was
£6,823 representing 42.9% of the overall total for the year whilst at
31 March 1983 the amount at risk for developing countries was £19,103i
representing 60.6%. As the ECGD 1983/84 Trading Results are broken

down differently, it is not possible to provide up-dated figures for
developing countries. Export credits could be used for industrial
training as part of a capital goods project or for the export element of
an infra-structure project under similar condition: to those described
in the Sections quoted above - but without any ATP elemert,

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 £320M.

334, As mentioned in paragraph 88 of Section 6 and Appendix D,

ECGD may provide cover for a ome-off type of consultancy - for example,
a consultant who might be emplnyed in connection with a major project,
Finance would have to be by way of a cash transection between the buyer
and the supplier, ECGD would simply cover the supplier against 90% of
any loss of the sum guaranteed over a whole range of circunstances, The
bene”it to the developing country might be that the payments to the
consultant could be spread over the period of the work rather than being
met at the beginuning.

335. 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 industrial 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 circumstances.
Finance from all these sources could contribute to the industrial training
requirements and industry related infra-structurel needs. ECGD operate
an overseas investment insurance scheme for new investments. Agreements
covering a wide range of industries and services in 40 (mostly developing)

countries are currently in operation.
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SECTION 22

GOVERNMENT FINANCE

336. The principal source of United Kingdom Government finance for
development in developiug countries is the aid programme handled by ODA.
This has been described broadly in Section 8. But some multilateral aid
is administered by, and carried on the votes of , other Govermment
departments.

3517. In 1983, project aid included £14,.8d for wining; £19.8M for
manufacturing, including agricultural processing and fertilizer production;
£111.9M for energy; £202M for construction; £7.2M for environmental
amenities; and £42d for transport and communications, Contribucions to
multilateral agencies from gross public expenditure on overseas aid in
1983 totalled £477M, including drawings by the European Zommunity for the
European Development Fund and other Community agencies, the World Bank
Group and the Regional Development Banks and contributions to UN
organisations, Industrial eand 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 172 man years in
manufacturing; 118 wan years in mining, 67 man years in energy, 231 man
years in construction, 265 man years in transport and communications,

88 man years on environmental amenities (water supply, sanitation, urban

and industriel development) and 476 man years in general engineering.
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Whilst the statistics do not specifically ideatify all industrial training,
it is evident that many of these students and trainees were destined to
return to industry or infra-structure posts. Some trainees in other
sectors, e.g. trade, financiai services, naiural sciences, not included in
these figures may also be engaged in industry and infra-structure om their
return,

339. United Kingdom personnel who work in developing countries and
who are paid or partly paid from the aid programme always have a remit

to help train local persomnel. At the end of December 1983, the total
number of such personnel overseas was 3,558, of which 738 were wholly
financed, 1,779 partly financed and 1,041 were volunteers supported from
the aid programme. During the year 1983, the man years spent in each
economic sector related to industrialization weres Mining - 44;
Macufacturing — 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
deveIOping.countries by United Kingdom 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 lecturers were engaged on industry
related subjects, e.g. engineering.

341. ODA issued 161 new contracts for consultancies financed from

the aid programme in 1983, Among the most significant mounted during iie
year were major pover/management teams, road and railwvay consultancies

and an irrigation dcvelopment consultancy as well as a very sizeable
on-going consultancy contract concerned with waste water. The range of
consultancy work under technical assistance includes training and iofra-

structure as vell as pre-feasibility and feasibility studies,
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342, It is, of course, a matter for the overseas govermment to

make their priorities for manpower and training known to the United Kingdom
Government. As part of this process, the ODA carry out periodic manpower
and training reviews in conjunction with vverseas governments to decide
how the needs for overscas personnel and for student and trainee places
can best be met from the technical cooperation resources a*ailable. It
is open to overseas governments to place industrial treining 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 technizal cooperation,
Other transpori assistance included road construction and there were
pover 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 plenned. All these projects increase the
foundations on which to build industrial development. Some mining and
industrial projects were being assisted and a nuiber of countries received
programme aid which eased balance of payments difficulties, including the
purchase of spare parts,

344, There are & number of organisations which are related to the
developmental efforts of ODA and which play & part in the advancement of
industrial development in developing countries. Some are mentioned
briefly below,

345. pn~ dritish Council, which was established in 1934 to promote,
inter alia, a wider knowledge of Britain and the English language abroad,
is financed jointly by the FCO and O, In developing countries the
Council is particularly concerned, in cooperation vith ODA, with the

administration of educational aid and in the United Kingdom it manages,
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on behalf of ODA, the training programmes discussed in paragraph 338
above, The role it plays in English language treining has already been
mentioned. TETOC is now within the Council's orbit; technical education,
wanagement and industrial training advice emanates from that guarter for
ODA and, when sought, to developing countries and international
organisations.

346, The British Volunteer Programme receives ninety per cent of
its income from the aid programme., In 1983, 220 volunteers worked in
the industrisal, infra-structure or technical 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 O0DA and the
remainder in private donations from British industry, It recruits
usually retired experienced executives for short visits - normally thre=
to four months ~ to advise governments and businesses in developing
countries. In 1983, 127 executives went to some 36 different countries,
348. One other source of financial assistance should be specifically
mentioned. This is the Ccumonwealth 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 financinlly viable but the
Corporation aims to maximise developmental value. 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 operates not only in those Commonwealth
countries which have achieved independance since 1948, (and in the
remaining United Kingdom dependencies) but it is also able to operate in
any other developing country with Miaisterial approval. By the end of

1983 authority to operate in some fifteen non-Comwonwealth countries

hhiad been given.




350, The Corporation finances itself in two ways, It can borrow

up to £750M, LT00M 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 encourages other participants - frequently local
Government ocrganisations - to buy it out, although it may continue to
provide finencial 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. llowever, the CDC is not simply concerned with financial
iavestment in developing countries. As the Cheirman stated in the 1983
Reports

nCDC is not just a lending or investing institution, In many
cases 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 concernzd.
When we have succeeded in training local management to the standavd
required, we recycle our executives, like our money, to the next
challenge.

One of the most encouraging features of my travels in 1983 was
to detect o 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 £506.5M invested and
andi sbursed commitments of £269,3M making a total commitment of £775,8M,

Of this total, £254,9M was committed to basic development - power, water,




housing finance and trensport; £116M to industry and commerce -

development companies, industry and hotels; and £404.9M 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 govermment, the aid programme
financed a project for the construction of an industrial estate on the
sutskirts of an urkan centre. A United Kingdom textile company went
into partnership with {ie 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—owmed electricity supply commission (which also
tapped Barclays Bank International and Standard Chartered Bank among
others) and the state-owned housing corporation, The aid programme has
also provided 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 some loan capital, now converted to

v

e equity, and & third partner - a local development bank in which the
Corporation also have shares, This is a good example of how Lo use the
system to achieve industrial development, industrial training and the

provision of infra-structure.
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PART VI
CONCLUSIONS AND RECOMMENDATIONS
—_— ) L NELOMMENDATIONS
SECTTON 23

CONCLUSIONS ON THE TERMS OF REFERENCE

356. The terms of reference called for an assessment of the uge of
mixed credits in the United Kingdom particularly for industrial training
and infra-structure,

357, Firstly, to what extent can mixed credits be ugsed to finance
the training component of an industrial project? Discussions with the
banks and the 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 normal
conditions are that the training is part of a capital goods project and
that the training elemeni 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 ECGD guarantee allows
non-United Kingdow 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 climate
in banking and ECGD/Treasury circles appear not to be sympathetic to

providing guaranteed export credits for the export of a service on its




own. They prefor to see cash sales. llowever, if it could be shown that
such a consultancy might lead to a capital goods export from the

United Kingdom and providing the cost could be kept below the limits

set by the DAC for technical cooperation on its own (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 industrial project. The answer here is less clear—cut,
Mixed credits, like export credits, are concerned with helping export
sales. Therefore they are unlikely to be able to finance all aspecta of
an industrial project since such a project will contain local inputs
which mixed credits are not primarily intended to fund. Up to 156 of
non-United Kingdom inputs may be allowed to be financed from export
credits under ECGD guerantee 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. Genrrators, 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 15, 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 manufacturing machinery and equipment,
In some cases, banks have been able to raise finance outside of the
mixed credits provision to help meet local costs.

361, The case studies do provide examples of wixed credits projects -




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
(end 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-structure and is therefore eligible for financing on softer
terms can be answvered by pointing to the use of mixed credits for this
purpose, But it must not be forgotten that the purpose of mixed credits
1s to support exports. They can be used to finance industriel training
as part of a capital goods project, The ATP may also be used, within
the limitation imposed by the DAC 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 ODA would consider
training 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 ATP 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 cost of the related cupital goods
contract,

364, As required by the terms of reference, banks, ECGD, the ODA and




export companies were asked for their viewpoints on the most suitable

forms of financing for investment in industrial training and infra-

structure,

365. Banks were unsnimous in being prepared to accept industrial
trainiog as part of a capital goods project if guaranteed by ECGD
providing the country limits were not exceeded and other borrowing
conditions were satisfied, They were therefore content with a mixed
credits project of this nature. Use of & sovereign loan to finance
industrial training was also acceptable providing the purposes for which
it was raised did not preclude such investment., Many were extremely coy
about financing a traiming project on its own; no doubt they were aware
of ECGD limitations,

366, The ECGD were prepared to guarantee & capital goods project
with an element of industrial trainming providing the latter was not a
substantial portion and the general conditions for extending a guarantee
were met. For training packages alone, they could consider offering a
Comprehensive or Specific Services Guarantee but were unlikely to offer
to guarantee export credits.

367. Apart from ODA's general reservations about the provision of
mixed credits, they are content with the use of the ATP for industrisl
training, providing their developmental criteria are met, DTI would
require the establishment of an export opportunities case first ~ as
would the rest of SCAT.

aes. If the export contract requires the provision of training,
export companies are mainly concerned to see that finance is available
for this purpose without being so interested in its source. Most

companies do not have & preferred source but s few have expressed the

view that they would prefer the training to be financed from aid,
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369. Turning now to infra-structure, banks are not averse to
financing the export elements in thesz projects under ECGD guarantee,
Where infra-structure requirements are an ancillary part of a capital
goods project, the export element could form part of the normal
financial arrangements. Up to 19 of the project may be allowed towards
local costs and other non-United Kingdom costs - local costs are usually
s large proportion of the expenditure on all infra-structure projects -
whilst still retaining ECGD cover. In some 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.
370, ECGD have no difficulty in principle with infra-structure
projects, though they can only underwrite the cost of the exports involved
and up to 15§ of non-United Kingdom costs in appropriate cases,

371. The ODA view regarding mixed credits has been expressed
earlier. They see no difficulty in financing infra—-structure projects
from the ATP providing their developmental criteria are met, The DT1
will wish to see their export objectives satisfied, The case studies
confirm that, in principle, these requirements can be met,

312, Export companies have expressed no views about the source of

finance for the provision of infra-structure.




SECTION 24

RECOMMENDAT IONS

373. It is clear from the conclusions that although there are
limitations vn the fibancing of industrial training and 1nfra-structure,
much has been and cam be achieved under the existing arrangements, The
mein requirement is to provide United Kingdom exports of capital goouds,
or — in the case of a training consultancy - the likelihood of such
exports arising from the results of the consultancy,

374. Changes will follow if the approach is right. One most
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 well placed to help. In many instances the
developing country govermment 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 which

UNIDO should be able to provide either itself or through its

contacts,

375, Having made the decinibn to include training in their tender
calls, the developing country government or orgunization should resiat

any temptation to reduce the training provision if other costs escalate.
Providing the requirements are not so unrealistic as to reduce the chances nf
competitive bidding, all tenders would start on an equal footing in respect of
the minimun training needs specified.

376, Many exporting companies recognise the importance uow attached

to training when respounding to tender calls, Those which do not would

be induced to do so by the action described above,
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3717, 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 summarised 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 goai; lack of such training can
contrihute to their indebtedress.

378, 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,

a2nd each case has to be considered on its merits, Other means o

finance may be more appropriate in these cases. Some alternatives have
been mentioned already.

379, The message is clear — use the existing system to the hest
advantage, Much can be done within it and improvements can be brought
about by applying the right pressures,

380, For ease of reference, a brief summary of the main points
wmade concerning each of the participants in the mixed credits system is
set out below with a cross reference to the relevant paragraphs in the
report.

Developing Countries

381, Developing countries should consider the following pointss
(a) credit-worthiness in ECGD terms has to he maintained in order
to qualify for mixed credits (paragraphs 35-30);
(b) the project must qualify as a high priority in the country's

economic development to attract ODA support (paragraph 37);
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(¢) the need for trained manpower must be identified at the
outset (paragraphs 206-208);

(d) outside assistance to assess training needs may be needed,

a task in which UNIDO could assist (paragraphs 209-210);

(e) the invitation to tender should specify broadly what .
training the tenderer is expected to provide (paragraph 211);

(f) consideration should be given to the best method of
organising the training required (paragraphs 212-215);

(g) treining is as important as the capital goods and should
not be stinted (paragraphs 216-217);

(a1)  infra-structural requirements should not be neglected
(paragraphs 218-225);

(i) local resources needed should be identified and providcd
at the outset, including finance, or costs could escalate
(paragraphs 226-228);

(j) provision has to be made to meet recurrent costs
(paragraphs 229-230).

Exporting Companies

382, Points for the exporting companies to bear in mind ares

(a) quality can outweigh costs if the customer is satisfied
(paragraph 231);

(b) Dby stating a requirement for training in the tender the

customer puts all bidders on an equal footing (paragraph 232);

’
s

(¢) properly trained personnel to operate the capital goods
are as essential as the goods themselves (paragraph 233);

(d) an effective training package can be a good selling point
(paragraph 234);

(e) training can establish a developmental criteria in mixed

credits proposals (paragraph 236);




(1)
(g)

(n)

(3)

(k)

(1)

(w)

Banks

383.

()

(b)

SN

()

(d)

language training may be important (paragraph 237);

training arrangements should include provision for working

under normal operating conditions (paragraph 238);
training of senior staff should not be neglected
(paragraph 239);

some training may be best done in another developed or
developing country (paragraph 240);

where local instruction is appropriate, exporting
companies should explain their requirements to the
customer (paragraph 241);

“on the job" training is not always sufficient
(paragraph 242);

the importance of adequate spare parts should be
stressed (paragraph 243);

after sales contact and service should not be neglected

(paragraph 244).

Points for ihe banks to bear in mind ares

more might be done to publicise the services they can

offer to customers in developing countries (paragraph 248);

financing feasibility studies may lead to attractive
investment opportunities (paragraph 247);

banks should strongly advise customers in developing
countries to make provision for training when dizcussing
finance for wixed credits (paragraphs 250-255);

cloger liaison with ODA on mixed credits projects would

be beneficial (paragraphs 256-257);




(£)

(2)

(h)

ECGD

384.

(a)

(b)

(c)

(d)

7

-
o

—

(r)

export of services, e.g. training packages, may assume
greater importance than hitherto. An adjustment in
credit policy should be considered (para;raph 258);

ECGD should be urged to extend export credits guarantees
to services more readily (paragraph 259);

ways of meeting local costs should not be neglected
(paragraph 260);

the ATP may be able to help where project investment

financed by banks is being considered (paragraphs 261-263).

Poiots for ECGD to consider ares

ways of minimising the risk of defaults on mixed credits
should be examined (paragraphs 269-270);

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.
(paragraphs 271-272);

furthermore, inadequate training could lead to lower outputs
and a loss of foreign exchange earnings (paragraph 273);
consideration should be given to guaranteeing export credits
finance for export services not linked to capital goods
projects, such as training packages (paragraph 27L4);
wixed credits provide an ideal vehicle to insist om proper
training provision and thereby reduce the risks (paragraphs
275-216);

an unsuccessful project is unlikely to attract new export

orders (paragraph 277).




(b)

(c)

(d)

(r)

0DA

386,

()

(b)

(c)

Points for DTI to consider ares

industrial training can enhance the prospects for further
export orders (paragraph 278);

there will be few occasions when training is not necessary,
In some cases, projec! success requires a wide ranging
provision (paragraphs 279-280);

a good training package with appropriate back-up facilities
can win an order against strong competition (paragraphs
281-282);

since not all exporting companies recognise the importance
of training, it should be emphasised to them when ATP
proposals are discussed (paragraph 283);

allocations from the ATP for training should be supported
outside of capital goods projects where export opportunities
are likely to eventuate (paragraph 284);

training within infra-structure projects should not be

neglected (paragraph 285).

ODA should consider the following pointss

the ATP should continue to grow proportionately so that
United Kingdom exporting companies are competitive in mixed
credits tendering (paragraph 290);

it enables concessional aid to be offered Lo some developing

countries which would not othervise receive it (paragraph 291);

it has a gearing effect on development by using aid to tap

commercial finance (paragraph 292);
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developing countries at an intermediate stage of development
or with credit limitations at present can benefit from mixed
credits (paragraph 293);

projects can be undertaken for which insufficient concessional
aid would be available with beneficial results to all
participants (paragraph 294);

a balance between "pure eid" and the ATP should be muintained.
The aim should be to allocate about 10% of the bilateral aid
programme to the ATP (paragraph 295);

the ATP offers an opportunity to improve the developmental
impacs of some commercial finance used in developing countries,
especially in the training field (paragraphs 296-297);

banks and ODA can have more beneficial influence on mixed
credits projects through closer liaison (paragraph 298);

the industrial training advisers should, if possible, be
consulted about all ATP projects involving engineering
enterprises (paragraph 209);

ATP TC should be used to finance training consultancies where
potential export opportunities exist (paragraph 300);

changes in policy to allow export credits guarantees to be
provided as part of mixed credits for self-contained training
packages should be considered (paragraph 301);

industrial training provided from the ATP as a complement to
United Kingdom exports financed from multilateral sources
should be cncouraged (paragraph 302);

ATP TC could also assist industrisl developrent in developing
countries by funding feasibility studies and financial advice

(paragraph 303);




N

(n)

Treasury
a37.

(a)

(b)

(c)

(d)

(e)

(£)

(g)

both “pure aid" and mixed credits have assisted with infra-
structure and have a continuing role to play. In some
instances, the CDC may also help. Training needs should not

be overlooked (paragraph 304).

Points for the Treasury to consider ares

mixed credits harness commercial and public funds togciher
to support both United Kingdom exports and developmental
objectives in developing countries (paragraph 311);

they support Govermment interests (paragraph 312);

as a trading nation, there is some merit in retaining wixed
credits (paragraph 313);

export of services may assume greater importance as the
United Kingdom econony becomes more service oriented
(paragraph 318);

training and other consultancies do not normally attract
guaranteed export credits (paragraph 320);

training and olher coasultancies may lead to capital goods
orders but the limitations on the use of export credits
guarantees for these export services could lose export
npportunities (paragraph 322);

the ATP should be made available to finance fersibility
studies and financial advice to developing countries to

improve the viability of projects (paragraph 323).
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AFPENDIX A.
DAC GUIDING PRINCIPLES FOR THE USE OF AlD
IN ASSOCIATION WITH EXPORT CREDITS
AND OTHER MARKET FUNDS
I. Preamble
1. Recognizing the need to avoid the riak of distortion of trade

and aid, DAC Members underteke to ensure that associated financing will
promote 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 transactions should be
subject to the greatest possible transparency. Members take note of the
progress made in the Arrcngement on Guidelines fer 0fficially-Supported

Export Credits towvards greater discipline in this area,

II. Definition of Associated Financing
2, Associated financing transactions with developing countries

associate in law or in fact two or more of the followings

(i) official Development Assistance 1/2/

1/ official Development Assistance (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 the folloving testss

(a) it is administered with the promotion of the economic
development and welfare of developing countries as
its main objective, and

(b) it is concessional in ¢ .er and contains a grant
element of at least 25 p ent.

To calculate the grant element of an oda transaction, a 10
per cent discount rate is used,

2/ Associated financing transactions whose oda component consists
solely of technical co-operation are exempted from the
application of Section III of the Guiding Principles, provided
that the technical co-operation component remains below 3 per
cent of the total value of the associated financing transaction
or below gl million, vhatever is lover.
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(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,
3o These transactions may take various forms - such as "mixed credits",
"mixed financing", "“joint financing", “parallel financing" or single
integrated transactiuns, Their main characteristic is that 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 whole

financing package is effectively tied to procurement in the donor country 1/.

IIIL. Guiding Principles

4, With regard to associated financing transactions containing any
element of oda, Members uadertake to:

(a) confine associnted financing to priority projects and
programmes which are carefully appreised against the
developmentul standards and criteria applicable to
officiel development assistance programmes an<i which
form part of the recipient country's development
programme;

(b) refrain from providing associated financing with a
combined grant element of below 20 per ceut g/;

(c) in conformity with the DAC Recommendation on Terms and
Conditions of Aid, which stipulates that Mewbers should

relate the terms of nid on a case-by-case basig to the

l/ In deterwining asscciation or linkage "in fact", 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 inteution 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,

g/ For purposes of calculating the grant element, Members will only
include officially-supported export credits and the funds
referred to in (i) and (ii) 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 terms through
an appropriately high oda component; strictly restrain the use
of Official Development Assistance for associated finmancing in
the case of stronger developing countries, in particular newly-
industrialising countries and structural balance of payments
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 1/;

(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
S, Members agree 10 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 the 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 as required

/ l/ The exchange of information arrangements available under the

Trade Committee's Group on Export Credits and Credit Guarantees

and under the Arrangement on Guidelines for 0fficially Supported
Export Credits provide the possibility of consultations among
Members on credit terms fur export tramsactions and of establishing
comnon lines on terms to be offered. In cases where large projects
are subject to international tender, Members could under these
arrangements seek agreement on appropriate terms, In the courge

of the Review and Appraisal of the Guiding Principles, provided

for in Section IV belov, Members will examine the use of these
arrangements for such consultations and make recommendations as
necessary for improvements to this end,
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for the review and will inform the DAC 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 improved reporting

and consultation procedures will also be further considered in the review

process.
V. Co—operation with the Group on Export Credits
and Credit Guarantees of the Trade Committee
6. The DAC Working Party on Financial Aspects of Development

Assistance will follow closely relevant developments in the Group on
Export Credits and Credit Guarantees of the Trade Committee and co-operate

with this Group as required.
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APPENDIX B

SOME SERVICES PROVIDED BY THE EXPURT CREDITS GUARANTEE DEPARTMENT

NOTE: This information is not a comprehensive
description of the scope of these services; neither
does it list all the services available. It is
intended only as an indication of the work of the

Department.

It should be read with Section 6.

1. INSURANCE FUR SUPPLIER CREDIT

This section describes briefly several of the various forms of credit

insurance available to exporters for supplier credit transactions.

CONSWER GOODS

PRODUCTION ENGINEERING
GOO0DS

SALE OF GOOIxS THROUGH
OVENSEAS SUBSIDIARIES
OR ASSUCIATES

A comprehensive short term guarantee is
available to exporters for supplier

credit transactions. It has been designed
to provide an insurance for a continuous
volume of sales on credit terms up 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 term guarantee but
whoge trade in such goods as commercial
vehicles, machine tools, machinery,
contractor's plant and a whole range of
general engineering goods frequently
necessitates the granting of supplier
credit terms to the buyer in excess of

six months.

An Overseas Subsidiary of a UK firm (i.e,
where the UK firm has a direct controlling
interest) is eligible via its UK parent
for ECGD facilities for sales by that
subsidiary. An Overseas Associate of a

UK cowpany (e.g. where the UK firm has a
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SELLING CAriTAL GOODS

CONSTRUCTION PROJECTS

EARNINGS FROM INVISIBLE
EXPORTS

shareholding but no controlling interest)

is not eligible itself for ECGD facilities.

Specific guarantees are available to
exporters for supplier credit transactions
involving capital goods or projects on
such a scale that they cannot be
accommodated in the comprehensive policies.
They are subject to individual negotiation
of insurance between the exporter and ECGD.

(see paragraph 82 of Section 6
P p

A constructional works contract provides
for the execution of specified works;

both the supply of goods and materials and
the performance of services are undertaken
within the one contract. A Specific
Constructional Works Guerantee is available
to the supplier, i,e. the contractor,
providing cover against non-payment for
both the goods and services elements in

such contracts,

The services policies operate broadly on

the lines of the insurance of sales for
earnings by suppliers from 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 Appendix D).
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2. GUARANTEES FOR SUPPLIER 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 SHORTER-TERM
CREDIT

FINANCING MEDIUM-TERM
SUPPLIER CREDIT

Comprehensive Bill Guarantees for a credit
period of less than two years. Not

suitable for mixed credits.

Where 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 Guidelines
for Officially Supported Export Credit
(excluding EC countries). (see paragraph

82 of Section 6)

3. GUARANTEES FOR BUYER CREDIT FINANCING

This section describes briefly the guarantees available where the buyer

seeks direct finance from a British bank to enable a cash payment to be

made to the suppliers

BUYER CREDIT GUARANTEES

COVER FOR LINES OF CREDIT

For large contracts, exporters may
negotiate on cash terms and arrange a loan
to the buyer on repayment terms equivalent
to the credit which might be expected from
the supplier, Buyer credit guarantees are
available to banks making such loans where
the contract hag a UK goods and services
content of LIM or more,(see paragraph 83
of Section 6)

Cover can be provided to a bank for lines

of credit to a borrower in an overseas




- 129 ~

—~ market to finance, on a buyer credit basis,
contracts with a variety of WK suppliers of
UK capital plant and equipment to a buyer
in that market,

Loans made under 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. OTHER INSURANCE SERVICES FOR EXPORTS

This section describes briefly some other cover which aight be available

separately from or complementary to the services riready des:ribeds

PERFORMANCE AND OTHER ~ For cash contracts worth £250,000 or more
BONDS insured with ECGD against normal pre-credit
and credit risks, support may be available
for performance, tender, advance payment,

progress payment and retention bonds,

COVER AGAINST UNFAIR - Provides cover against unfair celling of

CALLING OF BONDS performance and other bonds.

PROJECT PARTICIPANTS - Two schemes designed to protect British
INSOLVENCY COVER AND

JOINT AND SEVERAL COVER exporters involved in large project

consortia from the losses caused by the
insolvency of other members or a default

arising from sub-contractors.

TENDER TO CONTRACT CGVER -~ Provides cover for exporters tendering for
major capital goods contracts to be

financed in foreign currency against

NS

exchange rate movements in the period
between tendering and the award of the

contracts,
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APPENDIX C

RISKS COVERED BY THE EXPORT CREDITS GUARANTEE DEPARTMENT
UNDER A SPECIFIC SERVICES GUARANTEE

1, Cover is available for earnigs from services for overseas
clients (or principuls) in the form of technical or professional
assistance, provided that either the services are performed overseas
or the benefit of services performed in the United Kingdom is enjoyed
overseas by the client,
2, The Specific Services Guarantee covers risks against losses
due tos

(i) insolvency of the principal;

(ii) the principsl's failure to pay within six 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's
country or a third country through which payment wust be
made;

(iv) any other action of the govermment of a foreign country
which ¥holly or partly prevents performance of the contract;

(v) political events, economic difficulties, legislative or
administrative measures occurring outside the UK which
prevent or delay transfer of payments;

(vi) 1legal discharge of a deb* (not being legal discharge under
the proper law of the contract) in a foreign currency, vhich
results in a shortfall at the date of transfer;

(vii) wer, revolution, civil disturbance or acts of God outside

the UK preventing performance of the contract, provided




that the cause of loss is not normally commercially
insured;
(viii) 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 government authority, the failure or refusal of
that principal to fulfil any of the terms of the contract.
3. Under the policy, ECGD covers all earnings under the individual
service contract, It covers 90 per cent of any loss for which cover has
been given, It does not cover loas due to events preventing completion
of a contract in circumstances which could free the client from hig

obligations to make payment under the contract,






