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Official involvement in medium- and long-term export credit dev

eloped in the first instance because of concern in exporting cot'.lltries 

that buyers of their exports of capital goods should have ade~uate access 

to credit. Later it vas extended to softening the terms of credit, chiefly 

by subsidizing interest rates. In the past ... !aree years several events 

have occurred which bave affected both the availability and the terms of 

officially supported export credit. 

Debt problems and economic recession bave caused export credit agen

cies to suffer substantial losses. While this baa made them more cautious, 

they have also been under pressure to maintain exports. Charges in the 

international Arranaement _on export credit have reduced interest rate 

subsidies for e)port credit but increased the concessionality of mixed 

credits. !t the national level, shifts in the policies of individual 

countries have occurred in response to political or ecv~omic developmentso 

This paper begins by examining how the export credit agencies have 

responded to the deterioration in the internationsl economic environment. 

It then anal.y$es the changes in the Arraneement and the continuing debate 

about mixed credit. There follows an account of bow these issues hav~ been 

dealt vith in each of five countries (Frs.nce, the Federal Republic of 

Germany, Japan, the United Kingdom and the United Sthtes) and of the 

evolution of their national policies and practices. Firu;.lly, there is 

a eumming up section. 

Debt, recesston end export credit agencies 

All the major export credit aeenciea are formally or irJ'o:::.."Wh.l.ly 

required to encouraga exports and to avoid ms.king losseE. It is not easy 

to strike a balance between these two requirements even when markets are 

buoyant and ~ere are in a relatively healthy financial state. 'When 

ma.rkets &re •hrinking and ~ere are unable to pay it becomes much more 

difficult. 

Short-term export credit insurance forms an important pu't of the 

business or aome official export credit aeencies. All of tb<:?c. are involved 

in mediw::r-term and long-term export credit to develop:r.,. c·. :. r::.es, since 

as a rule this is made available only if an official r'·l'.~·~:.-.'·~ bas been 

obtaine:.. In some ca.see the gu&ri.ntee also pe:-::ite e.·: · : ·- Ln9.nce 
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provided by the government, often with a subsidized interest rate. If an 

official guarantee is withheld, credit will probably be impossible to 

obtain, or it rray be offe:-ed only on less favourable terms. 

The eoo"'lomic recession of the early 1980• and the debt problems 

which it exacerbated had particula.rl7 serious effects in dPveloping 

countries, where tm1Ch of the business of export credit aeencies is 

concentrated. The combined total of claims paid out each Je&r b7 agencies 

in the OJED countries was about j2.7 bn in 1979-Bl and then roae to more 

than j4 bn in 1982 and aon than j5 bn in 198}. Income from premiums 

was depressed because developing countries were cutting back on illports, 

particularly of ~actured goods, which account for the bulk of credit 

insurance. The annual total for 1979-Bl was about jl.7 bn, but after 

rising to just under j2 bn in 1982 it declined to lees than jl.6 bn in 

198}. Up to 1982 recoveries were sufficient to ensure that at worst the 

agencies made sme.11 loBBes, but in 198} claims exceeded premiums and 

recoveries by about j2.5 bn, and virtually all the agencies or North America, 

Weste:.:n ~ope and Japan buffered significant losses. 

These losses resulted in pressure on the export credit 889ncies to 

adopt a aore cautious approach. This was reinforced in Mey countries by 

cc ·cern to liltit budgP.t deficits. On the other hand, producers of capital 

goods faced a decline in demand both in domestic and in foreign 11&rkets 

and th~ emergence of new competitors in some ne•ly industrializing countries 

(NICs), auch as Brazil, India and South Korea. ~Jr~over, the deterioration 

in the financial circumstances of maey buyers meant that they were seeking 

more rather than less favourable treatment. Bence th~ export credit agencies 

were also under pressure to assume a more flexitl~ ~ttitude • 

.lltboush export credit agencies have not set out to coordinate their 

responses to the conflicting pressures exerted on them, their reaction has 

been bral'dly similar. One tl'blllework in which they do seek concerted action 

is Paris Club rescheduling&. Tbese dee.l with government-to-government debt, 

including officisl.ly guaranteed export credit. During 19S.0-84 eome twenty 

developing countries rBBcheduled their debt, soi::ie of tt,e:::. lllore than once. 

The purpose of tbe Paris Club 18 to ens·.ire ur.if :-::- : t~· cf treatment a,a.-:;ng 

groups or debtors and credi torr>. In genl:r&.l, c::'.. e-. :-ci.i:.try re~uest£ a 

res~beduliD8, export credit agencies te.i:':. it c~: . · !c:- new me:iiw:- c.na 



longi-te~ credits. Views differ somewhat as to vhen and hov cover for 

such countries should be resumed, but the trend is towards resuming it 

at &n es.rlier stage. 
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A regular channel of colllllUllication among credit insurers is provided 

by the Berne Union, which is a group of 42 agencies {several of them in 

developing countrierj. Among other things, it acts as a clearing house 

for infonD&tion about mark6ta and clailDB. Although there is no attempt 

to establish a c0111Don view, this exchange enables aeencies to gain an 

insight into one another's attitudes, and hence facilitates some uniformity 

of approach. Officials of agencies in European Community countries also 

meet frequently in that frameYork. 

Competition sometimes results in convergence of agencies' positions. 

An example of this was the contra.ct to build F.gypt'a first nuclear reactoro 

In August 1983 the US Eximbank announced that it did not consider the 

project viable, and so would not provide insurance cover for US bidders. 

It added, however, that it would review its position if D.lropean bidders 

obtained cover from their official export credit aeencies. Subsequently, 

:French, Italian an.C:. Japanese bidders secured support from their respe~tive 

agencieP, and the Eximba.nk then agreed to give Westi?Jgbouse cover !or part 

of the credit. This left only the German bidder without an official 

guArantee. The matter went to the Cabinet, wt:ch in January 1985 decided 

to ap~rcve a gue.re.ntee. 

On the whole 6~port credit aeencies t.r.•e become more cautious in 

dee.ling with credit to developing countries, but there are exceptions. A 

general exception is France, which, tho.:..gh 1 t ba.s been more caref'ul, has 

not dravn in its horn& to the same extent as others. Coface alone among 

the five 111&jor export credit aerencies during 1979"·83 increaEvd the prop

ortion of its country's exports which it insured. A more specific 

exception is that agencies have made more effort to maintain cover in 

markets which are i111portant to tbeir expcrterb: the UK in Nigeria, tb~ US 

in Brazil. An important sectoral exception is aircraft, which have con

tinued to be oovEired in markets where cover hbs ;een v5 thdravr:. or res

tricted !or other goods. This is e. refie:-tic: of the acute co:npeti tior! 

in the sector, particularly between lirb:.;." e-.~. b0e::og. 

The increased ca\Ation of t! ~ eY.v :- - it <w-~ncies ht-s bee:; ~~.i-
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festec! in various WB3'8· While taking socie countries off cover al together, 

for other countries they have placed ceilings on the amount of eover they 

will permit. They have endeavoured to improve their forecasting ability, 

so that they can curb their exposure in a market before it gets into 

serious cli.fficult;y. Projects are evaluated more rigorously, and the more 

marginal projects which might have been accepted a few years ago are now

ada3& retused. In aome cases aeencies have lillited their reepollliibility 

!or the risk by requiring guarantees or sureties from the exporter or the 

it';;><>rter, or by guaranteeing a smaller proportion of a credit than they 

would have dont: in the past. 

Besides being more cai;. tious, agencies have so\J8ht to maintain their 

income by raising the premiums they charge. There is some evidence in the 

FRC and the UK that this bas been counterproductive in that it has resulted 

in the official agencies losing business to :.he private sector. The 

business they have lost is the least risky {notably, exports to developed 

countries), which the private sector is willing to insure more cheaply. 

Thie means that the quality of these official agencies• portfolios has 

deteriorated, and raises the possibility that they will have to increase 

premiums further, with the danger that more of their better business vill 

be diverted to the private sector.• 

The restraint of the official export credit agencies has prompted 

expo'.".'ters and, in particular, banks to try to develop alternative w~s of 

ensuring that pe.yment is receive~ fo~ goods sold on credit. The privat~ 

insurance sector, as well £~ ins·u.ririe some of the better risks more cheaply 

than the official agencies, bas iL a s:r..s.11 way tal:en on business that they 

llould not because 1 t was in a cour. tr.r wt.icr. we.s off cover, or it did not 

meet their criteria. For both commercie.1 and legal reasons, however, the 

private sector ie unable to take on much business of this sort. In London 

there bas been a ~apid expansion in forfaiting (issuing promiasor;y note& 

suara.oteed by tbe importer's banY.). It generally entails credit of twc 

to five 7ea.re, but it is unlikely to be feasible for a country which hae 

debt difficulties. In absolute terms the volume of business le small. 

~ountertrade, a system used for c;..::.~~· :·=a.rs in trade llith Dit.stern Eu:i..·op:, 

*Econo'll..i&ts refer to H.ir t::."JI~ c '. 
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has recently been extended to trade with a IlW:lber of developing countries. 

Arranging such deals is, however, intricate, time-consuming and gnielling, 

and yields a relatively low return to the banks. 

There bas been more interest in co-financing vi th the World Bank, 

especially since it revised the formula so that it vill now participate 

in a loan with col!lllercial banks as well as providing its own parallel lean. 

Nonetheless, the Bank applies bureaucratic procedures, and negotiations are 

usually complex and protracted. Greater use has been made of mixed credit, 

which vill be discussed in a later section. Altogether, few practicable 

alternatives have been found to the medium- and loll8'-term export credit 

insurance extended to developing countries by the official agencies. Ult

imately- most business that is not considered good enoUBh for an official 

agency to insure will not be seen as worthwhile by the private sector. 

Indeed, there have been instances where a developing countt'7 importer has 

obtai.:ied an official guarantee but has been unable to raise a cormnercial 

loan to complement the official export credit. 

To what should be attributed the steep decline in medi~ and 

long--term export credit to developing countries? ihe increased risk 

aversion of the official agencies has bad some impact. The effects of 

higher insurance premium6 and reduced interest rate suboidies (explored in 

the next section) have pr0bably been margine.1. The single most important 

factor by fa.r he.s been the aharp reduction of imports which the developing 

countries have found tbe:r.B~lvei: obliged to undertake. They have had t.; 

establish import priori tie$ e:ic :-U:.ve tt:nded to give precedence tc. food, 

en~rgy, ~~U:i.cal supplies a.."'ld, in so::ie cases, armaments. The result haE 

been very 111U< ~1 101i1er der:.i;.r;:: for ce.pi tel goods in almost all me.rkets outside 

South-East Asia. Most recently the oil exporters have had to retrench as 

world demand and prices for oil declined. Official trade credits to Saudi 

Arabia vere j2.~ bn le5s in the first half of 1984 than in the second half 

of 1983. For AlgeTia the fi£'\l:"E: 1i1e.s J2.0 bn. Since both these countries 

are considered credi tllort~·, the explanation is more likt·ly to lie in 

reduced demand fo:r creW.t thar, in ?:educed supply. 

If th'3re ie no furt! '-:- c te:-ioration in the debt si tuE.tion, llhicb is 

probably a atrone a.ssuc::r~::. ~ ~., :t.f export cred.l: ager,::ie£ a=e Li:·_ -...y : ~, 

:L"e-esta:.liab be.:~!".:·. o::- t .:: ·- s-r_:ilue 'With.i;. b: o::- tl~·~e ye~."'.":, e.Jt:J<it 
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on a smaller volume of business in most cases. For exporters and banks 

the outlook is bhaker. The capital goods sector has been ha.rd-hit by the 

recession. In 1983 several important firms had net losses, a West German 

construction equipment g!'\:>Up vent bankrupt, and Creuaot-Loire, the •jor 

Prenoh compaey, bad to be rescued from a similar fate. Since then signs 

of improvement have been scant. Jn executive of Kraf'twerk Union aaid in 

~ 1985 +bat the present world market for conventional power stations 

was enough to keep busy only about one ei&hth of the mauuf acturing capacity 

of plant suppliers. 

The experience of the banks reflects that of the exporters. There are 

fewer contracts, and of those they pursue they are succeeetul. in only about 

half as 1DBDY" cases as in the 1970s. Furthermore, stiffer competition bas 

pared down the margins on export finance, so that even when they succeed 

the returns are smaller. As a result, a uumber of smaller banks have 

withdrawn from export fins.nee business. The larger ~anks are still able to 

make mcney, though not handsome profits, from export finance, but even 

they will not continue indefinitely to •intain lurge departments if act

ivity does not pick up. 

Developments in the oren Arrangement since 1982 

In the S"J.m::le:- of 1982 some important char.iges were ma.de to the O~D 

Arrangement on Guidelines for Officially Supported Export Credits: a 

few co'Lffitries were moved fro~ the intermediate to the relatively rich 

category, and about forty fror: relatively poor to intermeiie.te; the min

imum interest rates for rich ar.d intermediate categories were increased; 

the US agree1 to sto1• offering credits with maturities :>f m~re ths..n 10 yea.rs; 

Japan, because of itE lo~ ma=ket interest rates, was allo•ec to offer 

official credits in yen at a rate below the minimum; llli.xed credit with a 

grant element of lees than 2~ was outlawed; the period for vbicb a prior 

commitment could continue to be offered after a change ir minimum rates 

was cut -:.i&.ek to six months; and the overall discipline of the ArrEi.ngement 

was made tighter. 

Since then ther~ havE been further developments rege.rding beth in

terest ratee. and mix~:.. c:::-E .it. Following prolo~d an: a:-.:._ ~.u£ ne g0tiations, 

it waa agrc.:e=! tr, all')'• c:: ·. ::ie.l credits ir. othe:- lo•-ir.ter<-r~- rat~ curr-

enei.es their 
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market rate6; a.nd to introduce a mechanism for automatically adjusting the 

matrix of minimum rates in line vi th changes in market rates. Mixed credit, 

not surprisingly, proved to be an even more vexed issue, which has yet to 

be f\ll.ly resolved. A decision bas been reached, however, to increase the 

minimum grant element to 25'J' and to extend notification requirements. 

h'ogress was ma.de on sector agreementP.. In July 1984 it was agreed that 

DUclear pover stations should be broueht within the Arrangement with 

interest rates 1% higher than those in the matrix and a 111B.1imum term of 

15 years. .ttecently an agreement on aircraft was initialled, and it is nov 

being examined by the administrations of the four countries involved. Once 

tt.is is signed, only military equipment and agricultural colllDOdi ties will 

be outside the Arrangement • 

.Agreement on LIRCs was achieved in J.uBust 1983. Since, except in 

Japan, the commercial banking system did not offer f.i%ed-rate mediuur-term 

export finar.ce, the central banks were asked to construct a rate which 

would be appropriate if such finance existed. These coamercial interest 

reference rates (CIBRs) were constructed for eight currencies* by their 

respective central banks and submitted to other participants for approval. 

The principles for calculating the CIBRs are obscure enOUBh to admit diff

ering interpretations. Most central banks proposed a CIRB that vas signif

ica.r. tly ~gLe:: that. the floating rate at vhicb their own exporters could 

offe:: cocoercir.J. credit vi th an official guarantee. Some CI.BRs vere dis

puted, t:..ou,e:. usually the vieY of the currency's central bank prevailed. No 

&greeme::.~ has s: ff.I been possible on the CIRR fer the US dollar. The CIRRs 

for the ;yen e.n~ th~ othe~ eight currencies are set every mouth. Once a 

currency's CIF..E. !alls belo~ the highest rate in the matrix (i.e., the rate 

for :relativtly ricr. countries), it becomes a LIR8, and export credit ~ncies 

are al.lowed to support fixed-rate finance at the CI.RR. 

In the almost tvo yea.rs since these challges "ere made, the use of 

LIRCs bas be8n mo2tly confined to exporters in the currency 1 6 own country. 

*Au~tri~ S:L::.11: :-it·, Canadian dolle.r, Deutschir.a.:i:.-Y., Finn:lE.rk, IAltch guilder, 

S~ i ES frar.:, E ";,· :·~. irJ.[ and 0C dclle.= • 
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The US dollar continues to be the only cu._..-rency which is extensively used 

for foreign-currency financing of export credit, and it, like the 

Canadian dollar and sterling, has yet to become eligible to be a LIRC. The 

low use of LIRCs by exporters in other countries is chiefly explained by 

the fact that the CIRRs have been so 11111ch hisher than co111Dercial rates. 

Exporters have usually been most competitive when offering credit in their 

own currencies. .&n exception may be a situation in which an exporter 

frotr a non-LIRC country is competing with an exporter from a LIRC country. 

It may then be advantageous to offer a LIBC from a country which is not 

involved in the competition. For example, a British exporter competing 

with a Japanese exporter in the Philippines might offer Sviss franc 

financing. 

Ba."lkers point out that buyers are becoming more astute in evaluating 

offers and may not necessarily be attracted by a currency with a low interest 

rate. Also, some borrowing countries prefer credits to be in the exporter's 

own cu.-TTency. They note, too, that in the depressed state of the market there 

has been some reticence about pressing an unfamiliar formula on buyers. It 

is sometimes suggested that LIRCs ware never expected to be used 111.lCh by 

exporters outside their own countries, but provision had to be mad~ for 

tr~E tc take them politically acceptable to non-LIRC countries. Nofietheless, 

pa:-tic:..pe.r.ts in the Arrangement have expressed sufficient concern about vlzy 

the syEte~ ha.a not been working ~roperly for the Chairman, Axel Wallen, to 

ini tiE.::: e. study to investigate the w~· ir. which the CIRRs are constructed, 

as w~ll hs the margins that are appliee t0 LiHCs, and the proble~ of 

cur:re:-.2:: s;,;c..ps for credits in non-LIRCs. The signs a.re that this study will 

BUg£E:~: rt=:v:sions in the rules for constr~cting the CIRRs, but is unlikely 

to ta.cklt=: the fundamental difference bet-ween governments which want to be 

able to subsidize and those which want government involvement to be confined 

to pure cover, that i1, guaranteeing commercial credits. 

T!le main issue at stake in J...rra.nge~:::r.t negc1tiations during 1983 was 

the intro~uction of an autome.tic mechs.nis~ for adjusting the matrix rates. 

So~E ps:tic~~i:uits, notably France, were unwillinc to concur unle&s it was 

ace:,: - ':.:.'.. e ty e. sizable (~) reduction i~; matri>: rates. They argued that 

th.ii. ... :...: i~1proprie.te bees.use mc..rh: ir.te:.:::.-_ rc.·-tt had decl~.ned since the 

c!.t. _ · :..;l:r 1982. 1.r 1333 :r-::-.:ice-~c.~::. :. -,;,;eve.:::, market rates began to 
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rist 8€""a.in, and their case was weakened. Hence, in October 196) it was 

e,ereed to reduce the matrix rates by 0.5 for the poorest countries and 

for cred.ite with terms of 2-5 yea.rs to intermediate countries, and by o.65 

for 5-10 year credits to intermediate countries, and at the same time to 

introduce automatic adjustment. This enh.iled reviewing every ah months, 

in January and July, ohanBes in the interest rates for government bonds in 

the five cU-"Teucies which comprise the special drawing right (Sii!)! ~dgbted 

in accordance with their weishting in the SDR.* If in the last month of the 

previous six months (i.e., December or June} this weighted average of bond 

ra tee bas changed by more •.ban o. 5 from the last month of the preceding 

six-month period (i.e. June or December), then the matrix moves coumensur

ately. If bond rates moved down, matrix rates were to move down by half 

e.s much until the reductions of October 1983 had been clawed be.ck. Other

wise the change in the matrix was to equal the cha.nBe in bond rates. 

ftle first review was in January 1984. Bond rates had risen by only 

0.4 so the matrix was left unchanged. In July 1984, however, matrix rates 

were raised by 1.2. By January 1985, bond rates had declined again. Matrix 

rates for rich countries vere reduced by 1.35. Those for intermediate and 

poor countries vere reduced by the same amount adjusted by the amount of the 

Octobe::- 1983 reductionso Thus the clawback was effected in one go. The 

oatrix rates from July 1982 to date are shown below: 

Relatively Intermediate Relatively 
rich Poor 

~-5 5-~ 2-5 5-st 2-5 5-10 
yea.rs yea.rs** yea:rt. YE:B.rE yea.rs yea.rs 

193~ 12.15 12.4 10.85 ll.35 10 10 

1%3 12.15 12.4 10.35 10.7 q.5 9.5 
July 1984 13.35 13.6 ll.55 u.9 10.7 10.7 
Jan. 1985 12 0 0 12.25 10.7 ll.2 9.e5 9.e5 

*US clc.llEi.r, 42%; Deutechma.rk, 19; French franc, yen and sterling, l~ each. 

"·: :.~ ·.s of more tta.r1 5 yea:-s are J>:~:~fc for relatively rich countries 

c;: _:: : r. exceptional cases. 



The changes effected in 1983 transformed the interest··rate prov

isions of the Arrangement. A single set of interest rates which vas 

changed infrequently and irregularly, and could pernlit large subsidies 

when ma.rket interest rates vere high, was replaced by a syatem which 

permitted three different fo~ of officially supported export credit. 

10 

For LIB.Cs there was 1) pure cover finance, i.e. officially guaranteed 

comm$:"'Cial credit, usually with a floating interest rate, or 2) official 

finance at a fixed rate (the CIRR) which was linked to 111&.rket rates. For 

currencies which were not LIRCs, 3) finance had to co111Ply with the matrix 

rates, which vere reviewed eveey six months and changed automatically with 

changes in market rates. This ensured that interest rate subsidies would 

be limited regardless of movements in market rates, and ended the need 

for laborious negotiations among the participants each time that there 

was disagreement about whether the matrix should be cb.aJl8ed. 

'Whether a currency is a LI.RC or subject to the matrix is unlikely 

to change unless its market interest rate moves more quickly or in a diff

~rent direction from others. The US dollar, in particular, is unlikely 

to become a LIRC because of its la.rge (42%) weighting in the SDR. Any 

decline o! 1.2 or more in the dollar bond rate vill trigger a downward 

r1?vision of the ma·i:;rix. Furthermore, if, as tends to be the case, other 

interest rates move in line with dollar rates, toere vill be all the mor~ 

downwarc pressure on the matrix. 

T'ne ~utomatic adjustme~t mecha.nis~ appears to be operating satis

factorily. Changes in the mt.trix are usually :oreseeable and may be 

anticipated to some extent. For exaople, in the weeks before the increase 

of July 1984 some bunching of letters of coumitmen~ was evident, and there 

may have br.·en some postponett~:it of business l'Urliling up to the reduction 

of January 1965. These are, however, fairly trivial snags compared vith 

the problem of prior commitments which used to arise when there vere changes 

in the 11atrix under the old syste1t. Some fault ba.s been found vith the 

e.djustment mecba.nis~ itself, notatly by the French adlllinistration, which 

questions whether the US dollar sboald bkve such a large veisbt in determin

ing movements in the matrix, partic·u.larly since the US share of vorld trade 

is muct. less the.r. 40~. Frer.:!". officials point out that b~cause th~ US has 

Y.~:pt i te: interest rat~s urr.lE".;.c.lly bigh, the matrix has been higher than it 

-. n.:.ld t.:..n =-~[: ::: tt.( d~:~ .' E 'lild~t had been less. It is also 1JU&gested 
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that instead of comparing rates during the la.st month of each au-month 

period, it would be preferable to take the last three months or the whole 

eu months. 

Governments which have so\l8ht to eliminate interest-rate subsidies, 

such as the United States and Germaey, are sufficiently satisfied vith the 

reduction and control that have been achieved, that they are prepared to 

accept that the system should permit some subsidy. Some concern has been 

expressed at the practice of currency swaps. Transforming a loan denomin

ated in one currency into a loan denominated in another (with an appropriate 

tatereet rate) ia a servic1'3 which banks can provide. In the context of 

officially supported export credit a currency swap is significant when it 

is from a me.triX currency to a LIRC. If there is a subsidy equivalent 

to, sa_y, 2% on the matrix currency, that subsidy can be transferred to 

the LIRC ec that, for example, a yen credit can carry an interest rate 2% 
below the commercial rate for the yen. Since the swap is carried out by a 

bank after the official export credit agency has provided the credit, it 

is beyond the agency's direct control, but if it becomes clear that this 

practice is taking root the Arrangement participants can be expected to 

seek w~ of eliminating it.* 

There is broad agreement that the revisions to the Arrangement have 

ac~omplished their me.in objective, namely, to neutralize official export 

credit as a cc..npetitive element in capital goods exports. Thie raises the 

question whether the distortiune which were present before have been removed 

al toget.l)er or have st...ifteC. to another arena, Swaps are one instan.:e of a 

new distortion. There hes also been a significant increase in the use of 

*Besides allowing interest rates below commercial rates, the matrix comprises 

an innerent subsidy in that rates are lower for poor countries than for richer 

ones, and that there is little or no difference between ratee for 2-5-year 

credits and those fo= lor..ger maturities, In addition, t~e provision by gov

ernments of f~nance or insurance itself embodies a subsidy if the market 

would not take on the business, o~ only ~t a higher price. 



rn.ix:ed credit. Ma.rzy believe, however, th.at this was a development which 

waE> occurring ~~, because of the difficulty of securing orders in 

depressed markets, rather than an effort to boost an alternative form of 

concessional finance &B export credit became lees concessional. 

For those countries which were moved from the poor to the inter

mediate category in July 1962, the increases in the mtri."t rates were 

su'ostantiala from 10% to lO.C5% for credits of 2-5 years and to ll.35% 

for more than 5 1eare. Increased rates do not, however, appear to have 

played a significant role in lowering the volume of export credit. Thie 

has resulted chiefly fro~ the auete=ity measures that many developing 

countries have had to adopt and, to a DlCh le~se= extent, from greater 

risk aversion on the part of export credit agencies. In the past two or 

three years developing countries have been obliged to curtail their in

terna t ional financing, and when they have sought to borrow have found it 

expensive, if not impossible. Less favourable interest rates for export 

credit have simply been one more element in a generally adverse climate. 
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To the extent that developing countries have been willing and able to take 

on new medium- and long-term export credit, they have accepted hi.sher 

interest rates. The permanent reduction in interest rate subsidies broUBht 

about by the adoption of the automatic adjustment mechanism seems to have 

been largely unnoticed by developing countries. This may be partly because 

many of the~ have negotiated eo few new contracts since 1983, and partly 

because since July 1982 matrix (nominal) rates have been at or below the 

levels set then, except during the six months from July 1984 to January 

1985. 

Dev~lopgents i~ ~ed credit 

The use of mixed credit bas increased steadily during the 1980s. 

Precise figures are difficult to come by. Participants in the lrra..~ment 

do not always respect the requireinent to report mixed credits, and in aey 

case the figures e.re not normally published. Reported mixed credits reached 

a peak of US ~.J.4 bn in 1982, then declined to US ~3.7 bn in 1963, and the 

indicatioru; are that they rose again in 1984. Mi.Xed credit appears to be 

conc:H.:=-atE~d or. a s:JE.11 number of countries and sectors. Probably a ~ozen 

cc.r..i.;tr:.es re~·e: ·;£; 'it ·~f all mixed credit. They include Cameroon, China, 

Ir;·:.:<-, :re:;.~- 1..., fU::istan, Philippines, Thailand, Zaire and Zimbabwe. The 



sectors in which mixed credits a.:-e most prevalent are ~nergy, steel, 

transport and ccmmunications. 

Until the mid-1910s mixed credit was in effect the exclusive preserve 

of France. 1 part of Japan's aid programme bad similar characteristics 

'thoQ8b it was not mixed credit. These practices were r~ga.rded as aberrations 

and were ac~epted, albeit reluctantly, by other O~D countries. Since the 

late 1970s mixed credit or similar facilities have been introduced by a 

dozen other countries, and in the past two or three years the reporting 

tt- o\18h the .Arrangement indicates that more countries are chasing fewer 

contracts, with more concessional. funds. 

This rapid expansion from the end of the 1970s and the prospect of 

mixed credit being extensively used to gain commercial advantage ca.used 

concern. Originally the Arrangement, which uses the term 'tied aid credits•, 

required only that participants should give at least 10 days' notice (prior 

notification) before issuing a commitment to a tied aid credit vi th a grant 

element of less than 15'%,and notice at the time of coumi.tment (prompt notif

ication) for a credit with a grant element of 1~25%. In July 1982 the 

Arrangement was revised so as to exclude mixed credits with a grant element 

below 2~, to require prior notification of mixed credits with k grant 

element between 2~ and 25% and prompt notification of those with a higher 

grant element.* 

*A C:.:.T.Ed crecit combines an export credit with aid funds. The grant element 

of a loa.n is arrived at by calculating the amount of capital that would need 

to bE invested on commercial terms {conventionally taken as 10%) to yield 

the ss=e stream c~ repayments as the loan in question. The more concessional 

the lOE.n, the smaller is the corresponding amount of capital, and the larger 

the difference between them. It is this difference, usually expressed as a 

percentage of the loan, that is the grant element. Bence the grant element 

mea~i.l.!'es th~ concessiona!ity or •softness• of a loan: the lower the grant 

element, the: closer the terms are to market terms. Baising the grant element 

of a c:.xed credit entails either increasing the proportion of aid in the 

cred::, or ~crproving the terms of the aid thro'U8h a lower interest rate or 
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The 1962 revisions sought to deter participants fro~ using mixed credit 

by tllo means: ma.king mixed credit more expensive {often referred to as 

increa.sing discipline}i and reducing the cOU1Dercial advantage to be derived 

from mixed credit by ensuring that competitors were informed of offers in 

advance (increasing transparency}. Participants have complied with the 

higher minimum grant element and, for the modt pa.rt,* with the notification 

requirements. The result has not been, however, that they have been persuaded 

tc. use mixed credit less. Bather they have accepted that mixed credit should 

be more concessional.. The volume of reported mixed credit did decline in 

19631 but this vas the reeul t mcb more of developing countries with financial 

difficulties deciding to defer, scale down or abandon projects than of 

exporting countries being less willing to off er mixed credit. 

'l'be increasing use of aid in a COU1Dercial context was also taken up 

in another O~D forum, the Development Assistance Cotllllittee. In June 1983 

the members of the DAC (who are virtually the same as the members of the 

Export Credit Group} subscribed to a set of 'Guiding Principles for the Use 

of A.id in Association with Export Credits and Other Market Funds'. These 

defined associated financing as transactions which associated in law or in 

fact a concessional component and a non-concessional component, one or both 

of which was tied to procurement in the donor country. Hence it included 

mixed credit, mixed financing, parallel financing and other combinations. 

The DJ.-8 members undertook to devote asso~iated financing primarily to 

develC'pment objectives; to tailor the te:uns to the circumstances of each 

develcping country; and to assist developing countries to get value for 

m:i 1 ey, ir. particular by seeking to ensure that large projects were awarded 

on t~E basis of i~ternational competitive bidding. 

~ie~bers also agreed that there should be regular reporting and revie~ 

of ass~ciated financing. The first review, in mid-1984, assessed trends in 

associated financing during 1981-83. The review noted tbe.t the data reported 

*A recent exception occurred in March 1985 when France notified other pa.rtic

ipe.n~f: only si.% d~s before the bids were due ths.t it intended to offer mixe: 

cred:.t to Thailand for exports of power plant components. This gave rise to 

::-,re: ,, : ts from the export ere di t agencies of Cana.de., Japan and the United 
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by DAC members ha.d to be treated cautiously. It was possible that members 

had differed in their interpretation of the guiding principles, and that 

some bad applied them too restrictively. Diplomatically the review added, 

•the occurrence of under-reporting cannot be excluded•. Reported ~onmit

ments amounted to US ;3.5 bn in 1981, rose to US j5.1 bn in 1982, and fell 

to US l!o9 't:: in 198.5. Thie erratic pattern was explained chiefly by the 

•lumpy' nature of such transactions - a few large projects bunching in one 

year could have a significant impBC.;t on the statistics. The decline in 

1983 llieht be due to retrenchment in developing countries and, to a lesser 

extent, to the raising of the minimum grant element, though the fact that 

the average grant element of associated financing rose from 18% in 1981 to 

25% in 1983 suggests that members were more th.an willing to observe the 

higher grant element. In the three-year period 1981-83, France provided 

about 45% of all associated financing, the UK 22% and Italy and Japan about 

% each. The remaining 15% was accounted for by eleven other countries. 

The reported colllllitments for associated financing appear to be smaller 

th.an the sums for tied aid credits reported under the Arrangement. The DAC, 

however, also c~llected data on lees concessional aid (i.e., with a grant 

element below 50%), which ~ include transactions whose effect is similar 

to that of associated financing, particularly when they are tied to proc

urement in the donor country.* When the figures for less concessional aid 

not related to associated financing are added to those for associated finan

cing the totals are US j5. 7 bn in 1981, US j6. 7 bn in 1982 and US j3. 7 bn ir. 

1983, which is similar to the sums for tied aid credits. 

As the first revie~ of associated financing showed, the volume is 

relatively small. Reported commitments of a.saociated financing accounted 

in 1981 for 4% of total bilateral aid and 4% of total eA-port credits, in 

*The amounts of less concessional aid not related to associated financing 

were US J2o2 bn in 1981, US jl.6 bn in 1982 and US jl.8 bn in 1983. Of the 

1983 amount, 55% was available only for procurement in the donor country 1md 

a further 3~ only in the donor country or in developing countries. 



1962 fer ff/. and r:tf.,, and in 1983 for 3;~ and ?/.. respectively. Even this 

level ca.uses £ome worries, but what provokes most anxiety is the danger 

that these forms of financing will become much more widespread, unless 

they tlre checked. 'l'be United States has been especially concerned at 

such a prospect, and once the changes in the interest rate provisions of the 

Arrangement had been accomplished in 1983, the US began in 1984 to concentrate 

its efforts on the issue of m.iXed credits. '!'bis together with the increased 

activity in the DAC has generated much discussion of wLether mixed credit 

should be f'urther controlled and, if so, how. 

Mixed credit is criticized on the grounds that it can distort trade 

by deflecting buyers from selecting those bids which &re most competitive 

in terms of technical quality and price, and can distort aid by influencing 

recipients to use aic ~oney in weys which do not particularly benefit their 

develo:pcent. Trade distortion and aid distortion may be two sides of the 

same coin: if a sum of aid is used for commercial rather than developmental 

purposes then both types of distortion probably occur. Neither, however, is 

easy to pinpoint precisely. 

frade distortion is impliuit in the fact that some markets have been 

'spoiled', i.e., that for certain categories of capital goods exports 

concessional financing is virtually a prerequisite. i recent report by the 

British company Hawker Siddeley reviewed 29 contra.eta for railway loco~)tives 

and showed that several of them had been won by competitors ir. other expert

ing countries who had been able to include an offer of concessional finencc 

i~ their initial bid. The report concluded tha.t the British gove!:'IlI::~nt's 

unwillingness to follow suit 'effectively precludes British cottpanies froc 

a nu:.ibe-::· of markets'. 

T"ne most clear-cut example of a spoiled market is probably Indonesi~. 

For sol!le yea.re Indonesia has been plied with offers of mixed credit by 

exporters of capital goods. Then in October 1984 a presidential decree was 

issued decla.ring that, with certain exceptions, all public-sector developme~t 

projects for which export credit or mixed credit was offered were to be put 

out to international tender. it first blush this appears to strike a blo~ 

against the use of mixed credit to gain a commercial advantage, but one of 

the tr:ee exceptions is very significant. This ate.tee that intern.e.tie,~. _· 

tender:.ng can be dispensed with if for the entire project a cred.it is ,,,:-c::-•"; 

with E. gra.ce period of at least 7 yea.re, a maturity of at lei...~~ 25 Y''' ~ 
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an interest rate of not more than 3.%.* These are typical te~ for 

Japan's equivalent of mixed credit. That they should set the standard 

for an important and e:i..J>anding market like rndonesia bas caused disquiet 

in some exporting countries. 

Fears of the implications of such developments have also been evident 

in the response to the recent evolution of China's econoll\Y• The planned 

modernization of the econotl\Y' will gener~·te sizeable dc:ma.nd for capital 

goods exports from o:mD countries. China bee been pressing for these to 

be financed on concessional terms. If concessional finance became the norm 

for capital goods exports to China, it would require a major col!Di.tment of 

aid funds. Thie prospect initially prompted the o:mn countries to engage 

in an informal pact to refrain from offering concessional finance to China, 

but this has now been breached on several occasions. 

All the Arrangement participants formally disapprove of mixed credit 

being offered to seize a competitive advantage. Everyone claims only to 

use mixed credit either for developmental purposes or defensively to match 

a mixed credit proposed by a competitor. 11.ost, however, depar~ from their 

declared policy and use mixed credit to steal a march on competitors, though 

some do it much more than others. Even if they did not, there would still 

be some problems. For one thing, although a mixed credit may be genuinely 

developmental in intent, it may distort trade, and a competito~ may feel 

this justifies a matching offer. Furthermore, donor governments often use 

the fact that a mixed credit has been negotiated with the recifie~t g-Jvern

ment as part of a bilateral aid package as a demonstration of i~~ dE-velopme.,tal 

n.a+,ure. :But this does not necessarily follow. J. firtr. in the donor country 

can US'.ially acquire a good idea. of what projects are in the offiO£ in tht

recipient country and can seek to have a project which it woulC. like- to supply 

included in the bilateral aid programme. Such pre-emption of competitive 

bidding for a project can also be a distortion of trade. 

Some evidence of aid distortion was presented in the first revi~w of 

associated financing. It found that associated financiI'l€ was pri!L.2.rily 

directed to sectors and projects with relatively high and quick returr.s. Of 

*T'ne other two exceptions are projects whicr. only one country i: cs.; .rlt of 

supplying and follow-on orders with the ss.::ie or bette" cred:t -

previous order. 

. t. :.~ thE· 
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the total for 1981-83 energy accounted for }~; i~dustry, 2~;~; trl'!-.sport, 

2~; food and agriculture, l~; conmunications, 5%; and bee.1th and social 

infrastructure, 2%. The revie\il also observed that, though in principle 

the procedures and monitcring for associated financing lilould be no iliff

erent from those for all aid, in practice they som~times were, particularly 

when trade considerations entered into the selection of a p~oject. It 

f'urther noted that associated financing was often directed to isolated 

projects which were not part of a concerted donor programme, and that in 

~ cases associated financing projects were the result of initial contacts 

between the supplier and the recipient rather than flo\iling from longer-term 

aid programmes. The revie\il identified the most controversial instances of 

associated financing as projects which would normally be expected to be 

financed co!llllercially or with regular official export credits (notably, 

remunerative projects in stronger developing countries), but for which 

concessional finance ha.d been offered as a means of gair.i.ng advantage against 

strong competition. 

A number of countries, while not denying that distortion may cccur, 

areue that it is wrong to dismiss all mixed credits and comparable forms 

of financing. They point out that at a time when aid bud8ets are restricted 

and commercial lending to developing countries has been curtailed, mixed 

credit is permitting a larger flow of funds to developir;£" countries than 

would otherwise be possible. Those developine countries whose capacity 

to service their debt is limited are able to obtain finan~e on better terms 

than the market offere them. For countries which have rea.::hec a level of 

develop:nent that wa.rre..nts access to some concessional res::~ces b~t not to 

large amounts, mixed credit is e. particuls.rly appropriate fort:. of finance. 

Furtheroore, the qus..li ty of export credit and commercial fin.aricine in mixed 

credit is improved because it is evaluated and monitorec by aid 8£encies. 

Several of these assertions are open to challenge, but it bas been 

widely accepted that some m:iXed credit and less concessional tied aid has 

developmental value, Thie acceptance has called into qusstiori the US 

approach to coDtrolling m:i.Xed credit, namely, to elit:J.inate all credit with 

a f""&nt elemeDt belo\11 ~. Increasing attention ha.s beer. gi Vf r. to W(o/6 cf 

dieti~~ish1Jl8' betl.leen credits which are primarily collC!s~:iL1 i~ intention 

or effect and those which are developmental. A.ncthe:- i£: ~~· 1- e:e:::.-~ fr0c:i 
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the debate has been the problem of definition. The J.rrane,--ement's term 

•tied aid credit' embraces F°£ench and British mixed credit but not German 

or Japanese. Germany reports/~~g-blended credits under the Arrangement, 

but Japan does not report transactio~s which a.re effective .y tied aid 

credits. This has prompted proposals for revising the definition of tied 

aid credits • 

.lfter a year of arduous negotiation some further revisions to the 

Arrangement were agreed in April 1985. The minimum grant element was 

raised to 25% and prior notification was introduced for credits with a 

grant element of 25% to ~. For contentious offers of mixed credit there 

was to be face-to-face consultation among the participants involved. Fin

ally, the secretariat of the OEX:D Trade Committee was asked to prepare by 

the end of September a study of how further to reinforce transparency and 

discipline, including consideration of cbare.cteristice which were col!IIlon 

to aid but not to expo~t credit. 

!'he area which will probably see some progress soon is the definition 

of tied aid credit. The main obstacle is Japan. The new definition would 

cover semi-tied aid, which would include what Japan calls untied nevelop

ing country aid. This is aid which can be used for procurement only in 

Japan, the recipient country or a developing cour.try recognized by Japan. 

Ja.pa.n is resisting the proposal to classify such a.id a.a tied, b".it it seems 

likely that a satisfactory solution will be foun~. 

~e prospects for further raiaing the u..ir.ic.i::: grant element are 

less certain. The United States continues to pr6SE for a~ increase 

to r:pt. A smaller increase, e.g. to 3%, li!ould captt:.!'6 only some countries' 

mixed credit (France, UK, Canada) but li!ould lean ot!'-.trs untouched (Germe.ny, 

Italy, Japan). There would also be a risk that those participants whose 

mixed credits at present have u gr13.llt element below 35% would decide to 

raise it rather than cut back their mixed credi~s. Bence the US argues 

for ~ on the grounds that 1 t would capture vir-c-.lB.11;· all mixed credit, 

and that it would be a large enough increase to deter participants fro~ 

responding by making their mixed credit more concessional. This is resisted 

by those who wish to retain the possibility of o!feri~lf t:Ui.xed credit with 

e. lover gra.-it element. Others object faE. ~ if t::-.' -- E. • ::-,:,ng, and ar. 

increase to 5"Y/c is not a sufficient dete:::-rent, :: E:~ ... r.ti')r. will be- •·c=se 

still ~itb pa=tici~ants allocating le.rfe~ 
o~ •.• • 
~ _., .. 
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mixed cre.iit so as to conform with the highe:::- lt.inimu.m grant eletnent. Japan 

is thou8ht particularly likely to do this because its grant eleme'Ct is 

already about 40-45%, and most of the financing of this sort from Japan goes 

to relatively rich countries in South-East Asia which are politically and 

economically important to Japan. If Japan were to rEospond in this V&\Y', 

other participants might feel that they bad to as vell. 

Establishing an effectiTe W&\Y' of distinguishing tied aid credit with 

a colll!lerci&l purpose from that with a developmental purpose promises to be 

difficult. The motive for a credit offer is not easily pinned down, and 

the effect may become evident only after the event. One approach would be 

to exclude mixed credit for certain sectors, but this baa little su.pport 

among Arrangement participants, not least because of the problem of drawing 

boundaries between sectors. The DAC Guiding Principles include an undertaking 

to ensure that if associated financing is provided for least-developed 

countries the grant element is high, &.nd to restrain strictly the amount of 

financing with an aid component that is provided for stronger developitl8 

countries. This implies that mixed credit should be limited to middle 

income developing countries. Differentiation by country could be applied 

by confining mixed credit to the poorest category of countries (particularly 

if some countries now in the poorest category were promoted to the intermed

iate category), but it seems unlikely to meet ~itb the approval of most 

particips....~ts. The Trade Committee secreta.:::-iat has been focusing on the process 

by which credits a.re arranged: the tender p:::-ccedure; the existence of a 

feasibility study; the division of responeibilit;· a:no::ig government departments; 

and the speed of decision-making. 

A ~ore limited but more specific sugg~st~on is to eliminate 'double 

tying', 1;hat is, stipulating that aid must b~ us~: for procurement in the 

donor country and for a particular project. The broadest consensus exists 

on reinforcing notification requirements. Longer notice not only rules out 

the possibility of last-minute offers, but also, ty permitting more effective 

matching, dissuades countries from offerine mixed credit to gain a commercial 

advantage. It is also hoped that more !ace-to-face consultation will result 

in participants more often adopting a commo~ front in refusing to provide 

mixed credit for a particular project, Mu.er. ~' ~: :.: discussion aes-u.mes, 

however, that participants want to see ar. e:;~ :c t:1' commercial use of tr..ixc-d 
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credit. Most participants would indeed favour this, if it was respected 

by everyone else. ~t a few (notably France and Japan) probabq want to 

retain the option to use mixed credit commercially, and that will 1\lrther 

complicate matters. 

Country perspectives 

a) France 

The min innovation of recent years in Prance'• export credit policy 

b&s been the introduction of foreign-currency financing in 19&2. This was 

prompted by several considerations. Partly it was tbousht that Prench ex

porters' competitiveness would be enhanced if they could offer financing 

in currencies other than francs, particularly those with low interest rates. 

Other reasons were that it would reduce the cost of subsidizing interest 

ra. tes, and would benefit the balance of payments, and be ace the exchange rate. 

:Budget and balance-of-payments factors see~ to ha.ve weighed more heavily, 

since there is evidence that in some cases foreign-currency financing was 

pressed on ~ere whose preference was for francs. Lately Frauce bas 

become 1DOre flexible in offering ~ere a choice between franc and foreign

currency financing. The dollar is by far the most frequently used currency, 

accounting for 90-9% of the total, the rest being Deutscbmark, Swiss franc 

and ye~. Recently arra.."'lg'ements havf been ma.de for financing in il::U but 

but they have not ,et been used.. In 1983 foreign-currency financ!.ng 

accour.ted for ~ of ne"1 credits and in 1984 for 24%. The proportion is 

thou.gt~ unlikely to rise m..ict. furthe:=. 

E:T.port credit policy has alsc tee:-. E..ffe-cted by t\.lo more general 

develcp=-ients e:isin£ fro::. the e.dverfe er.;;·eriences of the French econo~· 

in the early 198)s. First, the imperative of reducing the budget deficit 

has neces1;itated lowering subsidies. The Tresor acknowledges that this 

b&s probably caused French exporters some difficulty.but 8'YB that the 

result is a healthie::- situation. Tr,e DF~~, thoi.18h it is less positive, 

accepts that there is not as much subsi~· avr.ilable now as in the past. 

SeconC., greater emphasis ha.s been pla.ced c·n abort-term trade. !his 

reflects several considerations: i~ c0s~r ~ess to support; yields quicker 

retu.rr.f; entail r lo\o er ri s}:, becatlr. i ~ . : sj::::-ee..d over i. broe.der rar.ige of 

carket~i e.nc o!'fe'!'s ·r.iet~er o;.;i::rt-.:~.: ·.:.~~ ~:.:..:. the depressed mu'ket for 



22 

projects. 'l'be shift 16, however, only partial. France is cert.a.inly 

not neglecting projects, which still represent £1/c to l~ of its exports. 

Coface, the French export credit insurance agency, suffered BUbatantial 

losses in each of the years from 1979 to 1983, except 1981. Moreover, 

these losses are rrobably understated, since Coface treats a claim as 

recovered as soon as agreement bas been reached in a Paris Club reschedul

i.71g. The main reason for the losses bas been the high level of claims. 'l'be 

value of exports insured bas declined since 1980 but this reflects the 

general decline in French exports. Indeed, as a percentage of total ex
ports, exports insured have increased. 'rhe effect on premium income of the 

decline in the value of exports insured has been partly offset by higher 

premiums. 

Die response of the Tresor to the losses of Coface bas been in line 

with its overall insistence on cutting budget liabilities. It bas instructed 

Coface to charge more realistic prices, to take precautions and not to 

assume large risks. 'l'bose in the administration who a:r. responsible for 

export promotion complain tba.t as a result Coface bas become expensive, 

slov and bureaucratic. Coface bas displrqed more caution in the past few 

years, but not to the same extent as the agencies of other countries. LiJr:? 

other agencies, Cofa.ce ~pes off cover completely for a country undergoing 

a res~!leduling. In a ma:!:et vhich offers a possibility of increasing the 

sh.a-""€ of French exports, b?\lever, Cofe.ce will delay going off cover longer 

anc will resume cover soone~ ths.~ other agencies. Bence, fe\I countries are 

off cover, tboi:.gt. betwee~ 68 an: 70 have had ceilings placed on their e~

po=~'""E or are •under surveillance'. 

FTencb ufficia.ls a=b~~ th.L: it is not eensible to aba.ndo~ a country 

whlc!:. ha.£ become riskier, particularly since this applies to the me.jori ty 

of developing countries. Account must be taken of obligations to former 

colonies and otaer political relationships; of the reputation of French 

erpo:"ter!:; an:. of the likelihood th.et a country BUch as Brazil vill in 

the futuz-" become a:i. important ma.rt:et aeain. Consequently French policy is 

to be m~re selective end more exieent but to avoid coming off cover altogether. 

A coULtry whicb respects itE unc:rtw:ings is kept on cover even if it is 

ir. d:ffic..:..lt}·. co:~e eY..&...:.: ·:~ _L~Yidua.l contracts 1riore closely and 

rE-:·..:'"r~r ::-.;; e:rv:t.:: a.-:-.~ t: I, •... e::.~a.s£~• iri a cour:tr.r tc in\'.:-stigate 
, . set UJ E.. s:v:: ial counti:; r~ sk divisior., 



Ba.""lks and exporters a.re asked to provide more by wey of guarantees and 

sureties, and premiums have been raised. In some cases the provision 

of financing has become less generous in that the French government 

supports a smaller proportion of the total credit, leaving the ~er 

to find a larger proportion of local costs from otber sources. 

!'be cha.."lgeB in the Arr&l\gement are seen as havL€ resulted in a 

situation which is lees favourable for France. French export financing is 

now less competitive, but financing is no longer f'undamental, and other 

factors, such as a biBh inflation rate, have probably influenced competit

iveness more. 'l'he Tresor hopes that French interest rates will decline 

sufficiently for the franc to becom~ a LIRC. '!'here are reservations 

about some aspects of the matrix, 9-lCh as the method for determining auto

matic adjustment, but France recognizes the need to control competition 

in export credit and broadly accepts the revised Arrangement. 

France has also accepted the changes affecting mixed credit, but is 

resisting the idea of further modifications. French mixed credit is 

directed chiefly to telecolD!IJUilications, transport, infrastructure and 

energy. It amounts to between FF 2 and 2.5 billion a year, or roughly lop 

of the total aid budget of about PF 20 bn. In the pa.st few years this amount 

has declined because there have been fewer suitable projects in developing 

countries. This snc:.ller amount has, however, been on more concessional 

terms. French officie.ls point out that the DA.C's statistics show that 

associatec financi'O{' fro:t Je.par. and tLe UK has been increasing. Mixed credit 

ie the: cnly fortr. of fina..11:ie.: e.id which France provides for non-Francophone 

countries, tboi.lgb soce also goes to Francophone countries. Altogether m.i.Xec 

c:::-eci t €'~es to some thlrt:-· or forty countries, the 'IDEi.jor recipier.ts beir.1£ 

Bre.:il, ChinE.., lndi~, lnj:r.~siE.., Morocco and Tunisia. There is soQe diff

erenti~~ion among countriez, with the poorer ones getting mixed credit with 

a eome'Wh.at higher grant element. 

\:.:.. thir. France's totEi.1 aid b'..idget there are allocations for individual 

countries. French officia.l.E say that the initiative !or a mixed cred.it 

usually comes froc the rec:iJient country, which approaches the French 

authorities witb e. prcjt-·:::t, Ti.is is first exar.ined by a commercial couneellor 

o~. t:i( £;:~. lt ie t!1t-. F=-:-. :..:·:.t:~ in Paris by the Tresor ir. consulte.tior. witr. 

t!".' )'.,_~...:.~:r.:f-;.: d 1.J.:.\-. ~.-··: C-'.!:pE:re.tion, '.!Ta..de e.i.~ Industry, and Foreig:-i 



mental features and its place in the country's devE>lopment plans - the 

country's ability to repa,y, and the likely impact on French exports. If' 

all the criteria are met, a financial protocol is drawn up between the 

'l'resor and the recipient government, "ithin the overall aid allocation 

for the country. 

The French government insists that it does not use mixed credit f~r 

competitive purposes and that it does not "ish to be the driving force 

behind mixed credit, but it sees mixed credit as a vq of helping develop

ing countries. If the minimum grant Plement of ILi.xed credit is again 

increased, the volume "ill have to be reduced. This "ill oblige developing 

countries to turn more to commercial !inancing and hence raise their cost 

of financi?l€'~ France would like first to see the existiag rules regarding 

notification and matching better respected. It would also welcome rein

forctment of the notification requireuents, but it opposes ~ further 

increase in the minimum grant element. 

b) Federal Republ:.c of ~rmaey-

The proportion of exports for which the government provides cr?dit 

insurance and guarantees (thro\J8h Hermes, a private compa.r.tf) is much smaller 

in the FRG thar1 in some C'tber major exporting cou.."l.tries. Government support 

is hiO-..ly con~~~trated on developing countries, and to a lesser ertent on 

F.a.steru. furopE:. Consequently there have been large cle.ims, particularly in 

1983 ar.1~ 1984.. Goverru:ient credit insurance business, after sholliitl€ a small 

SU...""'Jllu.s jr; 19E2, ns.'.J.e large losses of JKT;lm in 1983 anC: IE l.2bn in 1984. 

Because of econor::.ic recession and debt problems in developi11£ countrie£, 

orders for e1:-p.Jrtr. of capitF~ goods were declini~ noticeably iL the second 

h.E.lf o: 1982. LA-porters began to ergue that since exporting to developing 

countries was becoi:::..:..ng riskier \.ht! government should provide increased cover, 

so as to protect employment in the capital goods sector. In Febru.e.ry 1983, 

tbE cn~inet o: Herr Kctl, who ha.d come to office in October 1982, decided that 

:~e b~u.~da.ry c' justifiable risk could be extended if a contract served overall 

·.:c ~no::ic polic~· &."le employment policy. The FRG would, for e::u.·..:.ple, resume 

g..u:c-.r:tees for co".l:-t:·ier. such as fu-az.il, f.Iexico and Yugoslavia which had co~ 

t.yeements with the D'.F. The: Hermes sche~e was not, 

· _:,~d, that is, over the yea.:-£ surpluses ~~re expected tc 
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off set los.Jes. 

As 1 .03 ~roceeded and the size of the 10sses in store for Hermes 

became evident, the government determined to raise premium i~ome. It 

linked this to increased cover, Ba.Ying that if Hermes was to assume greater 

r.isks, exporters would have to ~ more. Aggregate premium was .. o be raised 

by 4op. The increase wouid be relatively greater for credits to public 

entities since they would no\il be subject to the ea.me rates as private ian

tities, which previously had been higher. Also premium rates were no.,. to be 

the same regardless of the amount of a credit, whereas before they had been 

lower for la.rger credits. No-one, however, vas to incur a premium increase 

of more than 50%. At the same time insurance cover would be improved and 

claims for medium- and long-term credits faci ·u t~t.ed. These changes were 

to cot:le into effect at the beginning of October 1983 but after strong 

representations from exporters• organizations they were postponed until 

1 April 1984. 

il though cover bas been improved, the German authorities have acted 

rather cautiously towards countries in debt difficulties, withholding cover 

very promptly as soon as there bas been a technical default and restoring 

cover only after a rescheduling agreement has been signed. Industry has felt 

that i~ some cases Hermes bas been off cover when other agencies have not, 

anc ir. Latin America, for example, only Colombia and F.cuador El.re not subject 

to soc.= kind of restriction, and most countries are covered only for very 

sho!':-t:0-n: cre:di ts and for sma~ ,_ amounts. D..-porters have pressed for en 

eas:r.c ,,: t:-.~ rerulation~ but this bas beer. refused because they are governe: 

b~· rs~..:.::. re'.:Je:-,:.F in the budget la.\.' rega.rdirlf' gov .::rnment sur:..ra..."'lteed debt .. 

'::.s v: l:ir:,~ of e::xport ere di t business ins-..irec by lie:::-oE:s 11.f.s a~clined 

since 1~&2 both in absolute terms and as a. proportion of tot~l exports 

(frotr. 9. ~ in 19El and 1982 to 7. 1'/: in 1983 and 6. ~~ in 1984}. Pa.rt of the 

expla."'lE.tion for this is that fewer German exports are going to developing 

cou.."it!"iH. In 19B-4 higher precli.ur:i.s may have been another factor. 

T'r.12 cha..~t in the matrix are saen as being very important. The FRG 

does v;;~: li t:le- subsidizing of interest rates and ideally would like such 

.. · _ e:-,ded. ll tho~ subsidies e.re still permitted, the increase 

(:ot:.":iine:: 10i th thE a.utoma:.ic a.djustcent r.~chan.is:: ensure the.! 

:iute.:!. F·urthermore, tht: LIRC system IIieE.nz th.at, as le:-..[ 
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as the CIR.'\ for the D·1 remains below matrix rates, the FRG can offer rates 

below the matrix on the small amount of subsidized financing that is avail

able. In fact, lately co1DC1ercial interest rates in the FRG have been so 

low as to make uncompetitive the officially supported fixed-rate finance 

from the KfW and the AXA, and the take-up from these two sources bas been 

very low. Bence virtu&.lly all export credit is currently being provided on 

commercial terms, and government involvement is confined to Hermes insurance 

and guarantees. Lower German commercial rates"and high matrix rates have 

made German export credit more attractive. l....porters believe, however, that 

this bas bad 11 ttle impact on exports of capital goods to developing 

countries. 'l'bese have been far more affected by negative factors, most of 

all sl~k demand but also restrictions on cover. 

Concern about the prospects for employment in the capital goods sector 

together with the increased use of mixed credit by other OE>JD countries has 

prompted a significant shift in Germ.an aid policy since 1982. The use of 

mixed f ine.ncing he.s expanded rapidly to reach 22 completed contracts in

volving a total of IM 1,963 m in 1984. This sum comprised II-~ 1,118 m of 

capital aid and IM 845 m of KfW financial credits, and accounted for about 

45% of total bilateral aid funds. German officials are at pains to emphasize 

th.at th:'..s mixed financing is not mixed financin.g ae defined by the OEirn, but 

pre-blended credit, which does, however, fall within the O~D tied aid credit 

category. Pre-blending means that financial credits a.re mixed wit.h aid fun-ls 

and o~fe1ad to the borrower as a single credit. 

':'he initiative for mixed financine almot 

~~i r.i st::::·· for f.conotr.i c CooperEr. ti on, which offer 
!:i.!'iably comes from the 

Jevelopine country the 

opp::-t".i:"'.i. ty tc accept mixed fin.s.ncing for certe.ir. p:-ojects. 1"..i:xed financiOi 

iE s.;.:Oje::::ted both to aid procedures and to export credit procedures. The 

Kf\1i evEr.luates the developmental &t3pects of a project, and the Intermin

isterieller .A.usscbuss and Hermes consider the econon::ic and risk aspects. !"~E: 

Minis try f0r F.conomic Cooperation tries to persuade the other ministries 

a.~: Ecrmes to be broa.d-minded in assessing risks in lt.ixed financing, but in 

so:r:~ cases the terms of payment or the security offered have been unacceptatle 
tc lc:·::.es. 

:·ne adtir..istratio~1 insists that mixed financing is not eryort promctior •. 

.. sec ir. particular for large projectt vherc: aid needs to be eked out, 

· · .:vE.tic:-. a.n: tE<;hr.ique is th~ same fo:- mind financing a.s !or aid, b~~ 



mixed financins provides aome spin-off for German industry. Officials point 

to the fact that the process of evaluating a proje~t usually takes about au 
months, and note that there have even been instances vhere a project bas 

been drawn up and it bas then proved impossible to find a German exporter 

to undertake it. They acknowle~, however, that large exporting companies 

usually know about f ortbcoming projects in developillti countries and may ask 

the Ministry for F..conomic Cooperation to seek to include mixed financing for 

them in bilateral aid programmes. The increased use of mixed financing ia 

justified as a marginal adjustment in German aid policy in response to major 

cha.nges in the "~ other countries use mixed credit for export finance. For 

some years the PRG avoided emphasizing other countries' use of mixed credit 

because it knew that this vould generate demands for similar facilities fro~ 

German industry, but as mixed credit practices became more widespread they 

could no longer be ignored. 

The FRG does not offer mixed financing to the least developed ~~untries. 

The grant element of mixed financing depends on ho~ much aid is available for 

c particular country. It averaged 465~ in 1982, 60% in 1983, and 54% in 1984. 

This compares vith a range of 6~84~ in aey one year for pure aid. Less 

than a quarter of mixed financing has a grant element below ~. 

5o matching fund exists in the FRG, tho\l8h there has been some pressure 

frott industry to establish one. The Ministry of E..conomic Cooperation has rer.

isted because aid fWlds are limited and have to be spread among a number of 

ccur:tries. Also matching might not permit a proper evaluation of a project, 

becw1se of the need for a speedy response. ~nere have been a few occasions, 

hc;;E:-ve:::-, when exporters have said that they had no cha.nee of winning an order 

ur.less they could includ~ cbpi ta.l aid ir. ths:.r offer of finance. If spare 

aid fun~s have been available for the count:-;.· concerned, and if it has been 

eeree&.ble~ the ministry has then provided mixed financing. 

'i'be government supports all efforts to distinguish bet\Jeen, on th~ on€: 

hu.:i, aid and, on the other, the participation of developing countries in 

th~ world econo~, vhich should be subject to the same market conditions as 

for other countries. It favours raising the minimum grant element but would 

;,:-efer a level of 35';: rather than 50?. It believes that ;~~ would be suff

: c ient tc sto~ trade distortion whereas 50; would touch cred~t~ vhich were 

~- :J.lir.::ly aid-c:itivf..ted an: tw:>-.ild rur. up ~iru;t serious b·Jdg-et constr;.ints. 

-:!-.c L'.r..ic..;.: ["rZ.:: elem<:::-.: .,.eere inc:-ee.E::i t: 5cr,:, however, Gen;iar; ~::,lie:; 
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c) Je.~ 

The Ex}lort Insurance Department {EID) of the MIT! covers a large 

volume of exports, representing a higher proportion of total exports than 

D'.!GD of the UK or, until 1983, than Coface. Its premiums are lower than 

those of other aeencies and its approach to risk is very careful. Because 

of this caution the claims EID has ba.d to pay out have been relatively low, 

but because premium income is also low it has suffered losses since 1982, 
albeit smaller losses than most other major agencies. MITI is required by 

law to alter premiums to offset outflows for claims. Hence medium-term 

premiums were increased in 19e;(by 4~)and ~in in 1984. 

The EID's losses have also had the effect of making its approach to 

risk yet more cautious. MITI is forbidden by law to offer cover on countries 

which are rescheduling public or private debt, or have indicated that they 

intend to, th0\l8h it is allowed to grant special exemptions. It usually 

tends to follow closely the principal supplier in a ma.rket and to come off 

cover as soon as they do. MITI 1 s policy is also to come off cover for all 

classes of debt (short- and long-term, public and private) even if the problec 

is confined to only one. Before restoring cover for rescheduling countries, { 

it insistb on three conditions being met: that a bilateral agreement has l 
been signed; that debt repayments have proceeded without interruption for at 

lee.st a year; and that they will continue for the imoediate future. As a 

result, in 19e; there were 30 countries off cover or on very restricted cover. 

In Febru&ry 1984 the EID was reported to have taken 25 countries off cover, 

and to hnve restricted cover for a furth~r 27. Cover was re~..imed for seven 

countries in June 1984, but only !or shcrt-terir. credits of small amounts, 

an:. only if the exporter took on 3()/.~40,~ of the ri sl: and pa.id e. pren::.iuc 

surcharge of 200j.-5C>O;~. Japar.ese e:i..i:i:irterE have beer. disss.tisfied with 

the EID's conservative attitude which they believe has put them at a dis-

advantage with exporters from countrie& whose export credit ~ncies have bee~ 

more flexible5 

Another source of discontent is the chanc""es in the Arrangement. Jap

anese exporters point out that it is possible to subsidize interest rates on 

currencies which are subject to the mc:.trix but not on LIRCs. Moreover, the 

ClRP. for the yen has been set too high and the margin too large. Bence, \lhilf 

e):pc:-t cre:i t e,cencies ir: other cour.tries can offer e. 6'..ibsidy on their do:.

es: ic c-.i..--:-ency, the JapE:. Eximba"!"ll: effectively cha.rgec E. pre::.iw:.. Si :-ice EI':" l 
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is reluctant to provid~ pure cover and Japanese commercial banks are 

reluctant to lend on their own account, Japanese exporters for the 

29 

most part continue to use the Eximl:ia.nk, particularly for large items. The 

Bank is wicom.fortab~y aware of the difficulties and would like to see the 

basis for calculating the CIRR changed. The administration, however, 

seems to prefer to wait and see if the gap which bas opened up between the 

prime rate, on which the CIRR is based, and commercial rates will narrow 

again and so make Eximbank funds more competitive. This attitude !:l8i}T be 

partly explained by the fact that MITI believes th.r.t when Japanese exporters 

have lost contracts the main reason has been price rather than financiog or 

any other factor. 

h the ooutan ot 4iaou.Hioa about a1.Dd orecUt 1Donu1Jar attention 

bu \een toauae4 on Japan. file cb•0 nel for Japan'• equinlent of ai.Ud 

credit 1• tl:t.e Onraeu llconoaic Cooperation PuDd, which 4eriTH 1t1 re1ou.rce1 

rCNPI.7 equalq troa the aid 'baqet and froa po1tal aaviap tepo1i t tuna.. 
About 85" of tl:t.e <m:r•a 4iaburae1aent1 go to 11 countriea, all of which are ill 

bi&, except for Japt. !be OD &4aini1ter1 the LlC utiM aid ,roera-, 

vhic!a aocowit• for betveea a quarter and a WM of Japan•• bilateral aid. 

!'&i• aicl om be apeut onq in J&Pazl, tbe recipient oountr;r or a d.fftlopiag 

oountr7 reoOlllised lJ7 J•Jl-.zl• In practice &l>°'1t 6<1/v-7~ of LIC u.Ue4 aid ii 

apent in Japan, and ao1t of vht.t 1• apent in clevelopiDc cou.ntriea ii tor 

oomod.i tiH. Benoe, ill effect LJX: untied aid 1• both &HociateA fina.noe 

and tied &14, but wchn1c&ll.J' it 1• aeltber. Ja)&ll bu acre•• io report it 

under the D!C uaociated fina.ncin& aoheae but bu not 79t begun ~ •o ao. 

It Ir.a.a til'Wl7 retuaed to acoept that LIC untied aid lihoald be nport.ed u 

tied &id crecU t under the ~aent. Coue(iuent}7 other pa.rUcipanh in 

the ~Mnt bave JropoHd er,i&AdJ.Di the 4e!iu1Uon o! tie4 &id Orff.it 

8J)e0ifioal.l.J' to 1Dclvde partial~ tied &14. Japan 1• 11DhapP1 •'bout thie 

bu.t will pro1*'bl.7 M oblipd to aooept 1 t. 

Japan'• •t&Dc• ou ti-4 &id cre41t 1a •iailar to that of harlot. It 

arpe1 that it i• a vq of •tretchinc aid hnda, and tbat it enablH tevel
opi'QI oauntriH to 4o WDp v}llch would not otherwiH be po111'ble. It al•o 

defend.a th• icle& tbat D&tioml illterHt lihoulcl be a oon114eration h 4eters1D

~ the al.location of aid. !'ae Jap&Mae iovernment 11 iD a p&rticula.r 41!.f

icultJ in that it U. pveL internatiom.l com.it1aent1 to increuiQC aid, but 



\here i• no oout1 h.IDCJ iu Japan for clo1ng '1li• unl•H aid 1• Ue4. 

Japan i• DOt keeu to Me turthar ob&Dp1 in UM tied aid cn41 t 

proviaio'DI of t.he lrrange•ut, and 8q8 \bat tied aid lbould be a •tter 

tor the DlC, not the tra4• Com! ttee. It atta.cb .. 19porlanoe to oouoli4-

atiral the ui•U.111 Arrangeaeu.t an4 euuriac fair treaaeu.t before fl'OOHU. 

turtlaer. Cnater tnnapareno7 would 'be ••lc.Olae, and a riH in the aiuiala 

grant eleMnt abOY• 2~ •oal.d be acceptable it it ••re ••11 re~te4. 1 

aiuiala ot 5o,C, llovner • •aal.4 be out or the que1Uon, at leut tor the 

ti• being. line• leH oonc•Hional aid i• appropriate tor I.DJ• at a oertain 

leTel of 4nelo,..nt, lt llllbt be DtOHNr7 to 41rterentiate tie4 aid ore4.it 

according to the eooDOllic •tatu or t.he :recipient. 

4) United lincdoa 

!be oontlicting torcea which lllpi.Dge on export credit aaenc1e1 an 

perb&p• aore evident in tibe U1 than el1evhere. !he capital goocla 1ector act

iT•l.7 4ef"end1 it• oue, •trong~ .upportecl bf tibe J>epart.ent of trade and 

Ia4utz7 and the •ational ~OJl09iC J>eTelopMnt otfioe, Wt &I itl role ill 

the eooD0111 laaa ooutracted it bu oarriecl le11 ••1.sbt vit.h t.he !nU\11'7, 

wbioh 1111Ur the !'hatcher ad•Snf1tr&Uon U.. been partioularJ.7 tHu. to ourb 

public expenditure. Si.ace 4ebt probleu bepn to ••rp tibe annpa] report• 

oo SJGD of tibe Bou.te of Comona Public AocC1W1t1 Coml1 ttee and the Comptroller 

General ban been giTen ,reater prom.ntnce tib&D usual. Ill addition tihere 

... been a fiurr"7 or special report1. 

In October 1982 the Confederation of Bri tilh ID4u8U, 11.-~d a report 

which aaked that ~GD ahoulcl baTI S>rl &UtODOIQ' and llON neubilltfe In 

reaponae ~o 'tb.11 the ptrment ju lugu.•t 1983 Ht up a oomitwe (the 

Katt.hew1 COllllitbe) to exu1n1 the •tructure, tunctiona and •i&~ or ICGD. 

Vbeu it reported ill April 1'8-4 the ll&ttll1v1 Co-.U~•• noomeD4e4 tbat SXiD 

lbou.14 bec09I a private oorporatiou.. S.Hn 90Dt.b8 later the ronrDMnt 

njec\ed W.• reoomen4ation an4 aDDOUDCe4 t.hat the !re&ftrJ and the :lank or 

a:iclud woul4 1.DYHtlpte the po11lbilU7 ot ECD becoaiJlc a printe export 

knk. Keanvhile, S.U J&JSJ&r7 1,84, t.be goverment Jaa4 releued a report (t.M 
,,_,, report) OOlllll•wd 14 90DtP before 1'J a group of govermeut eooDOai1t1 

led bJ !'n&nr7 econoailt1. f'Ai• nport, which ba4 beeti pro4Qced u a 

oontribu\iou. to the 1983 4•bate about ob&ng1.a,g the ~•nt, conclude~ 

that the 001t of •1nni.Qc l&rp onr1eu order• va1 ra.rel.7 juti!ie~ or. 



econoaic around•. !he oonolualon vu reb&lttecl in 4eta11 in a 4oaaaent 

11.ued "7 IKDO ln April 1984. !be oontroY•r87 oont!J:mea, and ill 1985 

mxaD bu been th• w'bjeot of inquiri•• b7 oomaltte11 of both tiba ao.iae 

sxaD IL&a .uttered loaaea in ea.o4 ot the put tiara• J'8&n, obiefq 

'beoauae of the aowating olai.u 1t bu ba4 to ••t. 1a • rellUlt, ill 1983 

1t ba4 tor the fir•t ti• to borrow troa the government'• oouolld&tecl 

fund, 1n whio!l it 11&4 preYiouq been an 1.DY••tor. l&rri.nr 'llDforeHen 

4nelopment1, thi.• •ituat1011 i• expected to oonUme tor a f\lrtMr three 

to tin 79an. !he eftect1 baTe been a •t•~ riH in prelliuu, a re4-

uction 1D riu-taki.Di and areater •cNtin;r b;r 'the treuurr u4 o'tbera. 

Preaiuaa b&Te 'been increued b;r at leut ~each 79ar •ince 1982. 

kporten vi th bad ol&ia• reoorde ban been nquired to take on a l&rpr 

ab.are of the inore&aH and to aaw reaponaibili v tor a hi per ,.roentap 

of tb8 ri81c. Ill a44i tion, tellpOra:q INZ'Charp• of up to ~ ban been 

a:ppliecl to -.rk•t• vi 'th •ezoepUoD&lq ~ • poli Ue&l ri81ca. !bi• entail• 

abollt tifQ' oow:itri•• troa oategori•• C and », the r1*1••t wo ot EGJ>'• 
toar oateioriH. J>Hpite the ettor\1 to lliniair.e 'the iap&ct on bmineH witla 

goo4 r18lc1, EGD bu found that 1t bu been able to attnot lea1 of tb.i• 

'buaineH. In the cue of developed oountriH W.1 ii &110 expla.ined 'bf 
~· in the •tri.X vhioh, oombine4 with 10tter o~ial int.treat rate1, 

U.n rec!uced to negligible UOUDta the intere1~rate nbliq on export 

credit parazltff4 b7 JCGD. Conaequentq, the aTerace riak ot EGD1 • 

portfolio bu 4eter1orated, part}7 'beoauae aOM mrketa ban 'beoo.e riakier 

and perl}7 beoauae it la pt\illl 1111 bmiDea• in goo4 -.rket1. In 1979, 

ot EGD'a total P)OINn or Ll.7,98511, C an4 J) oountriea aooa.m\ecl for 

Cl,,10. (41"); in 198}, the• acoomite4 tor '16,280a (51") or 1111 upoaure 
ot l}2,12~ 1Dother oou~unce i• that ICGD 11 ·~ a -Uer 
perceutap ot VI exporl1 (29.~ 1D 1'8:51 apiut ui. &Yenp of llD1'e tbUI '~ 
clmi.ag the previou.a 4eoa4e). lonet.beleH, EGD prob&blJ oonUmea to baTe a 

better Ml.Ul.CM portfolio tun ao1t uporl credit apnciea. 

In ••ekiDC to •trike a bal&DOe 'between •xS•S 11111 upon pr090Uon and 

ai,n••Sslng rimk, ~D laaa tended to treat ita financial objectin o! operatit.{ 

at no net 001i to public tu.nd• aa the oTerrlcling con1traict, perbapa 'beoa.u.1r 

c! it• acoount&bilitf to hrlluent. In Ul'keta vhioh a.re poor ~iak:E it bu 



0099 oft or recblot ,1 ocwer aich aooner than U would b&T• 111 tbt JUt, 

tboup in better nu 4eftlopiag oountri•• it baa oontime4 to .. a\ leut 

u fiu:ible. ID the oourae of 1984 it 'bee._ n14ent \hat pollo7 wu 

erriag ill the tireotion of exceHi T• r1gour, oauing •orihvhile 1lwlineH 

\o be loat. !here •u preanre 'both from uponera and holl 4nelopiuc 

oamatri••• am at the eud of the J'8ar the aonrnaent &ZmOIQDOed tbat ICGD 

•oW.4 relNm oonr more quiatl.7 tor oountrle• which had naohe4Dle4 their 

trade 4ebt1 \o l:riti-.h wppliera iuure4 'bJ' EGl> and tor goo49 an4 aezTice• 

which •oontrilRlw to the eoouo111c noonr.r ot the cleb\or oowit%7'• UI 

export.en b&Te complained, boveTer, that n.trioUona nain Hnre oomparea 

•Uh tb08e appl.71Dg to uportera troa Jnnoe Md the Va1te4 Btatea. •or 

Brazil, tor axaaple, 9'.X;l>'• cn41t ceiling i• reported \o M t~ 11bereu 

the 1JS kiab&nlc'• 1• '1..5bn ('1.lbn). ID addition, U appeara that a narrow 

4efini tion i• beia« placed on ei:pom •hiab •contribute to eooDIDUc reconrJ'. 

!be ch&:Dge1 iD the ArraDBe•nt b&Te been welcomed 'bJ' the 11[ FT•rment. 

!he bJ.sber Mtrix r&teB '\opther 11ith lower -.rket r&WI b&Te greatl,J reace• 

the ooat of 1ntereat rate nb•i41••· In 1981/82 •hen \he •trix ainiaa rate 

for poor oountri .. VU 8.~, the &Terap )-eonth interbank n.te for aterliag 

11u 15.~. an4 the &Terap 6-.onth a&roclolbr n.te •u 17."'' the oo•t of 

lntereat wppori for •terli.Qg and fonip ourrenc7 export ftnanee wu 

1585.:5&. 17 198}/84 the rate• vere re1pect1vel,J '·"'· 10.~ and u.°". and 

the coet or i.1ltere1t nppon bad cleclined to L}5Q.6a. It vu aomvhat 

h18her in 1984/85 becauae oomercial lntere1t rate1 roae a,ain, and unl•H 

comerci&l rate• ap.J.n clecline •1¢1'ioautq it will re-.1.n •iu&ble tor a 

tew 78&?'8• becau.91 of out•tan41DB comit.ent• -.de •hen •trix rate1 were 

lover. Por export• to riob oountriH the 1ntere1t aub1id.ie& han bee'C -.11 

or non-ui1tent, &Dd the pro•pect of commercial ratea 4ecU.ni.QB tu.rtber 

bu ade fued-rate fiD&ncinig le11 attractin~ !heH tactora, aDd bisher 

preai• rate1, b&Te nnlte4 in a ahitt of llui.mH avq troa ICGDo Por 

ez:pona to 4e'nlopillg oountriH tu 1111b1iq 1• -1ler than it wu but •till 

wor1ib M~. In mat oue1 the problea 1• fint whether ~ere 1• a -.net 

an4 a.cone! •uther oOYer l• anilal>le. Vi th a f ev uoepUom, 8'lCb u India 

u4 llal.qBia, the lncreue ln 1Dtere•t n.te1 appean to b&ve la&d ••r.r little 

lllp9c\. 

!h~ Ul'• lid and trade Prcwi•ion (m), tra. which it d:D1 the a.id 

co9J>0nent or aixed credi te, bu for •evere.l ~&l'I 1t<.od at tf,ba, ab~t lo,' 

o! the total &14 ~t. !'he 901t that bu been Ukeo up ie f~~ in l9E.:, 



and 1t 1• ue4 ~·' excluainq tor ezport1 of capital IOOh. thoap it 
1• explicitq 1nteD4e4 for HrYioe• too. .Although the HP 1• a4e1n'8'9re4 

b7 the Onraeu Jnelopment .1.A•tnS.tntion. and abed cn41\a laan to aeet 

4neloJ1919ntal oon41tiou, the 1nitiaUTe for a 111.xed ore41t 00..1 troa \he 

exporter, w'bo 'belie'Ha lw 1• oompeU.ac with a aized oredi t otter h'oa 

another OOW:lUJ o llixe4 oreet t otfera pnera.11.,r require mpeeq Uoiliou, 

an4 ofwu go to oountrle• with whiob the m 4oe• not la&Te a cont~~ &14 

program.. Sino• 1980 the orlteria for uirag 1TP f\m48 laaT• 'been 'broa4ene4 

in tla&t u uporter DO loDger laaa to 4aoutrate that a1u4 ontit la be!JW 
off encl 1r,J a o-.peti tor for a apeoific contract. Iutel4, 1 t 1• nftioieut 

if' tke contract b 111 a ooantr.r •here other oountriH ~ make a1.xe4 

credit aft.ilab1e. '!hie bu ha4 the effect ot relanrag tbe requi.relleut 

that m.u4 credit llhoulcl be uaed o~ to •tell foreip 0<>11petiton. !he 

llhU't wu torm.117 A-ecogn.ized 1D October 1984. •hen the !nuurJ cba.npd 

the rule• ao u to allow :Britbh cOllp&ll.ie1 to offer 111.xecl credit at the 

1ni Ual •taBe of bidclioB tor a contra.ct. 

JluJken and uporten, :bovever, oonUnu.e to be 4iHaUatie4 •1th the 

llCbe•. !bq arp tihat 9UV' 4eYelopiDg oountri•• 4o aot like llin4 credit 

vhioh campriH• one component on •oft teru and another on nlatiftl.,r ha.rd 
teru. imolYir:lr lntereat at cloH to arket nte1 and repq119nt OTer a 

oomparatinl.,r eon period~ fheH c0W1trie1 prefer lea• oonceHional &id, 

wch u the PBG•• 111.xecl fimnci.Dg or Japan•• psrtialq tied &id. fbl.t the 

Vl'• a1%ed credit bu the ...- grant ele•nt u tbe11 other toiw of fi.J:MLD

ci.Di 1• not IN!ticient. Pressure tor ~ the ache• bu 1.ntenai!ied 

•inc• Jla,J', when turke7 awar4e4 the ooniraot to bui.14 the •eoODd bridce 

acro11 the JoBJlbol'WI Dot to 'the Britilh cosp&D.1 •hicb built the firlt bridr 

wt to a Japanlle OOllJIUO' •hich bad included a wb1tantial aaount ot aid in 

it• bid. !be J&p&DtH 'bi4 414 DOt COlltr&Y•Jll ~e .irraz:lge•nt, &D4 quit• 

ap&n troa the fim.Dcilll it offered a.," oQ11PeUtiTe price. Soneiibeleu, 

111 expon.t:n laan been uing thi• opportvniv to arp the goYerment to 

Z'9TiH the m 8Cbe•. ID w .. tbq are ltroa4l.,r npported b7 tAt Depart.eat 

of fra4e an4 ll:abU7, whiah a4Yocate1 •tlecUft llUppon ~n the groun48 

that wben 111 inc!utq 1• o&p&ble of bi44i1>1 coapetitiY•l..r it abo.tld DOt be 

4•priTe4 of ~· ohanc• lrJ 4i•tonion1 cnated 'bJ OOll:petiton. 

na. OrerHU Deftl0p98Dt !daiui1trat10D, like tht- fre...-.trr' ii &m:i' .u 

to aTo14 8Zf1 ~ vkicb expand.9 the oomercial WI! of aH.. fA~ 01.U. 11, 



howner, carefUl to point oat that the u.ae or a11ed credit 117 the U1 i1 l•H 

utenai'H \ban :DlC fipre1 (tr.quentq quote4 1'7 other OED -bin) 1D41oate. 

tu re;.aon •b.7 tb9 Ul 1• llllCNU u be!Qg the aauroe ot the aeooD4 larp1t 

UOUDt of ueoc1ate4 financiag (22" of the total) 1• that UJ7 paatap 1D

olu41.lag upon credit baa to 'M reported, nen U lt l• ODl7 a 'fV1 -11 

proporlion. Beno• the reporti.Dg 878te• Pl oapture4 1 teu 8DCh u a larp 

paokap to In41a, •llioh w • grant •leaent ot more tb&D e~. llbile ack

DCNl•~ that the 1'lP ache• 1• •oaeU•• allued, the ODl bellene that 

it b 901"9 ettectiT• thAD other oou.ntri••' Mhw• 111 •h'•fslng 41•~1om. 

ID the Arru:lp•nt mgotlat1one the 111 ii •eekilw hrtber mr'b• on 

aixe4 cre41t, a it agree•nt oan be reached W• •ill probabq 'be aooeptable 

\o all oonoemed. An iDcreue in the llinima grant 11 ... nt to '~ woald, 

bovever, ellllinate aoat of the alxed oredit that the 1JI 4oe1 at preeent vbile 

not tap~ on Japu' • partialq tied &14. !be !reuur;r vOQld oertas nl7 

reei1t Oil expenditure grcnmda 9D:J preasare to •tch JapanHe teru and vwl.4 

faTour a lliniWJ• grant 11 ... nt ot ~. !ha Dep&riment ot trade and Induatr7, 
tor U• pa.rt, 11 leH teen on 5°" 'becauae it Ml 11.ait the 4onor•1 latitude 

ot 4111eretlon. 

•) United State• 

lluring t.be put 71a.r propoa&l• b&Tt been mider 4i•OU8aion tor ~ 

moat radical challP ill the hiel>e'*'• propia.me1 in it• 5l-J'8&r hiator,r. 

Since ea.rl.7 in the Jleap.n .H•1nhtr&tion the otf'ice ot ~nt and lLc!s'et 

had made clear it• Yiev that tbe clirect len41D1 programs ot tbe hi•'bank 

8hould be tertli.Dated. Whether the prelident aha.red We Tiev vu uncertain. 

ID hi• Jarm&rJ l'e' 1t&te ot ii.be mlion ••NB' be v&ral.J endoraed the Bx.1.ab&nk. 

B;y Dec•ber 1964 the ~t 4etici t vu beiDB 'treated 90re 1eriCJQ.1l,7, and 

the pre814ent 0clare4 tbat it vu Tl'rJ import&Dt to 1an Mne7 Clll pr~• 

which benet1Ue4 onl7 a tn, alMl be •1Dcle4 wt Jtnllbanlc u an uu;ile. Con

•equent~ the CID prooee4•4 with a propoNl which would end the 41.rect lendiog 

pr~ 8ll4 nplaoe it wit.b an interHt rate mk~p 1che•, lmown u I~tcb. 

At tbe aw tim the trsmbuk'• IQ&l"Ute• authorisation vOllll.4 be n.1Hd troa 

OS '1.o lm to VS ~ lm a 19ar to enable it to npport a:>re export ti.Dance trOfl 

the o~rcial banklo 

!be 00 o'bj•ct• to t.be 4irect leDdini progr&mDt pa.rtl,7 beoawe 1 t 

1Doorporate1 a wbeiq vhiob b 4i•torti'Q€, and pe:tJ., ~ca.use \he a.r..:x:. · 

authorisatiot1 ot US i}.8 ln:i 1• a burden on the ~t, !'oe- I~teb aol:.f tv 

Youl.4 olearl.J 14tnt11'7 tilt wblid.,v, and at us: ~~6ta would be or2.J"" a Iii.' • : 

I 

'l'oe CJ!'::- 1. ··:.E-:..rr t:J·. !~ .. ""_._, ~ 



41.nct lending l• treated u an upropri~Uo11 wbereu ln fact U ii a loan 

vhioh 1• repa.14, liut 9q8 Wa 1• lrrelWNt. !be p:ropoaala ban oauecl an 

ontcrJ within t.be oaplt&l goocll aeotor, vb.lob lau 11\l'bat&nti&l intluence 1n 

CQ116!'9••· !be Boaae Jlanking Comittee puae4 a reaolution oppoal.Dg t.be oba.Qge, 

ltat Uie Senate lDdcet ComU ttee puae4 a 'bllapt reaolut1011 which uSUMd l t 

woalc1 bappen. ~ lane 1a now J&rt of the 'bro&4er ooutronrq about the 

lludpt aD4 mq lD tbe end be ••ttled u :part of a VUe-ott •1th aOM mrrelate4 

lane, rather tib&D Gil t.be bula ot oou14eratiou abCIQt the 20le ot Sdabe.Dt. 

!be aAmSniatratio11 ola.1.u tbat the cUD&e v0Ql4 un 'ft'q little illpact 011 

borrovera who woa.14 OCllltilme to deal •it.b ~1.benlr u before. !be titferenoe 

would be tbat Sl:illbank imtea4 ot lending wt of lta ba4get mtbarisatlo11 

would arn.nge fiD&Dcing through the PriTate lqK>rl fandt'\T Corporation. 

E:r:portera, bo•eTer, are uceptical abmt bow lt voalc1 function and abmt the 

ooet. lfh87 &lao beline t.bat VS tJ.~ i• too -11 a na to ellUle h"iabank 

to proride nttioient 1Dtere1'"9rate npport. One poi.Dt whioh aeeu quite 

clear 18 that 11.Dder the I-Katch llche• it woald be 'Y1.rtual~ impo11ible for 

the United State• to otter aixed credit.• 

Since October 198' the foreip Cre41t Iuurance haooiatlou baa 'been 

tul~ cODtrolle4 an4 11D4el"VrUten b7 the R:rtabuJr. Between tbea the7 ooTer 

o~ a ..all proportion of total US exports. Since 1983 the7 baYe incurred 

lo&HI vbioh, thOQBh f&irlJ --.11 in ab1olute teru, are aipi.tioant in 

relation to the TOlw ot bQeineH. J>Hpite the1e loeaes the Rriabank baa 

taken the Tiev that the il!dutrialised ocnmtriH abould take on .ore rillk 

'° help c\ebtor OOWltrie• to fimnoe tbeir trade. !ha fre&8U.%7 too beliena 

that it 1• appropriate for h"iabank to belp eue 4eYelop1D£ oowitriea' 

liquid.iv probl... !hi• require• ore&tiYiV in 4ni•i.Dc Rita.blei fiD&DCing 

~-nte. lxiwbank bu, for e:xuple, Mc09e a:>re fiexible in ita tre&tliellt 

or loca.l 008\ae Dnelopi.DI coantriea, for their pt.rt, 9bou..l.c1 be •illiag to 

*lt. aboalcl bl m4ent. bJ tbe •DA ot ~t met.her 1-ll&toh 1• sea& to 

•teria.lir.1. It it 1•, it. ~ l»e •orlb NJiar •OM 11e>n about it. 



accept DCF oon41'1ona. In pra.ctioe theH eftort1 U.·n been •1~ tireotecl 

at •jor -.rteu in Latin '-rioa (Brull and Kexioo}. 

9a9 1Juited State• •u the ahier prot&goni•t of bi&ber •trix n.tee 

and the mtomatio a4jut.ent •cbani•o treuur, official• are aatiet1e4 

that u a relNlt of tbeee oballp• and the "8oline in -.rket 1.Dtere1t rate• 

mo•t, tboagb not all, 1.Dtere1t-rate nb•i~ bu been elilunatecl. !bq are 

p&riioularq pleued ~t tbe automatic a4jut.ant •chani• proricle• i.D

nlation troa the large nb•14ie• vhiob ooulcl 4nelop betore •hen inter.at 

rate1 roae. In the prin.te MCtor n.eva clitter abmt the lllplioaUom ot 

the remction in the .ab•1q. Solle Nnkera M7 that Uae fiDaDolDg peckap 

l• •till the .:>at ~rtant aillgle it.a, p&rticularq •inc• the atrong 4ollar 

bu pit 1IS u:porten at a 4iaa4nntage. Ot.hen arpe that •bereu a tev 
79are aco - when the clollar vu oompetitiY•, the abeorptiYe oapacit,7 of 

blq'en wu good, and US 1ntere1t rate• were h18h - the otter ot a oonoe•1t

ional 1.Dtereat rate Ud a •1Bn1fioant effect 011 export•, now - when the 

dollar 1• 1m0ompetitln, 98ZJ1 ~ere are re1tricting laporta and are reprie4 
u poor ore4it rim, and VS intere•t rates are oomparatiYeq lCN - it 11 

-.ach l••• important to be able to otter a OODCHlional 1.Dtereat rate. 

!be e4•1nS1tratiOD bu ooutimed to oppoae the ue ot miDcl credit, 

thou&h it• attitwle bu become 80MVbat aore fiexible. !'bere are prHev.re1 

tl"oa C~H tor 1x1 mbank to respond more to other countries• aUed ore4i ta 

wt tb.87 baye he4 little practical ettect. I. proposal to create a •var ohaat• 

ot ii.bu to enable the Sd.ab&nt to otter .Ued oredi t i• perioclicalq reTiYed 

but b&B J'9t to be pu1ed. Vben the h!.abant•1 ch&rter wu renewed ill 1983 

Congrea. inolu4e4 a prortlion permttag ll1xe4 credit, but no tun.di have 

been appropriated tor thi.1. ill> funds are largeq com.itt.ed in a.an.nee •o 

it bu few 411oretioD&rJ f'uDd8 and t.beee 01ll.7 in a tev countriet. Bxiwbenk 

bu a lJa1 W proera- ot •tob' aa. which it ti.nano•• troa i te C'IWD re•ern1. 
leither 11C9DOJ ii en\haliutio about ottering aixed Credits. !bere lat.ff hen 

two to Sgpt, with vhiob the VS bu a speeiu &14 programe, and two often 

which ban not J'8t rellalted in a contract. 

~United 8yte1 object. to the ue ot aiXed credit both became 

it 4i1ton1 Va4e mid beeaua it 41Tert1 aid P"f troc. tbt purpo111 and the 

people for whiob it i• needed 901t. It ie oollt~m1ne to Jl:'eBE tor an 1Dorea11 

ill the •1nhu• grant elnent to 50,l' but 'tbe:-e are eigr,• o! ~at.er a.ndentandiai 
J 
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of the poa1Uon o! countr1•• •hiob ola1a bt there 1• a gemii.De ct.nlopMn\&l 

ju1Ut1oatioc tor ai.nd credit• •1th a lower crant el .. nt. !he eu-n oue 

FO'b&b17 aroue1 90re 819P&t!o' than the bench or the Japaneae. Com14eration 

1a being ginn to bov •a1ct-vor1;b.1'1 111.xecl oredit1 aisht be cl18t1DF!abe4 troa 
othen • mt the pro11P9Ct of aohini.Dg agreeMnt •1 Wn the 0.:D on W1 le 

'1lougbt to be reDOte. 




