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. Finance for Exports: United States Policies
and Institutions

1. The background of equi't finance in the United States

The development of present-day export credit guarantees and
financing facilities in the United States provides an apt illustration
of the problems which are met when trying to pour new wine in
old bottles, that is to adapt existing institutions to the requirements
of a changing situation.

The establishment in 1934 of the principal United States agency
in the field of international finance, the Export-Import Bank of
Washington, cannot be understood except against the background
of the great depression of the ’thirties. The Government’s major
concern at that time was to stimulate business, and it ‘was thought
that the export sector could make a valuable contribution provided
foreign purchases were encouraged by gencrous credit facilities.

' The post-war activity of the Export-Import Bank developed
agaiost a radically different background, that is, the reconstruction
and later the development needs of third countries wishing to pur-
chase equipment from American industries working at full capacity
and in a general context of shortage of exportable goods. Under
such circumstances, the cmphasis of the lending ingtitution was
bound to be mainly on factors which might be defined as “political ”,
A prospective loan was judged mainly in the light of the broad
objectives of United States policy, but due weight was also given to
the impact of the development of new productive facilities abroad on
the market for imported American products as well as to the danger
that competing export industries might be set up there with the help
of Eximbank finance. .

It is hardly possible to overstress the importance of the support
which American exporters received from Eximbank lending abroad
in the form of project loans and of balance of payment loans.
Project loans resulted in a multitude of new export orders for



420 Banca Nazionale del Lavoro

American industry — since the loans were tied to purchase in the
United States — while the development of resources abroad placed
additional purchasing power in the hands of potential customers.
Eximbank also extended credits to the central banks of other coun-
tries to tide them over temporary .exchange difficultics, and such
credits prevented, or at least moderated, what r.mght otherwise have
been setious disruptions in the flow of American exports to such
countries, '

The sheer volume of credit extended in these foFms by the
Export-Import Bank, running into billions .o_f. do}lar§, is the most
cloquent testimony of the importance of th1§ institution’s contribu-
tion to American export trade: ope cannot fail thcrc?fore to bt.': struck
by the sharpness of the criticism voiced from time to time by
American business circles, which point to the United Sta?cs failure to
provide export credit facilities comparable to those in European
countrics. . ‘

There is little doubt that, from an overall point of view this
criticism is unfounded: the length of credit and the cost of the
facilities made available by Eximbank to foreign importers, as well
as the fact that American industry did not have to bee.u‘ a share of
the necessary finance and of the risks (as is the case with Europeag
export credits) made Eximbank credits vastly superior to any com-
parable facilities elsewhere. Yet for tl.le American exporter with a
prospect of an interesting order provided the necessary ﬁnanlcclm
forthcoming and the appropriate arrangements can be. made quickly,
all this appears irrelevant: what interests hlm is merely the Fea}dy
availability of guarantees and credit facilities for thc' particular
transaction he is concerned with, and not for the United States
export busitiess as a whole. .

In fact, what exporters demanded was that a system yvhu:h
directly furthered certain national policy aims — and only mdn..e.-CFlY
-the interests of the exporters — should be supplcmellltec-i by facilities
meant as a direct service to exporters and only indirectly as an
instrument of foreign economic policy. o

In a situation characterized by the ever-increasing competitive-
ness of Furopean and Japanese exporters on the world market, such
demands found the Eximbank very receptive and, as we sh:_:lll sc¢,
steps were taken to meet them as carly as 1955. However, 1t took
a definite weakening of the dollar in 1959 to create frcsl? :}once;n
for the improvement of export credits, in the hope of enlisting the
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support of the business community for an all-out export drive. It
was at this time that facilitics of the type most current in Europe
for guarantecing and financing export credits were offered to
American exporters or, if these facilities already existed, they werc
streamlined to enhance their efficiency.

One obstacle still had to be eliminated, and it was a serious
one, since it concerned the attitude of the Bank in the processing
of credit applications,

The type of business — large project loans — mainly transacted
by the Bank called for a close study of the economic situation of
the borrowing country and of the impact of the project on that
situation, and also for a careful analysis of the financial statements
of the firms involved, Such an approach, in the more “commercial®
field of export finance proper, had to he replaced by the simpler
system of relying on credit experience and on credit reports con-
cerning prospective foreign buyers, if an answer was to be given

- in a matter of a few days at the most, as is usually the case. Such

a shift in procedure is at present under way, and it is no exaggera-
tion to say that once it is completed, the picture of the export credit
field in the United States will be radically different. In fact, the
combined availability of a wide set of guarantees, as well as of credit

facilities, obtainable over the whole country thanks to the close

co-operation to be established between commercial banks, insurance
companies and the Export-Import Bank, will offer American ex-
porters a variety of financial facilities at once more complete and

cheaper than those currently enjoyed by their competitors anywhere
in the world.

2. The Export-Import Bank: structure and organization

After this thumbnail sketch of the general development of export
finance in the United States, we may now turn to the work of the
agency which is by far the most important instrument in this field.
It may seem that we are thus neglecting the tremendous impact of
the finance provided by the International Cooperation Administration
and its predecessors — estimated to have resulted in over $13 billion
worth of American exports since 1948 — or the role played more
recently by the Development Loan Fund, which, particularly after
the policy decision of September 1959 tying this agency’s credits to
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~ the purchase of American goods, has led to very substantial addi-
tional business for United States exporters. i

In fact, this apparent neglect is simply d}.lfi ‘to the .fact tha}t thi
study is focused on guarantees and credit facilities available directly

to exporters for the finance of their overseas business and not on

the more general problem of the financing of a country’s foreign
trade. For this reason, no further mention will be made of what
has been so far the most important aspect of the Export-Import
Bank’s activity, involving credit authorizations in the ten-year period
1951-60 of the order of six billiron dollars. These were in respect
of the large post-war reconstruction loans, the development Iogns to
foreign governments and other organisations and the so-called
balance of payments loans. Since disbursement is t1c-d‘ to payment
for United States produced goods and services, the American exporter
derives full benefit from these loans, the more so as he is paid cash,
and docs not have to bear a share of the risk or of the finance.
The initiative, however, rests with the foreign borrower. Hence,
this form of lending is in quite a different category from the one
we are at present considering. o
As a background for the discussion of the export cred.lt facﬂlt}cs
provided in recent times by the Export-Import Bank, a brief descrip-
tion of the structure and organisation of the Bank_ may 'bc useful.
The Export-Import Bank of Washington was established in 1g34 as

a District of Columbia corporation to finance trade with the Soviet _

Union; its charter was modified scveral times, with respect to- t.hc
scope of its lending activities, its borrowing power and other details,
until more radical changes were introduced by the Export-Import
Bank Act of 1945. This Act, as amended, is still the bas‘m. text
regulating the life of the agency. The Export—Irnpon"t Bank is nobw
an_independent agency of the United States and is manggec! ¥
a Board of five Directors appointed by the Prcs1f:1cnt and “assisted
by an Advisory Committee of nine miembers ‘wh1c¥1 the Board of
Directors itself appoints and which represent  the interests of pro-
duction, commerce, finance, agriculture and labor ™. ‘ ’
The capital stock of the Bank amounts to $1 billlop, subscribcg
by the United States. The resources of the Bank are obtained throx;lg
the purchase by the Treasury of its notes, debentures, !)onds or ot cg
obligations up to a ceiling of $6 billion. Such obligations are IS:-‘E‘JC
on conditions agreed between the Board of Directors anQ the Tre-
asury, the only explicit stipulation in the law being that the rate

e
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of interest will be determined « by the Secretary of the Treasury
taking into consideration the current average rate on outstandin
market obligations of the United States as of the last day of the
month preceding the issuance of the obligations of the Bank .

A limit is imposed on the total amount of loans and guarantees
that the Bank may have outstanding at any given time: such lending
authority is at present fed at $7 billion,

3. Early export financing facilities

Guarantees and finance for medium-term export credits granted
by American exporters to their foreign customers have been available
at the Export-Import Bank since 1955, when a programme providing
for different types of facilities gradually got under -way, The
approach chosen was different from that followed in European coun-
tries, in that exporters could ask from the same institution for either
a simple guarantee or non-recourse finance, which may be compared
to a guarantee plus credit,

The various forms of assistance made available were the fol-
lowing : _

' (a) Political visks guarantee: In cases in which the exporter
or his bank was prepared to provide the financing and to assume
the commercial credit risks involved, Eximbank would issue a
guarantee limited to the .political risks, to the extent of 0% of
the financed portion of the transaction, It was expected that the
buyer abroad would have paid at least 20%, of the invoice value
of the goods by the time of delivery, The risks covered under the
heading of “political risks” concerned inconvertibility or non-
transferability of foreign currencies; legislative or administratiyc
measures resulting in the cancellation of the order or of the import

licence or in the expropriation of the exported items; war, rebellion
and civil commotion,

(b) Comprehensive guarantee: In cases in which the exporter
or his bank was prepared to provide the financing but also wished
to be protected against the possibility of insolvency or default on
the part of the importer, Eximbank would issue a guarantee to the
cxporter or his bank covering both commercial and political risks
to the extent of 859 of the financed portion of the transaction.

‘The same requirement as above applied to payments before delivery.
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Such type of cover enabled the exporter to obtain DOR-recourse
finance from his bank, and in fact the willingness of Eximbank to
grant the guarantee directly to the bank madc’ it Possiblc for the
exporter not to be involved at all in the financial side of ic tran-
saction, except of course for the uncovered 15%,, for which non-
recourse finance could not normally be obtained. However, as was
mentioned above, the exporter had also the option of turning to
the Export-Import Bank for direct financing in one of the following
two forms.

() Exporter credits on a case-by-case basis: Where direct financ-
ing by Eximbank was required, the bank Wou.dd _purchase from the
exporter, for cash and without recourse, obligations of the blf.ycr
representing up to 85%, of the financed portion of f[he transaction.
Here again, 209, of the invoiced value of the goods must have
been paid by the buyer by the time of delivery.

(d) Revolving credits: Once an exporter had established the
credit standing of a foreign dealer or other customer to whom a
number of sales were anticipated, Eximbank would agree upon a
credit ceiling against which the exporter could carry out a scries
of sales without prior reference to the Bank in each instance, This
facility was a simple variation of that described above, dcslgned. to
assist exporters having adequate experience in export sales and having
established business relations abroad. . o ,

Going over the figures for Eximbank’s activity in the ﬁ.eld. of
guarantees and export credits, we are struck b.y‘the. very hn‘nted
extent to which use has been made of the facilities just described.
In the case of guarantees, the record shows t.hat in 1955 twenty—ﬁyc
comprehensive guarantees were issued, covering a total of $8.8 mil-
lion of export transactions, and in 1956 only two for a total of
$259,000; after a complete blank in 1957, ‘1958 and 1959, two more
comprehensive guarantees were approved in 1g6o. When we come
to guarantees against political risks only, one single approval wells
granted in 1955, in the amount of $875,000. (It was subsequently
cancelled). Only in 1960, after the reforms to be mentioned later,
were there again transactions in this type of business, eleven opera-
tions, to be precise. ‘ ol

As for exporter credits, at the time when a general over al;
of the programme was being considered (early 1960), commitments
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since 1955 had totalled only $178 million, falling from a high of
$66 million in 1957 to 28 million in 1958 and 5.5 million in 1959.
Under the exporter credit lines programme, which was designed
to provide stable facilities and which was recently discontinued, the
Bank had established lines of credit for 155 concerns involving a
total of over § 200 million, However, of these, 34 had been allowed
to lapse, and 55 companies had had no export transactions approved
by the Bank, while the total volume of the credits actually granted
amounted to only $42 million in the course of five years,

4. The inadequacies of the programme

This record just cited may appear extremely modest, and requires
a certain amount of comment, The lack of success of the medium-
term guarantees programme is comparatively easy to explain, given
the fact that exporters have always had the option of obtaining a
guarantec or direct financing from Eximbank, the requirements for
the Bank’s approval being roughly the same in both cases. Once
an exporter had to go to the trouble of providing Fximbank with
the necessary information, it was just as simple for him to obtain
non-recourse financing. As has been aptly observed, “ ... the major
reason for the lack of effectiveness of the guarantee program has
been that the Eximbank normally offers guarantees only where it
would be willing to offer direct financing in the first instance. In
this sense, direct financing and a guarantee are equated in terms
of Bank policy. Since Eximbank’s rates are normally lower than,
those that could be offered by commercial banks, the latter are
normally not called on and private financing is simply not brought
into the picture ” (7). :

Of course, it might have been otherwise if commercial banks
had considered this an interesting field and had shown a greater
degree of aggressiveness in secking out new business, They could
then, with the assistance of comprehensive guarantees from Exim-
bank, have offered the exporter the equivalent of non-recourse financ-
ing: in general, however, two factors have worked against this.
In the first place, the tight money market situation has resulted in

) (1) Statement of the Machinery and Allied Products Instirute before the Senate Com-
mitiee on Interstate and Foreign Commerce (Hearings of April 28 and 29, rg6o, on export
credit guarantees), U.S, Gwt. Printing Office, 1960, p. 178,
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the banks encouraging the exporters to turn dirffctly to the Export-
Import Bank for financing. Secondly, commercial bapks have par-
ticipated to a significant extent in Exl.r'nbank loans in connection
with cotton credits or development projects, where thez could buy
a part of the maturities of the loan _with a “take-out _agrecment
with Eximbank, In the case of individual export credits, on the
contrary, the volume of business involvc.:d. ha§ probably been too
small to interest them. Even the specific initiative taken by a group
of b:;lnking institutions to meet the need for export credit, the
creation of the American Overscas Finance Corporation, scems not
to have lived up to expectations. . ’

If the failures of the guarantee programme can thus be cas11_y
accounted for, the limited use by American exporters of t}_le credit
facilities made available to them by the Export-Import Bank is harder
to understand without a thorough analysis of the attitude of these
exporters in the field of medium-term crc-.di.t Salt.?S and .of the pro-
cedures employed by the Bank in the administration of its facilities.
It appears strange that the comparatively cheap facilities —1 say
between 44 and 5349, — of the Export-Import Bank should go
begging while European exporters were not discouraged from engahg-
ing in medium-term export finance on a large scale by the generally
higher cost of the credit facilitics available to thCII.'.L.

It must be realized that the position of American exporters on
the world market for capital goods, at least for the first post-war
decade, has been substantially different froncf' that of European ex-
porters, who had to fight their way back into many markets b(y1
aggressive sales techniques, includm.g generous payment terms En'
the assumption of considerable credit risks in connection 'Wlth their
foreign customers, It seems fair to say that, 'for the United States
exporters, used to payment on letter of credit terms, the idea of
incorporating in their financial structure the substantial volume of
medium-term credit on foreign customers tha:c ‘was bound to result
from a generous recourse to Eximbank’s fac1'11t1c§ — 15%, of the
credits granted, that is, normally 12% of the invoice value — must

have appeared highly unattractive. It is only quite recently that

American exporters seem to have realized that the choice open to
them was not between letter of credit terms and medium-term
credits,.but rather between medium-term credits and no sales at :5111.

There is evidence, however, that the lack of demand for Exim-
bank export credit facilities has also been due largely to the way

ot
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in which the programme has been administered, and particularly
to the problems arising from the fact that the financing agency was
carrying over into the new field a sct of procedures which had been
designed to meet quite different needs. This difficulty has been
particularly acute for small loans -—— say under $100,000 —, which
frequently occur in the normal run of export sales of light industrial
equipment. To apply to small credits the same tests which are nor-
mally required for large project loans appears 2 highly questionable .
practice even if this can be justified in principle. If the distinction
between these two types of .loan is not recognized, the cost of the
application process and of the subsequent examination becomes
prohibitive both for the exporter and for the Bank. Bvidence has
been offered time and again that the Export-Import Bank has relied
too much on balance-sheet information, whereas European agencies
have relied more upon the credit experience of customers and have
equipped themselves accordingly, by building up substantial files of
credit information. This material has helped them to reduce the
time necded for processing applications and the cost which the
applicant has to bear.

- An analysis of the delays involved between application for,
and action on, the loan has been provided by the Export-Import
Bank (2). It would appear from this document that the interval
between the moment the Bank is in possession of all the necessary
information and the point of time when action is taken has in
general not been excessive, varying from a few days to little over
a month; on the other hand, considerable delays occurred between
the date on which the application was first received and the moment
the Export-Import Bank considered itself in possession of all relevant
information. Additional details were actually often asked from the
exporter after the first application had been received and business
circles generally complained that such additional information put
them to excessive and unjustified trouble. It must be added that,
the Export-Import Bank having no ficld offices or agents outside
Washington, contacts between the exporters and the Bank have not
been particularly speedy and have very often lacked the personal
clement of ordinary banker-customer relationships.

(2) Hearings of Semate Committce on Interstaic and Foreign Commerce, op, cit
Pp- 13-15.
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Another source of complaint has been the. inability to get an
advance commitment in principle from the Eximbank on prospec-
tive credits. Companics often demand such advance Fommltmﬁnts
because they realize that it would be highly expensive for t;.:l em
to complete the negotiations with the fore_ign custpmg arE tz
supply all the information demanded by Eximbank if they foun
later that the business proposed was of a type Eximbank does not
i inciple agree to- finance. ‘

" Pl&l'hfsplcadf to a further point Whic_h has bec1.1_ of some im-
portance in the past, that is, the imposition for political reasons o}f-
special limitations on the availability of Exlmbgnk credits.  Suc
limitations have at times affected particular countries but more often
certain classes of transactions which Eximbz!nk refused to finance,
regardless of the country under considcrann_. By far the m(l))st
important casc was the refusal to finance equipment purchases g
state-controlled oil monopolies -abroad, a policy which has prove
self-defeating and, as we shall see, was re‘cently abandoned. Othcr
such cases have concerned printing cqulpment.and broadca§t1111g
equipment which was not financed .whcncveﬁ it appeared likely
to be used for propaganda purposcs in a foreign country.

We should add a word about the insufﬁclcnt.-use made “of
exporter credit lines. It appears that although, ip mid 1960, active
lines totalled some 180 million dollars, transactions approved, net
of cancellations, hardly exceeded 4o mil}ion -dPIIars. In fact, a
majority of the companies that have csta_b_h:shed lines of.credlt have
made little or no use at all of such facilitics. The major problem
appears to be “ that the line of credit lends itsclf to use only Wlh‘en
the. exporter has an established distributor or customer rcllanorés 1;]}13
Frequently the product in question is such that relationships ]: {: s
type‘ cannot be developed. On the other har.ld, even where the I-Ee
of credit is used, it is questionable whether it actually expedites the

processing of applications ” (3).

5. The transition to the new systems of guarantee and finance

The difficulties met with by exporters in the field of guarantees
and medium-term finance have been brought time ‘and again t((i)
the attention of both the legislative and the executive branch an

(3) Statement of Machinery and Allied Products Institute, loc. cit., p. 173.

-4
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have been the object of careful scruting, Without attempting to
summarize the lengthy debates that have taken place on this topic,
it seems neverthcless worthwhile indicating the major steps by
which the facilities described above have been transformed into
the present wide-ranging system of export credit guarantees and
finance, .

The striking feature of this process is that it shows a recurrent
pattern: in the first stage, we sec business circles complaining about
the inadequacy of the existing facilities and managing to have
legislation involving radical reforms introduced in Congress; in
the second stage, we sec a Senate Committee holding hearings on
the problem and being told by the executive branch and by the
Export-Import Bank that the problems being discussed could be
met within the existing framework and that in fact the Export-
Import Bank has just introduced or is about to introduce new
facilities that make the recourse to new institutions altogether
superflucus, :

The efforts of a study group on the problems of export finance
led in 1955 to the introduction of a bill (S. 2256) for the establish-
ment of a wholly Government-owned Export Credit Guarantee
Corporation. However, by the time hearings were held by the
Senate Committec on Banking and Currency (June 8, 1956), the
Export-Import Bank had announced its programme of financing on
the basis of direct exporter credit lines, and the hill was shelved.
A similar fate befell the Fulbright bill (8. 3149): in the course of
the hearings (February 3, 1958) the Senate Committee on Banking
and Currency was told by Eximbank officials that their institution
was. willing and able to meet the needs of American business in
the field of export credit guarantees, and’ the matter was not
pursued further, until the rapid deterioration of the United States
foreign trade position led to the assumption of a more positive
attitude on the part of the executive branch.

A subcommittee of the National Advisory Council on Interna-
tional Monetary and Financial Problems was set up in December
1959 to look into the question. The subcommittee, after consultin
with Government agencies, as well as with exporters and bankers,
and after examining the practices of other countries, came to the
conclusion that changes in techniques should be introduced in order
to ensure more effective use of the existing possibilities, To quote
from the Treasury’s statement béfore the Senate Committee on

5
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Interstate and Foreign Commerce: “ We decided against recom-
mending any new facilities in this field because we felt that. our
aim of improving our balance of payments would not be achieved
if we provided guarantees and financing not offering reasonable

possibilities of repayment. The only form of credit insurance pro-

vided by other countries which we have not made avzllilable.to our
exporters in the past in any important degree is the insurance for
short-term transactions of a maturity of less than one year. The
subcommittee came to the conclusion that there was a great deal
of support for an extended program covering such transactions...
Also it has scemed to us that smaller business firms and firms
which do not have ready access to Washington faciliticj:s would be
greatly encouraged to make use of these new facilitics if they were
able to handle these transactions through their local banking or
insurance institutions. For this and for other general reasons we
recommended maximum participation by private enterprise 1in
handling these new facilities ™ (4).
 The announcement that Eximbank was going to offer shc_)rt-.
term export credit guarantees and new decentralized ﬁnanc.mg
facilities with the co-operation of commercial banks took the sting
out of a good deal of the criticisms expressed before that Cc.)mrr.nttee.
Nevertheless, a proposal for establishing a new comprehensive insur-
ance programme on a private basis, but with thc‘ support of the
United States Treasury, was put before the Committee by a.study
group organized in 1959 under the auspices of :thc New York
Boatrd of Trade, the National Coordinating Committee for Export
Credit Guarantees, . o ,
By that time — the spring of 1960 — Eximbank facilities were,
on paper, practically complete except for the cover of commercial
credit risks on short-term contracts, a problem complicated by the
fact that two private companies were operating in the field of
commercial credit insurance and that the introduction of Govern-
ment facilities might have appeared as unduly interfering v.v1th
private enterprise. Soon after the new Administration came info
office, an expansion of export credit facilities was proposed in the
President’s balance of payments message to Congress (February 6,

{4) Statement of A, H. von Klemperer, Assistant to the Seczetary of the Treasury,
op. cit., po 3% :

-
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1961} with the aim of putting American exporters on an equal
footing with those in other countries. Eximbank facilities, the
President noted, “were not yet adequate nor comparable to those
offered by foreign countries, especially those offered to small and
medium sized concerns and those offered for the financing of .
consumer goods ”. The President directed the Bank to present, by
April 1st, 1961 proposals to round off the existing facilities.

Such proposals were duly claborated and presented. They also
covered the introduction of comprehensive guarantees for short-term
credits, and procedural improvements” aimed at making possible
advance commitments and at decentralizing the existing facilities;
and some previously existing restrictions on the cover of semi-
finished products and consumer durable goods exports, as well as of
equipment sales to public-owned oil companies abroad, were
eliminated,

A committee was also established to consult with exporters and
commercial banks on their special needs for assistance and to develop
with insurance companies and financial institutions, plans for
additional participation by private organisations in cxport credit
assistance. Members of the committee included representatives not
only of Eximbank but also of the Department of the Treasury,
the Department of Commerce, and consultants from the export
and banking communities.
~ The improvements introduced step by step in Eximbank’s faci-
lities have by now given shape to a full-fledged system of guarantees
and finance for credits extended by American . exporters to their
customers abroad. At the time of writing (August 1961) arrange- .
ments were still being sought, in consultations between Eximbank
on the one side and commercial banks and insurance companies on
the other, in order to define the appropriate conditions and proce-
dures for mutual co-operation within the new system, It is never-
theless possible to even give at this stage a general picture of the
position, though some vital factors affecting the functioning of
the system have probably not yet been finalized (5). ;

(5) When this article was already in the proof-reading stage, President Kennedy
announced (October 27, 1961) the completion of the atrangements mentioned above between
Eximbank and the Forcign Credit Insurance Association, a voluntary unincorparated group
of insurance companies. Legislation was also passed to give Eximbank the authority to insure
cxporters against political and credit risks up to a ceiling of $1 billion,
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6. Guarantees for short-term export credits

Eximbank commenced operations in a new field of export
guarantees on May 23, 1960 by offering to cover political risks in
short-term credit transactions (up to 180 days after delivery), On
March 24, 1961, it was announced that cover would be extended
to commercial credit risks with the co-operation of private insurers.
As soon as procedural details were completed, American exporters
would therefore have at their disposal a comprchensive system of
all-risk guarantees in this field, as well as in the medium-term field.

In its definition of political risks, Eximbank includes (z) incon-
vertibility or non-transferability of foreign currencies; (b) imposition
of law or regulation beyond the control of the exporter and the
buyer, which prevent the delivery of the goods; (c) cancellation
of an import licence; (d) war, hostilitics, rebellion and civil com-
motion; (€) expropriation of the cxported items by the foreign
authorities. '

As for the commercial credit risks to be covered jointly by
Eximbank and private insurers, not only bankruptqy or insolvency
will probably be covered, but also protracted default. In their
ordinary business private insurers of commercial credit risks, before
liquidating the indemnities, demand proof of the importer’s bank-
ruptcy, which is often difficult or impossible to obtain in the case
of a foreign customer. This fact has often been cited as the reason
why the private facilities offered in this field have been considered
as being of little or no use by the exporters. The cover offered in
the new joint programme proposed by Eximbank in this respect,
as well as the rates charged, will have to be substantially more
favorable than those of the pre-existing private facilities if the
system is not to remain a dead letter.

Cover is uniformly established at go%/, and exporters are expect-
ed to insure their whole turnover (except for sales to Canada and
sales on letter of credit terms), and accordingly to pay fees on all
their exports for a period of one year. Premiums for the cover of
political risks vary between 0.25%, for sales with credit terms not
exceeding 30 days and 0.50%, for sales with credit terms between
151 and 180 days: the rates for allrisk cover were not yet known
~at the time of writing.

When the short-term guarantee programme was first established,
commercial banks with foreign departments were enlisted to act as

R
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agents for Eximbank under an arrangement through which the
commercial banks would issue the political risks guarantees directly
to exporters on behalf of Eximbank. Insurance companies engaged
in writing export credit insurance could also be designated as
agents for Eximbank. As has already been mentioned, negotiations
have lately been undertaken by Eximbank with commercial banks
and insurance companies interested in issuing guarantees on short-
term transactions to exporters, in order to arrange for the private
insurer to issue the comprehensive coverage now available, where-
upon Eximbank will issue appropriate guarantees to the insurer.
The object is of course to ensure that contracts are executed and
put into effect without direct prior reference to Eximbank in
Washington, The organizational form will probably be that of an
association open to any qualified insurance company that wishes to
become a member. The association would he responsible for the
administration of the guarantees, and its members would initially
assume a very substantial proportion of each commercial credit
risk insured. Eximbank would at the start assume the remainder
of each such risk as a co-insurer and would assume the political
risks involved. Premiums and expenses would be borne in propos-
tion to the interests of the various parties,

7. Guarantees and finance for medium-term export credits

A variety of possibilities for the guarantee and finance of
medium-term transactions are available to the United States exporter;
they are designed to provide a flexibility in assistance that enables
the exporter to choose the form which best suits his particular sales
and market conditions. The facilities available for political risk
guarantees, comprehensive guarantees, exporter credits and exporter
credit lines, introduced a few years back, have already been described
above (§ 3) and have remained substantially unchanged in scope
except for the following two points: medium-term transactions are
now defined as those involving credit beyond 180 days and up to
five years after delivery, except in the case of jet aircraft, where
seven years’ credit is allowed. Also, whereas Eximbank facilities
in the medium-term field were formerly available only for exports
of capital goods, they have been extended in March 1961 to semi-
finished products and consumer durable goods, provided the items
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are sold on terms not in excess of those customary in international
trade, :
An important new form of assistance has, on the other hand,
been introduced by Eximbank in May, 1960, when it announced
that it would participate in the financing of medium-term transac-
tions in sole reliance upon the credit judgement of a commercial

bank in the United States, according to one of the following two
formulas :

(2) If 2 commercial bank is prepared to finance for its own
account, and without recourse on the exporter, the first three semi-
annual installments of a credit having a final maturity not in
excess of three years, or the first four semi-annual installments of a
credit having a final maturity between three and five years,
Eximbank will finance the remaining installments without parti-
cipation of the exporter;

(b) If the exporter and a commercial bank participate in
each of the installments, the exporter to the extent of 12%, of the
invoice value of the export transaction, and the commercial bank
to the extent of 109, of the invoice value for its own account and
without recourse on the exporter, then Eximbank will finance
58% of the invoice value, also without recourse on the exporter.

In both cases the foreign buyer must have paid at least 20%,
of the invoice value by the time of delivery. Therefore in the first
alternative Eximbank would carry 50 to 60%, of the credit granted,
but its participation would be restricted to the later maturities; in
the second alternative, Eximbank would carry 92.5%, of the credit
granted, but its participation would be spread evenly over all the
maturities of the credit.

While Eximbank is ready to accept the judgement of the
commercial bank as regards the creditworthiness of the forcign
buyer under this procedure, it stipulates that “ transactions should
be in markets mutually acceptable to the commercial bank and
Eximbank, and should meet the usual requirements of Eximbank
with respect to terms *. This means practically that the commercial
bank will have no discretion as to the terms of its lending but will
have to conform to a standard pattern set by Eximbank,

- The objectives sought by this programme of co-operation with
commercial banks can be explained on the following lines. In the
first place, the participation by commercial banks in the finance
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of medium-term export credits will substantially increase the volume
of means available to exporters. In the second place, by enabling
the exporter to work through his own bank without having to
refer to Eximbank, it will reduce the burden which he has to bear
when applying for a credit, both because his contacts with his
bank will be casier than contacts with Eximbank and because the
exporter’s bank will actually perform a part of the necessary work.
This in fact constitutes the third point, that is the help given to.
Eximbank from the commercial banks in the processing of loan
applications through the examination of foreign credit risks. Finally,
in the first alternative mentioned above, the exporter is not required
to participate in the credit and this may facilitate the task of com-
panies which cannot afford to or dislike to tie up their capital by.
extending credit abroad.

Considerable progress is also expected from the undertaking by
Eximbank to simplify and speed up the handling of applications
made directly to the Bank for medium-term credits and guarantees.
In the past, the Bank has relied to a great extent upon the financial
statements of the borrower, which at best required laborious analysis
and often made necessary calls for additional information or verifica-
tion, Coming into line with the accepted practice of foreign credit
insurance institutions, the Bank will now rely to a greater extent
upon the reported experience of exporters who have dealt with the
prospective borrower, upon available credit agency reports, and upon
the borrower’s general reputation. This does not of course exclude
that in certain cases financial statements or foreign bank guarantees
will still be required,

8. Has the problem of export finance been solved ¢

The results of the introduction of the new facilities in mid-1960
cover much too short a time-span to permit a clear answer to the
question, It may be said, however, that the pace of Eximbank’s
activity in the field of export credit guarantees and finance has
quickened considerably since that time.

As far as shortterm guarantees are concerned, by the end of
1960 162 contracts had been issued to United States exporters, with
a business volume of $120 million and an estimated 64,000 ship-
ments. Of these, 13,000, with an invoice value of $25.6 million, had
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already been effected. The rhythm at which guarantees were issued
shows a definite acceleration from month to month; it is to be
expected that this phenomenon will become even more apparent,
after the expanded programme for comprehensive risk cover gets
under way, '

Similar tendencies can be observed in the field of medium-
term export credits and guarantees, In 1960, the Bank authorized
a total of 297 such credits and guarantees, in an aggregate amount
of $141.1 million, and for a global invoice value of $227.1 million.
The acceleration is visible from the fact that the applications granted
in 1960 were more than six times the mumber approved in 1959
and the second semester of 1960 accounted for over 70%, of that
total. *

Included in the figures cited was a certain number of compa-
ratively large credits for the sale of jet aircraft (for a total of $o3
million); however, approximately half of the medium-term credits
and guarantees authorized at the request of American exporters
were cach for less than $50,000.

The programme providing for participation by commercial
banks in the finance of export credits on a non-recourse basis,
inaugurated in April rg6o, appears to have met with a good
response on the part of the banking world. By the end of 1660,
37 commercial banks had submitted 150 such transactions for
Eximbank’s approval: according to the Bank, these were granted
promptly, generally within 48 hours.

The remaining credits and guarantces were authorized by
Eximbank after direct negotiations with the exporters in cases in
which commercial banks were not interested. Of these, only
13 transactions were effected by means of guarantees rather than
non-recourse credits, presumably for the reasons illustrated at the
beginning of this paper. ‘

The record of the months elapsed since the introduction of the
latest reforms is encouraging, but this record does not enable us
to judge whether the system has actually reached maturity. When
we look at the structure of the system, we are inclined to answer in
the affirmative, as the facilities offered cover pretty well the whole
field of export finance. It appears, for instance, that the plans
designed to supplement Eximbank’s facilities by the institution of
an “ American Export Credit Guarantee Corporation” on a com-
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mercial basis (6) have little chance of evoking a responsc and of
being implemented. Surely exporters have not failed to complain
about certain featurcs of the present system (minimum down
payment of 20%, by the buyer, whole-turnover insurance, flat instead
of differentiated rates, etc...); the system is, by its very nature, in
need of a running-in period and in the course of such a period, it
will not be difficult to take care of this sort of minor problems.

The vital test, however, will be whether Eximbank is able to
inject into the administration of its export guarantees and its export
credits the new spirit which is needed. There has been a very
interesting discussion between Eximbank and some critics, who held
that many of the difficulties met with in the past were due to the
fact that the Bank had adopted the same criteria in its lending and
in its guarantee operations. This, the critics said, is a misunderstand-
ing of the insurer’s function as a risk-bearer and a risk-spreader.
The insurer © working on the law of averages, secks to cover as
broad a cross-section of the available business and as large a spread
of the normal risks inherent in that business as he can attain. He
expects to have losses but has to keep these losses well within his
premium charges. The banker, on the other hand, before he lends
out his funds must critically examine all the facets of each transac-
tion with a view to avoiding a possible default * (3).

Eximbank refused to accept this thesis and maintained that
“there is no basic difference between making a loan or extending
a credit on the one hand and insuring or guaranteeing the payment
of a credit on the other... Although the insurer is benefited by a
spread of risk -~ since there will be losses in either ‘banking or
insurance — it is intended that every credit shall be guaranteed or
extended on a sound basis”, _

On balance, one cannot help feeling that the critics of the Bank
had at least one good argument, namely that if one wants to secure
the advantages deriving from transacting a large number of opera-
tions, one also has to adopt a considerably simpler procedure than
is customary with banking institutions. There are encouraging signs,

(6) See statement of Francis X. Scafuro, Chairman, National Cocrdinating Commiteee
for Export Credit Guarantees, New York Board of Trade Inc. (Senate Committee on Interstate
and Foreign Commerce, hearings of April 28 and 29, z96o, op, ., pp. 55 ff.).

(7) F. X. Scaruro, “ Credit Guatantees held under par with others », Journal of Com-
meree, November 14, 1960, ‘
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however, that the Bank has gradually come over to this view in
recent times,

A final word of comment on the comparative facilities available
to American and to European exporters seems now appropriate.
In the present state of affairs, the facilities available in the United
States appear more satisfactory for longer-term credits, while there
is an element of superiority, as far as short and medium-term
credits and guarantees are concerned, in the European institutions’
longer experience. There is no doubt, however, that the growing
awareness of these elements of difference is stimulating both sides
to fill any gaps which may still exist. It is to be hoped that the
gradual climination of such differences will in the future make
possible better co-operation in this field between the United States
and the major European countries, in the interest of both the
exporters and the importers in less developed countries.

Brussels : Craunio SEGrE

A

e o e i =




