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EXPORT CREDIT FINANCE IN THE EUROPEAN ZCONOMIC COMMUNITY 

SUMMARY 

This thesis reports on research investigating the réle 

of finance in thé United Kingdom's export trade, comparing 

it with finance for similar purposes in France, Western 

Germany and the Netherlands. In making these comparisons, 

it concentrates on those aspects of the foreign countries' 

systems which are different from the United Kingdom's and 

which ‘are little known in this country. It also seeks to 

investigate the assistance given by the Governments of all 

four countries in the provision of finance. 

Part 1-introduces the research, Part 2 the features of 

financing which are peculiar to the export trade. 

Part 3 describes present practice in the United Kingdom 

and includes a review of developments in the past few decades 

which heve led up to it. It is set in the context of inter- 

national developments. 

For each country, the relevant financial and credit 

insurance institutions are described, again concentrating 

on those features which are different from this country's. 

Short commentaries are added. 

The investigation shows that in all countries short- 

term export finance is available on terms similar to those 

  

applying to other forms of short-term finance, w 

ice attracts Government assistance. Al 

  

and lone-tern 
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the countries have widened the sources of funds for this 

purpose. 

It is found that more Government assistance is available 

to the United Kingdom exporter than his counterparts. 

Part 4 discusses the financing needs of different types 

of market, the measures taken to curb "credit races", and 

finally discusses the relevance of interest rates to the 

securing of export business, expressing the opinion that its 

importance is usually exaggerated.



FOREWORD 

Most of this thesis was written in the first half of 

1977, but its completion has been delayed by protracted poor 

health. Although it has been possible to incorporate minor 

later developments, most of the information included does 

not go beyond that available in the first quarter of 1977. 

September 1978
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CHAPTER 4 

AIMS OF THE RESEARCH 

The broad purpose of the research has been to examine 

the financing of visible exports from the United Kingdom and 

other European Economic Community countries. 

It is widely accepted that the level of the United 

Kingdom's exports is inadequate to sustain an increased, or 

even stable, standard of living. While there may be some 

doubts as to the magnitude of the country's shortcomings 

in this respect, it is not proposed to dispute either the 

assertion of inadequacy or its importance. The questions 

which will be considered concern the réle of finance in this 

country's export trade, particularly whether lack of finance, 

or its availability on less favourable terms than in competitor 

countries, has hindered the growth ot United Kingdom exports. 

They will involve an examination of the systems in use in other 

countries and the United Kingdom, especially with regard to 

Government participation and assistance.



CHAPTER 2 

  

Although there are surveys in English published by the 

Bank for International Settlements.and the United Nations, both 

dated 1969 and not subsequently revised, there is little which 

has been published on comparisons of different countries' 

systems., 

The principal sources used in this research have been 

annual reports, publicity and explanatory material published 

by international organisations, Government and other official 

organisations, and commercial and industrial concerns. These 

sources have been supplemented by interviews with appropriate 

personnel in a number of organisations, particularly in: 

The British clearing banks at local, regional and 

national level, 

Two British merchant banks, 

The London offices of two major French banks, 

The Head Office of a large, non-nationalised 

French bank, 

The London offices of three major German banks, 

Phe London office of one major Netherlands benk, 

The commercial representatives of two foreign 

embassies in London, 

A number of British industrial and commercial 

companies, 

Qne trade association concerned with exporting,



Two French exporting companies; = 

One French University Management School, 

One firm of international accountants practising 

in the Federal Republic of Germany. 

Information has also been sought by correspondence, sometimes 

as a follow-up to these interviews, sometimes from organisations 

not included inf the foregoing list. There have also been 

numerous contacts eat conferences and meetings, especially 

those arranged by the Institute of Export. 

The choice of these organisations has been dictated by 

circumstances, especially the limited resources of time and 

finance which did not permit wide contacts with European 

organisations. Even in the United Kingdom, the companies 

interviewed cannot be claimed to represent a cross-section 

cf the comets exporters. Wevertheless it is not thought 

that this leads to any seriously misleading conclusions, since 

the financing organisations interviewed cover a wide spectrum 

of United Kingdom exports. 

To present a complete picture it would have been 

necessary to include non-exporting companies in the survey. 

The practical difficulties are enormous and the researcher 

believes that the inclusion of such companies would not have 

produced any new conclusions. The problem is one of identifying 

sufficient non-exporting companies whose sole or main impediment 

to exporting is lack of appropriate finance. Reports appear 

from time to time in the press that failure to obtain export 

finance is preventing a company from exporting, with the 
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Export Credits Guarantee Department usually being criticised. 

During the present research two such cases were reported in 

the local press, but contacting the companies produced no 

additional information - indeed it was indicated (with 

differing degrees of courtesy) that no useful perpose would 

be served by pursuing the matter. In such cases the Department 

correctly refuses to discuss individual applications, but 

claims that generally the project is not creditworthy for some 

valid reason. A banker also claimed that no creditworthy 

export business need be without einancd [1]. Although EcGD 

and banking sources cannot be considered unprejudiced, the 

researcher is of the opinion that this view is broadly correct 

if one accepts that in marginal cases there is an element of 

-subjective judgment in what is considered creditworthy. 

Putting blame on outside sources, such as financing institutions, 

may well be a (perhaps subconscious). excuse for failures within 

the organisation. 

In addition to the sources already mentioned, substantial 

use has been made of news items in the press. The quality of 

the information obtained in this way is viewed with circun- 

spection as the nature of newswork is such that compression 

and deadlines can give rise to false impressions. Nevertheless, 

since press items which report facts rather than views are 

normally taken from notices issued by the relevant organisations, 

no better published sources are likely to be available. 

Information obtained from persons interviewed is also 

considered to be subject to distortion. Sometimes it has 
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been possible to contact an executive responsible for only a 

part. of a company's foreign trade, and in the case of foreign 

nationals based in London there has sometimes been period 

of some years since they were in close touch with their own 

organisations' domestic operations. 

The accuracy of official figures is also open to question 

and it is doubtful whether all are correct to within the limits 

claimed. For instance, United Nations figures (based on nation- 

al statistics) of exports from country A to country B frequently 

differ from B's imports from A, even when both countries have 

advanced reporting systems. The researcher does not consider 

this a serious drawback for the purpose of the present survey, 

Coe records it as an explanation for the use in the report of 

expressions such as "approximately", or “of the order of" 

in places where great accuracy is not essential or is nov 

available.



CHAPTER 3 

THE NATURE AND FORM OF THIS Tumsts 

To explain the format of this eenout one of ie katn 

findings must be anticipated. It is that in all of the 

countries studied the financing of exports presents no 

serious special problems to the exporter - a subjective 

impression is that one may say this of about 95% by value 

of all exports. There are, however, a number of features 

which in themselves are controversial, the subject of 

misunderstanding or are little known; the report seeks to 

identify these and offer comments. This has the inevitable 

result that they are given space which is wholly out of 

proportion to their importance in the overall picture of 

exporting. While standard institutions and procedures are 

mentioned for the sake of completeness, a knowledge of their 

operations is assumed and attention is drawn to less well 

documented areas. Thus, much more space is devoted to the 

mechanics of barter than to the procedures used in bill finance. 

This approach seems justified if it makes some contribution 

to clarifying misconceptions which undoubtedly exist. 

The subject is viewed from an operational standpoint, 

though some reference will be made to macro-factors. 

It has proved impossible to meke many useful statistical 

comparisons. The difficulty is the common one of the lack



of strictly comparable data for all the countries. It also 

seems that misunderstandings in interpretation have arisen, 

especially in industrial circles, because systems in use in, 

other countries have been assumed to be the exact equivalent 

of . those used in the United Kingdom when in fact sey ae 

not. Some space is therefore devoted to a consideration 

of. these different systems. 

Part 2 of the report outlines the basic problems of 

export finance. It briefly summarises how these are dealt . 

with in conventional financing procedures. It goes on +o 

describe some less well-known methods in more detail. 

Part 3 considers the financing of export business in 

four muropean countries. Given the aim of the study, the 

United Kingdom is the starting point. Chapter 6 not only 

summarises export finance practice, but also serves as a 

background to the description of the systems used in the 

other countries, as well as to the wider issues discussed 

in Part 4. The Federal Republic of Germany has been chosen 

as being the closest to the United Kingdom in its pattern of 

goods exported, also because its exporting successes invite 

investigation. France has a contrasting pattern of exports 

and financial institutions, and it was thought that a study 

of this country, together with a small one - the Netherlands, 

might throw additional. light on the topic by including a 

variety of circumstances. The addition of further countries 

would have made the project unmanageable, and in most cases 

would have precluded the use of original source material



because of language problems. ‘The chapters on these three 

countries describe their systems, drawing attention to the 

ways in which they differ from those of the United Kingdom. 

-The following conventions and practices have been used - 

in presenting this report. 

The anonymity of those interviewed has been respected. 

Some insisted on this, others indicated a preference not to 

be quoted personally. Although no surprising information was 

obtained from these sources, information given in this report 

is limited to indications of the nature of the organisation's 

activities when reference is made to facts and views which 

_ have been made available to the researcher. 

fhroughout the report, the note [1] refers to information 

“obtainea by personal contact with respondents, either orally 

or in writing. To the best of the researcher's knowledge it 

is not available in published form. 

fo minimise’ the repeated use of cumbersome expressions, 

"exporter", "Banker", “financial controller" and similar 

descriptions refer to executives in responsible positions 

in the activities concerned. Their precise status is indicated 

only where the context demands. 

FPrequently~mentioned organisations and institutions are 

usually referred-to, after their introduction, by the abbrevi- 

ations which they themselves use.



 



  

CONVENTIONAL. PROBLEMS .AND PRACTICE 

  

IN Exp 

Ve Gencsaly 

Within a manufacturing firm's activities it is usually 

impossible to isolate completely those concerned with export 

markets from those concerned with. the domestic market. 

Production facilities are usually common to both, many of 

the financial requirements are common, and the domestic and 

foreign marketing programmes should be integrated. This is 

especially true of multi-national companies, the financing of 

which is often considered an area of study in itself. 

There is inevitably a certain arbitrariness in defining 

the boundaries of export finance. The areas traditionally 

covered by the literature on this subject comprise those 

features of export business posing problems which are 

additional to, or different from, those encountered in domestic 

markets, and these are the general lines which will be followed 

in this survey. Some features, particularly those concerned 

with pre-shivment finance and buyer credits (which are strictly 

import finance) will be included, in line with current practice. 

Import finance by way of bond issues, however, is excluded, as 

ace other long-term funds such as equity and debenture issues; 

these are regarded as part of an organisation's overall 

corporate finance. 
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2. Basic pr 

  

blems_in export fin 

  

The problems. which distinguish export finance from the 

finance of domestic trade fall into two broad Eaeeecntes) 

~ those of a traditional commercial nature, being 

special difficulties which are not encountered: to 

the same eee or are not encountered at all, in 

domestic trade; 

- needs of a society, normally expressed by 

Government action, which may wish to influence its 

trading relations with other societies. 

In modern civilisations, Government activity affectsso many 

aspects of life that it is not always possible to draw a 

hard and fast line between these categories. Nevertheless, 

_ there aré some inherent inhibiting features of international 

trade from the businessman's point of view, and these are now 

summarised. 

1. The period of time for which finance is 

required for a transaction is longer than for home trade 

business, because of 

- the customary period of credit in the foreign 

maritet; 

- longer transit time for goods; 

- the time required by the banking system to transfer 

the proceeds of sale. 

These factors increase the amount of finance required for 

a given turnover and also lengthen the period for which 

participants in international trade are exposed to the 

following risks.



-2. The exporter is exposed to greater risks, wich 

may be divided into: 

commercial 

~- increased risk of loss or damage in transit; 

_- exchange risks: 

- if the sale is in the currency of the seller end 

the buyer's resources are in another currency, 

appreciation of the seller's currency may affect 

the ability of the buyer to pay, or 

“- uf the sale is not in the seller's currency, 

depreciation of the currency used will reduce the 

proceeds available to the seller; 

- conversely, the exporter may gain if events move 

in the opposite direction, but most exporters are 

more concerned with minimising the risk of loss than 

taking a chance on a gain; 

- costs (physical distribution, narketing and possibly 

manufacturing) are likely tc be higher, reducing profit 

margins; _ . 

~- failure to solve marketing problems is more likely; 

- the buyer is perceived as less creditworthy than a 

home trade buyer, because of real or supposed inferior 

standards of commercial morality, or because it is 

considered too difficult and time-consuming to obtain 

reasonable status reports; 

~- legal and other difficulties in applying pressure for 

repayment and in recovering bad debts; 

19



politico-cconomic 

- Government restrictions on payment fer imports; 

- restrictions on exports; 

- outbreak of war or other hostilities. 

Not all of these problems will be present to the same 

extent in every case - indeed, there will be many occasions 

when at least some of them will be entirely absent. 

Nevertheless, they are real problems inseparable from inter- 

national business; over the centuries methods have been 

developed to minimise the risks and to alleviate losses if 

any misfortune should occur. As would be expected, uniform 

success has not been achieved, and separate consideration is 

- given to each item. 

3. Conventional practices in export finance. 

With marine insurance eatepitenes for centuries, it is 

possible to insure commercially against practically all risks 

of damage or loss in transit. While there are gaps in the 

cover available, these are negligible in the normal run of 

international trade. It is very rare indeed for any shipment 

not to be covered against damage in transit. 

Fluctuations in exchange rates may be covered in most 

cases by forward contracts in foreign exchange markets, though 

this may be slightly more difficult to arrange in some exporting 

countries than it is in the United Kingdom. he aveilability 

of foreign exchange to the buyer is in practice controlled by 

the authorities in most importing countries, and there is 

 



no commercially available means of safeguarding against the 

possibility of a buyer not being allowed to acquire the 

necessary foreign exchange to remit payment. 

Costs of physical distribution and marketing will almost 

certainly be higher than in the domestic market. This is 

unavoidable. 

The risks involved in marketing are often difficult to 

identify and virtually impossible to quantify. While this is 

an area which essentially concerns the exporter's competence 

in all facets of marketing, even the most able are likely to 

face a greater risk of failur in a foreign market than at home. 

Of the commercial risks listed, there remain credit- 

worthiness and debt collection. Improved communications make 

the advance assessment of buyers' peat status much less of 

a problem than a generation ago, and the difficulties are often 

exaggerated in the eyes of a potential exporter. Even so, 

uncertainties do exist and over many years payment practices 

and mechanisms have been evolved affording different degrees 

of security to both seller and buyer, usually using banks as 

intermediaries. 

Risk may be reduced by the use of Bills of Exchange, the 

status of which is clearly defined in all legal systems based 

on those of established trading nations. While it must be 

admitted that in some markets practical difficulties are 

found when it comes to applying the law, bills offer greater 
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security than open account trading, and for still greater 

safety the conditions under which a bill is negotiated may 

be rieialy specified (though at some additional cost) by the 

terms of a letter of credit. The bill may simply be used as 

a mechenism for debt collection or, because of its negotiable 

nature, as a means of securing eineroe! As. these are well- 

established procedures they are not discussed further in 

this report. 

Perceived risks of buyer and seller are also increased or 

diminished by the time at which payment is made, irrespective 

of the mechanisms used. It will ultimately depend on the 

relative power of the buyer and seller, and of other members 

of the distribution channel (including financing institutions), 

subject to any over-riding regulations which may be in force. 

"Cash with order" is clearly the most advantageous to the 

seller, but is so disadvantageous to the buyer, who must not 

only forego working capital but also rum the risk of late or 

non-delivery, that he is likely to agree to this only in 

exceptional circumstances. To a less extent, the same comments 

apply to “cash before shipment". 

In practice, these terms are rarely met in isolation. 

They are commonly used as part payments, especially with 

orders for capital equipment, where commonly used terms are 

"40% with order, 10% before shipment..." While "cash with 

order" in the case of small orders is probably seen more as 

risk minimisation than as providing the exporter with finance, 

in the case of capital goods there is an element of both: 

the advance payment provides some working capital for the 
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for the construction of the equipment and also mekes it unlikely 

that the buyer will refuse to take up the order when ready. 

Payment at some specified time after shipment is the usual. 

condition. In the case of capital equipment, the payment. may 

be made in instalments over a number of years, especially when 

the buyer is unable to obtain capital himself because of the 

wealmess of his own currency or ill-developed capital markets 

in his ovwm country. 

With the exception of capital goods, when some negotiation 

may be expected, the appropriate time for payment has been 

established by custom in most trades. It will only be altered 

in case of a major change in circumstances, e.g. shortage of 

supply. (A little-known but striking example of this is the 

British Steel Corporation's payment of £25m in advance, to 

secure supplies of Polish coal over the next fourteen years [2]). 

nm
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CHAPTER 5 

   SOME LESS CON 

IN_EXPORT FINANCE 

  

While all. trade, whether between individuals or organisa~ 

tions, ultimately comes down to the exchange of goods and 

services, their straightforward exchange without the inter- 

vention of money and the financial institutions which process 

it is generally considered rudimentary and not typical of an 

advanced society. In the words of a well-knowm textbook, "in 

all but the most primitive cultures men do not directly ex- 

change one good for another" [3]. Nevertheless, it should be 

recognised that international business is in fact conducted 

on non-conventional financial terms which are not far removed 

from the basic concept of barter, or direct exchange. 

Transactions avoiding the use of finance which can be 

freely exchanged for goods and services cover an infinite range 

of possibilities. However, they tend to fall into certain 

broad categories, generally referred to as barter, compensation, 

bilateral and switch trading, though terminology varies, 

reflecting the difficulty of establishing clear-cut divisions. 

Indeed it is also sometimes difficult to see a clear distinction 

between switch trading and "conventional" financing, constrained 

as the latter usually is by licensing regulations, quotas and 

other restrictions. 
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Barter in international trade is the straightforward 

exchange of goods or services without payment crossing national 

frontiers. Payment is made to each of the suppliers in his own 

currency by an intermediary, probably a Government department 

or other official organisation, acting through banks. -It is 

probably fairly unusual in the United Kingdom, though it 

undoubtedly takes place rather more often than the general 

business world realises. Commodities for tractors, bicycles 

for chemicals, and spare parts for machinery have been reported [1] 

A more complex form of barter deal was reported a few years ago 

between Switzerland and Czechoslovakia. At the time, the 

latter country had no hard currency available and paid for the 

import of instruments to be used in its electrical industry by 

supplying surplus electric current to Switzerland via Germany 

and Austria [4]. Barter transactions recorded by United 

States sources include Turkish chrome ore for American wheat 

and car components, and Indian ore for Italian fertiliser [5]. 

In the autumn of 1974 the West German press widely reported 

mepotiatione between the Federal Republic and the USSR for the 

provision of German pipelines to..be paid for by supplying 

electric current to West Berlin, though details had still not 

been finalised in March 1976. 

An earlier instance of a substantial barter deal is 

provided by Gloster Aircraft agreeing to accept cotton from 

Brazil in 1952. Although this happened so long ago it stiil 

provides a good example of the way in which barter may distort 

conventional trade. It was alleged that the agreement upset 

the cotton market and also gave Gloster an unfair advantage



over other creditors by taking all the proceeds of the cotton 

sale which would otherwise have been available to repay some 

of the estimated £40m ~- £50m then owed to United Kingdom 

exporters [6]. 

Electricity is. regularly suvplied to France from the 

United Kingdom’at French peak hours, and in the reverse 

direction at British peak hours. Payment is made for net sales. 

It would be an exaggeration to regard this as a barter deal in 

the spirit of the others mentioned, but it does illustrate 

the problem of where to draw the line between one form of 

trade and another. 

Compensation transactions also involve the exchange of 
  

&oods Beaiuet goods, although a form of payment is involved. 

One method is for a supplier from a hard-currency country 

to buy goods, say carpets from Jugoslavia, and pay the carpet 

supplier in hard currency. The carpet exporter will then offer 

the hard currency to an importer of Swiss watches, but will 

charge a substantial premium over the official exchange rate 

since currency allocations are not available for the import of 

luxury goods [7]. 

It is sometimes difficult to distinguish clearly between 

barter transactions and bilateral trade, especially when one 

or both parties is a Government department or other official 

body, as is often the case. The archetypal bilateral trading 

arrangement would be an agreement negotiated between two 

countries which jointly establish a clearing account, usually 
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with a “swing balance" to accommodate fluctuations in trade. 

This is normally denominated in a hard currency for the sake 

of convenience, say Unitea States dollars, but the "clearing" 

dollar balances are of course not convertible in internationaal 

markets. (To avoid offending political susceptibilities, the 

clearing may be denominated in neutral units of accoutn, e.g. 

the Verrechnungs-Einheiten (VE) for trade between the two 

German republics, but as a matter of.practical necessity they 

must be linked to some widely traded currency or currencies.) 

The exporter receives payment in his own currency, the importer 

pays in his own.currency, with the central banks or other 

appointed organisation keeping the accounts and making payments 

across the frontier only if the balance exceeds the agreed swing. 

The details are obviously capable of infinite variation, 

; depending on the circumstances. 

In reality, matters do not elways work out as simply as 

this. It is much easier in theory than in practice to keep 

trade in balance. When goods traded are susceptible to 

interruptions or variations in supply - erop forecasts cannot 

be completely accurate, inadequate transport systems break 

down, political wrest occurs, or industrial production falls - 

country A becomes a creditor of country B. Country B cannot 

meet its obligations by supplying goods needed by A and in 

spite of the provisions of the bilateral agreement fails to 

pay in gold or hard currency to meet the deficit - in this 

situation it may be possible to arrange a "switch" deal. 

   The countries concerned may agree to this switch tradi 

to rectify the imbalance. Country A imports goods from a hard 

currency country, with payment made by B in a hard currency. 
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It seems at first sight strange that B should be willing to do 

this when it is unwilling to pay A direct. ‘he reason is that 

a premium is arranged: for every $100 paid by B, A will pay an 

agreed percentage in clearing currency, say $105. While there 

was no intention of effecting such transactions when the 

agreement was concluded, the clearing balence has reached such 

a state that A is unable to use its clearing currency credit 

with B, as the latter is unable to supply goods and services 

which it needs. Rather than have these unutilised clearing 

balances, A is willing to concede. a part of its claims on B in 

order to obtain goods from hard currency sources. 

Another way of resolving the imbalance is for creditor 

country A to buy from B goods for which it has an outlet in a 

third country able and willing to pay A in a hard currency. 

A then sells the hard currency it receives to B at a premium 

' in clearing currency. 

These examples suggest that the initiative comes from 

one or both countries with the clearing agreement. I+ may 

equally emanate from a third, hard currency, country. Here 

an exporter may be willing to accept payment in clearing 

currency from debtor country B against shipment of goods to 

ereditor country A if he knows (or believes) he can sell the 

clearing currency to a third party who wishes to buy goods from 

B. fhe sale of clearing currency will be at a discount against 

the convertible currency.



A summary of a procedure which would be typical in such 

a transaction illustrates the complexity of such a deal. 

- An importer in a country with en unused surplus on a 

clearing agreement obtains a licence from its exchange 

control authority allowing it-to import equipment from a 

hard currency source, payment being made from the senke 

balance. 

- A licence from the debtor country is also obtained. 

(This implies that agreement between the two clearing 

partners can be obtained.) 

~ A banker's credit denominated in clearing currency is 

opened in favour of an intermediary or clearing currency 

dealer. 

- The latter opens a letter of credit in favour of the 

hard currency exporter, denominated in hard currency. 

- The exporter obtains payment after shipment in accord- 

ance with the terms of the letter of credit, debiting the 

clearing currency dealer's account. 

~ On arrival of the equipment, the clearing country importer 

pays the bank in his own currency. The bank in turn 

releases the clearing account in the debtor country to 

the foreign exchange dealer. 

- With these funds, the foreign exchange dealer either buys 

goods for export from the debtor country or sells them to 

another trader who has a market for such goods. (8] 

If one adds to these complexities the problems concerned 

with timing, transit, finance for the foreign exchange dealer 

whilst awaiting completion of the transaction, plus legal aspects 

of ownership at different stages of the transaction, the danger 
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of alterations in exchange control regulations, to say nothing 

of appropriate trustworthy contacts and outlets for commodities 

for which there is little demand (otherwise they would be sold 

on world markets for hard currency) it will be realised that 

this type of trade is for experts. It is virtually impossible 

for a manufacturer of, say, capital equipment in the United 

Kingdom to have the necessaryvolume of business to contemplate 

such transactions without ‘the intervention of a specialist 

intermediary. During the current research, a company having 

annual exports running into nine figures sterling reported thet 

it left all such matters to outside specialists. In another 

case, the United Kingdom group of a multi-national organisation 

(UK exports well into eight figures sterling) leaves these 

matters entirely to its merchant bank. Yet another subsidiary 

of a multi-national organisation (UK exports again in eight 

figures sterling) which has substantial experience of non- 

conventional financing cannot manage without such intermediaries 

[1]. 

The complexity of the operations inevitably brings high 

costs in its wake. Commissions and trading profit on the sale 

of goods imported and exported, bank charges, discounts or 

oremiums on clearing currencies all have to be covered. ‘These 

costs, especially the commissions and premiums on currency 

conversions may seem extortionate, but they are accepted, even 

by countries which for ideological reasons have in the past 

deplored the existence of parasitic middlemen. 

In fact, these expenses are not necessarily unreasonable. 

The countries which feel themselves forced into this form of 

30



trading by their economic weakness invariably have currencies 

which are not traded on woxld markets, and exchange rates at 

which clearing dollars or other hard currency are converted are 

at best no more than estimates of the appropriate values. ‘Thus 

a good which is traded at $100 (clearing) might well be traded 

at a very different level in convertible dollars. In the end, 

it may well be that a surplus on the clea 

  

ing balance will 

bear a disproportionate amount of the distortion introduced by 

the use of inappropriate exchange rates used in the bilateral 

agreements, but in the overall trade between the two clearing 

countries it is not necessarily unjustified. In another case, 

it may well be that a country can offer nothing more than 

commodities for which there is no regular trade on world markets 

_ and cannot therefore be have an accepted value in any currency; 

again, the final switch could be regarded as an adjustment to 

whatever value was assigned to the commodity. 

For the intermediaries, there are undoubtedly substantial 

profits to be made. The greater the imbalance between clearing 

partners, the greater the need for the creditor country to find 

ameans of using its surplus and, generally, the greater the 

discount he witll'be willing to concede. However, the more 

developed this type of trade becomes, the more opportunity 

there is for a knowledgeable intermediary to find a counter- 

party in some other part of the world. This has given rise to 

a market in blocked currencies, so that practices more closely 

resemble those of conventional trade. 

The full extent of these barter and near-barter deals is 

not known, The fact that there is a very limited number of 

traders in this field, located mainly in Vienna (where for 
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historical reasons there are trading, cultural and even family 

connections with Comecon and Western countries), Zurich (as 

a financial centre with relatively few official restrictions) 

and, probably to a smaller extent, in London and Amsterdam, 

suggests that as a percentage of world trade it must be very 

small. Less developed countries move into and out of bilateral 

and similar forms of trading according to the state of their 

trade and currencies. The more their trade develops, the more 

their currencies become acceptable in the unofficial markets; 

with continued success they achieve acceptability in official 

markets and withdraw from these forms of trading. 

Attempts to quantify trade of this kind are doomed to 

failure. While isolated figures have been quoted, as far as 

it has been possible to ascertain countries do not normally 

publish figures of unused balences on bilateral trade which 

“might be diverted to switch trading. ‘Although details of 

bilateral agreements are published, they must be regarded as 

unreliable as the quotas are often not achieved. It is more 

realistic to-regard them as optimistic targets. 

An additZonal problem is that though switch deais have to 

be done witn the official approval of one or both clearing 

countries, there are ways of circumventing restrictions. Only 

the naif will believe that in comtries where it is standard 

practice to pay officials a recognised sum even for carrying 

out normal duties like clearing goods through customs it is 

impossible to buy collaboration in breaking regulations. 

This is not the place to discuss the reasons for the existence 

of these practices, but the following account illustrates what 

can happen. 
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The Creditenstalt, Austria's largest bank, refused to pay 

against a letter of crefit it had opened in London. It is the 

underlying facts rather than the legal issues which now concern 

us. A spot check by customs officials in Zurich showed that 

cases supposedly containing £1.9m worth of antibiotics 

actually contained rubbish. The consignment was part cf a £10m 

Netherlands-Jugoslavia transaction negotiated through Vienna. 

The consigneewas not reported to have complained at the 

deception. This may have been due to lack of interest on the 

part of the financial press, but since at least one paper 

followed up the story this is unlikely. A report some time 

later stated that the missing drugs were in Belgium at the 

Laboratoires Piette, which had, incidentally, received the 

drug from a Swiss manufacturer. It had eed issued a 

Certificate of Conformity. André Piette suggested that his 

firm's original document might have been misused to cover a 

currency export deal: "It is well kmown that large shipments 

of 'medicaments' of all kinds go to Liberia and Middle East 

countries, only to be thrown away, as part of deals for 

transferring currency." The implications are obvious, though 

whether the proceeds were destined for a private account in 

Switzerland or elsewhere, or whether they were intended to be 

switched to some other trade is a matter of conjecture. {9] 

There can be little doubt that many millions of pounds 

are transferred in similar non-conventional deals. In relation 

to the totality of world trade such activities are probably 

of little significance. Not only is the percentage of trade 

which it represents likely to be small, but in so far as these 

evasions of official regulations are for the purpose of switch 
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trading, their effect is to divert rather than curtail trade. 

The choice of goods to be imported rests with the trader 

rather than with the government. 

For individual companies trading with these markets these 

deals may be important. This refers not only to intermediaries 

who make large profits if they are successful, but also to 

manufacturers whose exports may be financed in this way, 

probably without their knowledge. 

Notwithstanding the small percentage of business financed 

by barter and similar transactions, its importance may well 

grow. The examples at the beginning of this chapter show 

that goods and services bartered are not necessarily those 

of "primitive cultures:' Although one might hope that on 

expansion of trade and the development of greater sophistica~ 

tion in switch deals would naturally lead to full convertibility 

of the currencies used, one important group of countries is 

stressing more and more its liking for bilateral agreements. 

These are the Eastern European socialist countries. While 

they do not contribute a large proportion of the trade of the 

countries studied, they have sufficient potential to justify 

special consideration. This is adseuceed in more detail in 

Chapter12, Suffice it to sayat this stage that United Kingdom 

exporters are less willing or able than others to participate 

in this and similar forms of trading.



 



CHAPTER 6 

  

41. Export financing institutions and practices   

1.1 Clearing Banks 

The principal external source of export finance is the 

exporter's own clearing bank. For longer term credits clearing 

banks may participate in syndicated loans, usually arranged by 

merchant banks. Types of finance offered are summarised below; 

the terminology is that of one of the clearing banks, some of 

. the terms being based on those of the Export Credits Guarantee 

Department (ECGD). : 

- Simple overdraft at the bank's current rate for the 

exporter. This is indistinguishable from his overdraft 

for general purposes and in practice may have become 

part of the exporter's "core finance. 

- Advance against an agreed percentage of bills of 

exchange on approved buyers, held by the bank as collateral 

security. ‘ 

- Discounting bills of exchange on approved buyers, either 

for retention in the bank's portfolio or for re-sale in 

the money market. Some bank managers prefer to provide 

finance by discounting bills, since these transactions 

are self-liquidating and there is no danger of the funds 

becoming tied up in the general running of the customer's 

business. Other bani managers have no preference for any 

one method. Compared with overdrafts and advances, there 
-94 
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may be some slight difference in cost but all consuited 

  

agreed that it wa: oO eI n practice a bank will 

offer discounting facilities only if relevant ECGD policies 

are assigned to it. 

~- Shorter term finance up to six months, where goods are 

exported on open account. Advances may be up to 90% of 

the amount dve to the exporter and are made at the bank's 

base rate + 0.5%. This is available only when an ECGD 

direct guarantee to the bank is in force. 

- Shorter term finance (bills or notes) up to two years 

against bills accepted by the buyer or the buyer's 

promissory notes. Advances may be up to 100% of the 

amount due to the exporter and are at the bank's base rate 

+ 0.5%. This is available only when an ECGD guarentee to 

the bank is in force. 

- Medium term finance from 2 to 5 years after shipment 

against bills accepted by the buyer or the buyer's 

promissory notes. This is available only when an ECGD 

guarantee to the pank is in force. A rate of interest 

determined by Government policy and fixed for the duration 

of the loan is charged. 

- By arrangement with an overseas bank, 2 clearing bank 

may "confirm" the overseas bank's credit in favour of an 

exporter. In those cases where the United Kingdom bank 

is authorised to pay on presentation of documents, it is 

its own funds which are being used, though strictly it is 

financing the importer in such a situation. 

~ Medium term buyer finance from 2-to 5 years. Advances 

of up to 60% of the contract value are made to the fo.cign 

buyer or his bank. This is available only when an ECGD 
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guarantee to the bank is in force, the exporter paying the 

premium. A rate of interést determined by Government policy 

and fixed for the duration of the loan is charged. 

~- Financial guarantees, sometimes known as project finance, 

are Similar to the medium term buyer finance, except that 

the amounts loaned are larger, the term is from 5 to 15 

years, and it is usual for more than one bank to participate 

in the loan. ( 

~- Lines of credit are made available to overseas buyers 

or their banks on similar conditions to medium term buyer 

finance. hey may be used for the purchase of a range of 

capital goods, often from different suppliers. The 

proportion of the contract value which may be advanced 

is determined for each contract, but is usually 60% - 85%. 

- Pre-shipment finance may be provided on a selective 

basis when contracts are valued at £im or more, otherwise 

pre-shipment finance is from the exporter's own resources 

or overdraft. The appropriate ECGD guarantee is required 

for this facility, which so far has been little used. 

The clearing banks' main role is the provision of finance 

as just Neha oh They apply normal banking criteria and 

exercise the maximum of prudence in making these facilities 

avetienie: They minimise their risks by taking the usual 

collateral security or the specialised security for export 

pusiness provided by ECGD policies. 1% will have been seen 

that these are essential for most of the financing methods 

listed and further comment is offered in the section dealing 

with the Department. In common with banks in other countries,



and their credit. insurance organisations, they may also require 

guarantees or endorsements from commercial or central banks, as 

well as guarantees appropriate to a particular industry. 

In addition to financing the exporter or importer direct, 

clearing banks are the principal source of funds used by a 

number of specialist organisations which are also engaged in 

export financing. Due to the pre-eminence of London as the 

financial centre for international trade in the nineteenth and 

early twentieth century, which enemies specialising in 

limited trades or functions, the United Kingdom has a greater 

variety of such institutions than the researcher has encountered 

elsewhere. They may be divided into the following broad 

. categories. 

1.2 Export merchants. 

Strictly, export merchants use their own knowledge of 

markets and sources of supply to trade on their own account, 

and should therefore be classified as exporters in their own 

right rather than as financing institutions. They tend to 

specialise in trade with certain countries and in certain 

types of ercnendise: There are some who buy goods from 

manufacturers and re-invoice to the importer, their réle being 

known to, and accepted by, both these parties. These cases are 

not common, but when they are met the effective part of the 

export merchant is as a provider of finance (whatever his legal 

status in the transaction). 

eS ex's agent. In international trade "agent" is 

  

  not synonymous in common parlance with the term as understood 
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in English law. Agents obtain orders, possibly arrange shipping, 

obtain necessary licences and perform other functions on behalf 

of the exporting manufacturers. ‘They may be domiciled in the 

United Kingdom or, more usual nowadays, in the importing 

countries. In many cases they pay the manufacturer and extend 

eredit to their buyers. 

1.4 Buying agents. 

Strictly, buying agents are not concerned with export 

finance, but sometimes arrange finance for their overseas 

principals. ‘Their part in pated einedom exports is very 

small, unless one includes confirming houses in this category. 

1.5 Confirming Houses. 

There is confusion over the rdle of these institutions. 

The British Export Houses Association(BEHA) regards them as 

“primarily a financing and credit. giving service" [10]. The 

Midland Bank says "These organisations obtain orders for goods 

from overseas buyers, place them with manufacturers end usually 

attend to the shipping arrangements. A confirming house, like 

an export meychant, may undertake responsibility for payment... 

and itself extend credit to the overseas importer" [11]. 

Exporters often ‘tena to regard confirming houses as their own 

agents, so long have established connections existed. Even 

so, there is little doubt that they act more on behalf of the 

overseas importer than the United Kingdom exporter, who may 

find to his surprise that the confirming house is also dealing 

in competitors' goods. A legal authority says the term 

"confirming house” has no definite meaning in law or commercial 

practice [12]. 
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. Different parties to a transaction may regard the rodle of 

the confirming house in different ways. In one case an exporter 

who used his own sales agent in New Zealand found the confirming 

house an unnecessary stage in the distribution channel and 

suggested to a New Zealand importer that all financial and 

shipping matters be handled direct. ‘the importer would have 

been glad to accept the credit terms offered and thereby save 

the confirming charges, but found the confirming house essential 

for the sole purpose of co-ordinating shipments and for progress 

chasing in the United Kingdom. Neither the exporter nor the 

importer found the confirming house useful from the financial 

standpoint [1]. 

Overseas companies which originally relied on confirming 

houses for their finance may well continve to do so as a matter 

of convenience, but do not regard it as very important. With 

“the growth of local banking facilities and improved inter- 

national availability of credit information, other sources of 

finance are now accessible. 

Yet in other cases, the confirming house continues to play 

a vital part ih trade. Without the extension of credit to the 

buyer, through its overseas branches or associates, there would 

be no business for the exporter. Without the consolidation of 

a number of small orders into one shipment, transport and 

financial charges would be exorbitant. 

1.6 Factors. 

  

Factors buy sellers' claims on buyers, keep the le 

and collect payment; in return they receive a fee based on



turnover. ‘They may also advance funds to the seller, us 

  

up to &0% of the face value of collectable items. Interest 

rates are based on bank base rates with a surcharge to cover 

services. 

An estimate of the part played by these institutions as 

providers of finance is difficult. Even in those cases where 

funds are advanced, it is not clear whether access to finance 

is the main reason why the service is used. In exports funds 

are advanced by factors in far fewer cases than in domestic 

trade. i factoring company's internal records show that in 

. 1974 85% of the company's domestic business included the pro- 

vision of finance against 30% of the export business Pad. 

The problem of assessment is analogous to that mentioned under 

confirming houses ~ which service in the "package" offered by 

the factor is considered important by the user? An executive 

of one major factoring company was not sure, but thought that 

his company's ability to handle turnover of £300,000 a year 

(at 1975 prices) more competently and economically than an 

exporter was the main reason. This particular compeny, which 

(like its competitors) operates with associates in importing 

countries, has computerised its operations and claims to be able 

to obtain credit information from abroad more quickly than 

ECGD (tho it has still taken out an ECGD policy itself!). 

  

Its procedures also enable reminders to be sent to importers 

whose accounts are overdue, in accordance with the lenguage 

and customs of the country (for instance, different wording is 

used in different English-speaking countries to conform with 

local customs and law).



One factoring company's unpublished figures and estimates 

of that company's share of the factoring market suggest that 

in 1974 well under 0.5% of United Kingdom exports were factored. 

If the company's experience was. typical of the factoring business 

as a whole, then only one-third of this will have been financed. 

It is the researcher's view that the finance will have been | 

obtained by the exporter as a matter of convenience instead of 

having separate transactions with his bank. 

In considering factoring as a source of finance, it should 

be regarded as an alternative rather than as an additional source. 

It has been known for bank overdraft limits to be cut when 

factoring facilities have been granted to exporters, the 

reduction being equal to the amount of the new facilities in 

some cascs. 

Several bank managers were asked ure one of your clients 

were up to his overdraft limit and then obtained a financing 

facility from a factor, would you call in part of the overdraft?" 

Without exception, though with differing degrees of certainty, 

they said they would; they also expressed the view that this 

would be the general reaction of most bank managers C44. 

1.7 Export Finance Houses. 

According to BEHA an export finance house is a company 

having as its principal function the provision of medium or 

long term credit, principally for capital goods EO. 2 it 

serves mainly the buyer and receives from him payment of charges 

and interest, sometimes separately from payment for the goods. 

This is in line with the traditional view of the export finance 
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house - one which uses its knowledge of overseas markets and 

of domestic financial markets to take responsibility for ail 

financial aspects of a transaction, including the risk. 

The actual situation is not go clearly defined as this 

view might suggest. As far as purely financial matters are 

concerned, Syrett and Pither comment: "The operations of the 

finance houses vary considerably from each other. Some supply 

finance on a recourse basis, others on a non-recovrse basis. 

Some require the credit insurance cover of the Export Credits 

Guarantee Department, others do not. On some occasions there 

is access to the preferential interest rate finance of the 

clearing banks, on other occasions thereis not" [13]. From 

the limited contacts which it has been possible to make, it 

seems that if there has been any change piace this was written 

in 1971 it is towards greater reliance on ECGD cover, with a 

consequent reduction in the level of risk borne by the finance 

houses. 

A Civil Servant in close touch with export work suggested 

that there was only one of the traditional export finance 

houses left. Yet an examination of its reports and accounts 

shows that of the bills receivable from financing international 

trade, only about 5% have more than one year to run - so much 

for BEHA's medium and long term finance! (Other debtors shown 

in the balance sheet could alter the picture, but it is 

unlikely that medium and long term debts would not be by way 

of bills. @he more likely explanation of other debtors is 

that they refer to domestic business and short term export



transactions.) Further investigation showed that nearly one- 

third of the equity is held by one.cf the clearing banks. 

Other export finance houses are connected with clearing 

panks, and it has been suggested that this is a reason for 

their decreasing inclination to accept the risk element in 

financing export trade [1]. 

In general terms, the facilities provided by export 

finance houses may be said to put the exporter in a similar 

position to that provided under clearing bank finance. From 

an exporter's viewpoint, they offer the advantage that ECGD's 

minimum contract value under their medium term finance arrenge- 

ment is not necessarily applied. The pyecarT cost of the 

facility will probebly be higher. Charges vary and may be, 

for example, 2% over base rate plus a flat rate charge of 

anywhere between 1% and 5%. All charges are payable by the 

overseas buyer. A commission or diswunt may be received from 

the exporter, and this passed on to the buyer in the form of 

a reduced price or reduced interest rate [14]. (See also 

comments on "loading" on page 2050f this report.) 

1.8 Leasing and Hire-purchase finance houses. 

Specialist finance companies, usually subsidiaries or 

associates of banks, arrange leasing and hire purchase contracts, 

usually in association with similar institutions in the import- 

ing countries, sometimes through “off-shore” organisations. 

Though it is claimed that leasing is inereasing rapidly in 

the United Kingdom, this method of financing capital investment 

seems to be less attractive in most importing countries. No 
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evidence has been found of leasing and hire-purchase playing 

a significant part in United Kingdom exports. 

1.9 Merchant banks. 

Acceptance credits were originally the main business of . 

the merchant banks, and still constitute what one merchant 

banker described’as their bread and butter business [1]. By 

arrangement with overseas importers or export houses in the 

United Kingdom, a merchant bank accepts bills of exchange which 

are then discounted in the London bill market. The traditional 

"Bill on London" is widely used as an avestmens for short- 

term funds by British, international and foreign banks, and 

because of the standing of the acceptors command keen rates. 

In the last decade or two, clearing banks and international 

banks have made some incursions into this business. 

Since the mid-1950s there has been a marked trend for 

certain merchant banks to undertake the arrangement of mediun 

and long term export credits. They are responsible for neg~ 

otiating financial terms satisfactory to buyer and seller, 

co-ordinating the fae cien provided by the clearing banks 

and other sources of finance, and for negotiating with ECGD. 

They do not operate on a fixed scale of charges, their fee 

depending on the complexity of the arrangements. 

One merchant banker commented that he could not under- 

stand why the clearing banks did not do the work themselves, 

because the attractive part of the business wes the manage- 

ment fee. The finance under the preferential interest scheme 

was provided entirely by them, they had the necessary lImowledge, 
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yet they left. this lucrative business to the merchant banks. 

4 senior clearing house banker suggested that the explanation 

lay in the conservative training and personalities of clearing 

pank staff. He agreed that the merchant bankers Imew nothing 

which was not known in the clearing banks [1]. It is, of 

course, a matter of common knowledge that the clearing banks 

now have links with merchant banks; the latter will probably 

remain nominally independent, but come more and more under the 

control of the. parent bank. 

1.10 Overseas banks. 

Overseas banks may provide facilities for overseas import- 

exs, usually by accepting Bills of Exchange which are then 

negotiated in financial markets. This may be done by general 

agreement between the parties or, more usually, by the more 

formal means of a Letter of Credit. 

Asda Foreign banks and consortia. 

' Qverseas banks are usually taken to refer to long~estabi- 

ished banks which have participated in the financing of exports 

to traditional markets. Other foreign banks have not been so 

concerned with international trade as with purely financial 

operations, but since the growth of Euro-currency trading 

started many have been involved in the provision of loans for 

front-end Eo eeces It must be supposed that if the United 

Kingdom Government is successful in persuading exporters and 

their advisers to arrange medium and long term credits in 

foreign currencies, these banks will participate more actively 

than when ECGD direct guarantees were available only to the 

clearing banks. Information from German banking sources



confirmed that German funds are being used in syndicated loans, 

both for United Kingdom and other exports. United States 

banks in London are active in seeking export finance business 

and it is assumed that banks of other nationalities are also 

interested in this type of business. One Swiss bank has started 

up a small subsidiary compeny which was sounding out the 

market for non-recourse financing similar to "A forfait" 

financing, as described under the Federal Republic of 

Germany (pp 137 ff). [1] 

. 

1.12 Further comments on export houses. 

In the foregoing classification, clearing banks are 

considered first, since they form the principal source of 

export finance. The remainder, as listed, make a rough pro- 

gression from the trading concern to the purely financial. 

While convenient, such a classification can be misleading. 

Since the researcher has found that there is misunderstanding 

in academic and non-exporting business circles about the nature 

of export houses and their work, some further comments are 

offered. 

The lines of demarcation between all of the categories 

(including the clearing, overseas and foreign banks) are by 

no means as clear cut as the descriptions under 1.1 - 1.11 

might suggest. Clearing, and some non-clearing, banks issue 

market surveys and provide trading information. One clearing 

bank, announcing the formation of a subsidiary to provide 

export finance in 1964, stated it would "see to the collection 

of goods from the supplier and their delivery to the buyer" 

and would "include the financing of goods in approved cases, 

if required" [15]. 
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Nevertheless, in spite of these small incursions into 

marketing research and other non-financial functions, the 

banks generally concentrate on the provision and organisation 

of finance. It is those institutions listed under 1.2 to 

1.7 where the divisions are blurred. One company "fulfills 

certain merchanting and confirming house functions as part 

of its general export finance house operations" [16], another 

finance house can provide "many other services...to meet the 

growing needs of international traders ch as documenta     on, a 

insuranee, freight, transport and advice on markets" [17]. 

In the Directory of British Export Houses, an exporter with a 

substential turnover is listed as a confirming house, defined 

as having a predominantly financing function, although it 

carries out other export functions on a considerable scale. 

Some very small firms are listed as carrying out six functions ~ 

perhaps to give an exaggerated impression of their importance 

in some cases, but in other cases they will carry out a limited 

number of transactions in all fhe listed activities in very 

specialised markets. 

It is not only that demarcation lines between types of 

institution are not clear ~ within companies there is often 

no sharp distinction between departments. It is quite normal 

for a single delivery of mail handled by a single executive 

to include transactions on one or more of 2 merchanting, buying 

agency, selling agency or confirming basis. An export house 

(a deliberately imprecise term to cover all commercial activities 

concerned with exporting) normally prides itself on its flexi- 

bility and adapts to circumstences. 
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This diffusion of activities, both within and among 

companies, renders the traditional nomenclature of the differ- 

ent types of of export house confusing. It also makes any 

assessment, whether quantitative or qualitative, of their 

importance of limited value. 

An attempt was made by BEHA in 1968 to quentify export 

houses' part in United Kingdom exports [18]. Making allowances 

for non-response and non-membership of the Association, it was 

concluded that export houses handled or financed about 20% of 

United Kingdom exports in 1967. ‘he researcher considers it 

would have been difficult to avoid double-counting, for 

instance cases of confirming house business financed through 

a merchant bank. While the Association states that a partial 

survey in the early 1970s pointed to increased participation 

by export houses, the figure must be viewed with some reserve 

ieceuse of the absence of reliable data. (This is a reflection 

of the complexity of the subject matter and the purpose of the 

survey, rather than a criticism.) The principal activities 

reported by ve respondents, as a proportion of their turnover 

of United Kingdom exports, included: 

sold a8 principals 30% 

financed but did not sell 29% 

acted as confirming house 21%. 

Clearly, this indicates a substantial involvement in financing 

those exports handled in some way by members of the Associa- 

tion, but one must apply the same reservations with regard 

to possible double, or even triple, counting. As has already 

been pointed out in considering confirming houses, the house's 

perception of its réle may be different from the exporter's 
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and the importer's, so the house's evaluation of its principal 

ectivities may be faulty. 

No reliable information is available regarding the relative 

importance of the functions carried out by these export houses, 

of which there are an estimated 700 - 800 [19]. In their 

selling function, knowledge of markets and of sources of supply 

are obviously important, possibly even indispensable to success. 

As far as finance is concerned, they probably have few resources 

at their disposal which are not available to exporters themselves. 

Their strength lies in their knowledge of procedures connected 

with shipping, insurance, import and export regulations, finance. 

Procedures are not usually difficult in themselves, but most 

people find them tedious. They vary from one importing 

country to another, from one port to another, even from one 

trade to another. Unless a manufacturer has a large volwne of 

pusiness (the number of transactions rather than value is the 

criterion), he cannot quickly ascertain and comply with all 

the requirements. An export house normally has the volume of 

business to handle these matters with avery high degree of 

competence; it often works on narrow profit margins and is able 

to perform these functions more economically than the menufact- 

‘ 
urer. 

Even efficient large manufacturing companies find it 

expedient to do some of their foreign business through export 

houses. For medium and long term finance, the biggest 

exporters still find it essential to use merchant banks or 

other intermediary to co-ordinate their schemes



i bution Ch     

Although a member of a distribution channel who-is not 

included in one of the foregoing categories is likely to be 

located in the importing country and will strictly be concerned 

3 with import finance, mention must be made of agents, stockists, 

wholesalers and similar elements in the distribution Herpoce 

Some exporters véry positively look for the ability to finance 

business when they seek collaborators in importing countries, 

just as they do in the domestic market. While this has obvious 

advantages for the small exporter with limited access to funds, 

it is also true of large companies. It is, for instance, 

traditional in car business. A capital goods exporter(£1m + 

per annum) regards ability to finance business, or to arrange 

_finence locally both for himself and end-users, as just as 

important as technical knowledge and after-sales facilities. 

From some countries, this manufacturer receives payment for 

@eliveries sooner than from United Kingdom buyers [1]. He is 

thus one of the exceptions to the general rule that exports 

require a longer commitment of working capital than home trade 

transactions: 
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2. Export Credit Insurance - The Bxport CreditsGuarantece 

Department end its part in United Kingdom Government Policy. 

2.1 Origins and development. 

The central réle of the Export Credits Guarantee Department 

(ZCGD) will already be clear from the description of the 

clearing panics! part in export finance. It is, in fact, the 

major vehicle of Government policy in export finance; addition- 

ally it has the potential to be used indirectly in other aspects 

of Government policy. A consideration of its development will 

serve to set the scene on a wider European scale. 

Its origins may be traced to the Faringdon Committee, 

appointed on .1.7.1916 "to consider the best means of meeting 

the needs of British firms after the war as regards financial 

facilities for trade, particularly with reference to the 

financing of larze overseas contracts" [20]. Government 

committees are not usually set up without some pressure for 

action being exerted by influential bodies (though the time 

taken for their deliberations may be used as a means of post=- 

poning action). What was the underlying reason in this case? 

The Committee noted in §3 of its report [20], the services 

that British, Colonial and British-Foreien Banks rendered to 

British trade, especially in the Far East and many parts of 

South America. It found "also that in the case of large 

contract operations British contractors with the assistance 

  

of Financial Houses have ‘in the past been ready to prov 

large amounts of capital and to take considerable risks in 

connection with the operations which they have undertaken," 
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but these services were not co-ordinated (§4). Moreover, the 

British manufacturer might need finance "of a kind which a 

British Joint Stock Bank...could not prudently provide, where- 

as the German Banks in particular seem to have been able to 

afford special assistance at the inception of undertakings of 

the most varied descriptions, and to have laid themselves out 

for stimulating their promotion and for carrying them through 

to a successful completion". It concluded (§§24-5) that there 

wasscope for setting up a new institution without delay, so 

that preliminaries could be completed before the end of the 

war; specifically, it recommended the setting up of a Trade 

Bank with a capital of £10m. It had reported (§6) the close 

control which German banks exercised over manufacturing con~ 

cerns, a feature "which would not be possible, even if it 

were desirable, in the United Kingdom", and the proposed Urade 

Bank “should endeavour not to interfere in any business for 

which existing Banks and Banking Houses now provide facilities". 

Having noted ($19) how foreign banks syndicated business which 

was too big for a single institution, the Committee's recommend— 

ations included a suggestion that the Trade Bank "should try 

to promote working transactions on joint account with other 

Banks to submit to it new transactions which, owing to length 

of time, magnitude or other reasons, they are not prepared to 

undertake alone." 

The Conmittee's recommendation resulted in the setting 

up of the Overseas Trade Corporation in 1917, and the Export 

Credits Department as a sub-department of the Department of 

  

Overseas Trade. It is the Export Credit Department which is 

important in the present context. It operated various schemes,



usually at a heavy loss, to facilitate exports, relieve 

-unemployment and encourage the economic situation of certain 

Eastern Buropean countries. Even this modest development 

was opposed by the banks, and this "led...to the failure on 

the First and Second Exyort Credit Guarantee Schemes in 1926 

and 1930" [21]. Nevertheless, in spite of opposition the 

Export Credits Guarantee Department took over the Export 

Credits Department and developed its work on new lines. It 

was established as a separate Department and started its 

credit insurance scheme in 1930, from when there is a contin- 

uous line of development to the present day. 

The Department was empowered to offer insurance only 

when cover was not available from commercial sources, and this 

is still the case. Cover was limited to 75% of the order value 

and the insurable causes of loss were very limited. The 

comment: : 

",,.the whole system [ECGD] was originally devised as 

a temporary expedient to assist the revival of our export 

trade after the War. It is:conceivable that the Treasury 

still regards the Department as a stop-gap, to be wound 

up rather then extended within the measurable future. 

It would be a pity if this view were still held, for the 

Department has amply justified its existence, and should 

be given encouragement to extend its activities" [22] 

suggests that it was not taken very seriously by the Govern- 

ment of the time.



; Wanenttelly this remained the position until after the 

second world war, though by now thete was a greater under- 

standing in official circles that exports from this country 

should be actively encouraged. ECGD undertook a "sales drive" 

to increase the number of its policy holders. I+t.also 

insisted on exporters. insuring the whole of. their turnover on 

short term credit, thereby spreading the risk and enabling 

premiums to be reduced. 

As the demands on the economies of the industrialised 

countries subsided after shortages caused by the second world 

war and the Korean war, menufacturers who for nearly twenty 

years had been in a sellers' market discovered that they had 

to fight for orders. One of the weapons wad the offer of credit. 

Newly independent countries lacked both financial resources 

and the necessary knowledge to finance their purchases -— 

- especially purchases of the capital goods which they needed to 

pursue their economic ambitions. “Briefly, the outcome was 

the development of a “credit war’ in this sector. All the 

industrialised countries assert that competitors started this 

“credit war" or "credit race". Whatever the precise truth 

(which is complex) there seems little doubt in the minds of 

many that the Germans were mainly responsible - or perhaps 

  

were more thorough and competent than other countries. Seeking 

to re-establish a shattered economy, their selling was very 

ageressive. It included, at least in certain markets, the 

ruthless use of bribery, and the offer of extended credit. 

Meanwhile, a number of schemes were devised in different 

countries to assist exports: an exchange retention scheme and 

and other schemes in 

  

tax rebates in France, a tax reba 

Germany, dual pricing for coal and steel in the United Kingdom. 
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France was regarded by some as "easily the worst offender” in 

subsidising exports [23]. Meanwhile, "...some British exporters 

of capital goods [had] found that they [had] lost orders because 

foreign customers...demanded credit facilities for periods... 

sometimes up to four or five years" C24]. Looking back from 

1971, Syxrett and Pither wrote that "some years ago, British 

exporters found they were losing the best agents in foreign 

markets to German competitors who gave long credit terms" [25]. 

The recollections of those engaged in export at this time 

show that there was a general belief that German credit terms 

were unfairly aided, but not all subscribed to this view. 

Another contemporary comment was that "British manufacturers 

tend to assume that more difficult eoront markets entitle them 

to special eid or new facilities......There is no doubt that 

the credits offered by Germany have often been exaggerated or 

that...the British menufacturer is at least as competitive on 

eredit terms as his German rival; certainly he usually pays 

less for his credit" [26]. 

Although some finance was made available to German export 

by the quasi-official Kreditanstalt fiir Wiederaufbau, most came 

from the German banking system. "For its part, the German pubd- 

lic, instead of clamouring for more imported goods, continues 

to save its money at a prodigious rate...the credit extended 

py the reluctant German [to the European Payments Union] is 

now over 3567 millions [27]. The money was available and the 

close connection between the banks and industry which had 

existed before the first world war still continved. There can 

be little doubt that the two worked closely together and it is 
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impossible to say which was the dominant force in seeking 

exports or whether, as seems likely, both were equally respons- 

ables 

Meanwhile, preoccupation with supplying an easy home 

market, exchange control regulations, lack of knowledge of 

appropriate financing techniques (the activities of institutions 

having changed since the 1930s) and conservative attitudes 

combined to prevent a quick adjustment to the new environment. 

British banks' traditional function was, and still is, to lend 

only on a short-term basis, in contrast to the German banks 

which lend long-term funds. Other financial institutions 

were unable or unwilling to make sufficient funds available 

for longer periods of credit in export markets. Although it 

was sometimes claimed that the problem in the United Kingdom 

was ignorance of the facilities available, the Government found 

at necessary to allow ECGD to grant longer-term guarantees in 

"an attempt to meet the oft-repeated complaint that the 

exporters of other industrial countries (notably the Germans) 

[were] in a Bocitton to give their customers much longer credit 

then British firms can afford" [28]. Even after the intro- 

duction of this facility, some exporters had difficulties. 

One recalls that a well-known merchant bank withdrew its offer 

of £500,000 to finance an export order in the mid-1950s, because 

it found a more profitable use fon the money while negotiations 

were in progress [1]. 

At this period, ECGD seemed reluctant to grant credit 

cover in many cases ~ or to give it quickly enough. It was 

anxious not to extend credit beyond the limits agreed with 

other countries. It was prepared to match terms offered 
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by competitors (if backed by official resources or guarantees) , 

but required proof of these better terms. The Department may 

have been right in thinking that. false information was being 

given by buyers as a bargaining lever, but hard proof was 

naturally not easily come by in time to be of use, even if it 

could be obtained at all. The peti tude was described by one 

exporter: "Prove the horse has bolted and we'll help you 

close the stable door". 

The seeming reluctance of British exporters to offer 

eredit terms undoubtedly had a pad psychological effect in 

some markets. Through no fault of the Department this 

effect was sometimes intensified by politicians and the press 

giving misleading impressions of the extent of the facilities 

available. 

In spite of the difficulties some successful long-term 

financing took place. Special institutions for the provision 

of export credit facilities were set up: Air Finance Ltd, 

to finance credits up to three years for approved export orders 

for British aircraft was peeneCred! by three leading merchant 

banks in 1953, while another sponsored the Manufacturers Export 

Finance Company to discount bills relating to ECGD-covered 

transactions, the big banks having been approached for loan 

facilities. Another arrangement was for a nine-year credit 

for a hydro-electric plant in Turkey financed by Turkish 

Government bonds privately placed among the City's financial 

institutions. These were isolated examples which did not 

have a significant effect, and in 1954 the Economist could 

ask: “Have the great houses of finance and industry missed a 

fine opportunity?" [29].



By the mid-1950s fears of a credit war were becoming 

more extensive throughout the industrialised world. The 

United Kingdom seems to have stayed on the path of righteous- 

ness in observing conventional practices and such agreements 

and understandings as existed at that time. This was largely 

due to the rectitude of CGD whose cover had become indispens- 

able for obtaining practically all medium-term export finance. 

In other countries there was concern that all forms of export 

aid were threatening to get out of rend and the Credit Assurance 

Association's survey [26] reported that by the end of 1953 the 

German sate were opposing relaxation of credit terms. During 

the visit of the British Chancellor of the Exchequer to Bonn 

in the spring of 1954, the British and German governments 

had undertaken to collaborate in their efforts to secure 

‘general abolition of objectionable export incentive schemes 

(including over-generous credit terms). 

Alongside efforts to obtain some degree of uniformity 

in the practices of the industrialised nations competition 

continued, albeit in a less arteries form. ECGD sought to 

improve its cover and the Government persuaded, or at least 

put pressure on, financial institutions to assist. The main 

landmarks since the mid-1950s are now summarised. 

In 1961 ECGD was authorised to guarantee in selected 

cases the repayment of loans to overseas buyers of British 

equipment, applicable only to very large projects. "Buyer 

credits", as they have now become known, werca departure from 

the practice which had hitherto prevailed, ana came to be 
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adopted by other exporting countries. It had the advantage 

of not being technically supplier credit and therefore not 

subject to any existing international undertakings — hence 

more flexibility was possible. There was initial resistance 

from exporters because of the complexity of the arrangements, 

and one ECGD source says that some peeauel opposition still 

exists (mainly, because of conservatism on the part of exporters), 

but the system is now well-established. 

On the financing side, the main development in 1961 was 

to involve both the banks and the insurance companies in the 

provision of finance for long-term buyer credits. Initially 

a consortivm of insurance companies and pension funds agreed 

to provide finance for the longer maturities, the clearing 

panks taking the maturities up to five years (a period which 

they had by this time come to regard as acceptable for export 

pusiness). In January 1962, the clearing banks and a number 

of insurance companies agreed to provide export finance at a 

fixed rate of interest for this type of business. The banks 

were responsible for the shorter maturities at 5.5%, the 

insurence compenies for the longer ones at 6.5%. In Janvary 

1965 the banks agreed to provide funds at 5.5%, irrespective 

of the length of the maturities, in place of the previous 

mixtures of lenders and rates. 

Meanwhile, in 1961 (with modifications in 1965) the Bank 

of England agreed to refinance certain maturities and allow 

banks to count some of these in their liquid assets for the 

purpose of calculating liquidity ratios. These arrangements 

were further modified in 1972 and now take the form described 

later. 
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Until 1966 developments had concentrated. on longer-term 

eredits, but now a scheme was introduced for credits between 

30 days and two years, whereby banks made finance available 

on bills. In 1967 this was extended to open account trans- 

actions involving credit of not more than six months. Origin- 

ally. these facilities ere provided at bank rate, but are now 

at 0.5% above the bank's base rate. 

It is essential to have appropriate ECGD policies to 

qualify for these facilities. 

By the mid-1960s it was clear that ECGD had become the 

key Organisation in the granting of export credit, especially 

_medium~ and long-tern credit. In 1966 it could write: 

"With the effective removal of Exchange Control restrict~ 

ions on credit terms and with the greatly increased use 

of ECGD facilities, pee ecieen the engineering 

field, the Department has become a chief instrument 

for controlling the scale upon which credit is granted 

overseas." [30] 

It could have added that the financial institutions were 

unwilling in practice to make any medium- and long-term 

(and some short-term) loans without ECGD taking over the risks - 

a situation which in essence still applies today. 

Subsequently, ECGD sought to make improvements in the 

cover it offered and to simplify its operations, but essentially 

the system has remained the same. These developments will not 

be reported in detail here since, with the exception of some 

innovations introduced since this research started, they have 

been of a-minor character in principle. . Having traced the 
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main events in the development of the ECGD , let us move to a 

“consideration of the facilities which it offers at the pres 

  

time. 

2.2 Policies offered. 

The Comprehensive Short Term Guarantee is a continvous 

guarantee, renewable annually, appropriate for repeat business 

where credit nema are under six months. All an exporter's 

business must be offered to the Department, though the latter 

is sometimes prepared to cover a limited range of markets. 

Bithersthe risk from the date of contract or the risk from 

the date of shipment may be covered at the exporter's option. 

There are commonsense restrictions, particularly as to credit 

‘limits on individual buyers, but in general the exporter does 

not have to seek approvel for individual shipments up to an 

agreed limit. The normal cover is 90% or 95j: of the loss, 

depending on the cause of the default. 

Premium rates are calculated on the basis of a fixed sum 

at the beginning of each policy year, the amount being determ- 

ined individwally for each policy holder, plus an ed valorem 

premium each month on the value of shipments (or contracts, 

depending on the type of policy). The Department regards its 

basis of calculation as confidential, but publishes everage 

rates charged during the previous year. These declined 

steadily from 0.56% in 1954-55 to 0.24% in 1968-70 and 

1973-74, since when they have risen slightly to 0.26; in 

1975-76. Although the Sevens more extensive than in most 

other countries, these premiun rates aré believed to be the 

lowest in the world. ‘hey are achieved by insisting on 

exporters insuring all their business, so that good risks help 

to.pay for the bad ones. 
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Phe Supplemental Extended Gus 

  

is available only 

to those who already hold the Comprehensive Guarentee.” It is 

intended mainly for companies exporting goods, usually engineer- 

ing, where the usual terms of payment are between six months 

and two years. The range of cover is similar to that of the 

Comprehensive Guarantee, but premiums are based on the coumtry 

of import and the length of credit and are calculated for 

each individual transaction; there is no fixed annual payment. 

  

Specific Guarantees are intended for capital goods, which 

cannot usually be accommodated under comprehensive policies 

since there is normally no continuity of business. ECGD is 

prepared to cover sales on up to five years credit, with 

premiums being assessed individually for each contract. ‘The 

“ visks covered are similar to those covered by the Comprehensive 

Guarantee, but the maximum level of reimbursement is 90). 

As an indication, BCGD gave 3 years as the maximum period of 

eredit allowed for contracts up to £50,000 and 4 years up 

to £100,000 (in 1975). 

Only contracts over £2m will be considered for more than 

five years credit, unless there is evidence of a foreign 

competitor with government insurance support offering more 

favourable terns. 

Reference to the French section will show that their 

  

guidelines are rather more generous to the buyer, but no evidence 

has been found to show how the French export credit insurers 

treat these in practice. 

  

tes are not published, but BUGD states that 
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they should not exceed 1.25% flat for five years credit in 

strong markets and about 3.4% in weak markets. 

- Gonstructional Works Policies offer similar cover to 

specific policies, but take into account the highly 

specialised nature of the business. 

There are other special policies covering sales through 

overseas subsidiaries, consig: 

  

ent stocks, external trade (i.e. 

trade between two foreign countries transacted from the United 

Kingdom), aircraft sales, using fousien sub-contractors, 

leasing, and overseas investments. These are negotiated on 

an individual basis. 

Guarantees for Financing (Supplier credits). 

It has been possible since the 1930s to assign policies 

in whole or in part to a bank, thereby facilitating bill 

discounting, put the schemes introduced in 1966 and 1967 go 

much further. 

If an exporter holds : Conpceneneie Short Term Guarantee, 

he may apply to’his bank for a short-term finance facility. 

The procedure is that ECGD gives a direct guarantee to the 

bank that it will pay to the bank the full amount of any sum 

three months overdue, though the bank will have recourse to 

the exporter for the amount not covered by the guarantee 

(usually 5% or 10%), or for the full amount if the bills have 

not yet been accepted by the foreign buyer. The Department 

fixes a revolving limit and charges a premium of 0.125% per 

  

annum, calculated on the agreed limit, not the use mede of 

facility. The clearing banks have agreed to extend finance 

  

65



to exporters using this scheme, at 0.5% over their base rates, 

against accepted bills or promissory notes. If business is 

done on open account, there are similar facilities, but giving 

a direct guarantee to the bank for only 90% of the invoice 

value, and being available for credits of up to six months 

against the two years when bills are used. The procedures 

are naturally a little different, but essentially the two 

schemes are the same. 

This facility might seem attractive to an exporter because 

it eke ud a new source of finance to him. Whether this 

happens in practice, however, is open to considerable doubt. 

Although at the Head Office of one of the clearing banks it 

was said ‘We should have the Bank of Englend on us like a ton 

of bricks if we didn't lend against an ECGD guarantee", it is 

not certain that the bank will in fact provide the finance. 

Whatever a Head Office may say, lending is normally arranged 

at branch level; while it may have to be approved at regional 

level, it may be stopped at the branch. One case was reported 

where, reasonably enough, the bank refused the facility on 

the grounds that export debts were already included in a 

debenture held as a security against an overdraft. One 

bank manager said he kmew of other cases where the bank was 

unwilling to go to the limit agreed by ECGD. A number of 

branch managers who were asked whether they would reduce a 

customer's general overdraft limit if he negotiated a direct 

guarantee without exception said they would. (It will be 

recalled that similar answers were received in respect of 

factoring facilities, though it was noticeable that there 

was considerably more hesitation when replying to the question 

on direct guarantees.) Viewed in this light, the facility 
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does not automatically open the door to new finance without 

curtailing an existing source. During the period covered by 

this research, the banks have had plenty of funds available, 

but one manager made it quite clear that if money became tight 

he might prefer to lend for more profitable purposes, €.g. 

personal loans. [1] 

The main attraction of the facility is the cheaper finance, 

but this too is not necessarily so for all exporters. % may 

be no cheaper than other sources of finance, say a Eurocurrency 

Roan. But even if one confines oneself to bank finence, the 

advantage may not be very great. Since the ECGD premium is 

0.125% on the agreed ceiling, an exporter having a fluctuating 

level of trade and an overdraft at 1% over base rate might not 

find it worth while. 

Commerce International quotes an estimate that only about 

oneaets wal of those entitled to the facility actually use it [31]. 

Sometimes this is due to ignorance. For instance, a bank 

manager reported that a small but very sound concern paying 

if over base rate on its general overdraft refused to apply 

for the facility on the grounds: that it would cost too much 

to administer. (Since he was already administering an ECGD 

policy, the extra work would have been negligible, and it was 

estimated that he would save about £3000 a year. Significantly, 

his bank manager was also ignorant, and could not advise him. ) 

In another company - a very big one - the Financiel Controller, 

apparently like the rest of the accounts department, did not 

even know that the facility existed. (In view of the millions 

of pounds which the Government used to keep this company alive, 

perhaps this small matter was of little practical conseguence.) 
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On the other hand, at least one multi-national company is 

using this scheme to finance shipments to-one of its 

  

subsidiaries.abroad, then with wing the documents from the 

scheme a day or two before their due dates. One of the 

clearing banks is believed to have been instrumentel in 

negotiating changes in the regulations to enable this to be 

done. [1] It is assumed by the researcher that practices of 

this nature were what Peter Vigger, a director of a merchant 

bank, had in mind when he referred to the matter in the House 

of Commons [32]. The Minister coumented that "as long as they 

are exporting we want to encourage them to go on exporting". (33] 

While one may admire the company for using to the full all the 

resources at its disposal, it is difficult to see how the 

system furthered exports in this case. It merely adds to the 

‘eonfusion in any attempt to assess the value of this facility 

in relation to its declared purposé of encouraging our export 

trade. 

As reported under clearing benks, ECGD also assists in 

the provision of medium-term supplier credit for up to 5 years 

at a rate which is fixed at the time of the contract - at the 

end of 1975 it was 7é minimum. In addition, the bank charges 

a commitment fee of 1% flat, a negotiation fee of 0.1% flat, 

and the Department's premium is 0.125% flat. Under this 

scheme, the Department guarantees to the bank 100% of the 

value of accepted bills; with typical terms of payment these 

will usually represent 80% of the contract amount, 20% having 

been paid in cash. 

As with the shorter term bills facility, ECGD retains the 

right of recourse to the exporter for any funds for which it 

is liable to the bank. The latter.is thereforeat, risk only 
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from the time money is advanced after shipment until the bilis 

are accepted, during which period he has recourse to the 

exporter. Although the guarantee to the bank is 1007, the 

exporter will be covered by his policy only to the extent 

of 90% of any loss - ECGD therefore retains the right of recourse 

to him in respect of of any losses not covered by the policy, 

e.g. the remaining 10%, or if the exporter delivers faulty goods. 

Banks' refinancing facilities. 

Since 1972, if the amount of any clearing bank's export 

lending on medium-term export finance exceeds 10 of its current 

account deposits, it can refinance the excess through BCGD. 

(In July 1976, it was reported that the figure was to be 

revised "temporarily" to 20%.) Since the banks are lending 

at fixed rates in markets where rates normally fluctuate, they 

are compensated for any losses by being paid the difference 

petween the fixed rate and an "agreed rate! built up from 

the "observed rate", i.e. the mean average yield on Treasury 

Bills and the lending rate to nationalised industries, pius 

an “unmarketability" factor. Since 17.10.74, the second 

   element has tapered from.1.25% when the observed rate is 7 

  

, 

to 0.125% when it is 14.5% or more. John Stanley in the House 

of Commons considered this to be "atiractive business" for the 

banks, when considered in conjunction with the 4% «commitment 

fee charged to customers, though perhaps not too far out of 

line with normal returns [34]. 

dits). Guarentees for FRinencing (Buyer Cr 

  

and long-term credit may also be financed 

    

by buyer credits. As already reported, this technique 

   developed by ECGD and increasing numbers of contracts are 
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financed this way by all industrialised countries. In the 

United Kingdom practically all ECGD-backed long-term finance 

is in the form of buyer credits. From the exporter's point 

of view, the advantage is that there can be no recourse to 

him for any percentage of the loan. 

Technically, a loan is made by a United Kingdom bank to 

the overseas buyer (or more usually his bank). Normally the 

loan will be for €0% of the contract value, the buyer being 

required to pay 20% in cash before shipment (normally spread 

over the period of manufacture). This introduces procedural 

complexities requiring supplier-buyer, lender-borrower and 

ECGD-lender contracts to be negotiated simultaneously. In 

practice, the arrangement is for the United Kingdom bank, as 

lender, to pay the exporter direct, on behalf of the borrower. 

Curiously, the established procedure does not require a 

contract between the exporter and the lender, requiring the 

lattex to transfer the payments on the due dates. 

Frequently, a merchant bank will undertake all the 

financiel negotiations - a complex business, which may result 

in a financial agreement running to forty or fifty pages in 

length. It will charge a management fee for its services, the 

actual figure depending on the circumstances of the individual 

transaction but probably of the order of 0.125%. It is also 

quite common for the merchant bank to arrange for the 207 

“front end" finance to be borrowed by the buyer in the Euro- 

currency market. Since this removes the theoretical advantage 

of giving the buyer an incentive not to @efeult on the contract 

before shipment by the commitment of his own funds, it is 

regarded as risky business and appropriately high interest 
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rates will be charged. It is not surprising that in 

  

no lenders can be found to provide this front-end fi 

  

negotiations founder at this stage. 

During the course of this research cover has been made 

available for pre-shipment finance on overseas contracts 

with a contract value of at least im, which may help to 

overcome this problem for exporters. However, this c 

    

available "selectively", and no information is yet & 

as to its operation in practice... Any pre-shipment finance 

obtained in this way does not qualify for the preferential 

fixed interest rates. 

Guarantees for lines of credit. 

Medium- and long-term finance so far discussed refers 

to specific contracts. Since 1967 ECGD has guaranteed lines 

of credit to cover projects or buying programmes comprising 

a number of individual contracts of relatively small value, 

sometimes as low as £5000, though the total line of credit 

may be substantial. ECGD eeceriy eel vec a financial guarantee 

to one United Kingdom clearing or merchant bank, which will 

then get backing from other banks. Finance, usually for 

petween 60% and 85% of the contract value, is made available 

on the same fixed interest rates as for medium and long-term 

credits. Because of the varied nature of requirements, each 

policy is negotiated individually. 

ECGD states that the initiative for granting these lines 

of credit comes from a variety of sources - British manufacturers 

who have learned of an appropriate project, British or foreign 

banks who learn of suitable projects, foreign buyers ~ 
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but the end result is that a British bank grants a line of 

eredit to a foreign Government or Government agency for projects, 

or to a foreign bank if a general line of credit is granted. [1] 

ECGD comprehensive policy holders and those whose contracts 

would normally qualify for specific cover are eligible. 

In the year 1973-74, the last year for which figures were 

available when this part of the research was carried out, 

drawings made on these lines of credit amounted to £39m, or 

0.3% of United Kingdom exports for that year. Gag 

The foregoing policies may be regarded as the main body 

of ECGD cover available. A number of special policies have 

been Geveloped, in addition, and these are now briefly 

" considered. 

Cost escalation cover is, in eSsence,a method by which 

part of increased costs on large contracts is met by the 

Government. It is claimed that the reason for its introduction 

was the availability in France of cover against increased 

costs due to inflation, which it was considered gave en unfair 

advantage to French exporters. The ECGD cover is intended 

for major contracts worth at least £2m and requiring a “ 

manufacturing period of at least two years. It was originally 

introduced in 1975. The method of its introduction ~ as an 

amendment on the final reeding of the Export Guarantees 

Amendment Bill - is an indication of the haste with which 

1     
it was conceived (a reading of the debate mi the haste 

only too clear). ‘Because of the difficulties experienced 

   
in its operation, a revised scheme was introduced in 1976 end 

  

it is obviously too early to comment on the outcome. It is, 
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however, apparent that not much use has been made of the scheme. 

On the one hand, BUGD does not wish to enter into large open- 

ended commitments, while on the other hand exporters have 

found that when the details of the method by which cost 

inereases are calculated are carefully examined the cover does 

not seem particularly attractive. 

The “insurance cover" provided by the cost escalation 

policy is strictly speaking a subsidy, very thinly disguised, 

and not part of export financing-on a strict definition. It 

was suggested, when the scheme was introduced, that the cost 

would work out at £50m per annum, but this was obviously very 

much a guess. 

In some construction contracts, performance bonds ere 

required from insurance companies or other financial institutions 

(the legel position varies according to country of import) to 

ensure adequate performence by the contractor. In appropriate 

cases, ECGD is willing to indemnity the bond giver. Depending 

on the nature of the bond, the cost is 1% or 1.25% per annum. 

[36] ne 

In some importing countries, bonds are acceptable only 

if the importer (usually a Government department) is the sole 

judge of whether the performance of the contract is adequate. 

ECGD is now prepared to insure against the possibility of the 

ds ponds being called without justification, even when the b    

themselves are not supported by ECGD. This cover against 

unfair calling of bonds is available where the form of the 
See ele rrenetn ee 

  

ag country is 

  

bond is accept the impor 

  

considered suitable. The cost is 0.50% per an: 

ie



Projects participants insolvency cover, available from 

the end of 1975, insures main contractors or consortium members 

participating in major export projects of £20m or more for 

90% of the loss arising from the insolvency of a sub-contractor 

or fellow consortium member. The cost of this cover is 1.5% 

per annum on the maximum liability. 

An exchange risk cover is intended to cover certain 

limited exchange risks in meeting forward exchange contracts 

when a buyer defaults. The problem has arisen, not because of 

any shortcomings in the foreign exchange forward markets or any 

attempt to encroach on existing commercial and financial 

practices, but to cover any loss which might arise due to 

fluctuations in exchange rates between the date of default of 

a foreign buyer and the date contracted for delivery of foreign 

currency against a forward exchange contract. The question is 

really a technical one from the exporter's point of view - 

if a foreign buyer defaults and the contract of sale is in a 

foreign currency, for the purpose of claiming against a normal 

ECGD policy the loss would be converted into sterling at the 

rate ruling on the date of default, and the exporter would be 

required to buy foreign exchange in the market at the date 

stipulated in the forward contract. 

These special policies are of such recent introduction 

that comment on their operation is not possible. 

Special aircraft and shipbuilding policies are offered. 

These are essentially variations of specific guarantees and 

are obviously of limited application. 
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Services po: 5, broadly following the lines of 

  

insurence of sales, may cover invisible exports in the form 

of professional services, royalties, copyright fees and so 

on. As with small exporters and business promotion policies, 

there has been so little demand that for practical purposes 

they may be regarded as extinct. 

Addenda 

Guarantees for financing. Since this chapter was written, 

the cost of finance under the direct guarantee scheme has risen 

from 0.5% to 0.675% above the lending bank's base rate. 

Banks' refinancing facilities. The panks' lending for 

medium-term export finance is now re-financed through ECGD 

only when it exceeds 24% of non-interest-bearin deposits. y 3 & 

3)



2.3 Export Credits Guarantee Department and the use of 

  

Developments which have occurred during the course of 

this research merit separate mention. 

Traditionally, the Export Credits Guarantee Department 

has been concerned with guarantees expressed in terms of 

sterling; although it has for a long time been possible in 

approved cases to have policies endorsed in foreign currencies, 

it was the sterling equivalent at the date of relevant events 

which was paramount. Similerly, with the inception of suarantees 

for financing, all operations were required to be in sterling - 

_ indeed the special facilities for re-financing wers available 

only to the clearing banks. Since the beginning of 1977, 

changes in the rules under which the Department operate have 

enabled it to arrange finance in curneanies other than sterling. 

(At the same time it is encouraging exporters to consider the 

merits of invoicing in foreign currencies, but this is a less 

important issue.) 

The objeet of arranging finance in other currencies for 

medium end long term credit is, from the United Kingdom 

Government's point of view, to ease the burden on the 

Consolidated Fund (through ECGD re-financing) and to shift 

it to foreign sources of finance, thereby easing the strain 

on the balance of payments. A more specific reason, not 

quoted by Government sources, was to reduce the public sector 

borrowing reouirement in order to facilitate the granting of 

an IMF loan.



The new rules allowed the Department to extend its 

direct guarantees to foreign banks supplying finance for 

British exports, and for British lending banks raising loans 

on the Euro-currency market, usually in US$ or DM. ECGD 

undertakes to adjust the interest receivable by the bank from 

the borrower to the level of an agreed rate of return, related 

to the cost to the lending bank of raising funds in the 

Euromarket. ECGD is also prepared to adopt the réle of co- 

lender, in that it will take over the loan for the remainder 

of the credit period if the period of the Buro-currency loan 

raised’by the lending bank (usually a maximum of seven years) 

is insufficient to cover the full term of the credit granted 

to the buyer, and the bank or an alternative commercial lender 

is not prepared to carry on the loan. 

Although the new rules are of en enabling nature, it 

became clear that the Department intended to insist on foreign 

currency being used for this type of operation. The USSR in 

particular was thought to be likely to resist from the outset, 

since it was well aware of the advantages of probable sterling 

devaluations, and would be likely to insist on the use of this 

relatively soft currency. In the event, the Department admits 

to having met buyer resistance. [i] 

(That this is not an imaginary difficulty is shown by 

the fate of Italian suppliers in negotiations for a steel 

plant in Brazil. They dropped out of negotiations when the 

Brazilians insisted on the finance being available in lire, a 

soft currency with prospects of being devalued, instead of 

US$ or DM, which the supplier proposed. The United Kingdom 

company offering finance in sterling (negotiations having been 

va



  

heen Pe eae ow | 7S _— 

  

started before the new rules came into force!)finally won the 

contract. [38])  . : 7 : : an 

    

It is understood that, in fact, contracts have been es 

signed utilising foreign currencies as the source of finance, 

but it is still too early to offer an opinion as to the 

success of the new method. 

  1G ; “



3. Commentary on United Kingdom Export Finance. 
  

3.1 Dhe extent of the requirement for special export finance 

facilities. 

  

fhe fores#oing summary of the facilities available does 

not fully consider the extent to which they are used or 

whether there are any shortcomings. Whether they are, in fact, 

used is not necessarily an indication that they are indispensable 

or even the most appropriate. 

Table 1 helps to bring the overall situation into 

perspective, showing the pattern of credit granted for United 

Kingdom exports. The figures are based on Statistical Office 

surveys which are acknowledged to be subject to some error. 

As a measure of the time taken to receive payment, more 

serious than statistical errors are delays in payment, since 

_ the figures given represent the contract terms. Nevertheless, 

possible errors cannot seriously distort the general picture: 

more than 85% of British exports are supplied on terms of 

six months credit or less, and less than 5% of British exports 

require more than five years credit. This pattern has been 

stable for more than a decade. (While there are some fluctuations 

in the “over five years" category, this is not surprising, 

since contracts with these terms are relatively few and values 

very high. In Sees circumstances a single contract delayed 

by a month at the end of the year can make a noticeable difference 

in the figures for two years.) As would be expected, most 

financing problems are associated with these longer terms of 

eredit, which are mainly for underdeveloped countries. 

ig
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When considering United Kingdom export finance, it is 

relevant to consider the nature of companies importing United 

Kingdom goods and their relationsnips with the exporters. The 

information shows that less than 20% of our exports are by 

companies with no overseas associates.(Table 2). 

While one cannot draw too firm conclusions without much 

more detail, it seems reasonable to assume that companies 

under direct foreign, especially United States, control will 

not rely specifically on United Kingdom sources of finance. 

They will do so if they find it more advantageous, but if they 

find it more advantageous to arrange finance through the parent 

company this is hardly likely to affect their exports. The 

same considerations will probably apply to the associates of 

foreign controlled companies, giving a total of 29% (4973) 

which could probably be financed from abroad without having 

any serious repercussions on United Kingdom exports. If we 

add to this the 15% by United Kingdom controlled companies to 

related concerns overseas, we reach a total of 44% of United 

Kingdom visible exports for which United Kingdom finance need 

not be of vital importance. (The extent to which these trans— 

actions may be considered to be no longer export finance is 

illustrated by the fact that official United Kingdom Balance 

of Payments figures now classify export and import credit 

between related companies as capital flows.) Moreover, at 

least some of the companies with overseas affiliates are 

likely to be big multi-national ae so that financing 

theix "non-related" exports is partly in the realms of "multi- 

national finance" rather then pure “export finance”. Others 

are large companies, and should have no special difficulty in 

covering the export financing requirements from their normal
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sources. By interpolation in data from Business Monitor MA, 

jit is found that at 1974 prices (with similar patterns for 

other years) about 60 companies accounted for half the United 

Kingdom's exports, each one exporting well over £20m. It is 

reasonable to assume that these are very substantial companies 

with access to long-term finance without special provision for 

export. Over 94% of United Kingdom exports were provided by 

companies exporting over £2m per annum each and it seems likely 

that many of these will also be substantial companies which 

would not be seriously affected by the absence of special export 

finance provisions. Exceptions are, of course, those companies 

handling multi-million pound contracts for which extended terms 

are required and where the burden of a succession of contracts 

would prove impossible without this sid. 

For the bulk of United Kingdom exports, the necessary shoxjt- 

term credit poses few problems of substance. Those which do 

occur usually fall into one of two categories: (a) common to 

domestic and export business, (b) attributable to ignorance of \ 

procedures peculiar to export. The former falls outside the \ 

scope of this report and the latter attracts further comment | 

later. eee 6 

3.2 Commentary on Export Credits Guarantee Department. 

It has been seen that the initial roéle of ECGD was to 

provide insurance against bad debts, and for many years this 

was its sole function. In recent years it has entered into 

financing proper, and in the view of one official this now is 

its most important activity. {1] As far as medium- and long~ 

term credit is concerned, the researcher finds it impossible 

to separate the two activities. 
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The volume of its business has growm to cover more than 

orts, from only & in 1947 

  

one-third of United Kingdom eé 

(in the last Gccadey ithe figure has fluctuated between 33% 

and 3&). The reasons put forward by ECGD for the increase 

are (a) improvements in cover, (b) periods of credit required 

are lengthening, thereby increasing total amounts at risk, 

(c) the value of policies in securing bank finance. [39] 

The percentage of exports covered is higher than in any other 

country in the world operating a similar scheme. 

One of the features of the system which has attracted 

criticism is the “all or nothing" principle which rules short- 

term guarantees. ‘There can be little doubt that the percentage 

covered by ECGD is inflated by exporters being compelied to 

insure a sometimes substantial proportion of their exports 

where the risk is negligible. It is difficult to believe that 

exporters would regard developed countries in Europe end North 

America almost as risky as non-OPEC developing coumtries, yet 

41% of United Kingdom exports to the former area and 430 of 

those to the latter area are covered by ECGD policies. As 

much as 62% of ECGD's business covers exports to developed 

countries, and it seems reasonable to think this percentage 

would be much lower if exporters had a completely free choice 

of markets to be covered. This view is reinforced by a 

comparison of these figures with German and Netherlands exper- 

dence. The researcher does not consider the issue to be other 

+ 
than a minor one in terms of. overall export performance, but 

by both 

  

pe
 

% does show the need for modification of cl 

  

supporters and critics, that ECGD is instrumental in providing 

assistance for over a third of British exports - some of the 

assistance is in fact regarded as a hindrance, however small. 

£40]



(The "all or nothing" principle has obvious advantages for 

the underwriters - spread of risk and ease of administration - 

and one may note in passing that the European counterparts of 

ECGD are now more actively promoting this principle.) 

Although figures are readily available to show the pro- 

portion of United Kingdom exports covered by ECGD policies, 

it is not easy to break these down further by category of 

eredit. ECGD states [40] that 77% of its business relates to 

exports on less than six months, but gives no details regarding © 

the remaining 23%. Comparison with the figures in Table 1 is 

not possible because of the different breakdown of credit 

terms and the fact that Table 1 refers to contracts placed 

and BCGD figures refer to shipment. However, if one accepts 

the unanimous view of those interviewed, it may be said that 

ECGD covers all credit transactions over two years. Using 

erude calculations and interpolatioris .one may suggest that 

about 55% of credit transactions between two years and six 

months are covered (probebly nearly 100% at the longer end 

of the range, tapering to about 30% at the shorter end), with 

just under 30% of the country's exports at less than six 

months credit being covered. These are rough estimates, but 

they are not inconsistent with the published figures or with 

common sense. 

Since its collaboration is thus essential for the pro- 

vision of medium- and long-term finance and it can facilitate, 

though not ensure, access to finance at preferential rates for 

shorter term credit, it occupies a powerful position. In 

granting all policies, but especially specific policies and 

direct bank guarantees, the limits it imposes may 
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by its view of the financial status of the exporter as well as   

of the buyer and his country. This is resented by so    ne 

that it gives a Government department too 

  

exporters who f 

much power to interfere. There is also apprehension in some 

quarters of the Department's power to require complete approval   

of the buyer-seller contract when financial guarantees are 

  

given, a confidential internal memorandum in 

a lerge group some years ago: 

“Jt is an inflexible principle of ECGD that they must 

approve any future business by the exporter on credit 

terms or over a certain amount on cash terms in the 

territory covered by the Finance Guarantee during the 

entire currency of the loan and by participating in this 

agreement [we] have to submit to a curb on the Group's 

activities in the market in question." tid 

Phe Department considers this power necessary to prevent 

companies endangering repayment of existing loans by increasing 

buyers' indebtedness. The covnter-argument is that the 

Department is powerless to prevent such a danger anyway, since 

if a British exporter does not supply, a foreigner will. 

One may perhaps wonder whether Tim Renton was right when 

he said in the House of Commons: "The Export Credits Guarantee 

Department has in many ways become an export bank in all but 

name", determining entirely terms on which finence is made 

available and imposing curbs in a similar way to a commercial    

pank [41]. It has at least partly fulfilled the recommendations 

of the Faringdon Committee in 1916! 

  

Complaints of interference in other than financia 

have been reported. One multi-national company was engaged 

&



in an argument with ECGD over the inclusion of wnits to be 

supplied by its foreign parent compeny for a multi-million 

pound project to be supplied by the United Kingdom company. 

The Department took the view that a British company should 

have been invited to supply comperable units. There were 

substantial technical reasons for not doing so, but in any 

case it was totally unrealistic to expect such a company to 

‘supply a competitor's equipment. The company in question 

expected to win the argument, but greatly resented the time 

wasted [1]. 

a aS arene 

a While it must be recognised that the Department has 

considerable influence, it must not be forgotten that about 

two-thirds of United Kingdom exports are not covered by EOGD. 

It is an open secret that big companies like ICI and Unilever 

are not policy~holders. ther companies consider their 

knowledge of individual markets is much better than the 

Department's and create a reserve for bad debts. They 

| believe this procedure costs less than paying ECGD premiums, 

\ even though the latter are allowable expenses for tax purposes,/ 

"Criticisms have been heard of the Department's effective- 

ness. It is particularly criticised for being inflexible, \— 

reluctant to take risks and failing to appreciate that business 

mentality abroad is not sympathetic to Civil Service methods. 

On all of these, judgments must be subjective because of the 

nature of the problems, but some limited comments may be made. 

Inflexibility is a characteristic of most large organis- 

ations, where much of the work of necessity has to be done by 

  

relatively junior staff. A number of views have been h 
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the effect that in dealing with the Department the more senior 

ial and the more he is involved in direct discussions 

  

with industry, the more flexible he is likely to be. 

Complaints of conservatism and reluctance to take reason- 

able risks are countered either with denial, or the apparently 

perennial re “it's the public's money we're dealing with." 

  

Since the form of accounts and reporting was changed from the 

1974-75 year, it has been possible to make some quantitative 

assessment of this matter. At 31.3.76 the reserve on Commercial 

Account, i.e. business where normal commercial criteria are 

required to be applied, stood at 2.4% of the amount at risk, 

whereas the Department considers 34 as necessary (though why 

this figure is deemed appropriate is not stated). On National 

Interest business not considered appropriate for Commercial 

Aecount, no target level for the reserve has been set, but on 

the same date it stood at £132m against a maximum liability 

of a is, of course, quite possible that if the Department 

had applied different criteria and been more liberal in granting 

policies, the reserves would have been little changed, but on 

the whole the figures do not support any charge of over-caution. 

Critics seem to be on safer ground in criticising the 

Department for delays in reaching decisions. Although one 

Regional Director states that replies to requests for decision 

are sent out on the same day as the queries are received in 

60% of the cases [1], over the country as a whole this does 

not seem to be the case. It is acknowledged by some members 

of the Department that there have been delays. Some may be 

inevitable because of the nature of the problems. Project 

finance is extremely complex, but one major contractor in 
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this field estimated four to six months as the normal time 

required to negotiate ECGD cover. ithough hard evidence is 

difficult to come by, this appears to be well in excess of the 

time required in France and Germany, and some exporters fear 

that delays may lose orders. 

Finally, in this commentary on ECGD activities, we may 

briefly note the extent of ECGD's intervention in financing 

proper. On 31.3.76, the Department's re-financing leans to 

the clearing banks amounted to £1628, This figure represents 

6.3% of the London, Scottish and Northern Ireland clearing 

banks! total deposits on the same date, or 14.7% of their 

sight deposits. Whether it would have been practicable, or 

more effective and desirable, to have insisted on these funds 

- coming cron the banking system (in addition to the 1& of non- 

interest bearing deposits), thereby curtailing current domestic 

demand, instead of supplying funds from long-term Government 

borrowings or taxation is a matter of political judgment. Since 

the amounts required for financing long-term export credit are 

expected to grow considerably, i seene elear that the United 

Kingdom banking system on its own, geared as it is to short- 

term lending, would be unable to cope. (See also addendun 2.92) 

Since the inception of the present scheme in 1972, the 

annual cost of the interest rate supplement, effectively a 

subsidy, has risen from £20m to £140m in 1975-76. 

3.3 The rdle of ignorance end incompetence. 

One cannot leave the subject of export in the United 

Kingdom without commenting on the lack of knowledge of export 

procedures in manufacturing companies and even in banks. 
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Perhaps because of the historically early specialisation in 

the United Kingdom, there exists a very high degree of compet- 

ence in a limited number of institutions, but it seens sadly 

lacking elsewhere. It is a matter on which the Institute of 

Export comments frequently. Here, a few examples from the 

present research will be given. 

Most clearing bank officials, including branch managers, 

not only know nothing about export procedures, they cheerfully 

admit it. The foreign branch officials, on the other hand, 

are generally very well informed; keen and conscientious, and 

banks ‘rely on them to do all the foreign work. The problem is 

that in many cases all but the biggest industrial enterorises 

deal only with local branch managers, and the psychological 

effect, in an export context, is probably damaging. Tven an 

industrialist who is reasonably cynical about the ability of 

his bank manager is likely to take the view that if export 

matters are too. much for a banker, he cannot expect his own 

staff to cope. The fact that his bank will be only too 

willing to arrange for the assistance of one of its foreign 

branch staff will not necessarily eradicate this impression. 

In banks, there is rarely, if ever, any interchange of 

personnel between home and foreign branches to alleviate the 

difficulty. This particular prosien will prohably get worse 

as the "Finance. of Foreign Trade" is to be dropped as a 

   
   compulsory subject in the Institute of Bankers exemination 

(though it will renain as an optional subject). 

  

   A company secretary had resisted a proposal to tr 

the export office to his company from the distant and 

oO
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inconvenientiy located parent company, on the grounds that the 

work was too complex. He admitted that he had never seen a 

Bill of Exchange - it was something he had learned about for 

his examinations twenty years earlier and then forgotten. 

Although textbooks aimed at the practical exporter 

  

stress that irrevocable letters of credit confirmed by a 

reputable United Kingdom bank are completely safe, in real 

life this safety is frequently relinquished. A full discussion 

would be lengthy and only peripheral to the main subject of 

this report, but the principal reason is the failure of an 

exporter's staff to conform with the terms of the letter of 

credit. Sometimes circumstances make this inevitable, but 

frequently it is sheer ignorance or incompetence. This matter 

: has been discussed with several foreign branch bank managers 

and senior bank personnel; it is clear that at least half of 

the letters of credit negotiated are done so under indemnity 

because the documentation is defective.. The Financial 

Controller of a £100m+ exporter was well aware of the problem, 

but found he could do little about it as his company's salary 

scales precluded him from recruiting appropriate staff. The 

fact that in spite of these problems very little trouble is 

encountered in practice raises the question of whether it is 

worth using this method of payment on its present scale, since 

the banks! confirming charges wovld be saved. ‘he point is: 

if exporters lack knowledge in this elementary practical field, 

what knowledge can one expect in other aspects of exporting? 

q 
7. OD

 

Other examples have already been quoted on page 
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3.4 Conclu 

  

The wnechanisms available for the financing of exports 

are adequate, the key organisation, the Export Credits Guarantee 

Department, being better developed than in other countries. 

One of the reasons for this may be that United Kingdom banks 

have been less enterprising than their foreign counterparts in 

providing export finance, preferring to lend their money 

against the safe security of fixed assets, leaving the Depart- 

ment (urged by the more enterprising exporters) to take the 

initiative. 

The only areas presenting substantial problems to the 

exporter are concerned with credit over two years, especially 

front-end finencing. This is, however, an international 

problem not confined to this country. 

Addendun ; 

In the financial year 1976-77, the cumulative amount of fixed 

rate sterling export finance which was refinanced by ECGD 

rose to £2133m, representing 5&é"of the total. The annual 

interest cost of the scheme rose to £220m in the same year. 
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CHAPTER 7 

FRANCE 

1. Export financing institutions and practices 
  

1.1 Introduction 

France has been frequently quoted as a country which 

has offered its exporters a number of unfair incentives - 

loans at Peyeniebie rates of catecest tax rebates, cost 

escalation insurance, pre-shipment finance. It had already 

achieved this reputation in the early 1950s: 

"'Frence, whose exchange retention scheme and substantial 

tax rebates for exporters make it easily the worst 

offender..." [35] 

and it is clear from comments made during the Second Reading 

of the Export Guarantees (Amendment) Bill on 10th February 1975 

that France is still regarded as guilty of malpractices. 

Suspicion of French activities in the field of export finance 

was also expressed by several who were interviewed during the 

current research. 

While there may possibly have been justification for this 

feeling at one time, at least some of the criticisms of French 

practice seem due to a failure to understand differences 

between French and British banking systems. It will be 

necessary to examine parts of the French system in some detail 

in order to understand how some of these misconceptions have 

arisen. 

93>



1.2) herb 

  

ironment 

After the last war, very detailed control was imposed on 

the banks to ensure compliance with Government policy on 

reconstruction. The country's foreign currency reserves were 

so precarious that immediate restrictions on imports were 

imposed during several crises up to the mid-1950s (even 

consignments of essential spare parts destined for France 

had to be retrieved from United Kingdom docks, so sudden was 

the application of these restrictions). Regulations governing 

France's international trade, though important, were only a 

small eee of the economic controls which were introduced. 

Planning, edministered by a competent and powerful Civil 

Service, became en essential feature of post-war economic lize, 

and the banks were compelled to serve the aims of the successive 

plans by making finance available, sometimes at favourable 

rates of interest, for those activities which contributed to 

their aims. (Since they depended on the Central Bank to re- 

discount most of the commercial paper they held, they had little 

choice.) Official control of the banking system became firmly 

established, as will be seen from the following brief account 

of the major institutions concerned with the provision of 

export finance. 

The Bancue de France was nationalised in 1945 and is now 

run by a Governor and two Deputy Governors, with the assistance 

of a council of ten (nine appointed by the Government and one 

elected by the staff) and one. inspector with limited powers of 

veto appointed by the Ministry of Finance. ‘fhe Banque fulfills 

the usual functions of a central bank and an issuing bank. 

it was formed in 1945 and is   



Tesponsible for decisions on national credit policy. The 

Chairman is the Minister of Finance, and the Vice-Chairman 

is the Governor of the Banque de France. The close link 

between the Conseil and the Banque is further illustrated by 

the fact that its permanent staff is supplied by the Banque. 

Among its functions are the formulation of credit policy and 

the regulation of credit techniques, as well as the rates of 

interest charged by the banks. 

The Banque Francaise du Commerce Extérieur (BFCE) was 

formed under the provisions of EHe law which nationalised 

the Banque de France, and it began operations in 1947, though 

it was essentially a revival of the Banque Nationale pour le 

Commerce Sxtérieur formed after the first world war. Its 

shareholders are the Banque de France (24.65%), the Caisse des 

Dépdts et Consignations (24.65%), the Crédit National (15.77%) 

. and other public bodies and nationalised banks. (The Caisse 

is an important public body. The Crédit National is not to 

be confused with the Conseil National du Crédit mentioned in 

the previous paragraph - it is a specialised institution, 

being the vehicle through en One Treasury provides finance.) 

The BFCE's objectives are to facilitate the financing of 

external trade, both imports and exports. In eddition to 

providing direct assistance with external trade, it now owns 

shares in a number of financial organisations with specialised 

functions, e.g. factoring, multinational banks and consultancy 

organisations. 

If one adds that the three biggest banks, the Crédit 

Lyonnais, the Société Générale and the Banque Nationale de 

Paris are also nationalised, it will be seen that the state 
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has direct control over a major part of the banking system. 

4s will be seen, the French credit insurance organisation is 

also effectively a Government agency. 

However, it is not only this complex interlocking of 

shareholdings which ensure the co-operation of the banking 

system in serving the needs of economic planning. Day-to-day 

control of the banks is much greater than in the United 

Kingdom; it is exercised by the Commission de Contréle des 

Banques, the Chairman of which is the Governor of the Banque 

de France. Moreover, the Banque de France requires monthly 

returns from all banks showing credits over FF 200,000 

granted to any one customer. The purpose of the returns ig 

to check the total advances to individual companies, as it is 

the normal practice for a company to have several benkers. 

The Banque de France aggregates the credits granted by each 

bank to a company, and if the total advanced exceeds the 

agreed limit all the bankers are informed and en explanation 

is required from the compeny. Althcugh one of the industrial 

sources consulted claimed that there had never been more then 

routine enquiries concerning the company of which he was the 

financial controller, another said that there was always a 

prompt request for an explanation if his company's credit 

requirements differed appreciably from those forecast. (The 

apparent difference is almost certainly due to the nature of 

the business carried out by the two organisations, since the 

latter company exports substantial amounts on short-term credit, 

and being part of a multi-national organisation may be called 

onto supply an overseas customer at short notice if another 

    plent is overloaded, whereas the former has much more easil 

predictable requirements. ) 
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From the discussions held with French industrial, banking 

and academic contacts, it may safely be said that the degree 

of control exercised on French banks reaches a level which is 

barely conceivable in the United Kingdom. The detailed nature 

of this control is well illustrated bythe list of "les 

principaux mécanismes de isteibutionsay crédit" published 

by the Banque de France, which includes nearly 150 forms of 

credit available to French businesses. When these were 

explained to a British bank manager, his comment was: "Most 

of these things wovld be settled-in five or ten minutes in 

this country - either in my office or on the phone". [1] 

The facilities listed may be regarded as a highly formalised pew 

catalogue of the purposes for which banks are allowed to lend - 

and then only within the prescribed limits - rather than of 

special funds over and above those normally available. Whereas 

a British business would obtain funds for many of the purposes 

_ listed by means of a general overdraft, this is not so in France. 

A British businéssman would probably regard an overdraft as 

the first source of funds to be considered, a French business- 

man would probably consider it last. In France an "avance en 

compte débiteur" or "débit eon ve Courant! is essentially 

short term in practice as well as in theory and is more expensive 

than a loan under one of the formal credits. (The overdraft 

rate depends on a combination of the company size and the 

industry, which determine the basic rate, plus a supplement 

based on the maximum amount outstanding in any one month; 

furthermore there may be an additional charge imposed in times 

of credit restraint based on the increase in overdraft compared 

with the previovs month. Because of this complexity, it is 

not possible to give a precise indication of overdraft rates.) 
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Ignorance of this simple but fundamental difference 

between British and French banking   practice is certainly the 

cause of much of the misunderstanding which has been met. 

When British businessmen complain that there are special 

pre-shipment facilities available for French exporters, they 

do not realise that there is essentially no difference between 

these and a United Kingdom overdraft for similar purposes. 

French thinking requires that advances be used for specific 

purposes, and lenders wish to be sure that their funds do 

  

not become "core" lending as has happened in the United 

Kingdom. (In France there are legal difficulties in assigning 

debts other than by way of. bills of exchange and a relatively 

low self-financing ratio means that few assets are available 

as acceptable collateral security.) 

Control of the French banks by the authorities extends 

to the fixing of interest rates. There is therefore no 

scope for negotiation, and inter-bank competition takes the 

form of offers of better seco Competition on this basis 

appears to be quite keen with no understandings about not 

"poaching" on the preserves of another bank. 

Similarly, at national level control is exercised in a 

much more precise way than in the United Kingdom. While 

total liquidity can be controlled quickly in the United 

Kingdom by intervention in the market, its effects are 

relatively indiscriminate, market forces determining where 

they fall. In France the tradition has been to influence 

particular sectors of economic activity directly, with a 

delayed effect on overall liguidity [43]. As a consequence, 

  

the history of French export (and other) finance is littered 
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with frequent changes in pursuit of the general economic 

objectives sought from time to time, and to cope with 

unforeseen Grants ih economic and political life. In line 

with the tradition of exerting direct influence on the economy, 

control has been partly by the use of differential interest 

rates but mainly by the imposition of ceilings on bank advances 

for specific purposes. If a bank does not lend to its ceiling 

for export business, for instance, it is not allowed to use 

the funds for other purposes. The meabed part of its quota 

goes into an inter-bank pool for use by other banks, so there 

is every incentive for the bank to use its quota to the full. 

In order to encourage exports, the Banque de France 

traditionally offered the banks re-discount facilities on export 

“paper at low interest rates (as low as 2% on short-term paper) 

with no quota being applied. The result was that at one stage 

“short term export credit paper...represented about a quarter 

of the Central Bank's advances [and] it was calculated that to 

reise the average cost of advances by one point, the Banque 

de France would have had to rates its rates to the money market 

by four points" [44]. 

The increasing level of preferential rate discounting 

had reached a critical level for monetary policy control. As 

far as advances for export were concerned, in 1970 they 

accounted for 5&% of the Central Bank's fixed rate discounting 

and 36% of its total interventions in the banking system. 

  

_ This led to a reform of the export financing arra 

in 1971, aimed at spreading the load, hitherto borne as to 70% 

by the Banque de France, - 2! ys by the Treasury and 10% by the 
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banks. The tentative aim was to achieve in 1975 proportions 

of 50% by the Banque de France, 25% by the Treasury and 

financial markets combined, and 259 the banks [45]. The 

  

banks undertook to provide finance in all cases where COFACE 

(q.v.) policies were in force. In return, the banks were to 

be guaranteed a favourable rediscount interest rate, but were 

not to be given full re-discount facilities. The position as 

from 22.6.76 was that (except for exports to EC countries) 

the re-discount rate for medium term export paper was 4.5%, 

while interest charged to exporters (or to importers in the 

case of buyer finance) renged from 7.25% to &, depending on 

the length of credit and category of importing country. While 

these rates are favourable to the institutions, it should be 

borne in.mind that French banks carry out the functions usvaily 

: performed in the United Kingdom by both the merchant and the 

clearing banks. Moreover, the banks were required to finance 

an increasing proportion of the advance from funds borrowed in 

the money markets at higher rates of interest ~- indeed it was 

reported at one time that banks were taking on export finance 

business at a het loss in the short term. . rom 22.6.76, the 

percentage of medium-term paper eligible for re-discount was 

reduced to a range running from 72.5% to 60%, depending on the 

length of credit and the status of the importing country. 

Since contracts already in force in 1971 will take years 

to work through the system - for large projects on long-term 

eredit, perhaps two or three years for manufacture, followed 

py ten years or more for repayment - rapid effects coulé not 

pe expected. The extent to which the new scheme is achieving 

the desired results is difficult to ascertain, since the format 
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and detail of the national accounts undergo changes from year 

to year, and breakdowns are not always sufficiently precise. 

In particular, it is not always clear whether eligible paper 

is immediately eligible (mobilisable & la Banque de France) 

or eligible at some future date under the medium-term procedres. 

fhe proportion of the Central Bank's total refinancing 

activities peroree to exports has fluctuated considerably 

from year to year. There have been fluctuations in the amomts 

refinenced and large amounts were made available for other 

purposés in 1972-73-74, both factors being reflected in the 

rather volatile ratio. The Provisional Report and Accounts 

for 1976 (Appendix 11) shows that 50% of all commercial banks' 

recourse to the Central Bank were for medium-term export credits 

and this appears to be somewhere near the underlying ratio. 

From the standpoint of its aim to reduce its comnitments to 

industry while still offering necessary export facilities, the 

Central Banxappears to have been successful. Table 3 shows 

the position in 1975 and 1976 - eieue to the Gbjectives stated 

on page 100. 

1.3 Financing institutions. 

There is not the wide range of financing institutions 

in France which is found in the United Kingdom. The important 

ones have already been mentioned in the description of the 

banking environment. Factoring and leasing companies do exist, 

  

but play an insignificant part in 

  

An exporter's tr 

  

bank, which carries out the functions normally per 

  

both mer ent and clearing banks in the United Kingdom. 
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France. Medium & long term export credit. 
  

Sources of finance, by percentage 

  
  

    

of total. 

Financed by: 1975 1976 

Banks (eligible paper) 13.6 Ge 

Banks (non-eligible paper) 13,2 12,5 

Banque de France 52.3 52.6 

Other 21.0 L722 

100.0 100,0 

Notes. 

Let It is assumed that the eligible paper (mobilisable & la 
Banque de France) financed by banks is the paper which will 
be eligible at a later date. The non-eligible paper never 
qualifies for rediscount at the Banque de France. 

2a "Other sources" are assumed to be Treasury and Euro- 
currency markets through BFCE. According to BFCE Annual 
Report 1975, all their finance was obtained in Euro 
currencies with the exception of one Treasury loan of 
unspecified amount. 

3. For comparison, figures for short-term export finance 
show that in both years over 98% is eligible for rediscount. 
Short-term finance accounts for almost exactly one-third of 
all export finance outstanding. It includes pre-shipment. 
finance of an unstated amount, which in the United Kingdom 
would be covered by overdraft or own resources. 

4. All figures refer to amounts outstanding at the year 
end. 

(Derived from data in Provisional Report 1976, Appendix 38 
Conseil National du Crédit). 

TABLE 3 
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1.4 Export finance available. 

    

The facilities available for financing 

    intended to meet industrial and comm 

oo
 

a 

  

g from export business. They are confined to goo 

and services originating in France, though mater 

  

and parts 

undergoing substantial processing after being imported into 

France for incorporation in large contracts may be resarded as 

French for this purpose. The xr 

  

lations for granting these 

facilities are precise, and may be summarised as follows. 

Pre-shipment finance. 

"Crédits de trésorerie" or "crédits de préfinancement 
  

revolving" provide working capital for industrial or commercial 

undertakings doing business on a continuous basis. They are 

‘grented for periods of nine months to one year and are 

renewable. The approve. of the Banque de France is required. 

Although the purpose is to provide funds to meet routine 

requirements of exporting organisations, they mey be granted 

even if there are as yet no firm orders on the companies' 

books. Nevertheless, the amount is determined by the companies' 

estimated turnover end the average manufacturing period. It is 

limited to 50 - 60% of forecast requirements. 

Normally no special guarantees or collateral are needed, 

though the bank granting the credit may require the assignment 

of the client's credit insurance policy, a guarantee or a bond. 

  

Funds are mobilised by acceptance credit, 

3 alternati     discounts t.    drawn on the bank, which accepts and 

ly bills may be endorsed to BFCB and then discownted. The 
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paper is eligible for re-discount at the Banque de France. 

"Crédits de préfinancement spécialisés" are designed to 

provide working capital for specific large scale orders. 

Where sub-contractors are used, the splitting of the facility 

is compulsory in the case of sub-contracts exceeding F1.5m, 

and banks usually consider it desirable in case of smaller 

sub-contracts. 

To apply for this facility, which needs prior approval 

of the Banque de France, the manufacturer must submit details 

of the contract; a cash forecast relating to the transaction 

showing monthly expenditure on manufacture, erection and 

starting-up (taking account of any supplier credit which the 

manufacturer may receive on bovght-out items) on the one 

hand, and progress payments andreceipts on the other hand; 

summaries of the last three ees batance sheets and profit 

and loss accounts; if possible, a statement of the financial 

position within the past six months. Any local expenses which 

may be incurred in the buyer's country are not eligible for 

financing in this way. 

The decision of the Banque de France is based on its 

study of these documents. Approval is normally granted unless 

the manufacturer's own resources are considered adequate, in 

which case the epplication may be granted in part or turned 

  

down completely, or unless the manufacturer's financial 

  

position is considered too weak to justify undertaking the 

contract, in which case the application will be rejected. One 

banker with considerable experience of this type of financing 
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said he had never known a case where an application had been 

efused on the grounds that a manufacturei’s owm resources 

    

were too great [1]. It is, in fact, difficult to 4 

situation where a monufacturer constantly undertaking contracts 

of this size would be in such a position. On the other hand, 

it is clear that the Banque de France makes its decisions on 

the basis of accepted banking practice in France, leoking at 

the financial situation of the applicant rather than at the 

desirability of obtaining a particular export order. Indeed, 

it is unlikely that many unacceptable applications will be 

“eommenaea to the Banque de France, since they are submitted 

through the applicant's own bank which will filter out weak 

cases in its own interests. The Banque de France's criteria 

in deciding whether an aes financial poss ee is stron. 

enough are that working capital should be adequate, and that 

own funds (capitan + reserves + accumulated profits + blocked 

eurrent accounts + normal provisions - accumulated losses 

and intangible assets of all kinds, e.g. patents, leases, 

research expenses not written off) must ecual at least 10; 

of total short term liabilities to banks + 10% of medium and 

long term "créances nées & 1'étranger" (q.v.) (the latter is 

the amount not covered by credit insurance). 

The finance is made available on a monthly basis at the 

rate of 90; of the requirement for a particular mont} as 

  

shown by the cash forecast. 

Advances are for as long as necessary, though in practice 

initial approval is limited to one year as the Banque de France 

considers cash forecasts covering longer periods to be 

  

unreliable. 
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Finance is made available by discounting promissory notes 

in favour of the commercial bank providing the loan, or bills 

of exchange drawn on the commercial bank. This credit is 

then re-financed at the Banque de France. 

In the case of contracts for Fim or more, with a manufacturing 

period of twelve months or more, the applicant may opt for 

finance at a fixed rate of interest instead of the usual 

variable rate. In this case, BFCE endorses bills of exchange 

and manages the financing. 

It is possible to cover manufacturing risks by means of 

a COFACE policy (q.v.). This may be demanded by the bank as 

collateral security, though it is not compulsory. 

Post—shipment finance - short term. | 

"Escompte commercial", or discounting of bills drawn on 

overseas buyers, is rarely used when payment is in French francs 

as "mobilisation de créances nées' is more advantageous for 

the exporter. However, where the mobilisation procedure is 

not available, a commercial bank may be willing to discount 

a bill for a client. The reasons why the mobilisation procedure 

should not be available in certain cases are obscure, but a 

banker stated that there are rare occasions when approval is 

withheld [1]. 

Where the bills are in a currency other than French francs, 

discounting is more common as interest rates on Euro-currency 

markets are often more advantageous to the exporter. The pro- 

cedure is similar to that used in the United Kingdom. It 
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should be noted that as French currency is not so widely used 

in international trade as sterling, the French exporter is 

more likely than his British counterpart to receive payment 

in foreign currencies. 

Foreign currency loans for short term transactions may 

be obtained. Whe procedure is similar to that used in the 

United Kingdom. While it is theoretically possible to 

obtain the loan in a currency other then the currency of the 

contract, this is discouraged by the banks because of added 

complications and exchange risks. This method of financing 

is not allowed in cases where credit is extended to the 

foreign buyer. 

‘“"Orédits de mobilisation de eréances nées sur 1'étranger 

& court terme" allow exporters to obtain finance for exports 

with credit terms of up to six months, or up to eighteen montas 

with the prior approval of the Direction Générale des Douanes 

et Droits Indirects and the Banque de France. Hxcept where 

prior approval is needed, the procedure is simple: the exporter 

signs a promissory note maturing” in a maximum of ninety days 

in favour of his bank. The promissory note may be renewed if 

necessary. As a matter of convenience, and subject ot the 

approval of the Bangue de France, a number of transactions may 

be consolidated in a single promissory note. 

Post-shinment finance - medium term. 

The financing arrangements for medium term credit are 

known as “"erédits de mobilisation de créances nées a l'étranger   

& moyen terme". "Medium term" is defined by the Administration 
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and COFACE as 1€ months - 5 years, by the Banque de France and 

BFCE as 16 months ~ 7 years. For most practical purposes the 

distinction is irrelevant as far as the exporter is concerned - 

indeed medium and long term-finance is treated under a single 

heading in some bank literature provided for exporters. In 

this section, medium term means 18 months - 7 years. 

Prior approval of the BFCE and Bangue de France is needed 

for this type of finance. 

Finance is obtained from the exporter's bank, acting either 

on its own behalf or as lead bank. The amount of the facility 

is normally 100% of the claim on the foreign buyer, excluding 

local costs, non-#rench components unless they have already 

been paid for in cash, and some types of commission. | Six months 

interest is added to the principal. 

The facility will normally be made available for the period 

agreed in the contract between the French supplier and the 

foreign buyer, subject to the prior approval of the Direction 

des Relations Economiques Extérieures (DRSE). 

Credits are mobilised by the endorsement of commercial 

paper (promissory notes or bills of exchange) to the exporter's 

bank, which in turn endorses them to BFCH if they have no more 

than three years to run. BFCE re-discounts this paper with 

the Banque de France. Meanwhile the longer term paper is 

retained in the exporter's bank's portfolio until it has no 

more then three years to maturity, when it is endorsed to BFCE 

which discounts it, and re-discounts with the Banque de France. 
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A COFACE policy is usually required by banks, and is 

campulsory for contracts with credit terms of more than three 

years. In those cases where BFCE considers that either the 

terms of the contract or the COPACE cover are not sufficient 

guarantee against possible default, it will recuire a covunter- 

guarantee from the exporter's bank. 

BFCE may provide finance on a "public buyer" or "private 

buyer" basis. Again, the BFCH and COFACE definitions of these 
of public buyer 

terms do not coincide. Briefly, the BFCE definition/is broader 

and includes those private buyers who are covered by COFACE 

against political risks and the risks of delayed payment and 

insolvency. For these, BFCE finance is supplied unconditionally, 

whereas for private buyers finance is provided "sauf bonne 

fin", i.e. with recourse to the exporter's bank. The bank's 

risk is therefore increased beyond the normal 5% ~ 10% of 

the outstanding debt which is never covered by COFACE, and it 

will charge a risk commission. 

The provision of finance may be staggered to correspond 

with part-deliveries if these are required by the terms of 

the contract. 

The arrangements described are those which came into force 

in November 1974 and were still current at the end of 1975. 

As far as exporters are concerned, the principles have remained 

the same since ist July 1971, though the rates of interest have 

altered. Nevertheless, the methods by which the banks have 

a refinanced credits have been modified several times and should 

be considered subject to change if adjustments are needed to 

further the Government's economic policies. 
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Guidelines are laid down for the maximum period of credit 

to be granted: 

light capital goods 

contracts of F100,000 to 200 ,000 2 years 

200,000 to 500 ,000 3 years 

500,000 to 1,000,000 4 years 

over 1,000,000 5 years 

heavy capital goods 

industrialised countries 5 years 

(this is an absolute limit for EEC countries and 

is almost always applied to others.) 

developing countries 5 years 

(longer periods are considered for contracts mg 

over F10,000,000.) 

Post-shipment finance - long term. 

Long term finance is in the form of "erdédits de mobilisa- 

tion de créances nées & l'étranger & lone terme". In French 

terminology, long-term finance refers only to that part of a 

comtpacuerce caine the medium term limit of seven years. While 

ten years eredis would all be classed as long-term in the 

United Kingdom, in France it would be considered seven years 

medium-term, plus three years long-term - this can lead to 

confusion in interpreting data. 

From the exporter's point of view, there are a few 

procedural differences from the medium term system, the main 

one being that the application must be submitted to an 

administrative body comprising representatives of DREX, COPACE, 

Banque de France, the Treasury, and the Comnission des Garantis 
‘a ’ Jv? 
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et du Crédit pour le Commerce Bxtérieur (which comprises 

representatives of several ministries, Banque de France, 

Crédit National and the Centre National du Commerce Sxtérisur). 

This is the key committee in the approval of long-term loans. 

From the bank's point of view there are two transactions. 

The medium-term loan is re-financed as previously described, 

while the long-term loan is financed by funds obtained by 

BCE from the money market or the Treasury. 

Buyer credits - medium-term and long-term. 

France followed the United Kingdom by introducing buyer 

credits in 1966. These are available for both long-term and 

medium-term credits, and generally correspond with the 

“mobilisation de eréances-nées & 1'étranger & moyen et long 

termes". While there are necessary modifications of the 

formalities as the credit is technically made available wo the 

buyer rather then the supplier, re-financing arrangements are 

the same as for suvplier credits. Whether buyer or supplier 

eredit is used is a matter of agreement between buyer and 

seller, the authorities having n6 preference for one or the 

other. 

Rates of interest charged to the borrower are 0.15% 

higher than for supplier credits to cover the added risk as 

the borrower is domiciled abroad. 

Crédits mixtes 

A discussion of export finance in France cannot exciude 

Fb mixed credits. Technically, these are combinations of one



of the standard means of finance and development aid. Instead 

of allocating aid completely separately from normal commercial 

  

transactions, the French Government has developed a method of 

   combining the two in such a-way that, according to its erities, 

it appears that cheap credit is being offered by the private 

sector. It is used for major contracts in less developed 

countries, the. Prench Government providing aid at a low rate 

of interest to finance part of the contract, the remainder 

   being financed by “mobilisation de créance née" at the standard 

rate. The rate quoted to the buyer is the average of the two, 

weighted according to the proportions of the two methods of 

finance. Thus, if aid were granted at 3% for 40% (the maximum 

permissible) of the contract and the current export finance 

rate were 7.5%, the resultant overall rate would be 

0.4 x 3% + 0.6 x 7.5% = 5.7%. 

In devising this scheme, the French were clearly thinking 

of expanding their exports beyond their traditional #rench- 

speaking markets. The scheme started with a loan to Mexico 

in 1963, with Morocco, funisia, Turkey, Chile, Pakistan, India, 

Indonesia, Colombia, Iran and others es beneficiaries in the 

next six or seven years. By the end of the decade, nearly 10 

of bilateral French development aid was being used in this way. 

It is claimed by one French source that an increase in 

French exports to Mexico from 3.5% of OECD capital goods exports 

to that country before 1963 to 6% in 1969 can be ascribed to 

this policy, as can similar success in Chile and Iran. No 

doubt these increases were responsible, at least in part, for 

the resentment aroused among politicians, officials, exporters 
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and financial institutions both in the United Kingdom and other 

countries. During the present research, one United Kingdom 

civil servant made the point that the United Kingdom had 

no objection to the French helping their former colonies, 

just as this country helps its own, but it was not in the spirit 

of international understandings to subsidise rates of interest 

in other markets - Iran, in particular, was mentioned. 

The French view is that there is no objection to granting 

their aid in whatever form they wish. By assisting with 

several projects instead of concentrating the same funds on a 

single scheme, they claim to be spreading their aid more widely. 

  

While this is true, the very strong impression remains 1%} 

France's main motivation has been the penetration of new markets. 

In this coynection, the following quotation is relevant: 

",..with these mixed credit procedures, France was well 

placed to win numerous orders. If competition no longer 

depends on credit, but on other factors where she is less 

well placed, such as price, delivery, after-sales service, 

one may with good reason forecast a black time for our 

industry." [46] Be 

The non-French interpretation of this would run something like: 

"T£ we can't compete on price, etc., let us compete on credit". 

France's competitors regard this scheme as a straight- 

forward subsidy. Clearly, if sales negotiations are pursued 

in a certain way, a potential buyer must be impressed by the 

apparent effort to win the order by offering favourable interest 

rates, and thepsy chological advantage to French negotiators 

must be considerable. 
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hae aw Ba, i eae pee. reas 

  

" S| Se 

‘ECGD regards the French tactic as the provision of cheap aly 

eredit. In applying its general. policy of matching credit te: 

  

   offered by competitors, it regards the overall rate, i.e. 5. Te 

in the example quoted, as the rate to be matched. ta 
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2. Export Credit Insurance - Compas: ad Assure     
AOR pour le Commerce Extérieur (COFACE 

   24 development. 

The Compagnie Francaise d'Assurance pour le Commerce 

Extérieur was established by decree on ist June 1946. While 

its work includes insurance of import credits, this is a 

negligible part of its business. It is a private joint stock 

company, the shares being held by the Caisse des Dépéts et 

Consignations, the Crédit National, the Banque Francaise 

du Commerce Extérieur, the nationalised banks and insurance 

companies and the Société Francaise d'Assurance pour favoriser 

le Crédit. It is administered by a board of fifteen directors 

appointed by decree after approval by thé Minister of Finance 

and Economic Affairs. The directors are chosen in equal 

numbers from (a) persons with wide experience of foreign trade 

matters and representing the main professional associations, 

(b) representatives of the main trade unions and (c) persons 

with wide banking experience. There are also two Government 

Commissioners who may veto any decision taken by the Board 

of Directors. 

COFACE acts on its own account in covering commercial 

risks in respect of short-term exports, though it operates 

under state supervision and, if necessary, with financial 

help from the state. It acts on behalf of the state in 

ss for all 

  

covering political, exchange and catastrophe ri 

export transactions, and commercial risks for medium— and 

Bhort-term transactions. Separate accounts are kept for the 

  

two operations, but those dealing with its business 

 



of the state are regarded as an internal matter and are never 

published. This makes it impossible to gai the extent of 

  

its activity with accuracy, but it is generally believed to 

cover nearly as big a proportion of its country's exports 

as does the ECGD in the United Kingdom. 

2.2 Policies offered. 

The police globale corresponds very closely with the 

  

Comprehensive Guarantee of ECGD. Payments by confirmed 

irrevocable letter of credit are excluded, whereas under ECGD 

policies they may be included at the policy-holder's option. 

Certain countries may be excluded from the policy at the 

exporter's option, provided that the countries remaining to 

be covered offer a good spread of risk and a sufficient turn- 

over. Credits covered by this policy are normally up to 

160 days for consumer goods, but may be up to three years for 

capital goods. 

The police d'abonnement defines the general conditions 

of the guarantee, but leaves the exporter the choice of trans- 

actions to ee covered. It is intended for exporters of standard 

or semi-~standard capital goods which are made by series or 

patch production methods and it covers credits up to three 

years. Its purpose is to avoid the negotiation of a number of 

individual policies and as such is to be regarded as an 

  

administrative convenience rather than as essentially @ 

from the police individuelle, which corresponds with ECGD's 

specific guarantee, being particularly concerned with heavy 

capital equipment, machinery built to specification, construct— 

ion works and technical surveys. 
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For heavy capital goods, COPACE is prepared to cover 

political risks only, without covering commercial risks. Also, 

  

it is prepared to cover the pre-credit risk, without covering 

the credit risk itself. In both these respects it is unlike 

ECGD, though whether exporters are able to avail themselves of 

these exclusions in practice is not known, since the banks 

providing the finance may require the cover. 

  The cost of premiums varies according to the buyer, country, 

  

shes” type of goods and type of policy... Unlike ECGD, COFACE put 

details of how they are calulated. Basic rates for each country 

end credit period, with pro rata temporis supplements covering 

manufacturing, plus flat rate charges for considering each 

  

epplication are the elements of the premium build-up. 

all these into account, examples of premium rates are: 

Consumer goods (up to 160 days) public buyer: 0.31-1.4&% 

private buyer:0.50-1.50% 

Capital goods (20% payment with public buyer: 1.10-4.16% 

order, balance over 5 years): private buyer:2.26-4.47% 

These examples. cover commercial and political risks, and in 

the case of capital goods, pre-credit risks. 

In addition to the policies covering credit risks proper, 

other policies have been developed. 

  

La garantie du_riscue économique, covering cost escelation 

during manufacture, is undoubtedly the one which has caused 

most comment. (Under EEC rules, it cannot be used in connection 

with exports to other community countries.) The purpose is 

to compensate manufacturers for increases in the domestic cost 

  

PUP



of French materials and components used in the manufacture 

  of exports, and is reserved for heavy equipment requiring long 

manufacturing periods. In ceturn for a premium of 0.5% per 

annum on the total sum assured, the exporter is indemnified 

against any increase in costs exceeding the 3% which, when the 

scheme was introduced, was considered to be the normal rate 

of increase of international prices. Domestic indices are 

used to calculate cost increases, but in the case of very 

large contracts, expert opinion is called in. Settlement of 

claims is reported te be complicated and long drawn ovt [1]. 

With the rate of inflation increasing during recent years 

far in excess of original expectations, this was becoming 

virtually an open-ended commitment to cover exporters tendering 

for large-scale projects against cost escalation, so that they 

could offer fixed prices to the disadvantage of their foreign 

competitors. A United Kingdom report stated that by 1976 

the French Government had made provision for an expenditure 

of £150m per annum to cover disbursements and was becoming 

inereasingly worried about the 6st of the scheme {1]. The 

researcher has not found any French source to confirm or 

correct this figure. Although United Kingdom sources continue 

to complain about the scheme, a French exporter stated in 

mid-1975 that difficulties were being met in obtaining cover [1] 

and in mid -1976 the Banker Research Unit stated that cover 

was no longer automatically available [47]. COPACE seeks to 

avoid covering the risk by insisting on a cost escalation 

clause being included in the contract for the sale of goods 

ana is said to be willing to offer cover only if it is imposs- 

ible to getthe buyer to agree to an adequate clause. Moreover,



the cost to the exporter is said to have been increased to a 

  

premiua of 1%, with a 6% threshold, though no change has been 

made in the official literature. 

COFACE issues policies to protect exporters against 

exchanre rate fluct 

  

Two types are available: in   

respect of export goods invoiced in a foreign currency, 

and in respect of goods and services bought abroad in order 

to fulfill an export contract. It is normally restricted to 

currencies commonly used in international trade, and when 

payments are due at least one year after the date of the contract. 

The current rate of premium is 0.648 per annum, calculated 

on the contractual outstanding balances from the date of contract 

to the final date of payment. The amount covered may be up 

“to 100% of the contract value. ‘he first 2.25% of any variation 

from the guaranteed rate of exchange is for the exporter's 

account, gains or losses in excess of this amount being for 

the account of COPACE. 

This guarantee is similar to those available (out virtually 

unused) in tne Federal Republic of Germany and the Netherlands. 

There is no corresponding policy available from ECGD, though 

it should be remembered that in French financial markets, 

especially in the days of strict exchange control regulations, 

there were fewer facilities than in the United Kingdom for 

arranging forward currency contracts. In the circumstances 

  

  it is not considered that this cover has offered French exporters 

any special advantage. 

  

A special application of this policy r 
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incurred by banks on adverse movements of exchange rates in 

respect of bonds and guarantees in foreign currencies. 

Assurance-prospection and assurance-foire are policies 

covering part of losses incurred in seeking to open up new 

markets or participate in exhibitions. Although some success 

was claimed initially for assurance~prospection, it has been 

reported that little use is now made of these policies [1]. 
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The overall impression is that, as far as exporters are 

concerned, the system runs more or less as efficiently as in 
    

the United Kingdom, though with rather more bureaucracy. 

Differences between the two countries are due to dis~similar 

banking practices as a whole, rather than to incentives 

applied to exports as such. 

In France, as in the United Kingdom, complaints are 

heard regarding the complexities of export procedures and the 

‘difficulties they pose. From the limited hard facts available, 

it seems that the French system does involve more paperwork, 

but the researcher suspects that the problem is analagous to 

that in the United Kingdom, discussed in the section "Zhe 

xéle of ignorance and incompetence" ~ companies feel intimi- 

dated by strange procedures and resent mastering the require~ 

ments of the system. 

The range of policies offered by COPACE is probably more 

extensive than is availeble from any similar organisation in 

the worlé, except ECGD. As already reported, it probably 

covers nearly one-third of French exports. ‘here is no evidence 

to suggest that credit insurance is more easy to obtain in 

France than in other countries. As far as can be ascertained, 

given the differences in methods of calculation and the 

degrees of confidentiality in the two organisations, COPACZ's 

  

er than ECGD's for short-term cre¢ 

  

premium rates are hi 

or a little h 

  

lar her, for longer-term. 

  

cover, and , 

During 1975, the waiting period before paying 

   uced to two months. This is 
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to the exporter than ECGD practice, though it does depend on 

the cause of the loss. 

As in the United Kingdom, any problems of magnitude are 

  

in the field of medium and long term 

  

nance. Wo regular 

statistics are published in France to compare with Business 

  

Monitor li4 in the United Kingdom, but a single reference 

in a BFCE annual report states that 4.4% of France's exports 

are sold on medium and long term credit. The corresponding 

figure in the United Kingdom over several years is about 5%, 

so its overall problems appear to be slightly less. (The 

figure of 4.4% is surprisingly high, if the United Kingdom 

figure is correct, since a smaller proportion of France's 

exports consist of capital goods. Unfortunately, no way has 

been found of breaking down published statistics into the 

types of goods which might, and might not, reasonably be 

expected to require extended credit. The explanation may be 

that France's exports to developing countries having expanded 

at a faster rate than those to industrialised countries in 

the early 1970s, they are supplying a higher proportion of 

these goods on credit terms than is the United Kingdom, but 

it has not been possible to come to any conclusion on this.) 
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IAPTER & 

    

1. Export fin 

  

ancing institutions and practices 
  

4.1 Introduction. 

Regarded for nearly a century as the United Kingdom's 

principal European competitor in the supply of capital goods, 

the Federal Republic has attracted accusations of unfair 

competition in financing exports - the general background 

has already been given in describing the origins of ECGD. 

The research on which the present chapter is based was aimed 

not only at establishing the methods of export finance used 

in the Federal Republic, but also at ascertaining whether 

any special aid is in fact available to the German exporter. 

1.2 The bank 
   

g environment. 

From a businessman's point of view, there are certain 

differences to be seen when comparing the banking systems 

in the Federal Republic and the United Kingdom. 

Companies rely on banks to'a far greater extent in 

Germany, where they are much more influential in the running 

of industrial enterprises than in the United Kingdom, partly 

because of this greater reliance and partly because banks 

have considerable voting power through their own shareholdings 

and the shareholdings of their customers which are entrusted 

to them. 
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4s in France, banks are more willing to finance 

  

transactions than to make general advances against fi: 

While it is common for companies to have more than one 

bank, the major one in a company's act     vities, its “house 

bank", will undertake the functions performed by cialist 

  

institutions in the United Kingdom. As far as export finance 

is concerned, this means that the intervention of a merchent 

bank or other export finance house is unusual. Even where 

an intermediary is used, as in Torfaitierung (c.v.), the house 

bank will usually make the arrangements. 

In the Federal Republic, the banks (including the Central 

  

Bank) are much more inéependent of the Government than is 

ease in the United Kingdom. 

1.3 Financing institutions. 

The normal sources of finance are the commercial } 

  

The main differences between finance for home and export trade 

are that for export a bank may require a credit insurance policy 

to be taken out and (where appropriate to the importing country) 

Bills of exchange (for subsequent re-discounting) to be used. 

The financing of exports is assisted by two specialist institut- 

ions, which are now described in some detail. 

cr
 s ‘oS bs B © U

I
 nN The Ausfuhrkredit Aktiengesellscheft was se 

  

  by a consortium of banks led by the Deutsche Bar 

    profit-making corporation for discounting export bills. In 

1966 it became technically a private limited company, 

    

but is 
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panks which originally formed the consortiwn had grown to 53 

20m had been 

  

by April 1974, and the original capital of 

doubled. 

In 1953 it took over the credit line extended to the 

Kreditanstaltung fiir Wiederaufbau and by 1974 had the following 

sources of funds: 

Credit Line A funds provided by the consortium banks 

for supplier credit and available only 

to member banks, for credits of at least 

42 months and a maximum ecual to the period 

covered by credit insurance, where this 

is demanded. 

Credit Line & rediscount line with the Bundesbank (the 

Central Bank), available to all banks in 

the Federal Republic, for 12 to 48 months 

eredits. , 

Credit Line C first used in 1972; funds provided by 

member banks for buyer credits and avail- 

: able only to membex banks, the maximum 

credit period being the period covered 

eee by credit insurance. 

At the end of 1975 the credit ceilings, i.e. the cumulative 

totals outstanding at any one time, were A line Dii4bn, 

B line Dii3bn, C line DMibn, with an additional 50% of these 

figures permitted for credit approvals (to be drawn down 

later). 

AKA members are committed to taking over 60; of the 

Solawechsel (promissory notes) relating to A line credits



in proportion to their shareholdings, the house bank organising 

   the loan being responsible for discounting the remaining 40%, 

or in a ratio of 75:25 for credits of less than two years. The 

maximum permissible credit is the invoice value, less pre- 

payments, less 15% or 10% according to insurance cover 

(20% or 15% respectively until 1975). Line C eredits were 

originally financed by long-texm book credits in the same 

ratio as for line A, but it was planned to replace this by 

an issue of bearer bonds in 1976; these will doubtless find 

their way on to internetional financial markets. OC line credits, 

being buyer credits, are granted for the full amount of out- 

standing payments on a contract. 

All requests for credit under lines A and C in recent 

years have been granted. On the other hand, those under 

line B ran against the upper limit of credit approvals in 

1975 and were being refused in early 1976. The Bundesbank, 

on grounds of its monetary policy, declined to raise the limit. 

By definition, refinancing is by the Bundesbank, the instruments 

being the exporter's Solawechsel, vacked by his house bank and 

AKA. The Bundesbank requires thé exporter or his bank to 

finance 30% of credits granted to overseas buyers. 

A feature of line B credits is that payments received by 

the exporter must be used in full to liquidate the AKA credit, 

unlike line A credits, where receiptsare applied in proportion 

to AKA's and the exporter's participation. In view of the strict 

  

limit of 48 months on these credits and the high self-~fina 

ratio, parallel financing from line A or other source is often 

called for.



AKA's cules for eligibility are strict but conventional. 

  
Firm contracts must be signed, though there is provision for 

advance commitments for contracts wnder negotiation; the credit 

is normally tied to a specific contract, though a revolving 

limit can be agreed if this is appropriate to the exporter's 

business; contracts must normally have export credit insurance 

r other guarantee, though exceptions may be made 

  

or particul- 

arly risk-free contracts (in fact, over 60% of line A and over 

90% of line B credits have this cover.) There are other 

provisions regarding security and formalities, calling for no 
* 

‘special comment. 

Aand 3 line credits may be arranged so as to be draw by 

the exporter as pre~shipment finance. 

Interest rates for AKA credits are variable. The line B 

credits cost 1.5% above the Diskontsatz (the rate at which the 

Bundesbank Giscounts eligible paper) and this itself is varied 

as an instrument of monetary policy. The rate charged for 

pe
 

A line credits fluctuates more - at the end of 1973 it reache 

  

11%, i.e. 4% above the Diskontsatz at the time. KA calculates 

that average interest rates have been: 

  

A line B: line C line 

1956-75 1.42% 5.710% 

1961-75 1.48% 5. 800 

1971-75 § . 86% 6.61% 8.87% 

1975 8.5% ..6.0% — 8B, 

    wever, these in themselves are not an indication of 

the cost to the expor since 

  

topping-up finance is also requi la gt hypothetical 
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Case of a contract concluded in 1966 (terms of payment: 5% with 

  

order, 10% on delivery, 85% in sixteen equal six-monthly 

instalments starting 18 months after contract date) and 

assuming the maximum permissible use of A and B line credits, 

with topping-vp at 1% over A line rates, the average rate would 

have worked out at 7.54%. Had finance been obtained solely for 

the credit period, i.e. without bridging production and shipment 

periods, the figure would have been 7.9&% 

Under the international "gentleman's agreement" in 1974, 

the exporter is-required to pay an average interest rate of at 

least 7.5% on his refinancing facilities. There is thus a 

possibility that finance incorporating line B credits could 

contravene this agreement on the governing date (the day on 

which the export credit: technically starts). In such a case 

the exporter would be required to aa his loan early and 

substitute dearer finance. w 

In addition to interest charges as shown above, various 

charges are also applied, but as they do not significantly 

affect the cost are not detailed here. 

The second specialist organisation is the Kreditanstalt 

  

fiir Wiederaufbau (KW) (Reconstruction Credit Institute) which 

occupies a key position in certain types of export credit 

finance in the Federal Republic. As its function has changed 

substantially since its operations began on 2nd January 1949 

and it has played such an important part in the provision of 

finance throughout its existence, an outline of its development 

follows. 
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Its form is that of a bank, though it is not subject to 

the usual German benking laws. Its primary purpose, as its 

name implies, was to finance the reconstruction of the Ge 

  

economy after World War II, "making it possible to carry out 

reconstruction projects by providing all sectors of the economy 

with medium—- and long-term loans in so far as other are 

  

not in a position to procure the necessary funds." 

Initially, its major source of finance was to be the 

European Recovery Programme counterpart funds. (It is perhaps 

now necessary to recall that under the Marshall Plan, the 

United States made available dollars for the import of 

essential commodities into European countries. Importers 

paid the domestic value of the commodities into the “counterpart 

funds", which were then used for rebuilding warteeee 

economies. ) 

It was originally the intention of the Allied Military 

Governinents that the use of counterpart funds in Germany should 

depend on prior German contributions from the capital market, 

but following the very modest subscriptions to two loans in 

1949 - probably floated with the intention of showing the 

Allies that efforts were being made to cbtain funds, rather 

than in a serious belief that there would be a substantial 

response - the counterpart funds did in fact become the most 

important source of funds in the early years of the KW. The 

notes to the 1973 accounts show that over DM6bn (56% of 

  

liabilities to all banki institutions including the 

    

  Republic and the Lander and ~ if.one includes DM247m derived   

  

from resources of ERP special funds - 21% of total liab



was still attributable to Marshall Aid after 25 years of oper- 

ation. The original source of funds is probably of little 

  

interest to 6 consideration of present-day export finance, 

   but it may throw light on certain beliefs regarding German 

  

activity field, especially the conviction that American 

funds have helped Germany to give favourable export credit 

    terms. To the researcher's surprise, this view was express 

  

   several times dur. 

  

discussions, not only by older executi 

but also by some who had not even started their business 

careers in the 1950s. 

Until 1953 funds were. used predominantly for industrial 

reconstruction. Although the category of “export-intensive 

industry" appears from 1950 to 1953 in KW's commitment of 

funds, the sources were KW funds and not ERP. Export financing 

also appears in KW commitments from 1950 onwards - again these 

were obtained from EV funds initially and it was not util 

1954 that BRP counterpart funds were utilised for this purpose. 

However, although export Finanetne nominally came from KW funds, 

rediscount facilities were made available by the Bank deutscher 

Lander (the forerunner of the Bundesbank), originally Limited 

to DM110m and subsequently increased to Di600m. This credit 

line was granted, at least in part, in anticipation of counter- 

part funds being made available. Moreover, it was at a 

preferential rate of interest. 

The main aim of the initial reconstruction having been 

achieved, the emphasis changed from 1954 onwards. The Gesetz 

ns (Law on the 

  

iiber die Verwaltung des ERP-Sondervermd 

  

Administration of the ERP Special Fund) 

required the ERP fund to be administered separately on a 
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commercial basis. AKA had taken ovex the KW export finance 

eredit line at the Bank deutscher Lander in the spring of 1953 

and KW ended its activity in this field. ‘his is essentially 

the position today, with AKA undertaking finance up to four 

years and KW the longer term maturities. Since banks were at 

that time unable to provide finance for long periods, KW 

undertook this function as a credit race appeared to be getting 

under way in the export markets of the 1950s. 

An export finance fund of DN100m from ERP sources, 

augmented by DM100m from institutional investors, was set up. 

This was increased by another BRP line of DM260m, later made 

up to DM500m, matched by the same amount from KW funds. 

As suggested above, the original source of funds is not 

specially relevant to preventaday activities of the KW and for 

practical purposes itis best regarded as the agency through 

which the Federal Government channels its funds for a variety 

of purposes, both at home and abroad. As far as its contacts 

with foreign markets are concerned, development aid, untied 

financial loans and funds for German subsidiaries abroad are 

the major sectors of operation, in addition to export financing 

proper. Where is undoubtedly some confusion, or even suspicion, 

of the KW's motives in dealing with all these activities. The 

fact that for some purposes KW groups together export finance, 

untied official loans and funds for German subsidiaries abroad 

in its annual accounts and reports probably adds to the con- 

fusion. Nevertheless, all of these activities, as far as can 

Ate. 

  

be ascertained, are kept quite sep 
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Although development aid and untied loans fall ow 

  

texms of eee ence the present research, since the Federal 

Republic is unique in administering these through the same 

organisation as its long-term export finance proper, these 

aspects of the KW's activities are considered briefly to see 

whether they shed any light on its underlying attitude’ to 

German exports. 

W's figures show that development aid started modestly 

in 1958, grew rapidly until 1963, declined wntil 1971 after 

which it rose again. By the end of 1973 total aid granted had 

reached about DiiSbn, other forms of development aid taking 

the form of technical assistance and contributions to inter- 

national finencing institutions such as IBRD. How much this 

has aided German exports is not clear. One might suspect that 

it would encourage the recipients to buy equipment from that 

country even if they were not formally tied to buying from the 

donor. Even if there were no official ties, there is obviously 

scope for them to be applied in practice, since projects for 

which they are granted are individually appraised. 

days motives were per. 

  

ot entirely dis- In the ear. r 

  

interested in the promotion of German exports. KW concedes 

that “the aims of German assistance have from the outset... 
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been almost inevitably entangled in a network of the most varied 

motives". Other criteria for the ap 

  

raisal of projects are 

- very different from those of the early 1960s. 

  

Social conditions in the recipients' countries now assume a 

greater importance and the commitment of loans to the delivery 

of goods and services supplied by the Federal Republic is said 

  

to have been almost completely abandoned. That this shift was 

already well under way in the mid-1960s is suggested by critic- 

isms then made by German industmiatisrs: In a survey comniss— 

ioned by the Institue of Export (UK) and carried out circa 

1967, a number of German business aes complained that of the 

great sums paid out by the Federal Government, only a relatively 

small proportion had been returned in the shape of export 

orders [48]. In 1965, 55% of all aid took the form of witied 

loans and in 1966, 6&%. In spite of these criticisms, German 

exporters considered that a withdrawal of this untied aid would 

have en adverse effect on exports, since executives from 

developing countries studied in the Federal Republic and buyers 

of equipment were trained by German Development Aid experts. 

From April 1972 the Federal Government eased terms for 

cant these 

  

capital aid loans, and the practice has become to 
oe. 

loans at standard Development Aid Committee terms - 2% per 

annum interest for 30 years, with a ten year grace period. 

For the group of 25 least developed countries, the rate is 

0.75% for 50 years with a ten year grace period. Moreover, 

Germany is moving faster towards covering part of the local 

costs of projects than are other DAG countries, although strict 

criteria are applied. Just under 10% of aid is designated for 

this purpose, compared with a DAC average of about 5%, though 

this has been seen by some non-Germans as an inducement not 

of orders 

  

offered by other countries to influence the placi 
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in the financing country. 

      nination of the complete list of 

  

iL 

which have received development aid from the KW is recent 

years suggests that they are all projects which would have 

qualified under most. countries' programmes, and so cannot be 

regarded as an illicit way of providing cheap finance. 

Another form of finance for foreign trade administered 

by KW is an eaadeece one - untied financial loans. The level 

of these has fluctuated considerably and is usually determined 

by one or two major loans. Although some loans have been made 

to foreign state banks to enable payment to be made for German 

goods already delivered, e.g. a loan to Romania in 1973, these 

axe really forms of debt re-scheduling which other countries 

would deal with through other agencies. ‘he loans are, in fact, 

often concerned with securing sources of supply for essential 

imports more than with exports. 

As with development aid, a list of the projects financed 

by untied aid gives no grounds whatever for believing that 

subsidised finance is being granted for normal exports. 

KW's exnort financing proper is concerned with long-term 

finance for capital goods, usually taking over the longer 

maturities, AKA providing finance up to four years. However, 

“Mischfinanzierung", or mixed financing, where development 

  

aid funds are supplemented by export credits. s is 

  

tr 

  

similar to the cre rte used by the French, but has not 

  

© 
attracted the same criticism ~ possibly because fewer schem 

have been involved. In 1973, DM21m v committed in this way, 
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of which DMi9m was in respect of a single energy project in 

  

Argentina. It is suggested in the 1975 annual report that an 

   extension of this technique would allow the scarce but cheap 

  

funds to be stretched further for the more advancedor the poor 

countries. This argument, it will be recalled, has been used 

by the French for many years, and the KW may re     rad its 

Mischfinanzierungen as a form of retaliation or self-defence. 

The overall picture with regard to KW's export financing 

activity is that for some years it has provided approximately 

60% of the finance in those projects with which it has been 

associated. These have been almost exclusively in developing 

countries (97% or more each year), as would be expected with 

long-temn finance. 

Buyer credits, which were introduced following the passing 

-of the necessary legislation in 1960, .have predominated in 

recent years. The Institute itself states that supplier 

credits are preferred only in cases of unsatisfactory credit- 

worthiness of the buyer or a weak foreign exchange position 

of the buyer's country. 

XW's annual reports show that in recent years 70% of the 

funds advanced have come from KW resources, the remaining 

30% from ERP funds. KW funds are obtained in the financial 

markets at commercial rates; the nominal rate charged for ERP 

  

funds is not know. From the point of view of export competit— 

iveness, the important figure is the rate charged to the 

borrower. This is negotiated individually for each contract ~ 

at the end of 1973 they were, in princ ple, 8.25% for buyer 

credits and 6.75% p.a. for supplier credits, plus commitment 
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and other f 

  

fhe assignment to KW of a valid credit insurance policy, 

together with any guarantees and/or securities stipulated by 

the insurers, is essential, except in certain approved cases 

where the guarantee of the exporter himself is needed. Other 

normal information on the seller's and the buyer's financial 

situation is also needed. 

No published information has been found to show on what 

basis credits financed by PRP fuads are granted. 

Recent newcomers to the export finance world are the 

moctgease banks in the Federal Republic. ‘the banking regulations 

were amended in 1975 to allow them to refinance 50% of commerc- 

ial banks' credits for large projects. The Government does 

not insist on the mortgage banks assuming responsibility for 

@ proportion of any loss which might arise. The stated purpose 

of this move is to facilitate long-term finance of exports, so 

it is reasonable to assume that funds for this purpose are 

expected to become more difficult to find [49].



   1.4 Export finance facil: 

    

Export finance is no 

  

iy obtained from the cor 
  

in the same     home trade finance, with support 

provided by the specialist banks described. It would not call 

for further comment but for the fact that in United Kingdom 

export circles demands are heard from time to time for the 

provision of non-recourse finance, as is said to be available 

to German exporters. From discussions in United Kingdom 

Government departments it is evident that these demands are 

still being repeated at the present time. When pressed, 

exporters are unable to provide details of the scheme - in itself 

this is not surprising, since export executives tend to pick 

up general information during the course of their work and 

usually have neither the time nor the specialist Imowledge to 

pursue the matter further. This lack of precision should not 

be taken to mean that there is no foundation for the belief 

in the existence of such facilities. 

The basis of the stories could well be a system known in 

German as “Forfaitierune", a hybria word derived from the 

Prench "& forfait" (which ftself is sometimes used in German) 

meaning that an inclusive price is paid for a claim on a foreign 

buyer. The main characteristic of this form of financing is 

that the financial institution offering the service agrees to 

  

buy a claim from an exporter without recourse to the latter - 

this is the essential difference from the normal discounting 

of a bill of exchange. In many respects it resembles some 

  

forms of factoring, but is usually concerned with medium te 

Claims (one to five years) rather thon the normal maximum of 

twelve months for export factoring; it is concerned with 

  

transactions of a relatively high minimum value rather than 
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      the continucus business associated with factoring (though it 

is unable to handle very large amounts in a single deal); 

  

although arising from ir 

    "abstract" and may be traded without reference to he exporter 

or the goods in any way; finance is often vltimately provided 

from a third comtry; unlike factorir it does not require 

  

an appropriate orgenisation in the importing country, or even 

that the buyer should have any imowledge of the system; while 

it is possible to "forfait" book debts as in factor 

  

, the 

bill of exchange is the more usual debt instrument. 

. 

Why should a German exporter choose this method in 

preference to bank finance? wo main reasons may be adduced, 

depending on circumstances. 

The obvious immediate advantage is thet he recsives cash. 

Since there is no contingent liability in case of default, he 

has greater financial menocuvrability end is in a more favour- 

able position to rais further finance for other purposes. 

(Although an exporter may be insured against default with 

conventional financing, there is alway a proportion at his 

own risk, probably involving a. similar self-financing ratio, 

which can amount to an appreciable sum in the case of a series 

  

of medium term transactions. Additionally, there is always a 

time lag beforeany insurance claim is settled. Also, there 

may be occasions when credit insurance is not available, 

possibly for technical reasons, €.g. there is too big a foreign 

content in the finished product or because trade with the 

ce is not ins under the Govern-       German Democratic Republ 

ment scheme.) 
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In other cases, there may be too great a risk or the 

  

conditions too specialised for conventional financing institut— 

     ions. For instance, Germany has a substantial trade in capital & 

goods with developing countries and Hastern Zurope. C. J. Gmiir 

   of the Crédit Suisse suggests that over half of all Forfaitier- 

ungen are in respect of exports to these countries [50] ana 

  

B. @. Haéusermann attributes most of the & forfait transactions 

in Switzerland to German exporters. This, coupled with the 

fact that some financial institutions engaged in this business 

buy claims denominated in Verrechnungseinheiten (VE)j- i.e. 

the units of account used in bilateral Bast-Vest Germen trade, 

suggests that these specialised conditions are a strong reason 

for using this type of financing arrangement. In this connect- 

ion, mention may be made of a small Austrian bank which very 

‘briefly advertises: “Specialists in Bast-West trade - Switch 

deals - A forfait", the implications of which are obvious in 

this context. 

As far as the exporter is concerned, procedures are very 

similar to those used in normal financing. Fayment may be 

made by the importer, or an intermediary, by Letter of Credit, 

BLE oF Exchange (which may be claused to restrict payment to a 

clearing account) or occasionally by book debt. fhe debt will 

then be discounted. A reading of the literature issued by 

banks dealing in this kind of business shows that it is subject 

to the rigid conditions one would expect with conventional 

financing. One would surmise that once continuous business 

had been developed, access to finance and dealing with the 

associated procedures would become less difficult so that 

exporters would find this no more burdensome to handle 
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than Lc other financing. Nevertheless, the clear impress- 

ion gained is that in some respects it definitely may be 

    more troublesome mm conventional ds ~ there is no 

certainty that funds will be available at any given time for 

transactions in countries with a high risk factor and the 

standards of commercial probity and the finencial stre 

  

the buyer are probably even higher than with conventional 

financing. No evidence has been found that these without re 

recourse transactions are any easier for the exporter to 

negotiate than ordinary bank finance, and certainly none 

to sugtest that they are available "for the asking" as seems 

to be thought by some British exporters. 

There is little hard evidence available as to the extent 

of this practice. The only published information is in ea 

single book [51], in a few articles and in the promotional 

literature of the banks engaged in this business. Hdusermann, 

the author of the book in question, goes into considerable 

detail regarding technicalities fron the banker's rather then 

the exporter's point of view. Loreover, as a Swiss, he is not 

primarily concerned with the German exporter, though this need 

not be a drawback for the purpose of the present survey since 

much of the Swiss business emanates from Germany. As to its 

extent, he quotes a number of estimates made in the late 

1960s and early 1970s. Two examples will suffice to show how 

wide is the possible margin of error. One article dated 

November 1968 quotes the Deutsche Bank AG as estimating "well 

  

over Dlii00stas the totel, while another, 

  

"about 1% of total German exports! 

  

out at ten times the previous estimate. 
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Hausers the difficulties 

in attempting to reach a conclusion. It is not km how 

  

many banks are engaged in this ty of work, and not all are 

  

compelled to mak 

  

public their accounts. He 

  

published balance sheets of two of the three 

  

to be dealing in & forfait trading in Zlirich, assume an   

  

all the bills of exchange relate to Porfaitierung 

estimates as to the proportion which they will have retained - 

in their own portfolios end the proportion of all Swiss 

pusiness for which they are responsible. He then estimates, 

-in effect, that 65% of Swiss business originates in the 

Federal Republic and that this represents half of total German 

Forfaitierungen. (Concerning the last asswaption, he notes 

  

= that reputable German finencial institutions have made est tes 

ranging from 20% to 70%.) The scope for error is acknowledsed 

to be great, but he estimates somewhere between DNO.9bn and 

DM1.4bn for 1970. 

  

He appears to overlook the fact that this will repres 

the amount of claims in existence at any one time and not an 

annual rate. If an average time to maturity of 2.5 years is 

assumed for the outstanding bills, an annual rate of less than 

Dii500m may be assumed for 1970, subject now to an even wider 

range of possible error. This estimate is not inconsistent 

with another quoted by Gmiir of $500m per annum on a world- 

wide basis, which in effect is mainly the Federal Republic, 

  

Switzerland and Austria. If correct, less than 0.5% of +1 

Federal Republic's export trade would have been financed in 

this way and no more than 5% of the medium term credit 

business.



What type of finencial institution engages in this 

business and what are the sources of funds? 

Although the term Diskont 4 forfait is mentioned in the 

1947 edition of a Swiss banking reference book (Handbuch des 

ot
 only ~w Bank-, Geld- und Bérsenwesens der Schweiz) it seems tha 

   small private banks engaged in this business in the early post- 

war years. According to Hausexrmann, one West German bank 

founded in the late 10408 offered & forfait services in order 

to attract customers. At that period such a service would 

obviously have been attractive, dnd this bank was so successful 

that it is nowa substantial institution. The system in general 

grew to the extent that the big banks entered the market, 

though discreetly. One of the big three; the Deutsche Bank AG, 

became active in this field, while the other two regarded it 

as a complementary service to meet the wishes of their customers. 

As a result of the intervention of the big banks, some of the 

smaller ones have withdrawn from the market, though others 

still regard these services as @ means of getting new customers. 

(This strongly suggests that the system is not sufficiently 

widespread for it to be easily available.) 

The banks may buy claims & forfait to retain in their 

own portfolios, to sell to other financial institutions, either 

with or without their own endorsements on the the bills of 

exchange, or may simply act as intermediaries. The opinion 

of one German bank official in the United Kingdom was that his 

own bank kept very few, if any, of these claims in its own 

portfolio, and he doubted whether the other big banks did. 

However, he stressed that he did not kmow for certain, as 
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this would be a matter for high-level decision and very few of 

the bank's personnel would have access to this information [i]. 

Gmliir states that banks may retain a small portion of these 

assets for their second-line liquid reserves, as they nomally 

  

give a high yield. After sale by the exporter's bank, 4. 

claims may be held temporarily until a long-term home is found. 

with aggressively run financial institutions. Interest 

arbitrage also attracts holders of long-term paper who borrow 

at relatively low rates of interest in the Buro-dollar markets - 

Gmiir states in passing that some have had their fingers burned. ~ 

According to him, building up a loyal and financially strong 

clientéle willing to invest in these claims is one of the 

major tasks of banks handling this business [50]. (his may 

be why one of the relevant Swiss banks has opened an office in 

London.) The placing of Forfaitierungen is done on an inter- 

national basis, with the main centres in London, Paris, New 

York (for Latin American debts) as well as Ziirich and the West 

German financial centres. Although Austria, because of its 

role in Bast-West trade, is active in arranging & forfait 

transactions, -the ultimate source of most of its finance is 

believed to be London. 

a” 

As far as German exporters are concerned, the main 

channels used in addition to the big banks are a quite small 

nunber of private banks who transmit, either as intermediary 

or by sale, the claims to a much smaller number of Forfaiteure, 

mainly in Ziirich. The availability of finance for sales to 

different countries will depend on the view of these institut- 

ions of the risks involved, and facilities offered will vary. 

To illustrate this, the following extracts are taken from the 

443



  promotional literature issued by one of the better kmown 

Ziixrich banks: "Currencies: Swiss francs, German marks, 

US dollars; additionally, at the present time, French francs, 

Belgian franes, Dutch guilders, Aust 

  

jan schillings and 

Italian lire, also possibly Swedish crowns, Norwegian crowms 

  

and Danish crowns" (May 1971) and five months later:"...Swi 

francs, Germen. marks, US dollars, French francs, Belgian 

francs, Dutch guilders, pounds sterling, Italian lire and 

    Norwegian crowms...other currencies are possible according 

to the state of the market." The same bank's annual report 

for 1973 stated: "The possibilities of placing non-recourse 

transactions with third parties have diminished." The 1972 

annual report of a similar bank notes: "First-class Spanish 

paper was again favoured by investors. -A constant demand for 

investments in Portugal could nee always be setierien ee 

Demand for funds covering export sales to Yugoslavia ..remained 

so strong that the market could only partly absorb the paper... 

Transactions for Poland and Romania with repayment periods 

of seven ané eight years could be placed in large amownts 

without difficulty. Contrary to the previous year, substantial 

amounts were made available for exports to Czechoslovakia..." 

Those engaged in this business lay stress on the probity 

of others in the chain of transactions. As it is not certain 

that a Bill of Exchange can in fact be ceded without recourse 

to the drawer under all legal systems, faith must be placed in 

declarations of the type "...we categorically confirm that we 

relinguish all rights of recourse against yourselves as drawers 

of the Bill, on behalf of ourselves and all holders in due 

course." Foraiteure in turn must be confident that in case of 
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default investors in this type of paper will not in fact take 

legal action against an exporter. Furthermore, they are - 

  

careful to ensure that paper does not arrive in the he 

  

an individual or organisation which might be unacceptable on 

personal or politicel grounds to the importer, exporter or the 

government of either. As in some other types of international 

‘financial transactions, business is frequently done by 

  

further underlining the need to deal with institutions and 

individuels whose reputetion is beyond question. For policy 

reasons which are not directly relevant to the provisions of 

export ‘finance, Swiss Forfaiteure generally work with the 

German exporter's bank, which makes a modest charge for its 

services either by way of commission or its turn on the 

discounted paper. It is unusual for the Swiss institution to 

deal direct with the German exporter. 

Although enough business has developed for major Swiss 

and other banks to have established subsidiary and associate 

    companies in Zlirich for the purpose of participating in & 

forfait financing, it remains relatively smell, specialised end 

subject to fluctuations in the currencies which are acceptable, 

the importing countries for which facilities are available, 

and the interest rates charged. Conventional financing, of 

ourse, suffers from similar fluctuations ~ insurance cover can 

be withdrawm or restored according to circumstances and interest 

rates vary, but as these are in large measure determined by 

  

Governments and other bic institutions responding to lar, 

  

scale influences over longer periods of time they are u     

“much less volatile.



The cost of finance in this form is determined by the 

current medium term rates in the Duro-currency markets. ‘The 

principal institutions publish lists at regular intervals 

  

indicating the retes for different currencies, importing 

countries and maturities. They may quote separately Sr the 

  

“risk premium", or include it in an all-in rate. This 

charge will depend on an essessment of the economic and 

political situation in the debtor country, the quality and 

reliability of the debtor and guarentor (if any), the length 

of credit required and, exceptionally, the currency of the 

receivables. These rates becone established by market forces, 

being the consensus of subjective opinion rather than detailed 

visk calculations. Although Hausermann goes into some detail 

on risk estimation, the one direct contact it has been possible 

to establish during the current reséarch is quite certain that 

the interplay of opinion in the market is far more important 

than anyformal calculations. 

An examination of such a rate list published in Maxch 1975 

shows discount rates varying from the equivalent of 0.75% per 

annum above the corresponding Burocurrency rate for importers 

in economically. sound countries such as the Netherlands, to 

the equivalent of 5.5% per annum over the corresponding Euro- 

currency rate when the importer is located in Yugoslavia. ‘The 

Margins quoted seem very reasonable for the exporter, bearing 

in mind that they cover the financial institutions! profit and 

the risk premium. It is not possible to comment on the cost 

   
of this risk element without knowing what the cost of official 

sh bankers with 

  

eredit insurance would have been. Two Br 

  

current experience of export finance expressed the view that 
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the rates were keen and that their own banke could not have 

offered cheaper rates if a similar system were used in the 

United Kingdom. 

Although a major Swiss bank states that "financing without 

  

recourse is naturally more costly than conventional export 

financing", there may well be occasions when this is not so. 

There have been occasions when medium term Eurocurrency loans 

have been cheaper than domestic finance, and Hausermann reports 

  

that he formed the impression that at times German exporters 

have had the adventage of this interest differential. 

In considering the rates quoted, it must be borne in mind 

that they are published as an indication and not as a firm 

commitment, but in view of the international standing of the 

parent bank they are probably an accurate reflection of the 

rates actually charged. Furthermore, the larger institutions 

which publish rates are probably the most conservative and 

deal in only the safest paper ~ for instance, the list itself 

states that Verrechnungseinheiten are not accepted for trans- 

actions with the German Democratic Republic. The annual report 

of another bank states: "We continue to purchase mainly claims 

which are guaranteed by first-class banks or companies. In 

Western Europe we sometimes finance non-recourse transactions 

with the commercial risks covered-by a first-class credit 

insurance company". The literature of other companies makes 

it clear that they follow similar policies. 

   (The rates do not include remuneration of the expvorter's 

sactions 

  

bank or other intermediary, but in sta type tx 
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it is said to be small.) 

It has not been possible to determine the rates cha: 

  

by the smaller companies dealing with less conventional export 

business. It is difficult to identify them, at least within 

the scope of the resources available for this research, and 

it is thought unlikely that mueh information would have been 

made available regarding their less publicised activities. 

Approaches by correspondence to one bank which advertises from 

time to time brought no response. It must be assumed that the 

charge for the risk element will pe considerable in cases where 

plocked currencies are being traded, though the West German 

exporter will be able to adjust his prices to take this into 

  

account. Alternatively, one of the financial intermediaries 

or the Forfaiteur himself will make an appropriate adjustment 

to his conversion rate. 

If some evaluation of the importance of Forfaitieruns is 

to be attempted from the available literature and the very 

limited contacts which are possible in this country, it must 

be that non-recourse financing makes a small but useful 

contribution to German export trade as a whole, and may well 

be an masepensevte aid to some companies. It is probable 

that, insofar as trade with Eastern Europe is concerned, the 

system provides a mechanism for smoothing out imbalances in 

bilateral trade. 

Undoubtedly the growth of this method of financing owes 

something to the special conditions prevailing in Germany in 

the early post-war years. Insof as transactions could be 

  

financed from third countries, it would obviously have been



+ 
welcome in the days of financial stringency. For geogr    plead 

and linguistic reasons, as well as its established position as 

a centre for inter: 

  

tional finance, Switzerland would have been 

such a convenient source. Unfortunately, no evidence is known 

   gest whether the need for to the present writer which would s 

foreign finance was a major factor or not. His subjective 

feeling is that a more cogent reason was that at the time 

export credit insurance and finencing facilities were not so 

well developed in the Federal Republic, requiring a much hicher 

self-financing ratio than for instance in the United Kingdom. 

Roneeeceanss financing was euieats established in Switzerland 

for Swiss exports, many of which were not eligible for cover 

by the official export credit organisation, the Exportrisiko- 

gesellschaft, because of their foreign content (especially 

components and parts bought from neighbouting countries). 

As Héusermann reports, Swiss banks actively sold their 4 forfait 

services to German banks. Since German banks are competitive, 

businesses not being tied to a single bank as is usual in the 

United Kingdom, some promoted this service in order to secure 

new business, so encouraging the growth of this form of finance. 

Although British export houses have traditionally provided 

a form of non~recourse financing (probably now very insignificant) 

there has been no development of Forfaitierung-like arrangements’ 

in Western countries, and it has perhaps been tempting to see 

a link between non~-recourse financing and the almost legendary 

success of German exporters. However, the volume of business 

est that it has been essential for 

  

transacted does not su; 

ets that its importance     German exports, and the resear r sugg 

  

has been greatly exagserated in Brit 
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tversicherungs- 

  

2. Export Credit Insurance — Hermes—Kredi. 

2e4 

  

This company, with two. major insurance companies as its 

principal shareholders, has been active in credit insurance 

since 1917. From 1926 it administered the Government's 

export credit insurance scheme, until it was replaced by the 

current scheme in 1949. This work is now x 

  

cformed jointly 

with the Deutsche Revisions- und Treuhand-AG, 

  

latter company is not directly involved with industry. Both 

‘companies act solely as agents for the Federal Government, 

to which premium income accrues and which appropriates funds 

in the Federsl Budget to meet anticipated claims and the 

companies’ fees. No figures relating to this business appear 

in the published accounts, though a separate report covering 

all guarantees is published by the Federal Government [52]. 

The power to give guarantees is vested in the Inter-Ministerial 

Committee for Export Guarantees, assisted by representatives 

of manufacturers, export merchants and banks. Contracts over 

DMim require endorsement by the Ministries for Economic Affairs 

and Finence. 

Measured by premium income, export insurance business 

has been over 2.5 times the company's commercial insurance 

business in recent years. If one further considers that the 

company acts on behalf of the Government in resvect of certain 

other forms of insurance, its dependence on officiel business 

is such that its status as an independent company has little 

practical significance as far as policy is concerned: it is 

simply administering a Government scheme,



The function of Hermes is to provide credit insurance for 

German exports, both under buyer and supplier credits.   The 

broad purpose is essentially the same as ECGD's, and attention 

‘ 2 will be drawn to the main differences between the two systems. 

Most of these differences are, in fact, expected to disappear 

  

over the course of the next few years. When this research 

started, the main features of the Hermes system had remained 

unchanged for a number of years. The Federal Government had 

been awaiting theemergence of a harmonised EEC scheme, towards 

which considerable progress had been made, but the enlargement 

of the Community has caused indefinite postponement of the 

harmonisation and the German system is now being overhauled. 

(In addition to Hermes, two independent companies - 

Gerling Konzern Speziale Kxreditversicherungs AG and the 

Allgemeine Kreditversicherung AG - offer export credit insurance 

against commercial risks only. Their. activities in this field 

are very small in relation to the totality of German exports.) 

2.2 Policies ‘offered. 

Unlike other countries' export credit insurance schemes, 

Hermes policigs:-offer the German exporter much more flexibility 

in choosing which short-term contracts to cover. ‘The 

  

Einzelcearantie, corresponding with ECGD's specific gua: 

  

  

  

is no corresponding BCGD policy. The Pause     

corresponds with ECGD's comprehensive guarantee, though the 

  

German scheme appears to leave greater freedom to omit certain



  

  markets at the exporter's option than does the ECGD guarantee. 

While it is officially r 

  

orted that more exporters are becoming 

interested in the Pauschalgarantie, which gives more favourable 

  

premium rates and makes for simplified administration, the 

contracts covered in this way amounted to only DM3.0m, DM3.0m 

and DM2.9m, or 21.5%, 19.7% and 14.6% of total insured exports, 

in 1973, 1974 and 1975 respectively. This appears to be in 

conflict with the official claim, but is probably irrelevant 

as far as the future is concerned, since the Federal Governnent 

has declared its intention of moving over exclusively ay the 

eompecnenaive form of guarantee for all short-term (i.e. up to 

twelve months) and certain medium-term business. 

As with BCGD, medium-term contracts are covered by the 

Binzelgarantie, or specific guarantee. This will also cover 

the long-term part of a contract. 

Traditionally the percentage cover of any loss is smaller 

with Hermes than with ECGD. Post-shipment commercial risks 

are covered as to 0%, political risks 85% when the causes are 

exchange losses arising from exchange rate fluctuations after 

a delay in payment, transfer and moratorium risks, and 90, 

for other political risks. From 1976 these have been increased 

to &5% for commercial risks and 90% for all political risks. 

In the case of tied financial loans (buyer credit), it may 

be increased to 95% if the bank makes ue necessary application 

  

and agrees not to "roll off". the 5% pelea on to the 

or insure it elsewhere. In the United Kingdom, the percentages 

risks) and 90K or      are 904 for buyer risks (i.e. commerci 

95% for political risks, although in the case of buyer credits



  

ECGD gives the bank a 100% ¢ , fetaining the right of 

recourse to the exporter in respect of the uncovered balance. 

With regard to risks cov mes policies, the main 

  

difference from BCGD practice is that insolvency is essentially 

the only commercial risk covered - protracted defavlt or wilful 

refusal to take up goods are not included. Wo cost escalation 

  

cover, performance bonds or consortium insurance cover is 
  

  

available from Hermes. An exchange risks policy was introduced 

in 1972, but has been little used. Hermes policies may be 

taken out to cover pre-shipment risks only; this facility is 

not available from ECGD, though it is considering its introduct- 

Lona ts. 

Premiums charged on contracts with private buyers are at 

the rate of 1.5% (0.75% for ¢ash against documents terms) plus 

0.1% for each month beyond the first six, for post-shipment 

risks. An additional 0.75% is charged for pre~shipment risks. 

These are calculated on the guaranteed amount, so that the 

percentage at tthe exporter's mie (usually 20%) and any pre- 

payments should be deducted from the contract value before 

applying these rates. Direct comparison with ECGD is not 

possible, as the latter quotes only average rates based on 

full contract value, but clearly the German rates are apprecia-— 

bly higher both for short-term (average United Kingdom rate 

was 0.25% in 1974-75) and medium-term (the United Kingdom 

Claiming 1.25% - 3.4% flat on five year credits, according to 

the strength of the market). If Hermes judges contracts to 

  

be subject to more than aver it reduces the percent 

  

of loss covered, rather than in its premium. ° R @ o a oO a



  

No evidence has been found of excessive help from the 

Federal Government in financing exports at the present time, 

and it is doubtful whether it has ever been given. While a 

limited amount of slightly cheaper finance is available for 

some medium and long term credits, this is by no means as 

great as the virtually open-ended commitment of the United 

Kingdom Government to provide finance for all creditworthy 

business of this kind. 

German banks do not receive the 100% guarantee provided 

by ECGD schemes, and the tradition of involvement, noted by 

the Faringdon Committee over fifty years ago, still thrives 

in the German banks. 

In the area of export credit insurance, it is an 

inescapable conclusion of a study of Hermes and BCGD that the 

cover available to the German exporter is inferior in a number 

of respects to that available to the United Kingdom exporter. 

Risks covered are fewer and the premiums higher. 

In spite of frequently heard comments in British export 

circles about the help German exporters get from Hermes, the 

figures in Table 4 do not support the view that it gives more 

help than ECGD. It is particularly noticeable on considering 

published figures in more detail that German exports to 

developed countries are covered to a much smaller extent 

ar markets - 6.4%,     than the United Kingdom's 

&.6% and 10.6% in 1973,. 1974 and 1975 respectively, compared 

dom (see p.64). Whether this    with over 40% in the United Kin



Y 
ATGVL 

 
 

ana 
s
o
w
i
e
y
 

s
j
u
s
w
e
t
T
1
}
e
g
 

T
e
U
O
T
e
U
A
e
I
U
T
 

IOy 
Yyueg 

: 
se0arnog 

9°se 
6° IT 

SZ6T 
g
e
 

c's 
PL6L 

o's 
I'9 

E261 
ose 

ees 
ZL6T 

€°9€ 
CL 

TL6T 
TIAVILIVAY 

LON 
OL 

- 
L96T 

1°62 
Zot 

9961 
8°92 

b'6 
S96T 

O'Lze 
88 

PO6T 
Tose 

Lee 
S961 

aqpog 
SanuaH 

ANVWUGD 
GNV 

W
O
G
O
N
I
M
 

G
H
L
I
N
A
 

AHL 
NI 

S
H
I
O
I
T
I
O
d
 

AONVUASNI 
SLIGHHO 

LYOdXH 
TVIOIMIO 

Ad 
G
a
u
q
A
O
D
 

S
L
Y
O
d
X
T
 

T
V
L
O
L
 

JO 
F
O
V
I
N
T
O
U
I
d



difference is due to the relatively high premiums in the 

Federal Republic, the "all or nothing" principle of ECGD, the 

fact that commercial credit insurance is used in Germany with- 

out covering against political risks, is not known; it may well 

be a combination of all three. 

Although Hermes is considered good by German exporters, 

one comes across complaints about delays in giving decisions. 

They were recorded in the 1960s, when delays of two or three 

months were reported [48], and a current German view is that 

there has been iittle change since then [1]. This complaint 

is not confined to Germany, of course -— similar comnents are 

heard, sometimes with more justification, in other countries. 

As in the other countries studied, the official credit 

insurance policies are required for much medium-term eal 

long-term export credit finance, ice Grescine the Government 

the effective decision-maker as to which projects qualify for 

finance.



CHAPLER 9 

NETHERLANDS 

1. Export financing institutions a 

  

  

1-1 Introduction. 

The smallness of the country has necessitated the develop- 

ment of widespread trading links, and the Netherlands has well- 

developed facilities to support them. 

1.2 he banking environment. 

Little comment is called for in considering the banking 

system in the Netherlands. The banks are more prominent in 

; influencing companies than in the United Kingdom, but much less 

so than in the Federal Republic. 

1.3 Binancing institutions. 

The normal source of finance is the commercial banking 

system, and there is no difference between the financing of 

domestic and export business. Exporters will normally obtain 

export finance from their commercial banks (or theix wholly- 

owned specialist subsidiaries) or from one specialist bank, 

the NV _Dxport-Financering-Maatschappij. Registered as a 

private Corre in 1951, ETM's major shareholder is the 

Nationale Investeringsbank, the successor to the reconstruction 

corporation set up after the last war, holding just over half 

the shares. The Netherlands Government thus has the ultimate 

controlling interest. The remaining shareholders are the big 

commercial banks.



The function of this institution is to finance exports of 

capital goods manufactured in the Netherlands and to provide 

facilities for engineering and other contracting business 

carried out abroad by Netherlands companies. Its activities 

are not concentrated on developing coumtries, as is its 

counterpart's in the Federal Republic - indeed the United 

Kingdom is usually well at the head of the importing countries 

to be financed by the bank, with 32% of the total outstanding 

in 1973, 29% in 1974 and 23% in 1975. The operations of the 

institution are financed by medium-term loans from the private 

sector, and by the issue of eepee anes Calculations from 

annual balance sheets show that the ratio of capital (20% paid) 

plus free reserves to external long-term borrowings has 

Geclined from 12% in 1971 to & in 1975. the proportion of 

Government provided funds in the operation is therefore small, 

though the uncalled part of the share capital held by the 

Government clearly offers a form of security for depositors 

and debenture holders. 

As a rule, medium-term post-delivery loans are made in 

Dutch guilders. They may ae ene form of discounting bills 

or promissory notes in the case of supplier credit, or of 

loans to foreign buyers for the purpose of buying Dutch capital 

goods. The latter are normally for periods between five and 

4 tions.     eight years, with quarterly or half-yearly rede. 

  

Whether finance is obtained from EFM or the ex 

own banks, interest rates charged to exporters are based on 

commercial rates in most cases. The exceptions are those 

     exports financed under the “export-financering arrangement"



(efa), by which the Nederlandsche 1 

  

mk (the Central Bank) 

rediscounts export bills or accepts them as collateral for 

loans (depending on the length of time remaining to maturity) 

provided they fulfill certain conditions. The main requize- 

ments are that the bills form part of a series maturing in at 

least five years, though individual bills in the series matur- 

ing in over five years are not eligible for rediscount until 

they heave no more than fiye years to run. Thus, the banks are 

required to finance the longer porticnof the loan. The 

transactions must be covered by export credit insurance policies 

and be registered with the Central Bank at the negotiation 

stage. Under this scheme, banks must charge a reduced rate of 

interest. This rate is equal to the average effective yield 

of three government bonds with an average of five years to 

redemption, minus 0.75% p.a., rounded to-0.125%. This applies 

to the full duration of the transaction and is fixed in the 

month in which application for the facility is made. 

The aim is to provide lower interest rates for exports of 

capital goods. It does not meet with universal approval, EFM 

commenting that "the application of this arrangement boils 

down to an export subsidy provided by the banks, in that export 

bills and promissory notes placed under this arrangement are 

taken over by them at rates lower than usual for this kind of 

transaction" [53]. The EFM does not press this point too 

hard; rather it queries whether the system is desirable in 

general terms. There is justification for EFM's objection only 

if the banks have more profitable outlets available for their 

funds. This may well have applied in the "squeeze" of 1974 

when efa rediscounted paper was yielding 9 against a market 
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return of 11.5% and the bank may have been sounding a warning 

that it would have to reconsider its position if these condit- 

ions continued. 

The extent of the reduction in interest rates when finance 

is obtained through the efa, as stated, depends on the difference 

between the rates on Government stock and on commercial dills. 

In June 1975 the rates were: 

Normal export finance 9.625% computed hali-yearly 

or 9.375% on the insured 

portion if thre is 

a direct Evaretiee 

to the bank 

Export-financerings-arrangement 7. 

At first sight, this appears to be a substantial difference, 

but further consideration modifies this impression. If the 

rate for export finance is taken to be 9.375% (since direct 

guarantees are a condition of access to the sch mie) , the 

adventage of using the efa is 2.375@p.a. on the insured part 

of the credit, say’ 85%. Assuming that 204 will have been paid 

before shipment, this means that the advantage is reduced to 

2.375 x 0.65 x 0.80 = 1.615%p.a.. calculated on the contract 

value. This is reduced further, ‘since the efa applies only 

to those bills maturing in five years or less; thus for seven 

years credit, the effective reduction is 4.154% p.a. calenlated 

on the contract value. In round figures, this is eouivalent 

to a price reduction of about 4% on the total contract value. 

  

The efa is not open-ended. Geil 
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when available funds have been fully committed and exporters 

have had to use normal financing. The ceiling for this efa 

was raised to hfl 1500m in 1975, with hfl 100m being aR 

to a similar scheme for maturities of 3 - 5 years. 

A special, but similer, efa exists for general export 

loens to Eastern Europe and the more advanced eye 
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2.1 Origins and development 

fhe Nederlandsche Credietverzekering Maatschappij (NOM) 

is a public limited company formed in 1925 to provide insurance 

against credit risks. At the time there was no institution in 

the Netherlands offering such insurance, and although it had 

brief competition from two other organisations in the 1920s 

it has enjoyed a monopoly for virtually all of its existence. 

It is a historical curiosity that the initiative for setting 

up the NCM came from the pemce Kreditversicherungsgeselischaft 

in Hamburg, one of the two companies with which Netherlands 

businesses usually placed credit insurance. 

The principal shareholders are now Netherlands banking 

and insurance companies. The NCM offers insurance against 

all types of credit risk - domestic, import and export. As 

with the corresponding organisations in France and Germany, 

the State reinsures certain risks in connection with export 

transactions (also with import transactions, but the amount 

is of the order of 1% of export business). However, NGli's 

main business is for its own account. Domestic business has 

exceeded foreign since 1970 if measured by the value insured, 

or since 1973 if measured by premium income. Even on the 

foreign side, a substantial proportion is for the compeny's 

own account - between 39% and 53% from 1970 to 1974, though 

a sharp rise in State reinsurance brought the percentage down 

to 33% in 1975. Notwithstanding the rise in 1975, there 

was little growth trend in State reinsurance during the decade 
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1965-1975, though there was considerable growth in own account 

forsign business. 

fs In common with France and Germany, decisions in respect 

of state reinsurance are not made by the company, which concerns 

itself solely with formalities. The Ministry of Finance is 

responsible for decisions where credit terms exceed five years 

and the amount is more than hfl 5m, otherwise decisions are 

delegated to the Dagelijkse Commissie voor Export- en Import- 

garanties, made up of representatives of the Central Bank. 

The risks reinsured by the state are, briefly: 

Political, including transfer, risks, 

All risks of non-payment by "official" buyers, 

Risk of protracted non-payment by private buyers in 

developing countries, in addition to the insolvency 

of these buyers, when the credit period exceeds two 

years from the date of delivery, 

Similar risks in developed countries when the credit 

period exceeds five years. 

While the last two items may seem limited, it iis understood 

that the Netherlands Government is willing in principle to 

reinsure commercial risks, but the NCM prefers to cover short- 

term commercial risks on its own account. 

The exchange risks mentioned later are also reinsured by 

the State. 

2.2 Policies offered. 

The two main types of policy offered are similar to those 

found in the other countries studied.



omzetpolissen) include all short- Whole turnover polic: 

  

term business in respect of a given country, several countries 

or all countries, at the option of the insured. In the years 

1970-74, 75% ~ 85% of insured shipments were covered by his 

type of policy. It corresponds with BCGD's comprehensive 

guarantee in many ways, but as the insured has the option 

of selecting which countries to cover and whether to cover 

against commercial risks,. political risks, or both, no direct 

comparison is possible. One form of whole turnover policy, 

the European policy, includes buyers in the domestic market 

and eight foreign countries (more if desired) on a single 

policy, so that even home and export trade are not distinguished. 

¢ policies (speciale polissen) may cover commercial Speci 

and/or political risks on individual contracts. Some cover raw 

  

materials, but most ‘relate to capital goods. 

Policies may cover buyer and seller credits, and may be 

assigned to financial institutions. NOM also offers direct 

guarantees to the banks up to the insured percentage of the 

contract in the case of seller credit, or financial guarantees 

in respect of buyer credits. These guarantees allow some 

relief in respect of the standards which are required of the 

commercial banks' balance sheets. ‘The overall arrangement 

with regard to these guarantees is very much like BCGD's. 

   The xisks covered by NOM have traditionally been very 

similar to those covered by ECGD in respect of standard 

shipments. A theoretical difference between i/Cli and BCGD on 

the one hand and Hermes and COFACE on the othex has been that 
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the former have provided for unforeseen circumstances by. in 

effect, covering all risks not specifically excluded, whereas 

the latter have covered only specified risks. ‘The number of 

claims which this can have affected in practice must have been 

infinitesimal, and the distinction is in any case disappearing 

as the United Kingdom and the Netherlands fall into line with 

the other EEC countries. 

Cost escalation cover and consortium insurance cover are 

not provided by NCM. 

Insurance against certain exchanse rate fluctuations, which 

is not available in the United Kingdom, is offered. When 

paynent is to be made in a foreign currency and credit extends 

“over more than two years, the exporter may insure against the 

exchange rate varying. "As in the French scheme, the exporter 

-is compensated if the rate moves against him, but is required 

to pay any profits which. arise from a favourable movement, the 

first 3% of any change being disregarded. When this part of 

the research was carried out, only one policy had been approved 

in the pieuy menune the current scheme had been in operation. 

An earlier scheme had been withdrawn in 1971 through lack of 

support, and it has been sugzested that, as in the Federal 

Republic, exporters have succeeded in concluding contracts in 

their own currency or have found adequate facilities in forward 

exchange markets. 

  

tes for commercial risks are set by NCM, those 

for political risks by the Government. Because of the various 

types of cover offered, premium rates differ appreciably, 

= oY
 

wm



   according to the turnover, importing country, length of credit 

and the risks covered, but for medium turnover and an average 

4      spread of buyers on a whole turnover pi indicated Ley 

range is 0.4% - 0.6 for industrialised countries and 0.75% - 

  

0.%% for developing countries, for sixty days credit and 75% 

  

cover, with the risks covered corresponding to those covered 

by ECGD. For medium term credit (say, 20% before delivery, 

the balance over five years in half-yearly instalments) a 

Netherlands bank suggests that the premium covering pre-shipment 

and post-shipment risks for the most creditworthy markets might 

work ott at 2.1% on the contract value, plus some small 

additional charges. Since specific policies are granted on an 

individual basis, direct comparison is again not possible, 

but these figures are consistent with the statement in its 

house journal that its rates are higher than ECGD's, but 

roughly in line with-those of other exporting countries [54]. 

The percentase of any loss covered may be between 75% and 

90%, depending on the neture of the risk and the profit margin 

(a high percentage cover and a high profit margin might reduce 

the exporter's degree of prudence!). In the case of financial 

guarantees for buyer credits, cover may reach 95%. Government 

reports give some help in estimating the normal percentage 

cover. Total values of reinsured goods and the amount for 

which the state is at risk are given. The necessary arithmetic 

shows that for the fifteen years ending in 1975, the average 

percentage cover in each year fell between 84% and C8. Since 

   gures is negligible, and in the import component in the 

  

practice cover proceeds in 5% steps, it is reasonable to infer 

  

that most contracts wi medium-term credit have &5% cover,



    

with some at 90% or 95%, offset by a few at 60% or lower [55]. 

This percentage cover is less than ECGD's, which is normally 

90% on 95%. i iy 

Payment of claims is less favourable to the exporter than — 

with ECGD, though individual policies have different provisions. 
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3. Commentary on Netherlands Export Finance. 

The striking feature of Netherlands export finance facil~ 

ities compared with those of the United Kingdom is the small 

extent to which they rely on Government assistance. ‘Table 5 

compares the percentages of total exports covered by insurance 

policies in the Netherlands and the United Kingdom. The usual 

reservations must be made. about strict comparability, but the 

overall position is very clear. As shown by answers provided 

in response to questions raised at a seminar organised by NCM 

in 1973, the situation with regard to exports of capital goods 

provides a striking contrast with United Kingdom practice. 

After explaining difficulties of definition arising from the 

form of Netherlands statistics, it was stated that in the 

decade 1963-1972 exports of capital gooas from the Netherlands 

varied within quite eer limits, at 21.0% to 23.9% of total 

exports. Of these capital goods, NCM issued policies in respect 

of 8.5%, 6.4%, 8.1%, 6.3%, 5.5% and &.2% in each of the years 

1967 to 1972 (figures for the other years are not available) [54] 

ECGD's Trading Results in recent years show that under 

"machinery" and ipeenenore eaaionentl nearly half of United 

Kingdom exports were covered by credit insurance. If one allows 

for the fact that spares and small items of equipment will be 

included in the total exports, the percentage of capital goods 

insured will probably be higher still. 

Is there any explanation for the lower reliance on official 

facilities than in the United Kingdom, especially the lower 

percent: orts insured? The present researcher suggests     

there are a number of contributory factors. 
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The country is all and companies of even modest size 

ef are used to 

  

abroad - they cannot manage to keep going 
  

  

without trading at least with neighbouring countries. (The 

relative importance of international trade to the Netherlands 

is illustrated by the fact that the ratio exp 

roughly twice es high in the Netherlands as 

  

ance.) They regard 

  

Kingdom and three times as high as in Fr 

exports as normal, not an activity requiring special facilities. 

Moreover, three-quarters of Netherlands exports go to EEC 

countries where special export insurance is considered 

-unnecéssary. 

Companies which must be responsible for a substantial part 

of Netherlands exports are very large, and their export 

financing requirements are insignificant in the context of their 

multi-national operations. They are probably also sufficiently 

powerful to impose their own, very safe, terms of payment. 

(The 1974 edition of "The Major Companies in Yestern Burope" 

compiled by the Commerzbank,Hamburg, includes three Netherlends 

companies in the first four by size of turnover. Although 

two of these are Anglo-lietherlands companies, the Netherlands 

part of one of them would still head the list if the two 

components were split. If AKZO and Hoechst are considered as 

a Germen-Netherlands operation, one may regard four of the 

five biggest companies in Western Europe as firmly established 

in the Netherlands.) These companies are mainly concerned with 

producer and consumer goods, for which only short-term credit 

is customary, and whichare therefore less likely to be insured. 

For the longer term business, it was suggested at the 

NCM seminar that a large proportion of the capital goods 
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exported were single installations or machines delivered to big 

  

conpa s able to undertake their own financing or were consider- 

      ed creditworthy without insurance. It was a pointed ou 

that in both the United Kingdom and France a credit insurance 

policy is a pre-requisite for access to officially subsidised 

    finance, while this is not necessarily the case in the Nether 

lands. 

It has also been suggested that "quite a large, but 

unguentifiable, part" of exports.are not eligible for insurance’ 

cover as they are either destined for subsidiaries abroad or 

are paid for by letter of credit [56]. 

In spite of these features peculiar to the Netherlands, 

businessmen periodically appeal to the Government to bring 

up the standard of the’ facilities to those offered by other 

countrics to their exporters [57]. - This suggests that the 

industry considers itself poorly treated, by comparison with 

its competitors. The limited personal contacts which have been 

possible indicate that it is the United Kingdom and France 

  

which are considered to sive more generous assistance to theiz 

exporters, while facilities in the Federal Republic are 
. 

regarded as about the same as in the Netherlands. The present 

researcher's view is consistent with this. 

  
V7



whether this leads to an increasing reliance on external export 

finance in future. 

Until now, the contribution of the authorities has been 

modest, amounting to the provision under the efa of hfl 1.8bn 

in all. If one assumes that the efa has been used for average 

eredit terms of 2.5 years, hfl 720m of this "cheap" money has bee! 

available every year. This emounts to no more than 0.& of 

Netherlands exports (1976). However, viewed in the context 

of exports to developing countries, it must have played a 

significantly greater part. Less than 20% of Netherlands 

exports go outside Europe, and efa assistance would be 

concentrated on that portion of these exports representing 

medium-term credit transactions with developing countries. It 

has not been possible to reach a reliable estimate of the size 

of this portion, put if one were simply to-hazard a guess that 

“it comprises only 2.5% of Netherlands. exports, then 32% of the 

finance would have been provided at the. cheap rate. This is 

modest when compared with the situation in the Unitec Kingdom, 

where virtually all finance for these transactions is provided 

at preferential rates. 

dre



    

  

 



BNERAL CONSIDERATIONS 

It has been seen that in all the countries studied (as 

well as in nost other exporting countries) some assistance is 

given towards the financing of exports to developing countries 

on medium and long term credit. The purpose may generally be 

considered to be the encouragement of these exports, though 

the underlying reasons are very diverse. A substantial 

number of these underlying reasons have been Bucomiteced 

but here it is proposed simply to accept that industrialised 

countries do wish to promote exports and that assistance with 

their financing is one of the methods used. The following 

chapters are devoted to a consideration of some aspects of 

the general issues involved. 
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HAPTER 41 

"CREDIT RACES" 

1. Introduction. 

A "credit race" or "credit war" which developed in the 

1950s, and concern that it might get out of hand, have been 

mentioned in Chapter 6. In fact, apprehension goes back much 

further then the 1950s, as will be seen. 

The granting of credit, eadatte cost, are generally 

accepted as marketing tools. Critics of special assistance 

from Governments are concerned that so much credit may be 

granted that debtors will not be able to repay the loans, 

and that recipients of cheap eredit will have an unfair 

competitive advantage. 

A widely held view is exemplified by an anonymous, but 

from internal evidence United States, writer who refers to 

"official policies to increase exports", "concessionary lines 

of credit...having an important distorting effect on inter- 

national competition" and "powerful government backing in the 

form of cheap export finance...covering an increasing share 

of the market in big international projects." He claims that 

“more and more projects are won not so much because the exvorter 

offers the lowest price, the most advanced technology or the 

best back wp service, but because one country offers more 

favourable export credit subsidies than another...The 

long-term finance is a critical factor 

  

ity of ch 

  

ining which company wins the contract" [59]. 

 



  

Netherlands industrialists have complained to their 

  government about better credit faciliti available in a number 

  

of countries [60]. 

A German newsletter, available to subscribers only, and 

reputed to be in close touch with authoritetive circles in 

Germany, has railed against subsidised interest rates in a 

number of other countries. Its facts are accurate, but its 

tone rather intemperate, exemplifying the heat which this 

topic tends to generate [61]. 

In France, David reports that there are many complaints 

about inferior facilities in France, though he insists that 

most are unjustified [62]. 

In the United Kingdom, various references to other 

countries' facilities are to be found in the report of the 

House of Commons debate of 10.2.75 [63]. 

ae Reptietions on the granting of export credit facilities 

by Governments. 

It is clear from these, and other, examples that 

apprehension has been, and remains, widespread. Governments 

have been concerned for years to minimise risks of a credit 

war (although this has not prevented some from indulging in 

   
dubious practices) and a number of organisations and agreements 

have been developed over the-years. 

The first serious formal atter to control the prolifera- 

  

goes back to pre-World War 

  

tion of easy credit tex



when Government-backed facilities were primitive compared with 

today's. The "Berne ion" (International Union of Credit 

    

and Investment Insurers), the mem ip of which comprises 

major international credit insurance o. 

  

snisations, was formed 

   in an attempt to keep insurance cover within com ercially 

sound limits. It has attracted unfavourable comments on 

account of its ineffectiveness in imposing limits on its 

members. Its success was certainly very limited, the generally 

accepted explanation being that the members, with the exception 

of ECGD, acted only as agents of-the Governments in their 

respective countries and were therefore unable to enter into 

any binding agreements. 

At the present time, the réle of the Union is generally 

recognised to have changed. Its main purpose is now the ex- 

change of information on credit terms end technical matters 

relating to credit insurance; to some. extent it provides a 

forum in which relevant issues may be discussed. In these 

activities it is valued by all member covntries; its services 

are much used, ECGD claiming to make some 2000 enquiries 

annually on credit terms being offered by other countries. 

It is obligatory for members to hotify to the Union all terms 

  

offering more than five years credit and to provide information 

on other credits at the request of a member. United Kingdom 

sources state that the scheme works well on the whole. 

Although there have been a few occasions when there have been 

grounds for suspicion that some members were concealing facts 

€ have been other occasions 

  

about current negotiations, + 

  

tiation     when the first intimation of contracts being 

came via the Union [1]. 
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The position nowadays is th 

  

the real decisions are 

taken in certain international organisations and at Government 

level. 

se Article xvi §4 of the Ge rite     

Drade prohibits export subsidies except for basic raw materials. 

Its effectiveness may be judged by David's comment that "subsidy" 

is sufficiently imprecise to allow French representatives, 

particularly well versed in the art of juggling with concepts, 

to extricate themselves without difficulty in international 

conferences. "In short, as long as export aid is not too 

obvious, it is very rare for a country to be attacked in GATT. 

Moreover, it is very difficult to envisage any sanctions the 

organisation could apply..." 

With regard to the effectiveness of the Organisation for 

Economic Co-operation and Development, we may turn again to 

David: "In the British club atmosphere which prevails in this 

organisation, it would be considered vulgar to do more than 

ask a country simply to give information on its export aid 

procedures " [60]. Many would agree with this (and its 

implications), but it is refreshing (and rare) to see such 

candour in print. He goes on to report a formal exchange of 

information procedure which was started as a first step in 

the fight against a eredit auction in international trade 

(cef.. the Berne Union procedure). 

More effective has been the European 

  

Articles 111 and 113 of the Rome Treaty have been interpreted 

ercial 

  

to provide for harmonisation and co-ordinetion of cor 
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policies, end work was well under way to securing a unified 

BEC export credit policy. ‘he accession of the United Ni; 3a    

Eire and Denmark has postponed the introduction of a common 

eredit insurance policy, which is not now expected to be 

introduced in the immediate future. Nevertheless, the EEC 

has been effective for instance in causing the French to 

abandon, by 1971, favourable re-discount rates for medium 

term export credits in intra-Community transactions. 

Pending complete harmonisation, and to esate major 

trading nations which are not members of EEC, present practice 

is governed by a "gentleman's agreement" between the world's 

main exporting countries: the United States, United Kingdom, 

Federal Republic of Germany, Italy, Japan and Canada.* The main 

points of the agreement, which came into force on 1.7.76 are: 

finimum cash down payment of 15% 

Minimum rates of interest to be 

for “rich" countries (GNP over $3000 per head) 

2 = 5 years 1.15% 

over 5 years 8.0 % 

for "intermediate" countries (GNP $1000 - 33000 per head) 

2 - 5 years 7.25% 

over 5 years 7.15% 

for dipoont countries (GNP less than $1000 per head) 

2-5 years 1.25% 

over 5 years 1.5.8 

Maximum length of credit 

for "rich" countries 5 years 

  

for "intermediate" countries 8.5 years 

for "poor" countries 10 years. 
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For comparison, typical combined rates, including bank 

charges, but not insurance premium, immediately before these 

guidelines came into force were: 

Medium term Long term 

United Kingdom 1.5 — 8.0% 8.0 - 9.0% 

Germany (Fed. Rep.) 6.75— 7.5% 7.5 ~ 8.0% 

France 6.3 - 7.5% 7.5% 

Netherlands T.25— &.07 7.5% 

(Source: Banker Research Unit) 

These figures are not strictly comparable as the definitions 

of medium term differ for the Gountnieal concemnca’ being in 

this context 2-5, 1- 4, 1.5 - 6 and 1 - 5 years respectively. 

At the time, domestic interest rates were particularly high in 

the United Kingdom. It should also be borne in mind that credits 

of this nature are normally decided on a case by case basis, 

s0 some degree of uncertainty is inevitable since not ali the 

countries are supplying the same types of machine to the same 

markets. 

This agreement appears to be generally honoured. While 

it is a step towards uniformity, the differing rates of inflat- 

ion in the diteférent countries mean that in practice "real" 

rates are much more advantageous in some currencies then others. 

= France later agreed to observe the guidelines from the 

same date.



  

GENERAL PINANCL 

    

1. Introduct 
  

  

While all markets have their individual requiremen 2 

useful categorisation is (a) industrialised countries, 

(b) centrally-plenned socialist economies, (c) other developing 

Suis countries. The requirements within each of these categories 

are broadly similar, and are now considered separately. 

2. Industrialised countries. 

Ghere seems to be no reason for using other than normal 

commercial criteria in financing exports to these countries. 

Financial facilities are available locally for buyers (always 

trade and industrial vere with established banking connections) 

and the creditworthiness criteria wild normally be similar to 

those in exporting countries. The provision of credit should 

therefor be considered a matter of providing facilities move 

conveniently for a buyer, without his having to “shop around". 

Commercial banks in many developed countries are often small 

compared with those in the United Kingdom and may easily reach 

their limits on individual borrowers. The offer of credit may 

relieve them of the trouble of negotiating with several banks, 

but give them noother incentive. The current ECGD-bvacked 

dines of credit where interest is charged by the local benk at 

its normal rate of interest are examples, 
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3. Centrally-planned socialist economies. 

The term "socialist" is used as a convenient term for the 

USSR and China, and those countries falling under their 

influence. For practical purposes in this context it means 

the Eastern European countries; they are by far the most 

important, though China offers obvious potential for the 

development of its present 10% share of the United Kingdom's 

trade with Socialist countries. 

Why should the socialist countries be considered as a 

separate category? In many respects they are like other 

developing countries, needing imports of capital equipment 

for developing their economies. The differences lie, firstly, 

in the large quantities and the high degree of sophistication 

of the equipment likely to be needed, since they have vast 

resources to develop and already have sound technological 

foundations, and, secondly, in their political and economic 

philosophy, requiring a different approach to the markets. 

It is this second feature which will merit particular consider- 

ation. y 

Since the USSR dominates the Eastern European countries, 

its attitude is of paramount importance. Fundamental to en 

understanding of its approach to business is the fact that 

purely economic considerations, as seen through Western eyes, 

have not been the most important factors in Russian decisions — 

probably the most significant example of this is the rejection 

by the socialist countries, at Russian insistence, of Marshall 

  

Aid after World War II. The profound sugpicion with whic 

ussians viewed the West and its institutions is not realised a
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by most business men, Although attitudes are chenging on both 

sides, Western exvorters still need to make an effort to meet 

Russian ways of thought if they are going to be successful. 

On the Russian side there are undoubtedly more officials 

with a knowledge of Western economies, but they are probably 

still inadequate in numbers. Remnants of the old belief that 

the capitalist world was neither necessary nor desirable are 

still to be found. One British Civil Servant expressed it: 

"You have to remember that until relatively recently Russia 

did not reckon it needed eoreienstraae very much, so that many 

ministry officials are simply not geared to dealing with 

Western businessmen..." [65]. 

Nevertheless, there is now a desire to expand trade. As 

much as possible they wish to do this on socialist terms, in 

particular by bilateral and compensdtion trade. The importance 

of this can hardly be over-stressed. Although the socialist 

countries are moving towards some compromise with Western 

systems, e.g. by the development of the "convertible rouble" 

or "transferable rouble" for use in trade within the Cuma 

(Council for Mutual Economic Assistance) countries with the 

intention of cee it fully convertible in ten to fifteen 

years time, and by the European socialist countries raising 

$2104.3m in Euro-currency markets in 1975, they still cling 

to the idea of barter and similar deals [66,67]. 

There have also been some changes of attitude on the part 

of United Kingdom exporters. Broadly speaking, in the 1950s 4S 
   

the Russians would have liked bilateral deals, but conformed 
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with Western insistence to pay cash. Any resistance was little 

more than a token, and the belief among many successful 

exporters to the USSR was that if they dug in their heels, 

there would be no difficulty in obtaining sterling or other 

convertible currency. No doubt this view was justified in 

the days when the USSR was actively seeking limited supplies 

of specialised equipment needed to meet the requirements of 

the current economic plan. This view may still be justified 

in those cases where suppliers are technically well ahead of 

their competitors, but these cases must be getting fewer and 

fewer. Some British exporters have been prepared to consider 

bilateral deals for a number of years, and others aremoving in 

the same direction. One company with exports of over £100m 

per annum sometimes takes part payment (perhaps 5%) in goods 

which are disposed of through a specielist trading house. 

It hes no doubt that in practically all these cases its position 

has been strong enough to hold out for 100% cash, but is 

prepared to make a gesture of goodwill towards its socialist 

customers in the interests of future trade. Another multi- 

million pound exporter, the United Kingdom subsidiary of a 

European multi-national company, also reported doing some 

business on a barter basis, leaving its merchant bank to 

  arrange for the sale of socialist exports [1]. Massey- 

Le
 Pergsuson, the United Kingdom subsidiary of a Canadian company, 

has been reported on a number of occasions as having concluded 

barter deals over the past ten years or more. It has not 

been possible to make any estimate of the extent to which this 

prectice is now followed, but the impression is that it is 

  

les and exe: 

  

growing. The cases quoted are intended only as 
  

it is kmowm that other companies have been involved in bilateral 

  

deals, but on the basis of communications with Briti 
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Dutch, German (Bast and West) business and financial sources 

  

as well as published statements, it seems to be undeniab 

  

that other nationalities have been much more active then the 

  

    British. The USSR Deputy Minister of Foreign Trade, in 

  

February 1976, ve France, the Federal German Republic, 

Italy, Finland, the USA and Japan as leading in the developm: 

    

of new forms of trade co-operation with the USSR. ‘The U: 

Kingdom does not appear in his statement [68]. 

While it is dangerous to take statements out of context, 

and atlowence must be made for posturing in public statements 

which may be intended as no more than starting points for 

further negotiations, the following series of quotations is 

probably not an unfair indication of the attitudes in the 

countries concerned. 

"While talking about the large scale economic 

co-operation based on compensation agreements involving 

multi-million and often multilateral arrangements, which 

to an ever~growing degree determine the development of 

Soviet foreign trade, I do not mean to say that the 

traditional methods and patterns of trade have lost their 

importance... 

"What I wanted you to realise is that we can hardly 

expect a major breakthrough in our trade and economic 

relations unless British companies join the big game 

where they certainly are able to show a much better 

    performance + we have seen   

     (V.M.Ivanov, Head of Soviet Trade De tion, at a seminar 

  

organised by the North of England Develop % Council. 

40-316.)



",..the rate of growth is far from matching potential 

possibilities for the expansion of our mutual trade, 

especially + ditional réle 

  

of the biggest trade partner for the Soviet Union among 

  

the capitalist count in the 60s....In 1975 Great 

Britain was only seventh in the list of our trading 

partners emong the capitalist countries." 

(V.M.Ivanov, Soviet-British Conference. 10.5.76) [69] 

"The Soviet Union has enormous reserves which 

one must prise loose. That can only be done by either 

buying more raw materials or semi-fabricated products, 

or by co-operation arrangements under which internation— 

ally competitive goods are produced." 

(Ernst .Wolf liommsen, former Chairman of Krupp Executive 

Board, Germany.) [70] 

"You cannot expect a computer manufacturer to find 

an outlet for chemicals." 

Lord Layton, British Steel Corporation.) [71] 

We turn now to prospects for the future. Assessing 

potential trade and the concomitant financing requirements is 

even more hazardous with the Soviet Union and the socialist 

states than with other countries. The Russiens are not very 

communicative, either with official statistics or in everyday 

business matters; there is probably a great deal of truth in 

the statement that in Soviet eyes marketing research is the 

slonats     equivalent of mercial espionage, and that Soviet di 

nse to 

  

in Western countries have gone to trouble and exr 

acquire informetion which is freely available in a good public 

library. 
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In spite of its normal reticence, 

  

given many 

indications of the substantial business it would like to 

  

   

  

nego é€ with capite 

  

Kingdom is concerned, the biggest is concerned with the pro- 

vision of a pipeline in Siberie. Although the 

  

is located in the United States, the share of its British 

subsidiary .in.the 3€bn project would be £770m at end-1975 

prices, and indications are that ECGD would be prepared to 

guarantee the financing of the necessary credit facilities. 

The project which is still in the early stages of negotiation, 

‘is understood to be conceived on 2 "“buy~back" basis, i.e. it 

will be paid for over a number of years by the sale of natural 

gas. 

Enticing prospects of increased trade are offered, but 

how realistic are they? Only personal opinions can be orreres, 

but the present writer's view is that the socialist statements 

of their requirements should be taken at their face value. 

American businessmen, though hempered by their own country's 

laws on trading with socialist countries, are sufficiently 

optimistic to maintain full-time executives in Moscow for 

nineteen compenies, including three banks [74]. In Germany 

the opinion has ‘been expressed amongst the larsest of the 1500 

  

companies trading regularly with the Soviet Union that exports 

to that country alone could be up to DM27bn by 1980, from 

just over Du €bn in 1974 [75]. This optimism may not be 

seems certain that business worth 

  

    pounds worth of business is available 

  

can offer the right goods with the 

negotiations will inevitably take 

  

severel years. 
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Of the countries studied in this report, the Federal 

  

Republic of Germany is perhaps best placed for car rying out 

the type of 

  

required. The Germans have a history of 

trading with the socialist countries and not only have the 

necessary experience but a very positive 

  

   

which seems to be lacking i 

  

unfamiliar financing techniques. One mi 

  

that the German banks could use their influence with companies 

  

to a much greater extent than British banks to finalise a 

It is not difficult to visualise a situation where an exporter's 

‘house ‘bank kmows of a company which could take imports from 

the trading partner. Considering the power of German banks, 

the two companies could probably be persuaded to collaborate 

rather more readily than two independent companies ee say, 

the United Kingdom being cajoled by a merchant bank. Whether 

overt pressure is, in fact, applied would require access to 

the deliberations of company boards, but even a suggestion 

from eo house bank could well be taken more seriously then the 

most persuasive argunents of an independent merchant bank. 

In spite of the attractions of the business at stake, 

there are serious drawbacks to.perticipating in this kind of 

  

trade on such a scale. The maghitude of the credit facilities 

required make them into a national, or even international, 

rather than a company problem. 

  

project already mentioned was     American paren 

    
ff 

one pr et alone,     

  

be required over ten or twen 

  
1872,



is more than the United Kingdom's gold and currency reserves 

have been for most of the past few years. While there was 

never any prospect of the United Kingdom getting the whole of 

this order, it provides a good illustration of the potential 

    impact of even a single order. To forego receipts for exports 

which can make such a difference to the coumtry's externa. 

finances is a decision which properly belongs to Governments, 

and the credit insurance decision will be concerned with the 

macro-aspects more then the probity of the buyer. P. T y' 

Barter deals have their dangers, too, at both company and 

national levels. Where payment is by exchange of goods, the 

dangers of poor quality are obvious. One Scottish machinery 

meker accepted payment by counter—purchase of components from 

Poland, but’ found the quality so low they could not be used. 

Meanwhile the Poles are doubtless copying the machines @elegens 

ed. Another company has a large stock of unsaleable shoes. 

Another company accepted payment by importing eycles, which 

it sold to employees at £10 each, with obvious potential re- 

percussions on British cycle manufacturers [1]. Similar 

effects on a much larger scale can be expected when payment 

is to be made by the supply of petroleum products, which will 

displace existing supplies; in addition, existing oil companies 

will have to supply marketing facilities and modify refineries 

for the new feedstock. In the chemical industry, some German 

companies are expressing fears about the incursion of Eastern 

  

European chemicals into their markets when payment for chi 

  

plant is made from the output of the plant. 

Attractive though the prospects may seem, it must be 

    

clear that socialist insistence on this method of ynent 
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implies the application of considerable Western manuf: cturing 

  

and marketing resources to the development of the socialist 

economies. Whether this is desirable will a      end partly on 

one's personal views and partly on the prospects facing our 

own Western economies if and when the prospects of business 

  

become fi 

4. Non-socialist developing countries. 

As with the socialist countries, the needs of other 

developing countries are enormous. Their economies are in 

aifferent stages of development, ranging from Spain, generally 

regarded as the most advanceiZuropean "developing country" 

and perhaps now almost a developed country, down to countries 

of negligible economic achievement. While some are not avers? 

to barter and similar arrangements, they generally fall under 

the influence of Western institutions and export finance takes 

on & more conventional aspect. 

There is little contention about the main underlying 

issue. For a number of worthy reasons, and alse self-interest, 

it is thousht that developing countries' economies should be 

helped. 0 do this, advanced countries' resources have to 

be made available on a2 permanent or a temporary basis - in 

financial terms by grants or loans. Hitherto, aid has been 

  

of various kinds ad broadly speaking may be classed as 

    

tions; credi projects; contribu 

     central banks and "private" (bilateral flo 

as export credits, [tilateral loans to, say, 

    

local development banks



Over fifteen years, from 1961 to 1975, the volume of 

  

OECD official development a stance ained almost const     

During this period, aid expressed as a percen 

  

countries GNP dropped from 0.53% to 0.3% in 1973, recovering 

to 0.36% in 1974 and 1975. At the same time, the percent 

  

taking the form of grants dropped from over 80% in 1961 to a 

  

little under 60% in 1971, recoveri to 60% in subsequent years. 

The development of fund flow sources may be seen from the 

following sketch. 

% 
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ee 
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Source: KW, based on OECD/DAC statistics 

In the country reports, it has been seen that Huro-currency 

sources are widely used in financing exports of capital 

equipment - in the United Kingdom by front-end financing, 

followed by Government pressure foe post-shipment financing 

to be in foreign currencies, in:Trance by BFCE raising finance 

in the Euro-bond market, and syndicated loans by banks of all 

countries. Though it cannot be said that all of the Buro- 

y shown in the sketch is for export finance, the bulk 

  

curr 

of it will be. .The essentially short-term nature of Euro- 

es the whole market vulnerable to with- 

  

currency deposits m 

drewals at short notice. This is a mattcr of concern to ex- 

porters in   



  

Confir importance of private flows 

is to be found in World Bank figures [76], which show that of 

    the total debt outstanding by 66 developing countries, 11 was 

attributable to financial markets at end-1967 and 24% at ena- 

1974. At the same time total external public debt has increased 

at en accelerating pace: an armual rate of 13.84 from 1967 to 

1971, 19.0% from 1971 to 1974 and 22.6% in 1974. While the 

“growth of debt to official lenders increased by 17.%¢ in 

1974, debt to private lenders grew by 33%. A consequence of 

this evolution is a change in the debt structure of importing 

countries. Official loans frequently have a grace period of 

five to ten years end are usually for periods of 25 years or 

more, while financial market loans are for five to seven years. 

Thus there is more pressure on repayments, and average loan 

commitment maturities, which have fluctuated between 19.1 and 

16.9 years between 1967 and 1974 must be expected to shorten 

Ears 

Official loan interest rates, though touching over 4% 

(DAC average) in 1969 have usually been no more than 3.57, and 

in recent years have dropped to 2.56. Financial market loans 

are usually made at a higher rate, putting further pressure 

on debt service, (For some years it has been usual to arrange 

loans on a roll-over basis at a spread over LIBOR (London 

Inter-Bank Offer Rate) making the calculation of future commit- 

ment impossible: ) 

A further feature of export credit finance which has been 

recorded in the country reports finds confirmation in the 

aggregate figures - the shift from supplier credit to buyer 

  

credit. At end-1967 supplier credits made up 72 of outs 

ing export credit debts, and only 36% in 1974 [77]. The two 
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categories were almost equel at end-1972, and since the 

  

to outstanding debts, it is probable that in new credits granted 

buyer credits took the lead in 1969 or thereabouts. A 

  

implication for financial institutions is that in the first 

instance it is they rather than the suppliers who are at risk, 

so that in the event of default they are more likely than be- 

fore to find their liquidity endangered. In the longer run, 

it may not make much difference because of official export 

eredit insurance and poset bie recourse which they may have +o 

suppliers. No information is a 

  

veilable as to the actual 

vulnerability of the lenders but’ it will be recalled that the 

United Kingdom is the only country where official export credit 

insurance gives the financing bank a 100% guarantee. It will 

also be recalled that front-end financing, normally 20% of 

contract values, is required by official. insurance organisations, 

so at least 20% will be at risk, subject to whatever commercial 

or central bank guarantees may be obtained. 

The growth of absolute figures, the increasing share of 

financial narkets in loans to developing countries, shorter 

loan terms and higher interest rates combine to cause appre- 

hension about the repayment of the loans. The global figures 

quoted refer to borrowings by all developing countries from 

all developed countries for all purposes, so can only be 

indicative of general trends in export finance. Further 

examination of the figures shows, as one would expect, that 

private finence has grown more in the wealthier, and therefore 

safer, of the importing countries, and that official aid to 

poorer countries h remained fairly constant. Obviously, 

  

2. the situation varies from country to country, but the overall 

  

picture of increasing financial pressure and fear of default 
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   is clear. In some countries, default is imminent. 

Unofficially it is considered that some United States 

banks have overlent to South American‘countries. This does 

not directly affect the present study, but the interli 

  

of loans through the Buro-currency markets and the intex- 

national banking system mean that any substantial defaults 

  

will have repercussions on the exporting countries covered by 

this report. 

If one considers importing countries' debt service ratios 

(capital repayments plus interest payments as a percentage of 

exports) one may get a rough idea of the countries! ability 

to repay its debts. Available figures from the World Bank are 

subject to serious limitations, especially when used for fore- 

casting purposes. Exports of many developing countries are 

notoriously subject to fluctuation in value due to volatile 

commodity pices: with obvious effects on the debt service 

ratio. Loans from private sources are more and more with 

variable interest rates, from ae Vow as 0.5% to more than 

2.0% above LIBOR, and the World-Bank has calculated a 

hypothetical swing of $840m in interest charges on the end- 

1974 figures of tobel outstanding debt, 757% being concentrated 

in Latin America and the more advanced of the Mediterranean 

    countries. It points out that the amount of the swing is 

small in relation to the exports of developing countries, but 

could cause problems in some cases. 

Examination of World Bank tables shows that six countries 

  

had debt service ratios of over 20% in 1973, but the difficulty 

  

ing is illustrated 

  

riving at reliable figures for fore 
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by the case of Zambia, with a ratio of 28.5% in 1973, but under 

  

6% in each of 1967, 1970 and 1974, with no figures available 

  

for the interven. 

  

ears. Clearly debt service ratios of 

the order of 20% and more are likely to be crippli and 

  

debt relief will have to be arranged. 

An additional problem is the well-Imown question of the 

urce of funds for the Buro-currency markets. liuch is depos- 

ited on very short term and apprehension is caused particularly 

by the share of OFEC, estimated at $34.6bn out of $205.0bn 

at enaltas There now seems less fear than a few years ago 

that these funds would be withdrawn quickly, but this risk 

still cannot be ruled out as these countries are reputed to 

deposit their funds at very short term. Familiar political 

and military considerations are relevant in this context. 

Thus, the financing of capital goods exports is seen %o 

be at risk from two sides - the increased burden falling on 

finencial markets, both in terms of amounts advenced and the 

visks, and the ever-present denger of funds being withdrawn. 

Whether exports to these developing countries should be en- 

couraceé is a matter of political aims, but if the decision 

+ they should be encouraged, the implications should be 

rey
 

s thi 2 

realised: it involves a substantial shifting of resources from 

  

exporting to importi countries. Although the 

  

can only be guessed, it sesms safe 

    

moxe imports than can be physically 

  

oping countries n 

rovided in the foreseeable future, and the limit will be 

te
 

" 
by the willingness of advanced countries to make 

   



or by private institutions with Gover. 

of rediscount facilities of one kind 

ta 

  

   stion - or inflation) is largely a watour olitical 

expediency. Experience suggests that, in fave, no conscious 

decision will be taken to transfer the nwo 

  

resources, 

sles ave not prepared 

  

since electorates in the advanced co 

to reduce their own standards of living to dv ay, For the 

reasons already discussed, the Eurocurrency murket ig unlikely 

  

to be both able and willing to support much more of this type 

of business. 

What will undoubtedly happen is that importing countries 

will default on existing private loans, officially negotiated 

debt relief arrangements will spread the burden over a longer 

period, lenders will be reimbursed to the extent of their cover 

and will have to carry the remaining loss. This will probably 

prove to be an on-going process for many years. It is 

intellectually unsatisfactory, but practically it may be the 

best way - it obtains money from private sources without a 

direct call on the electorate, ee these sources from 

complete disaster, while incorporating an incentive to prudence. 

The alternative, if it is wished to encourage this type of 

export, is to make funds available fer direct aid. 
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2EE RELEVANCE OF INTE RATES TO BUYING DECISIONS    

As stated in Chapter 11, much concern hes been 

expressed by businessmen about the possibility of their 

   foreign competitors having more favourable financial facilities 

at heir disposal than they have themselves. These facilities 

comprise the availability of additional funds and their 

provision at subsidised rates of interest. There can be 

little doubt that if more funds are available for export 

credits (cither for allowing credit for nore projects or for 

allowing longer credit terms) the needs of the ceveloping 

countries are such that more business will be available. But 

ave lower interest rates really effective in giving a 

competitive advantage? As such strong feelings are generated 

by this subject, the present chapter will consider the issue 

at some length. 2 eis 

It is widely assumed, whether as an application of the 

law of the dovmward sloping demand curve or as plain common 

sense that a reduction in the price of a good will result in 

increased demand, the only question being the extent of the 

increase in demand (except, of course, where total demand 

is finite). Hence, any decrease in interest rates which will 

reduce the financing costs, and therefore the total price, of 

@ good will result in increased demand. While it has long 

t kinks, backward sloping de       

  

been recognised th d curves 

and other anomalies sded as minor 

aberrations. 

196



Some years ago (1963-67) a professor of economics 

repeatedly argued in favour of a devaluation of sterling on 

ie the grounds th 

  

it would reduce export prices and therefore 

produce "a dramatic rise in exports". It is not known whether 

this economist still holds the same views, though in an article 

dated 24.4.77 on the subject of export competitiveness he 

suggested that the recent rise in the sterling exchange rate 

provided "a strong warning against encouraging the exchange 

tate to float upwards". While he acknowledged that quality, 

service and delivery are not measured by indices, he clearly 

accorded price a major part in export performance [£0]. 

Contributions to the newspaper concerned (with copies to 

the economist) challenging the view that lower prices would 

produce the dramatic rise in exports were unpublished. 

Discussions with other professional economists at the time 

showed that they regarded such a challenge as untenable. 

It is not suggested that all economists take the same 

view. For instance, Otteson, et aie. have noted that in the 

1930s economists, albeit grudgingly, included product diffexr- 

entiation and selling effort in their model of the firn, 

though price was still regarded as the key economic variable 

{€1]. Oxenfeldt "...is not convinced that price theory does 

describe, accurately enough for many purposes, how most - or 

the most important - markets behave. Factors not taken up 

by price theory seem to exert a major influence on resource 

allocation" [€2]. In the United Kingdom, Lady Margaret Hall 

recognised that "we have...to decide whether the people 

  

mselves in the economists! 

  

concerned are trying to better 

   sense of the phrase," thereby implicitly questioning whether 
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buyers do, in fact, always decide in favour of the lowest- 

priced article. "The facts themselves become too complicated 

--.to be capable of being reduced to a tidy set of rules... 

For a complete analysis, we should have to know the complete 

behaviour pattern both of buyers and sellers" [€3]. A NEDO 

report comments: "Despite the analytical attraction of inter- 

est as a determinant of investment, empirical work has 

frequently found that the response of investment to changes in 

the rate of interest has been small" [684]. 

  

“ In spite of these, and other, reservations, the basic 

view remains that any price reductions, including those 

attributable to the provision of cheap finence, will inevitably 

result in increased sales. This will be considered more 

closely. 

During the present research, the very clear impression 

was obtained that those not directly concerned with export 

negotiations were much more impressed with the importence of 

price differentials as a determinant in real life buying 

  

decisions than were exporters themselves. One Civil Serve 

clearly unwilling to yield ground, supported his traditional 

view with the peeeiion that “interest rates are what every- 

body talks about". Most of Mone interviewed readily agreed 

that "non-price factors" are more important than was once 

  

thought, but still accord them less weight than do exporters 

themselves. The closer respondents were to being involved in 

msactions, the more likely were they to hold 

    

  

t exports are not highly sensitive to small price 

ed irrespective of nationality - and the 
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LS topic was discussed with manufacturers, bankers and/or o 

  

from all four countries studied. 

Can some useful attempt be made to assess the im 

  

of financing costs, with their influence on offered prices, in 

obtaining export orders? Since it is through lower prices that 

favourable interest rates are reputed to work, the discussion 

is essentially one of the réle of price in buying decisions. 

Evidence is too fragmentary.to. provide conclusive answers, 

but it suggested that there are sufficient indications to allow 

limited conclusions to be drawn. As seen by Lady Margaret 

Hall, the behavioral characteristics of buyers and sellers are 

complex, but in the last two or three decades marketing studics, 

drawing on the behavioral sciences, have made some contribution 

to an understanding of the meopience Even'so, the basic 

difficulty of identifying real buying: motives remains. 

An appreciation of the basic mechanisms involved in a 

buying decigion will show why it is, in fact, highly improbable 

that it will be affected by small price differentials. The 

following brief.exposition will concentrete on capital goods, 

since they form the most contentious sector in discussions of 

export finance costs. To attempt to cover all eventualities 

  

with all types of goods would be too comple though the > 

general principles still epply. 

  

single 

reenent 

  

models and terminology here will de little dis. 
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among marketing experts with the following summary of the st 

  

in a buying decision. (It should be noted that there will often 

be interplay and chronological overlapping between the different 

stages.) 

1. Problem recognition. A buyer recognises a need or 

  

desire. This may be very p. ise, €.g. a Rolls Royce 

car, in which case the availability of resources rather 

than a detailed consideration of the price will be all- 

important. However, it is much more likely that the 

"problem" will be seen as a general one, e.g. the need 

for a luxury car, or a generating set, and the buyer 

will pass on to the next stage. 

2. .Search. aA potential buyer will seek from his existing 

knowledge or from outside sources a means of "solving" 

his problem. This search may possibly reveal only one 

potential supplier of a solution. (whether because of 

Lien 

  

an inadequate search, or because only one sup. 

actually exists), in which case price differentials are 

irrelevant. More likely, there will be more than one 

possible solution, so the next stage is initiated. 

’ 3. Evalpetion of possible solutions. If one assumes 

that cost-effectiveness is the major criterion, a number 

of practical difficulties arise. 

  

3.1 Most manufacturers'of capital equi 

  

developed their own technical methods and di 

comparison of alternatives is impossible. 

e to be made on such factors     3.2 Estimates h 

  

deliv icluding 

  

y dates, maintenance costs, 

  

frequency of stop 

cost of training personnel (are staff and workers 
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already familiar with the type of equipment? are 

  language problems likely to be more serious with one 

supplier than another?), availability and cost of 

supplier's personnel for commissioning, and so on - 

the list will depend on the nature of 

  

They are all rational and identifiable factors, but 

not easily quantified. 

3.4 The cost in the buyer's own currency will depend 

on the exchange rate when payment is made. This 

cannot be forecast with accuracy. (While forward 

exchange markets exist in majox currencies, this is 

not so with currencies of developing countries, with 

which we are primarily concerned.) 

3.5 Adequate technical and financial skills may 

not be available to make the necessary evaluations. 

So far we have considered only those easily identifi- 

able factors which contribute oes evaluation of cost 

effectiveness, and it will be realised that even here 

there is much scope for error. If we add behavioral 

factors, we find the situation becomes even more complex 

and uncertain. 

3.6 Byven if adequate technical and financial skills 

erent factors 

  

are available, the balance between di 

is likely to be determined by personality or status, 

Since it is highly improbable that all the skills 

will be present in one individual. A maintenance 

engineer, a production engineer and a financial 

controller will all have different criteria which 

will in practice probably be resolved on non-rationel 

grounds. 
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3.7 Subjective opinions are required on a number 

of factors mentioned in 3.1 to 3.4. These will be 

  

influenced by the 

beliefs of the individuals. These may affect the 

evaluation very considerably, and subjective factors 

can dominate objective ones. It is unlikely that 

anybody approaches evaluation with a completely 

neutral attitude, and this will effect perception of 

facts communicated to the individual - psychological 

mechanisms resist attitude change, at least within 

certain aioe may manifest itself in favour 

of goods of a certain nationality, of a certain make 

or employing certain technical principles. The 

influence of this subjective factor will often more 

than outweigh quite substantial price differentials. 

It should be borne in mind that in many vnder- 

developed countries, the business élite comprises 

no more than a handful of people who trade in a 

wide vange of goods, and objective criteria which 

can*be used are minimal. These people occupy their 

positions because of social status or political record 

ang have little knowledge of modern industry. lNo- 

one who has repeatedly. taken his turn with fruit 

merchants, textile manufacturers, leather goods 

merchants and others to:sell machinery to a single 

individual, then been ostentatiously watched in the 

urinal to make sure he is not attempting to bribe 

an employee, will be easily convinced that ea buying 

  

decision based on the study of photographs, pr 

specifications and reputation will always 
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rational. Moreover, many decisions on 1: scale 

  

capital expenditure are taken by Govern 

  

Government organisations staffed by officials not 

dedicated by inclination or training to profit 

maximisation. Even in advanced economies, little 

realistic appraisal of investment decisions is made 

in some companies and Government dep 

  

ents. The 

chances of this being done in less-developed economies 

are more remote. 

3.8 There are undoubtedly other evaluative criteria, © 

but little information is availeble. In what must 

include by far the most comprehensive review in 

existence of the literature relating to buyer behaviour 

the authors state that the "literature on other 

criteria used is quite meager" [86]. 

Being aware, either consciously or subconsciously, of the 

scope for error in their evaluations, decision-makers 

will probably find there is a "short list" of offers of 

apparently the same order of merit worth taking to the 

next stage. 

4. Purchasing processes. This is essentially concerned 

with all, aspects of buyer-seller negotiations, and in 

practice is usually closely connected with the evaluation 

process. Information supplied and subjective impressions 

conveyed will influence the evaluation - a trusted sales-— 

man can have an enormous advantage. 

There is one respect in which this stage is important 

in the specific context of export finance: the form in 

       which the price is described and the method by which 

agreement is reached. A hypothetical case will provide 

a simple example. An article is offered and the seller 
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expects to receive £95 for it. Does he 

take-it-or-leave-it basis? Or £100 less 

  

Or £100 and then bargain down to £95? Buyers are going 

to react differently, depending on their 

    

culture and skill. The researcher ows of no controlled 

experiment to shed light on this problem, but is confident 

   
that these different approaches would produce different 

outcomes in terms of sales. One may add a further 

possibility: what would be buyer reaction to "£90 + 5% 

surcharge"? It is suggested this approach would be less 

likely to be successful than any of the other approaches, 

though on objective criteria it is more advantageous to 

the buyer. 

No doubt some of the nisunderstandings about the 

importance of price have arisen from accounts cf bargain- 

ing sessions, which can be lengthy and fearsome. As one 

exporter with over thirty years experience put it: "An 

  

Indian feels cheated if he doesn't get his & 

session. ‘It's better than a night out for him and he 

feels insulted et @ ‘teke it or leave it! attitnde" oie. 

Failure to adjust to local customs in this respect can 

create psychological discomfort leading to a distrust of 

the seller, which will adversely affect his credibility 

on matters of fact. Even failure to observe minor points 

of local custom can have a serious effect. One 

   dismissed these with the words "One says ‘how qu 

el Lh 

  

moves on to more important matters" but in xr 

  

gaffes of this kind can be disastrous. 

  

Negotiating skill m be more important than prices.    

Since buyers are usually less well-informed on the merits 

of machinery than are the sellers, they concentrate on 

204



   the areas in which they feel at home. Part of their skill 

is giving the impression that competitors are offering 

more favourable prices and terms. Though not always well 

versed in appraisal techniques, they are often extremely 

well informed on interest rates and insurance premiums, 

and this can give a distinct advantage to the buyer over 

a less skilled seller. (The Commercial Secretary at a 

United Kingdom Embassy in the Middle East has told the 

researcher he could find out current (confidential!) 

ECGD rates more quickly by telephoning his contacts in 

the bazaar than by cabling London.) 

The selier will use counter ploys, the usual one 

being to "load" the price for the equipment so as to ellow 

scope for bargaining - not only on the price of the 

equipment, but on financial terms, too. There are strong 

indications that this is done even where buyer credits 

are negotiated as separate agreements with financing 

institutions. In other words, the interest rates quoted 

are not necessarily genuine. 

If the purchasing Si SS stage is successfully 

completed, the final ‘stage ‘will be: 

5. Post-purchase evaluation. Since this is primarily 

concerned with subsequent negotiations, it will not be 

considered further here, except to point out that the 

subjective factors already mentioned may in part be based 

on post-purchase evaluations of previous transactions. 

In the foregoing survey, it was assumed that cost-effect—- 

  

iveness wes the most important evaluative criterion, and even 

    

with this Jin 

  

itation there have been so many uncer 

  2 eritical 

  

the chances of minor price differentials beir 
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very small. Yet it should not even be assumed that cost- 

effectiveness is always the 1 ortent objective of 

  

decision makers. As i     they have di 

personelities, differing abilities and are subject to 

influences from family, social class, business, educa 

  

and other reference groups. Their value systems inevitably 

  

cover a wide spectrum and in these circumstances it would be 

  

@ remarkable coincidence if all who c ibute to purchas 

  

decisions have cost-effectiveness as their goal. The tradition- 

al view would be that those who do not achieve maximum 

profitability (of which cost-effectiveness is a part) will be 

forced out of business by.more efficient enterprises, though 

it is now accepted that there are a number of hindrances to 

this happening quickly. In developing countries, total 

absence of effective competition in many cases makes the 

traditional economists's view totally irrelevant. Given 

the further complication of a range of goals other than cost- 

effectiveness, the chances of minor price differentials 

assuming paramount importance are still further diminished. 

Evidence to support the view that price differentials 

are less important than is traditionally believed is largely 

anecdotal. luch is opinion, and the credibility of sources 

must be weighed carefully. This is unsatisfactory for those 

who insist on rigorous quantitative analysis, put it is the 

best evidence available. “Theory which proceeds without con- 

. 
stant verification of its hypotheses is 4 menace" [83] and one 

  

may perhaps ask what rigorous quantitative analysis 

the. view that price is elways the 
, 

  key determinant. 
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The following examples support the view that factor @ 

other than strictly goal-orientated ones are prominent in 

buying decisions. Most are draw from economically advanced 

countries and it seems reasonable to suppose that less 

developed countries will be no less likely to incorporate 

irrational factors in their decision-making. 

The relevance of the country of origin in evaluating 

products is known to most international salesmen. One United 

Kingdom exporter who obtained a substantial order from Vest 

Germarily for machinery is convinced that he was successful be- 

cause the real decision-maker was pro-British and anti-Swiss, 

though the technical factors clearly favoured the Swiss in 

this case [1]. 

More formally, a small number of cross-sultural studies 

have been carried out, among them one which compares Japanese 

and United States ratings of products from various countries. 

These show that different attitudes exist in the two countries; 

some supplier countries will be favoured in one of the markets, 

others in the other market [87]. 

A consultancy firm's survey of machine-tool buying 

decisions mentions price as a buying factor only once in @ 

list of seven importing countries, and for this one country 

it was placed fourth in order of importance [&&]. 

fhe now retired sales ma   rex of a chemical company 

  

recalled his astonishment on being told by a potential customer 

ay 
stherlands when he first tried to enter export m       in the 

"We are not interested unl ed to do business     you are pre 
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on a long term basis. We don't want to change suppli 

  

every small price differential - we want cont 

  

uity of 

  

     and quality." The company's emnual export business is now 

worth well into eight figures sterling and it is now also 

exporting from its overseas plants. slices are lz     

  

dictated by world markets, the company still finds thet minor 

deviations do not cause loss of business [1]. 

A British merchant banker said that on several occasions 

  

he had arranged extended credit for German exports on financial 
  

tems ‘Vanfinitely inferior" to those he could have arranged 

for similar British machinery. He was unwilling to be more 

precise because of confidentiality, but said that German 

reputation counted for more then a substantial price reduction. 

Since he was never concerned with projects of less than £5m 

(1974 prices) and £50-£100m was his usual range, interest charge 

differentials would have had an appreciable effect [1]. 

One of the few British exporters with an intimate knowledge 

of Eastern Germany reported that production engineers (who 

lmew nothing about price) often specified in writing the 

manufacturers of equipment being ordered from abroad through 

the State Trading Organisation. Although this was strictly 

against regulations and the buyers themselves did not like the 

practice, they did not seek cheaper sources of supply ~- they 

aid not want to be blemed if production norms were not met [1]. 

Sources eers without     ily being speci. 

knowledge of the price is considered: to be common. Recently, 

  

of an inter     

  

an informant buying departme 

known British engineering rted that requests for   

 



machinery from engineering managers were never subjected to 

scrutiny or appraisal. He commented that the chief buyer was 

no more then a chief clerk [1]. He was unaware that the san 

description had been used by PEP [89]. 

One very competent exporter (£100m+ p.a.) directs his 

attention to preliminary work, so that specifications of over- 

seas buyers include as far as possible features which only his 

company can provide. As sealed tenders are common in this 

business, lower prices are often rejected on grounds of non- 

- conformity with specification without reference back to the 

would-be supplier [1]. 

A striking example in the United Kingdom was made public 

in a television programme early in 1976, which showed how a 

major purchasing decision was made by the British Steel 

Corporation. The present researcher's view of the proceedings 

was confirmed by at least six others with whom he subsequently 

discussed the programme. It was an object lesson in how to 

put on to a committee the responsibility for what was manifest-— 

ly not only a purely personal decision of the Chairman, Sir 

Monty Finniston, but one which. was taken in the face of all 

calculations clearly pointing to another course of action. He 

the committee "had a point", but 

  

conceded that his opp 

added that these questions are ultimately a matter of judgment 

beyond mere financial questions. One must beware of false 

impressions which can be created by the editing of television 

9 programmes, but the original impression was confirmed by 

subsequent press report - the Chairman had said afterwards 

rprised by both the sophistication hought people would be 

  

he 

  

of the planni: the fact that considerations other 
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than computer projections could decide a development! [90]. 

A survey of machinery buying in a British industry showed 

that in many cases appropriate appraisal techniques were not 

used and psychological factors played en important part in 

decisions. "In the main these businessmen prefer to avoid a 

dependency on the skills of others and group decision-making 

which would depersonalise their business activities" [91]. 

An East German diplomat, encouraging British exporters 

to seek business in his country assured’ them that "if..... 

in third or fourth place" price were right, there was 

business to be done. Announcing in advance that price is not 

the mein consideration is a striking reversal of the usual 

bargaining procedure! [92]. 

it is suggested that these, and other, examples offer 

substantial evidence that small price veriations are not 

necessarily critical. But the question which has been 

avoided so far.is “how small is 'small'?". Some indications 

may be given, but there is no definitive answer. 

oe 4 

A French manufacturer and exporter of precision-engineered 

components used in industry was confident that a price 

differential of at least 5% would be needed for him to break 

into his competitors' markets, or for them to break into his [1]. 

thought w 
A Germen banker/that that up to 5% was 

  

view [1].   sed 

  

French banker expre 

  

A British official with direct ex 
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    suggested that as longs as a rate of interest appeared to be 

in line with current market rates, buyers were not concerned 

that another supplier's interest rates were rather more favour~ 

  

able because of easier conditions in his financial markets [1]. 

More accurate indications may be found in "How British 

Industry Buys" [93]. Here it is stated that about half of 

industrial buyers would not cha 

  

main suppliers for 

@ price advantage of less than 5%, and about one-fifth would 

not change for less than 10%. These figures represent 

- expressions of intention which in the event might not be carried 

out. In fact, it seems likely thet lack of time and peace 

in most companies would effectively cause an inertia which 

would increase these thresholds. It must also not be overlook- 

ed that eveh if cost-effectiveness is a company ou eetires it 

may not be consistent with the private goals of the responsible 

employee. 

A survey of industrial pricing practices suggests that 

the effective price range within which competition takes place 

(the percentage difference between lowest and highest compet- 

itive prices) is wider than many would have thought. Even 

assuming that all non-respondents on this particular issue 

should have been placed in the lower bands, the effective price 

range was thought to cover more than 10% above the lowest 

competitive price in 64% of replies, and more than 20; above 

the lowest competitve price in 19 of replies. There was 

little variation between different channels of distribution; 

the ficure for capital goods was 

    

components. As the survey notes, re methodologica’ 

problems and it is clear that at least some firms have en



imperfect knowledge of competitors! prices. Even so, it is 

reasonable to make the general inference that there is a 

substantial range of acceptable prices in markets for industrial 

goods, perhaps of the general order of 10%-15%, but with cases    

of more than 50% reported [94]. 

Gabor and Grange similarly noted a range within which 

price may be not much of a factor in studies of consumer goods 

in the United States [95]. 

In considering the relevance of price to buying decisions, 

it should be noted that price sensitivity is not synonymous 

withelasticity as traditionally understood. fhe elasticity 

concept implies that if business is lost through an increase 

in price, it will be regained by restoring the price to its 

former level. In most cases this will not happen since (a) 

the bases for the buyer's evaluation of subsequent offers will 

have changed, as there will now be advantages in continuing 

business with the new supplier, and (b) there will be a 

psychological disinclination to return to the original supplier 

  because of the ego-involvement of the buyer in hai 

  

ing once   

rejected him. (One may comment in passing that this view is 

entirely consistent with catastrophe theory, currently being 

propounded.) 

These factors leading to relative insensitivity to price 

changes are reinforced by the distribution channels. A11 

s is even more 

  

channels impose some degree of inertia, but th 

  characteristic of rt than of domestic channels. Tf:     

   tors, who often tend to look upon 

  

often overlooked by com: a 

    business as a number of independent gic transactions, even 

  

ete



though “ease of entry" has long been recognised in theory as 

   a pre-requisite for rapid adjust. t. In practice, should 

either exporter or importer be dissatisfied with any aspect 

  

of a continuing relationship, it is di cult for him to find 

en alternative partner quickly. As far as price is concerned, 

if a well-established exporter insisted on raising his price, 

it is likely that members of the distribution channel would 

lower their profit margins until they covld find alternative 

sources of supply, at which point éenand for the existing 

product would drop catastrophically. (In the case of 2 

single lenae order, as with capital equipment, the agent 

might be willing to accept a reduced commission rather than 

risk losing the order.) Thus, even if an exporter's price 

reaches a level which might endanger his chences, there is 

always the possibility of assistance from members of the 

distribution channel. ~ 

To summarise a highly complex situation, it is suggested 

that the traditional concept of a smooth demand curve is 

misleading. Rather, there is a range of prices acceptable to 

a market; its limits are not easy to ascertain, but could 

well be of the order of 24 - 5% for undifferentiated products 

(for which terns of payment are typically very short tezm 

eredit) and 20% or more for highly differentiated capital 

equipment. A central trend line is conceptually elezant and 

is useful for some purposes, but it is not descriptive of reality 

at company level for many manufactured goods. Within the 

acceptance range, demand for a particular supplier's goods 

will be relatively stable, but once the buyer's acceptance 

threshold is crossed, demand will fall substantially. In 

the case of unique orders, e.g. hydro-electric power stations 

eg



  

requiring specific studies, there can, of course, be no existir 

demand to fall, but there is no reason to suppose that there 

will not be an acceptable price 

  

offered - between a price which the buyer is not prepared to 

exceed and one below which he will be io) uspicious of the quality 

or the specification of the equipment. 

With the eee mentioned in the next paragraph, no 

evidence has been found of interest rate differentials between 

the exporting countries studied approaching the levels needed 

to afftct total contract prices by the amounts suggested in the 

last paragraph. It cannot be claimed that interest rates are 

completely irrelevant to buying decisions, since it is quite 

possible that a price without finencing charges is already 

neax the rejection threshold and high interest rates might mean 

the difference between success and failure. The researcher is 

of the opinion that such cases are infrequent, but there is 

no means of testing this. 

The exceptions just mentioned are the French ordédits 

mixtes, which have already been discussed in Chapter 6, 

and the very high interest rates in the United Kingdom during 

much of the research period. The latter may have put some 

exporters at a substential disadvantage in cases where credit 

has been granted for, say, one or two years. If this hes 

2 
happened, it may well be attributable to failure to finance 

in a foreign currency 
the transaction/ or by means of a for 

  

  

Y cu 

  

xreney loan at 

    lower interest rates. It can have ected only a very 

percentage of British exports, since crédits of over two years 

  

have been subsidised. Although this has done no more than



  

allow United Kingdom exporters to offer nominal interest ra 

similar to those of competitors, the falling value of the pound 

(with which the prevailing high domestic interest rates were 

closely connected) has given these exporters an advantage, 

since the "real" rate of interest has been much lower than 

for credit in other currencies. The extent to which this 

factor has been of practical assistance cannot he known, since 

buying decisions will have been influenced, if at all, by 

the buyer's own forecast of the future value of sterling, and 

not by any objective criteria. 

This topic has been pursued at some length because of the 

persistence of the view that cheap finance, through its impact 

on price, is an important factor in buying decisions. It is 

suggested that the evidence, though fragmentary, very strongly 

supports the view that price differentials of the order 

produced by interest rate differentials are not a critical 

factor in importers' decisions. . This. has considered the matter 

from the point of view of individual decisions, but some evidence 

is available on the macro-scale oe support the opinion that 

price is not the most important factor in a country's exports. 

There are problems of measurement, in particular it is 

difficult to make strict comparisons because of product 

variations, to obtain accurate data on which to base statistics, 

and to allow for substantial changes in rates of exchange. 

  

Nevertheless a comparison of two sets of gures may be helpful. 
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UK frade Terms 

  

  

Year world expc 

1966 1302 106 

1967 12.2 106 

1968 13 100 

1969" qe2 99 

1970 10.6 400 

1971 10.9 é 102 

Age 10s 103 

ToT or 96a 94 

1974 : 8.8 é 94 

(1) More precisely, the percentage share of main manufacturing 

countries' exports of manufactured goods. (Source: BOTS) 

(2) The index compares the average price of UK exports with 

the average price of manufactured exports of main competitors, 

measured in US$. (Source: Economic @rends) 

The fact that, when United Kingdom prices have declined in 

comparison with competitors', its share of world exports have 

also declined*leaves little doubt that there are factors 

which are very much more important than price in deciding the 

level of expgqrts. Hence, the importance of interest rates is 

minor. 
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CHAPTER 14 

  

ONCLUST 
  

Short term finance for exports presents no special 

problems in any of the countries studied, other than in- 

significant procedural inconvenience. 

With minor exceptions, differences in export finance 

‘facilities between the countries are attributable more to 

differences between the existing financial institutions and 

practices than to any special arrangements being made. 

Problems are concentrated in the sector involving more 

than two years credit for developing countries. Total 

potential demand from these countries is so great that 

sufficient finance is not availeble from private sources 

ana the risk of defavlt so high that decisions and most 

risks are effectively taken by Government departments, 

especially in France and the United Kingdom. Finance is 

provided more and more from Buro~currency sources (effectively 

US3 and DM) either directly, or through long-term funds raised 

by specialist banks in France, the Netherlends and the 

    Federal Republic, Internal sources of 

credits have been extended - in the United Kingdom, the 

  

Consolidated Fund suoples 

  

in France, the emp. is shifting from official sources 

to the banking system, in Germany the mortg banks have 

  

    joined the commercial b the Governy 

  

funds, and in the Netherlands there is Gover 

at



to the commercial banks. 

More Government intervention is encountered in France 

(where it is typical of all- banking and economic activity) 

and the United Kingdom than in the Federal Republic and the 

Netherlands, in both of which countries industry and the 

banking system as a whole appears to be more self-reliant 

in export matters. 

Differences in overall export performance can not now 

be generally attributed to special export finance. While in 

the 1950s and 1960s there may have been some selective aid, 

the importance of this has been exaggerated. Exporting countries 

are now so apprehensive of widespread defaulting that assisiance 

is limited by agreement. This is not to say that thexe ae! 

never any attempt to "bend the rules" on occasions, but 

exchange of information is so well organised that there 

would would soon be complaints if it became common. Rather 

as in oligopolistic competition, participants tend to compete 

on the fringes, but do not want to become involved in an all- 

out war. 

Viewing the facilities as a whole, United Kingdom exporters 

probably receive more assistance than other countries. France 

comes @ close second, though because of the tradition of 

a@etailed Government control over all French banking activity, 

it is impossible to make a direct comparison. Germany and 

the Netherlands give less support. 
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