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SUMMAR

This thesis reports on research investigating the rdle
of finance in the Jllted Kingdom's export trade, comparing
it with finanqe 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 Governmenis 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 expvort trade.

Part 3 describes present practice in the United Kingdom
and includes a review of developments in the past few decades
which have led vp to it. It is set ir the context of inter-

national developments.

For eacn country, the relevant financial and credit
insurance institutions are described, ageain concentrating
on those features which are different from this country's.

Short commentaries are added.

The investigation shows that in a1l countries short-
term export finance is available on terms similar to t hose
applying to other forms of shorti-term finance, while medium-

and long-term finauce attiracts Government assistance. All
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the countries have widened the sources of funds for this

purpose.

It is found that more Government assistance is availzble

to the United Kingdom exporter than his countesrparts.

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.



Most of this thesis was written in the first half of
1977, but its completion has been delayed by protracﬁed poor
health; -Althbugh it has been possible fo incorporaﬁe miner
later developments, most of the information included does

not go beyond that available in the first guarter of 1977.
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CHAPTER 1

AINS OF THE RESEARCH

The broad purpose of the research has been to examine
the financing of visible exporis from the United Kingdom and

other European Economic Community countries.

It is widely accepted that the level of the United
Kingdom's exports is inadeguate to sustain an increased, or
even stable, standard of living. While there may be some
doubts as to the magnitude of the country's shoricomings
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 rdle 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 of 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.



CEAPTER 2

SOURCES OF INFORMNATION

Although there are Sﬁrveys in English published by the
Bank for International Settlements.and the United Nations, both
dated 1969 znd 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, Governmeﬁt 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,

The London office of one major Netherlands bank,

The commercial representatives of two foreign
embassies in London,

A number of British industrial and commercial
comnpanies, .

Cne trade association concerned with exporting,



Two French exporting companies; ' >
One French University Management School,.
One firm of international accountants practising

in the Federel Republic of Germany.

Information has also been sought by correspondence, sometimes
as a follow-up %o these interviews, sometimes from organisations
not inqluded inﬂ?he foregoipg list. There have also been
numerous contacts at 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
of the country's exporters. Ilevertheless 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-exportipg 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 usuvally 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 purpose would

be served by pursuing the matter. In such cases the Depariment
correctly reﬁuse$ to discuss individual applications, but
claims that generally the project is not creditworthy for some
velid reason. A4 banker also claimed that no creditworthy
export business need be without finance [1]. Althoush 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
Asubjectiﬁe Judgment in what is considered creditworthy.

Putting blame on outside sources, such as financing instituticns,
may-well be a (perhaps subconscious). excuse for failures within

the organisation.

In addition to the sources aiready mentioned, substantial
use has been made of news items in the press. The quality of
the information obtained in this way is viewed with circum-
spection as tﬁé ﬁature 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 relevent 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

11



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 gometimes 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 guestion
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 freguently
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,
bﬁt 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 not

available.



CHAPTER 3

THE TATURE AlI'D FORII OF THIS THRSTS

Tb explain the format of this report’one of the'méin
findings must be enticipated. It is that in all of the
countries studied the financing of exports presents no
serious special problems to the exporter - a subjective
impres§ion is that one may say this of about 95% by value
6f all exports. There are, however, a number of features
which in themselves are cohtroversial, the subject of
misunderstanding or are little known; the report seeks to
identify these and offer comments. This has the inevitable
result that fhey are given space which is wholly out of
pfoportion 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 stendpoint,

thouch some reference will be made to macro-factors.

It has proved impossible to make many useful statistical

comparisons. The difficulty is the common one of the lack



of strictly comparable data for s2ll the countries. TI% 2lso

seems that misundersfandin@s in interpretation ha%e arisen,

especially in industrial circles, because systems in use in.
other countries have been assumed to be the exact equivalent
cf.those used in the United Kingdom when in fact they.are

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 Europeaﬁ countries. Given the aim of the study, the
Uﬁiﬁed 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 Repuﬁlic 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 exporis
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 countrics
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 repoxt.

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.

Throughout the report, the note (1] refers to information
‘obtained by personal contact with respondents, either orally
or in writing. To the best of the rcsearcher's knowledge it
is not available in published form.

To 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.

Frequently-mentioned orgenisations and institutions are
usually referred to, after their introduction, by the abbrevi-

ations which they themselves use.






3 CHAPTER 4

CONVENTIONAL. PROBLELS AND PRACTICE

IN EXPORT FINANCE

y Genéra;.

Within a manufacturing firm's activities it is usually
impossible to isolate completely those concerned with export
narkets from those concerned with. the domestic market.
Producticn facilities are usually common to Eoﬁh, 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 tradifionally
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, varticularly those concerned
with pre-shipvment 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
are other long~term funds such as equity and debenture issues;
these are regarded as part of an organisation's overall

corporate finance.

& o



2. Basic problems in export finance.

The problems. which distinguish export finance from tﬁe
finance of QOmestic trade fall into two broad catego?ieé:
- those of a traditional commercial nature, being
special difficulties which are not encountered to
the same extent, 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 dreaw a
hard and fast line between these categories. Neveriheless,
: there areé 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,hbecause of

- the customary period of credit in the foreign

maritety

- longer transit time for goods;

- the time reguired by the banking system to transier

the proceeds of sale. :

These factors increase the amount of finance reguired for
a given turnover and also lengthen the period for which
participants in international trade are exposed to the

following risks.

—
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- 2. The exporter is exposed to greater risks, wpich
L J
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 and
the buyer's resources are in another currency,
appreciation of the seller's currency may affect
the ability of the buyer to pay, or
l—.if the sale is not in the seller's currency,
depreéiation 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, ﬁarketing and possibly
manufacturing) are likely tc be higher, reducing profit
margins; :
- failure to solve markéting problems is more likely;
- the buyer is perceived as less creditworthy than a
home traae 5uyer, because of real or supposed inferior
standards of commercial morality, or because it is
considered too difficult and time-consuming to obtain
reasonable status reportis;
-~ legal and other difficulties in applying oressure for

repayment and in recovering bad debis;

19



politico-cconomic

~ Government restrictions on payment for imports:
- restrictions on exports;

- outbreak of war or other hostilities.

Not all of these problems will be present to the same
. extent in every éase - indeed, there will be many occasions
when at least some of them will be eﬁtirely absent.
Nevertheless, they are real problems inseparable from inter-
national buﬁiness; over the centuriés methods have been
developed 1o 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 established for centuries, it is

possible tc 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 damsge in transit.

Fluctuations in exchange rates may be covered in most
cases by forward contracts in foreign exchange marikets, though
this may be slightly more difficult to arrange in some exporting
couniries than it is in the United Kingdom. The aveilability
of foreign exchange to the buyer is in practice controlled DLy

the authorities in most immorting 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 almos?t
certainly be higher than in the domesiic market. This is

unavoidable.

The risks involved in marketing are often difficult to
identify andAvirtually impossible to-quantify. While this is
an area which eséentially concerns the exporter's competence
in all facets of marketing, even the most able are likely to

face a greater risk of failuw 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' credit status much less of
a problem than a generation ago, and the-difficulties are often
exaggerated in the eyes of a potehtial exporter. Even so,
uncertainties do exist and over many yecars payment practices
and mechanisnms @ave been evolved affording different degrees
of security tg béth 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 bascd
on those of established trading mnations. 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, end for still greater
safety the conditions under which a bill is negotiated meay

be rigidly specified (though at some additional cost) by the
terms of a letter of credit. The bill may simply be used as
a mechanism for debt collection or, because of its negotiable
naturé, as a means of securing finance. As these aré well-
established procedures they are not discussed further in

this report.

Perceived risks of buyer andlseller are also increased or
diminished by the time at which payment is made, irrespective
of the mechanisms used. It will ultimetely depend on the
relative power of the buyer and seller, and of other members
of the distrivution channel (including financing institutions),
subject to any over-riding regulatiohs which may be in forxce.
"Cash with order" is clearly the most advantageous ic the
seller, but is so disadvantegeous to the buyer, who rmust not
only forezo working capital but also run the risk of late or
ndn—delivery, that he is likely to agree to this only in
exceptional circumstances. To a‘;ess 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
"10% 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

22



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 instelments over a number of years, especially when
the buyer is unable to obtain capitai himself because of the
weakness of his own currency or illédeveloped capital markets

in his own 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 exémple 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]).

n
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CHAPTER 5

SOME LESS CONVENTIONAL PRACTICES

IN EXPORT FINANCE

While 211 trade, whether between individuvals or organisa-
tions, ultimately comes down to the exchange of goods and
services, their straightforward exchange without the inter-
vention of money and the financiél institutions which process
it is generally donsidered rudimentary and not typical of an
advanced society. In the words of a well-known textboock, "in
21l but the most primitive cultures men do not directly ex-
change one good for another" [3]. Ngvértheless, it should be
recognised that international business is in fact conducted
on non-conventional financial terms which are not far removed

- from the basic cdncept 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 cexrtain
broad categorieé, 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 ar intermediary, probably a Government department
or other official organisation, acting through banks. - It is
probably fairly unusual in the United Kingdom, though it
undoubtedly taekes 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 fcrm of barter deal was reported a few years ago
between Switzerland and Czechoslovakia. At the time, the
latter country had no hard currency available ané paid for the
import of instruments to be used in its electrical indusiry by
sﬁpplying 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 componepﬁs, and Indian ore for Italian fertiliser [5].
In the autunn of 1974 the West German press widely reported
négotiations between the Federal hepublic-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 egreeing to accept cotton from
Brazil in 1952. Although this happened so long ago it still
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

r}l—)-



over other creditors by teking all the proceeds of the cotion
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 z barter deal in
the sp%rit of the others mentioned, but it does illustrate
fhe problem of where to draw the line between one form of

tfade and another.

Compensation transactions also involve the exchange of

£004s agains% goods, although a form of payment is involved.
Oﬁe 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 officizl exchange rate
since currency allocations are not available for the import of

luxury goods [71].

It is sometimes difficult to distinguish clearly between
barter transactions and bilateral trade, especially when one
or both parties is a Government department o& other officisl
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

26



with a "swing balance" to accommodate fluctuations in trade.
Thls is normally dﬁnomvn ted in a hard currency for the sak

of convenience, 5ay United Statoo dollars, but the "clea rlng"
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
Gefman 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 meking payments
across the frontier only if the balance exceeds the agreed swing.
The details are obviously czapable of infinite variation,
depending on the circumstances.

In reality, matters do not élwﬁys work out as simply as
this. It is much easier in theory than in practice to keep
vrade in balénce. When goods traded are susceptible to
interruptions or variations in supply - crop forecasts cannot
be completely accurate, inadecuate transport systems break
dovm, political unrest 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 1o meet the deficit - in this

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

The countries concermed may agree to this switch trading

to rectify the imbalance. Country A imports goods from a hard
currency country, with payment made by B in a hard currency.

27



It seems at first sight strange that B should'be willing to do
this when it is unwilling to pay A direct. The reason is that
a premiuwm 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 concedé‘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
'cbuntry 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 initviative comes from
one orxr both countries with the clearing agreement. It 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 agéinst shipment of goods to
creditor country A if he knows (or believes) he can sell the
clearing currency to a third party who wishes to buy goods from
B. The sale of clearing currency will be at a discount against

the convertible currency.



A summary of a procedure which would be typical in such

e transaction illustrates the complexity of such & deal.
- An importer in a country with an unused surplus on a
clearing agreement obtains a licence from its exchange
control authority allowing it .to import eguipment from a
hard currency source, payment being made from the clearing
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 equipmen%, the clearing country importerx
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

4



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 necessarﬁvolume of business to contemplate
such transactions without ‘the intervention of a specialist
intermediary. - During the current research, a company having
annual exports running into ninelfigures 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
matfers entirely to its merchant bank. Yet another subsidiary
of a multi-national organisation (UK expdrts again in eight
figures sterling) which has substantial experience of non-
conventional finencing 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
premiums on clearing currencies &ll 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 world 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 clearing balance will

bear a disproportionate.amount of the distortion introduced by
the use of inappropriate exchange rates used in the bilateral
agreements, dbut in the overall trade vetween the itwo clearing
countries it is mot 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 canndt 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 éreater the need for the creditor country to find
a means of using its surplus and, generally, the greater the
discount he w#ll'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 wofld. This has given rise to
a2 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 fox
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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)
end, probably to a smaller extent, in London and Amsterdam,
suggests that as a percentage of world trade it must be very.
small.  Iess 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 balances 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 additPonzl problem is that thouzh switch deals have to
be done with the official approval of one or both clearing
countries, there are ways of circumventing restrictions. Only
the naif will believe that in counfries 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 collaberation in breaking regulations.

This is not the place 1To discuss the reasons for the existence
of these praciices, but the following account illustrates what

can happen.
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The Creditanstalt, Austria's largest bank, refused to pay
against a letter of cre®it it had opened in London. It is the
underlying facts rather than the legal issues which now concern
us. A spot check by customs officiels in Zurich showed that
cases supposedly containing £1.9m worth of antibiotics
actually contained rubbish. The consignment was part cf a £10m
Netherlands—Juﬁoslavia 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 also issued a
Certificate of Conformity. André Piette suggested that his
firm's origzinal 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 1Middle 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 1o 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
deais may be important. This refers not only to intermediaries
who make large profits if they are successful, but also to
manufacturers whose exporté 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 qf this chapter show
that goods and services bartered are not necessarily those
of "primitive cultures! Although one might hope that an
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
gtressing more and more its likiné 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 discussed in more detail in
Chapter 12, Suffice it to say at this stage that United Kingdom
exporters are less willing or able than others to participate

in this and similar forms of trading.
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CHAPTER 6

UNITED XINGDON

1. BExport financing institutions and practices

1.1 Clearingz Banks

The principal external source of export finance is the
exporter's oﬁn clearing bank. Fo& Ionger 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 hased on those of the Export Credits Guarantee
Department (ECGD). :

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

exporter. This is indistinguishaﬁle from his overdral®T

for general purposes and in practice may have becone

part of th 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 poritfolio or for re-sale in
the money market. Some bank managers prefer 1o 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

* -
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may be some slight difference in cosv but all consuited
agreed that it was negligible. In practice a bank will
offer discounting facilities only if relevant ECGD pelicies

are assigned to it.

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

exported on open account. Advances may be up to 20% of
the amount due 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 twe 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 guersntee %o
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 LCGD
guarantee to the bank 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 dverseaa bank, a 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 1s
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 80i% of the contract value are made to the fo.eign

buyer or his bank. This is available only when an. B2CGD



guarantee to the bank ig in force, the exporter paying'the

premium. A rate of interest 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 amcunts 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. fhey 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 &0% - 85%.

-~ Pre-shipment finance may be provided on a selective

basis when contracts are valued at £1m 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 rdle is the provision of fineance
as Jjust summa;ised. They apply normal banking criteria and
exercise the maximum of prudence in making these facilities
avaiiable. They minimise their risks by taking the usual
collateral security or the specialised security for export
business provided by ECGD policies. It 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 enc&uraged 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 tﬂéir own knowledge of
markets and sources of supply to trade on their own account,
and should the¥efore 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 mercﬂéﬁaise. There are some who buy goods from
manufacturers and re-invoice to the importer, their rdle 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).

1.3 Manufacturer's agent. In international trade "agent" is

not synonymous in common parlance with the term as understood
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in Bnglish 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
credit 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 United Kingdom 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 mahufacturers eand usually
attend to the shipping arrengements. A confirming house, like
an export merchant, may undertake responsibility for payment...
and itself extend credit to the overseas importer" [11l.
Exporters often %end to regard confirming houses as their own
agents, so long have established connections existed. Even
so, there is litvle 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 slso dealing
in competitors' goods. A legal authority says the term
"econfirming house" has no definite meaning in law or commercial

practice [12].
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.Different parties te a tramsaction may regard the rdle 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 ﬁnnecessary 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 end thereby save
the confirming charges, but found the confirming house essential
for the sole purpose of co-ordinating shivments and for progress.
chasing in the United Kingdom. Héither_the exporter nor the
importer found the confirming house useful from the financial

standpoint [1].

Qvefseas companies which originally relied on confirming
houses for their finance may well continve to do so as a mattern
of convenience, but do not regard it as very important. With
%he growth of lesal hanking fecilities: and improved inter—
natioﬁal availability of credit informaﬁion, other sources of
finance are now accessible.

Yet in other cases, the confirming house continues to play
a vital part ih %rade. Wifhout 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 shivment, transport and

financial charges would be exorbitant.

1.6 Factors.
Factors buy sellers' claims on buyers, keep the ledgens

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



turnover. They may also advance funds to the seller, usually
up to 80f% 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 plaﬁed by these institutions as
providers of finance is difficult. Even in those cases where
funds are advanced, it is not clear whether access to finénce
is the main reason why the service is used. In exports funds
are advanced by factors in far fewer cases than in domestic

.
trade. 4 factoring company's internal records show that in
. 1974 85% of the compeny's domestic business included the Pro-
vision of finance against 30% of the export business [1].
The problem of assessment is analogous tvo that mentioned under
confirming héuses - which service in the "package" offered by
the factor is considered importent by the user? An executive
of one major factoring company was nct sure, but thought that
his company's ability to handle turnover of £3C0,000 a year
(at 1975 rrices) more competently and econcmically than an
exporter was the main reason. This particular company, which
(like its competitors) operates with associates in importing
countries, has computerised its operations and claims to be able
to obtain credit information frﬁm abroad more guickly than
ECGD (thoush 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 language
and customs of the country (for instance, different wording is
used in different English--speaking countries 1o 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 0.5k of United Kingdom exports were factored.
If the company's cxperience was. typical of the factoring business
as a2 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 cseparate 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 cuit when
factoring facilities have been graated to exporters, the
-reductioﬁ being equal to the amount of the new facilities in

some cases. "

Several bank manageis were asked If one of your clients
were up to his overdraft limit and then 6btained a financing
facility from a factor, would you‘call in part of the overdrafi?"
Without exception, though with differing degrees of certainty,
they said they would; they also expr?ssed the view that this

would be the general reaction of most bank managers [11.

1.7 Export FPinance Houses.

According to BEHA an export finance house is a company
having as its principal functiocn the provision of medium or
long term credit, principally for capital goods [101. It
serves mainly the buyer and receives from him payment of charges
and interest, sometimes separately from payment for the g00408.

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 all

financial aspects of a transaction, including the risk.

The actual situation is not so 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-recourse basis.
Some require the credit insurancé cover of the Export Credits
Gﬁarantee Departﬁent, others do not. On some occasions there
is access to the preferential interest rate finance of the
clearing banks, on other occasions thereis noi" [13]. From
the limited contacts which it has beeﬁ possible to make, it
seems that if there has been any change éince 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. The more likely explanation of other debtors is

that they refer to domestic business and short term export



transactions.) Further investigation showed that nearly onc-

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

Other export finance houses are connected with clearing
banks, 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 arrange-
ment is not necessarily applied. The o#erall cost of the
facility will probably 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 dismunt 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 contractis,
usually in association with similar institutions in the import.-
ing countries, sometimes thréugh Woff-shore" organisations.
Though it is claimed that leasing is increasing rapidly in
the United Kingdom, this method 6f financing capital invegtment

seems to be less attractive in most importing countries. ¥o

o
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evidence has been found of leasing and hire-purchase playing

a significant part in United Kingdom ek%ports.

1.9 Merchaﬁt banks.

Acceptance credits were originally the main business of .
the merchant banks, and étill constitute what one merchant
banker described as their bread and bulter business [1]. 3y
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 infestment for short-
term funds by British, international and foreign banks, and
because of the stending 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 beeh a marked trend for
certain merchant banks to undertake the arrangement of medium
and long term export credits. They are responsible for neg-
otiating finanéial terms satisfactory to buyer and seller,
co-ordinating the kacilities 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 kmowledge,
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yet they left. this lucrative business to the merchant banks.

L senior clearing house banker suggested that the explanation
lay in the conservative training and personalities of clearing
bank staff. He agreed that the merchant bankers knew nothing
which was not known in the clearing banks 1. It 487 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 importi-
ers, 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 usﬁally, by the more

formal means of a Letter of Credit.

1.11 Foreign baﬁks and consortia.

Overseas banks are usually taken to refer to long-establ-
ished banks which have part}cipated in the financing of exports
to traditional markets. Other foreign banks have not been g0
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 finanéing. It must be supposed that if the United
Kingdom Government is successful in persuading gxporters and
their advisers to arrange medium and long term credits in
foreign currencies, these banks will participate more actively
than when ECGD direct guarantces were available only to the

clearing banks. Information from German banking sSOUrcCes



confirmed that German funds are being used in syndicsted loans,
both for United Kingdom aﬁd other éx?orts. United States

panks 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 company which was sounding out the

market for non-recourse financing similar to "3 forfait"
financing, as described under the Federal Republic of

Germany (pp 137 ££). [1]

1.12 Further comments on export houses.

In the foregoing classification, clearing banks are
considered firet, since they form the principal source of
export finanqe. The remainder, as listed, make a rougn 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 commenis are

offered.

The lines of demarcation bétween 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 "ineclude the financing of goods in approved cases,
if required" [15].
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Neverthelessz, in spite of these small incursions into
marketing research and other non-financial functions, the
banks generally concentrate on the provision end orgenisation
of finance. It is those institutions listed under 1.2 o
1.7 where the divisions are blurred. One company "fulfills
certain merchanting and confirming house functions as part
of its general éxport finance house operations" [16], another
finance house can provide "many other services...to meet the
growing needs of international traders such as documentation,
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 funetion, 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 exsggerated impression of their importance
in some cases, but in other cases they will carry ouf a limited
number of transactions in all the'listed activities in vexry

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 trensactions on one or more of = 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 handied'or financed about 20% of
United Xingdom exports in 1967. The 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
-because of the absence of reliable data. (This is & reflection
of the complexity of the subject matter and the purpose oi ine
survey, rather than a criticism.) The principal activities

reported by the respondents, as a proportion of their turnover

of United Kingdom exports, included:

sold as principals 30%
financed but did not sell 2%
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 rdle may be different from the exporter's
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and the importer's, so the house's evaluation of its prinecipal

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]. 1In 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 ayailable 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
péoPie find them tedious. They vary from one importing

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

trede to another. Unless a manufacturer has a large volume of
business (the number of transactions rathecr than value is the
criterion), he sannot gquickly ascertain and comply with all

the requirements. An export house normally has the volume of
business to handle these matters with a very high degree of
competence; it often works on narrow profit margins and is able
to perform thcse functions more economically than the menufact-

t

urer.

Even efficient large manufacturing companies find it
expedient to do some of their foreign business through exvort
houses. For medium and long term finance, the biggest
exporters still find it essential to use merchant banks OT

other intermediarv to co-ordinate their schemes.



1.13 Distribution Channels.

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 concernecd

with inport finance, mention must be made of agents, stockists,

wholesalers and similar elements in the distribution network.

Some exporters very positively look for the ability to finence

business when they
just as they do in
advantages for the
it is also true ‘of
traditional in car

per annum) regards

seek collaborators in importing couniries,
the domestic market. While this has obvious
small exporter with limited access to funds,

large companies. It is, for instance,

business. A capital goods exporter(£im +

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

deliveries sooner

than from United Xingdom buyers [1]. He is

thus one of the exceptions to the general rule that exports

reguire a longer commitment of working capital than home trade

(9

transactions.

He



2. Export Credit Insurance - The Bxport CreditsGuarantece

Department end its vpart in nited Kincdom Goverrment Policy.

2.1 OQOrigins and development.

The central rdle of the Export Credits Guarantee Department
(ECGD) will already be clear from the description of the
clearing banks' part in export finasnce. 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 Govewnment policy. A consideraticn of its development will

serve to set the scene on a wider Buropean scale.

Its origiﬁs may be traced to the Faringdon Committce,
appointed on.1.7.1516 "{o 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]. Covernment
comnittees 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-Foreign Banks rendered to
‘British trade, especially in the Far East and many parts of
South America. It found "alsq that in the case of large
contract operations British contractors with the assistance
of Finsncial Houses have ‘in the past beeﬁ ready to provide
large amounts of capital and to take consideraple risks in

0
connection with the operations which they have undertaken,"

\
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but these services were not co-ordinated (§4). loreover, the
British manufaqturer might need finance "of a kind which a
British Joint Stock Bank...conld not prudently provide, where-
as the German Banks in particular seem to have been zble 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 setiing up a new institution without delay, so
that preliminaries could be compigted before the end of the
war; specificallj, it recommended the setting up of & Trade
Bank with a capital of £10m. It had reported (§6) the close
control which German banks exercised over_manufacturing con-
cérns, a feature "which would not be pbssible, even if it

were desirable, in the United Kingdom", aﬁd the proposed Trade
Bank "should endeavour not to interfere in any business for

- which existing Banks and Banking Houses now provide facilities".
Having noted (§i9) how foreign banks syndicated business which
wés too big for a single institution, the Committee's recommend-
ations included a suggestion that the Trade Bank "should txy

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 Committee'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 cxports, relieve
-unemployment and encourage the economic situation of certain
Eastern European countries. Eveﬁ this modest development

was opposed by the banks, and this "led...to the failure on
the First and Second Export Credit Guarantee Schemes in 1926
and 1930" [21j. Nevertheless, in spite of dpposition the
Export Credits Guarantee Department took over the Bxport
Credits Department and aevéloped its work on new lines. It
was established 28 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 oifer 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 than extended within the measurable future.
It would be a pity if this view were still held, for the
Department has amply Jjustified 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.



Essentially,-this remained the position until after ths
‘second world wer, though by now thete was a’ greater under-
stending 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. It . also
insisted on exporters insuring the whole of: their turnover on
short term credit, thereby spreading the risk and enabling

premiuvms 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 ﬁas 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
"eredit war" or Y"eredit 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. Secking
to re~establish é shattered economy, their selling was very
aggressive. It included, at least in certain markets, the
ruthless use of bribery, and the offer of extended credit.
Meanwhiie, a number of schemes were devised in different
countries to assist exports: an exchange retention scheme and
tax rebates in France, a tax rebate and other schemes in
Germany, dual pricing for coal and steel in the United Kingdom.
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France was rcgarded by some as "easily the worst offender" in
subsiﬁising expprtsu[23]. ‘Meahwhile, "...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" [24]. Looking back from
1971, Syreitt and Fither 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 engazed in export at this time
show that there was a gene:al belief that German credit texrms
were unfairly aided, but not all subscribed to this view.
Another contemporary comment was that "British manufacturers
tend to assume that more difficult expoft markets entitle them
to special eid or new facilities......There is mo doubt that
the credits offered by Germany have often been exaggerated or
that...the British menufacturer is at least as competitive on
credit terms as his German rival; certainly he usualiy pays

less for his credit" [26].

Althovgh some finance was made available to German export-
by the gquasi-official Kreditanstalt fir Wiederaufbau, most came
from the German banking system. "For its part, the German pubd-
lic, instead of clemouring for more imported goods, continues
to save its money at a prodigious rate...the credit extended
by the reluvctant 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 wai still continued. 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-

ible.

lMeanwhile, preoccupation with supplying an easy home
market, exchange control regulations, lack of knowledge of
appropriate financing technigues (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
it necessary to allow ECGD to grant longer-term guarantecs in
"an attempt to meet the oft-repeated_comﬁlaint that the
exporters of other industrial countries (notably the Germans)
[were] in a poéition to give their customers much longer credit
then British firms can afford" [28]. Even after the intro-
duction of this facility, some eiporters had difficulties.
One recalls that a well-known merchant bank withdrew its offer
of £500,000 ﬁo finance an export order in the mid-1950s, because
it found a more profitable use for.the money while negotiations

were in progress [1].

At this period, ECGD seemed reluctant to grant credit
cover in many cases -~ c¢r 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 bargeining lever, but hard proof was
naturally not easily come by.in time to be of use, even if it
c&ﬁld_be obtained at all. The attitude was described by one
exporter: "Prove the horse has bolted and we'll help you

¢lose the stable door".

The seeming reluctance of British exporters to offer
credit terms undoubtedly hed a bad 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 Litd,
to finance credits up to three years for approved export orders
for British aircraft was séoﬁsoféd by three leading merchant
banks in 1953, while another sponsored the Manufacturers BExport
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 weré isolated exambles 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 indusitrialised 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 ECGD whose cover had become indispeng-
able for dbtaining practically all medium-term export finance.
In other countriés there was concern that all forms of export
aid were threatening to get out of hénd and the Credit Assurance
Association's survey [26] reported that by the end of 1953 the
German banké were opposing relaxatidn of credit terms. During
the visit of thé British Chancellor of the Exchecuer to Boan
in the spring of 1954, the British and German governments
had undertaken to collaborate in their efforts to secure
- general abolition of objectionable exvort incentive schemes
(including over-generous credit terms).

Alongside efforts to obtain some degree of uniformity
in the practices of the industrialised nations compétition
continued, albeit in a less intenée form. ECGD sought to
improve its cover and the Government persuesded, 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 guaraniee in selected
cases the repayment of loans to overseas buyers of British
equipment, applicable only to very large projectis. "Buyer
credits", as they have now become known, werca departure from

the practice which had hitherto prevailed; and came to be
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adopted by other exporting countries. It had thé advantage

of not being technically supplier_credit and therefore not
subject to any existing intérnaﬁional undertakingé - 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 residual opposition still
exists (mainly because of conservatism on the part of exporters),

but the system 1is now well-established.

On the finencing side, the main development in 1961 was
to invblve 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
to0 provide finence for the longer maturities, the clearing
banks taking the meturities up to five years (a period which
they had by this time come to regard as acceptable for exportd
business). In January 1962, the clearing banks and a numbex
of insurance companies agreed to provide export finance &l a
fixed rate of interest for this type of business. The banks
were responsible for the shorter maturities at 5.5%, the
insurance compenies for the longer ones at 6.5%. In January
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.

lieanwhile, in 1961 (with modifications in 1965) the Bank
of England agreed to fefinance certain maEurities and allow
banks to count some of these in their liquid assets for the
purpose of calculating liguidity 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 1onger~£erm
credits, 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 menths. Origin-
ally these facilities wére provided at bank rate; but ére 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 remqval of BExchange Control restrict~

ions on credit terms and with‘the greatly increased use

of ECGD facilities, particuiariy'in the engineering
field,_the Department has become a chief instrument

for controlling the scale upon which credit is granted

overseas." [30] '

I+ could have added that the financial institutions were
unwilling in wractice to meke any medium- and long-term
(and some short-term) loang without ECGD taking over the risks -

a situation which in essence still applies today.

Subseguently, ECGD sought to make improvements in the
cover it offered and to simplify its operations, but essenvially
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

62



main evenis in the development of the ECGD, let us move to a
‘conegideration of the facilities which it offers at the present

time.

2.2 “Poiicies offered.

The Comvrehensive Short Term Guarantee is a continuvous

guarantee, renewable annually, appropriate for repeat business
where credit térms 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.
Bitherethe risk from the date of contract or the risk from

the date of shipment may be covered at the exporter's optiomn.
There are commonsense restrictions, particularly as to credit
1limits on individual buyers, but in general the exporter does
not have to .seek approval for individual shipments up to an
agreed limit. The normal cover is 90% or 95 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 individually for each policy holder, plus an ad 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 average
rates charged during the previous year. These declined
steadily from 0.58& 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 cover.is more extensive than in most
other countries, these premium rates arée believed to be the
lowest in the world. They are achieved by insisting on
exporters insuriﬁg all their business, so that good risks help
to.pay for the bad ones.
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The Supplemental Extended Guarantee is available only

to those who already hold the Comprehensive Guarsntee.” It is
intended mainly for companies exporting goods, usnally encineer-
ing, where the usual terms of payment are between six montis
and two years. The range of cover is similar to that of the
Comprehensive Guarantee, but premiums are based on the cowrtry
of import and thg length of credit and are calculated for

each individual transaction; there is no fixed annual payment.

Specif;c Guarantees are intended for capital goods, which
cannot usually be accommodated under comprehensive policies
since there is normally no continuity of business. BECGED is
prepared to cover sales on up to five years credit, with
premiums being assessed individuelly for each coniract. The
risks covered are similar to those covered by the Comprehensive
Guarantee, but the maximum level of reimbursement is 905.

As an indication, BCGD gave 3 years as the maximum period of
credit allowed for contracts up to £50,000 and 4 years up
to £100,000 (in 1975).

Only coﬁtracts over £2m will be considered for more than
five years crfd;t, unless there is evidence of a foreign
competitor with government insurance suppori coffering more

favourable terms.

Reference to the French section will show that their
guidelines are rather more generous to the buyer, dbut no evidence
has been found to show how the French export credit insurers

treat these in nractice.

Premiun rates are not published, but BCGD 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.

- Constructional 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

o%erseas subsidiaries, consignment stocks, external trade (i.e.
trade between two foreign countries transacted from the United
Kingdom), aircraft sales, using foreign sub-contreciors,
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, but the schemes introduced in 1966 and 1967 zo
much further.

If an exporter holds a Comprehensive 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 ovérdue, though the bank will have recourse 10
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 bj the foreign buyer. The Department
fixes a revolving limit and charges a premium of 0.1255 per
annum, calculated on the agreed limit, not the use mede of the

facility. The clesring banks have agreed 10 extend finance
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to exporters using this schéme, at 0.5 over their base rates,
againsf 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 tc 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 opens up a new source of finance to him. Whether this
happens in practice, howevér, is open to considerable doubt.
Although a2t the Head Office of one of the clearing vanks it
wae said "We should have the Bank of Englend on us like a ton
of bricks if we didn't lend against an ECGD guvarantee", 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 debits were already included in 2
debenture held as a security against an overdraft. One
bank manager said he knew of otﬁer 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 pegotiated a direct
guarantee without exception said they would. (I+ 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 guestion

on direct guarentees.) Viewed in this light, the facility
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does not automatically open the door to new finance without
curtailing an existing source. Dﬁring the period covered by
this research, the banks have had pleniy of funds available,
but one managzer made it quite clear that if money became tight

he might prefer to lend for more profitszble purposes, e.g.

personal loans. [1]

The main attraction of the facility is the cheaper finance,
but this too is not necessarily so for all exporters. T may
be no cheaper than other sources of finance, say a Eurocurrency
loan. But even if one confines oneself to bank finance, the
advantage may not be very great. Since the ZCGD 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 worti while.

Commerce International guotes an estimate that only about
one;third 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
1% 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 menager was also ignorant, and could not advise him.)
In another company -~ a very big one - the financial Controller,
apparently like the rest of the accounts department, did not
even know that the facility existed. (Iﬁ view of the millions
of pounds which the Government used to keep this company alive,
perhaps this smell matter was of little practical consequgncc.)
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On the other hand, at lecast one multi-national company is
using this scheme to finénce shipments 10 one of its
subsidiaries. abroad, then withdraﬁinﬁ the documents Trom the
scheme a day or itwo before their due dates. One of the
clearing banks is believed to have been instruﬁental 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 matier in the House
of Commons L32]. The Minister commented that "ag long as they
are exporting we want to encourage them to gb on exporting". [33]
While one may admire the company for using to the full all the
resources at its disposel, it is difficult to see how the
system furthered exports in this case. It merely adds to the
“confusion in any attempt to assess the value of this facility
in relation to its declared purposé of encouraging our export

.trade.

As reported wnder clearing banks, 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 iE was T4 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 C.125¢ flat. Under this
scheme, the Department guarantees to the bank 1C00i 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 teo the bank. The latter.is thereforeat risk only
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from the time money is advanced after shipment until the billis
ére accepted,lduring wnich periocd 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,

he exporter delivers fauliy

g
Z004S.

—

e.g. the remaining 10%, oxr if

Banks' refinencing facilities.

Since 1972, if the amount of any clearing bank's export
lending on medium-term export finance exceeds 18 of its current
account depesits, it can refinance the excess through ECGD.

(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 fluctuaie, taey
are compensated for any losses by being paid the difference
between 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, plus

an "unmarketability" factor. Since 17.10.74, the second
elenent has tapered from. 1.254 when the observed rate is 7.5-,
to 0.125% when it is 14.5% or more. John Stanley in the House
of Commons considered this to be "attractive businesg" for the
banks, when conéidere& in conjunction with the 1% commitment

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

line with normal returns [34].

Guarentees for Finencing (Buyer Credits).

Medium-term and long-term credit may also be financed
by buyer credits. As already reported, this technique was
developed by ECGD and increasing numbers of contracts are
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financed this way by all industrialised countries. In the
United Xingdom practically all ECGD-backed longfterm Iinance
is in the form of buyer credits. From the exporter's poini
of view, the advantage is that there can be no recourse to

him for any percenivage 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 (normslly 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 ﬁorrower.
Curiously, the established procedure does not require a
contract between the exporter and the lender, requiring the

latter to transfer the payments on the due dates.

Frequently, a merchant bank will undertake all the
financizl negotiations - a2 complex business, which may result
in a financial agreement running to forty or fifty pages in
length. It will charge a mansgement fee for its services, the
actual figure depending on the circumstances of the individual
transaction but probably of the order of 0.125:x. It is alsc
quite common for the merchant bank to arrange for the 20%
"front end" finance to be borrowed by the‘buyer in the Buro-
currency market. Since this removes the theoretical advantzge
of giving the buyer an incentive not to ﬁefault on the contract
before shipment by the commitment of his own funds, it is
regarded as risky business and appropriately high interest

70



rates will be charged. It is not surprising that in many cases
no lenders can be found to provide this front-end finaxice and

negotiations founder at tThis stage.

During the course of this research cover has been made
available for pre-shipment finance on overseas confrapts
with a contract value of at least £1m, which may help ¢
overcome this problem for pxporters. However, this cover is
available “selectively", and no information is yet available
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 usually‘gives a financial guarantece
t0 one United Kingdom clearing or merchant bank, which will
then get backing from other banks. Finance, usually for
between 80% and 85% of the contract value, is made available
on the same fixéd interest rates as for medium and long-term

credits. Because of the varied nature of requirements, each

policy is negotiated individually.

BECGD states that the initiative for granting these lines

of credit comes from a variety of sources - British manufacturers
who have learncd 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 1iine of
credit to a foreign Government'or Government agency for projects,
or to a foreign bank if a general line of credit is grented. [1]
BECGD comprehensive policy holders and those whose contracts

would normally gualify 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. [1]

The foregoing policies may bhe regarded as the main body

of ECGD cover asvailable. A number of gpecizl policies have

becn developed, 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 an unfairn
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 reasding of the Export Guarantees
Amendment Bill - is an indication of the haste with which

it was conceived (a reading of the debate mekes the haste

only too clear). Because of the difficulties experienced

in its operation, a revised scheme was introduced in 197C and

it is obviously too early to comment on the outcome. It ie,
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however, apparent that not much usé has been made of the scheme.
On the one hand, ECGD does not wish to enter into large open-~
ended commitments, while on the ather hand exporters have

found that when the details of the method by which cost
increases are calculated are cgrefully examined the cover does

not seem particularly attractive.

The "insurance cover" provided by the cost escalation
pblicy is strictly speaking a subsidy, very thinly disguised,
and not part of export financing.on a strict definition. It
was suggestéd, when the scheme waé introduced, that the cost
would work out at £50m per annum, but this was obviously wvery

much a guess.

In some construction contracts, pertformence bonds are

required from insurance companies or other financial institutions
(the‘legal position varies according to country of import) to
ensure adecuate performsnce by the contractor. In appropriate
cases, BCGD is willing to indemni?y the bond giver. Depending
on the nature of the bond, the cost is 1% or 1.25% per annum.

[36] paresid

In some importing countries, bonds are acceptable only
if the importer (usually a Government department) is the sole
judge of whether the performence of the contract is adequate.
BCGD is now prepared to insure against the possibility of the
bonds being called without justification, even when the bonds

themselves are not supported by ECGD. This cover egainst

unfair calling of bonds is available where the form of the

—

bond is acceptable to ECGD, and the importing country is

considered suitable. The cost is 0.50% per annum.
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Projects participents 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 ezchange risk cover is intended 1o cover certain

limited exchange risks in meeting forward exchange contracts
when e buyer defaults. The problem has arisen, not because orf
any Shértcomings in the foreign exchange forward markets or =2ay
attempt to encroach on existing commercial and financial
practices, but to cover any loss which might arise due 1o
fluctuations in exchange rates between the date of default of
e foreign buyer end the date contracted for delivery of foreign
currency ageinst 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 steriing at the
rate ruling on the date of default, and the exporter would bde
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 policies, broadly following the lines of

insurance of sales, may cover invisible exports in the form
of professional services, royalties, copyright fees and s0

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

Guarantces for financine. 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' refinancingz facilities. The banks' lending for

medium-term export finance is now re-~financed thirough LECGD

only when it exceeds 24% of non-interest-bearing deposits.
y -
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2.3 Export Credits Guaerantee Devartment and the use of

foreign currecncies.

Developments which have occurred during tThe course of

this research merit separate mention.

Traditionally, the Export Credits Guarantee Department
has been concerned with guarantees expressed in terms ol
sterling; although it has for a long time been possible in
approved cases to have policies endorsed in foreign curreancies,
it was the sterling equivalent at the date of relevant events
which was paramount. Similarly, with the inception of guarantees
for financing, all operations were required to be in sterling -
' indeed the special facilities for re-financing were available
only to the clearing banks. Since the beginning of 1977,
changes in the rules under which the Department operate have
enabled it %o arrange finance in cufrencies 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 finénce in other currencies for
mediuwn end long term credit is, from the United Kingdom
Government's point of view, to ease the burden on the
Consolidated Fund (through ECGD ré-finamﬂing) and to shift
it to foreign sources of finance, thereby easing the strain
on the balance of payments. A more gpecific reason, not
guoted by Government sources, was to reduce the public sector
borrowing requirement in order to facilitate the granting of

an IMF Joan.



The new rules allowed the Department to extend its

direct guarantees to foreign banks supplying finance for

ritish 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 rdéle of co-
lender, in that it will take over the loan for the remainder
of the credit period if the period of the Euro-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 an enabling nature, it
became clear that the Department intended to insist on foreizgn
currency veing 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. [1]

(That this is not an imaginary difficulty is shovm by
the fate of Italian suppliers in negotiations for a steel
plant in Brazil. They dropped out of negbtiations when the
Bragilisns insisied on the finance being available in lire, a
soft currency with prospects of being dévalued, instead of
US$ or DM, which the supplier proposed. The United Xingdom

company offering finance in sterling (negotiations having been

E



started before the new rules came into force!)finally won the
contract. t’.38]) | |

It is understood that, in fact, contracts have been

signed utilising foreign currencies as the source of finance,
‘but it is still too early to offer zn opinion as to the

P

success of the ne




3. Commentary on United Kinsdom Bxport Finance.

3.1 The extent of the reguirement for svecial export finance

facilities.

The forewding 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 Statisticzl Office
surveys which are acknowledged to be subject to some error.

As a measure of the time taken %o reéeive.payment, more

serious than statistical errors are delays in payment, since

- the figures given represent the contract terms. llevertheless,
possible errors.cannot sericusly distort the general picture:

more thaen 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 these 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

credit, which are mainly for underdeveloped countries.
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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 relationships with the exporters. The
information shows that less than 20% of our exports are by

companies with no overseas associates.(Table 2).

While one cazmnot draw too firm conclusions without much
more detail, it seems reasonable to assume that companies
under direct foreign, especially United States, control will
ndt rely specifically on United Kingdom sources of finance.
Phey will do so if they find it more advantageous, but if they
find it more advantageous to arrange finanée through the parent
company this is hardly likely to affect their exports. The
seme considerations will probably apply to the associates of
foreign controlled companies, giving a total of 29k (1973)
which could probably be financed  from abroad without having
any serious repercussions on United Xingdom 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 ézports for which United Kingdom finance need
not be of vital importance. (The extent to which these trans-
actions mey 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.) loreover, at
least some of the companies with overseas affiliates are
likely to be big multi-national companies; so that financing
their "non-relaited" exports is partly in the realms of "multi-
national finance" rather than pure "export finance'. Others
are large companies, and should have no special aifficulty in

covering the export financing requirements from their normal
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sources. By interpolation in data from Business Monitor ﬁ4,

it 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 whnich
would not be seriously affected by the absence of special export
finence proviscions. Exceptions are, of course, those companies
handling multi-million pound contracts Tfor which extended terms
are required and where the burden of a succession of contracts

would prove impossible without this aid.

For the bulk of United Kingdom exports, the necessary shori-
" term credit poses fgw problems of substance. Those which do
occur vsually fall into one of two categories: (a) common to \
domestic and export business, (b) attributable to iscnorance of }
procedures peculiar to export. The former falls outside the \

scope of this report and the latter attracts further comment

later.

3.2 Commentary on Export Credits Guarantee Department.

Tt has been seen that the initial rdle of ECGD was to
provide insurance against bad debts, and for meny 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 importent 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 cﬁver more than
one~third of United Kingdom exports, from only & in 1947
(in the last decade,mthe figuré has fluctuated between 33%
and 3&%4). Tne 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,
(¢) the value of policies in securing bank finance. [39]
The percentage of exports covered is higher then in any other
country in the world operating a similar scheme.

U 1

One of the features of the system which has attracted
criticism is the "all or nothing" principle which ruleé short—
term guarantees. There can be little doubt that the percentage
covered by ECGD is inflated by exporters being compelled to
insure a sometimes substantial proportion of their eﬁports
where the risk is negligible. It is difficult to believe that
exporters would regard developed countries in Burope end Forth
America almost as risky as non-OPEC developing countries, yet
41% of United Kingdom exports to the former area and 433 of
those to the latfér area are covered by ECGD policies. As
much as 6% of ECGD's business covers exports to developed
cduntries, and it seems reasonable to think this percentage
would be much lower if exporteré 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-—
ience. The researcher does not consider the issue to be other

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

it does show the need for modification of claims, by both
supporters and critics, that ECCD 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.

L40]



(The "all or nothing" principle has obvious advantages fox
the underwriters -~ spread of risk and ease of administration -
A 1,

and one may note in passing that the Duropean 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 bresk these down further by category of
credit. 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. IHowever, if one accepts
' the unanimous view of those interviewed, it may be said that
ECGD covers all credit'franséctioné over two years. Using
‘crude calculgtions and interpolaﬁioﬁs,one may suggest that
about 55% of credit transactions between two years =znd 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 couniry'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

comnioll sénse.

Since its collaboration is thus essential for the pro-
vigion of medium- and longéterm financeland 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. be restricted



by its view of the financial status o

s
et

1€ exporter as well as
of the buyer and his country. Tﬁis is resented by some
exporters who feel that it gives a CGovernment deﬁartmeﬁt tco
much power to interfere. There is also apprehension in gome
guarters of the Department's power to recuire complete approval
of the buyer-seller contract when financial guarantees are
given, exemplified in a confidential internal memorandum in
a lerge group some years ago:
"It is an inflexible principle of ECGD that they must
approve any future business by the exporter on credit
t;rms 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 tuis
agreement [wel have to submit to a curb on the Group's
ectivities in the market in question.® [1].
The Department considers this power necessary to prevent
companies endengering repayment of existing loans by increasing
buyers' indebtedness. The counter-argument is that the

Department is powerless to preveni such a danger anyway, since

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

One may perhzps wonder whether Tim Renton was right when
he said in the House of Commons: "The Zxport Credits Guaranice
Department has in meny ways become an export bank in all out
name", determining entirely terms on which finence is mede
available and imposing curbs in a similar way te a commercial
bank [41]. It has at least partly fulfiiled the recommendations

of the Farinzdon Committee in 1916!

Complaints of interference in other than financial matters

have been reported. One multi-national company was engaged
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in an argument with ECGD over the inclusion of units to be
supplied by its foreign parent company 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 compzrable units. There were
substantial technical reasons for not doing so, but in any
case.iﬁ was totally unrealistic to expect such a company to
-supply a competitor's eguipment. The company in question
expected to win the argumént, but greatly resented the time
wasted [1]. :

sl ledey e i i - rer M e

While it must be recognised that the Department has

-~

P
considerable influence, it must not be forgotien that about

/ two-thirds of United Kingdom exports are not covered by ECGD.
/ 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 creatg a reserve for bad debts. They
- believe this procedure costs lesg than paying ECGD premiums,

| : 2 /
\even though the latter are allowable expenses for tax purposes,

\

\ . S

--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 heard %o
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the effect that in dealing with the Department the more senior
the official and the more he is involved in direct discussions

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

Compleints of conservatism and reluctance to take reason-
able risks are countered either with denial, or the apparently
perennial ieply: Yit's the public's moﬁey we're dealing with."
Since the form of accounts and reporting was Changed from the
1974-75 year, it has been possible to meke some quantitative
assessment of this matter. At 31.3.76 the reserve on Commercial
Account, i.e. business where normal commercial criteria are
recuired to be applied, stood at 2.4% of the amount at risk,
whereas the Department considers 3% 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 besn set, but on
the s%mgjdate it stood at £132m against & meximuwm liability
of £1m? It is, of course, quite possible that if the Depariment
had applied different criterie and been more liberal in granting
policies, the reserves would have been little changed, but on

the whole the fizures 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 bdeen ﬂelays. Some may be
inevitable because of the nature of the problems. Froject

-

finance is extremely complex, but one major contracter in



this field estimated four tc six months 2s the normal time
required to negotiate ECGD cover. Althoush hard evidence ig
difficult to come by, this appears to be well in excess of the
time recquired in France and Germany, and some exporters fear

that delays may lose orders.

Finally, in this commentary on ECGD activities, we may
briefly note thelextent of ECGD's intervention in financing
proyexr. On 31.3.76, the Department‘é re~financing loans to
the clearing banks amounted to £1§28m. This figure represents
6.3 of the iondon, Scottish and Hofthern Irelend clearing
banks' total deﬁosits on the same date, or 14.74 of their
sight deposits. Whether it would have been practicable, or
more effective and desirable, %o have insisted on these funds
- coming ffom the banking system (in addition to the 18 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 reguired for financing long~term export credit are
expected to grow considerably, it.seems clear that the United
Kingdom banking system on its own, geared as it is to short-
term lending, wquld be unable to cope. (See also addendum p.92)

Since the inception of the present scheme in 1972, the
annual cost of the interest rate supplement, eifectively a

subsidy, has risen from £20m to £140m in 1975-T6.

3.3 The role of irmorance and incompetence.

One cannot leave the subject of expert in the United
Kingdom without commenting on the lack of knowledge of export

procedures in menufacturing companies and even in banks.
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Perhdps because of the historically eariy specialisation in
the United Kingdom, therec exists a very high degree of compet-
ence in a limited number of institutions, but it seems 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
Sl cels on-bhimbbs Galsene fopelen GaTE e L Ube Siot e s
that in many cases all but the bigegest industrial enterorises
deal only with local branch managers, and the psychological
effect, in an export context, is probably damaging. Xven 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 arrénge 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 problem will probably get worse

as the "Finance. of Foreign Trade" is 1o be dropped as a
compulsory subject in the Institute of Bankers examination

(though it will remain as an optional subject).

A company secretary had resisted a proposal to treansfer

the export office to his company from the distant and

(o]
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inconveniently 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 always
stress that irrevocablelletters 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 natter
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 hg could do little about it as his company's salary
scales precluded him from recruiting appropriate staff. The
fact that in gpite of these problems very little troudle 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 would be saved. The point is:
if\g;gorters lack knowledge in this elementary practical field,

what knowledge can one expect in other aspects of exporting?

Other examples have already been quoted on page 67.

o1



3.4 Conclugions.

The mechanisms available for the financing of exports
ere adequate, the key organisation, the Export Credits Guarantee
Department, being better developed than in other countries.
One of the reesons for this may be that United Kingdom banks
have been less enterprising than their foreign counterparts inl
providing export finance, preferring to lend their money
against the safe security of fixed assets, leaving the Depart-
ﬁent (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 finesncing. This is, however, an international

problem not confined to this country.

Addendun ;

In the financial year 1976-77, the cunulative amount of fixed
rate sterling éxport finance which was refinanced by ECGD
rose to £2133m, representinig 58% " 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 guoted as a country which
has offered its exporters a number of unfeir incentives -
loans at fa%ourable rates of inte&esﬁ, tax rebates, cost
escalation insurance, pre-shipment finance. It had already
achieved this reputation in the early 1950s:

"France, 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 Readiug
of the Export Guarantees (Amendment) Bill on 10th Februazry 1975
that France is still regarded as guilty of malpractices.

~

Suspicion of French activities in the field of export finence

was also expressed by several who were interviewed during the

current research.

While there may possibly have been justification rof this
feeling at one fime, at least some of the criticisms of Irench
practice seem due to a failure to understand differences
between French and British banking systems. It will De
necessary 10 exanine pafts of the French system in some detail
in order to understend how some of these misconceptions have

arisen.
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1.2 The hankins environment

After the last war, very de%ailed control was imposed on
the banks to ensure compliance with Government policy on
reconstruciion. The country's foreign CUII'€ncy Ireserves Were
se precarious that immediate restrictions on imports were
imposed during several crises up to the mid-1950s (even
consignments of essential spare perts 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 ﬁart of the economic controls which were introduced.
Planning, edministered by a competent and powerful Civil
Service, became an essential feature of post-war economic 1life,
and the banks were compelled to serve the aims of the succsssive
plans by making Tinance 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
establisghed, as ﬁill be seen from the following brief account

of the major institutions concerned with the provision of

export finance.

The Bancue de France was nationslised 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 ilinistry of Finance. The Bangue fulfills

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

The Conseil National du Crédit was formed in 1945 and is
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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 Dangue.
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 bhanks.

The Banque Francaise du Commerce Extérieur (BFCE) was

formed undef the provisions of thé law which nationalised

the Banque de FPrance, and it began operations in 1947, though
it was essentially a revival of the Banque Nationale pour le
Commerce Extéricur 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 importamt 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 ﬁhich %ha Treasury provides finance.)
The BFCE's objectives are to facilitate the financing of
external trade, both imports and exports. In addition to
providing direct assistance with external trade, it now owmns
shares in a number of Tinancial 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.
As 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 Baugue
‘de France. lloreover, the Bangue de France requires monthly
returns from all banks showing credits over FF 200,000
granted to any one customer. The purpose of the returns is
to check the total advances to individual companies, as it is
the normal practice for a company t0 have sgeveral banker
The Banque de France aggregates the credits granted by each
bank to a compzny, and if the total advanced exceeds the
agreed limit all the bankers are informed and an explanation
is reguired from the compzny. Although one of the industrizl
sources consulted claimed that there had never been more than
routine enguiries concerning the company of which he was the
financial controller, anocther said that there was always a
prompt request for an explanation if his company's credit
requirements differed appreciably from those forecast. (Thé
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 orranisation may be called
onto supply an overseas customer at short notice if another
plent is overloaded, wheress the former has much more easily

predictable requirements.)
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From the discussions held with Freanch 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 distributionldu crédit" published
by the Banque de France, which includes nearly 150 forms of
credit available to French businesses. When these were
eiplained to a British bank manager, his comment was: "iost
of these things would 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 formelised ...
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 availasble. Whereas
a British business would obtain funds for many of the purposes
listed by means of a géneral overdraft, this is not so in France.
A British businessman 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 ;ompté'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;
Turthermore there may be an additional charge impoced in times
of credit restraint based on the increase in overdraft compared
with the previous 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 busincssmen complain that there are special
pre~shipment facilities available for French exporters, they
do not realise that there is essentially no difference hetween
these and a United Xingdom 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
Kingdot. (In France there are legal difficulties in assigning
debts other than by way of. bills of exchange and a relatively

low self-financinz ratio means that few assets are available

as accentable 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 tekes the
form of offers of better service; 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 liguidity can be controlled gquickly 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 licguidity L43], As a consegusnce,
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 events'in economic and political life. In line
with the tradition of exerting direct influence on the economy,
control has been partly by the vse 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 ceilingz
for export business, for instance, it is not allowed to use

the funds for other purposes. The uﬁused part of its quota
goes into an inter-bank pool for use by other banks, so there

is every incentive for the hank to use its quota to the full.

In order to encourage exports, the Banque de I'rance
traditionally offered the banks re-discount facilities on expoxd
paper at low interest rates (as low as 2% on short-term vaper)
with no quota being applied. ' The result was that at one stage
. #short term export credit paper.;.repyesented about a cuarter
of the Central Bank's advances [and] it‘was calculated that to
raise the average cost of advances by one point, the Bangue
de France would have had to raisé its rates to the money market
by four poinfs" [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 arrangementis
in 1971, aimed at spreading the load, hitherto borne as to 70k

by the Banqgue de France, 20% by the Treasury and 10% by the
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banks. The tentative aim was to achieve in 1975 proportions
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of 50% by the Banque de France, 25% by th
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financial markets combined, and 25% by 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 ELC 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) ranged 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 fuuctions usvally
" performed in the United Kingdom by both the merchant and the
clearing banks. Moreofér, 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 & net loss in the short term. . I'rom 22.6.76, %the
percentagze of medium-term paper eligible for re-discount was
reduced to a yange 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 taeke years
to work throuch the system - for large projects on long-term
credit, perhaps two or three years for manufacture, followed
by ten years or more for repayment - rapid effects could not
be expected. The extent to which the new scheme is achieving

the desired results is difficult to ascertain, since the formatl
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end detail of the national accounts undergo changes from year
to year, and breskdowns are not always sufficiently precise.
In particular, it is not always clear whether elizible paper
is immediately eligible (mobilisable & la Banque de France)

or eligible at some future date under the medium-term procedres.

The proportion of the Central Bank's total refinancing
activities devoted to exports has fluctuated considerably
from year to year. There have been flucituations in the amounts
refinanced and large amounts were made available for other
purposés in 1972-73-74, both factors being reflected in the
rather volatile ratio. The Provisional Revort and Lccounts
for 1976 (Appendix 11) shows that 50% of all commercial banks'
recourse to the Centreal 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 commitments to
industry while still offering necessary export facilities, the
Central Bangappears to have been successful. Table.B shows
the position in 1975 and 1976 - close to the objectives stated

on page 100.

1.3 PFinencing institutions.

There is not the wide range of financing institutions
in Prence 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 export finauce.

An exporter's transactions are always with a commercial

bank, which carries out the functions normally performed by

both merchant 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 17.7
Banks (non-eligible paper) 2350 1225
Banque de France 82.3 52.6
Other - 21,0 1732

100.0 100.0
Notes.
1. It is assumed that the eligible paper (mobilisable A 1la

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.

2, "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 ?rovisional Report 1976, Appendix 38
Conseil National du Credit).

TABLE 3

102



1.4 ZExport finance facilities available.

The facilities available for financing exports are
intended to meet industrial and commercial financin
arising from export business. They are confined to goods
and services originating in France, though materials and parts
undergoing substential processing after being imported into
France for incorporation in large contracts may be regarded as
French for this purpose. The regula@ions for granting these

facilities are precise, and may be summarised as follows.

Pre-shipment finance.

"Crédits de trésorerie" or "crédits de vréfinancement

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 approvel of the Banoue de France is required.
Although the purpose is td provide funds to meet routine
requirements of exporting organisations, they mey be granted
even if there are as yet no firm oxrders on the companies'
books. Nevertheless, the amount is determined by the companies'
estimated turnover end the average menufacturing perind. 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 guaraniee or a bond.

Funds are mobilised by acceptence credit, bille beling
drawn on the bank, which accepts end discounts them; alternative-
ly bills may be endorsed to BFCE and then discounted. The
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paper is eligible for re-discount at the Banque de France.

"Crédits de préfinancement spécialigés" are designed to

provide working capital for specific large scale orders.
Where sub-contractors are used, the splitiing of the facility
is compulsory in the case of sub-contracts exceeding #1.5m,
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 menufacture, erection and
starting-up (taking account of any supplier credit which the
nmanufacturer may receive on bought-out items) on the one
hand, and progress payments an@iecéipts on the other hand;
BuimaTi=s oflthe leaet ititee mrnua)ibalance Bhects 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.

e =5

The decision of the Banque de Frence is based on its
study of these documents. Approval is normally grented unless
the manufacturer's own resources are considered adequate, in
which case the zpplication may be granted in part or turned
down completely, or unless the manufacturer's financial
position is considered tco weak to justify undertaking the
contract, in which case the ap