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Preface

This book was written in bits and pieces beginning in 1977. That was
the year I started the consulting firm of First Washington Associates
(FWA)—self-described from the outset as the only firm in the world
specializing in technical assistance for export credit agencies. The infor-
mation contained herein represents lessons learned over an even longer
period—first as an export credit agency (ECA) manager and then as a
consultant.

When FWA started, I had just completed fifteen years with the Export-
Import Bank of the U.S. (U.S. Eximbank) rising from its clerical ranks in
1963 to the board of directors in 1976. During that time, I learned that very
few people outside the ECAs knew what an export credit agency was or
what it did. Many otherwise knowledgeable folks thought that the U.S.
Eximbank was the same as the World Bank. However, while at the U.S.
Eximbank, I found out some of the differences and absorbed all I could
about export credit operations—at least about American ECA operations.

It was not until the early 1970s that I discovered that the American
ways of export credit were not the only, or even the best, ways of ex-
tending export financing. In 1970, I started regularly attending Berne
Union and Organization for Economic Control and Development
(OECD) meetings where the world’s largest and oldest ECAs, almost all
from industrial countries, discuss mutual concerns, problems, and pos-
sible solutions. Despite all this exposure, however, I remained relatively
ignorant about ECAs of developing countries and how they differed
from those of industrial countries.
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When FWA began operations, I realized for the first time that most
ECAs were not large, well-heeled, industrial country organizations. In-
deed, I found the opposite: Most were small- to medium-sized, with tight
budgets, residing in developing countries in the Caribbean, Latin Amer-
ica, Asia, Africa, Central and Eastern Europe and the former Soviet
Union. I saw many similarities but also realized significant differences
in their financial environments, economic problems, government policies
and constraints, as well as prospects for their activities.

It is with no small measure of pride that I note that over half of the
ECAs that have started up since 1977 have been helped by FWA and
that almost all of them have done an excellent job of financing their
exporters while maintaining their own soundness. These ECAs have
done so without subsidy, distortion of trade patterns, adverse effects on
the private financial community, or other bad practices. Of course, the
credit for this belongs to the founders and managers of these extraor-
dinary institutions who have done so much, starting with so little.

At the time of this writing, in the year 2000, I reflect on the trials and
tribulations of working with ECAs and other financial institutions in
almost 100 countries with different languages, cultures, traditions and
ways of doing business. I marvel that such a diverse world has knitted
itself together as well as it has, largely as a result of international com-
merce and its accompanying benefits.

It is also interesting to note that a consulting firm such as First Wash-
ington Associates could only have existed in the last twenty-five years.
Before that time, ECAs were really not appropriate for most countries,
and the rapid transportation and telecommunications that made FWA a
viable operation did not exist at an earlier period.

Finally, I want to mention that the success of FWA and my ability to
write a book of this nature were completely dependent upon our full-time
staff and the U.S. and non-U.S. consultants who worked with us on over-
seas assignments down through the years. These Americans, Canadians,
Australians, Europeans, Asians, and Latin Americans added incompara-
bly to my understanding of alternative ECA institutions, programs, poli-
cies, and procedures.

I believe this to be the only book that looks at ECAs in their broadest
policy context as well as their smallest operational details, distinguishing
but giving roughly equal treatment to industrial, developing, transi-
tional, and regional ECAs. As a result of this comprehensive treatment,
I hope the reader will see both the “trees” and the “forest.” I am confi-
dent in referring to the world’s ECAs as “unsung giants.” Their contri-
butions to economic growth and development and their importance to
financial sector capabilities and soundness greatly exceed the limited un-
derstanding of ECAs by governments, businesses, and the general public.
I hope this volume will help to address and resolve that imbalance.
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Unsung Giants

The “unsung giants” of international finance are the world’s export
credit agencies (ECAs)—highly specialized financial institutions that cur-
rently cover about $800 billion of exports each year but rarely receive
the attention of the press or of the average citizen.

One out of every eight dollars of world trade is now financed by ECAs.
Much of the remaining seven dollars is influenced by what the ECAs do;
whether they advocate a restrictive or expansive policy of selling goods
to other nations affects exporters’ willingness to trade with particular
countries and buyers and influences the terms and conditions on which
trade is conducted. There are only about 200 ECAs in the world—dom-
iciled in 100 countries—but their contribution to trade and development
has been massive and pivotal to the success of globalization and a
healthy world economy.

ECA activity far exceeds that of all multilateral development banks
(MDBs), such as the World Bank and the Asian Development Bank. ECA
loans, guarantees, and insurance are also far greater than the activity of
all overseas development agencies (ODAs), such as the U.S. Agency for
International Development. Despite this, few people really know about
the ECAs and what they do. The ECAs’ relative anonymity cannot be
blamed on recent arrival on the world scene: They have been around
since 1906, roughly twice as long as the MDBs, which have been oper-
ating only since the late 1940s.

Lack of knowledge about the ECAs cannot be traced to a lack of impor-
tance. The ECAs have helped their countries cement alliances with other
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nations, develop overseas sources of raw materials, open up new markets
for manufactured products, support friendly nations and punish un-
friendly countries, develop the manufacture of new products and strategic
industries, promote economic growth in poor countries, facilitate foreign
direct investment, and increase their own countries’ ability to purchase
goods from foreign suppliers.1 First and foremost, however, they have
succeeded in increasing domestic employment, raising business sales and
profits, and expanding national tax bases by stimulating exports.

What are the ECAs and what do they do? A generally accepted defi-
nition of ECA is as follows: (1) a highly specialized bank, insurance com-
pany, finance corporation, or dependency of the government, (2) offering
loans and/or guarantees, insurance, technical assistance etc., to support
exporters, (3) covering both commercial and political risks related to ex-
port sales, (4) with the backing or approval of the national government,
and (5) dedicated to supporting the nation’s exports. Ownership is usu-
ally government or mixed, but privately owned ECAs are rapidly be-
coming more prevalent and dominant. As for what they do, ECAs
provide the financing that is essential for export success, financing char-
acterized by the National Association of Manufacturers of the United
States as “the lubricant that keeps the export engine operating smoothly;
without it, exports and a growing number of jobs are at risk.”2

ECA financing takes the form of loans, guarantees, insurance, and re-
lated technical assistance which are used to support export sales. In order
to fund these operations, the world’s ECAs obtain monies from both
domestic and international sources that are then lent to their nations’
exporters. Most importantly of all, perhaps, the ECAs are a repository
of information and technical skill, which are used to show exporters and
banks how to extend credit to foreign buyers in a sound fashion. The
ECAs excel in the techniques of intelligent risk management, which they
apply in their own extensions of short-, medium-, or long-term credit.
These techniques are picked up, and carried on, by a nation’s exporters
and banks, regardless of whether the ECA provides financing or other
assistance for a particular sale.

In their extensions of credit for international transactions, ECAs stand
in a middle position between the exporters and commercial banks (which
prefer to keep export credit relatively short term with high interest rates)
and MDBs and ODAs (which lend at very long terms with relatively low
interest rates and, in some cases, grants). Most ECA credit activity falls
into an intermediate range: longer than thirty days but less than five
years, with interest rates close to their country’s prime rates. ECAs can
lend, guarantee, or insure for longer or shorter periods, but such activity
represents a minority of their overall credit extensions.

There are two ways in which most exporters use ECAs: (1) directly by
making application to the ECA for a loan, guarantee, or insurance, or (2)
indirectly through the exporter’s commercial bank, which applies to the
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ECA for a loan, guarantee, or insurance. The indirect route is often man-
dated by an ECA if a loan to an exporter is involved: The ECA generally
prefers to have the commercial bank handle the paperwork, administra-
tion, and risks involved in making a loan to an exporter. In these cases,
the ECA “rediscounts” the commercial bank’s loan, lending money to
the commercial bank, which passes it on to the exporter. The exporter
has the liability to repay the commercial bank, and the commercial bank
has the liability to repay the ECA. To the contrary, insurance is usually
issued directly to the exporter by the ECA. In return for a premium paid
by the exporter, the ECA insurance covers the risk of nonpayment by
the exporter’s foreign buyers. If nonpayment from the buyer occurs, the
ECA makes payment to the exporter under the insurance policy. Finally,
the ECA’s guarantees are almost always issued directly to a commercial
bank, covering the bank’s loan to the exporter for preshipment or post-
shipment purposes. Alternatively, the guarantee may cover a commercial
bank loan to a foreign buyer to help the buyer purchase goods from the
ECA’s country. In exchange for a guarantee fee paid by the bank, the
ECA covers the risks of nonpayment by the exporter or, under the al-
ternative form of guarantee, the risk of nonpayment by the foreign buyer
if the foreign buyer was the borrower under the bank’s loan.

Despite active use of these programs, the ECAs remain a well-kept
secret to nonusers, as the ECA managers have been far better at pro-
ducing income for exporters and economic benefits for their nations than
at publicizing their role and explaining their operations to the general
public. The purpose of this book is to uncover the secrets of ECAs and
explain the history, programs, functions, and controversies surrounding
these pillars of the world’s international trading system. Despite their
importance, few people even know the names of these organizations or
understand their contribution to national growth and development, the
problems they have faced and surmounted, and the special nature of
their operations that are absolutely essential to the welfare of millions of
businesses and hundreds of millions of workers and consumers.

ROLE OF ECAS IN THE WORLD ECONOMY

By any measure, the world’s ECAs play a giant role in the national and
international economies. On a national level, for example, the world’s
ECAs finance an average of about 12 percent of their country’s exports. In
most countries, this is the difference between a national trade surplus and
a deficit. Export industries generally are the most dynamic component of
a country’s economy. They tend to pay higher wages than other industries
and support employment growth at a much higher rate than firms pro-
ducing solely for the domestic market. Export producers are usually the
most efficient in a country because of their need to compete with the
world’s best companies and are potent transmitters of new technology
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Table 1.1
Export Credit Exposure (in billions of U.S. Dollars)

Source: Berne Union and International Monetary Fund (IMF) staff estimates.

and improved management techniques. Exporting companies’ tax contri-
butions are significant in every country, and their backward linkages with
domestic suppliers of goods and services (which are incorporated in ex-
port products) are important contributors to domestic growth.

By the same token, ECAs are essential contributors to the growth and
welfare of the international economy. ECAs together financed over $600
billion of world trade in 1996—most of it on relatively short terms of
payment. However, at the end of the same year, ECAs also held about
$500 billion of medium- and long-term indebtedness from developing
and transition countries. This represented more than 24 percent of all
foreign indebtedness of these countries.3

The ECAs have performed the invaluable function of making credit
available to many countries where commercial banks and other private
lenders are not willing to make transborder loans, and of making credit
available to most developing countries at interest rates and repayment
periods that are more favorable than alternative private sources of funds.
This has enabled the developing world to purchase much more of the
equipment, goods, and services that the industrial countries have to of-
fer, with a resulting dramatic improvement in social welfare, the stan-
dard of living, and investment in new infrastructure and the productive
sector.

ECAs’ transfers of medium- and long-term capital to developing coun-
tries rose from about $12 billion in 1976 to $43 billion in 1995. This ac-
counts for 20 to 30 percent of all medium- and long-term debt flows.
Table 1.1 depicts the growing value of certain ECAs’ short-, medium-,
and long-term exposure during the ten years ending in 1998. It covers
the activities of only forty-six ECAs, which account for roughly half of
total ECA exposure.
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The level of export credit agency activity grew rapidly in the early
1990s as international trade increased at a rate approximately three times
that of domestic growth. Export trade is now widely acknowledged as
the primary engine of economic growth and development and, as such,
meritorious of special financial institutions to help with the proper struc-
turing of credit sales, the necessary extension of appropriate loans, the
sharing of related risks, and the encouragement of other institutions to
participate in this business. In recent years, industrial capacity has ex-
panded, consumer tastes have changed, trade barriers have fallen, and
competition among supplier nations has intensified. As a consequence,
all countries face growing pressures to adapt their financing systems to
new trading requirements.

The current activity levels of individual ECAs vary widely and can be
correlated with a number of factors, including the strength and risk ap-
petite of other types of financial institutions, the age and experience of
the ECA, the support it receives from public and private sectors, and its
geographic region. Export support is highest among Asian ECAs (which
financed an average of $15 billion of exports apiece in 1996). In the same
year, Western European ECAs supported an average of almost $10 bil-
lion of exports per annum, and North American ECAs covered an av-
erage of almost $6 billion. African ECAs covered an average of $881
million, Central and Eastern Europe (CEE)/Newly Independent States
(NIS) ECAs an average of $276 million, and South American ECAs an
average of only $50 million in 1996.

The importance of ECAs in different regions of the world can further
be quantified by comparing their support to the total value of gross do-
mestic product (GDP). Asian and Western European ECAs were in-
volved in roughly 2 percent of their countries’ GDP in 1996, and
Australia/New Zealand ECAs in a little more than 1 percent. North
American and CEE/NIS ECAs helped to produce somewhat less than 1
percent of their nations’ GDP. By contrast, the ECAs of South America
were responsible for less than one-tenth of 1 percent of GDP in 1996,
and their relative weakness is believed to be both a cause and an effect
of their countries’ relatively poor trade performance.

In order to maintain the flow of trade, ECAs are increasingly called
upon to finance exports to countries with commercial, economic, and
political problems. As a consequence, ECAs’ activities continue to grow,
while their risks of doing business also rise. Under present and foreseen
future circumstances, there is little doubt that the ECAs of the world will
be required to play an even greater role than they have in the past. This
is because they have proven to be flexible instruments of national policy
and effective contributors to international economic development in the
face of political uncertainties and rapid changes in trade.

As of 2000, there were nine ECAs in low-income countries, twenty-
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Table 1.2
Countries with Officially Supported Export Credit, Guarantee, and
Insurance Programs

Source: First Washington Associates, Ltd.

two ECAs in lower-middle-income countries, twenty-three ECAs in
upper-middle-income countries, twenty-four ECAs in industrial coun-
tries, and twenty-one ECAs in transition countries (see Table 1.2). The
names of the ECAs in each country are given in Appendix A.
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NOTES

1. International Union of Credit and Investment Insurers, Collection of Histories
of Members (Paris: Berne Union, 1973).

2. National Association of Manufacturers, Export Financing: A Key to U.S. Ex-
port Success (Washington, DC: NAM, 1994), 1.

3. International Monetary Fund, Official Financing for Developing Countries
(Washington, DC: IMF, 1998), 11.
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Myths and Truths

Many descriptions of export credit agencies (ECAs) are reminiscent of
the three blind men describing an elephant. They all knew it was large,
but none of them could give an accurate description because they had
touched different parts and none had grasped the whole animal. Because
of this blindness—or partial vision—regarding ECAs, a number of myths
have emerged, which will be explained in this chapter and are summa-
rized in Table 2.1. Some of these myths still apply to a few ECAs, but
they are now almost totally invalid if applied to the world’s ECAs as a
group. Unfortunately, peoples’ perceptions of most things tend to lag
behind current realities, and it will probably take some time before these
widely held myths about ECAs are fully dispelled.

The first myth hypothesizes that ECAs are highly politicized and
poorly managed. The reality is that this is true for a small minority of
ECAs, as it is for other types of financial institutions, but this is certainly
not true of most ECAs. In fact, most ECAs have dedicated, well-educated
professional managers and staff who follow sound policies and proce-
dures to maintain a balanced portfolio of risks and appropriate treasury
management. The greatest degree of politicization occurred in industrial
countries in the 1980s when export credits were approved in the midst
of the Third World debt crisis with few prospects for prompt repayment.
Since 1990, most of the world’s ECAs have substantially improved their
managerial practices and have reduced the extent of political influences
on their operations.

The second myth is that ECAs subsidize exports by lending at low in-
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Table 2.1
Myths about ECAs

terest rates. This is very old news. Since 1990, all industrial country ECAs
have adhered to an Organization for Economic Cooperation and Devel-
opment (OECD) agreement that they will lend at, or above, market rates
of interest. Most developing countries follow this same rule. In the few
countries that still lend below market rates, the differential is usually
small—1 to 2 percent—and most agree that it will be eliminated alto-
gether in coming years. Only a handful of the world’s ECAs still
subsidize exports by lending at low interest rates.

A third myth is that ECAs have high defaults on the credits they sup-
port. Many industrial country ECAs did have high default rates in the
1980s, but as of 2000, this was largely a thing of the past. Despite the
Asian economic crisis of 1997–98, most of the world’s ECAs had sustain-
able default rates. For example, members of the Berne Union, which is
an association of 48 ECAs, cumulatively reported claims only slightly in
excess of premium income in both 1997 and 1998, and developing coun-
try ECAs as a group have always had relatively low defaults on the
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credits they support. The reasons behind default rates of ECAs in dif-
ferent countries will be explained later.

Another myth is that ECAs are unprofitable. In fact, the overwhelming
majority of the world’s ECAs are now profitable. The 1999 figures from
the Berne Union indicate that industrial country credit insurers were
profitable as a group and that only a handful of members remained
unprofitable. Almost all developing country ECAs and all privately
owned ECAs were profitable in the same year.

Some critics also charge that ECAs distort payment terms by support-
ing mainly medium to long-term credit. The reality is that the majority
of ECA business covered is in the area of short-term credit.1 The few
exceptions are industrial country agencies such as the U.S. Eximbank
(Export-Import Bank of the United States). However, it is worth noting
that even the U.S. Eximbank did a majority of its business in the short-
term area until about 1990. More to the point, almost all developing
country ECAs have close to 100 percent of their business in the short-
term area—usually under 180 days credit. Under no stretch of the imag-
ination can this be considered to distort payment terms.

The sixth myth is that ECAs substitute for private sources of finance.
It is rare for this to happen. A growing number of ECAs are privately
owned and those that are not follow a policy of supplementing and
complementing and not competing with private sources of finance. This
is done by requiring that private banks or the exporters themselves pro-
vide the finance that is guaranteed or insured by the ECAs or by pro-
viding only second-story rather than direct finance to exporters. If direct
finance is provided, many ECAs insist that they will only cover the ex-
cess that commercial banks are unwilling to finance.

Myth number seven holds that ECAs discourage the development of
alternative sources of trade finance. In fact, ECAs encourage such de-
velopment. Countries with active ECAs have seen the growth and pro-
liferation of commercial banks as active trade financiers. Export trading
companies, export finance companies, and other finance intermediaries
also flourish in most countries with ECAs. The availability of ECA serv-
ices such as guarantees and insurance to spread risks, rediscount pro-
grams to ensure liquidity of export loans, credit information to improve
knowledge of buyers’ creditworthiness, and technical assistance to im-
prove structuring of transactions all help to support private sector pro-
viders of trade finance. Also, the demonstration effect of successful ECA
operations encourages entrepreneurs in the exporting, banking, and in-
surance sectors to expand their willingness to finance international busi-
ness and can ultimately lead them to share or take over functions initially
performed wholly by the ECA.

The eighth myth states that ECAs transfer capital out of developing
countries. The reality is that the favorable balance of payments effects of
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an export are only felt when payment is received from abroad. ECAs
help to achieve successful exports and payment by proper structuring of
credit. Only a small number of developing country ECAs support any-
thing other than short-term credit. This typically has a maximum term
of 180 days. It is true that the exporting country does not receive all of
the capital transfer until the end of the term offered. However, without
the ECA, the country would probably not make the export at all, thus
missing 100 percent of the capital benefit rather than just deferring the
benefit for a short period. Both exporters and ECAs work to minimize
credit terms. There is no evidence that they have anything other than a
favorable impact on capital transfers.

Myth number nine holds that ECAs have a negligible effect on exports.
However, ECAs now support about $800 billion of exports annually. This
is equal to about 12 percent of total exports of the countries in which
they are domiciled.2 Some industrial country ECAs support an even
higher percentage of national exports, and most developing country
ECAs support a lower percentage. As developing country ECAs gain
experience, they generally finance a growing share of exporters’ needs.

The tenth myth states that ECAs have a minor impact on overall eco-
nomic development. The reality is that most governments throughout
the world believe the opposite to be true and have proved it by estab-
lishing their own ECAs. It is certainly true that ECAs by themselves
cannot produce economic development, but in the proper context of
other government policies and programs, ECAs are a vital contributor
to economic growth and social improvement.

No country has fully succeeded in exporting in the latter half of the
twentieth century without establishing an export credit agency. The re-
alities of ECAs have thus overcome the myths, and serious analysts are
starting to take note of their massive contribution to economic growth
and development.

NOTES

1. International Union of Credit and Investment Insurers, The Berne Union 1999
Yearbook (London: Berne Union, 1999), 164.

2. International Montery Fund, Official Financing for Developing Countries
(Washington, DC, IMF, 1998), 11.
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Common Features

Export credit agencies (ECAs) around the world share many features,
including a common set of objectives, which are both economic and fi-
nancial.1 The main economic objectives of ECAs usually include:

• Expand nontraditional exports of private sector goods and services.

• Help to finance nontraditional exporters of all sizes, of all products, and of all
regions of the country.

• Provide assistance to indirect exporters to encourage development of linkage
industries.

• Supplement and complement, and not compete with, the commercial banks
and other private financial institutions.

• Seek to improve the country’s balance of payments and to increase domestic
employment.

• Help to diversify the products and foreign markets of nontraditional exporters.

• Improve the financial skills of nontraditional exporters and reduce their risks
in extending credit to foreign buyers.

• Increase the knowledge and sophistication of the country’s banks in the area
of export credit.

• Encourage the national insurance industry to participate in coverage of the risks
of nonpayment of export credits.

• Provide assistance for exports that are deemed to be in the national interest.
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• Help national firms to make investments abroad in order to increase the na-
tion’s foreign exchange earnings.

• Seek to match officially supported foreign financial competition.

The main financial objectives of ECAs usually include:

• Realize a profit for shareholders.

• Support only operations that offer a reasonable assurance of repayment.

• Operate in a businesslike fashion.

• Mobilize funds from domestic and foreign sources to finance national exports.

• Ensure that programs offering a lesser return on capital are offset by programs
offering a greater return.

• Charge interest rates and other fees that are sufficient to cover related costs.

• Strive to increase the real value of the organization’s capital over time, to serve
as a basis for expanded operations.

• Manage investments to maximize returns, consistent with security of payment
and cash flow requirements.

• Ensure the availability of funds to make prompt disbursements as required on
loans, guarantees, and insurance.

• Conclude coinsurance and reinsurance agreements to limit the possibility of
catastrophic losses.

• Follow sound principles of risk-sharing and maintaining a balanced portfolio.

• Maintain a conservative relationship of capital and reserves to actual and con-
tingent liabilities.

Just as they share objectives, ECAs around the world share a number
of constraints, imposed by such factors as their total authority and yearly
budgetary ceilings, by requirements that they supplement and comple-
ment and not compete with private finance, by the need to seek reason-
able likelihood of repayment on transactions, by other limits imposed to
ensure prudent financial management, by the need to conform to the
terms and conditions of international understandings, and by a number
of other restrictions imposed by their authorizing legislation, guardian
authorities in government, or private shareholders. The ECAs’ own fi-
nancial condition—particularly the size of their capital and reserves—
serves to limit the total amount of exports they can support. A final
major constraint is the size of the ECAs’ trained staff. Executives, man-
agers, officers, and technicians who are skilled in export credit matters
are in very short supply, and their availability represents a severe con-
straint upon the expansion of ECA operations in most countries.

Official export credit, guarantee, and insurance agencies also share
many features with regard to the mechanics of their operations. They



Common Features 15

Table 3.1
Typical Repayment Terms, by Contract Price

Source: Export-Import Bank of the United States.

have similar eligibility criteria, term differentiation, risk classification,
degree of coverage, underwriting techniques, premium and interest rate
systems, policy administration, risk-sharing methods, and reinsurance.
This is not an accident. The techniques, terms, and conditions of export
credit insurance and guarantees have been largely “internationalized”
by regular exchanges of information and agreements reached through
the International Union of Credit and Investment Insurers (Berne Union)
and the Organization for Economic Cooperation and Development
(OECD), and there is a growing level of comparability among individual
national schemes.

ECAs can help finance short-, medium-, or long-term transactions, and
the conditions of financing assistance are usually quite different depend-
ing on the tenor. A short-term transaction is usually defined as up to
one year, medium-term as one to five years and long-term as over five
years. The OECD Agreement on Export Credit currently limits the max-
imum term to ten years.

Repayment terms supported by ECAs around the world tend to be
similar, since they are based upon competitive realities and the needs of
importing customers. Most financing is short term, with a maximum
period of one year. However, larger sales of manufactured goods, par-
ticularly capital equipment and consumer durables, may receive longer
terms dependent on contract price (see Table 3.1).

Major projects and multimillion-dollar equipment sales are often fi-
nanced on terms of five to ten years. Also, certain products routinely
receive terms longer than five years. For example, twin-engine turbo-
powered aircraft, including executive jets, are typically financed on a
seven-year term. Ships receive an eight-year term, and commercial jet
aircraft may be financed by ECAs on a ten to twelve-year term.

Normally, export credit agencies provide assistance that does not ex-
ceed 90 percent of postshipment financing, with the exporter or bank
taking the balance of the risk for its own account. Pre-shipment assis-
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tance is also usually limited to a maximum of 90 percent of required
credit. On medium- and long-term transactions, official schemes require
the foreign buyer to make an advance payment of at least 15 percent.
On short-term coverage, no advance payment is required from the for-
eign buyer.

A number of different premium systems are employed by credit in-
surance schemes. On medium- and long-term transactions, the premiums
are normally a function of country, term, and type of buyer (public or
private). On short-term transactions, premiums may be based on such
things as experience with the exporter, volume, size of the deductible,
country spread, and average term. Some or all of these factors are taken
into consideration by every official scheme, with greater or lesser weight
being given to individual components.

Interest rates on ECAs’ loans are much less subject to variance for
individual transactions. They are usually the same for all credits and are
normally at fixed rates of interest, related to prevailing market rates of
interest.

Governments play many roles in support of ECAs. They can be in-
surers or reinsurers of risks; they can provide finance to exporters or to
their customers; or they can intervene in the cost of financing. It is im-
portant to note that government’s role in most ECAs is now diminishing,
as the private sector in most countries is more willing and able to take
risks and assist ECAs in their activities. Growing private extensions of
export credit have reduced the need for official export finance in many
countries, and decreases in the volume of mixed credits (a combination
of trade and aid financing) have further limited the necessity for gov-
ernment loans to support exports. However, governments are still ac-
tively involved in risk-sharing with ECAs in all countries. Even though
international private reinsurance of export credit risks continue to grow,
governments are still the major insurers or reinsurers of risk, particularly
political risks, for their national ECAs.

KEY FACTORS FOR SUCCESS OF EXPORT CREDIT AGENCIES

Based on experience with ECAs around the world, twelve elements
have been identified as common features in their success:2

Capital Adequacy

The most successful ECAs have substantial paid-in capital, which is
invested in interest-bearing securities. Investment earnings are sufficient
to keep the ECA profitable even during the first few years of operation,
when operating revenues are relatively low. Capital is equal to at least
25 percent of anticipated outstanding loans, guarantees, and insurance
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for the early years of operation and gradually declines as a percentage
of outstandings in subsequent years.

Organizational Autonomy

Organizational autonomy is very important. Successful ECAs have the
authority to make their own decisions, guided solely by their managers
and board of directors. They do not make business decisions for political
reasons only and are not required by government to undertake unprof-
itable operations unless the ECA is acting as agent for the government
using government funds or committing the government to the related
risk.

Support from Government

Support, or at least benign neglect, from government is a hallmark of
successful ECAs. This support is primarily in the form of assuming po-
litical risk coverage but may also consist of the provision of funds on
favorable terms, the availability of government guarantees to cover lend-
ing operations, publicity given the ECA by government agencies, as well
as other forms of encouragement given by the government to use the
ECA programs.

Proper Risk-Sharing

Vital to success is an ECA’s requirement that commercial banks and
exporters share risks in every transaction. Also, the best ECAs limit
losses by coinsurance and reinsurance agreements with their own gov-
ernments, with foreign reinsurance companies, and with other ECAs.
Political risk assumption by government can be an essential condition
for success.

Appropriate Fee Structure

Successful ECAs operate on the principle that availability of funds is
more important to the exporter than cost and that an ECA must be prof-
itable over the long run in order to survive. Accordingly, interest rates
and premiums reflect the real costs of doing business and maintaining
the value of capital. Interest rates are market-based, and guarantee and
insurance premiums are designed to cover related claims and adminis-
trative expenses.
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Diversity of Operations

In order to be fully successful, the best ECAs offer a full range of
products, including loans, guarantees, insurance, and technical assis-
tance. The need for, and use of, these programs will vary over time, as
will their profitability. By offering all types of programs, the ECA max-
imizes its impact on exports and cushions low returns in some areas with
higher returns in others. Also, the programs are mutually supporting.
For example, technical assistance can reduce risks and improve repay-
ment of transactions that are supported by loans, guarantees, or insur-
ance.

Quality of Management

The most successful ECAs are run by finance professionals who have
extensive prior experience with the management of private financial in-
stitutions. They are thoroughly familiar with the techniques of trade fi-
nance and are flexible, efficient, profit-conscious managers. In order to
obtain and keep such individuals, the ECA provides compensation com-
parable to that in private sector banks.

Efficiency of Procedures

Paperwork and administrative procedures are simple and straightfor-
ward in the best ECAs. Average processing time for loans, guarantees,
and insurance is five days or less, and internal analysis is often confined
to a checklist procedure rather than memowriting. Discretionary com-
mitment authority is given to officers within the organization, and del-
egated authority is given to exporters and banks, depending upon the
risks they are willing to take and the procedures they follow.

Aggressive Marketing

Marketing is a constant feature of ECAs, and is designed to familiarize
banks and exporters with ECA programs and encourage their use. Mar-
keting is directed to all types and sizes of exporters and to all geographic
regions of the country and is frequently done through third parties, such
as banks and trade associations.

Skill in Credit Analysis

Successful ECAs have loan officers and underwriters with sound judg-
ment, extensive experience, and mastery of the techniques of risk anal-



Common Features 19

ysis. Losses due to inadequate analysis in the early years are gradually
reduced as the ECA learns from its mistakes and upgrades its skills.

Appropriate Collateral and Guarantees

Collateral and guarantee requirements of successful ECAs follow gen-
erally accepted business practices in the markets they enter. Security re-
quirements take into account competitive realities and the practicality of
enforcing collateral rights. Underwriting policy emphasizes taking se-
curity consistent with acceptable risk parameters for the whole portfolio.

Technical Sophistication

The best ECAs utilize the latest financing techniques and instruments,
changing those techniques and instruments as necessary to match foreign
competition. These ECAs make every effort to transfer their knowledge
of financial innovations and successful risk management to their nations’
banks and exporters.

NOTES

1. Export-Import Bank of India, Export Credit Agencies Around the World: A
Comparative Analysis (Bombay, India: Eximbank of India, 1994).

2. First Washington Associates, Recommendations for a Model Export Finance Sys-
tem (Arlington, VA: FWA, 1992), 32–36.





4

Programs

The availability of credit at a reasonable price and on appropriate pay-
ment terms is a key element in the success of exporting firms. Credit is
necessary at the preshipment stage to enable the exporter to meet work-
ing capital needs and to purchase, manufacture, and pack the goods
destined for export. Preshipment financing also helps to meet adminis-
trative expenses and overhead requirements during the period prior to
export. Such preshipment financing gains extra importance when a firm
must stockpile substantial inventories of raw materials, semifinished or
finished goods due to problems in receiving imported requirements, or
in shipping goods overseas (because of shipping schedules, foreign
exchange problems, distance from the source of supply or purchaser,
etc.).

At the postshipment stage, credit is required to bridge the gap between
shipment of the goods and the receipt of payment from the overseas
buyer. Usually, such payment is received in a matter of days or weeks,
but increasingly, sellers of all types of goods are being asked by their
overseas customers to provide more extended credit to permit the buyers
to realize some economic gain from their purchases before they have to
make payment to the exporters.

Investment credit is often not available at all for new and small pro-
ducers, or only available at such short terms of repayment as to make
an investment in fixed assets appear uneconomic. A major finding of
First Washington Associates (FWA) studies has been that the availability
of credit is much more important than its cost. The availability of bank
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Figure 4.1
The Export Cycle

credit for exporters in turn permits them to make advances to local sub-
suppliers, or indirect exporters, to help meet the latter’s financing re-
quirements. In many developing countries, such advance or progress
payments constitute the main source of external financing for indirect
exporters.

The programs of export credit agencies (ECAs) are constructed to meet
the special needs of exporters. These needs typically extend throughout
the production-shipment-payment cycle that an exporter experiences and
for which credit is required (see Figure 4.1). It is normal for an exporter
to have to pay cash immediately to its suppliers at the start of the cycle
and then have to wait until the importer’s customers have paid the im-
porter and the importer then pays the exporter. This cycle usually takes
less than 180 days, but if export goods take a long time to manufacture,
stay in storage a long time, or take a long time for the importer to sell
and receive sales proceeds, the cycle can be considerably longer. Some
exporters have enough retained earnings so that they can self-finance
such transactions, but most exporters find it necessary to seek external
financing to carry their business.

The bulk of international trade, particularly for commodities and con-
sumer goods, is still financed largely on a cash, open account, or letter
of credit basis between buyer and seller, without the support of ECAs.
In these cases, commercial banks or the exporters provide the necessary
credit to foreign buyers.1 Exporters of manufactured goods, however,
often require substantial assistance from ECAs, consisting of credit in-
surance as well as official refinancing facilities. The incidence and inten-
sity of such support has expanded in line with the increasing complexity
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and cost of these exports, particularly capital goods, whose sales often
require larger credits and longer terms than the private sector is pre-
pared to extend without official support. Furthermore, a number of ECAs
facilitate the extension of pre-shipment financing to exporters to lower
costs of production, improve international competitiveness, and encour-
age the development of nontraditional forms of export activity.

Both commercial and political risks are present in dealing with foreign
buyers, and the incidence of countrywide delays, defaults, and resched-
ulings of foreign debt add an extra dimension of risk to export transac-
tions. One of the most important functions of ECAs is helping to cover
these risks and showing the private sector how to implement intelligent
risk management procedures in their overseas credit sales.

The kind of export financing required or received is closely related to
the type of goods or services being exported, the use to which they are
put, the nature of the overseas buyer, the country of destination, and the
size of the exporting firm. The type of product being exported is very
closely related to the length of financing term. Raw materials, parts,
semi-finished products, and consumer goods traditionally receive a re-
payment term of up to 180 days, agricultural products up to one year,
motor vehicles up to three years, and capital equipment up to five years.
Large sales of capital equipment embodied in major projects may receive
a repayment term in excess of five years, up to a maximum of ten years.

The nature of the overseas buyer is also important in determining
credit terms. For example, if sales are made to overseas dealers and dis-
tributors, they typically receive a somewhat shorter term than if they are
made directly to end users. More importantly, if the overseas buyer is a
subsidiary of the exporter, credit terms may be either shorter or longer
than sales to nonrelated companies, depending on overall corporate
strategy at the time.

Longer terms may be justified in certain types of sales by the special
cash-flow characteristics of the project in question or by the need to
match officially supported foreign competition. In general, developing
countries request and receive longer terms of export credit than indus-
trial countries. This appears to be largely because official ECAs recognize
the need to help the balance of payments of less-developed country bor-
rowers, a principle recognized in the OECD (Organization for Economic
Cooperation and Development) Consensus on Export Credit, which es-
tablishes maximum terms and minimum interest rates based on country
of destination.

Finally, the size of the exporting firm seems to be related to the term
of export finance inasmuch as smaller firms are usually direct exporters
of things such as raw materials, parts, semifinished products, and con-
sumer goods, which have shorter terms of payment. Larger exporting
firms may obtain longer terms because they are exporters of major
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amounts of capital goods or of projects requiring an extended period in
which to repay associated financing.

There are a number of factors that make selling abroad on credit terms
riskier than selling domestically. Reliable information on foreign buyers
from third parties is usually harder to obtain, and it is therefore more
difficult to assess creditworthiness. General industry or sector trends
may also be less well known, and an exporter does not benefit from the
inside knowledge about his or her buyer that comes from the close daily
contact on an informal basis that is available between domestic firms. In
the event of default on credit, exporters are further disadvantaged by
their distance from the buyer and the lack of a local presence. It is usually
more complicated and costly to enforce payment or bring suit, and ex-
porters may not be equitably treated in the courts of the buyer’s country.

In addition to commercial risks such as delayed payment, default, in-
solvency, and bankruptcy, export credit sales involve significant political
risks that are beyond the control of both buyer and seller. Such political
risks involve war, riot, revolution, expropriation, shortage of foreign
exchange, and other transfer problems, which may impede payment after
shipment of the goods to the buyer’s country. Another category of po-
litical risk is the failure of a public buyer to repay its export credit, for
whatever reason. All such buyers are owned by governments and thus
all risks of nonpayment are classified as political. The commercial and
political risks enumerated are typically covered by export credit insur-
ance. The cancellation of export or import licenses is also often part of
standard political risk coverage.

Virtually all export credit insurance and guarantee schemes charge
premiums that are designed to cover all administrative expenses, estab-
lish reserves sufficient to meet anticipated claims, and at least break even
or make a small profit on an operational basis (not including the interest
earned on reserves). Most schemes lose money in the first few years of
operation because of a relatively low premium base and the costs of
design and start up, often combined with a failure to attract more credit-
worthy customers. It is essential to offer good service in the form of
speedy underwriting decisions and rapid and fair claims processing. Pol-
icies must be straightforward and as comprehensive as possible, and
personnel must be well informed and helpful.

Even if these preconditions are met, it has often been difficult for ECAs
to build up a large and well-balanced business that can be profitable.
Even those agencies that have achieved long-term profitability have had
to be prepared for short-run periods of problem loans, heavy claims, and
associated unprofitability, which are usually caused by economic prob-
lems in buying countries, which preclude prompt repayment of export
credits. ECAs have tried to insulate themselves against such problems
by getting as diversified a risk portfolio as possible (in terms of exporters,
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types of goods, buyers, and countries covered), guarding as much as
possible against “adverse selection” against them of risks which their
customers want them to cover, trying to achieve “whole turnover” of
exporters’ sales where possible, making sound individual underwriting
decisions, spreading the risk on covered transactions between themselves
and the exporters and banks, obtaining reinsurance if possible from other
agencies, and adjusting premiums to maintain proper reserves and prof-
itability.

The main types of loan, guarantee and insurance programs offered by
ECAs are as follows:2

1. Pre-Shipment Insurance. Pre-shipment insurance is issued directly to
exporters and is totally different from pre-shipment guarantees, which
are issued to banks and will be discussed subsequently. Pre-shipment
insurance covers mainly political risks to which exporters are exposed
during the period between conclusion of a sales contract or acceptance
of an order and shipment of the related goods.

The coverage is usually for a lower percentage than for post-shipment
risks and typically is limited to the contract price (less discounts) less all
expenses saved by nonfulfillment of the contract, and amounts received
toward payment and amounts that the buyer would have been entitled
to take into account by way of credit, set-off, or counter claim.

Pre-shipment coverage typically excludes contract repudiation, includ-
ing unwillingness to accept the products or goods by the buyer. It is
usually limited to coverage for insolvency of the buyer, war risks, gov-
ernment intervention, and export or import embargo.

Pre-shipment insurance is not a heavily used product in most countries
and is of only limited usefulness to most exporters, due to unfamiliarity
with the product, very restricted terms of coverage, relatively high cost,
normally short period of validity, and exporters’ feeling of relative com-
fort with the risks to which they are exposed during the period prior to
shipment, together with their physical possession of the goods that are
being insured during this period.

The types of goods that are most often covered by pre-shipment export
credit insurance are those requiring an extended period of manufacture,
with high value added, for large contract amounts and for sales to coun-
tries where political risks are perceived to be high and/or the exporter
has little or no experience.

The period of coverage for pre-shipment insurance is typically less
than 180 days, but in the case of heavy machinery and equipment form-
ing part of a major project, which is specially manufactured for a par-
ticular customer, pre-shipment coverage may extend to one year or,
occasionally, longer.

Many export credit insurers in recent years have found that the major
demand for pre-shipment coverage is to cover sales to Eastern Europe
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and Central Asia. Such coverage is rarely issued in isolation from some
kind of support for the post-shipment financing, which typically involves
large amounts of money and long repayment terms.

2. Short-Term Post-Shipment Insurance. This is the most widely used and
popular form of export credit insurance. For most ECAs around the
world, short-term post-shipment coverage accounts for a majority of
their business.

This insurance is typically offered in a global or whole turnover policy,
valid for one year, covering all of an exporter’s credit sales to eligible
markets. Many ECAs, particularly privately owned ones, require a first-
loss deductible as a feature of the policy, and it is common to grant the
exporter a discretionary credit limit, or DCL, giving the exporter cover-
age for any buyer up to the amount of the limit without the necessity to
obtain the insurer’s specific approval of the buyer’s creditworthiness. The
exporter is usually required to pay a minimum premium for the global
policy and is required to file monthly reports on insured shipments, to-
gether with the appropriate premium payment.

Most export credit insurers cover 80 to 90 percent of short-term credit
sales, but as special export promotion incentives, a few of the industrial
country, publicly owned credit insurers have recently offered coverage
of 95 percent and even 100 percent. This policy is now being reconsid-
ered by ECA managers as it violates two fundamental principles of in-
surance: that the insured party share in the risks, so that it will be more
cautious in credit extension and more involved in credit recovery, and
that the insurer seek to spread the risks so that it is not the only party
exposed.

Many insurers quote a single, composite premium rate for short-term
post-shipment coverage. Other insurers’ short-term rates vary, depend-
ing on the type of instrument being covered (i.e., letter of credit, open
account, etc.) and/or maturity (i.e., 90 days, 180 days, etc.). It is usual
for the insurer to grant a discount off standard rates for exporters with
a history of good repayment experience.

Some export credit insurers will cover short-term sales on a
transaction-by-transaction basis, charging higher premiums to account
for the lack of a spread of risk and the probability that these transactions
are riskier than the norm. Many insurers also offer consignment risk
coverage for goods sold to dealers and distributors in foreign countries,
where title is held by the exporter until the goods are resold to an end
user or consumer. Consignment risk coverage is limited to political risks.

All types of goods are covered by short-term post-shipment insurance,
including heavy machine tools and capital equipment. However, in most
countries a majority of short-term post-shipment cover goes for primary
materials, parts, components, semifinished goods and consumer goods.
Most exporters seek short-term credit insurance primarily to cover the
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political risks of selling to developing countries. However, the coverage
of commercial risks can also be extremely significant, and many export-
ers’ banks have insisted that the firms obtain this type of insurance and
assign the proceeds to the banks as a way of protecting the related fi-
nancing.

3. Medium- to Long-Term Post-Shipment Insurance. Medium-term cov-
erage and long-term coverage are usually handled very similarly by ex-
port credit insurers. However, it is noteworthy that private export credit
insurers have much tighter limitations on the maximum term that they
can cover, so that almost all long-term coverage is handled by the official
insurers. For either medium or long-term coverage, the insurers typically
require a minimum cash payment from the buyer of 15 percent, so that
the financed portion does not exceed 85 percent. Of the latter amount,
the insurers will normally cover 80 to 90 percent.

The finance contracts relating to medium- and long-term sales specify
a rate of interest to be paid, either on a fixed or floating basis. Most
export credit insurers will cover some or all of this interest in addition
to principal. Almost all medium- and long-term coverage is issued on a
transaction basis, after careful inspection of the buyer’s creditworthiness.
For longer-term transactions, it is usual for the insurer to inspect not
only the buyer’s current and previous financial condition and record of
payment, but also to require projections of operational and financial per-
formance.

Many export credit insurers relate maximum terms of payment for
medium-term transactions to the contract price of goods shipped, with
longer terms for larger transactions. For long-term deals, the maximum
terms of payment are set for the OECD countries by the Consensus on
Export Credits. In contrast to short-term export credits, most banks feel
a need for insurance or similar coverage for all medium- and long-term
credits to developing or emerging countries. This is because extended
time horizons for payment invariably stimulate perceptions of greater
risk.

Premiums for medium-term coverage are based upon the initial
amount of principal outstanding and are usually a function of the re-
payment term, foreign market, and/or type of buyer (public, private).
Medium-term premiums are typically paid in one sum, up front, at the
beginning of the transaction. By contrast, long-term premiums are
mainly paid on a retroactive basis, at the same time that payments of
principal and interest are due on the insured credit based upon the de-
clining balance of principal outstanding.

4. Overseas Investment Insurance. Related to export credit insurance, is
overseas investment insurance. This type of coverage is typically offered
by export credit insurers and covers investors’ direct equity investments
in foreign ventures. The risks typically covered by investment insurance
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are war and related political disturbances, government expropriation,
and currency inconvertibility. The insurance normally covers the initial
equity investment, whether in the form of cash, exported goods, or serv-
ices, plus some amount of annual earnings on the initial investment.
Policies may be available for just one or two, or for all, of the risk cate-
gories previously mentioned. Many insurers disaggregate premiums, de-
pending on which risks are covered. Some insurers do not permit a
choice of risk groups to be covered and charge a composite premium for
the combined coverage.

5. Overseas Lease Insurance. Overseas lease insurance is a product that
is not heavily used because it is tailored mainly to equipment exporters
in industrial countries that have tax laws favoring this type of transac-
tion. The insurance offered may cover either (1) operating leases in which
payments total less than the full value of the leased product, a residual
value remains at the end of the lease, and the lessor intends to repossess
the product; or (2) financing leases in which payments equal or exceed
the value of the product, little residual value remains at lease-end, and
ownership is transferred to the lessee.

For operating leases, insurance is typically in two parts, which may be
purchased jointly or separately. The first part covers political and com-
mercial risks that may affect the stream of payments due on the leased
product. The second part is coverage against government prevention of
repossession. For financing leases, coverage is usually for both political
and commercial risks affecting the stream of payments. There is no sep-
arate coverage for residual value. Generally, lease terms of up to five
years may be covered, although longer terms are sometimes permitted.
Most insurers do not require a cash payment for an operating lease but
do require a minimum cash payment of 15 percent for a financing lease.
The percentage insured in both cases is normally 80 to 90 percent, with
the exporter covering the balance of the risk on its own account.

Lease insurance is written on a transaction-by-transaction basis and
the premium rate charged is typically governed by the country, length
of transaction, and type of lessee (public, private). Lease insurance has
been most heavily utilized for products like transport equipment (air-
planes, trucks, buses, etc.) and construction equipment. It usually in-
volves industrial country lessors and industrial or upper-tier developing
country lessees.

6. Performance Bond Coverage. Many export credit insurers issue policies
covering the exporter against losses resulting from a foreign buyer’s
wrongful calling of a standby letter of credit or bank guarantee issued
as a bid, performance, or advance payment guarantee. This type of in-
surance usually covers contracts involving a government buyer. Insurers
generally require that the underlying contract contain a clearly specified
dispute resolution procedure and that the exporter invoke that procedure
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to establish that a calling was wrongful. Coverage under these policies
is typically 80 to 90 percent of the award or amount of costs in dispute.
Claims may be payable if the dispute resolution procedure yields an
award in favor of the insured, and the insured is unable to collect the
award; if the resolution procedure cannot proceed because the foreign
buyer has refused to participate; or if an award in favor of the buyer can
be proven to have been obtained through corruption or duress.

The term of performance bond coverage is generally equal to the term
of the underlying letter of credit or guarantee, plus an additional period
to accommodate the possibility of extensions or delays. Most of these
insurance policies are for periods of less than one year, but for large
projects, it is not uncommon for them to extend up to three years or
occasionally longer. Premium rates are generally considerably lower than
standard forms of export credit insurance, and it is often the case that
bid guarantee coverage is slightly less expensive than performance, ad-
vance payment, and other guarantees, reflecting lower claims experience
with the former.

Performance bond insurance has been most heavily used by the con-
struction industry. Insurance for these bonds was initially concentrated
on exports of construction services to the Middle Eastern countries, but
bond requirements for internationally bid projects have now spread to
all areas of the world, and many exporters besides engineers and con-
tractors are required to post these types of performance assurances with
overseas buyers.

7. Pre-shipment Guarantees. Pre-shipment guarantees are issued to com-
mercial banks to encourage them to lend to exporters. These guarantees
cover loans extended to meet working capital needs during the produc-
tion of goods for export. In the developing countries, firms of all sizes
may benefit from pre-shipment guarantees, but it is more normal for the
beneficiaries to be small and medium enterprises, exporters of new prod-
ucts, and exporters to new markets. In the industrial countries, many
pre-shipment guarantee programs are restricted to small businesses only.

It is important to remember that pre-shipment guarantees protect only
the lender from default by the exporter. They do not cover the exporter
should the foreign buyer default in its payment; this latter risk is nor-
mally covered by export credit insurance. Pre-shipment guarantees nor-
mally cover loans with a maximum term of 180–365 days. These loans
may cover working capital needs for a single export or revolving loans
covering all working capital needs for multiple exports during a one-
year period.

The proceeds of loans covered by pre-shipment guarantees may be
used to purchase finished products or materials, products, services, and
labor to produce goods for current or future export sales. Alternatively,
many agencies encourage the proceeds of such loans to be used to mar-



30 Export Credit Agencies

ket products, participate in trade fairs, or conduct other promotional
activities aimed at developing export sales. Typically, the pre-shipment
guarantee covers 85 to 90 percent of the principal amount of the loan,
plus some agreed portion of the interest thereon. It is normal to require
related inventories and accounts receivable as collateral and fairly stan-
dard to require the personal guarantees of the exporter’s owners addi-
tionally. It is also standard practice to require an export order or letter
of credit as a precondition for issuance of the guarantee.

Pre-shipment guarantee fees are typically lower than post-shipment
fees, but this is not always the case since the exporters being guaranteed
are usually not viewed by the banks as highly creditworthy—they are
usually small and may lack a sufficient record of performance. Some pre-
shipment guarantee programs provide more advantageous coverage for
smaller, newer exporters but insist that after a certain point they are no
longer eligible for this treatment and must “graduate” to a more com-
mercially structured program. The obvious advantage of pre-shipment
guarantees is that they serve to introduce newer and smaller exporters
to the benefits of commercial bank financing by adding the creditwor-
thiness of the guarantee agency to that of the exporter. The disadvantage
is that the guarantee adds extra paperwork and processing time to that
required by the bank.

8. Post-Shipment Guarantees. Post-shipment guarantees can cover short-,
medium-, or long-term loans but typically are confined to the last two
categories. These guarantees are issued directly to financing banks and
usually cover loans in which the obligor is the foreign buyer but which
are disbursed to the account of the exporter. Medium- or long-term guar-
antees usually require that the buyer make a cash payment of at least 15
percent and that the financing bank share in some portion of the risk on
its loan. However, as noted previously, 100 percent coverage is some-
times offered by the guarantor, particularly if public buyers are involved
or if the transaction is long term. Some major guarantee programs offer
authority to participating banks to commit the guarantee without first
checking with the guarantor, under predetermined terms and conditions,
provided the bank will take a higher portion of the risk for its own
account.

Post-shipment guarantees usually cover individual, specifically iden-
tified export transactions involving one exporter and one buyer. How-
ever, medium-term post-shipment guarantees are also used to cover
repetitive sales by an exporter to its overseas dealer or distributor, and
long-term post-shipment guarantees often cover major projects in which
there is one buyer but many exporters. Also, medium-term guarantees
are used to cover lines of credit to foreign banks in which numerous
individual exporters sell to numerous foreign buyers.

9. Inflation Risk Insurance. Inflation risk insurance was extensively used
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by the French and to a lesser extent by other ECAs in the 1970s and
1980s. Coverage was offered against increases in costs during the man-
ufacturing period of export contracts and was generally limited to con-
tracts of a minimum size, with developing country borrowers, in which
the manufacturing period exceeded twelve months.

Price variations were calculated in accordance with official price in-
dices, and exporters were usually compensated for all cost increases be-
yond a first-loss margin. In the 1970s and 1980s, the first-loss margin was
often deliberately set low, or was nonexistent, as a conscious means of
subsidizing the exporter. Premiums for this type of coverage were also
generally very low, usually around 1 percent per annum. In recent years,
the value of this type of coverage has declined significantly as most coun-
tries, both developing and industrial, have maintained better control
over domestic cost inflation, and the technique of inflation risk insurance
is rarely utilized nowadays.

10. Exchange Risk Insurance. Exchange risk insurance provides an ex-
porter with coverage when the export contract is denominated in a for-
eign currency and that currency depreciates in value against the
exporter’s own currency prior to the receipt of payment for goods sold.
The period of coverage is typically up to one year, but may be as long
as five years in some cases.

The premium depends on the length of cover and the foreign currency.
If the exporter’s currency appreciates against the foreign currency and
the exporter thus receives less local currency than originally anticipated,
a claim is payable by the insurer. On the other hand, if the exporter’s
currency depreciates against the foreign currency of contract, many in-
surers require the exporter to pay them the resulting profit. Because of
the suddenness and magnitude of exchange rate movements, exchange
risk insurance can produce great fluctuations in an ECA’s claims pay-
ments. As this is not affected by creditworthiness of the borrower or
normal political risks covered by credit insurance, exchange risk insur-
ance is offered by very few ECAs.

Exchange risk insurance is of greatest value to industrial country ex-
porters whose own currencies are appreciating against foreign currencies
in which contracts have traditionally been denominated. In practical fact,
it has been most utilized by European exporters who have denominated
their contracts in dollars to meet customer preference.

11. Trade Fair Insurance. A few ECAs provide a subsidized insurance
policy to encourage exporters to participate in overseas trade fairs,
shows, and missions. A trade fair insurance policy typically covers the
cost of sending goods and personnel to the trade fair and in some cases
may cover costs of advertising, promotion, and other overseas market-
ing.

Such policies are typically issued or assigned to commercial banks and
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permit a generous repayment term sufficient to amortize all related costs.
In some cases, the exporter is not required to repay the entire loan, and
the ECA makes up the difference with a pre-planned claim payment.
Most such thinly disguised subsidies have been phased out by ECAs,
but it is still common for export credit insurers to charge very low pre-
miums for this special inducement to export.

12. Local-Cost and Third-Country Cost Insurance. Many credit insurers
offer assistance with the coverage of local costs and third-country costs
related to exports from their countries. Third country costs, representing
parts or components in an export product or project that come from a
country other than the exporter’s or buyer’s country, are typically in-
sured on the same basis as other parts of the export. However, limits are
usually set on the maximum percentage of contract price, which can
comprise third-country costs, and if they exceed this limit, the transaction
may be structured so that third-country costs are handled separately
from the ECA-supported portion.

Local costs of an export project are rarely supported by developing
country ECAs but are often insured by industrial country ECAs, partic-
ularly when a major project is involved and advantageous long-term
financing is an important competitive element. Industrial country insur-
ers typically will cover local-cost financing as an important competitive
element. In such cases, coverage is offered for local cost financing equal
to the cash payment for the export, usually 15 percent.

The repayment term for local-cost financing is usually shorter than that
for the export itself, with a maximum of five years being the norm. By
contrast, the repayment term for third-country costs is almost always
identical to, and undifferentiated from, the term for national content of
export costs. The premiums payable for both local costs and third-
country costs are normally figured on the same basis as national content
of export costs.

The percentage of third-country costs that each insurer will cover var-
ies considerably. Private insurers rarely impose any requirement in this
area. Many public insurers in developing countries similarly fail to spec-
ify limits. In the industrial countries, many official insurers specify that
national content must be at least 50 percent for short-term sales and 70
to 85 percent for medium- to long-term sales.

13. Buyer Credits. Buyer credits are authorized by ECAs in favor of the
foreign buyer of exported goods and services, which has full responsi-
bility for repayment of the credit. The buyer credit is typically docu-
mented by a loan agreement, promissory note, and other legal papers.
It is disbursed at the direction of the buyer to one or more exporters—
typically the former if just one large product is involved, or the latter if
a major project is being financed.

Buyer credits usually cover a maximum of 85 percent of contract price,
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with the requirement for a cash payment of at least 15 percent. They may
be issued in isolation from, or in conjunction with, commercial bank
financing for a portion of the contract price. Increasingly, buyer credits
are offered as part of a package of financing arranged by a multilateral
development bank, which involves procurement from a number of coun-
tries.

Repayment terms for buyer credits are typically medium to long term,
with the latter accounting for a majority of the value of these credits. If
a commercial bank is involved as cofinancier, it is not unusual for the
bank loan to be repaid on a shorter term than the ECA credit. Repayment
is usually scheduled in equal semiannual installments of principal be-
ginning after a grace period that extends six months after product deliv-
ery, project completion, or start-up. Interest is usually charged at a fixed
rate throughout the repayment term and is payable semiannually begin-
ning six months after disbursement, based on the declining principal
balance outstanding from time to time.

Exceptionally, interest may be capitalized during construction and
added to the principal balance, which is repaid starting after expiration
of the grace period. Or, the direct loan contract may authorize equal
payments of principal and interest after the grace period, which in effect
lowers cash requirements during the early years of debt repayment.

14. Lines of Credit. Lines of credit are devices used by ECAs to “bundle”
multiple export credit transactions of different exporters using one ob-
ligor of record. The objective is to lower administrative costs, simplify
and standardize paperwork, and ensure that the obligor is creditworthy.
Also, by aggregating many export sales into one line of credit, a rationale
can be advanced for permitting more generous terms of payment.

Lines of credit are usually authorized by the ECA in favor of a finan-
cial institution in the buying country. The line is evidenced by a credit
agreement between the ECA and the foreign financial institution. The
latter takes responsibility for deciding what individual buyers and export
transactions to finance under the line and agrees with the ECA on the
terms of credit that will be extended to the buyers. The foreign financial
institution takes full responsibility for repaying all disbursements made
under the line, regardless of whether or not its credit extensions are
repaid by the foreign buyers in question. Disbursements under the line
are made directly to exporters in the ECA’s country in accordance with
instructions from the foreign financial institution.

Lines of credit typically call for repayment in the medium- to long-
term range, sometimes with a grace period of one to two years. They are
frequently used by ECAs wishing to help their exporters enter new mar-
kets or for sales to markets that are perceived to pose extra payment
problems for small transactions.

15. Tied Aid Credits. Tied aid credits are those in which the donor coun-
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try subsidizes the cost of credit to the foreign buyer as an inducement
to purchase its goods and services, either by extending the repayment
period or lowering the interest rate of a standard export credit or by
combining a standard export credit with a concessional loan or grant
(“mixed credit”).

Tied aid is typically authorized and administered by a country’s offi-
cial export credit agency or, in the case of mixed credits, they are coor-
dinated by the ECA. When a mixed credit is involved, separate
agreements are signed for the standard export credit and the conces-
sional loan or grant. The credits are disbursed directly to suppliers upon
shipment of goods or in progress payments if an extended fabrication or
construction period is required.

Mixed or otherwise, tied aid credits are typically used for major pro-
jects perceived to be in the national interest, in developing countries
where competition between supplier nations is intense, or in foreign mar-
kets that used to be colonies of the ECA’s country, and special efforts are
made to improve the terms of financing. Almost always, tied aid credits
involve sales to public buyers in developing countries. The regions receiv-
ing most tied aid, in order are Asia, Africa, the Middle East, and Latin
America. The countries receiving the most tied aid have been China, India,
and Indonesia. The types of projects most often financed by tied aid are
power, transport, telecommunications, other capital goods, and extractive
industries.

NOTES

1. Harry M. Venedikian, and Gerald A. Warfield, Global Trade Financing (New
York: John Wiley & Sons, 2000), chap. 2.

2. Organization for Economic Cooperation and Development, Export Credit Fi-
nancing Systems in OECD Member and Non-Member Countries (Paris: OECD Pub-
lications, 1993 [Rev. 1999]).
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Rationales

Six types of economic justification, or rationales have been advanced in
support of export credit agencies. The first is that they are a means of
responding to imperfections in the capital and money markets, which
distort all assistance to exporters. Second, ECA programs are viewed as
a response to capital market deficiencies, which are biased against the
extension of medium- to long-term assistance as opposed to short-term
credit. Third, ECAs are justified by their direct contribution to wages,
production, and employment and their indirect contribution to linkage
industries, tax revenues, and so on. Fourth, ECAs are justified for their
special assistance to new and small firms, new products, and new export
markets, which would otherwise be neglected by private finance. A fifth
rationale for some ECAs is that they serve in lieu of aid programs for
developing countries. The sixth justification for each national ECA is that
it is required to meet the competition offered by other national ECAs
and thus “level the playing field” for all exporters. The main rationale
for official export credit agencies is, of course, to facilitate the expansion
of a country’s exports and foreign exchange earnings based on compar-
ative advantages of the country, by improving access to financing for
exporters and encouraging banks to make that financing available on
reasonable terms.

The specific rationale behind pre-shipment (working capital) guarantee
programs is to encourage banks to lend to exporters, particularly newer
and smaller firms and those with new products and markets, which are
unable to provide adequate collateral or lack a sufficiently long record
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of successful operations. The ECA’s pre-shipment guarantee helps to off-
set banks’ perceptions that lending to small enterprises, particularly
those dependent on foreign sales, is excessively risky. It reduces banks’
biases in favor of lending to large, domestically oriented firms. The pre-
shipment guarantee should also reduce the banks’ expenses of loan proc-
essing—to the extent that they rely on the ECA’s credit judgments and
as a consequence do less work in credit investigation, loan collaterali-
zation, and so on.1

The need for post-shipment export financing arises when exporters
extend credit to their foreign buyers, since exporters, in order to be com-
petitive, often must sell on credit terms. While much of the trade in
commodities and consumer goods is sold on sight letter of credit or cash
terms, foreign buyers often demand and receive credit terms of up to
180 days (and exceptionally up to 360 days). For capital equipment sales,
medium- or long-term credit is often necessary, depending on the type
and value of the equipment. As a result of the need to extend credit,
exporters often require access to financing because they do not have
sufficient resources to wait for payment from the foreign buyer.

The rationale behind all ECA post-shipment guarantee and insurance
programs is to mitigate the risks of selling abroad on credit terms and
thus encourage companies to expand their export sales. In addition to
commercial risks such as delayed payment, default, insolvency, and
bankruptcy, export credit sales involve significant political risks, which
are beyond the control of both buyer and seller. Such political risks in-
volve war, riot, revolution, expropriation, shortage of foreign exchange,
and other transfer problems, which may impede payment after shipment
of the goods to the buyer’s country. Another category of political risk is
the failure of a public buyer to repay its export credit, for whatever
reason. Since public buyers are owned by governments, all risks of non-
payment are classified as political. The commercial and political risks
enumerated here are typically covered by export credit insurance. The
cancellation of export or import licenses is also often part of standard
political risk coverage, although it occurs in the pre-shipment period.

As noted, export credit insurance not only reduces the risk to the ex-
porter, but can provide an incentive to commercial banks to finance the
export transaction. Because the transaction is insured and the proceeds
of the insurance policy can be assigned to the bank, the commercial bank
can be assured of repayment from the proceeds of the export sale rather
than depending only on the financial capacity of the exporter as security.
Thus, exporters who obtain credit insurance potentially have access to
greater resources from commercial banking sources.

Reducing the risk associated with financing export transactions to en-
courage commercial bank lending is a major rationale for export credit
guarantees. In such cases, the official agency issues a guarantee directly
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to the commercial bank that protects the bank from loss on its export
credit, regardless of whether the loss was caused by action of the ex-
porter or the foreign buyer. In the event that the loss was caused by the
exporter, the official scheme will pay the bank and then proceed against
the exporter for satisfaction of its claim. In developed countries, official
guarantees are usually used for medium- and long-term transactions
where banks are more concerned about risk than for short-term trans-
actions. In developing countries where short-term financing is more lim-
ited, as noted earlier, official guarantees can provide a means for
exporters to gain access to short-term export finance from commercial
banks.

Export credit, guarantee and insurance programs are meant to provide
exporters with improved access to export finance and to reduce individ-
ual firms’ risks associated with extending credit to foreign buyers. Offi-
cial export credit, guarantee and insurance programs also play a catalytic
role in export development, alerting firms to the opportunities involved
in export markets and how they can structure their sales to be interna-
tionally competitive. These programs also produce improved availability
of credit information on countries and foreign buyers—something that
is useful to both exporters and the commercial banking system. The ex-
pansion of export activity further familiarizes both bankers and exporters
with financial risk and methods of reducing that risk, which is beneficial
for general economic development.

The competitiveness argument—that national ECAs are needed to
counter the effects of other national ECAs and level the playing field for
exporters—tends to be a compelling argument for each national govern-
ment. The U.S. government, for example, has frequently been motivated
to go to great lengths through Eximbank (Export-Import Bank of the
U.S.) to counter French export credit offers, there apparently being an
atavistic rivalry between the two countries. However, critics note that
from a broader perspective the competitiveness argument would fall
apart if all nations agreed at the same time to eliminate, or at least limit,
the programs of their official ECAs. This has been one of the major mo-
tivating factors behind international understandings to limit export
credit terms, reached in the Organization for Economic Cooperation and
Development (OECD) and the International Union of Credit and Invest-
ment Insurers (Berne Union).

The efficacy of ECAs as tools to stimulate additional exports is often
questioned by critics, who say that it cannot be proved that the ECA
caused the increase in exports that followed its inception and that export
development is the result of many favorable policies and programs—not
just ECAs. This is, of course, true. ECAs are a necessary but not sufficient
(by themselves) tool for export development.

A study by First Washington Associates (FWA) of seventeen devel-
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Table 5.1
The Relationship Between Official Export Finance Systems and the Growth
of Manufactured Exports

Source: The World Bank.

oping countries showed a cumulative increase of exports of $15.8 billion
ten years prior to start-up of an ECA and $62.7 billion for the ten years
after ECA start-up. The growth rates were 224 percent before the ECA
and 331 percent after the ECA.2 This indicates a clear linkage between
ECAs and accelerating export development but cannot by itself prove
that the former caused the latter.

In like fashion, the World Bank studied the relationship between es-
tablishment of pre-shipment guarantee programs and growth rate of ex-
ports.3 They found that export growth rates for developing countries
with pre-shipment guarantees were an average of 2.2 times greater than
countries without these programs. The sole exception was the so-called
Group 4 countries, which were among the two groups already having
the highest level of national exports (see Table 5.1).

The rationales for establishing and supporting export credit agencies
depend heavily upon other elements in a country’s economy and the
strength and sophistication of its exporters, banks, and other financial
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institutions. There is strong evidence that ECA programs increase ex-
ports with resultant economic and social benefits. However, a strict re-
lationship between ECA activity and increased exports is hard to
formulate because of numerous other variables affecting export success.
Most experts agree that ECAs are necessary to maximize export possi-
bilities in a competitive world but that ECAs by themselves cannot as-
sure export success.

NOTES

1. Jacob Levitsky, Best Practice in Credit Guarantees Schemes. (Washington, DC:
Inter-American Development Bank, 1995), 1.

2. First Washington Associates, A Study of Institution Building for Post-Shipment
Financing, Export Credit Insurance, and Guarantees in Developing Countries (Arling-
ton, VA: FWA, 1986), 22.

3. Yung Whee Rhee, Trade Finance in Developing Countries (Washington, DC:
World Bank, 1989), 24.
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History of ECAs

The first export credit insurance programs in the world were offered by
Federal of Switzerland starting in 1906.1 Federal is a privately owned
company still operating today. The first government export credit insur-
ance programs were established in the United Kingdom thirteen years
later in 1919. The rationale for the British programs, which were even-
tually copied by other countries, was “to aid unemployment and to re-
establish export trade disrupted by the conditions of war.” In addition
to export credit insurance, the British government established a trade
finance program, offering up to six-year financing of exports at a pref-
erential rate (1 percent above the Bank of England rate or a minimum
of 8 percent). The British programs were administered by the Board of
Trade with the consent of the Treasury, with the provision that income
should be sufficient to meet possible losses.

As the Swiss and British programs proved themselves, other nations
realized the efficacy and need for this type of government stimulation of
trade. Accordingly, several other European countries established guar-
antee and insurance schemes, including Belgium (1921), Denmark (1922),
the Netherlands (1923), Finland (1925), Germany (1926), Austria and Italy
(1927), France and Spain (1928), and Norway (1929). The major rationale
for establishing these programs was to re-establish export trade and re-
vitalize industries devastated by World War I and to facilitate exports to
the Soviet Union, a country that posed special risk factors to Western
European business and that needed credit.

With the onset of worldwide economic depression after 1929, a new
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impetus was given to the establishment of official export credit, guar-
antee, and insurance facilities as a method of keeping up flows of trade
and thus maintaining employment and output. During the 1930s, the
following countries established such programs: Japan (1930); Czechoslo-
vakia, Latvia, and Poland (1931); Sweden (1933); the United States (1934);
and Ireland (1935). It is noteworthy that the United States had only
official direct credit programs and not guarantee and insurance facilities
in the first thirty years of operation of its Export-Import Bank (Exim-
bank). The other countries concentrated heavily on guarantees and in-
surance, with back-up discount lending to commercial banks to reduce
interest rates. In 1934, a new international organization, the Berne Union
(International Union of Credit and Investment Insurers), was established
to encourage cooperation among national export credit insurers; to
exchange information on buyers, countries, and technical matters; and
to improve the level of competence of member countries.

By the mid-1930s, most export credit agencies (ECAs) were granting
the majority of their insured credits to the Soviet Union, and despite the
Depression, export credit insurance had proved very profitable. Most of
the ECAs at that time were owned and operated entirely by govern-
ments. However, four could be classified as “semiprivate” (Czechoslo-
vakia, Germany, Netherlands, and Spain) and were operated by private
firms with government financial and administrative assistance.

A major event of 1937 was the establishment of Banco Mexicano de
Comercio Exterior (BANCOMEXT) in Mexico—the first ECA to be set
up in a developing country. It concentrated on financing trade with
North America and Europe in its early years and provided an example
of official support, which was subsequently followed by many other
Latin American countries.

The outbreak of World War II put a halt to the development of new
export credit, guarantee, and insurance agencies from 1939 to 1945. Ex-
isting agencies turned their attention to financing activities that would
help win the war. In the United States, for example, Eximbank financed
exports that would help develop the rubber industry of Brazil and the
mining industries of other Latin American countries whose outputs were
vital for the war effort. The Burma Road to China was financed by the
U.S. Eximbank, along with other projects that would contribute to mili-
tary success.

At the end of World War II, the former Axis powers were confronted
not only with rebuilding domestic economies but also with restoring
their foreign trade. In the late 1940s and early 1950s, Japan established
a full range of new insurance and financing programs as an essential aid
to restoring exports and assisting in postwar reconstruction. Germany,
Italy, and Austria also established new credit, guarantee, and insurance
programs in the same time frame and for the same reasons.
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In the latter half of the 1950s, significant further developments were
realized. In 1956, South Africa established the first African export credit
insurance program. In 1957, the Export Risks Insurance Corporation, a
privately owned entity that was later replaced by a state-owned scheme,
was established in India. Then in 1959, Morocco approved its own credit
insurance program as a department of the Banque Marocaine du Com-
merce Exterieur.

These actions were followed by the establishment during the 1960s of
a number of developing country export credit, guarantee, and insurance
programs in Argentina, Bolivia, Brazil, Greece, Hong Kong, Korea, Pak-
istan, Peru, and Portugal. In all these cases, programs were intended to
expand business activity and employment, improve international com-
petitiveness, increase exports, and strengthen the balance of payments.

The third wave of developing countries to establish such programs
occurred during the 1970s and included Ecuador, Jamaica, Malaysia, the
Philippines, Singapore, Sri Lanka, Taiwan, Uruguay, and Venezuela. In-
creasingly, the motives for introducing export credit, guarantee, and in-
surance schemes seemed to include an awareness that the failure to do
so would place the country at a severe competitive disadvantage, not
only with regard to the OECD countries, but also in relation to other
developing nations.

The 1980s saw a new group of countries enter into export credit, guar-
antee, and insurance activity, including Egypt, Indonesia, Tunisia, and
Turkey.2 Many of the schemes adopted in earlier years were changed in
form and substance during this decade, the general trend being the es-
tablishment of organizations with more autonomy, a broader range of
functions, and greater financial resources. In several cases, different ex-
port credit, guarantee, and insurance organizations were merged into
one entity.

The 1990s witnessed the greatest growth of all in the establishment of
official ECAs. Throughout Central and Eastern Europe and the former
Soviet Union, new agencies were formed in the Czech Republic, Hun-
gary, Lithuania, Poland, Russia, Slovakia, and Slovenia. In Kazakhstan,
Ukraine, and other countries, foreign trade banks were reconfigured to
offer standard ECA programs. In Latin America, several countries recon-
figured their export finance agencies, including Brazil, Colombia, and
Venezuela, and Chile opened its doors to a foreign-owned private sector
export credit insurance company. In Africa, a regional export-import
bank was formed to help and encourage the development of national
ECAs, and in Asia, both China and Thailand formed export-import
banks to consolidate and strengthen their dynamic export growth in-
dustries.

Throughout the 1980s, most OECD countries experienced heavy op-
erational losses in their export credit, guarantee, and insurance pro-
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grams. These losses were caused partly by the growing disparity
between borrowing rates to fund the programs and the rates at which
the funds were lent to finance exports. At the same time, nonpayment
of officially supported export loans reached unprecedented magnitudes,
as a result of developing country debt problems, defaults, and resched-
ulings. It was only in the 1990s that most industrial country ECAs re-
turned to profitability as the Third World debt crisis gradually abated,
fees and underwriting policies were adjusted, and export credit interest
rates were raised to market levels.

Most industrial country ECAs have now been in operation for more
than fifty years. More than half of the developing country ECAs have
been in business for at least a decade and thus can be considered fully
experienced in the appraisal and administration of export credit, guar-
antees, and insurance. The differences between industrial and develop-
ing countries in this field, which were tremendous in earlier years, are
gradually narrowing and approaching common ground. The industrial
countries have pulled back from overexpansion of credit to marginal
markets, while the developing countries have sought to take more risk
on credit sales without jeopardizing their financial soundness. Both de-
veloping and industrial countries have raised their interest rates to
market-related levels and their common interest in avoiding a trade
credit war has helped lead to greater harmonization of programs, poli-
cies, and procedures. With few exceptions, developing country ECAs
have been profitable in recent years, and as a group, they have shown a
substantial surplus. Industrial country ECAs have shown steady im-
provement in financial results during the 1990s, and in 1996, for the first
time in seventeen years, they showed a profit as a group, with only a
handful continuing to record losses. During the balance of the 1990s,
most industrial country ECAs were profitable.

NOTES

1. International Union of Credit Insurers, Collection of Histories of Members
(Paris, Berne Union, 1973).

2. Delio Gianturco, Comprehensive Directory of the World’s Export Credit Agencies
(Arlington, VA: First Washington Associates, 1991).
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International Competitiveness

ECAs around the world generally try to ensure that their program of-
ferings are internationally competitive; that is, that they place their
nations’ firms on an equal footing with foreign exporters in the area of
export credit. There are various aspects to the international competitive-
ness of ECAs:

1. Risk Assumption:

Willing to cover riskier markets
Willing to cover riskier transactions
Willing to provide high percentage of cover

2. Underwriting Philosophy:

Aggressive approach to risk-taking
Reasonable security requirements
Maximum delegation of authority to others

3. Program Accessibility:

Clarity of standards
Consistency of standards
Flexibility in deviating from standards

4. Repayment term:

Willing to cover short (up to 1 year)
Willing to cover medium (1–5 years)
Willing to cover long (5–10 years)
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5. Cost:

Reasonable level of insurance premiums and guarantee fees
Competitive, market-based interest rates
Acceptable types and levels of other charges

6. Eligible Buyers:

Broadest possible spread of countries
Broadest possible spread of buyers
Imaginative approach to acceptable security

7. Administrative Ease:

Simplicity of paperwork
Shortest possible processing of applications
Streamlined administration of outstanding commitments

8. Types of Coverage:

Both goods and services coverage
Pre-shipment and post-shipment coverage
Foreign direct investment coverage

9. Special Support:

Foreign content support
Flexible foreign currencies coverage
Feasibility study coverage, etc.

10. Guarantees to Banks:

Pre-shipment Guarantees
Post-shipment Guarantees
Delegated authority where possible

The Export-Import Bank of the U.S. (Eximbank) is required to make
an annual report to the U.S. Congress on its competitiveness vs. other
major ECAs.1 In one of these reports, Eximbank noted its opinion that
the main elements of competitiveness, in order of importance, were the
level of fees, risk assumption, accessibility of programs, administrative
ease, repayment terms, and extraordinary support. ECAs around the
world attempt to maximize their competitiveness in each of these areas,
bearing in mind that there are costs associated with all attempts to make
their facilities more attractive to the export community and that they
must maintain profitability and soundness of operations if they are to
continue in business over the long run.

The level of ECA fees and length of repayment terms have been the
easiest elements of competitiveness for analysts to measure and monitor.
These two elements have been the primary focus of industrial country
efforts to limit competition between official ECAs, thus reducing or elim-
inating subsidies connected with export credit. During the late 1960s and
1970s particularly, many official ECAs attempted to improve their com-
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petitiveness by extending repayment terms and lowering interest rates,
often below their own cost of borrowing money. The result was growing
red ink for the ECAs and an increasing sense that only the borrowers,
not the ECA lenders, were benefiting from this situation. Accordingly,
governments of the Organization for Economic Cooperation and Devel-
opment (OECD) signed the Export Credit Arrangement explained else-
where in this text. This OECD agreement places limits on minimum
interest rates and on maximum repayment terms of standard export
credits, therefore largely removing them as elements of inter-ECA com-
petition.

Risk assumption, accessibility of programs, and administrative ease of
working with an ECA are harder to assess as elements of competitive-
ness. An approach to objective evaluation of political risk assumption is
explained in Chapter 20, where ECA country risk rating systems are
discussed. However, there is no accepted methodology for measuring
commercial risk assumption, accessibility of programs, or administrative
ease. The competitiveness of these elements is usually judged subjec-
tively, based on anecdotal evidence from users and/or the results of polls
conducted by the ECAs with exporters and banks.

The last measure of competitiveness, extraordinary support, has
mainly involved the use of tied aid or mixed credits. For such cases,
overseas development agency (ODA) grants or long-term credits at con-
cessional rates may be mixed with standard export credits to produce
an exceptionally long average repayment term and low average interest
rate on export-related financing, which is very attractive to foreign buy-
ers. Limits have been placed on this practice by the OECD, but it remains
a potent competitive tool in the hands of a few industrial country ECAs,
mainly Japan, Spain, Denmark, France, Germany, Austria, Netherlands,
and Belgium.

NOTE

1. United States Eximbank, Report to the U.S. Congress on Export Credit Com-
petition (Washington, DC: U.S. Eximbank, 1999), p. 51.
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International Co-operation

As mentioned in the previous chapter, export credit agencies (ECAs) are
usually rivals, competing to finance their countries’ exports in foreign
markets. However, they are also partners when they cofinance products
or projects involving exports from more than one country. Because of
widespread recognition of the potential dangers and adverse effects of a
trade credit war, ECAs have increasingly sought to foster international
cooperation, coordinating their policies and practices on major issues and
exchanging information between themselves that will be mutually ben-
eficial. Two global associations (Berne Union and ICIA) and an inter-
governmental organization (the OECD) now seek to harmonize ECAs’
activities, exchange information, and adopt positions that will help all
members to operate successfully. In addition, the World Bank, certain
groups of countries, and individual national governments have under-
taken major efforts to work together in the area of export credits, guar-
antees, and insurance.

THE BERNE UNION

In 1934, the international Union of Credit and Investment Insurers
(Berne Union) was established, with the purpose of promoting the adop-
tion of appropriate terms and conditions for export credit and foreign in-
vestment insurance and exchanging information between members that
will help them to achieve operational success.1 In its early years, the Berne
Union limited its membership to industrial country ECAs, but this
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Table 8.1
Members of the Berne Union

Source: Berne Union.

changed radically in the 1970s and 1980s when many developing country
ECAs sought and achieved membership, and the Berne Union is now open
to ECAs around the world provided they meet minimum experience and
activity level criteria. At the end of 1999, the Berne Union had a total of
forty-eight members from forty countries and locations (see Table 8.1). The
Berne Union Secretariat, now located in London, has also established co-
operation arrangements with new export credit agencies in the Slovak Re-
public, Slovenia, Romania, Latvia, Russia and Uzbekistan.

The key role of the Berne Union ECAs is shown by the fact that in 1999
alone they supported exports of over $400 billion. In the preceding fifteen
years, they covered almost $6 trillion of exports. This represented about
half of the exports supported by all of the world’s ECAs. The statutes of
the union stipulate that its purpose shall be to work for the following:

1. The international acceptance of sound principles of export credit insurance
and the establishment and maintenance of discipline in terms of credit for
international trade.

2. International co-operation in encouraging a favorable investment climate and
in developing and maintaining sound principles of foreign investment insur-
ance.

3. The exchange of information, assistance, expertise and advice in relation to
the commercial and political risks involved in export credit insurance, to the
political risks involved in foreign investment insurance and to the range of
associated matters relating thereto.
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To achieve these aims, Berne Union members agree that they will do the
following:

1. exchange information and furnish the union with the information necessary
for the accomplishment of its tasks.

2. maintain and adhere to the maximum credit terms and starting points of credit
set out in a series of agreements and understandings.

3. consult together on a continuing basis, carry out studies, and participate in
agreed projects.

4. co-operate closely and, where appropriate, take co-ordinated action.

5. co-operate with other international institutions concerned.

Members of the Berne Union meet together at least twice a year, and
each year there is also at least one workshop (sometimes attended by
nonmembers as observers) and one specialist workshop. Bilateral ex-
changes of information occur hundreds of times daily among Berne
Union members, since one of the obligations of membership is to re-
spond to other members’ requests for information on terms, creditwor-
thiness, and other aspects of individual buyer transactions. Technically,
the Berne Union is an organization of companies, not governments. Even
though many of the companies are government-owned, the members
take positions that are binding on the ECA, but not on the parent gov-
ernment. Despite this technicality, governments have unofficially rec-
ognized that Berne Union understandings should be supported. The
Berne Union is the international organization most concerned with short-
term export credit issues.

THE INTERNATIONAL CREDIT INSURANCE ASSOCIATION

The International Credit Insurance Association (ICIA) was constituted
under Swiss law in 1928 and is presently domiciled in London. Unlike
the Berne Union, all of the ICIA’s members are private sector companies.
Its object is “to study questions relating to credit and guarantee insur-
ance, to provide opportunities for members’ employees to acquire
knowledge of the theory and practice of credit insurance and guarantee
underwriting and to initiate means whereby the common action of the
members can be facilitated in order to develop their mutual relations in
the interest of their national and the international economy, in the inter-
est of their insured and in their own interest.”2 As of January 2000, the
ICIA had forty-five members from twenty-seven countries (see Table 8.2).
Most, but not all, of the forty-five ICIA members offer export credit in-
surance. Other financial programs offered by members include domestic
credit insurance, lines of guarantee, and surety bonds. It is estimated
that ICIA members together covered trade credit—through both domes-
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Table 8.2
Members of the ICIA

tic and export credit insurance—in excess of $1 trillion in 1999. Together
with the Berne Union, the ICIA is sponsoring the establishment of an
International Institute of Professional Credit & Surety Underwriters,
which was scheduled to begin operations in 2001. The institute will op-
erate a distance learning program, including the offer of a three-year
diploma in credit insurance.
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ORGANIZATION FOR ECONOMIC CO-OPERATION
AND DEVELOPMENT

The Organization for Economic Co-operation and Development
(OECD) is the other international group that seeks to organize and reg-
ulate export credit. The OECD, headquartered in Paris, is an organization
whose members are the governments of the industrial countries. The
OECD has an Export Credits Group, which meets regularly to exchange
information on financing extended by member countries.

The most significant result of the OECD’s work has been the conclu-
sion of the Arrangement on Officially Supported Export Credits, which
places limitations on the percentage of an export that is financed, the
term of financing, and the interest rates offered.3 It also regulates other
terms and conditions of medium- and long-term export credits and im-
poses some restrictions on “tied aid” or “mixed credits.” All of the OECD
countries have subscribed to this arrangement, which is of interest to the
developing countries because it prescribes the maximum terms they will
normally receive on export credits and also gives the developing coun-
tries a fairly clear idea of the maximum terms they may have to support
when they are extending export credits to other countries in competition
with OECD suppliers.

Key sections of the OECD Arrangement on Officially Supported Ex-
port Credits are shown in Appendix B. This agreement is reviewed sem-
iannually. The arrangement covers officially supported export credits
with a maturity of two years and longer except for military exports and
agricultural commodities exports. It imposes a minimum cash payment
requirement of 15 percent and maximum financing of 85 percent of ex-
port value. Repayment terms cannot exceed five years for relatively rich
countries, but 8.5 years may be granted with prior notification to other
members and 10 years for relatively poor countries. Officially supported
interest rates are expected to correspond to market rates (called CIRRS)
and to be free of subsidy.

The OECD arrangement imposes special provisions for tied aid or
mixed credits (which includes loans, grants, or associated financing pack-
ages for exports that have a concessionality level greater than 80 percent).
“Concessionality level” is defined as the difference between the nominal
value of the loan and the discounted present value of the future debt ser-
vice payments, expressed as a percentage of the nominal value of the loan.
Tied aid is prohibited to developing countries that have a relatively high
per capita income (using 1995 data, those with over $3,035 GNP per cap-
ita). Tied aid is also prohibited if it has a concessionality level of less than
35 percent (or 50 percent for certain countries). All tied aid credits are sup-
posed to be notified by the originating ECA to all other OECD ECAs. The
reduction in these credits since 1992 is noteworthy (see Table 8.3).

In 1998, the OECD members agreed to a new aspect of the arrange-
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Table 8.3
Tied Aid Offers (1991–1998) (in billion US$)

ment: minimum guarantee and insurance premiums. These premiums or
exposure fees are divided into seven-country risk categories and vary
with the percentage of cover offered. The intention behind the premium
agreement is to eliminate this aspect of ECA operations as a potential
form of subsidy (i.e., if premiums were intentionally insufficient to cover
related claims). The new OECD premium agreement is in Appendix C.

INTERNATIONAL TRADE CENTER

The International Trade Center (ITC) used to provide a limited amount
of technical assistance to developing countries to help them establish ex-
port credit and guarantee and insurance programs. The ITC is a venture
originally sponsored by General Agreement on Tariffs and Trade (GATT)
and the United Nations Council on Trade and Development (UNCTAD)
and is headquartered in Geneva, Switzerland. Established in 1973 as the
focal point for U.N. assistance in trade promotion, the ITC provided con-
sultancy services, seminars, and symposia on export financing to devel-
oping countries until about 1990. Funding limitations and a shortage of
staff prevented the ITC from playing a larger role. However, in some
cases, its assistance served as a catalyst to focus other attention and re-
sources on the export credit area and, thus, helped produce changes that
are supportive of general export expansion. In the late 1990s, the ITC lim-
ited its ECA program mainly to sponsorship of publications and confer-
ences on trade finance, oriented heavily to the transition economies of
Central and Eastern Europe and the former Soviet Union.

MULTILATERAL INVESTMENT GUARANTEE AGENCY

The Multilateral Investment Guarantee Agency (MIGA) was established
in April 1988 as part of the World Bank Group, in order to “encourage the
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flow of investments for productive purposes among member countries.”4

To achieve this objective, MIGA “issues guarantees, including coinsurance
and reinsurance, against non-commercial risks in respect of investments in
a member country which flow from other member countries.” To conserve
scarce resources and avoid duplication with ECAs, MIGA has followed a
policy of not guaranteeing or reinsuring any export credit, regardless of its
form, which is provided, guaranteed, or reinsured by a government or an
official ECA. “[However] exports will be covered (within the limits of the
preceding sentence) . . . to the extent that they represent a contribution to
a specific investment.” By late 1999, MIGA had 149 member countries
owning its authorized capital of $1 billion, with another 16 countries in the
process of fulfilling membership requirements. MIGA is now an active is-
suer of political risk guarantees to foreign investors in its developing
member countries, providing coverage against transfer restriction, expro-
priation, war, and civil disturbance. MIGA works with ECAs around the
world, sharing technical knowledge, providing coverage to investors who
want political risk insurance for investments in other countries, and pro-
viding co-insurance for some ECAs who are willing to participate in the
basic political risk insurance coverage.

EUROPEAN REGIONAL APPROACHES

The European Union (EU) sponsors periodic meetings of the ECAs of
member countries in order to harmonize policies, facilitate intraregional
trade, adopt common approaches to external trade, and agree on positions
to be taken in international discussions and agreements. In the early 1990s,
EU PHARE, the EU’s aid agency, provided a substantial amount of fund-
ing for technical assistance and training to Central and Eastern European
(CEE) export credit, guarantee, and insurance programs. Its programs
were also made available to countries in the former Soviet Union. Another
European initiative to help trade finance has been that of the European
Bank for Reconstruction and Development (EBRD), which has funded
technical assistance for the Export-Import Bank of Uzbekistan and has
provided trade guarantees for several CEE countries and Russia.

Since the mid-1990s the European Union countries have adhered to an
understanding that they will no longer support export credit insurance
for “marketable” risks (defined as short-term commercial risks pertaining
to sales with most OECD countries) by providing any of the following:
“state guarantees for borrowing or losses; exemption from the require-
ment to constitute adequate reserves and other requirements; relief or
exemption from taxes or other charges normally payable; award of aid
or provisions of capital or other forms of finance in circumstances in
which a private investor acting under normal market conditions would
not invest in the company or on terms a private investor would not
accept; provision by the state of services in kind, such as access to and
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use of state infrastructure, facilities or privileged information (for in-
stance, information about debtors gathered by embassies), on terms not
reflecting their cost; and reinsurance by the state, either directly, or in-
directly via a public or publicly supported export insurer, on terms more
favorable than those available from the private reinsurance market,
which leads either to under-underpricing of the reinsurance cover or in
the artificial creation of capacity that would not be forthcoming from the
private market.”5 This prohibition has resulted in a great stimulus to the
operation of privately owned export credit insurers.

AFRICAN REGIONAL APPROACHES

The Dakar Union is an informal grouping of ten African and two Ca-
ribbean countries, which was set up in 1984 to encourage and improve
export credit insurance and financing activity, assist in the exchange of
information between members, and help countries that did not have ex-
port credit insurance programs to set them up. Members consist of both
ECAs and export promotion organizations. In the 1990s, the Dakar Union
was relatively inactive.

The major African regional initiative for ECAs in the last decade has
been establishment of the African Export-Import Bank (AFREXIM).
Sponsored by the African Development Bank, AFREXIM is expected to
play a major role in ECA developments on that continent. A more com-
plete examination of AFREXIM is contained in chapter 13.

LATIN AMERICAN REGIONAL APPROACHES

The Asociacion Latinoamericana de Seguradoras de Credito a la Ex-
portacion (ALASECE) was formed in 1982 with the objective of devel-
oping cooperation between Latin American and Caribbean export credit
insurers, broadening and strengthening their activities, and improving
their internal operations and external mechanisms for financing exports.6

ALASECE allows full membership by export credit and promotion
agencies, organizations that promote regional integration, and export
credit insurers from outside the region. ALASECE is primarily interested
in facilitating exchanges of technical information between members,
serving as a conduit for the extension of technical assistance to improve
national export credit insurance and finance capabilities, and encourag-
ing joint operations and cooperation between member countries and in-
stitutions. The organization also seeks to harmonize financing systems
and credit terms, and to promote the services to their export communi-
ties. ALASECE’s membership as of January 1998 is shown in Table 8.4.

The Inter-American Development Bank, BLADEX, Andean Develop-
ment Corporation, Central American Bank for Economic Integration, and
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Table 8.4
ALASECE Membership, January 1998

Organization for Eastern Caribbean States all offer regional and subre-
gional trade financing programs for Latin American and Caribbean ex-
porters. Descriptions of those facilities are in chapter 13.

ASIAN REGIONAL APPROACHES

The U.N. Conference on Trade and Development, other U.N. agencies,
and the Asian Development Bank (ADB) have considered the possibili-
ties of establishing regional trade finance programs from time to time.
However, no action had been taken on any of these proposals by the
year 2000. The ADB has provided a small amount of financing for tech-
nical assistance to help individual national ECAs, but this was not a
special focus of the ADB’s lending until early 1998. At that time, the
ADB approved a $1 billion trade finance facility for Thailand to be ad-
ministered by the country’s export-import bank. In 1999, the ADB ap-
proved a $300 million loan to improve Pakistan’s export finance system,
and further commitments of this nature are anticipated in coming years.

THE WORLD BANK

The World Bank has played a major role in the development of a
number of countries’ export credit, guarantee, and insurance facilities.
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Export Development Fund (EDF) lending was an early part of the bank’s
response to the pressing needs of member countries for assistance in the
export credit, guarantee, and insurance area.7 EDF lending began in 1979
and was especially oriented to meeting the short-term foreign exchange
working capital needs of exporters. The World Bank’s EDF loans in-
volved “(i) providing resources to a self-sustaining revolving fund ad-
ministered by an ECA that allowed exporters to import inputs needed
for export production; and (ii) supporting policy and administrative re-
forms required for increased international competitiveness and more ef-
ficient trade performance.”8 EDF-supported loans to exporters paid for
essential imported raw materials, parts and components incorporated in
export products, carried a market-related rate of interest, and a repay-
ment term to exporters not exceeding one year (which might include
thirty to ninety days to permit the exporter to receive payment from a
foreign buyer).

Another form of World Bank assistance to export credit, guarantee,
and insurance entities in recent years has been the provision of technical
assistance (TA) funding to assist in the design and start-up of new or-
ganizations and programs and to improve the capabilities of existing
institutions. At least two dozen countries have utilized TA funding for
this purpose. The bank has also carried out a number of missions that
have examined the policies, programs, and effectiveness of export, guar-
antee and insurance programs in member countries and have produced
reports recommending changes which would enhance their contribution
to overall export development.

In 1985, the World Bank took another major step forward in the export
credit, guarantee, and insurance area with the approval of a $100 million
loan to assist in establishing the Export Development Bank of Egypt. A
similar loan was made to Turkey to establish its export credit bank about
five years later. In the 1990s, the World Bank instituted other programs
which helped in ECA development. For instance, the IBRD approved
special political risk guarantee programs for Albania, Moldova, Ukraine,
and Bosnia-Herzegovina to cover goods imported by those countries,
many of which were to be transformed into export products and sold
abroad. Also in Ukraine, special financing was approved to convert a
largely commercial bank into a new full-service export-import bank, us-
ing a “twinning arrangement” with the Export-Import Bank of Japan. In
the twenty years from 1979 to 1999, the World Bank approved a total of
over $2 billion of loans to improve export credit and trade finance agen-
cies in developing and transition countries (see Table 8.5).

INTER-AMERICAN DEVELOPMENT BANK

The Inter-American Development Bank (IADB) has also had a long
history of involvement in developing export finance programs for its mem-
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Table 8.5
World Bank Projects Supporting ECA and Trade Finance Development

Source: World Bank.

ber countries on both a regional and national basis. In the mid-1970s,
for example, the IADB played a leading role in helping to establish the
Banco Latino Americano de Exportaciones (BLADEX), an intraregional
ECA. Earlier, in 1964, the IADB established an intraregional export fi-
nance facility to cover medium-term exports between Latin American
countries.9 The facility provided lines of credit to central banks for eli-
gible export transactions. In 1975, the program was expanded to cover
exports by member countries to destinations outside the region. In 1980,
the IADB reduced the number of member countries eligible to use the
program and imposed other limitations. During the early 1990s, the
IADB export finance programs were only lightly utilized, and as of the
year 2000, these programs had been effectively discontinued. In addi-
tion to financial programs, the IADB has sponsored seminars and train-
ing in ECA management for design and start-up of new facilities. An
IADB representative regularly attends general meetings of the Berne
Union.

BILATERAL ASSISTANCE

During the 1960s and 1970s, the export credit, guarantee, and insur-
ance programs of a number of developing countries were assisted in their
design and start-up phases by ECAs in industrial countries and, occa-
sionally, by concessional assistance agencies. In the 1990s, several tran-
sition countries received similar bilateral assistance.
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The help rendered by industrial countries’ export credit, guarantee,
and insurance agencies has usually taken two forms: short training ses-
sions for developing country personnel within the industrial country
ECA and, less frequently, the loan of an expert to the developing coun-
try for a brief period to help design or start up its programs. The con-
cessional assistance agencies have usually gotten involved with ECAs in
former colonies or when there were special geographical, political, or
economic ties between the two countries. The major contribution of aid
agencies to date has been in paying for technical assistance to help de-
sign and start up developing country programs (i.e., Scandinavian and
Dutch aid to Central and Eastern Europe, and U.S. aid to Africa). Aid
agencies have also contributed in a few instances to the reserves of de-
veloping countries’ export credit, guarantee, and insurance agencies.

CO-FINANCING

A whole other area of international co-operation of ECAs involves co-
financing with the multinational development banks (MDBs). When the
MDBs work with ECAs, as opposed to other multilateral or bilateral
sources of co-financing, the ECAs typically introduce markets and pro-
jects to private funding, which otherwise would not participate in a
project. Successful co-financing between MDBs and ECAs increases the
familiarity and willingness of the private sector to lend in the markets
concerned. Also, ECAs view the MDB’s involvement as a way to ensure
that projects have been scrutinized carefully and that they fit the overall
development strategy of the country. They also believe MDB participa-
tion improves the probability of prompt repayment. Co-financing be-
tween MDBs and ECAs as opposed to co-financing directly with private
sources of capital has the advantage that the MDB does not guarantee
payment to the ECAs. Thus, co-financing with ECAs minimizes the
MDB’s commitment of funds and maximizes its leverage.

Some ECAs criticize the MDBs for not making their guarantee avail-
able to them. Also, co-financing is seen by some ECAs as overly com-
plex, difficult to arrange, and time-consuming. Despite this, MDBs have
in fact made heavy use of the ECAs as co-financiers. Both the World
Bank and the EBRD adopted new programs in the 1990s to obtain ECA
co-financing and made special efforts to enlist ECA support for individ-
ual projects. The World Bank, for example, obtained 15 percent of all of
its co-financing from ECAs in the decade from 1985 to 1995. The EBRD
also obtained 15 percent of its co-financing from the ECAs between 1991
and 1995. World Bank/ECA co-financing operations in recent years
demonstrate a wide diversity and scope (see Table 8.6).
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Table 8.6
Export Credit Co-Financing by Region and Sector (Million US$, fiscal years)

Note: These figures are based on the financing plans. Co-financing data are reported by the
fiscal year in which the project is presented to the Board of the Bank. These figures
include co-financing with bank loans and credits and projects financed by bank-
managed trust funds. The number count in this table represents the number of projects.

It should be noted that the very large amount of co-financing provided under the
united loan facility of the Export Import Bank of Japan is now technically reported
under bilateral co-financing and therefore is not included in export credit figures.

Source: World Bank.
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Types of Organization

Many different types of organizations administer export credit, guaran-
tee, and insurance programs in countries around the world. For the first
half of the twentieth century, almost all ECAs were governmental or-
ganizations of one type or another. However, during the second half of
the century, there were increasing numbers of private and mixed public/
private organizations offering such programs. The present multiplicity
of ECA organization types mainly reflects the extent of national govern-
ment’s willingness to participate, the types of programs that are being
offered, and the actual and projected levels of activity of these programs.

The relationships between official export credit agencies (ECAs) and
their governments are varied and often complex. In conducting officially
supported export credit business, ECAs have differing levels of indepen-
dence, and the extent of this independence appears to depend little on
whether the agency is in the public or private sector. However, all ECAs
that rely on financial support from governments are ultimately account-
able to those governments, and most have “guardian authorities,” which
direct overall policies regarding official support and represent the ECAs
in their intergovernmental relations.

The organizational entities that administer official export loan pro-
grams include (a) departments of central banks, (b) executive agencies
for concessional aid programs for developing countries, (c) special funds
established within a central bank or its subsidiary, (d) departments of
export credit insurance corporations, (e) government-owned or mixed
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export credit institutions, (f) independent or semi-independent export-
import banks, and (g) private banking consortiums.1

Organizational set-ups for export guarantees and insurance include (a)
government departments or agencies, (b) insurance companies or bank-
ing institutions acting as agent for the government, (c) public corpora-
tions or public funds that are autonomous but wholly government
owned, (d) companies that are jointly owned by government and private
banks or insurance companies, and (e) privately owned insurance com-
panies operating with government co-insurance or reinsurance.

A number of factors dictate the type of export credit agency that is
best for a country, including (a) the willingness and ability of private
sector interests (normally banks or insurance companies) to assume own-
ership, management, and risk-taking obligations in the new organization;
(b) the availability of an existing governmental organization with the
requisite interest, skills, authority and related activities to play a mean-
ingful role; (c) organizational precedents established in the country by
the government for similar activities; (d) legislative and statutory limi-
tations and opportunities; (e) the actual relationship and degree of con-
fidence existing between the government and the private sector; and (f)
the relative ability of each type of organization to recruit, train, and re-
tain the skilled personnel necessary to make the export credit guarantees
and insurance successful.

The type of ECA organization selected by a country also seems to
depend heavily on two factors: (1) geographic area of the world and (2)
date of start-up. In Europe, the major ECA in each country tends to be
an export credit insurance company with a separate export finance com-
pany or bank. Exceptions exist in many countries, of course, such as the
United Kingdom (where the Export Credits Guarantee Department
[ECGD], a government department, performs all services) and Austria
(where the Oesterreichische Kontrollbank [OeKb], a government bank,
also offers loans, guarantees, and insurance). In North America, the rel-
atively autonomous, government-owned export-import bank (eximbank)
or export finance corporation is the predominant organizational format.
In Asia, Africa, and Latin America, there is significant organizational
diversity, with the type of ECA being influenced by patterns in the met-
ropolitan country.

An equally important influence on ECA type seems to be the time
when the ECA was organized. After World War II, several Asian coun-
tries opted to establish eximbanks—apparently because of the success
and prestige of the U.S. model at that time. Japan, Korea, and Taiwan
all established eximbanks in the twenty years after 1945 and were very
successful in using them to stimulate exports. Their examples have been
widely followed by other countries.2 In more recent times, China and
Thailand have also established eximbanks, along with a diverse group
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of countries in Central and Eastern Europe, the former Soviet Union,
Latin America, the Caribbean, and Africa. In fact, the eximbank form of
organization has been adopted by the largest number of official ECAs
established from 1980 onward, with second place going to the export
credit insurance company.

The primary advantages that eximbanks often have over other forms
of ECAs are as follows: (a) a convenient organizational format for solic-
iting private sector participation in ownership; (b) a large, defined capital
base which can be used to support a high volume of activity; (c) oper-
ational autonomy which can result in private sector standards of em-
ployment and remuneration; (d) greater insulation from political
pressures; (e) the ability to offer all kinds of financial support including
loans, guarantees, and insurance; (f) a potentially greater ability to attract
financial resources from abroad; and (g) as a result, a greater possibility
of meeting total national export development needs, while operating in
a businesslike fashion.

NOTES
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Industrial Countries

Every industrial country has at least one official export credit agency
(ECA). Many have two agencies: one for finance and one for guarantees
and insurance. Sometimes, a third agency exists, just to offer pre-
shipment working capital guarantees. In addition, many industrial coun-
tries now have at least one private export credit insurance company,
offering competition to the official scheme mainly in the short-term area.
Most of the official ECAs have been in business for at least fifty years.
Thus, they have gone through many cycles, both good and bad, and have
gained great expertise in export credit, guarantee, and insurance man-
agement.

Almost all of the industrial country ECAs were managed on more or
less businesslike principles until the late 1960s when production capacity
in the industrial countries expanded substantially and export credit com-
petition became increasingly intense. As a consequence, the industrial
ECAs began to reduce interest rates, lengthen repayment terms, and
make loans to riskier customers in order to give their national exporters
an advantage—even if only temporary—over their competition. At the
same time, portfolio exposure limits were continually expanded and
then, for some ECAs, ultimately discarded completely. The result was
that by the end of the 1970s almost all industrial country ECAs were
overextended, particularly with regard to their exposure in the devel-
oping countries, and their profit margins were badly eroded. Thus, they
were ill equipped for the abrupt cessation of payments, first from Mexico
and then from many other developing countries, which began in 1982
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and lasted for almost a decade. The result was financial chaos, manage-
ment disorientation, and waning public support for ECAs in the indus-
trial countries throughout the 1980s.

About midway through this troubled period, most industrial country
ECAs desisted from subsidizing their exports by the extension of low
interest credits, stopped consciously covering transactions in countries
offering small possibility of prompt payment, and started to charge risk
premiums that were more adequate to cover probable defaults. Creditor
governments had to fund substantial cash flow deficits as a consequence
of former excesses, and they brought pressure to bear on the ECAs to
reform their operations. At the same time, the ECAs and their guardian
authorities reached new international agreements to restrict credit terms
and raise interest rates to market levels.

Fortunately, as a result of gradually improving economic conditions,
stimulated by massive support from the World Bank and the Interna-
tional Monetary Fund (IMF), the debtor countries slowly reduced their
recourse to unilateral debt moratoria and Paris Club reschedulings. As
a result, most industrial country ECAs were restored to profitability in
the early 1990s. By the late 1990s, international negotiations were com-
pleted to raise industrial country ECAs’ risk premiums to eliminate these
as a source of subsidy.

Industrial country ECAs still differ widely in their approach to cov-
ering exports to individual countries. Some ECAs are criticized for ex-
cessive caution and others for not paying enough attention to underlying
risks and effective methods of mitigating those risks. A “lemming effect”
of supporting exports to weaker countries, solely because competitors
are doing so, has been noted. Significant advances have been made in
the area of co-financing with multilateral development banks. At the
same time, project finance and securitized lending, which do not rely
upon sovereign guarantees of borrowers’ obligations, have been ad-
vanced in sophistication and frequency of utilization by industrial coun-
try ECAs.

As noted by the IMF, officially supported export credits have played
a critical role in providing developing countries with short-, medium-,
and long-term financing.1 Industrial country ECAs often subject these
credits to more rigorous evaluations than most commercial banks and
have refined their country risk assessment systems to reinforce the link-
age between new financing and appropriate debtor country policies and
performance. Other trends include an increased ECA emphasis on fi-
nancing by and for the private sector, improved project selection, and
closer collaboration with other lenders.

It should be noted, however, that industrial country ECAs have a num-
ber of limitations on their usefulness as a device for transferring capital
to the developing countries. The biggest limitation is that export credits
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Table 10.1
Medium- and Long-Term Indebtedness of Developing Countries and
Economies in Transition, 1995

Sources: Organization for Economic Cooperation and Development (OECD) and Interna-
tional Monetary Fund (IMF).

are directly linked to sales of goods and services from their countries
and thus cannot be expanded without underlying commercial transac-
tions that are satisfactory to both sides. Secondly, most ECA financing
is very short term in nature and thus can sometimes exacerbate, rather
than work to solve, debt-servicing problems. Third, the interest rates
payable on ECA credits are not concessionary. Fourth, when ECAs make
long-term credits available, these are almost always related to major pro-
jects that have extended disbursement periods. ECA credits are then gen-
erally ineffective in addressing developing countries’ immediate balance
of payments problems and certainly less favorable in their terms and
conditions than credits from the IMF, World Bank, and overseas devel-
opment assistance agencies. Finally, export credits are generally un-
available for the poorest countries because of ECA requirements to find
reasonable assurance of repayment.

The importance of industrial country ECAs as vehicles for transferring
capital to developing countries is demonstrated by the fact that 20.6 per-
cent of all developing and transition countries’ indebtedness and 37.0
percent of all official debt was owed to ECAs as of the beginning of 1995
(see Table 10.1). This makes industrial country export credit agencies the
largest single source of official capital for the rest of the world, eclipsing
the contribution of overseas development agencies (ODA), other bilateral
agencies, and multilateral organizations (the World Bank group, etc.).

Medium- and long-term ECA credits are heavily concentrated in Latin
America, East Asia, and Pacific, followed closely by Europe and Central
Asia, and the Middle East and North Africa. Sub-Saharan Africa and
South Asia have received the least in ECA credit.
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Table 10.2
Twenty Main Recipients of Exporting Credits Among Developing Countries
and Countries in Transition, 1996 (in billions of US$)

Source: Berne Union and International Monetary Fund (IMF).

The industrial country ECAs’ contribution is especially great in twenty
developing and transition countries (see Table 10.2). In 1996, Russia and
China accounted for slightly more than 20 percent of ECAs’ worldwide
exposure. Indonesia, Nigeria, Brazil, Algeria, and Poland accounted for
another 30 percent. Thirteen other countries accounted for 30 percent,
while the rest of the world (more than 100 countries) took the remaining
20 percent of ECA exposure.

Industrial countries hosted the first private export credit insurers in
the world: Federal of Switzerland (formed in 1906), Trade Indemnity of
the UK (1918), and Societe Francaise d’ Assurance du Credit of France
(COFACE) (1927).2 The first private domestic credit insurer also was
formed in an industrial country: American Credit Indemnity (ACI) of the
United States (formed in 1892). Other privately owned export credit in-
surers have been in active operation in Europe since the 1930s (such as
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Nederlandsche Creditverzekering Maastschappij [NCM] of the Nether-
lands and Hermes of Germany), but they often act as agents for govern-
ment, with the risks of nonpayment also being assumed by the
government. The same was true in the United States from 1963 to the
late 1980s when the privately owned Foreign Credit Insurance Associa-
tion (FCIA) syndicate wrote export credit insurance with co-insurance
and reinsurance from the government-owned export-import bank.

In the 1990s, the situation with regard to private export credit insur-
ance changed dramatically in the industrial countries.3 Early in the de-
cade, Export Credits Guarantee Department (ECGD) of the United
Kingdom sold its short-term export credit insurance operations to NCM.
In France, a majority of COFACE’s stock was sold to the private sector,
and in Belgium, NAMUR and COBAC (already privately owned) ex-
panded their operations. In the United States, American International
Group (AIG) greatly increased its wholly private operations, FCIA broke
off from Eximbank, and Exporters Insurance Company (EIC) also started
fully private underwriting. By the mid-1990s, additional privately owned
insurers were actively writing export credit insurance in North America
and Europe.

Exporters Insurance Company offers a particularly interesting inno-
vation to exporters. EIC is the first “group captive” export credit insur-
ance company. Domiciled in Bermuda, EIC is owned by its users, called
“preference shareholders.” In return for a minimum investment of
$100,000 in EIC stock, each preference shareholder receives entitlement
to export credit insurance outstanding equal to twenty-five times its
shareholding. Exporters and banks from many countries are now pref-
erence shareholders in EIC, which substantially expanded its operations
from inception in 1990 to the year 2000.

By 2000, COFACE of France had emerged as the clear leader in the
privatization and internationalization of export credit insurance. CO-
FACE now has subsidiaries and partners in Europe, Africa, Asia, and
North and South America. Over a third of COFACE’s private market
credit insurance premium is generated outside France, and the firm is
widely acknowledged as a new kind of supranational insurer, reinsurer,
and provider of credit information and debt collection assistance.

One of the major factors behind the increasing privatization and in-
ternationalization of export credit insurance is the growing prevalence
of multinational companies as exporters and importers. These ultra-
sophisticated firms seek insurance of all kinds from around the world to
maximize cost/benefit calculations and to minimize bureaucracy and red
tape—particularly requirements for national origin, minimum cash pay-
ments, and repayment terms. By the late 1990s, it was estimated that
one-third of world exports were made by multinationals to outside
parties and another third were made to subsidiary companies. The mul-
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tinationals have become heavy users of private export credit insurers like
COFACE and the AIG to cover their exports, not just out of France and
the United States, but out of all locations where they own manufacturing
or trading facilities.

NOTES

1. Paulo Drummond, Recent Export Credit Market Developments (Washington,
DC: International Monetary Fund, 1997), 1.

2. International Union of Credit Insurers, Collection of Histories of Members
(Paris: Berne Union, 1973).

3. First Washington Associates, Special Report on the Role of Public and Private
Companies in Export and Domestic Credit Insurance (Arlington, VA: FWA, 1998).
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Developing Countries

Developing countries offer the same kinds of export credit, guarantee,
and insurance programs as their industrial country counterparts.1 The
developing countries usually start by offering rediscount facilities, then
follow with pre-shipment guarantee programs and post-shipment export
credit insurance coverage. The need for export credit, guarantee, and
insurance facilities is closely related to the type of products a country
exports, current and potential export markets, and the number and size
of firms that export or potentially could export. The availability of
needed financing and the capacity of the financial sector to provide ad-
equate and appropriate financing also affect both the need and demand
for export credit, insurance, and guarantee facilities. Government pro-
grams and regulations can either facilitate or hinder export development
and influence how exporters and banks react to, and use, export credit
insurance and guarantee programs to expand their export-related activ-
ities.

Developing country exporters face many difficulties in arranging ex-
port finance, which often put them at a disadvantage compared with
industrial country counterparts.2 Major problems include the following:

1. The commercial banking sector is very conservative in the extension of credit,
offering shorter terms and higher interest rates than industrial-country coun-
terparts.

2. Banks frequently offer smaller amounts of credit to individual customers and
insist on greater collateralization than in industrialized countries.
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3. Developing country banks are often less experienced and less well connected
internationally and are therefore less willing to make export loans.

4. Banks lack correspondents in some markets and have limited lines of credit
available where correspondent relationships exist.

5. Lack of reliable information about the exporters, as well as about their foreign
buyers and markets, limits banks’ willingness to support nontraditional ex-
porters.

6. Weak capitalization and a high level of problem loans at many banks
strongly circumscribe possibilities for new lending.

7. Balance of payments problems in some foreign markets expose exporters to
political and commercial risks, which discourage them from extending post-
shipment credit.

8. No trading of bankers’ acceptances occurs, so banks have limited sources of
funding for export transactions.

9. No pre-shipment guarantee or post-shipment insurance scheme is in place
to encourage exporting and lending to exporters.

10. Banks do not focus on export credit as a functional speciality, but rather offer
classical international banking services composed largely of letters of credit,
international documentary collections, and foreign exchange.

11. Traditional working capital lines of credit, which coincidentally are used to
finance exports, are fully collateralized with cash, securities, or property.

12. Personal guarantees and, in the case of multinational enterprises, guarantees
from parent corporations may be accepted but only from larger, better-
known companies.

13. Relationship banking is the rule and transnational, cash flow-based credit
facilities are a rare exception granted to only the best customers.

14. Modern disbursement methods for export-related credits and the associated
self-liquidating nature of trade transactions are not clearly and widely un-
derstood by individual bankers.

15. Special financial needs of exporters receive scant recognition from govern-
ment and the private sector.

Different regions of the developing world have shown different trends
of export credit agency (ECA) development. In Africa, for example, rel-
atively few countries had ECAs by the year 2000. Those that had active
ECAs at the close of the twentieth century were mainly in North Africa
(Morocco, Tunisia, and Egypt) and Southern Africa (South Africa, Le-
sotho, Swaziland, Zambia, and Zimbabwe). Nigeria, Senegal, Guinea,
and Ghana also had specialized ECAs, and export finance programs were
located in other financial institutions in Cote d’Ivoire, Kenya, Mauritius,
Tanzania, and Uganda.

In Latin America, all of the large- and medium-sized countries had
ECAs—most of them of long standing—by 2000. This was true in Ar-
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gentina, Brazil, Chile, Colombia, Mexico, Peru, and Venezuela. Chile’s
ECA was relatively new and totally private sector oriented. Recent ad-
justments had been made and/or new institutions existed along with the
old in Brazil, Colombia, and Venezuela. None of the small Latin Amer-
ican countries had free-standing ECAs, although about half had export
credit rediscount programs offered by central banks or other agencies.
Among countries offering rediscount programs were Ecuador, Uruguay,
Costa Rica, El Salvador, Guatemala, and Honduras.

In the English-speaking Caribbean, active specialized ECAs exist in
Jamaica, Trinidad and Tobago, the Eastern Caribbean States, and Bar-
bados (in the last two, the ECA is located in the central bank). In Asia,
all of the large countries and high-performing East Asian economies had
active ECAs by 2000.3 The only countries without national ECAs were
some of the smaller nations in Southeast Asia (Burma, Cambodia, and
Laos) and some Middle Eastern countries (Iran, Iraq, and Saudi Arabia).

Developing country ECAs have generally displayed better financial
results than their industrial country counterparts. Most developing ECAs
have been profitable after the first few years of operation, and they have
shown dynamic expansion despite the special problems posed by dif-
ficult financial environments. There are a number of reasons why de-
veloping country ECAs have shown better financial performance than
industrial country ECAs:

• Better market spread

• Shorter credit terms

• A determination not to subsidize exports at the expense of financial viability

• Better planning at start-up

• Greater reliance on external technical assistance

• More willingness to learn from the mistakes of others

The better foreign market spread and shorter credit terms of developing
country ECAs are because their countries’ exports are largely directed to
the industrial world. ECA subsidies cannot be afforded by developing
countries. The other reasons noted are the result of the ECAs’ decisions
to maximize their professionalism.

The services provided by individual export credit agencies reflect the
requirements of their exporters. In most developing countries, for ex-
ample, the bulk of exports consists of agricultural products, raw mate-
rials, and consumer goods. These exports are usually sold on short-term
credit with a maturity of well under a year. In such cases, insurance to
the exporter, or guarantees to the exporter’s bank, and short-term re-
discount operations for both pre- and post-shipment will handle most of
the exporters’ requirements. In these countries, a good ECA will also
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provide a lot of technical advice and, in some cases, credit information
and country risk analysis services.

In 1995, the United Nations Conference on Trade and Development
(UNCTAD) tabulated the program offerings of most developing country
ECAs.4 This demonstrated the tremendous diversity of pre- and post-
shipment finance facilities available to the exporters of developing coun-
tries (see Table 11.1).

As shown, many developing country ECAs offer a full range of export
credit, guarantee, and insurance programs. Those ECAs that have been
in business for the longest time generally offer the widest variety of
programs. There are two areas where developing country ECAs are often
more active than their industrial country counterparts: pre-shipment
guarantees and plant and equipment guarantees/finance. The former re-
flects the greater conservatism of developing country commercial banks
in lending to exporters without guarantees and the latter reflects the fact
that longer-term financing for exporters’ own plant and equipment is
very hard to obtain from private sources in many developing countries.

NOTES

1. First Washington Associates, International Comparisons: Export Finance and
Promotion Study (Arlington, VA: FWA, 1991), chap. I.

2. United Nations Conference on Trade and Development, Trade Financing in
Developing Countries: An Assessment and Evaluation of Existing Schemes and Future
Requirements (Geneva, Switzerland: UNCTAD, 1991), chap. I.

3. Asian Development Bank, Export Finance: Some Asian Examples (Manila, Phil-
ippines: ADB, 1990), 7–24.

4. United Nations Conference on Trade and Development, Review of Progress
in Trade Finance Facilities of Developing Countries at the Interregional, Regional and
Subregional Levels (Geneva, Switzerland: UNCTAD, 1996), 44–71.
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Transition Countries

The transition countries of Central and Eastern Europe and Central Asia,
so-called because they are making the transition from communism to
capitalism, face a number of special trade finance problems:1

• Strong concentration of financial resources within a few banks

• Unstable financial position of many banking institutions, which suffer from
nonperforming and bad debts

• High interest rates, focus on short-term loans, and excessive collateral require-
ments

• Inadequate legal and institutional frameworks, including poor contract enforce-
ment, inability to support creditor-borrower relationships and to perfect secu-
rity to creditors

• Imbalances in the geographic coverage of banks

• Slow and inefficient payment systems

• Lack of access to reliable and current information on exporters, importers, and
buying countries

• Lack of trade financing instruments, such as banker’s acceptances, and of ex-
perience of banks and their clients in the use of documentary credit and doc-
umentary collection

• Inexperience of bank personnel in trade finance programs, policies, and pro-
cedures

• Conservative attitude of banks to risk-taking
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In order to address these problems, since the beginning of the 1990s
most of the Central and Eastern European countries and several Central
Asian countries have established official export credit agencies (ECAs).2

The main purpose of their operation is to assist exporters in obtaining
cheaper financing either through government credits or through private
bank loans supported by state guarantees.

Individual ECAs in this region differ considerably. In Poland and Lat-
via, for example, governments concentrate on providing export credit
insurance. The latter is accepted by local banks as collateral, and this
allows exporters to get preferential loan terms. In the Czech Republic
and Hungary, two types of government agencies exist, dealing separately
with export insurance and export financing. They operate independently
but in close cooperation. Thus, in the Czech Republic, the Export Guar-
antee and Insurance Corporation (EGAP) insures export transactions,
while long- and medium-term export financing is the responsibility of
the Czech Export Bank (CEB). Loans received by the exporters from the
CEB must be insured with the EGAP. In Romania, the Slovak Republic,
Slovenia, and Kazakstan, there is a single state agency—an export-import
bank or export corporation—that provides both direct financing and
state guarantees; in certain cases, insurance against political and com-
mercial risks is also offered. Often such public entities provide guaran-
tees for both exports and imports.

The Newly Independent States (NIS) had no specialized export guar-
antee/insurance schemes until the early 1990s when several insurance
programs were started with the participation of foreign capital. Thus,
the Uzbek National Insurance Company (Uzbekinvest) in 1995 founded
a joint venture with an American insurance company—American In-
ternational Group Inc. (AIG). The new London-based company Uzbek-
invest International Company is 80 percent owned by the Uzbek
government with the balance of shares held by AIG. The main field of
activity of this venture is insurance of foreign investors against confis-
cation, expropriation, and other risks, and also insurance for exporters
against commercial and political risks.

In Russia, an export-import bank was established in 1993 to offer a va-
riety of trade credit, guarantee, and insurance programs. However,
as late as 1999 the organization had remained relatively inactive, due
largely to government budgetary problems and competing priorities in a
time of great economic turmoil. In Bosnia-Herzegovina, a new agency—
Guarantee Administration Unit (FIGA)—was established in 1996 with
World Bank assistance. FIGA provides political risk guarantees to foreign
companies selling goods on credit to Bosnian firms for processing and
subsequent export. The World Bank is also financing conversion of the
Export-Import Bank of Ukraine into a full-service ECA. Georgia, Armenia,
and other CIS countries were considering the establishment of ECAs in the
mid-1990s but had taken no concrete actions as late as 1999.



Figure 12.1
Structure of the World Bank Pre-Export Guarantee Facility
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In terms of their geographical coverage, ECAs in the Central and East-
ern European (CEE) countries are primarily oriented toward increasing
sales to industrial countries. In Slovenia, the Organization for Economic
Cooperation and Development (OECD) countries in 1995 accounted for
70 percent of total volume of political risk insurance issued. In the Czech
Republic, in 1995, the bulk of commercial risks insurance concerned ex-
ports to developed market economies (82 percent of all policies). How-
ever, almost all of the political risks covered by the Czech EGAP were
in China, Iran, Kazakstan, and the Philippines. A better coverage of tran-
sition economies by CEE credit insurance schemes could help expand
subregional foreign trade.

In the transition economies, multilateral development banks have been
experimenting with new ways of assisting ECAs, proto-ECAs, and reg-
ular commercial banks with their trade finance programs. The World
Bank, for instance, approved new types of guarantees to capitalize pre-
export guarantee facilities in Albania and Bosnia-Herzegovina (see Fig-
ure 12.1). The World Bank sponsored facilities cover a variety of political
risks of nonpayment when trade credits are extended to these countries
in connection with the sale of raw materials, intermediate goods, and
parts, which are used to produce goods for subsequent export to other
countries. It is expected that the guarantee administration units in Al-
bania and Bosnia-Herzegovina will become the nuclei for full-scale
ECAs.

The EBRD has also tried new techniques in the transition economies
to support short-term export and import transactions, provide guaran-
tees for payment risks on eligible local financial institutions, and support
the institutional development of commercial banks and other trade fi-
nance entities. At the end of 1996, the EBRD had approved eight trade
facilitation programs, with a total value of almost $300 million, for Rus-
sia, Ukraine, Uzbekistan, Estonia, Macedonia, Lithuania, Belarus, and
Hungary (see Figure 12.2).



Figure 12.2
Export Transaction Under Global Trade Facilitation Program

Notes: L/C � letter of credit; LB � local bank; CB � correspondent bank.
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Regional ECAs

Regional and subregional trade financing programs are offered by mul-
tinational entities in Africa, the Middle East, the Caribbean, and Latin
America (see Table 13.1). These regional organizations are capitalized
largely by member countries, which share a common geographic region,
culture, historical tradition, or religion.1 The regional export credit agen-
cies (ECAs) have many common features, but other aspects are peculiar
to the individual organization. Perhaps the most outstanding common
feature is their objective to provide an extra source of export finance to
member countries that suffer from inadequate funds for trade finance.
All the regional organizations were founded with the goal of marshaling
additional funds from abroad on terms and conditions that would be
better than those available to individual members. The regional ECAs
give priority to nontraditional exports, and many of them are devoted
mainly, and in some cases exclusively, to stimulating intraregional trade.
Short-term credits are usually the main product of these organizations,
although some also provide medium and even long-term facilities. Most
of the regional ECAs operate as second-tier lenders, providing refinanc-
ing to commercial banks, which interface directly with exporters. Almost
all of the regional organizations refuse to take the risks of nonpayment
on the underlying export/import transactions. They insist that these risks
be assumed by the financing banks. However, in a few cases, the regional
ECAs offer export credit insurance or guarantees.

The African Export-Import Bank (AFREXIM) is one of the newest re-
gional ECAs. It was established in 1993 as an initiative of the African
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Table 13.1
Regional Trade Financing Programs

Source: FWA, A Summary of Regional Trade Finance Programs (1996).

Development Bank (AFDB) and is headquartered in Cairo, Egypt. It has
authorized capital of $750 million, of which $145.4 million had been paid
in by early 1998. Shares are held by the AFDB, African and non-African
banks, and African member governments. As of mid-1997, there were
twenty-eight member countries from all parts of Africa. By the same
date, AFREXIM was taking early steps in financing intra- and extra-
African trade. It has authority to offer pre- and post-shipment rediscount
facilities, exporter performance guarantees, direct financing including
medium-term credits for essential imports for export-oriented industries,
and letters of credit confirmation.

The PTA Bank, headquartered in Bujumbura, Burundi, is another Af-
rican offeror of regional ECA facilities. The PTA Bank, also called the
Eastern and Southern African Trade and Development Bank, was estab-
lished in 1985. Most of the PTA Bank’s activity is in traditional devel-
opment lending, but trade finance operations were commenced in the
1990s and are expected to become a growing part of the bank’s activity.
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The PTA Bank has authority to offer a variety of trade finance programs
to member countries of the common market for eastern and southern
Africa. Among other facilities, the PTA Bank has sponsored the PTA
Reinsurance Company (ZEP-Re), which aims at providing reinsurance
for national ECAs in member countries.

Twenty African countries with substantial Muslim populations benefit
from the regional ECA facilities of the Islamic Development Bank (IsDB).
This bank was established in 1975 in Jeddah, Saudi Arabia, to aid de-
velopment in forty-five Islamic countries in the Middle East, Asia, and
Africa. As of 1990, the IsDB had subscribed capital of $2.5 billion, of
which $2.1 billion was paid in. Most of the IsDB’s activities consist of
other types of development finance, but trade credit has become an im-
portant part of the bank’s activity. The IsDB finances trade only between
member countries, based on Islamic principles of banking. They offer
rediscount facilities for medium- and long-term export credits, short-
term export credits, and import credits.

Also available to Islamic countries are the facilities of the Islamic Cor-
poration for the Insurance of Investment and Export Credit (ICIEC). Es-
tablished as a subsidiary of the IsDB in 1994, the ICIEC is headquartered
in Jeddah and offers export credit insurance and investment guarantees
for transactions between member countries. It has paid in capital of $90
million. As of late 1999, the ICIEC had a relatively modest volume of
activity but was considering ways to expand marketing and enhance
utilization of its programs.

Another Middle Eastern regional ECA is the Inter Arab Investment Guar-
antee Corporation (IAIGC), headquartered in Kuwait City, Kuwait. The
IAIGC was established in 1975 and now has twenty-one member countries.
As of 1995, it had authorized capital of $53 million, of which $7 million was
paid in. IAIGC offers both investment guarantees and export credit guar-
antees. Its operations were disrupted by the Gulf War in the early 1990s,
and as late as 1997, IAIGC still had relatively low activity levels.

The Arab Trade Financing Program (ATFP) completes the list of regional
ECAs in the Middle East. The ATFP was established in 1990 in Abu Dhabi,
United Arab Emirates. There are shareholders from fourteen different coun-
tries. The ATFP has authorized capital of $500 million, of which $454 mil-
lion was paid in by 1995. It has been active since 1991, offering lines of credit
to participating banks extending from three months to three years, and ex-
ceptionally longer, to finance trade between Arab countries.

The exporters of Latin America and the Caribbean have also been major
beneficiaries of regional ECA programs. The oldest and, for a long time,
most active regional ECA program in the world was operated by the Inter-
American Development Bank (IADB), headquartered in Washington, D.C.
The IADB has paid in capital of about $4 billion and its primary activity
has always been development lending. However, for a period of about
twenty years, starting in the early 1970s, the IADB administered very ac-
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tive short- and medium-term export rediscount facilities for central banks
and national ECAs in their regional member countries. The short-term fa-
cility still operates at a low level in a handful of countries.

A continuing superstar in the regional ECA field is the Latin American
Bank for Exports (BLADEX), established in 1979 and headquartered in
Panama City, Panama. BLADEX has mixed public-private ownership
and provides short-term rediscount facilities to banks and ECAs in its
twenty-two Latin American and Caribbean member countries. Profitable
almost since inception, BLADEX has operated successfully at growing
levels of activity for twenty years. It has set high standards of perfor-
mance and has served as a model for other regional ECAs. As of early
1997, BLADEX had paid in capital of $135 million.

The Andean Development Corporation (CAF) is a traditional devel-
opment bank headquartered in Caracas, Venezuela, and serving five An-
dean countries. Established in 1970, CAF has paid in capital of about
$600 million. It administers the Andean Trade Financing System (SAF-
ICO), offering pre- and post-shipment rediscount facilities for exporters
in member countries. Related credits can be short term, medium term
and, in exceptional cases, long term.

The Bank for Central American Economic Integration (CABEI), was
established in Tegucigalpa, Honduras, in 1961. CABEI is primarily a de-
velopment bank for its four Central American member countries. It ex-
perienced severe financial problems in the 1980s and instituted trade
finance facilities only in the 1990s, concentrating on short-term redis-
counting of trade paper. Activity to date has been modest. CABEI has
authorized capital of almost $160 million, of which less than $30 million
was paid in as of 1996.

The Organization of Eastern Caribbean States (OECS) operates a re-
gional ECA for the states and territories of the Windward and Leeward
Islands and the British Virgin Islands in the Caribbean. This facility,
headquartered in the Central Bank in Basseterre, St. Kitts, issues and
administers a program of pre-shipment guarantees for eligible exporters
in member countries. The guarantee program was established in 1988
and has been moderately utilized since then.

Serious discussions have been held for a number of years on the pos-
sibility of establishing regional ECAs for Southern Africa, Asia, Central
and Eastern Europe and Central Asia. As of 2000, none of these proposals
was close to final action.

NOTE

1. First Washington Associates, A Summary of Regional Trade Finance Programs
(Arlington, VA: FWA, 1996).
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Setting Up ECAs

A number of issues arise in the course of considering whether or not a
government should establish an export credit agency (ECA) and how
that ECA should be organized and managed to achieve the objectives
sought. The first question to be answered is how these facilities would
benefit the country, its exporters, bankers, and other interested parties.
Good reasons for the establishment of ECAs are (1) to increase exports
in order to redress balance of payments problems; (2) to promote do-
mestic economic development through increased production, which cre-
ates employment and contributes to capital investment and/or more
efficient utilization of domestic productive capacity; and (3) to help
small- and medium-sized firms that lack access to the capital markets.1

To achieve an increase in exports, official ECA programs are designed
to reduce exporters’ risks and increase their access to bank financing.
This in turn allows exporters to extend credit to foreign buyers on terms
that are more competitive with those offered by their counterparts in
other countries. If these facilities encourage additions to a country’s ex-
ports, the balance of payments of the country will improve, assuming
that imports do not increase at a faster rate. Obviously, an increase in
production for export will result in expansion of employment and util-
ization of productive capacity.

Export credit programs are meant to supplement the activities of com-
mercial banks by assuming risks and extending credit where banks are
unable or unwilling to participate. Also, the programs can be an induce-
ment to commercial banks to finance exports where they would not do
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so otherwise and thus contribute to the development of the commercial
banking system as a whole. Official export finance programs usually re-
sult in improved availability of credit information on countries and for-
eign buyers; this is useful to both exporters and the commercial banking
system. The expansion of export activity in itself familiarizes both bank-
ers and exporters with various dimensions of risk and methods of re-
ducing that risk, which is beneficial for general business and economic
development. Small- and medium-size firms are often the greatest ben-
eficiaries of ECA programs because they have been the most deprived
of the finance and skills necessary for international success.

In addition to the benefits, one must consider the actual and potential
costs of export credit, guarantee, and insurance facilities. The assumption
of risks can mean potentially large losses to the ECAs, exporters, and
commercial banks due to the inability of buyers to pay for exports in a
timely manner. Extension of credit for sales to foreign buyers can result
in less credit being available for domestic needs. If credit is extended on
below market terms, a subsidy is created, which has a cost that must be
absorbed. Furthermore, ECA programs entail an administrative cost,
both to set up and to operate. Poor reasons to establish an official ECA
include the following:

1. Encouraging exports to poor payors. Exports that are not paid for are
not really helpful to exporters, banks, or the exporting country. They
have no beneficial impact on the balance of payments and have an ad-
verse impact on the exporting government’s finances.

2. Subsidizing the costs of credit. This may provide some cosmetic ben-
efits to exports in the short term, but in the long run, it will either bank-
rupt the ECA or erode public support for its operations because of the
cost to the taxpayer.

3. Substituting for an aid program. Attempts to substitute an ECA for an
aid program are unwise, inasmuch as the ECA’s sponsors will expect it
to operate in a sound, businesslike fashion, which cannot be done if its
main goal becomes the extension of development finance to poor coun-
tries.

4. Undercutting credit terms. Continual extension of export credit terms
beyond generally accepted norms is increasingly expensive and ulti-
mately defeating to the ECA. Also, longer and longer export credits have
greater risks of nonpayment and are not necessarily beneficial to the
exporting country’s balance of payments.

5. Propping up inefficient domestic industries. These firms generally have
bad credit characteristics and do not represent the future of a country’s
exports. Association of an ECA with fundamentally flawed exporters can
impair its own finances and limit its ability to assist other exporters that
are dynamic and economically sound.

Thus, in deciding whether or not to initiate export credit, guarantee,
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and insurance programs, the developing country must weigh the poten-
tial benefits against the potential costs. It is not clear that all countries
need these programs, nor are all programs necessarily useful for any one
country. Clearly, the choice of programs that will yield desired results
is critical. Programs must be tailored to meet the specific requirements
of the country. Determination of acceptable costs versus potential bene-
fits is a policy decision that the government must make. The private
sector can assume some of these functions without government sanction
if the potential for profit is sufficient, but it may not be willing to assume
enough risks to meet all the programs’ needs. Particularly in the area of
foreign political risks, private banks and insurance companies in most
countries have preferred not to take those risks, and it has been necessary
for government to assume the political risks in order to permit ECAs to
offer full coverage to exporters.

In order to determine whether export credit, guarantee and insurance
programs are justified, the potential sponsors of ECAs should consider a
number of factors, including the composition and characteristics of cur-
rent and potential exports, as well as the capacity of existing financial in-
stitutions to meet expected growth. It should first be determined if the
country has sufficient actual or potential volume of exports to establish
cost-effective programs. Usually the country must have at least $100 mil-
lion of manufactured exports in order to justify the establishment of
official credit facilities and meet all the attendant administrative costs of
operations.2 Countries that have little potential to expand the volume and
variety of export production have little need for export credit, guarantee,
and insurance programs. Countries whose products are not quality- and
price-competitive should not establish such facilities, nor should those
which are unprepared to initiate the marketing effort necessary to produce
substantial export orders. Another question to be answered is whether
there are sufficient numbers of actual and potential exporters to justify the
programs contemplated. The expense may not be justified or politically ac-
ceptable if the ECA serves the needs of a small number of exporters or
serves the needs of only large, well-established exporters.

The demand for an ECA’s trade finance products is strongly affected
by the following:

• the extent of traditional vs. nontraditional exports (the former being chiefly
commodities that are purchased for cash and traded in international commod-
ities exchanges, and the latter being more often the subject of financing between
buyer and seller)

• the types of nontraditional exports involved (certain products by their nature
require longer or shorter periods of payment and different documentary terms)

• the extent of sales between affiliated companies versus sales between nonaffi-
liated firms (the former usually being done on open account without bank
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involvement and the latter usually involving bank credit and/or letters of credit
or other documentary terms)

• whether the exports are going to industrial or developing countries (the former
being perceived as less risky with correspondingly less bank involvement and
the latter being perceived as more risky with greater use of bank letters of
credit and documentary collections)

• whether exports are within or outside a fully functioning customs and political
union (if they are within the European Union [EU] or North American Free
Trade Association [NAFTA], for example, exports are increasingly regarded
and treated like domestic sales with a corresponding drop in use of interna-
tional trade finance products)

• the size of buyers (smaller firms in general finding it more difficult to arrange
credit)

• the size of exporters (smaller firms in general finding a need to arrange more
secure means of payment, but having less leverage to demand such terms)

Assuming sufficient volume, good quality, and competitive price of
goods, the exporters’ position with regard to credit needs to be assessed.
For example, what are the normal credit terms for their products in in-
ternational trade and what do competitors offer? Are sales being lost
because of credit terms? Do exporters have to extend longer than normal
credit terms because their products are less well known in the market?

A basic question concerning risk assumption is where do exporters
sell their products? Do these markets pose high risks with regard to
availability of foreign exchange and political stability or are they rela-
tively stable? Are the foreign buyers in industries that are stable, grow-
ing, or declining? Are exporters aware of potential market opportunities
and hesitant to pursue them because of perceived commercial or political
risks? Are banks hesitant to finance exporters in some markets because
of political or commercial risks? Answers to all of these questions can be
ascertained through interviews with exporters and bankers and through
various trade organizations.

A further consideration in deciding whether to establish export credit,
guarantee, and insurance programs is the capacity of existing financial
institutions and governments to allocate resources to such programs and
the availability of personnel to administer the programs, either in gov-
ernment or in the private sector. The types of programs and the admin-
istering entity are two major issues that must be considered in deciding
how to implement export credit, guarantee, and insurance facilities.

PROGRAM OFFERINGS

In analyzing the needs for different types of programs, ECAs should
know the percentage of goods that require financing in their countries
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and the appropriate terms of payment. Such terms of payment are usu-
ally quite short: less than 180 days.3 The Export-Import Bank of the
United States (U.S. Eximbank) made a comprehensive investigation of
national credit-term requirements twenty years ago but has not repeated
the exercise more recently. Its main findings were that two-thirds of U.S.
exports were not financed at all; they were paid in cash or within thirty
days of shipment based upon credit extended solely by the exporter. Of
the one-third of national exports that received some financing, most fi-
nancing came from commercial banks without any ECA backing. The
ECA’s financing amounted to less than 10 percent of total national ex-
ports. The same study found that the average repayment term of U.S.
export finance for sales to all regions of the world was very short. Fi-
nancing under one year accounted for 80 to 90 percent of all financing
extended on sales to Organization for Economic Cooperation and De-
velopment (OECD) countries and over 50 percent of all financing ex-
tended to developing countries. Financing with a term over five years
accounted for less than 15 percent of all financing.

The U.S. Eximbank also confirmed that the terms of financing were
heavily dependent upon the types of products being sold. Ninety percent
of basic commodities exports from the United States, if they received
financing at all, were paid for in less than one year. Eighty-seven percent
of manufactured noncapital goods financing had a term of less than one
year, and 60 percent of most capital equipment financing was paid in
less than one year. In contrast, only 17 percent of heavy transportation
equipment financing was repaid in less than one year. The latter group
was the only one in which most goods were financed and most financing
had a term over five years.

With respect to post-shipment financing, the following questions need
to be answered: (1) Is adequate financing available to exporters from
existing sources to enable them to extend competitive credit terms to
foreign buyers or is supplemental financing required? (2) If adequate
financing is not available, can actions be taken other than direct lending
by government to exporters or through commercial banks that would
make the necessary financing available? (3) Does government or the pri-
vate sector have sufficient resources that they are willing to direct to
such a program? (4) Is below market rate financing necessary for ex-
porters to be competitive and if so, how will resources be obtained to
provide funds at low rates?

In establishing an export credit financing facility, it is important to
consider the effects on commercial banks, whose co-operation and sup-
port are essential. It is unlikely that any government has sufficient re-
sources to assume the entire export financing task, nor is it desirable for
it to do so. Thus, export financing facilities should be viewed in all cases
as supplementing or facilitating bank financing rather than replacing it.
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On the other hand, in establishing an export credit insurance facility, it
is necessary that it be perceived as financially sound, permanent, able to
insure risky transactions as well as relatively safe ones, and capable of
paying all claims promptly. To do this, the organization must have suf-
ficient resources, capable staff, competent administration, and a psy-
chology of risk-taking rather than risk-avoidance.

Two other important policy issues to consider are what risks to cover
and what types of coverage to offer. The analysis of exports—in partic-
ular the markets served and the length of terms required—and the needs
of exporters and banks provides information on what risks could use-
fully be covered to encourage expansion of exports. Sales to government
entities and private buyers in countries experiencing economic and po-
litical problems may require political risk insurance coverage or both
political and commercial coverage, while sales to more stable countries
may require only commercial credit insurance.

In most countries, short-term coverage is sufficient to meet the major-
ity of export credit insurance requirements. However, as countries in-
dustrialize and export more manufactured goods, longer term coverage
is increasingly needed. Sales of capital equipment and other goods often
require medium-term credit of one to five years, for which insurance is
required due to additional uncertainty about future political and com-
mercial risk. Exports of services, goods on consignment, and other types
of exports suggest other possible coverage requirements. The initial
choice of which insurance policies to offer should reflect the current and
expected needs for some time. Virtually all existing export credit insur-
ance programs have started with short-term coverage and gradually ex-
panded coverage as needs developed.

After determining what export credit, guarantee and insurance pro-
grams would be useful, a key consideration is how the programs should
best be implemented. The two major issues to be considered are the
appropriate institutional risk-sharing and the most effective organiza-
tional structure.

INSTITUTIONAL RISK-SHARING

Government and government agencies, private and public sector
commercial banks, and insurance companies can participate in risk as-
sumption in guarantee and insurance programs. What the appropriate
risk assumption is in any country depends on the type of programs of-
fered and the capacity, resources, and willingness of each possible par-
ticipant to be involved. In all countries with successful export credit,
guarantee, and insurance schemes, the government plays an important
role and, in many instances, is the sole provider of these programs and
assumes all risks.
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Political risk export credit insurance coverage has produced greater
losses on sales to developing country markets than commercial risk cov-
erage. However, these losses are usually recoverable to a greater degree,
after a long waiting period, than commercial risk losses. Because of the
magnitude of potential losses, political risk coverage is typically assumed
by government. Private banks and insurance companies assumed signif-
icant and growing political risks in the 1990s, and it is assumed they will
continue to do so in the future. However, private companies have less
ability to deal with governments of other countries to resolve payment
problems. Because they operate with profit objectives, private sector
companies theoretically are less likely to assume the full range of political
risks and may charge higher premiums to underwrite selected political
risks than governments whose primary interest is expanding national
exports.

Commercial risk, which is based on specific transactions to particular
buyers, lends itself more to underwriting by private sector entities or
consortia. Claims and losses are likely to be smaller, both individually
and collectively. The private sector may have a better capacity to eval-
uate commercial risks and, in some instances, be willing to assume more
risk than government. Administration may be more streamlined and re-
sponsive to exporters than government programs.

The drawbacks to private sector participation in commercial risk in-
surance are that companies may not have the capacity to underwrite a
sufficient volume of insurance to meet a wide variety of exporter’s needs;
they may choose to insure only the better risks or charge higher pre-
miums for riskier buyers; and they may be also less likely to deal with
smaller and less established exporters who may encounter problems due
to inexperience.

Where government and private companies both offer commercial risk
insurance, private companies may insure the best risks, leaving the more
risky situations for government insurance. As a result, the government
programs may not be willing to assume the same amount of risk as they
would if they had a greater spread of risk between less and more risky
transactions or the programs may not be able to operate without heavy
losses over time due to concentration of poorer risks. For reasons such
as these, only large countries can usually support more than one export
credit insurer.

It is clear that government usually must play a significant role in as-
sumption of political risk. Private companies may take some or all of the
commercial risks. Risk sharing can be structured in many ways. For ex-
ample, private companies can assume risks up to a certain amount for a
country or a buyer, with the government taking the remaining risks.
Alternatively, risks can be shared on each transaction on a fixed per-
centage basis, or private companies can take all risks on the early ma-
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turities of medium- and long-term business, with government taking all
risks on the later maturities. Another approach is to obtain private re-
insurance inside or outside the country, which can limit the amount of
resources government or domestic private companies need to devote to
the facilities.

APPROPRIATE ORGANIZATIONAL STRUCTURE

Several choices exist as to how the export credit, guarantee, and in-
surance facilities can be organized. The key policy questions are who
should have ownership, who should manage the facility, and should the
facility be autonomous or tied to some other entity.

Logically, ownership should reflect the risk sharing and relative con-
tribution of resources. The arguments for government ownership are that
the government has more resources and has a greater interest in pro-
moting exports than the private sector. Also, since government is likely
to assume the greatest share of risk, particularly political risk, it should
have the sole or majority ownership position. Arguments for private sec-
tor ownership include removing the ECA from politics, stabilizing its
finances, and increasing the chances that it will be responsive to export-
ers and run in a businesslike fashion. If some private sector ownership
is sought, it appears essential that ownership be broad based to gain the
advantage of many companies’ resources. Private sector ownership of
the facility should not favor or hinder shareholders versus nonshare-
holders in use of the ECA’s programs. Broad-based private sector own-
ership may also increase exporter confidence in the ECA.

Establishment of an autonomous new institution to manage export
credit, guarantee, and insurance programs has the advantage of sepa-
rating these programs from other government and private sector activi-
ties, which may affect the ECA’s operation and the staff and budget
resources available for administration. Creation of an autonomous entity
should also reduce the possibility that political pressures will compro-
mise commercial objectives. The major disadvantage of creating a new,
separate organization is the administrative cost, which is likely to exceed
what would be required if programs were established in an existing or-
ganization.

Another option is to use private sector management of an autonomous
organization, whether government owned or jointly owned. In effect, the
private sector organization would act as an agent providing expertise;
thus, the advantages of autonomous organization would be maintained.
Government may be hesitant to adopt an approach where it relinquishes
control. However, policy decisions with respect to the type of coverage as
well as large commitments or commitments to certain countries could re-
main with government, and the more typical transactions could be de-
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cided by the management of the organization. Whatever decision is made
with respect to management, the most important requirement is that it be
efficient and able to respond quickly to exporters’ needs. Inefficient man-
agement will forfeit exporters’ confidence; consequently, the programs
will not be used extensively. Autonomous, high-quality management
seems to be a key factor in the success of export credit, guarantee, and in-
surance schemes.

OTHER FACTORS DETERMINING EFFECTIVENESS

Two other practical issues must be addressed by ECAs, both of which
are critically important to the success of such programs. One issue is the
need for any program to balance risk and cost. To be effective in en-
couraging exports, ECA programs must meet exporters’ needs. This
means assuming risks that may result in significant losses. Export credit
insurance and guarantees should be viewed from an insurance perspec-
tive rather than solely a banking one. Insurance underwriting assumes
that over a period of time an overall profit will be realized but that at
various times losses will be incurred. Programs that do not experience
any losses are rarely effective because it usually means that they are
totally risk averse and thus not performing the service for which they
were established. Excessive risk taking, on the other hand, can result in
costs in the long term exceeding revenues, which weakens and may ul-
timately destroy the viability of the ECA. If that happens, the ECA can
be of no further assistance to the export community.

A second issue is the impact of political pressure on the policies and
procedures of export credit, guarantee, and insurance programs. Political
concerns can have both positive and negative effects. On the positive
side, the administrators of the ECA can be induced to take a more pro-
motional attitude toward approving transactions. Special relationships
between countries can be developed through political ties, which in turn
produce improved export prospects and facilitate resolution of political
risk claims for nonpayment. Because of political ties, the insurance and
guarantee facilities of one country may be more willing to support ex-
ports to a particular market. In fact, some countries have special arrange-
ments to cover exports that are perceived to be in the “national interest.”
In these instances, the risks of financing and insurance or guarantees are
undertaken 100 percent by government because private companies rarely
have equivalent political ties and therefore will not assume such risks.

Another aspect of the political environment is the potential for other
government concerns and priorities to interfere with the operation of
export credit, guarantee, and insurance facilities. The ECA may be
pressed to underwrite unsound transactions that result in an inordinate
amount of claims or loan defaults. Then, when claims have to be paid
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or loans rescheduled or written off, the government may be unwilling
to appropriate necessary additional funds or may insist upon policy
changes at the ECA that cripple its ability to be effective in the future.
Government pressure for an ECA to support one economic sector rather
than others can also undermine its effectiveness. Bureaucratic ineffi-
ciency, including red tape and unqualified government personnel, can
make any ECA unattractive.

In summary, the ultimate success of an ECA is heavily dependent
upon the thoroughness of initial efforts to firmly establish the needs for
the organization and the validity of its objectives, the responsivenss of
the nation’s export and financial sectors, the appropriateness of its pro-
gram offerings, the soundness of its initial organization, management
and risk-sharing principles, and the extent to which government con-
tributes to the ECA’s objective of good financial management. Export
credit agencies that start well usually end well, whereas those few that
do not meet most of the above criteria have wound up doing an ineffec-
tive job of export support, often losing large sums of money in the pro-
cess.

NOTES

1. Many of these observations about good and bad reasons for establishing an
ECA were contributed by Malcolm Stephens, former CEO of ECGD of the United
Kingdom and Secretary General of the Berne Union.

2. First Washington Associates, A Study of Institution Building for Post-Shipment
Financing, Export Credit Insurance, and Guarantees to Banks in Developing Countries
(Arlington, VA: FWA, 1986), 21.

3. Global Business Communications, Export Credit Reports (Gillette, NJ: GBC,
1997).
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Legal Context

The legal context within which export credit agencies (ECAs) operate is
similar in many respects to that affecting banking and insurance opera-
tions. However, because of their official character, national interest fea-
tures, transnational considerations, and the special nature of many of
their programs, which are really quite different from traditional banking
or insurance operations, ECAs are subject to many distinctive legal con-
siderations. Because of the unique nature of their operations, almost all
ECAs work within the context of special legislation that defines their
rights and responsibilities, obligations, and possibilities. This ECA leg-
islation may be categorized as either (1) general and permissive in na-
ture, authorizing the establishment of a company under current banking,
insurance, and corporate statutes, or (2) specific in nature, establishing
in detail the form, structure, powers, organization, programs, and limi-
tations of the new export credit agency.

If the legislation is general and permissive, it is often very short, stat-
ing that it supersedes certain other legislation, that a new corporation is
established to offer export credits, guarantees, or insurance under exist-
ing specified corporate or insurance laws or regulations, setting forth the
minimum requirements for such operations (i.e., levels of capital and
reserves in relation to outstanding insurance, minimum capital, reinsur-
ance requirements, etc.), and the nature of interface of the new corpo-
ration with the government.

If the legislation is specific, it is usually much longer and more de-
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tailed. At a minimum, specific legislation normally contains the follow-
ing:

• Statement that it supersedes previous legislation

• Name of new company

• Purpose (to offer export credits, guarantees, insurance, coinsurance, reinsur-
ance, and related services)

• Objectives (to expand exports, to encourage domestic production and employ-
ment, etc.)

• Guiding principles (autonomy, to run organization in businesslike fashion, to
be responsive to the needs of the private sector, to seek reasonable assurance
of repayment, to meet foreign competition, etc.)

• Programs (types of exporter credits, guarantees, insurance, technical assistance,
advisory services, etc.)

• Equity (total amounts to be authorized and paid in, types of shares and share-
holders, etc.)

• Guardian authority (or regulatory authority)

• Board of directors (composition, how selected, tenure)

• Organization (principal officer(s), how selected)

• Reserves (amount, utilization, principles of managing)

• Maximum relationship between capital and reserves and outstanding exposure
(gearing)

• Decision-making apparatus (credit committee, board of directors, government)

• Reinsurance by government (types of risks covered, precedence of utilization,
etc.)

• Reinsurance by foreign and national reinsurance companies (general statement)

• National interest operations (to act as agent for government in certain opera-
tions, principles for sharing risks and rewards, agency(s) with which it coor-
dinates, etc.)

• Tax status (tax-exemption for most ECAs)

• Authority to conduct operations in foreign exchange (to borrow and lend, to
hold accounts overseas and transact with foreign entities)

In North America, the legislation establishing ECAs has been very spe-
cific, with the powers, duties, responsibilities, and restrictions spelled out
in great detail. In the case of the Export-Import Bank of the United States
(U.S. Eximbank),1 its legislation is of a so-called sunset nature, meaning
that the bank is authorized to make new commitments only during a rel-
atively short, multi-year period, at the end of which the institution expires
(i.e., its sun sets) unless renewal legislation is approved by the U.S. Con-
gress. Also, the U.S. Eximbank’s legislation is full of special restrictions
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and directives reflecting the fact that it has been reviewed by Congress
dozens of times since original enactment in 1934.

In the English-speaking Caribbean, some semi-autonomous ECAs
were created by a “memorandum and articles of association,” along Brit-
ish lines, which covered them under a Companies Act and endowed
them with a wide variety of powers, many of which were excessive to
the strict needs of an official ECA. In South America, some ECAs are
parts of central banks, and they have no special legislation. Other ECAs
are divisions of development banks and operate under the specialized
bank’s legislation. Also, in the larger countries, there are semi-
autonomous free-standing ECAs that have their own legislation granting
specific powers and usually excluding them from the normal regulatory
system.

In other countries, ECA legislation is also crafted to conform with the
prevailing general system of law. Thus, for example, in the Middle East
and North Africa, several of the ECAs are required to conform with the
requirements of Islamic law, or Shariah. In the former Soviet Union,
ECAs are still influenced by the requirements formerly imposed by so-
cialist law. Sub-Saharan African ECAs are governed by local legal re-
quirements as well as the commercial codes introduced by former
colonial powers. Asian ECAs have their own special legal requirements
and the Chinese Export-Import Bank and Peoples Insurance Corporation
are fully subject to the peculiar requirements of the Chinese Communist
legal system.

NOTE

1. United States Eximbank, Laws Relating to the Export-Import Bank of the United
States (Washington, DC: U.S. Eximbank, 1993), 43.
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Capitalization and Reinsurance

To establish export credit, guarantee, and insurance agencies, substantial
capitalization is required to design and set up the organization; develop
programs, systems and procedures; and hire and train qualified person-
nel. Initial capitalization must be sufficient to provide reserves against
losses with a comfortable margin for the unexpected. In addition, it must
be large enough to cover operating expense requirements during the
start-up period. The amount and sources of capital are among the first
issues that must be resolved by an export credit agency (ECA), since its
initial capitalization will have an overwhelming effect upon its subse-
quent success or failure.

Because of development and start-up expenses, very few ECAs have
been able to show operational profits during the first year or so after
start-up. Initial capitalization is invested in interest-bearing securities in
order to earn revenues that offset operational losses. As premium income
builds over time, these operational losses can be converted into profits.
How fast this occurs depends mainly on how rapidly the volume of
insured exports increases and the level of claims. In light of these factors,
newer ECAs in developing countries frequently have more rigorous cap-
italization standards than the older, well-established ECAs in industralial
nations.1

The capital contribution by government and/or private entities should
be fully paid in at the beginning of operations so as to be available to
meet administrative expenses, pay claims, and be invested. In some
countries, capital has been pledged but not paid in. This is not an optimal
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Table 16.1
Capital Standards of Selected Export Finance ECAs, 1997–1998

Source: Annual Reports.

situation. When funds are needed for claims, government or private com-
panies may be reluctant or unable to contribute. Furthermore, the pros-
pect of having to require additional funds from shareholders may cause
program managers to be reluctant to take risks and thus not effectively
serve exporter needs. Banks and exporters may also not have confidence
in programs that are not fully funded. If government has been slow to
pay in other areas, it will be assumed to be equally slow in paying money
for an unfunded capital commitment.

The size of an ECA’s start-up capital is usually determined by calcu-
lating the probable volume of exports to be financed in the first five or
so years, estimating the related outstandings, and then projecting capital
needs as a percentage of outstandings. It is usually desirable to have
capital equal to at least 25 percent of outstanding actual and contingent
liabilities during the first few years of ECA operation, after which greater
leveraging can be acheived.

The actual positions of a number of export-important banks (exim-
banks) and other export finance ECAs that are well established and op-
erating effectively show wide differences in “leverage” or “gearing” of
their capital. A study of thirteen countries showed ECA capital averaging
21 percent of actual and contingent liabilities, with a low of 3 percent
and a high of 73 percent (see Table 16.1).

NEED FOR REINSURANCE

In addition to their own capital, ECAs require reinsurance or guar-
antees to reassure policyholders that the ECA will be able to meet all
possible contingencies. Reinsurance has often been described as “sup-
plemental” or “dedicated” capital because, like ordinary capital, it pro-
vides protection against the need for an ECA to defer payment to
creditors or call on shareholders for additional funds in the event of
catastrophic losses. The advantage offered by reinsurance is that it re-
duces the overall exposure of the export credit insurer, thereby allowing
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the insurer to cover a larger number of export transactions. This feature
is particularly attractive to those entities with a limited paid-in capital
base, which without reinsurance may be unable to meet all needs for
cover.

Reinsurance is provided via treaties in which both parties agree to the
terms and conditions under which export credit insurance will be of-
fered. Treaty conditions often govern overall credit limits provided to
any one buyer, the country of the buyer, percentage of cover per trans-
action, the proportion and method of risk-sharing between the credit
insurer and the reinsurer, and the splitting of premium between the two
parties.

SOURCES OF REINSURANCE

The private sector reinsurance market comprises a large number of
participants, some specialists, professional reinsurers, and others for
whom reinsurance is an important or occasional sideline. Professional
reinsurers include three giants: Munich Reinsurance, Swiss Reinsurance,
and Zurich Reinsurance, each of which has a department for credit risk
evaluation. There are a number of smaller reinsurance companies in Eu-
rope and North America, many of which participate in credit treaties. In
addition, many composite and other insurance companies possess rein-
surance arms or sometimes participate in reinsurance treaties, not nec-
essarily only in their core business sectors. Participation may take the
form of minor shares in treaties, following the lead of companies that
are recognized leaders in particular areas. Arranging reinsurance is usu-
ally difficult for newly established ECAs. However, there are reinsurance
brokers and consultants who advise on this and can approach reinsurers
on behalf of the ECAs.

Private-sector credit insurers often participate in one another’s rein-
surance treaties. A few major export credit insurers have developed the
practice of partnership agreements with newly established institutions in
other countries to provide help with underwriting, claims examination,
recovery work, and staff training during the early period of establishing
a new scheme. Such agreements may provide the new ECA with access
to the international reinsurance market on more favorable terms than
would otherwise be available.

REINSURANCE CONCEPTS AND GROUND RULES

The basic principles of private sector reinsurance for export credit risks
are the same as for other types of reinsurance.2 A reinsurer commits itself
to bear a share of risk in return for a share of premium. If a reinsurance
agreement covers a range of business, it is called a treaty. If it covers a
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single piece of business (comparable to a specific primary policy), it is
called a facultative placement. The detailed format of reinsurance agree-
ments varies according to the law and practice of different countries and
companies.

Private sector reinsurance is normally expressed as either proportional
(quota share) or nonproportional (excess of loss). Proportional reinsur-
ance allows the primary insurer to increase the amount of business ac-
cepted through a prorata sharing of exposures. Nonproportional
reinsurance allows the primary insurer to undertake payment of all
losses up to an agreed amount. The balance of any loss that exceeds the
agreed limit will be paid by the reinsurer up to a contractual maximum.

Quota share reinsurance has been most often used by the credit in-
surance market. This enables small ECAs effectively to replace paid-in
capital and enables them to increase substantially the capacity that they
offer. However, reinsurance programs are often a combination of quota
share and excess of loss. An important clause usually found in quota
share treaties provides for the reinsurer to “follow the fortunes” of the
primary insurer. This means that the reinsurer is bound by decisions on
underwriting and claims taken by the primary insurer. As a condition
of such coverage, the primary insurer is usually required to satisfy cer-
tain decision making criteria agreed with the reinsurer.

Governments of most countries provide backing for the liabilities of
their ECAs, either by reinsurance modeled on private-sector practice or—
what amounts to the same thing in substance—provision by guarantee
or otherwise for meeting any underwriting deficit from state funds. A
reinsurance agreement between a national government and its ECA typ-
ically contains the following:

1. Names of the contracting parties (Ministry of Finance and export credit in-
surance company)

2. Date of commencement and term of agreement (at least five years)

3. Possibility of amendment by mutual agreement

4. Types of risks covered (first dollar for political risks-primary insurer, after
exhaustion of net worth and reserves for commercial risks-reinsurer)

5. What happens if commercial risk reinsurance is obtained from other parties

6. Premium sharing (for political only, commercial only, and combined com-
mercial/political policies.)

7. Working-capital fund for small political risk claims

8. Decision-making Apparatus (within the agreement and within ECA)

9. Levels of decision-making authority (credit committee, board of directors)

10. Principles for establishing country limits

11. Claims payment procedures (rights and obligations of both parties)
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12. Recovery procedures (rights and obligations of both parties)

13. Reserving procedures by credit insurance company (e.g. when case reserves
are established and removed, how much is reserved)

14. Use of reserve money, initial capital, and retained earnings to pay claims
(order of precedence)

15. Dividend restrictions (on earnings from investment of initial capital and re-
serves)

16. Accounting principles

17. Premium-setting principles (to be set by board of directors, to encourage
maximum use of program, to obtain reasonable spread or risk, to at least
break even on operational basis)

18. Underwriting principles (to streamline procedures, grant discretionary or
delegated authority to policyholders to maximum extent consistent with their
risk-sharing and initial capabilities, and to seek reasonable assurance of re-
payment on all operations)

NOTES

1. Export-Import Bank of India, Export Credit Agencies Around the World: A
Comparative Analysis (Bombay, India: Eximbank of India, 1994), 3.

2. United Nations Economic Commission for Europe, Strengthening of Export
Finance Support in Central and Eastern Europe (Geneva, Switzerland: UN/ECE-ITC
1996), 3 of item 3d.
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Organization and Administration

The organizational structure of export credit agencies (ECAs) differs
widely, depending upon the programs that they offer, the extent to
which the ECA is autonomous and free standing, the volume of its op-
erations, the need for branch offices, the philosophy and concerns of its
management, and the extent to which operations are delegated to banks
and exporters.1

A typical organizational structure for a small, full-service ECA reflects
just three main departments headed by directors and seven divisions
thereunder headed by managers. Figure 17.1 depicts the export-import
bank (eximbank) of a small Caribbean country, which had a total of only
about three dozen employees. The organization of a large, full-service
ECA in an industrial country shows certain similarities, but also many
differences reflecting additional programs, operational complexities,
branch offices, and a staff of about 400 (see Figure 17.2).

Each of the ECAs depicted in the organization charts is governed by
a board of directors, which has general oversight and policy-making au-
thority over the organization. However, many publicly owned ECAs—
particularly in Western Europe—have a “guardian authority” in the
form of a government ministry that ensures directorial responsibilities
in lieu of a board. ECAs frequently also have advisory boards that give
advice and guidance of a nonbinding nature. The duties of the board of
directors or guardian authority generally include appointing the chief
executive officer and other members of senior management; agreeing
upon the basic policies and procedures to be followed by the manage-
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Figure 17.1
Organization of a Small ECA
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Figure 17.2
Organization of a Large ECA
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ment; approving annual budgets and reviewing performance; reviewing
and approving the annual report of the organization; reviewing man-
agement’s commitments of loans, guarantees, insurance and claims; and
approving larger individual transactions. Usually the board has five to
ten members who meet monthly or even quarterly. Sometimes, however,
the board is smaller, works full time, meets weekly or even bi-weekly,
and is responsible for approving all, or most, of the ECA’s transactions.

Regardless of whether ownership is completely public or mixed, po-
litical risk coverage of most ECAs is assumed by the government, so
decisions on country limits, large transactions, and sometimes small
cases in difficult markets are often taken by a government committee.
Among the entities that may be represented on such a committee are the
ministries of finance or treasury, commerce or foreign trade, foreign af-
fairs or foreign economic relations, industry or agriculture, as well as the
central bank. Such committees operate separately from the ECA orga-
nization and thus are not reflected on the ECA’s own organization chart.

The chief executive officer (CEO) of the ECA is usually called the pres-
ident (in North and South America) or the managing director or general
manager (in Europe, Africa, and elsewhere). The CEO usually has a dep-
uty or special assistant, and the other members of senior management
report to the CEO. These are the chief operating officer (COO), who is
responsible for new commitments and administrative matters; the chief
financial officer (CFO) who handles accounting, bookkeeping, and funds
management; and the general counsel (GC) who is responsible for all
legal matters affecting the ECA. Marketing and business development
are often handled by a separate unit. Similarly, country risk analysis is
often done by a separate unit. The larger an ECA, the better able it is to
establish specialized units to handle functions such as program evalua-
tion and development, strategic planning, management information serv-
ices, communications, and separate divisions for different types of
finance (such as pre-shipment guarantees, post-shipment insurance, re-
discount operations, and structured project finance). Larger ECAs may
also have specialized lending or guaranteeing units organized geograph-
ically or by product specialization. Some of the most important orga-
nizational characteristics demonstrated by all successful ECAs are as
follows:

• A shared vision of objectives at all levels

• Good communications throughout the organization

• Sound and comprehensive information systems

• Profitable performance as a key value

• Customer-driven business orientation

• Openness to outside influences
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• Willingness to undertake new projects and programs

• Strong, consistent leadership

• Commitment to recruiting the best people

• Progressive human resources development practices

Marketing, promotion, or communication departments have played a
prominent role in most ECAs. The need for specialized export credits,
guarantees, and insurance and the benefits these products offer are not
always obvious to exporters and banks. Thus, the most successful ECAs
make continuous efforts to inform prospective users about the existence
of their services and encourage them to apply for assistance. As Malcolm
Stephens of the Berne Union said, “It is no use simply waiting for cus-
tomers to come to see the ECA. The agency must get out into the busi-
ness and banking community and vigorously market its products and
services.”

The quality of an ECA’s personnel is, of course, an important deter-
minant of its success or failure. Intelligent, resourceful, and flexible in-
dividuals are needed at all levels of management and administration,
and are most of all required at the top of the ECA organization. ECAs
around the world have shown conclusively that the greatest element in
success has been the personality, capabilities, and experience of the CEO.
The most successful CEOs have usually had solid banking backgrounds
and strong government connections. Their common sense, energy, and
ability to attract and retain dedicated and skilled subordinates have been
essential to the growth and profitability of their ECAs.

ECA administrative expenses vary widely for many reasons, including
the general structure of wages and salaries, rents, and utility costs. Other
factors affecting administrative expenses include economies of scale, the
extent to which discretionary authority has been delegated to banks and
exporters, and the unit size of transactions. The best way to compare
administrative expenses between countries is to relate them to premium
income (see Table 17.1).

Some idea of an ECA’s operational efficiency can be gained by divid-
ing the volume of business covered by the number of staff. This yields
wide differences in the average value of exports handled by each staff
member (see Table 17.2).
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Table 17.2
Staff Efficiency of Selected Export Credit Agencies (1995)

Source: Annual Reports.

NOTE

1. First Washington Associates, A Study of Institution Building for Post-Shipment
Financing, Export Credit Insurance and Guarantees to Banks in Developing Countries
(Arlington, VA: FWA, 1986), chap. V.

Table 17.1
Berne Union Members’ Administrative Costs/Premium Income (in Percent)

Source: Berne Union.
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Problem Loans, Claims
and Collections

The way an export credit agency (ECA) deals with claims and collections
and problem loans is the ultimate determinant of its success or failure.
For example, ECAs must accept that their claims and problem loans,
when added to administrative expenses, will almost certainly exceed op-
erational income in the early years of operation. In such circumstances,
some ECAs (such the Foreign Credit Insurance Association syndicate in
the U.S. in the 1960s) have been tempted to deny or delay paying claims.
This is the worst thing that could be done because guarantee and insur-
ance policyholders take out coverage because they expect claims to be
honored in a timely fashion. Claims paid are the best advertising an ECA
can have and failure to pay is the worst. In the case of FCIA, its failure
to pay claims promptly stunted its growth at the outset and hindered its
early efforts to obtain a large, balanced book of business—the precon-
ditions for eventual operational success.

Even when an ECA has been in business for a long time, it may run
into periods lasting a year, or even several years, when claims exceed
premium income. Overreaction to temporary movements of this nature
can drive exporters away from the ECA. Many ECA managers believe
that all premium and claims data should be viewed in a moving five-
year time frame, so that good years have a chance to outweigh bad ones,
and actions are not taken in reaction to short-run phenomena that are
not significant over the long run.

ECAs usually incorporate a waiting period of 90–180 days in their
export credit insurance policies, during which the exporter must attempt
to collect past due receivables before making claim on the ECA. This
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allows time for the exporter to make a full-fledged effort to collect from
the borrower before turning the matter over to the ECA. ECAs’ direct
loans and guarantees do not usually incorporate such an extended wait-
ing period.

The best ECAs expeditiously handle claims and recoveries efforts on
past due direct loans and guaranteed credits. They are not overly tech-
nical or inflexible and do not hide behind the “fine print” or technicalities
of an insurance policy to avoid paying claims. However, they do make
sure that the loss was caused by a risk specified in the policy and not
by an uncovered risk. For example, losses caused by an exporter’s fraud
or illegality may be specifically excluded under certain policies. Early
collection efforts are important to establish the ECA’s interest and per-
sistence in the obligor’s mind, as well as to enforce security interests or
take other collateral if necessary.

Once it is established that a guarantee or insurance claim is valid, the
ECA may request the claimant’s permission to attempt to reschedule the
loan. Otherwise, the ECA will make prompt payment to the claimant. In
the case of its own direct loans, the ECA may seek to reschedule the loan
or call the entire balance due and payable. In either event, the ECA will
make adjustments to its reserves to account for the greater possibility
of ultimate loss. The ECA’s claims department will keep the under-
writing department informed on all claims so that the underwriters
can factor such information into their decisions on new credits. In the
case of short-term credits, claims payments made by the ECA cover the
agreed percentage of the entire guaranteed or insured loan. For medium-
and long-term credits, the ECA may either pay the one installment in
default or the entire outstanding balance of the loan.

If the decision is made to reschedule a loan that is in default for com-
mercial reasons, the ECA normally tries to ensure the following: (1) the
relief sought is necessary because the obligor cannot repay the loans as
previously scheduled; (2) the relief sought will make it possible for the
borrower to resume prompt payments; (3) other creditors are granting
similar reschedulings; and (4) no one else is getting additional security
that is better than that received by the ECA. The cause of loss is critical
in influencing these and all subsequent actions taken by the ECA. If the
cause is political (war, riot, revolution, expropriation, lack of foreign
exchange), the ECA will pursue recoveries with both the foreign govern-
ment and the obligor, whereas private buyer losses caused by commer-
cial reasons (insolvency or protracted default) will normally involve
recovery efforts solely with the borrower.

These recovery efforts will be undertaken by the ECA pursuant to its
own interests as lender or under so-called subrogation rights it possesses
as guarantor or insurer of the loan. In either event, the ECA tries to
enforce its security rights to get paid by calling on local guarantees or
collateral, if they exist, or seeks to obtain additional security that will
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give the ECA a preferred creditor position. Efforts are made directly or
through agents to pressure the borrower into payment. In this connec-
tion, the ECA may use the services of its own staff, the insured bank or
exporter, its embassy in the foreign country, local attorneys, collection
agencies, or other debt recovery specialists.1 Resort to local courts may
be necessary to enforce creditors’ rights, although out-of-cost settlements
are pursued and preferred by most ECAs.

If the problem loan is part of a large group of similar loans in trouble—
usually because of fundamental balance of payments problems and over-
borrowing by the country in question—the ECA may be asked by the
debtor country to reschedule all loans in question, and for this purpose,
the ECA may turn to the Paris Club, an ad hoc organization of creditor
governments and their ECAs that has met since 1956, when Argentina
rescheduled its debt at a meeting chaired by the French government. The
creditor group met subsequently in several different locations through
the 1950s and 1960s. The rescheduling of Indonesian debt in 1970 marked
the beginning of the modern Paris Club, meeting each time in Paris
with the French government acting as both host and intermediary be-
tween the debtor and the creditors. In the 1980s, the Paris Club met on
a frequent, nearly monthly basis. During the 1990s, fortunately for all
parties, Paris Club activity decreased considerably as most developing
countries improved their foreign debt situation.

The Paris Club has no charter, rules, firm membership, or legal status.
It is less an organization and more a process that debtor governments
follow when they are not able to meet their debt service payments. The
aim of the Paris Club is to establish general principles for debt restruc-
turing negotiations between creditor and debtor nations. Underlying all
rescheduling by the Paris Club are requirements that the debtor country
commit to policy and program reforms that will improve its ability to
repay foreign loans. The Paris Club works in co-operation with the In-
ternational Monetary Fund (IMF), the multilateral development banks,
and private lenders which reschedule their loans to the country through
the London Club, an ad hoc organization of commercial banks. The Paris
Club seeks to ensure that all ECA creditors are treated the same in its
countrywide reschedulings.

In the late 1990s, governments of the major industrialized countries
agreed to the Heavily Indebted Poor Countries Initiative (HIPC) provid-
ing that under certain circumstances a portion of the poor countries’
external debt to them could be forgiven. By the year 2000, this portion
stood at 80 percent. The World Bank and the IMF also agreed that some
poor countries’ debt owed to them could be forgiven. Among the con-
ditions demanded in exchange for debt forgiveness are undertakings by
the debtor to adhere to financial and economic reforms and the allocation
of increased domestic resources to social infrastructure, such as educa-
tion and health.
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Table 18.1
Berne Union Members’ Recoveries/Claims (in Percent)

Source: Berne Union.

The HIPC program is intended to share more widely the debt burdens
of the poor countries. The associated debt forgiveness is expected to im-
prove the economic prospects of the poor countries.2 In some instances,
ECAs have argued successfully that because their governments have ef-
fectively frustrated ECA collection efforts, the ECA should be reimbursed
by the government for its loss, even though the ECA is an agency of the
government. This serves to protect the financial viability of the ECA. By
the year 2000, ECA losses due to HIPC concerned only those agencies in
rich countries. However, if flows of concessional finance to poor coun-
tries continue to decline, ECAs in other countries that become industri-
alized may be called on to participate in debt forgiveness programs.

Actual experience of ECAs with commercial risks claims down
through the years has been quite good. Individual results vary, of course,
but the Export-Import Bank of the United States (Eximbank) has been
fairly typical in the incidence of commercial risk claims on its portfolio.
In a landmark study of its claims over a twenty-five-year period, Ex-
imbank found that commercial risk claims amounted to only about 1
percent of the insured value of exports. Of those claims, almost all were
paid by Eximbank, with subsequent recovery of about 10 percent of the
claims paid. In stark contrast, political risk claims (overwhelmingly due
to transfer risk or lack of foreign exchange) were extremely high during
the 1980s and only returned to reasonable levels in the early 1990s. How-
ever, Eximbank and other ECAs usually recover most transfer risk claims
over time, so that recoveries can be 90 percent or higher over time.

Experience of Berne Union (International Union of Credit and Invest-
ment Insurers) ECAs since 1998 on both commercial and political risks
reflects a drastic decline in claims and a significant increase in recoveries
(see Table 18.1).

The extraordinary increase in recoveries in 1997 and 1998 is unlikely
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to continue much into subsequent years. In fact, it is impossible for re-
coveries to exceed 100 percent of claims over a prolonged period since,
by definition, recoveries represent the recapture of amounts previously
paid as claims.

NOTES

1. Stephen D. Proctor, Maximizing Recovery of Commercial Debt Claims (Wash-
ington, DC: U.S. Eximbank, 1988), Annex A.

2. Albert Hamilton, FWA Quarterly Newsletter, December 1999 (Arlington, VA:
First Washington Associates, 1999), 5.
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Results of Operations

The two most important indexes of export credit agencies’ (ECAs) op-
erational success are the amount of exports they support and their fi-
nancial results (which determine their ability to continue to finance a
substantial volume of exports). The Berne Union (International Union of
Credit and Investment Insurers) members, which include some of the
world’s largest ECAs, have shown a general increase in the value of
exports they supported since 1990,1 but this increase has been less than
the rise in value of their nations’ total exports. As a consequence, exports
supported by Berne Union members have slowly changed from about
12 percent of their national exports in 1990–1991 to about 9 percent in
1999 (see Table 19.1)

At the same time that Berne Union members, particularly those in
Organization for Economic Co-operation and Development (OECD)
countries, financed a falling percentage of national exports, non-Berne
Union ECAs financed growing percentages of their nations’ exports. Cal-
culations by First Washington Associates (FWA) in 2000 indicated that
exports covered by all of the world’s ECAs (Berne Union and non-Berne
Union) amounted to about 12 percent of total global exports.

During the decade of the 1990s, while their export support was grow-
ing in dollar terms (but falling as a percent of national exports), Berne
Union members showed a complete turnaround in their financial results
(see Table 19.2). Between 1990 and 1995, aggregate net losses of the mem-
bers of the union declined from $7.2 billion to $0.5 billion. In 1996, for
the first time in a decade, the members showed an aggregate profit of
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Table 19.1
Exports Supported by Berne Union Members (US$ billion)

Source: Berne Union and International Monetary Fund (IMF).

Table 19.2
Net Annual Results of Berne Union Members (US$ billions)

Source: Berne Union.

about $0.5 billion. In 1997 and 1998, annual profits exceeded $5 billion,
and in 1999, profits were $3.0 billion. Berne Union officials attributed
this welcome development to higher premium levels, lower claims pay-
ments, and improved recovery experience.

As of the end of 1998, the Berne Union members as a group still had
a cumulative deficit from prior years, but twenty-two of the total of forty-
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four members had cumulative surpluses, and the trend was clearly in
the direction of more and more members joining those who were already
cumulatively profitable since inception of their operations. Non-Berne
Union members as a group have a more consistent record of surpluses—
reflecting the private sector ownership of many of them and the require-
ments for financial soundness imposed by their shareholders and/or
governments.2

NOTES

1. International Union of Credit and Investment Insurers, The Berne Union 1999
Yearbook (London, England: Berne Union, 1999), 164.

2. First Washington Associates, Special Report on International Competitiveness
(Arlington, VA: FWA, 1998), 163–167.
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Political Risk Evaluation

Expert credit agencies (ECAs) attempt to evaluate the probability that
political events will affect economic systems in ways that will impede
repayment of external obligations. For this purpose, ECAs have adopted
country risk evaluation systems that typically blend objective and sub-
jective analyses of individual aspects of risk and utilize various sources
of information to produce a single credit rating for each country. This
information is then incorporated into a country limitation schedule that
contains information about the ECA’s policy of coverage for all countries
in the world. The main political risks assumed by ECAs include the
following factors. Different countries present greater or lesser political
risks in each of these categories, depending on their background, history,
cultural factors, political system, and many other factors.

Commercial Risks of Public Buyers

1. Insolvency of the buyer (or guarantor)
2. Protracted default

Regular Political Risks

1. War risks—War, civil war, rebellion, revolution, insurrection, and civil
commotion
2. Government intervention—requisition, expropriation, confiscation, or in-
tervention into the business of the buyer or guarantor by a governmental
authority
3. Export embargo
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a. cancellation of export license
b. nonrenewal of export license
c. imposition of restrictions on the export, as they relate to the products,
service, or equipment and materials necessary to render the services, not
due to the fault of the buyer

4. Import imbargo
a. cancellation of import license or authority
b. imposition of any law, order, decree, regulation having force of law
or any other government action of like nature that prevents the import,
as they relate to the products, service, or equipment and materials nec-
essary to render the services, not due to the fault of the buyer

5. Conversion and transfer risks
a. inability to obtain foreign exchange in a lawful market and to effect
transfer to the exporter of local currency deposited in a local bank or
designated depository within ninety days of the due date, not due to
the fault of the buyer
b. Imposition of any law, order, decree or regulation having the force of
law which prevents the local currency deposit

Most European ECAs establish a maximum limit for outstanding
loans, guarantees, and insurance per country) at least for the most dif-
ficult markets. All private export credit insurers do so, based upon the
requirements of their reinsurers. For some ECAs in North America and
in many developing countries, there are no formal individual country
limits, but large transactions are handled on a case-by-case, in very risky
countries.

Different country risk analysis systems are used by different ECAs,
but most of them produce similar country ratings, which are further
harmonized by regular exchanges of information among the ECAs. ECAs
typically divide foreign markets into several categories for the purpose
of country risk evaluation. Five widely accepted definitions of individual
country risk ratings are explained here, along with some basic guidelines
for assigning those ratings.1

Rating A: Negligible risk. Countries with this rating have solid political
and social institutions, well-developed economies, and capital markets
that are integrated with, and central to, the world economy. Problems
facing these nations do not threaten political and economic stability. The
“A” countries are found largely among the Organization for Economic
Cooperation and Development (OECD) group of nations.

Rating B: Relatively little risk. Most of these nations possess well-
established political and social institutions and developed economies.
They, however, are somewhat more peripheral to global financial mar-
kets, more borrower than lender, and may incur persistent current ac-
count deficits. Debt burdens range from light to substantial but are easily
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manageable given diversified access to capital markets. Also included
are those developing countries with very favorable net external asset
positions and stable, though relatively less developed, political and eco-
nomic environments.

Rating C: Some risk. Countries with this rating present a high proba-
bility of uninterrupted debt servicing. They do not face any immediate
threat to orderly servicing of their external debt but possess some weak-
nesses that could lead to a deterioration in debt servicing capacity. Coun-
tries so rated tend to be relatively stable, developing nations with
workable political mechanisms. They are, however, likely to face prob-
lems with social integration, economic, and political development or pos-
sible external threats because of their geographic location. Debt service
burdens are relatively heavy, though managed without much difficulty.
Countries so rated should have the capacity to adjust reasonably well to
external shocks.

Rating D: Significant risk. External debt in these countries is expected
to be serviced, at least in the near future. Domestic resource mobilization
is likely to be limited, while ties to world financial markets are few and
tenuous. The external position is likely to be weak. The country may be
a substantial net borrower, face a large debt service burden relative to
repayment capacity, and possess a weak net international liquidity po-
sition. Political institutions may be weak to nonexistent, sociocultural
factors adverse, and the level of economic development limited. Depen-
dence on primary commodities is likely to be substantial. In some cases,
actual or potential political instability is present, limiting the govern-
ment’s ability to undertake effective policies. Many of these countries
have rescheduled their external debts at least once and face persistent
balance of payment problems and shortage of foreign exchange. Some
will need to reschedule additional maturities in the medium term, but
economic adjustment will have progressed sufficiently to envision the
nation returning to more normal status on world capital markets.

Off Cover: Cannot, or are unlikely to be able to, service their external obli-
gations as originally contracted. Ties to world financial markets are very
limited, and these countries face serious problems due to a lack of po-
litical integration, poor economic performance, heavy debt burdens,
and/or intense social conflict that are expected to prevent the normal
servicing of external liabilities. Some of these countries appear to func-
tion well on a day-to-day basis, but the underlying severity of their sit-
uation will generate the potential for serious challenges to the ruling elite
over time. Countries with this rating have deteriorated to the point
where the probability of anything more than token interest payments is
extremely low in the near future. These nations usually have significant
interest arrearages that adversely affect the accrual status of loans out-
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standing, have consistently failed to comply with International Monetary
Fund (IMF) or other adjustment programs, and show no definite pros-
pects for an early restoration of debt service.

In the late 1990s, the OECD developed a new country risk evaluation
system designed to harmonize the practices of ECAs in the industrial
countries. The new OECD country risk schedule contains seven, not five,
categories. Table 20.1 shows how one ECA categorized its foreign mar-
kets according to the OECD schedule in September 2000.

Country ratings do not tell the whole story of ECAs’ willingness to do
business in certain markets, particularly in the riskier countries and for
medium- and long-term transactions. ECAs often impose restrictions that
sharply limit the availability of their financial services.2 The Export-
Import Bank of the United States (Eximbank) makes an annual evalua-
tion of ECA’s real willingness to cover transactions for countries around
the world. For this purpose, Eximbank analyzes the policies of ECAs in
Germany, France, Canada, the United States, Japan, and Italy. In Exim-
bank’s own case, for example, they were off cover (i.e., would not cover
transactions) for about 15 percent of the world’s countries in 1999, had
significant restrictions on covering an additional 25 percent of the coun-
tries, and moderate restrictions on a further 15 percent. In only about 45
percent of the markets, the U.S. Eximbank was open to cover transactions
without restrictions,) despite the fact that they considered themselves to
be the most forthcoming of the ECAs studied (see Table 20.2).

Internal and external political situations are very important to ECAs
as they assess country risk. Wars, riots, revolutions, and civil unrest pro-
ceed from unstable political situations. Some objective data are available
to analyze these types of risks, such as numbers of border incidents,
bombings, terrorist killings, strikes, and violent demonstrations. How-
ever, most judgments about these types of risks are heavily subjective.
The political situation and the economic-financial position cannot be eas-
ily separated, as each affects the other.

One approach used by ECAs to determine the economic-financial po-
sition of countries is to define a number of indicators and assign a weight
to them. For example, Table 20.3 assigns equal weight to nine major
economic-financial indicators for each country. The indicators selected
are good ones for the purpose of determining the country’s ability to
repay foreign obligations in a timely fashion. Indicators 4–9 deal with
the country’s external balance of payments, and indicators 1–3 are re-
flective of internal economic policy and welfare, which are related to, or
can produce changes, which will ultimately affect the country’s debt
servicing capacity.

Another approach included in some ECA country risk evaluation sys-
tems is an analysis of relations with the International Monetary Fund



Table 20.1
Belgium’s Official Export Credit Agency: Short-term Country Risk Table

Notes: 1 � Lowest Political Risk, 7 � Highest Political Risk.

Source: Ducroire/Delcredere of Belgium.
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Table 20.2
Comparison of Medium- and Long-Term ECA Country Cover Policy

(IMF), World Bank (IBRD), and other international institutions. This can
be used to prepare the following risk categories:

A Not eligible for IBRD assistance because of advanced state
of economy

B In good position with IBRD/IMF but makes small use
because of good economy

C Eligible for IBRD/IMF programs; relatively frequent user

D Eligible for IBRD/IMF programs, particularly International
Development Association implementing agreed reform
measurers

E Ineligible to receive IBRD/IMF programs because of past
performance, unwillingness to commit to corrective
measures

Off Cover Difficulties in payment, unable to reach agreement with
IMF and lack of structural adjustment program; Bank has
suspended previously approved credits

A number of private services provide information about countries and
make evaluations of country risks.3 Many of these services’ findings are
utilized by the ECAs. The private services do extensive analyses of po-
litical, economic, financial, and commercial conditions in borrowing
countries. Most of them provide narrative descriptions of country con-
ditions, emphasizing what the service believes are the most important
factors to be weighed in determining country risk. In addition, in most
cases, the countries are rated and/or ranked as to relative risk. Profes-
sional country risk services are offered by Bank of America, Business
Environment Risk Intelligence, Control Risks Group, Frost & Sullivan,
International Country Risk Guide, Euromoney, Institutional Investor,
Economist Intelligence Unit, Political Risk Services, and S. J. Rundt &
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Table 20.3
Indicators of Economic-Financial Position

Notes: 1/Average of the last three years; 2/Consumer price index, average of the last three
years; 3/Last six months; 4/Expressed in percentage.

Associates. Moody’s and Standard & Poor provide some of the most
helpful analyses of the creditworthiness of foreign government entities,
which are frequently incorporated by the ECAs in their own evaluations
of country creditworthiness.

NOTES

1. These rating definitions are an amalgam of developing country ECA
sources.

2. United Nations Conference on Trade and Development, Trade and Develop-
ment Report, 1997 (Geneva, Switzerland: UNCTAD, 1997), 39–41.

3. Llewellyn D. Howell, The Handbook of Country and Political Risk Analysis, 2d
ed. East Syracuse, NY: The PRS Group, 1998), 3–10.
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Commercial Risk Evaluation

Export credit agencies (ECAs) use many different methods for evaluating
the commercial risks of transactions they cover. These risks are of two
types: (1) bankruptcy or insolvency and (2) delays in payment for other
reasons. For the minority of business that is medium to long term, most
ECAs will make a detailed analysis of financial projections including
income statements, funds flow forecasts, and balance sheets for the entire
period of the loan, backed by market evaluations, engineering studies,
and economic information. For the large majority of cases, which are
short term, however, ECAs generally rely on credit reports and other
information submitted by the exporter on the buyer’s creditworthiness
and reliability. A number of independent credit information services ex-
ist in both industrial and developing countries, which are utilized by the
ECAs.1 Also, ECAs frequently offer credit information to others on firms
that are located in their own countries. Some of the most important el-
ements addressed in ECAs’ commercial risk assessments are explained
here.2

1. What is the exporter’s prior experience with the buyer? The ECA’s own
files are first checked to determine what past experience the ECA has
had with the buyer. This is important to determine the total potential
exposure for the ECA, including the application under consideration.
Negative information and experience signal caution, and good experi-
ence helps to support granting of additional coverage. The underwriter
also checks to see that the information in the files is consistent with the
credit limit application under consideration.
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2. What is the exporters prior experience with the buyer? This is a very
important element in assessing a buyer. If the exporter has been suc-
cessfully trading with a buyer for some time and for amounts similar to
that requested in the credit limit application, this is a very strong indi-
cation that the buyer is likely to continue to pay the exporter. Good past
payment experience is probably the best indicator of future prompt pay-
ment. Also, in many cases, an exporter has a great deal of information
about a buyer and the buyer’s business, which could be useful in making
a decision on a credit limit. This information can be particularly useful
where there is difficulty in making a recommendation. The information
provided by the exporter is usually compared and weighed against the
information from other sources.

3. How long has the buyer been operating? The length of time a business
has been in operation is an important element in assessing the credit-
worthiness of a buyer. Certain presumptions are made regarding a com-
pany that has been in business for a number of years and has traded
effectively in that period of time. If there is no information to the con-
trary for experienced, long-established firms, the ECA normally pre-
sumes that the business has effective management, is likely to have an
acceptable record of payment of its creditors, and is in an industry suf-
ficiently stable to allow for viable business operations. When a company
has been recently established, greater care is exercised in credit assess-
ment, especially on such matters as adequate capitalization, and quality
and experience of management.

4. Are the buyer’s directors and senior managers experienced and successful?
Quality of management is a critical element to the success of a business,
particularly in industries and economies where there is open competition
requiring effective management for survival. Accordingly, ECA under-
writers focus on the identity of the managers and their experience. If
there is new, unproven management combined with adverse recent de-
velopments, caution is exercised in approving a credit limit.

5. Have any recent changes in management or ownership occurred? If so,
what is the impact? Where there have been recent major changes in senior
management, greater care is exercised by the ECA in making presump-
tions based on the previous trading history of the company. An attempt
is normally made to obtain information on the experience and track rec-
ord of the new management. Where there has been a recent change in
ownership, care is taken to ascertain whether there has been an adverse
change in the policy of the company, such as increased borrowing,
higher debt/equity ratio, extended payment terms from creditors, and
higher dividend payments.

6. Is the buyer diversified or reliant on one or two products? If reliant on one
or two products, where is the business cycle now? Many industries are subject
to business cycles that can cause high levels of bankruptcies, such as the
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building industry or trading in some types of commodities. The ECA
tries to keep in touch with the stage of the business cycle and the fortunes
of those engaged in the industry concerned.

7. Is there any significant history of overdue payment? This is a critical
element in underwriting short-term credit risk. If there is a history of
defaults and/or long delays in payment of debts, particularly trade
debts, cover is denied unless there is a justifiable reason for believing
that past behavior will not be a reliable guide to the future. Justifiable
reasons might be a change of ownership or management to persons with
a sound record of operating or managing organizations that honor their
commercial debts, or a substantial injection of funds into an organization
that has been operating with less than acceptable levels of working cap-
ital. Any company with a recent history of defaults or lengthy overdue
payments is normally denied approval. In some cases where there is an
established pattern of overdue payments without outright defaults, ap-
proval with a longer than usual period to pay claims may be considered
as an underwriting condition on approval. Little regard is usually given
to any claims by the exporter that a special relationship exists between
the exporter and the buyer, implying that payment of the debt to the
exporter would be favored over other debts.

8. Is working capital adequate? The adequacy of working capital is a
critical issue for underwriting short-term credit insurance. A company
may have a number of longer-term problems, such as a higher than ap-
propriate debt level or gradual decline in profitability. These will be of
major concern to an investor or long-term lender and will ultimately be
reflected in a shortfall of working capital. These matters are not as critical
to a short-term insurer as is adequacy of working capital. Working cap-
ital is defined as current assets minus current liabilities. Current assets
are cash, accounts receivables and stocks. Current liabilities are accounts
payable and debts maturing in the short term, that is, within a period
of twelve months. Working capital determines whether a company can
meet its immediate or current debts as they fall due. The adequacy of
working capital is determined by means of the current ratio, which is
current assets divided by current liabilities. Clearly a company with less
readily realizable assets than immediately payable debts cannot be an
acceptable credit risk unless there is evidence of external support by
shareholders, directors, or the buyer’s bank. What is a desirable ratio is
open to question. Generally speaking, a current ratio of 1.5 to 1 is re-
garded as healthy by ECAs. Underwriters, however, encounter buyers
with less acceptable ratios than this and may approve credit limits for
these buyers if the totality of information indicates that this is not a
serious problem. One useful guide is to have regard to the industry av-
erage if this information is available.

9. Is the buyer profitable? Since ECAs are normally concerned with prof-
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itability from the point of view of a short-term trade creditor, the most
important thing underwriters check is whether the buyer is profitable
and there is not a significant trend of declining profitability. Two rele-
vant indicators are return on sales (net profit after tax divided by net
sales) and return on assets (net profit after tax divided by total assets).
It is difficult to determine what is an acceptable level of profit from the
perspective of short-term credit risk. Regard is normally paid to the in-
dustry average, if available. It is not satisfactory if a company has been
making large recent losses unless the reason is clear and short-lived and
reserves are sufficient to allow continued trading. In cases where there
is declining profitability or actual losses being incurred, but the company
is considered good for a short-term transaction, credit approvals are
sometimes limited in time to allow an early review to take place.

10. Is net worth satisfactory? The net worth is the total assets of the
company minus the total liabilities. It represents the amount available to
shareholders of the company and the amount available to finance losses.
The bigger the proportion of net worth to total assets, the greater the
buffer against ultimate insolvency. However, before too much reliance
is placed on net worth, the quality of the assets and the ability of the
company to convert the assets into cash with which to pay short-term
creditors are examined. Credit limits are not approved based solely on
net worth when it appears that the company is in financial difficulties,
particularly if there is some doubt about the quality or liquidity of the
assets.

11. Is the buyer in an expansion, contraction, or steady phase? If the busi-
ness is rapidly expanding, certain elements of the company’s recent his-
tory are carefully checked. Overly rapid expansion can be dangerous if
the resources of the company are being pushed to the limit. The most
important element to be concerned with for an expanding company is
the position and trend of the working capital. Other elements that are
checked are profitability, debt service, and debt/equity relationships. A
company with a history of operating profitably and effectively at a
steady rate is clearly a good credit risk. If the business is contracting,
ECAs are concerned about the quality of management and the external
economic factors impinging upon the trading operations of the buyer,
such as deregulation increasing the level of competition in the buyer’s
industry or the stage of the business cycle of the buyer’s industry. To
determine the trend of a company, analysis of several years’ financial
statements is undertaken. This is done if the size of the business warrants
this approach and there are indications that such an analysis would yield
useful results.

12. Are borrowings within safe limits and appropriately structured? Has there
been any change in the debt profile of the business? This can be determined
by looking at the buyer’s debt/equity ratio (total debt divided by share-
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holders equity). To determine the significance of the debt/equity ratio,
it may be necessary to refer to the industry average. Some industries
such as banks and financial institutions have apparently high debt/eq-
uity ratios, but this is due to the nature of the business. There is a general
principle that for a manufacturing or trading company, it is appropriate
to have a debt/equity ratio of not more than 2:1. If this rule were strictly
applied, the practical necessity of approving credit limits would be over-
looked. If the debt/equity ratio is higher than the industry average, other
important factors such as levels of working capital and the debt servicing
record are normally scrutinized. Debt that is appropriately structured
allows for debt servicing at times best suited to the debtor’s cash flows
and within affordable limits. ECA underwriters frequently encounter sit-
uations where the buyer is dependent on short-term overdraft facilities
for survival, whereas the appropriate structure would be long-term debt.
The buyers in these situations can be entirely dependent on the bank’s
goodwill in rolling over short-term facilities. In these cases, the ECA
must exercise extra discretion and judgment. Many companies trade con-
tinuously on these terms, and it would not be realistic to refuse a credit
limit based solely on this fact. In cases where this situation exists and
there appear to be deteriorating financial circumstances, the ECA may
require that the buyer provide written indications of continued support
from the bank, before deciding on a recommendation. A recent change
from medium-term amortized debt to short-term securities or a sudden
increase in loans to or by directors or shareholders are examples of sit-
uations that may need to be explained before a credit limit is recom-
mended for approval.

13. Are there any negative elements such as disputes, court proceedings or
political events adversely affecting the buyer or the buyer’s markets? This item
reminds underwriters to be conscious of events or circumstances that
might have an impact on the buyer’s ability to pay. Disputes, court pro-
ceedings, or government actions seriously impacting the borrower are
almost always investigated thoroughly by the ECA to determine whether
they pose a threat to payment of trade-related indebtedness.

14. Is the quality of the credit report high and does it recommend a transaction
of this size and payment terms? The underwriter tries to ascertain whether
the quality of the information in the report is high or is largely a record
of unsubstantiated assertions by the buyer’s owners or managers. The
quality of the report depends to some extent on the source of the infor-
mation, particularly if there is good quality independent verification of
the buyer’s payment record. There should be good reasons, clearly ex-
plained, for going against a negative recommendation in a credit report.
However, when the quality of the report is low and other information
is available, a recommendation, particularly a positive one, may be dis-
regarded.
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15. What is the quality of the exporter? The quality of the exporter can
be as important as the quality of the buyer. Most ECAs check carefully
to ensure that the exporter is experienced in exporting and knows the
buyers personally. ECAs also investigate the quality of the exporter’s
credit controls and systems and its record of collecting export receiva-
bles. If the exporter is obviously of high quality, a great deal of weight
is normally attached to the exporter’s opinions on the buyers. Good ex-
porters are also usually rewarded by being given a discretionary or del-
egated authority to make their own commercial risk judgments within
limits established by the ECA.

The long term success of an export credit agency is dependent upon
its skill in assessing both political and commercial risks, understanding
the probabilities of repayment on individual transactions and the overall
book of business, and charging appropriate fees to cover all costs and
make a reasonable profit over time.

NOTES

1. World Trade Consultants, The Exporter Magazine, First Washington Asso-
ciates, Foreign Sources of Credit Information: A Global Guide (New York: Trade Data
Reports, 1989).

2. First Washington Associates, Export Credit Insurance Procedures Manual (Ar-
lington, VA: FWA, 1989).
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Premiums and Reserves

Premiums and reserves are closely related topics for export credit agen-
cies (ECAs) because the overall level of premiums must be sufficient to
cover related operational costs, including setting aside reserves that are
sufficient to pay related claims. Most new ECAs depend upon the ex-
perience of their counterparts as a guide to the initial levels of premiums
and reserves they should establish. Then, as they gain experience, ECAs
adjust premiums and reserves to achieve long-term goals of maintaining
the real value of the capital base.

PREMIUM COMPONENTS

In order to achieve the objective of self-sufficiency and full cost recov-
ery, premiums are designed to cover commissions, net political risks
losses, net commercial risk losses, administrative expenses, and a profit
margin for the ECA (see Figure 22.1). A number of factors influence the
premiums charged by ECAs for export credit insurance.1 The main ones
are discussed here.

Pricing Philosophy. Although this term can mean several things, here it
is taken to mean whether or not an export credit insurance system is
based on the principle of self sufficiency. Most agencies are, but some-
times with a division between those transactions that should theoretically
pay for themselves and those transactions that are for a “national ac-
count.”

Whole Turnover or Spread-of-Risk Requirements. Many countries offer
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Figure 22.1
The Basic Fee Model

short-term insurance with the provision that the insured offer whole
turnover or a reasonable spread-of-risk for coverage. This implies that
the fees charged will be lower than if the transactions were individually
selected for coverage.

Breadth and Scope of the Agency’s Total Exposure. The requirement of self-
sufficiency can imply much higher fees for those agencies that have most
of their risks concentrated in one or two markets or products. The im-
plication is that it is much easier for Japan’s Export Insurance Division
(EID) to break even from year to year with fees set at a reasonable level
than it is for the Export-Import Bank of the United States (U.S. Exim-
bank), simply by virtue of the fact that Eximbank insures approximately
3 percent of U.S. exports whereas EID insures over 30 percent of Japan’s
exports. This is especially true since the U.S. Eximbank’s exposure is
highly concentrated in one area—Latin America.

Retention of Risk, Deductibles, Discounts. The amount of the commercial
and political risk that must be retained by the exporter (and/or bank)
has a very important impact on the appropriate level of fees. An exporter
would probably pay a lot more for 90 percent coverage of commercial
risks, as is offered by the U.S. Eximbank, than it would for 60 percent
coverage, which is often offered by Japan’s EID. Similarly, the impact of
deductible requirements or options, heavy discounting of base rates, and
other similar items all have an important bearing on fee levels.

Application Fee, Underwriting Fee. Some agencies, such as Hermes of
Germany, ECGD of the United Kingdom, U.S. Eximbank, and SACE of
Italy charge fees additional to the basic premium charge.

Risks Covered. Fees will vary with the type of risks that are covered,
such as pre-shipment, post-shipment or combined; or political, com-
mercial, or combined. Furthermore, each agency may define its risks
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Table 22.1
Berne Union Members, 1998: Export Credit Insurance and Guarantees
Premium Income As Percentage of Exports Covered

Source: Annual Reports.

differently. For instance, until recently, Hermes did not cover protracted
default for many transactions.

Other Criteria. Additional criteria frequently used by ECAs in deter-
mining specific fees include the credit term (tenor) involved, the country
of the buyer, the buyer’s financial status, the type of product to be ex-
ported, the existence of foreign competition, the existence of a guarantee
from a sovereign or financial institution, experience with the exporter,
and type of trade documentation utilized.

Bearing in mind the numerous factors affecting premium levels, the
average premium rates for all business covered by Berne Union (Inter-
national Union of Credit and Investment Insurers) members are shown
in Table 22.1.

RISK MANAGEMENT AND THE ROLE OF FEES

It is important to remember that ECAs use fees mainly as a tool for
controlling profitability and not as a tool for managing risk. The level
and structure of fees depends on program objectives, the market to be
serviced, and the level and differentiation of risks within that market.
Despite the fact that fees should be set in accordance with the desired
level of profitability, they also can be lowered to meet competition or to
increase program demand.
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An ECA may be thought of as originally having a large potential mar-
ket demand for its services. This market is then reduced in accordance
with program objectives and requirements. For instance, the potential
market will be reduced by filtering out applications for the most risky
transactions as undesirable for cover, as well as by considering limits on
risk concentration (in certain countries, industries). It is at this point that
fees should be set that will determine the level of profitability for the
program.

An ECA’s risk reduction system should attempt to narrow the poten-
tial book of business to those transactions with “reasonable assurance of
repayment.” The underlying philosophy is that risks should be stan-
dardized by underwriting criteria over broad categories in order to allow
standard fees, which are differentiated only by broad categories. Al-
though fees could be levied case by case on transactions that do not
conform to underwriting standards, this would be administratively ex-
pensive and would lend itself to greater subjectivity.

The risk reduction system should consist of several tools, including
use of a Country Limitation Schedule (CLS). The CLS can screen out
unacceptable risk by turning away applications to risky markets entirely,
or by severely limiting the credit terms that will be acceptable, such as
requiring that transactions have specific guarantors or be conducted un-
der letters of credit. A second risk reduction tool is the requirement that
a certain portion of the risk be retained by the exporter for its own ac-
count. Exporter retention of 10 percent of the commercial risk of a trans-
action is standard. The requirement of greater risk retention should cause
applicants to be wary about what transactions they submit for coverage,
since they will have to share more heavily in any resulting loss. A third
risk reduction tool is credit underwriting, by which the loan officer de-
termines whether a transaction is creditworthy according to standard
criteria. The loan officer may require additional special conditions, se-
curities, or guarantees before determining that “reasonable assurance of
repayment” exists.

Given the potential book of business that results after the riskiest trans-
actions have been screened out by underwriting and other risk reduction
tools, the fees selected will help determine what the actual book of busi-
ness will be. Lower levels of fees will result in more applications for
insurance and an overall better book of business as far as risks go. This
is because the lower fees make it worthwhile for applicants to insure
their less risky business as well as more risky business. On the other
hand, a higher level of fees will limit the amount of business to a smaller
volume of just the riskier business.

If the risks being covered vary greatly, from very risky to almost no
risk, then a fee system that does not differentiate between the risk will
probably suffer from the insurance problem of “moral hazard.” This is
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the situation where less risky transactions are forced to subsidize more
risky transactions. Exporters may respond by seeking no insurance for
their least risky transactions. This will cause the additional low risk
transactions to leave the pool and the remaining pool will require higher
fees again to break even. This process will repeat itself until (or unless)
the least risky transactions find subsidizing the highly risky transactions
preferable to the alternative, which may be no insurance. On the other
hand, if fees are adequately differentiated, there is no reason why the
size of the book of business being serviced cannot be increased or de-
creased (within limits) and some reasonable level of profitability main-
tained.

RESERVES

Most ECAs are required to reserve amounts estimated to be sufficient
to cover all claims and nonpayments on loans. This is often done by
allocating a specific percentage of gross income or net income to statu-
tory reserves, supplemented by case reserves for individual transactions
that are deemed likely to result in a claim or nonpayment in the near
future. These provisions for reserves are treated like an expense on the
income statement. For those ECAs whose incomes are taxable, the effect
of reserving is to reduce taxes payable on current earnings.

Many analysts claim that ECAs cannot use actuarial methods to esti-
mate probability of nonpayment. They believe that statistics on past per-
formance are no guide to future loan problems and claims. In their
opinion, reserving must remain essentially arbitrary—dependent upon
fixed formulas—plus case reserves for reported problems and incurred
but not yet reported difficulties known to the ECA.

In the early 1990s, the U.S. Eximbank and a few other ECAs adopted
a new method of assessing risks and establishing reserves, called the
“market yield” approach.2 This is based upon the risk evaluation of for-
eign countries done by private capital markets. Eximbank looks specifi-
cally at the yields on different sovereign country bonds and how
Moody’s and Standard & Poor (S&P) rate those bonds. The difference in
yields serves as an estimate of the differing probabilities of non-payment.
Eximbank’s first eight country categories corresponded in a real sense to
Moody’s and S&P’s categories as shown in Table 22.2. Eximbank’s cat-
egories 9, 10, and 11 had no counterpart in Moody’s and S&P because
they were very risky markets where international bond issues are not
usually possible.

Eximbank’s estimate of losses (and the amount they reserved) was
based upon risk yields in the private capital markets for the first eight
categories and Eximbank’s own estimates of higher losses in the last
three categories based upon their actual experience as shown in Table
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Table 22.2
Comparison of Country Ratings of Moody’s, S&P, and U.S. Eximbank

22.3. Risk levels 1–3 correspond to some other ECAs’ “A” market rating.
Risk levels 4–6 compare to a “B” market. Risk levels 7 and 8 correspond
to “C” markets, and 9 and 10 match “D” markets. Risk level 11 is equiv-
alent to “off-cover.”

It is worth noting that ECAs can usually charge a premium that will
meet related claims for “A” and “B” markets. This gets more difficult
for “C” markets and close to impossible for “D” markets since most
exporters and banks are unwilling to pay a risk premium much over 5
percent per annum. As a result, premiums lower than the amounts in-
dicated on Table 22.3 may be charged for the riskier markets and what
happens, in effect, is that the less risky business pays for the more risky
business.
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Table 22.3
U.S. Eximbank Estimate of Losses by Country Risk Level

NOTES

1. Many of these premium-setting concepts are embodied in internal staff pa-
pers of the U.S. Eximbank.

2. Daniel Bond, Country Risk Analysis at Ex-Im Bank and the Interagency Country
Risk Assessment (ICRAS) Process (Washington, DC: U.S. Eximbank, 1992), 12–17.
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Investment Insurance

In addition to export financing assistance, a number of export credit
agencies (ECAs) offer insurance covering political risks affecting foreign
direct investments. In the 1990s, the major participants in the investment
insurance market were twenty-one official ECAs, and the Multilateral
Investment Guarantee Agency (MIGA). Most of the official ECAs offer-
ing investment insurance were members of the Berne Union (Interna-
tional Union of Export Credit and Investment Insurers). All of these
official agencies established their investment insurance programs in the
1960s and 1970s, with the exception of the Overseas Private Investment
Corporation (OPIC) in the United States, which was established in 1948,
and Instituto per i Servizi Assicurativi e il Credito all’ Esportazione
(SACE) in Italy, which was set up in 1980. MIGA was set up in 1988 but
did not begin active operations until 1990. Although the official pro-
grams have been in operation for over ten years, a number of them have
very limited activity.

Investment insurance activity of Berne Union members rose substan-
tially from 1985 to 1996, peaking at $15 billion in the latter year. In 1997,
however, investment insurance activity fell dramaticaly with the onset
of the Asian financial crisis and the resultant setback in foreign direct
investment1 (see Table 23.1). In addition to the official ECAs, investment
insurance is offered by a number of private companies. These companies
are located in the United States, United Kingdom, France, Sweden, and
other countries. There are also a number of Lloyds of London syndicates
offering investment insurance. The major underwriting and reinsurance
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Table 23.1
Investment Insurance Approval of Berne Union Members (US$ billion)

Source: Berne Union.

activity occurs in London. Most of the companies that are not based in
London have offices or representatives there. The private underwriters
of political risk insurance actively compete with one another but also co-
operate to insure joint transactions, with one usually being the lead un-
derwriter that arranges the coverage. This co-operation is necessary to
spread risk and create enough capacity to handle the insurance of large
projects.

The latest significant entrant to investment insurance, and now its
most active offeror, is MIGA, a subsidiary of the World Bank. MIGA will
only insure investments in developing countries which are shareholders
of MIGA. Among other requirements, MIGA will not conclude any con-
tract of guarantee before the host country has approved the issuance of
the guarantee by MIGA. The premium rates charged by MIGA and se-
lected ECAs for investment insurance vary widely as shown in Table
23.2. The factors examined by MIGA and national ECAs prior to ap-
proving individual investment insurance applications also show consid-
erable variation, which is shown in Table 23.3.

MIGA requires more information from its clients and does consider-
ably more analysis, than the national ECAs.2 OPIC, TREUARBEIT, and
EFIC are required to look at environmental impact, but others examine
this aspect in a cursory way. Among the ECAs, only TREUARBEIT does
a legal protection assessment. Virtually no one but MIGA does an eco-
nomic cost/benefit assessment.

The financial results of overseas investment insurance have been ex-
cellent. The two largest official insurers (MIGA and OPIC) have recorded
substantial cumulative profits since inception. In fact, at the end of ten
years of activity in December 1999, MIGA, the largest insurer of all, had
reportedly received only one claim on its entire investment insurance
portfolio. Senior officers of MIGA, scarcely believing the results, have
joked from time to time about how they hope to receive a few solid
claims so that they can pay them promptly and thus underscore the
value and importance of the investment insurance product.



Table 23.2
Premium Rates Charged by MIGA and Selected ECAs
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Table 23.3
Factors Examined by MIGA and National ECAs

Note: *In addition, OPIC does a “Development Impact Profile, a “U.S. Effects Assessment,”
and a “Human Rights” Study.

NOTES

1. International Union of Credit and Investment Insurers, The Berne Union 1999
Yearbook (London,: Berne Union, 1999), 163.

2. First Washington Associates, Study of Foreign Direct Investment Trends and
Political Risk Investment Insurance Activity (Arlington, VA: FWA, 1991), 129.
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The Future for ECAs

A number of trends have recently emerged at export credit agencies
(ECAs) that will strongly affect the development of international com-
merce. For example, the number of ECAs continues to grow rapidly, and
their support of national exports is increasing outside the Organization
for Economic Cooperation and Development (OECD). The trend toward
establishment of new ECAs is expected to continue in the foreseeable
future, with much activity in East European, Central Asian, and African
countries that do not yet have ECAs. In industrial countries, new private
sector ECAs will be established to take advantage of expanding market
possibilities.

There is also a strong trend toward growth and consolidation of the
largest private ECAs of Western Europe, which are participating in new
companies, alliances, joint ventures, and other types of association within
Europe and with other parts of the world. The distinctive nature of these
ventures is the ability to take advantage of streamlined procedures, econ-
omies of scale, and ability to support exports without regard to national
content requirements. In Western Europe, a growing amount of trade
supported by ECAs has been within and between European Union (EU)
members. Exports and imports with Central and Eastern Europe and
Central Asia are also growing steadily. There is an increasing interde-
pendence among the ECAs of Western Europe and harmonization of
their practices.

In Central and Eastern Europe, countries such as Albania, Croatia, and
Bosnia-Herzegovina are studying a variety of ECA options, and although
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they have not yet established full-service agencies, they will probably do
so in the near future. In the former Soviet Union, Kazakstan and Ukraine
are converting other types of banks into official ECAs while in Russia
the Export and Import Bank may be reoriented to serve as an active trade
finance institution.

In Mexico and Canada, ECAs are increasingly supporting regional
trade. Political problems in the United States have limited the programs
of Export-Import Bank of the United States (Eximbank), but there is
growing private sector involvement in export credits, guarantees, and
insurance as these become increasingly “domestic” in character in the
North American market. In fact, all three countries of North America
have private export credit insurers that are expected to increase greatly
their share of business underwritten.

In Latin America and the Caribbean, smaller countries of the region
are starting to establish official ECAs. This is happening in places such
as Costa Rica and Curacao. ECAs in larger countries are being reorgan-
ized and improved with new institutions under study or being imple-
mented. This is the case in Argentina, Brazil, and Venezuela. Latin
American export trade is becoming increasingly interdependent but re-
mains oriented heavily toward North America and Europe. ECAs in the
region are challenged to undertake new programs and policies that will
restore dynamism to exports and maximize the private sector contribu-
tion.

In Africa, there is a growing movement to establish national ECAs.
The larger trading countries, such as South Africa, Egypt, Morocco, Ni-
geria, and Zimbabwe already have ECAs. Other countries—encouraged
by the African Development Bank (AFDB), regional organizations, and
bilateral aid agencies—are considering the establishment of new or ex-
panded export credit, guarantee, and insurance organizations. African
exports have been essentially stagnant for the last decade, declining as
a percentage of world trade, and ECAs are viewed as an important mech-
anism for reversing this trend.

The ECA situation in Asia reflects the greatest variety of all. This re-
gion continues to show substantial growth in exports, due at least par-
tially to official support for export financing. In Japan, it is expected that
exporters will continue to make heavy use of export credit insurance as
pressures build to increase exports to combat domestic recession. In Ko-
rea and Taiwan, reorganizations of ECA responsibilities should be sup-
portive of new growth in exports. The new Export-Import Bank of China
should provide increased dynamism to the exports of that country.

In South Asia, India’s sophisticated ECA system, particularly its
export-import bank, is supporting a growing level of trade. In the Middle
East, Turkey’s export-import bank is moving aggressively to maximize
trade with the former Soviet Union. Jordan established export guarantee
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and insurance programs in the late 1990s, and other countries in the
region are expected to follow suit.

In addition to regional trends in ECA operations, there is a growing
move to shorten payment terms on OECD agencies’ extensions of export
credit and a trend to lengthen payment terms from developing country
ECAs. However, it is important to remember that virtually every export
credit agency in the world still has a preponderance of short-term credit
in its portfolio, reflecting the fact that agricultural goods, raw materials,
spare parts, components, and consumer goods, represent a large majority
of the items that are traded internationally.

At the regional development banks, significant changes are underway
that strongly affect ECAs. The new Export-Import Bank of Africa is mov-
ing deliberately to support intra- and extra-regional trade. The Eastern
and Southern African Trade and Development Bank (PTA Bank) also
offers export finance programs for its members in eastern and central
Africa. The Latin American Bank for Exports (BLADEX) remains active
throughout Latin America and the Caribbean. The Islamic Development
Bank continues its rediscount operations for short-, medium- and long-
term exports, and the new Export Credit and Investment Insurance
Corporation is increasingly active in the Middle East, Africa, and Asia.
The Arab Trade Finance Program restructured its discount programs in
the late 1990s and hopes to expand substantially its activity in coming
years. The European Bank for Reconstruction and Development offers
support for trade finance mechanisms in member countries, but as of
2000, relatively few nations were participants. In the 1990s, the Asian
Development Bank approved a $1 billion trade support facility to be
administered by the Export-Import Bank of Thailand, but further sub-
stantial assistance to ECAs has not yet been forthcoming. The latest mul-
tilateral development bank is the Black Sea Trade and Investment Bank,
established in 1999, which has announced that trade finance will be one
of its major activities.

At the World Bank, several interesting trends are developing. The
Latin American and Caribbean divisions have sharply limited support
for ECAs, but the divisions handling Central and Eastern Europe, the
former Soviet Union, and Africa are providing growing assistance for
ECA operations. In Asia, no clear trend has developed, although in late
1999, it was reported that the World Bank was considering substantial
new loans to strengthen regional exports, involving several national
ECAs.

It is important to note that there is growing pressure to revise export
credit payment terms in the OECD arrangement, primarily to accom-
modate the needs of developing countries for longer repayment periods
on major procurement in areas such as municipal infrastructure and en-
vironmental development projects. A perceived need to offer longer ma-
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turities for projects that are co-financed with the World Bank and others
is leading to re-examination of existing term limitations.

As mentioned elsewhere, the use of tied aid or mixed credit by in-
dustrial country ECAs has shown a dramatic fall-off in recent years. This
is because OECD governments have become increasingly determined to
reduce or eliminate subsidies for export credits. Future OECD arrange-
ments are expected to reduce further the use of tied aid.

As a result of new World Trade Organization agreements and rapidly
changing trade arrangements, the ECAs of the world have been called
upon to support new products in new markets, as well as an increasing
volume of traditional exports to familiar destinations. E-commerce and
other technological innovations have posed serious operational chal-
lenges. The successful marshaling of financial resources and intelligent
management of associated risks by the ECAs has done much to deter-
mine the course of global economic growth and development in recent
years and ECAs’ examples of how to finance trade will continue to be
widely followed by commercial banks, exporters, and investors.



Appendix A: World’s Export Credit,
Guarantee, and Insurance Agencies

ARGENTINA Banco de Inversion y Comercio Exterior (BICE)
Compañia Argentina de Seguros de Crédito a la
Exportacion (CASCE)

AUSTRALIA Export Finance & Insurance Corporation (EFIC)
QBE Trade Indemnity Ltd.

AUSTRIA Oesterreichische Kontrollbank Aktiengesellschaft (OKB)
Oesterreichische Kreditversicherungs Aktiengesellschaft
(OKV)
Prisma Kreditversicherungs Aktiengesellschaft (PRISMA)

BANGLADESH Sadharan Bima Corporation Export Credit Guarantee
Department (ECGD)
Central Bank of Bangladesh

BARBADOS Export Credit Insurance & Guarantee Department of
Central Bank

BELGIUM EULER-COBAC Belguim
Creditexport
Institut de Reescompte et de Garantie (IRG)
Gerling NAMUR
Office National du Ducroire (OND)

BRAZIL Banco Nacional de Desenvolvimento Economico e Social
(BNDES)
Export Financing Programme (PROEX)
Instituto de Reasseguros do Brasil (IRB)

BULGARIA Bulgarian Export Insurance Agency (BAEZ)
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CAMEROON Fonds d’Aide et de Garantie des Credits aux Petites et
Moyennes Enterprises (FOGAPE)

CANADA Export Development Corporation (EDC)
CHILE Compania de Seguros de Credito Continental
CHINA Export-Import Bank of China

Peoples Insurance Company of China (PICC)
COLOMBIA Segurexpo de Colombia, Aseguradora del Comercio

Exterior
Banco Colombiano de Exportaciones (BANCOLDEX)
Fondo Nacional de Garantias (FNG)

COSTA RICA Fundación Para el Desarrollo Sostenible de la Pequeña y
Mediana Empresa (FUNDES)

COTE D’IVOIRE La Protection Ivoirienne
CROATIA Croatian Bank for Reconstruction and Development

(HBOR)
CUBA Esicuba
CYPRUS Export Credit Insurance Service (ECIS)
CZECH
REPUBLIC

Ceskoslovenská Obschodni Banka (CSOB)
The Export Guarantee & Insurance Corporation (EGAP)
Czech Export Bank

DENMARK EKR Kreditforsikring
Eksportkreditfonden (EKF)
Danish Export Finance Corporation

ECUADOR Corporacion Financiera Nacional Fondo de Promoción de
Exportaciones (FOPEX)

EGYPT Export Development Bank of Egypt
Export Credit Guarantee Company of Egypt

ESTONIA Estonian Export Credit State Fund
FINLAND Finnish Guarantee Board (FGB)

Fide
Leonia Corporate Bank
Pohjola Non-Life Insurance Co. Ltd. (POHJOLA)

FRANCE Compagnie Francaise d’Assurance pour le Commerce
Exterieur (COFACE)
Natexis Banque
EULER-SFAC
Unistrat Assurances

GERMANY Allgemeine Kreditversicherung Aktiengesellschaft
AKA Ausführkredit-Gesellschaft (AKA)
C & L Deutsche Revision Aktiengesellschaft
Wirtschaftsprufungsgesellschaft (C & L)
AKA Gerling Speziale Kreditversicherungs (GERLING)
Hermes Kreditversicherungs (HERMES)
Kreditanstalt für Wiederaubau (KFW)
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GREECE The Ethniki-Hellenic General Insurance Co.
Export Credit Insurance Organization (ECIO)

HONG KONG Export Credit Insurance Corporation (HKEC)

HUNGARY Hungarian Export Import Bank (EXIMBANK)
Hungarian Export Credit Insurance (MEHIB)

ICELAND Utflutnings Lanajordur Islands

INDIA Export Credit Guarantee Corporation of India (ECGC)
Export-Import Bank of India (I-EXIMBANK)

INDONESIA Asuransi Ekspor Indonesia (ASEI)

IRAN Export Development Bank of Iran (EDBI)
Export Guarantee Fund of Iran (EGFI)

IRELAND Church & General Corporate Insurance (ALLIANZ)
Department of Enterprise, Trade and Employment
The Insurance Corporation of Ireland (ICI)
Clal Credit Insurance Ltd.

ISRAEL Israel Foreign Trade Risks Insurance Corporation (IFTRIC)

ITALY Instituto Assicurativi e il Credito all’Esportazione (SACE)
EULER-SIAC Societa Italiana Assicurazione Crediti
Mediocredito Centrale
Societa Italiana Cauzioni (SIC)

JAMAICA National Export Import Bank of Jamaica (JAMAICA
EXIMBANK)

JAPAN Export Import Bank of Japan (JEXIM)
Ministry of Int’l Trade & Industry (EID-MITI)

JORDAN Jordan Loan Guarantee Corporation (JLGC)
Export & Finance Bank (EFB)

KAZAKHSTAN Export-Import Bank of the Rep. of Kazakhstan
(EXIMBANK KAZAKHSTAN)

KENYA Central Bank of Kenya

LATVIA JSC Latvian Export Credit (LEC)

LESOTHO Central Bank of Lesotho

LIBERIA Liberian Bank of Development and Investment (LBDI)

LITHUANIA Lietuvas Eksporto ir Importo Draudimas

LUXEMBOURG Office du Ducroire (ODL)

MALAYSIA Malaysia Export Credit Insurance (MECIB)
Export Import Bank of Malaysia (EXIMBANK)
Bank Negara Malaysia

MALTA Malta Export Credit Insurance (MECI)

MAURITIUS Development Bank of Mauritius (DBM)
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MEXICO Aseguradora de Creditos y Garantias
Banco Mexicano de Comercio Exterior (BANCOMEXT)
Compania Mexicana de Seguros de Credito (COMESEC)

NEPAL Nepal Rastra Bank

NETHERLANDS Nederlandsche Creditverzekering Maatschappij (NCM)

NEW ZEALAND EXGO

NIGERIA Nigerian Export-Import Bank (NEXIM)

NORWAY Eksportfinans
Garanti Instituttet for Eksportkreditt (GIEK)
Gerling Nordic Kredittforsikring

OMAN Export Guarantee and Finance Unit (EGFU)

PAKISTAN State Bank of Pakistan
Pakistan Insurance Corporation

PERU Corporación Financiera de Desarrollo (COFIDE)

PHILIPPINES Bangko Sentral Ng Pilipinas (BSP)
Philippine Trade and Investment Development
Corporation (TIDCORP)

POLAND Export Credit Insurance Corporation (KUKE)
WARTA Insurance & Reinsurance Company Ltd.
(WARTA)

PORTUGAL Companhia de Seguro de Créditos (COSEC)

ROMANIA Eximbank of Romania

RUSSIAN
FEDERATION

Export-Import Bank of the Russian Federation
(EXIMBANK OF RUSSIA)

SENEGAL Agence Senegalaise d’assurance pour le Commerce
Exterieur (ASACE)

SINGAPORE ECICS Credit Insurance
Monetary Authority of Singapore (MAS)

SLOVAKIA Export Credit Insurance Corporation (SPE)
Export Import Bank of the Slovak Republic (EXIMBANK)

SLOVENIA Slovene Export Corporation (SEC)

SOUTH AFRICA Credit Guarantee Insurance Corporation of Africa (CGIC)

SOUTH KOREA Export Import Bank of Korea (KEXIMBANK)
Korea Export Insurance Corporation (KEIC)

SPAIN Compañia Española de Seguros de Crédito a la
Exportación (CESCE)
Compania Espanola de Seguros y Reaseguros de Credito y
Caucion (CESCC)
Instituto de Credito Oficial (ICO)
Mapfre Caucion y Credito Cia. Internacional de Seguros y
Reaseguros (MAPFRE)
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SRI LANKA Sri Lanka Export Credit Insurance Corporation (SLECIC)

SWAZILAND Central Bank of Swaziland Export Credit Guarantee
Scheme (ECGS)

SWEDEN Exportkreditnämnden (EKN)
Svensk Export Kredit (SEK)

SWITZERLAND Federal
Eidgenossische Versicherung Aktien Gesellschaft
Export Risk Guarantee Agency (ERG)

TAIWAN The Export-Import Bank of Republic of China (T-
EXIMBANK)

THAILAND Export Import Bank of Thailand

TRINIDAD &
TOBAGO

Export Import Bank of Trinidad & Tobago (EXIMBANK)

TURKEY Export Credit Bank of Turkey (TURK EXIMBANK)

UGANDA Central Bank of Uganda

UKRAINE Export-Import Bank of Ukraine

UNITED
KINGDOM

Export Credits Guarantee Department (ECGD)
EULER Trade Indemnity Plc.

UNITED STATES Export-Import Bank of the United States (US EXIMBANK)
Overseas Private Investment Corporation (OPIC)
FCIA Management Company (FCIA)
American International Group (AIG)
Fidelity & Deposit Co. of Maryland (F&D)
Maryland-Netherlands Exporters Insurance Company
EULER American Credit Indemnity (ACI)
CNA Credit

URUGUAY Banco de Seguros del Estado
Banco Central de Uruguay

UZBEKISTAN Uzbekinvest National Export Import Insurance Company
(UNIC)

VENEZUELA La Mundial Venezolana de Seguros de Crédito
Fondo de Financiamiento a las Exportaciones (FINEXPO)
Export Import Bank of Venezuela

ZAMBIA Zambia Export and Import Bank (ZEXIM)

ZIMBABWE Credit Insurance Zimbabwe (CREDSURE)
Reserve Bank of Zimbabwe (RBZ)

MULTILATERAL EXPORT CREDIT AGENCIES

African Export-Import Bank (AFREXIMBANK)

Arab Trade Finance Program (ATFP)

Banco Latino-Americano de Exportaciones (BLADEX)
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Black Sea Trade and Development Bank

Central American Bank for Economic Integration (CABEI)

Corporacion Andina de Fomento (CAF)

Inter Arab Investment Guarantee Corporation (IAIGC)

Islamic Corporation for the Insurance of Investment & Export Credit (ICIEC)

Islamic Development Bank (IsDB)

Inter-American Development Bank (IADB)

Multilateral Investment Guarantee Agency (MIGA)

Organization of Eastern Caribbean States (OECS)

PTA Bank



Appendix B: Arrangement on
Guidelines for Officially Supported

Export Credits

CHAPTER I: SCOPE OF THE ARRANGEMENT

1. Participation

a. The Participants to the Arrangement are: Australia, Canada, the European
Community (which includes the following countries: Austria, Belgium, Denmark,
Finland, France, Germany, Greece, Ireland, Italy, Luxembourg, the Netherlands,
Portugal, Spain, Sweden, and the United Kingdom) Japan, Korea, New Zealand,
Norway, Switzerland and the United States.

b. The Participants agree to respect and to apply the terms of the Arrangement.
Other countries willing to apply these Guidelines may become Participants fol-
lowing prior invitation of the existing Participants.

2. Scope of Application

The Arrangement shall apply to all official support for exports of goods and/or
services, or to financial leases, which have repayment terms (as defined in Article
8) of two years or more. This is regardless of whether the official support for
export credits is given by means of direct credits/financing, refinancing, interest
rate support, guarantee or insurance. The Arrangement shall also apply to official
support in the form of tied aid.

3. Special Sectoral Applications and Exclusions

The Participants shall apply special guidelines to the following sectors:
a. Ships
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The Arrangement shall apply to ships not covered by the Understanding on
Export Credits for Ships (Annex I). Where a Participant intends to support terms
for a ship covered by the Understanding—and therefore not by this Arrange-
ment—that would be more favourable than those terms permitted by this Ar-
rangement, the Participant shall notify all other Participants of such terms. The
appropriate procedures for notification are set out in Article 49.

b. Nuclear Power Plant
The Arrangement shall apply, except that where a corresponding provision

exists in the Sector Understanding on Export Credits for Nuclear Power Plant
(Annex II), which complements the Arrangement, the Sector Understanding shall
prevail. The Arrangement shall apply to official support provided for the decom-
missioning of nuclear power plant, i.e. the closing down or dismantling of nu-
clear power plant.

c. Aircraft
The Arrangement shall apply, except that where a corresponding provision

exists in the Sector Understanding on Export Credits for Civil Aircraft (Annex
III), which complements the Arrangement, the Sector Understanding shall pre-
vail.

d. Exclusions
The Arrangement does not apply to official support relating to exports of:

—Military Equipment; or
—Agricultural Commodities.

4. Review

The Participants shall review, at least annually, the functioning of the Arrange-
ment. Its provisions can be revised by review as set out in Articles 82, 83 and
84.

5. Withdrawal

The Arrangement is of indefinite duration, nevertheless a Participant may
withdraw by notifying the other Participants in writing by means of instant com-
munication, e.g., the OECD On-line Information System (OLIS), telex, telefax. The
withdrawal takes effect 60 calendar days after receipt of the notification by the
Participants.

6. Monitoring

The Secretariat shall monitor the implementation of the Arrangement.

CHAPTER II: PROVISIONS FOR EXPORT CREDITS

7. Cash Payments

a. The Participants shall require purchasers of goods and services which are
the subject of official support to make cash payments of a minimum of 15 per
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cent of the export contract value at or before the starting point of credit as defined
in Article 9.

b. The export contract value is the total amount to be paid by or on behalf of
the purchaser for goods and/or services exported, i.e. excluding local costs as
defined in Article 25 and also interest. In the case of a lease, it excludes the
portion of the lease payment that is equivalent to interest.

c. Official support for such cash payments can only take the form of insurance
and guarantees, i.e., pure cover, against the usual pre-credit risks.

d. For the assessment of cash payments, the export contract value may be
reduced proportionally if the transaction includes goods and services from a
third country which are not officially supported.

e. Retention payments made after the starting point of credit are not regarded
as cash payments in this context.

8. Repayment Terms

The repayment term is the period beginning at the starting point of credit, as
defined in Article 9, and ending on the contractual date of the final payment.

9. Starting Point of Credit

The definition in the Arrangement is based on the Berne Union definition of
the term “starting point of credit”:

a. In the case of a contract for the sale of capital goods consisting of individual
items useable in themselves (e.g. locomotives), the starting point is the mean date
or actual date when the buyer takes physical possession of the goods in his own
country.

b. In the case of a contract for the sale of capital equipment for complete plant
or factories where the supplier has no responsibility for commissioning, the start-
ing point is the date at which the buyer is to take physical possession of the
entire equipment (excluding spare parts) supplied under the contract.

c. In the case of construction contracts where the contractor has no responsi-
bility for commissioning, the starting point is the date when construction has
been completed.

d. In the case of any contract where the supplier or contractor has a contractual
responsibility for commissioning the plant, the starting point is the date when,
after installation or construction, preliminary tests to ensure that it is ready for
operation have been completed. This applies whether or not it is handed over to
the buyer at that time in accordance with the terms of the contract and irrespec-
tive of any continuing commitment which the supplier or contractor may have
(e.g. for guaranteeing its effective functioning or training local personnel).

e. In the cases of the sub-paragraphs b.–d. above, where the contract involves
the separate execution of individual parts of a project, the date of the starting
point for each separate part, or the mean date of those starting points, or, where
the supplier has a contract, not for the whole project but for an essential part of
it, the starting point may be that appropriate to the project as a whole.
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10. Maximum Repayment Term

The maximum repayment term varies according to the classification of the
country of destination determined by the criteria in Article 12.

a. For Category I countries, the maximum repayment term is five years, with
the possibility of agreeing eight-and-a-half years when the procedures for prior
notification set out in Article 49 are followed.

b. For Category II countries, the maximum repayment term is 10 years.
c. Official support shall not be provided if there is clear evidence that the

contract has been structured with a purchaser in a country which is not the final
destination of the goods exclusively with the aim of obtaining more favourable
repayment terms.

d. In the event of a contract involving more than one country of destination
the Participants should seek to establish a common line in accordance with the
procedures in Articles 71 to 77 to reach agreement on appropriate terms.

11. Special Terms for Power Plant Other Than Nuclear Power
Plant

a. For power plant other than nuclear power plant, the maximum repayment
term shall be twelve years. If a Participant intends to support a repayment term
longer than five years for Category I countries or a repayment term longer than
10 years for Category II countries, the Participant shall give prior notification in
accordance with the procedure in Article 49.

b. Power plant other than nuclear power plant are complete power stations,
or parts thereof, not fuelled by nuclear power; they include all components,
equipment, materials, and services (including the training of personnel) directly
required for the construction and commissioning of such non-nuclear power sta-
tions. This does not include items for which the buyer is usually responsible,
e.g., costs associated with land development, roads, construction villages, power
lines, and switchyard and water supply; as well as costs arising from official
approval procedures (e.g., site permits, construction permits, fuel loading per-
mits) in the buyer’s country.

12. Classification of Countries for Maximum Repayment Terms

a. Category I countries are those which are on the World Bank’s graduation
list.1 All other countries are in Category II. The World Bank graduation level is
recalculated on an annual basis. A country will change category only after its
World Bank category has remained unchanged for two consecutive years.

b. The following operational criteria and procedures apply when classifying
countries.

1. Classification for Arrangement purposes is determined by per capita GNP
as calculated by the World Bank for the purposes of the World Bank classification
of borrowing countries.

2. In cases where the World Bank does not have enough information to publish
per capita GNP data, the World Bank shall be asked to estimate whether the
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country in question has a per capita GNP above or below the current threshold.
The country shall be classified according to the estimate unless the Participants
decide to act otherwise.

3. If a country is reclassified in accordance with Article 12 a) the reclassification
will take effect two weeks after the conclusions drawn from the above-mentioned
data from the World Bank have been communicated to all Participants by the
Secretariat.

4. In cases where the World Bank revises figures, such revisions shall be dis-
regarded in relation to the Arrangement. Nevertheless, the classification of a
country may be changed by way of a common line and Participants would fa-
vourably consider a change due to errors and omissions in the figures subse-
quently recognised in the same calendar year in which the figures were first
distributed by the Secretariat.

13. Repayment of Principal

a. The principal sum of an export credit shall normally be repaid in equal and
regular instalments not less frequently than every six months, with the first in-
stalment to be made no later than six months after the starting point of credit.

b. In the case of leases, this profile of repayments may be applied either for
the amount of principal only, or for the amount of principal and interest com-
bined.

c. Prior notification according to Article 49 is required if a Participant does not
intend to follow this practice.

14. Payment of Interest

a. Interest shall not normally be capitalised during the repayment period, but
shall be payable not less frequently than every six months, with the first payment
to be made no later than six months after the starting point of credit.

b. Prior notification in accordance with Article 49 is required if a Participant
does not intend to follow this practice.

c. Interest excludes:

—any payment by way of premium or other charge for insuring or guar-
anteeing supplier credits or financial credits. Where official support is
provided by means of direct credits/financing or refinancing, the pre-
mium either may be added to the face value of the interest rate or may
be a separate charge; both components are to be specified separately to
the Participants;

—any other payment by way of banking fees or commissions relating to
the export credit other than annual or semi-annual bank charges that are
payable throughout the repayment period; and

—withholding taxes imposed by the importing country.

15. Minimum Interest Rates

The Participants providing official financing support through direct credits/
financing, refinancing, or interest rate support shall apply minimum interest
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rates; the Participants shall apply the relevant Commercial Interest Reference
Rates (CIRRs). CIRRs are interest rates established according to the following
principles:

—CIRRs should represent final commercial lending interest rates in the
domestic market of the currency concerned;

—CIRRs should closely correspond to the rate for first-class domestic bor-
rowers;

—CIRRs should be based, where appropriate, on the funding cost of fixed
interest-rate finance over a period of no less than five years;

—CIRRs should not distort domestic competitive conditions; and

—CIRRs should closely correspond to a rate available to first-class foreign
borrowers.

16. Construction of CIRRs

a. With the principles in Article 15 in mind, CIRRs shall be set at a fixed margin
of 100 basis points above their respective base rates unless Participants have
agreed otherwise.

b. Each Participant shall initially select one of the following two base rate
systems for its national currency:

—three-year government bond yields for repayment terms of up to and
including five-years; five-year government bond yields for over five and
up to and including eight and a half years; and seven-year government
bond yields for over eight-and-a-half years; or

—five-year government bond yields for all maturities.

Exceptions to the base rate system shall be agreed by the Participants.
c. The exceptions to the base rate system are the Yen CIRR, which is based on

the LTPR (Long-term prime rate) minus 20 basis points for all maturities; and
the ECU CIRR, which is based on the secondary market yield on medium term
ECU bonds in the Luxembourg stock exchange plus 50 basis points.

d. Other Participants shall use this selection should they decide to finance in
that currency.

e. A Participant may change its base rate system after giving six months’ ad-
vance notice and with the counsel of the Participants.

f. A Participant which wishes to provide official support in the currency of a
country which is not a Participant may make a proposal for the construction of
the CIRR in that currency using common line procedures in accordance with
Articles 70 to 77.

17. Application of CIRRs

a. The interest rate applying to a transaction shall not be fixed for a period
longer than 120 days. A margin of 20 basis points shall be added to the CIRR if
the terms of the official financing support are fixed before the contract date.
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b. Where official financing support is provided for floating rate loans, banks
and other financing institutions shall not be allowed to offer the option of the
lower of either the CIRR (at time of the original contract) or the short-term market
rate throughout the life of the loan.

18. Cosmetic Interest Rates

Cosmetic interest rates are rates below the relevant CIRR which benefit from
official support, and which may involve a compensatory measure including a
corresponding increase in the contract value or other contractual adjustment.

19. Official Support for Cosmetic Interest Rates

a. Official financing support by means of direct financing shall not be provided
at rates below the relevant CIRR.

b. Official support may be provided by the following means:

—official financing support, other than specified above, as long as such
support is not offered at cosmetic interest rates; and/or

—official support in the form of insurance and guarantees, i.e. pure cover.

c. If there is an enquiry from another Participant about a transaction, the Par-
ticipant which intends to support the transaction should use its best endeavours
to clarify the financial terms and mechanisms, including the compensatory mea-
sure.

d. A Participant with information which suggests that non-conforming terms
may have been offered by another Participant shall make reasonable efforts to
determine whether or not the transaction benefits from official financing support,
and whether or not the terms of this support conform to the provisions of Article
15 of the Arrangement. This Participant will be considered to have made such
reasonable efforts if it has informed, by means of instant communication, the
other Participant assumed to have offered such non-conforming terms, of its
intention to match. Unless the Participant allegedly offering the non-conforming
terms declares within three working days that the transaction does not benefit
from official financing support or that the terms of the official financing support
conform to the provisions of Article 15 of the Arrangement, the matching Par-
ticipant has the right to match these terms according to the procedure in Article
50.

20. Minimum Premium

a. The Participants providing official support through direct credits/financing,
refinancing, export credit insurance and guarantees, shall charge no less than the
minimum premium benchmarks for the sovereign credit risk and the country
credit risk, irrespective of whether the buyer/borrower is a private or public
entity.
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b. Sovereign credit risk is the full faith and credit of the State, e.g. the Ministry
of Finance or the Central Bank.

c. Country credit risk is the assessment of whether a country will service its
external debts. The five elements of country credit risk are:

—general moratorium on repayments decreed by the buyer’s/borrower’s/
guarantor’s government or by that agency of a country through which
repayment is effected;

—political events and/or economic difficulties arising outside the country
of the notifying Participant or legislative/administrative measures taken
outside the country of the notifying Participant which prevent or delay
the transfer of funds paid over in respect of the credit;

—legal provisions adopted in the buyer’s/borrower’s country declaring
repayments made in local currency to be a valid discharge of the debt,
notwithstanding that, as a result of fluctuations in exchange rates, such
repayments, when converted into the currency of the credit, no longer
cover the amount of the debt at the date of the transfer of funds;

—any other measure or decision of the government of a foreign country
which prevents repayment under a credit; and

—cases of force majeure occurring outside the country of the notifying
Participant, i.e. war (including civil war), expropriation, revolution, riot,
civil disturbances, cyclones, floods, earthquakes, eruptions, tidal waves
and nuclear accidents.

d. The minimum premium benchmarks shall be established in accordance with
the principles set out in Articles 21 to 23.

e. The Participants may charge at a level above the minimum premium bench-
marks.

21. Country Risk Classification Methodology

a. Premium shall be risk based.
b. To assess the risk and to establish a common reference classification of coun-

tries, they are scored according to the Quantitative Country Risk Model (the
Model):

—the Model is based, for each country, on three groups of risk indicators:
the payment experience of the Participants, the financial situation and
the economic situation;

—the methodology of the Model consists of different steps including the
assessment of the three groups of risk indicators, and the combination
and flexible weighting of the risk indicator groups; and

—such scoring results in countries being classified into seven risk catego-
ries.
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c. In accordance with procedures agreed by the Participants, the quantitative
outcome of the Model shall be considered country-by-country to integrate, in a
qualitative way, the political risk and/or other risk factors not taken into account
by the Model; if appropriate, this may lead to an adjustment to the Model clas-
sification to reflect the final assessment of the country credit risk.

22. Minimum Premium Benchmarks2

a. Premium shall converge. To ensure convergence, minimum premium bench-
marks, consistent with the level of risk, not inadequate to cover long term op-
erating costs and losses and taking into account a set of standard related
conditions, shall be determined as follows:

—minimum premium benchmarks are established for each of the seven
risk categories;

—the standard product to which the minimum premium benchmarks re-
late shall be insurance with 95 percent cover, proportionately adjusted
for the amount at risk, with cover of interest during the claims waiting
period of six months without a separate premium surcharge; and

—direct credits/financing shall be considered as standard products for 100
percent cover.

b. the “High Income OECD countries” (as defined by the World Bank)3 as well
as other countries with similar risks shall not be subject to the application of
minimum premium benchmarks with the understanding that the pricing of the
private market shall not be undercut.

c. The “highest risk” countries in Category seven shall, in principle, be subject
to appropriate premium surcharges to the minimum premium benchmarks es-
tablished for that Category; any such surcharges shall be set by the Participant
providing official support.

d. There shall be differentiated minimum premium benchmarks for sovereign
credit risk and country credit risk.

e. The minimum premium benchmarks for sovereign credit risk shall be the
minimum rates for public sector risk and private sector risk where both the
country risk and the buyer/borrower risk are covered.

f. In situations where the buyer/borrower risk is excluded, the minimum coun-
try credit risk premium benchmark shall be set at 90 percent of the minimum
sovereign credit risk premium benchmark, i.e., a discount of 10 percent from the
minimum sovereign credit risk premium benchmark may be applied.

g. Minimum premium benchmarks are expressed in percentages of the prin-
cipal value of the credit as if premium were collected in full at the date of the
credit, insurance or guarantee as illustrated in the Electronic Exchange of Infor-
mation (EEI) referred to in Annex VII.

23. Related Conditions

a. To accommodate the differing quality of products provided by the Partici-
pants, the minimum premium benchmarks shall be adjusted to take account of
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the related conditions. The treatment of related conditions shall be based on the
exporter’s perspective (i.e., to neutralise the competitive effect arising from the
differing qualities of product provided to the exporter/financial institution), and
three related conditions:

—the percentage of cover;

—the claims waiting period, i.e., the period between the due date of pay-
ment by the buyer/borrower and the date that the insurer/guarantor is
liable to reimburse the exporter/financial institution; and

—the cover of interest during the claims waiting period without surcharge.

b. to take account of non-standard related conditions, the minimum premium
benchmarks are adjusted upwards or downwards. All existing products of the
Participants shall be classified into one of the three product categories which are:

—below standard product, i.e., insurance without cover of interest during
the claims waiting period and insurance with cover of interest during
the claims waiting period with an appropriate premium surcharge;

—standard product, i.e., insurance with cover of interest during the claims
waiting period without an appropriate premium surcharge and direct
credits/financing; and

—above standard product, i.e., unconditional guarantees.

c. Pricing differentials shall reflect the quality differences of all three product
categories; these pricing differentials shall attribute surcharges in the case of
above standard products and premium discounts in the case of below standard
products.

d. Minimum premium benchmarks shall be adjusted for each percentage of
cover, above and below the standard percentage of cover, i.e., 95 percent.

24. Premium Feedback Tools

a. Premium shall not be inadequate to cover long term operating costs and
losses. To ensure the adequacy of premium benchmarks and to allow, if neces-
sary, for adjustments, either upwards or downwards:

—three premium feedback tools (PFTs), shall be used in parallel to monitor
and adjust the minimum premium benchmarks; and

—the PFTs are the accruals and cashflow accounting approaches collated
on an aggregate Participants’ level and, where appropriate, private mar-
ket indicators.

b. It is understood that:

—the use of the PFTs shall not require the Participants to change their
existing accounting systems and practices;
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—all officially supported export credits which take the form of direct cred-
its/financing, refinancing, export credit insurance or guarantees to which
the Arrangement applies shall be reported;

—only sovereign and country credit risk shall be reported, irrespective of
whether the buyer risk is covered;

—the PFTs shall use a common start date; and

—the concept of claims shall encompass refinanced debts under direct
credits/financing, refinancing, export credit insurance or guarantees; it
shall also encompass rolled-over, overdue and defaulted loans.

25. Local Costs

a. Local Costs consist of expenditure for goods and services in the buyer’s
country, that are necessary either for executing the exporter’s contract or for
completing the project of which the exporter’s contract forms a part. These ex-
clude commission payable to the exporter’s agent in the buying country.

b. Official Support shall not be provided for more than 100 percent of the value
of the goods and services exported, including those supplied by third countries,
but excluding local costs. In consequence, the amount of local costs supported
on credit terms shall not exceed the amount of the cash payment. Official support
for local costs shall not be provided on more favourable terms than agreed for
the related exports.

c. For Category I countries official support for local costs shall be confined to
insurance and guarantees, i.e., pure cover, and shall not involve official financing
support.

26. Validity Period for Export Credits

Credit terms and conditions for an individual export credit or line of credit
shall not be fixed for a period exceeding six months. A line of credit is a frame-
work, in whatever form, for export credits that covers a series of transactions
which may or may not be linked to a specific project.

27. No Derogation Engagement for Export Credits

a. The Participants shall not derogate from maximum repayment terms, min-
imum interest rates, minimum premium benchmarks (after adjustment for re-
lated conditions), the six-month limitation on the validity period for export credit
terms and conditions, or extend the repayment term by extending the repayment
date of the first instalment of principal set out in Article 13a).

b. Notwithstanding sub paragraph a. above, a Participant may, subject to the
procedures set out in Article 48, apply a premium benchmark below the mini-
mum benchmark (after adjustment for related conditions) when the country
credit risk (as detailed in Article 20) is either externalised/removed or limited/
excluded for the entire life of the debt repayment obligation, as follows:
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—if a Participant is able to externalise/remove the five elements of country
credit risk (for the entire life of the debt repayment obligation) as de-
tailed in Article 20, the minimum premium benchmark shall be deter-
mined by the country credit risk of the jurisdiction to which the risk has
been transferred.

—if a Participant is able to limit/exclude any of the five elements of coun-
try credit risk (for the entire life of the debt repayment obligation), the
Participant may apply an appropriate discount to the minimum pre-
mium benchmark. The expectation is that any discount where the trans-
fer risk, as set out in the first and second tiret of Article 20 c. is excluded,
should not exceed 50 percent of the minimum premium benchmark.

—each Permitted Exception to the minimum premium benchmarks shall
be on a case by case basis and shall not be taken as a precedent for any
future case by any Participant.

28. Action to Avoid or Minimise Losses

The Arrangement does not prevent export credit insurance authorities or fi-
nancing institutions from agreeing more favourable terms and conditions than
permitted if such action is taken after the contract award (when the export credit
agreement and ancillary documents have already become effective) and where
the intention is solely to avoid or minimise loss from events which could give
rise to non-payment or claims.

29. Matching

a. The Participants may match credit terms and conditions notified according
to the procedures in Articles 47, 48 and 49, as well as credit terms and conditions
not notified or those supported by non-Participants. The matching support may
not extend beyond the validity period of the credit terms and conditions being
matched.

b. The Participants shall match credit terms and conditions by supporting
terms that comply with the Arrangement, unless the initiating offer itself does
not comply with the Arrangement. Where matching involves minimum premium
benchmarks, the Participants shall be free to match the rate only if it is providing
support on the basis of a similar quality risk, also taking into account product
quality. A Participant intending to match credit terms and conditions:

—notified by another Participant shall follow the procedures in Articles 50
or 51 as appropriate;

—not notified by a Participant shall follow the procedures in Article 52; or
—supported by a non-Participant shall follow the procedures in Article 53.

NOTES

1. For example using 1996 data, those countries with a GNP per capita above
$5,435.
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2. The application of the minimum premium benchmarks is subject to the
Transition Period:

—The Transition Period shall end on 31st March 1999 following which the
Guiding Principles shall be immediately implemented.

—Premium rates which have been fixed during the Transition Period shall not
be valid beyond three months from 31st March 1999, i.e. 30th June 1999.

—During the Transition Period, there shall be best endeavours not to reduce
premium rates below the initial minimum premium benchmarks, except in the
case of matching.

—Korea
* The Transition Period for Korea shall end on 31st March 2002.
* By 1st April 1999, Korea shall apply at least 40 per cent of the initial minimum

premium benchmarks; by 1st April 2000, Korea shall apply 60 per cent of the
minimum premium benchmarks; by 1st April 2001, Korea shall apply 80 per cent
of the minimum premium benchmarks; and by 1st April 2002, Korea shall apply
100 per cent of the benchmarks.

3. For example using 1996 data, those countries with a GNP per capita above
$9,635.





Appendix C: Fact Sheet—
Proposed OECD Premium

Agreement

MAY 9, 1997

Application

The minimum premium (exposure fee) benchmark rates:

• will apply to all official export credit transactions with a repayment term of
two years or more, with the exception of large commercial aircraft, agricultural
products, and ships;

• are established for each total term length (repayment period � 1⁄2 disbursement
period) within each of seven country categories; and

• notwithstanding exceptional circumstances (see below) represent a “floor” for
each market, regardless of the type of risk (i.e., sovereign, public, or private).

Timing/Transition Issues

• For all countries, there will be a two-year transition period before any provi-
sions of the agreement are applicable (effective date of 4/1/99).

• Korea must change rates which are no less than 40 percent of the minimum
benchmarks by 4/1/99, and must be in complete compliance by 4/1/02.

During the transition period:
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• no ECA shall lower its premium rate (exposure fee) schedule;

• an on-line information system with each country’s premium rates (among other
things) will operate to provide transparency; and

• a definitive list of “permitted exceptions” (i.e., rare and unusual situations
where below-benchmark rates may be applied—with prior notification) will be
finalized.

After the transition period:

• all countries must abide by the minimum premium benchmarks applicable to
their program; and

• ECA will have the right to match a lower rate provided by any competitor
(including Korea) and for any reason.

Validity/Recalibration of Benchmark Rate Schedule

• The initial benchmarks shall last for at least one year.

• After one year, the overall level of the benchmark rates and all other aspects
of the agreement shall be reviewed at least once a year in the context of three
separate financial performance measurements; according to a cash flow analysis
and an accruals accounting tool, and against private market measures of risk
(i.e., sovereign bond yields).

• The reclassification of markets will occur at least annually.



Table C.1
Proposed Benchmarks: May 5, 1997





Appendix D:
Glossary of Technical Terms

Acts of God: See Force Majeure.

Advance Payment Bond: Bond issued by a financial institution to a foreign buyer,
ensuring the buyer that it can recover the amount of its advance payment
to the exporter if it is dissatisfied with the goods or services delivered by
the exporter.

Adverse Selection: The concept of an exporter seeking to insure only more risky
buyers or countries, rather than all buyers in all countries, for short-term
export credit insurance. Export credit agencies seek to avoid adverse selec-
tion either by requiring whole turnover or by charging higher premiums
and/or limiting the percentage of coverage granted for risky transactions.
See Reasonable Spread of Risk and Specific Coverage.

A Forfait: The purchase, without recourse to the exporter, of medium-term ne-
gotiable instruments guaranteed by a bank, arising from the export of goods
or services. All risks are thereby passed on to the purchaser of the claim (the
forfaiter) who pays the seller cash after deducting an interest charge (dis-
count).

Bankers’ Acceptance: A negotiable draft, normally arising from a time letter of
credit drawn on a bank which the bank has agreed by its acceptance to pay
at a specified date in the future. Banker’s acceptances usually finance short-
term, self-liquidating transactions including both exports and imports. When
accepted by a prime bank, the bankers’ acceptance becomes a marketable
instrument that can be sold at a discount as an attractive short-term instru-
ment for investors.

Berne Union: The International Union of Credit and Investment Insurers, com-
monly known as the “Berne Union,” provides for the free exchange of ideas
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and information through “international acceptance of sound principles of
export credit insurance, and the establishment and maintenance of discipline
in the terms of international trade.” Established in Berne, Switzerland, in
1934, the Berne Union now has its headquarters in London and has over
forty members from developing and industrial countries.

Bid Bond: Bond issued by a financial institution on behalf of a supplier when
bidding on a major project. It normally covers about 5 percent of the bid
contract price. A bid bond will compensate the buyer if the supplier fails to
fulfill the terms of the bid after having been declared the successful bidder.
In some countries, insurance or guarantee coverage is available to protect
the supplier and financial institution issuing the bond from the unjustified
or capricious calling of the bid bond.

Buyer Credit: Financial arrangement in which a bank and/or an export credit
agency makes a loan directly to the overseas purchaser. Generally the pro-
ceeds can be used only to purchase specific imports. Disbursements may be
made either directly to the exporter or to reimburse the buyer for payments
already made to the exporter. Contrasts with Supplier Credit.

Capital: The funds provided by the sponsors (owners) of an export credit agency
plus the accumulated gains or losses from operations and investments, less
specific reserves set aside for claims and extraordinary losses. See Reserves.

Case Reserves: Reserves set aside by an export credit agency to meet anticipated
payments to exporters based on claims or notices of problems filed by ex-
porters for specific transactions. Case reserves relate to specific transactions
as contrasted with general reserves. See Reserves.

Cash Payment: The portion of the contract price related to medium- and long-
term credits that the foreign buyer must pay the exporter on or before de-
livery of the goods or services. The minimum cash payment is generally 15
percent of the contract price.

Catastrophic Risks: Risks resulting from natural disasters in the foreign buyer’s
country, such as earthquakes, floods, etc., which prevents the foreign buyer
from making payment when due. See Force Majeure.

Category I, II, and III Countries: Under the OECD arrangement, Category I
countries are those with 1979 per capita income of $4,000 p.a. and higher,
Category II countries are those not classified as I or III, and Category III
countries are those eligible for International Development Agency (IDA)
credits and others where per capita GNP does not exceed IDA eligibility
levels.

Claim: An application filed with an export credit agency for payment under an
export credit insurance policy or guarantee to an insured/guaranteed bank
or exporter resulting from nonpayment by a foreign buyer.

Coinsurance: Export credit risk assumed jointly by two or more export credit
insurers on an export transaction.

Commercial Interest Reference Rates (CIRRs): Minimum interest rates that may
be supported by ECAs adhering to the OECD arrangement. CIRRs are based
upon government bond yields plus 100 basis points.
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Commercial Risk: Risk of nonpayment on an export credit by a buyer or bor-
rower in the event of bankruptcy, insolvency, protracted default, and/or
failure to take up goods that have been shipped according to the supply
contract. Export credit agencies will generally not cover commercial risks on
sales to affiliated firms and nonpayment arising from disputes between the
parties to the export contract about product quality, supplier performance,
and so forth.

Commitment Fee: The fee charged by a lender to compensate for having com-
mitted funds, based on undisbursed balances. Many export credit agencies
charge commitment fees.

Comprehensive Coverage: Insurance or guarantee cover that combines both
commercial risk coverage and political risk coverage.

Concessionality Level: The total value of subsidy provided in connection with
export financing. For example, a grant could be considered to have a con-
cessionality level of 100%. If a grant covered 25% of an export’s value and
traditional export credit covered the balance of export value, the concession-
ality level would be 25%.

Consensus: Commonly called the Organization for Economic Cooperation and
Development (OECD) Consensus or Arrangement on Export Credits, it is an
agreement concluded in February 1976 among major industrial countries that
established guidelines for maximum repayment terms and minimum interest
rates, and procedures for the notification of nonadherence to these guide-
lines. The consensus was superseded in April 1978 by the Arrangement on
Guidelines for Officially Supported Export Credits and accepted by twenty
members of the OECD Export Credit Group See OECD Arrangement.

Consignment Insurance: Export credit insurance on goods held for resale outside
the country where the goods were produced. Consignment insurance covers
noncommercial risks such as requisition, expropriation, or the imposition of
any law, decree, or regulation that prevents the re-export of these goods.

Conversion Risk: Risk that, after a foreign buyer makes the required payment
in the local currency, the payment cannot be converted to the currency re-
quired by the sales contract and transferred to the country of the exporter.
Conversion risk is usually covered under political risk insurance. Also called
Transfer Risk.

Cost-Escalation Insurance: See Inflation Insurance.

Country Categories: Classification of buyer countries, usually in four or five clas-
ses, according to varying degrees of political risks perceived. Letter ratings,
e.g., A for low risk countries to D or E for high risk, are often used. Premium
rates generally vary by country category.

Country Exposure: See Exposure.

Deductible: The amount of loss under commercial risk insurance that is incurred
by the insured for its own account for each policy period. See First Loss.

Default: Failure of a buyer or guarantor (if any) to pay either principal or interest
when due, provided the goods have been delivered and accepted.
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Delegated Authority: The authority granted by an export credit agency to a com-
mercial bank or exporter to commit insurance or guarantees for specified
amounts and under certain conditions without prior specific approval. It is
usually granted to banks or exporters based on prior experience and dem-
onstrated capacity to comply with program requirements.

Direct Loan: Loan from an export financing agency to a foreign buyer for the
purchase of specific goods or services on credit terms. The loan usually is
secured by a bank guarantee in the buyer’s country or by an export credit
insurance policy.

Discount Loan: A commercial bank loan to an exporter made at a discount from
the amount of a related export receivable. A bank loan to a foreign buyer
may also be discounted by a government export finance institution.

Discretionary Credit Limit (DCL): The maximum amount of credit per buyer on
which an insured exporter may ship and receive insurance coverage under
an export credit insurance policy without prior approval of the specific buyer
by the export credit insurance agency.

Exchange Risk Insurance: Insurance coverage that protects the exporter from a
negative variation in the exchange rate on foreign-currency denominated
contracts or credits. An export credit agency generally will insure exchange
risks only for periods longer than one year.

Eximbank: Export credit agency offering a full range of financial programs, with
the organizational and legal structure of a bank.

Export Credit: Pre-shipment or post-shipment financing extended by a commer-
cial bank or export credit agency to an exporter or foreign buyer.

Export Credit Agency (ECA): A financial agency directed to offering loans, guar-
antees, credit insurance, or financial technical assistance to support exports.

Export Credit Insurance: Insurance covering exporters against nonpayment by
their foreign customers.

Exporter Participation: The portion of the risk of nonpayment on a post-shipment
credit to a foreign buyer retained by an exporter. Also called exporter reten-
tion. See Retention.

Exporter Retention: See Exporter Participation.

Exporter Risk: The risk that a foreign buyer will refuse to pay an export credit
because of the failure of the exporter to fulfill the terms of the export contract.

Exposure: Amount for which an export credit agency, commercial bank, or ex-
porter may be liable in the event of nonpayment by a given foreign buyer
or by all buyers in a given country.

Factoring: The sale of short-term export receivables, usually without recourse to
the exporter.

Filing Period: The time period within which a claim must be filed with the export
credit insurance agency if the claim is to be valid. The filing period typically
extends from six to nine months after the waiting period.

Financial Credit: Loan to a foreign financial institution by an official export credit
agency, used by the foreign institution for financing individual export trans-
actions.
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Financial Guarantee: A commitment or assurance that in the event of nonpay-
ment of an export credit by a foreign borrower, the export credit agency will
indemnify the financing bank if the terms and conditions of its guarantees
are fulfilled. These guarantees often cover 100 percent of the outstanding
principal and a specified amount of interest.

First Loss: An amount normally borne by the insured, which is absorbed before
any claim payment is calculated under the export credit insurance policy.
Also called a Deductible.

Force Majeure: Events over which none of the parties to an export transaction
has control or influence. Also known as Acts of God. See Catastrophic Risk.

Foreign Content: Any portion or value added to an exported good or service
that is manufactured, assembled, or supplied from another country. An ex-
port credit agency may restrict its support of foreign content to a percentage
of the total contract or in proportion to the domestic content of the contract.

Forfaiting: See A Forfait.

Global Policy: An export credit insurance policy that covers the short-term cred-
its extended to all of an exporter’s foreign buyers during a specified time
period. Depending on the export credit agency’s policies, a global policy can
be comprehensive or cover only political or only commercial risks.

Grace Period: An interval of time allowed to the borrower by the lender after
loan proceeds are disbursed and before repayment of principal begins.

Guarantee: Used generally to denote any assurance of payment or compensation
given to the entity financing an export credit, which is to be honored in the
event of default or nonpayment by the primary obligor.

Guarantor: An individual, company, financial institution, or government entity
that guarantees payment of an export credit.

Guardian Authority: The parent or superior entity of an export credit agency,
such as the Central Bank or Ministry of Finance, sometimes also the principal
shareholder, which provides guidance to and may offer an implied or con-
tractual guarantee of the obligations of the export credit agency.

High Credit Outstanding: The largest amount owed by a foreign buyer to an
exporter or commercial bank at a point in time, represented by one or more
transactions. It also can refer to the maximum exposure of an export credit
insurance agency to a single foreign buyer. See Exposure.

Hold Harmless Agreement: A special form of guarantee by an export credit
insurer that assures payment to the financing commercial bank irrespective
of the violations of export credit insurance policies and sales contracts by
the exporter. This results in the assumption of the “exporter risk” by the
credit insuring agency.

ICIA: See International Credit Insurance Association.

Indirect Exporter: A supplier of raw materials, intermediate goods, or component
parts to an exporter.

Inflation Insurance: Insurance or guarantee cover that protects the exporter
against a significant increase in the manufacturing costs of capital goods with
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a long lead time between contract signing and delivery. Also called cost es-
calation insurance.

Insurance: A contract of protection against loss in which the insurer undertakes
to indemnify the policyholder in the event of a specified contingency or peril.
An export credit insurer may offer insurance to both exporters and banks.
Some export credit agencies refer to their insurance policies as guarantees.

Interest Rate Equalization: A program that provides to a commercial bank the
difference between the interest rate payable by the exporter on the commer-
cial bank’s ECA-supported loan and the bank’s cost of funds plus an agreed
interest spread. Also called interest subsidization or make-up.

International Credit Insurance Association (ICIA): An association formed in
1928 to provide a forum for the exchange of ideas and information for private
and governmental insurers that cover either domestic or export credit. The
ICIA, based in London, has over 40 members from developing and industrial
countries.

Investment Insurance: A form of political risk insurance protecting investors
against specified risks related to their foreign direct investments. Coverage
typically includes expropriation or nationalization without prompt and fair
compensation and restrictions on repatriation of profits to the investor.

Letter of Credit: A document established by a buyer, evidencing a bank’s com-
mitment to pay an exporter up to a stated amount and within a stated time,
based on drafts presented. This substitutes the bank’s credit for the buyer’s
credit and is a major vehicle for financing foreign trade.

Level Payments: Amortization pattern in which the sum of principal and interest
on each installment is the same. This implies increasing amounts of principal
and decreasing amounts of interest as the date of final payment approaches.

Liability Limit: Maximum potential exposure of an export credit agency to pay
claims under its insurance coverage for a single buyer or country or globally.

Line of Credit: A loan extended for a certain period of time to one obligor that
may be used for multiple purchases for itself or other parties.

Local Costs: Expenses incurred for goods or services purchased from suppliers
in the buyer’s country. Export credit agencies do not usually finance or guar-
antee these costs but may do so up to a maximum of 15 percent of the export
value.

London Club: The negotiating forum at which committees of commercial banks
from creditor countries restructure debts owed to them by lenders in a coun-
try that is unable or unwilling to service its foreign debt. The London Club
normally meets soon after the Paris Club. See Paris Club.

Long-Term: Repayment terms for exports of goods and services, generally from
five years to ten years.

Loss: The amount that is subject to indemnification under a guarantee or insur-
ance policy.

Management Fee: Fee charged by an export credit agency or commercial bank
for services performed in the management of a project or syndicated financial
arrangement. Sometimes called an arrangement fee.
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Medium-Term: Repayment terms for exports of goods and services, generally
from 181 or 365 days to five years. Under the OECD arrangement, medium
term refers to repayment in two to five years.

Mixed Credit: Financial arrangement that includes a combination of export credit
agency credit and concessional financing. Under OECD arrangement, if the
subsidy element is greater than 25 percent, then the whole credit is consid-
ered aid. Also called tied aid.

Non-Acceptance Risk: Risk that a foreign buyer will fail to or refuse to accept
goods shipped, provided the failure or refusal is not due to any fault of the
insured exporter. Insurance against nonacceptance risk is commonly covered
by export credit agencies as part of an export credit insurance policy cov-
ering commercial risk.

Non-Recourse Financing: An export credit extended to a foreign buyer in which
the financing bank agrees not to seek recourse on the exporter in the event
of nonpayment by the foreign buyer. This relieves the exporter of all risks
of nonpayment, thereby increasing its own borrowing capacity.

OECD Arrangement: Agreement adopted in 1978 by members of the Paris-based
Organization for Economic Cooperation and Development (OECD) to limit
credit competition among the member governments in officially supported
export credits. The guidelines cover cash payment requirements, minimum
interest rates, maximum repayment periods, local costs, and procedures for
negotiating any derogations from the Arrangement. The OECD arrangement
superseded the OECD consensus. See Consensus.

Official Export Credit Agency: An export credit agency enjoying the financial
participation or sponsorship of the national government, with the mandate
of supporting the nation’s exports.

Packing Credit: Pre-shipment advances made by a commercial bank to an ex-
porter against firm export orders enabling the exporter to purchase, manu-
facture, and/or package goods for export.

Paris Club: Ad hoc meetings at which a country’s debt owed to or guaranteed/
insured by governments is restructured. A Paris Club agreement usually
requires the debtor government to seek comparable relief from nongovern-
mental creditors. See London Club.

Part Period Cover: Insurance coverage for medium- and long-term transactions
for which the export credit agency assumes risks associated with only a
portion of the total credit terms.

Performance Bond: Bond issued by a financial institution on behalf of a supplier
to assure the buyer that the supplier will perform according to the supply
contract. The bond will compensate the buyer in the event that the supplier
fails to perform. In some countries, insurance or guarantee coverage is avail-
able to protect the supplier or the bank/insurance company issuing the bond
from the unjustified or capricious calling of the performance bond.

Political Risk: Insurance or guarantee cover that protects the exporter or financ-
ing bank from nonpayment by the buyer or borrower because of political
events in the buyer’s country or a third country through which either goods
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or payment must pass. The specific political events covered vary with dif-
ferent export credit coverage but generally include lack of foreign exchange;
default of a sovereign entity; general moratorium on external debt;
cancellation or nonrenewable of export or import licenses or import restric-
tions; delay in transfer of payments; war, civil war, and certain other events
that prevent the exporter from performing under the supply contract or the
buyer from making payment.

Post-Shipment Period: The period from date of shipment until final repayment
of export credit by the foreign buyer.

Premium Rate: Cost of export credit insurance per unit, usually calculated on
the gross invoice value for short-term sales or on the financed portion for
medium-term sales.

Pre-Shipment Period: The period from the date of the contract signing to the
date of shipment. Insurance or guarantee cover and/or financing may be
extended.

Protracted Default Risk: A commercial risk typically defined by export credit
agencies as payment unreceived six months or longer past maturity.

Reasonable Spread of Risk: A proportion of an exporter’s short-term business
deemed by an insurer to represent an acceptable range of risks with respect
to both buyers and countries, rather than an adverse selection by the exporter
against the insurer. Some export credit insurers require exporters to insure
all exports; others only require a reasonable spread of risk; and some will
insure specific buyers, transactions, or countries selected by the exporter. See
Adverse Selection.

Recourse: The right of a bank or an export credit agency to demand payment
from the maker of a draft or endorser of a note it has purchased, if the
primary obligor fails to pay. Banks often finance exporters with recourse for
transactions or portions of transactions that are not insured or guaranteed.

Recoveries: Amounts obtained by the export credit insurer from the foreign
buyer following payment of a claim to an exporter or bank under insurance
policies or guarantees. Any sums recovered are usually shared between the
insurer and the exporter (or bank) in the same proportion as the percentage
of cover and exporter (or bank) retention under the policy or guarantee. Also
called collections.

Rediscount: A commercial bank’s sale to an export credit agency, at a discount,
of a borrower’s obligation evidencing an export loan.

Reinsurance: Arrangement by which a portion of the premiums and risks insured
by the export credit insurance agency are assumed by the government or
other guardian authority or by private insurers. The government or other
guardian authority usually provides reinsurance for political risks and losses
in excess of the reserves of the export credit agency. Private reinsurers, some-
times as a group, undertake to reinsure a percentage of the risk (usually
commercial only) on all or a specified proportion of the insurance business
underwritten by an export credit insurance agency in return for a specific
percentage of premium income.
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Repayment Term: Schedule of payments to the exporter for goods purchased by
a foreign buyer. The length of repayment terms generally reflect the type of
product exported, the size of the transaction, the type of buyer, etc. See also
tenor.

Rescheduling: Occurs when a debtor (public or private borrower) is unable to
meet the original schedule of repayment called for in its loan agreement.
Rather than repudiate or default, the debtor renegotiates the loan agreement,
restructuring the payment schedule to provide additional term to meet its
obligations.

Reserves: Provisions for losses based on historic or anticipated claims. Usually,
reserves are calculated as a percentage of insurance outstanding and may
also be segregated by type of coverage. Reserves are not considered capital
of the export credit agency. See Capital and Case Reserves.

Retention: The percentage of the financed portion of a transaction on which the
exporter or bank retains the commercial and/or political risk. See Exporter
Participation.

Short-Term: Repayment terms generally of up to 180 days for exports of capital
and equipment and machinery. Exceptionally, up to 365 days is considered
short term. Berne Union guidelines for short-term credit insurance refer to
repayment terms of up to two years depending on the product and the size
of transaction.

Sovereign Buyer: A buyer that is owned by a national government and has the
full faith and credit backing of that government when entering into sales or
credit agreements.

Special Buyer Credit Limit: Maximum amount of credit set by the export credit
agency that will be covered on a specified buyer when an exporter’s ship-
ments exceed the discretionary credit limit.

Specific Coverage: Insurance or guarantee cover for one particular transaction.
An export credit agency may charge higher premiums for specific coverage
than for whole turnover coverage because of the “selected risk” nature of
specific coverage. See Adverse Selection.

Starting Point: The point in time when the amortization period of an export
transaction begins. For most short-term transactions, the starting point is the
date of shipment; for exports of capital equipment, the starting point may
be the mid-point of deliveries or the date of installation; for long-term project
finance, the starting point is usually the date of project completion. The due
date of the first payment is usually six months after the starting point.

Stop Loss: Limits applied, usually in reinsurance contracts, on the amount of loss
the primary insurer must absorb before filing a claim with the reinsurer.
Many contracts of reinsurance provide stop loss limits per buyer, per coun-
try, and on total losses per annum.

Supplier Credit: Financial arrangement in which the supplier (exporter) extends
credit to the buyer to finance the buyer’s purchases. Normally the buyer
pays a portion of the contract value in cash and issues a promissory note or
accepts a draft to evidence the obligation to pay the remainder to the ex-
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porter. Also refers to commercial bank financing to an exporter for specific
export sales made by the exporter on credit terms. Contrasts with Buyer
Credit.

Tenor: Total repayment period. Also referred to as term.

Third Country Costs: Costs of procurement necessary for a project incurred in a
country other than that in which either the project or the prime contractor
is located. Some export credit agencies will cover such costs up to an amount
equal to the cash payment.

Tied Aid: See Mixed Credit.

Transfer Risk: See Conversion Risk.

Waiting Period: The period following occurrence of a loss during which export-
ers or banks must wait before filing a claim with an export credit insurance
agency.

Whole Turnover Policy: Insurance or guarantee cover for all or a negotiated
portion of the export transactions of an exporter or bank, generally at a lower
premium than for specific transactions due to the spread of risks. Also called
a global policy.

Working Capital Loan: Credit used by an exporter to pay the expenses of pro-
ducing goods for export, typically repaid out of export proceeds. Also called
pre-shipment loan or packing credit.
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