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Terms of reference

Productivity Commission Inquiry into Australia’s Export Credit Arrangements

Productivity Commission Act 1998

I, Bill Shorten, Assistant Treasurer and Minister for Financial Services and Superannuation, pursuant to Parts 2 and 3 of the Productivity Commission Act 1998 hereby request that the Productivity Commission undertake an inquiry into Australia’s export credit arrangements. The Commission’s final report should be provided within nine months of receipt of this reference.

Background

The Export Finance and Insurance Corporation (EFIC) is the government provider of export credits, insurance, reinsurance and other financial services that support Australian exports and overseas investments.  EFIC was established in its current form under the Export Finance and Insurance Corporation Act 1991 (EFIC Act) as an independent statutory corporation wholly-owned by the Commonwealth of Australia.  As set out in the Statement of Expectations, EFIC operates under a “market gap” mandate – it is only to provide services to viable projects where the private sector is unwilling or unable to provide support.

EFIC was last reviewed, by the Department of Foreign Affairs and Trade, in 2006.  A recommendation of that review was that a future review be carried out by an independent consultant in around four years’ time of that review.  A further recommendation was that the next review make a thorough assessment of the costs and benefits of moving to a competitive neutrality regime, given EFIC’s current exemption on the grounds that it does not compete with the private sector.

Australia now has an extensive and sophisticated capital market containing a range of commercial intermediaries providing a diverse range of services.  The activities and international obligations of export credit agencies (ECAs) in Australia and internationally, as well as the trade financing role of multilateral development banks, have also undergone a considerable transformation since government export credit arrangements were established.  Given this, it is appropriate that the government’s role in the provision of export credits, and support for Australian exports and overseas investments through financial products and services more broadly, be extensively reviewed.

Scope of the Inquiry

In undertaking its inquiry, the Commission is to:

1. Review the rationale for, and extent of, government involvement in the provision of insurance, reinsurance and other financial services and products which support Australian export trade;

2. Review the presence or otherwise of market gaps for EFIC’s products and services, and whether or not these constitute market failures, taking into account developments in the private sector’s willingness and capacity to provide the  insurance, reinsurance and financial services required by Australian exporters;

3. Given the above, assess EFIC’s status, its objectives, and the appropriateness of current arrangements in fulfilling those objectives. This will include examining its operations against the functions in the EFIC Act and making recommendations where appropriate concerning EFIC’s governance, powers, functions and priorities (including possible changes to the EFIC Act);

4. Review the scope, type, volume and delivery of products and services offered by EFIC; and the level of compliance costs for businesses accessing EFIC’s financial products and services;

4.1.  Assess EFIC’s management of credit and funding risks;

5. Consider EFIC’s pricing and service arrangements and their impact on private sector involvement in insurance, reinsurance and financial services which support Australian export trade;

5.1. Assess the impact of EFIC’s pricing and service arrangements on incentives for Australian exporters to access private sector providers;

5.2. Review EFIC’s exemption from competitive neutrality legislation;

6. Review EFIC’s funding arrangements and capital adequacy ratio;

7. Assess the interactions between EFIC’s operations and other government programs; and consider whether there are alternatives to the direct provision of financial products and services that would continue to achieve EFIC’s objectives;

8. Assess the nature and quality of the information and advice provided by EFIC to the Australian Government and the public; and

9. Consider any other matter that may be relevant to the provision of export credit arrangements in Australia.

As part of its inquiry the Commission is also requested to consider, where relevant, the evolution in policies of export credit agencies internationally, including EFIC’s interaction with other export credit agencies, credit insurers and multilateral agencies; developments in relevant international agreements including the OECD and the WTO; and EFIC’s implementation of OECD commitments on export credits.

The Commission is to hold hearings for the purpose of its inquiry, and provide both a draft and a final report.  The reports are to be published.  The Government will consider the Commission’s recommendations, and its response will be announced as soon as possible after the receipt of the Commission’s report.

BILL SHORTEN

(Received 1 September 2011).

Note to readers

The Commission seeks to have as much information as possible on the public record. This information is available on the Commission’s website. However, under certain circumstances the Commission will accept sensitive material in confidence, for example, if it was of a personal or commercial nature, and publishing it would be potentially damaging to individuals or commercial dealings. 

As this inquiry relates to EFIC’s place in the market and its operations (including the scope, type, volume and delivery of products and services offered by EFIC; its credit and funding risks; and the interaction between EFIC and private sector providers of export finance and insurance), the Commission was provided with material from EFIC, some of which was marked ‘commercial-in-confidence’.
The Commission used this material extensively in its analysis, but has taken steps to protect the confidentiality of commercial material related to individual transactions and third parties. The Commission has generally restricted its commentary to types of transactions rather than specific transactions. The Commission has not released information about particular dealings that would identify the firm where that information is commercially sensitive and not on the public record. In most other instances the Commission has drawn information from publicly available sources.

The Commission has taken considerable care not to release commercially sensitive material. It has de-identified some material. Some material that EFIC considers commercial-in-confidence, almost exclusively relating to EFIC has been included in this report, or where the material relating to a transaction is now on the public record or dated. The Commission has released this material after considering the public interest and deliberating on what is necessary to meet the terms of reference.

The Commission has been asked to examine EFIC’s operations and the delivery of its products. To do this in a rigorous and transparent way and to ensure that the evidence used by the Commission to support its conclusions is clear, it is necessary to discuss the nature and extent of EFIC’s dealings with individual firms. In doing so, the Commission has relied on publicly available data and in some cases data provided to it by EFIC; the Commission’s approach to the use of such data provided by EFIC is discussed above. The Commission wishes to make clear that it has only identified individual firms where it has been necessary for its analysis and it does not question the legality of the transactions involved or the motivations of EFIC’s customers and their financial advisors in entering into transactions with EFIC.
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Abbreviations

ACCC
Australian Competition and Consumer Commission

ADB
Asian Development Bank

ADI
authorised deposit-taking institution

AFP 
Australian Federal Police
AIP
Australian Industry Participation

ANAO
Australian National Audit Office

AOFM
Australian Office of Financial Management

APRA 
Australian Prudential Regulation Authority

ARPC
Australian Reinsurance Pool Corporation

ASCM
Agreement on Subsidies and Countervailing Measures
BU
Berne Union

CA
commercial account

CAPM
capital asset pricing model

CEO 
Chief Executive Officer  

CGS
Commonwealth Government Securities

CN
competitive neutrality

CRF 
Consolidated Revenue Fund

CSO
community service obligation

DFAT
Department of Foreign Affairs and Trade

DHA
Defence Housing Australia

DIISRTE
Department of Industry, Innovation, Science, Research and Tertiary Education

DOFD 
Department of Finance and Deregulation 

ECA
export credit agency

ECG 
Export Credits Group

ECGD
Export Credits Guarantee Department (UK)

ECP
euro-commercial paper

EDC 
Export Development Canada

EFG
export finance guarantee

EFIC
Export Finance and Insurance Corporation

EKF
Eksport Kredit Fonden (Denmark)
EMDG
Export Market Development Grant

EPBS
Enhanced Project By-law Scheme

EPIC
Export Payments and Insurance Corporation

ERS
EFIC risk score

ESPP
Environmental and Social Policy and Procedure

EURIBOR
Euro Interbank Offered Rate
FBT
fringe benefits tax

FoI
Freedom of Information

FTE
full-time equivalent

GBE 
government business enterprise

GDP
gross domestic product

GFC
global financial crisis

GGS
general government sector

GST
goods and service tax

IC
Industry Commission

IFC 
International Finance Corporation
IMF
International Monetary Fund

JBIC
Japan Bank for International Cooperation

KEXIM
Export-Import Bank of Korea

LIBOR
London Interbank Offered Rate

LNG
liquefied natural gas

MTN
medium term note

NEXI
Nippon Export and Investment Insurance

NIA
national interest account

NZECO
New Zealand Export Credit Office

OECD
Organisation for Economic Co-operation and Development

ONDD
Office National du Ducroire (Belgium)
PC
Productivity Commission

PFC
public financial corporation
PNFC
public non-financial corporation
R&D
research and development

RISe
Reinsurance Information System
RMF
risk management framework

RoE
return on equity

RPA
risk participation agreement

RWA
risk weighted assets

SACE
Servizi Assicurativi del Commercio Estero (Italy)
SCI
Statement of Corporate Intent

SLA
service level agreement

SME
small and medium-sized enterprise

SoE
Statement of Expectations

STPF
structured trade and project finance

UNCAC
United Nations Convention against Corruption
WTO
World Trade Organization

Explanations[customise the explanations to suit your report]
	Billion
	The convention used for a billion is a thousand million (109).

	Findings
	Findings in the body of the report are paragraphs high​lighted using italics, as this is.

	Recommendations
	Recommendations in the body of the report are high​lighted using bold italics, as this is.



