	
	


	
	



1
Introduction
The Australian Government has asked the Productivity Commission to inquire into Australia’s arrangements for the provision of export credit through the Export Finance and Insurance Corporation (EFIC). The terms of reference for the inquiry require the Commission to consider, among other matters, the rationale for government provision of export finance and insurance products and the efficiency of providing these products through EFIC.  

The current minister responsible for EFIC is the Australian Government Minister for Trade and Competitiveness. For the purposes of this report, ‘the Minister’ refers to the Australian Government Minister responsible for EFIC, unless otherwise specified.

1.1
Background to this inquiry

EFIC is Australia’s export credit agency — the government provider of export credits, insurance, reinsurance and other financial services that support Australian exports and overseas investments. Although its activities can be traced back to the 1950s, EFIC was established in its current form in 1991 under the Export Finance and Insurance Corporation Act 1991 (Cwlth) (EFIC Act) as an independent statutory corporation wholly owned by the Commonwealth of Australia. As set out in the Minister’s Statement of Expectations, EFIC is to operate a commercial account 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 also manages the national interest account (NIA) on behalf of the Australian Government. Each NIA transaction is approved by the Minister. National interest considerations may include the delivery of foreign aid or meeting foreign policy objectives, such as regional stability and growth. 
EFIC has been subject to a number of government reviews since its inception (box 1.1). EFIC was last reviewed by the Department of Foreign Affairs and Trade in 2006. The review made a number of recommendations on EFIC’s governance arrangements, including proposed amendments to the EFIC Act that are relevant to this inquiry.
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Previous reviews of EFIC

	EFIC has been subject to a number of direct reviews within government since its inception.

· In 2000, an interdepartmental steering committee under the direction of the Minister conducted a review of Australian Government involvement in the provision of export credit and finance through EFIC. The review found that there was limited private sector support for medium‑term export finance and political risk insurance, but expanding private sector provision of short‑term export credit insurance. The review considered that EFIC’s export finance business should remain with EFIC but identified options for reforming EFIC’s short‑term export credit insurance business, including phased privatisation. EFIC’s short‑term export credit insurance business was divested in 2003.
· In 2003, the Department of Foreign Affairs and Trade (DFAT) commissioned Ernst & Young to assess the appropriateness of EFIC withdrawing from the short‑term export credit insurance market. EFIC and Gerling NCM formed an alliance to provide the opportunity to demonstrate Gerling NCM’s capacity to meet exporters’ needs for short‑term insurance. The review assessed Gerling NCM’s performance against certain divestment benchmarks. EFIC’s short‑term export credit insurance business was subsequently divested in 2003.

· DFAT reviewed EFIC in 2006 and found that:

· the divestment of EFIC’s short‑term insurance business had been successful, with the market effectively served by the private sector since the divestment

· the ‘market gap’ in which EFIC operates was shrinking due to greater private market capacity for export finance and insurance, but the review found no strong evidence that EFIC was consistently extending its support beyond the market gap or undercutting private providers on price
· although private capacity had increased, long‑term insurance markets, particularly political risk insurance, remained the domain of export credit agencies

· there was no evidence that EFIC’s abolition would result in the private market ‘filling the gap’, with the private sector ‘simply unwilling’ to cover some risks and tenors

· small and medium‑sized enterprises (SMEs) were not well served by the private market, which has reservations about the durability and profitability of many SMEs. This is particularly the case with SMEs that are new or irregular exporters.
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	Box 1.1
(continued)

	· the responsibilities of management and the Board of EFIC to operate in the market gap should be set out in the Minister’s Statement of Expectations (SoE). The SoE should include a statement of principle that EFIC’s pricing is not to undercut the pricing of the private sector when private support is present, and not to undercut pricing for comparable risks when private support is absent and, where appropriate, that EFIC charge a premium for the additional risk or quality of service it is providing.

Broader government reviews also have implications for EFIC.

· The 2003 Uhrig Review of the corporate governance of statutory authorities and office holders found that statutory authorities whose major activities are commercial in nature will generally be better suited to operate under a board. To be effective, such a board would need to have powers similar to those of the board of a publicly listed corporation, including the power to appoint and remove the Managing Director. The Uhrig Review considered that boards should be subject to annual assessments to ensure government gets the best performance from the board.

· The 2008 Mortimer Review of Australia’s export policies and programs found that: 
· A common problem among new exporters was a lack of understanding about financial products available and where to obtain finance.
· There was scope for increased cooperation between Austrade and EFIC to raise awareness of EFIC’s products.
· The Australian Government should enact a limited expansion of EFIC’s powers to enable it to assist Australian companies seeking to invest offshore, where these companies are small and new to offshore investment and where the private sector is unwilling to provide support.
· It would be desirable to have a common framework for the design and monitoring of financial assistance programs for exporters, and the Government should commit to regular assessment of such programs.
· Any financial assistance that is not clearly directed at demonstrated market failures and does not result in additional exports should be abolished or phased out.

	Sources: DFAT (2001; 2006; pers. comm., 8 May 2012); Mortimer (2008); Uhrig (2003).

	

	


Over the past 25 years there has been substantial change in the Australian financial sector. Australian businesses now have access to extensive and sophisticated capital and insurance markets, both domestic and foreign, with financial intermediaries providing a range of services. The activities and international obligations of export credit agencies 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 in Australia. 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.

1.2
What has the Commission been asked to do?
The Commission has been asked to undertake a public inquiry into Australia’s arrangements for the provision of export credit through EFIC. This includes:
· reviewing the rationale for government involvement in the provision of export finance and insurance, and assessing current arrangements against the requirements of the EFIC Act
· assessing EFIC’s management of credit and funding risks

· reviewing EFIC’s pricing and service arrangements and assessing their impact on incentives for Australian exporters to access private sector providers of export finance and insurance products
· reviewing EFIC’s exemption from competitive neutrality policy
· assessing the interactions between EFIC and other government programs and considering alternatives that would achieve EFIC’s objectives.
The Commission’s approach
The Commission’s approach to this inquiry takes into account the matters specified in the terms of reference and is ultimately directed by the general policy guidelines in the Productivity Commission Act 1998 (Cwlth) (PC Act). Among other things, section 8 of the Commission’s Act directs it to:
(a) improve the overall economic performance of the economy through higher productivity in the public and private sectors in order to achieve higher living standards for all members of the Australian community

(b) encourage the development and growth of Australian industries that are efficient in their use of resources, enterprising, innovative and internationally competitive.
In keeping with the PC Act, the Commission has taken an economy‑wide perspective. This involves identifying if there is a market failure warranting intervention, the most appropriate form of intervention, and evaluating whether EFIC’s activities and governance arrangements efficiently implement that intervention.

1.3
Conduct of the inquiry

The Commission has followed its usual transparent and public processes, with an overarching concern for the wellbeing of the Australian community as a whole.
The Commission:
· met informally with EFIC, banks, insurance companies, representatives of large and small businesses, the ACTU, and government officials (listed in appendix A)

· released an issues paper in October 2011 outlining a range of issues on which it was seeking comment and information from participants: 27 submissions were received
· released its draft report Australia’s Export Credit Arrangements on 22 February 2012 and sought feedback on the proposals in that report. A further 89 submissions were received
· held public hearings in Perth, Canberra and Sydney (table 1.1). The Commission scheduled an additional hearing day in Sydney to allow for the public examination of EFIC’s final submission.

Table 1.
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Schedule of public hearings
	Location
	Date

	Perth
	Friday, 23 March 2012 

	Sydney
	Monday, 26 March 2012

	Canberra
	Tuesday, 27 March 2012

	Sydney
	Wednesday, 4 April 2012


The Commission has given consideration to all submissions received during this inquiry. Feedback on the draft report, including material provided by EFIC, was drawn on in finalising this report with some findings and recommendations amended accordingly.
The Commission has undertaken economic analysis consistent with its terms of reference, basing its findings and recommendations on the evidence available. This economic analysis does not constitute a performance or compliance audit of EFIC’s financial and legal affairs.
The Commission expresses its gratitude to all those who assisted with this inquiry process.
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