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Approaches of other ECAs: similarities and differences
The export credit agencies (ECAs) of most countries share similar features in their design and operations. This is in part due to the OECD Arrangement on Officially Supported Export Credits (OECD 2011a) which was prepared to harmonise the terms on which official export credits are provided. However, there are a number of important distinctions between them that can provide lessons about the scope and effectiveness of ECAs. This appendix provides background about other ECAs, and explores some of these differences.
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Institutional models

ECAs broadly fall into three institutional models:

· departmental
· state‑owned corporation or agency
· private company as agent (Wang et al. 2005).

Departmental model

Although ECAs are typically subject to ministerial or departmental oversight, setting up an ECA as a government department is relatively uncommon. The UK’s Export Credits Guarantee Department (ECGD) is one example of this arrangement.

The various institutional models represent a range of tradeoffs between independence — that is, freedom for the entity to make its own commercial decisions — and accountability. Good governance arrangements could ensure these under any of the models. However, ECAs set up under a departmental model are typically less structurally independent than those constituted under an arm’s length state‑owned corporation or agency model (although they may have greater financial and governance accountability).

State‑owned corporation or agency model

The state‑owned corporation or agency model provides greater autonomy and makes ECAs less amenable to political intervention than the departmental model. It is the most commonly employed model for ECAs around the world, with examples including agencies such as Australia’s Export Finance and Insurance Corporation (EFIC), the Export-Import Bank of the United States (Ex‑Im Bank) and the New Zealand Export Credit Office (NZECO).

There are varying arrangements between ECAs constituted under this model, incorporating differing degrees of independence. For example, the Ex-Im Bank in the United States is constituted as an independent agency by Congress. In contrast, NZECO is set up as a business unit within the NZ Treasury, with the Secretary of Treasury approving all transactions after advice from technical advisers and an independent agent. This level of oversight could help to ensure funds are wisely and appropriately spent. However, there is still a potential for reduced independence. The senior departmental official who reports to the NZ Minister must take into account the views and instructions of the Minister, when deciding on individual transactions. That said, legislative measures to prevent ministers intervening in individual transactions could go some way to dealing with this potential problem —such arrangements are common in other areas of Australian Government public administration, where senior department officials have some statutory decision‑making powers.

Where the objectives of an ECA are largely commercial, the state-owned agency model allows ECAs to pursue those objectives relatively free of political constraints. However, the effectiveness of the model is dependent on the adequacy of governance arrangements.

Private company as agent model

In some countries, governments have entered into arrangements with private companies to fulfil the ECA role. Examples of such arrangements include Coface in France, Euler Hermes in Germany and Atradius in the Netherlands. Under these arrangements, the companies perform the initial risk analysis and transact on the government account. Where the private company is acting as an agent for the government, all risks typically remain with the government (Wang et al. 2005).

There are potential efficiency gains from private‑sector involvement under this model, particularly if there is contestability for the ECA role. There are also potential benefits flowing from the relative independence of the agency under this model. However, these benefits are not guaranteed and depend heavily on governance arrangements. There is also potential for higher transaction costs and conflicts of interest between the government and the private company involved. Under the model, governments can still provide direction on the ECA’s overall direction and priorities.

In 2011, the Norwegian Government announced that it would transfer administration of its export credit scheme from the private company Eksportfinans to a newly formed government agency. The decision follows the imposition of more stringent European Union rules on large exposures which Eksportfinans was not able to satisfy. Eksportfinans will manage the Norwegian scheme until the establishment of the new agency by 1 July 2012. As it is not able to satisfy prudential requirements, Eksportfinans is not able to issue new loans in its own name but will manage the runoff of its existing portfolio (Norwegian Ministry of Trade and Industry 2011). 
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Portfolio responsibility

The portfolio responsibility for an ECA varies across countries and can potentially have an impact on its priorities. In Australia, EFIC is part of the Foreign Affairs and Trade portfolio and is the responsibility of the Minister for Trade and Competitiveness. NZECO has similar objectives, although it operates as a business unit within the NZ Treasury, and is overseen by the Minister of Finance (although the Ministers of Trade, and of Economic Development, are also provided with NZECO’s strategic plan for approval).
Other countries have different approaches. Japan’s Nippon Export and Investment Insurance (NEXI) is the responsibility of the Minister of Economy, Trade and Industry. The Ex-Im Bank in the United States is an independent government corporation established by the Congress, with the board appointed by the President after congressional advice and consent.
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Product offerings

Product offerings represent a key difference between ECAs; in particular whether an ECA offers direct finance. ECAs that offer direct finance, in addition to insurance and guarantees, include EFIC, Japan’s Bank for International Cooperation (JBIC) and Export Development Canada (EDC). ECAs that are restricted to insurance and guarantee‑type products include the NZECO and NEXI.

Where ECAs can offer a range of products, there are advantages of greater flexibility for the ECA. However, against this there are also the larger potential costs associated with the distortions to financial and other markets, and the greater potential for crowding out private sector financiers. Greater flexibility also provides greater scope for organisations to go beyond their mandate.
There has generally been a move away from ECAs providing short-term products due to the increased capacity and preparedness of private sector markets to undertake this role. Australia, the United Kingdom and Denmark have privatised the short-term operations of their ECAs (IFC 2006), although the UK ECA has recently re-entered the market for some short-term products in response to perceived problems in obtaining credit following the global financial crisis (Crawford 2011). Several ECAs continue to provide short-term finance products. For example, EDC is still Canada’s dominant provider of short-term insurance for exporters (DFAT, sub. 19).

A further key influence on the product offerings of ECAs is the other government organisations operating in the same or similar policy space in a particular country. Where a country has development finance institutions (such as the Overseas Private Investment Corporation in the United States) or institutions designed to help small and medium-sized enterprises (SMEs) (such as the Business Development Bank of Canada), the ECA’s product range is likely to be narrower, in part to prevent overlap between organisations.

Some countries have more than one ECA, with each organisation performing different roles. For example, Japan has two ECAs, the JBIC providing direct financing, and NEXI providing insurance. China and India have similar arrangements to Japan.
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Eligibility for assistance

The Export Finance and Insurance Corporation Act 1991 (Cwlth) contains a number of provisions limiting the products that EFIC is able to offer, and the circumstances under which they are able to offer them. EFIC also has internal policies designed to ensure compliance with the Act in areas such as local content. 

For example, EFIC noted:

Currently, EFIC generally requires an Australian content level for its export finance products of 50 per cent, reflecting the use of the language ‘produced or manufactured wholly or substantially in Australia’ in the definition of ‘eligible export transaction’ (in section 3(3)) and similar language is used in the definition of ‘export contract’ (in section 3(1)). Both definitions form the basis of the eligibility criteria for certain [types] of EFIC’s Part 4 products and services (sub. 18, appendix A, p. 36).

EFIC has noted in its initial submission that ECAs are typically moving away from ‘local content’ rules regarding which exports it can support. EFIC sees these as ‘dated given the increased use of imports in production as a strategy by Australian firms to provide cost competitive products through global supply chains’ (EFIC, sub. 18, appendix A, p. 36).
A number of ECAs (such as Austria’s OeKB, Belgium’s ONDD, Canada’s EDC, China’s Sinosure, Denmark’s EKF, Finland’s Finnvera, Italy’s SACE, and most recently NZECO)
 have introduced eligibility criteria based on a benefits test (EFIC, sub. 18). EFIC considers a ‘national benefits’ test ‘would allow a wider range of factors (such as dividend flows and improved access to markets) to be taken into account, in determining whether EFIC’s support may be appropriate for a particular proposal (EFIC, sub. 18, appendix A, p. 36). The merits of such a change are discussed in chapter 10.

Eligibility for EFIC’s assistance, as with most ECAs, is primarily focused on domestic companies that are exporting or investing overseas. However, the relationship between an ECA’s clients and exporters may not always be direct. Some governments have relaxed the eligibility for ECA support to include domestic activity in specific circumstances. In 2008, the Government of Canada extended the powers of EDC to support domestic lending for a period of two years in response to the global financial crisis (Argitis 2010). This has been extended until 2013 (EDC 2012b). The US Government announced in February 2012 that eligibility for Ex-Im Bank financing would be extended to US firms competing with foreign companies for domestic sales. This is intended to assist US firms by ‘matching financing support to counter foreign non-competitive official financing that fails to observe international disciplines’ (White House 2012).
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 Focus on small and medium-sized enterprises
In the draft report, the Commission recommended that until it is next reviewed, EFIC’s role on the commercial account should be limited to demonstrating to the private sector that providing export finance to newly exporting SMEs can be commercially viable.

The Commission is not aware of any ECA that explicitly limits its activities to SMEs, but some ECAs are expected to have an SME focus. For example, Ex‑Im Bank has been mandated by Congress to have a particular focus on SMEs. This includes a requirement that it set aside 20 per cent of its authorised funding specifically to support exports by small businesses. About 85 per cent of Ex-Im Bank’s transactions benefit small business directly (which is approximately 18 per cent of the bank’s business by value in 2011) (Ex‑Im Bank 2012).

ECAs also commonly report on their dealings with SMEs. EDC has highlighted that about 80 per cent of the companies it supported in 2010 were SMEs (which represented about 10 per cent of business facilitated by EDC by value) (EDC 2011). The ECGD has recently re‑badged itself as ‘UK Export Finance’ for trading purposes to generate more awareness of its operations among potential SME clients (Crawford 2011). Although governments often encourage their ECAs to promote their services to SMEs, the majority of their business by value is consistently with larger firms.

In its submission to the draft report, EFIC stated that its support for SMEs was relatively greater than either Ex-Im Bank or EDC. It cited that 89 per cent of its signings by number and 23 per cent by value were with SMEs in 2010-11 (EFIC, sub. DR90). EFIC stated:

The conclusion therefore that EFIC is ‘focused on large corporate clients’ as evidenced by EFIC’s supposedly ‘low’ level of support for SMEs and the following Draft Recommendation that EFIC should limit its services to ‘newly exporting’ SMEs only is incongruous with the reality of EFIC’s activities and those of its international counterparts. (sub. DR 90, p. 75)

However, EFIC has a higher cut-off for its definition of SMEs (turnover of A$150 million) than either Ex-Im Bank or EDC, and other Australian Government agencies and private sector providers (chapter 2). This allows EFIC to classify larger businesses as SMEs. By comparison, EDC defines an SME as any business with total annual turnover of less than Can$25 million (EDC 2008). Ex-Im Bank’s definition of small business is determined by the U.S. Small Business Administration, which classifies businesses based on turnover or employee numbers depending upon the industry. Industries such as services, retailing and construction are classified as small businesses if they have annual turnover of less than about US$20 million. The ceiling for manufacturing and wholesaling businesses ranges from 100 to 1500 employees depending on the type of product manufactured or provided (US Small Business Administration 2012).
Furthermore, the Commission’s recommendation of a mandate for EFIC that is focused on  SMEs was not made on the basis that it corresponds to the mandates of other ECAs. Instead, it was made on the basis of evidence related to Australia’s ECA and a market failure rationale for EFIC’s operations on the commercial account. 
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Competition with the private sector

Although there are usually ongoing concerns about crowding out, it is generally intended by governments that ECAs (including EFIC) do not compete with the private sector. However, some ECAs have broad mandates and are more likely to be competing with the private sector than others. For example, a 2008 review of EDC found ‘there can be no doubt that EDC operates outside any ‘market gap’, however defined’ (International Financial Consulting 2008, p. viii).
In recent years, the private sector has improved its capacity to meet the needs of exporters in most countries. The role of ECAs has generally been wound back, although since the emergence of the global financial crisis this trend has been reversed in some countries, at least temporarily.
The winding back has also been influenced by:

· pressure on government budgets (which has reduced funding for ECAs in some countries)

· the OECD Arrangement that was established in 1978 and has increased in scope since then (reigning in ECA activity in some countries)

· the European Commission guidelines set in 1997 to dissuade the governments from competing with the private sector (Wang et al. 2005). 
ECAs can often enter into risk‑sharing arrangements with the private sector on the basis that this will facilitate private sector participation in the export credit sector. For example, Wang et al. (2005) observed that many ECAs become more willing to enter into risk‑sharing arrangements with the private sector as the role of the private sector increases. The logic behind these arrangements has generally been that ECAs take on political risks, while the private sector takes on commercial risk. For example, ECAs have acted increasingly as reinsurers. The ECAs in the United Kingdom and Denmark maintained backstop reinsurance facilities after their withdrawal from short-term business.

The Commission has also noted that ECAs enter into risk‑sharing arrangements with each other.
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Commercial focus
The degree to which ECAs are required by their governments to have a commercial focus varies. Most ECAs are obliged by their governments (and international agreements) to recover the cost of their operations from their fees and charges without drawing on government funding. Most ECAs have provisions in their legislation or administrative rules that permit the payment of dividends or surplus funds to their shareholding governments. EFIC, Ex-Im Bank, EDC, JBIC and ECGD have paid dividends or excess funds to their governments in recent years. 
ECAs also typically claim that they price their products to recover their costs and do not provide subsidies. The provision of export credits by ECAs is governed by various international agreements intended to promote the sustainability of ECAs, reduce competition based on subsidised financing and provide a mechanism through which to resolve disputes when they arise. These agreements include the OECD Arrangement on Officially Supported Export Credits, and World Trade Organisation (WTO) Agreements on Subsidies and Countervailing Measures (ASCM) and Agriculture.

However, the existence of these agreements does not guarantee subsidies do not occur. The OECD Arrangement is a gentlemen’s agreement, applies only to a relatively small number of OECD countries and is not enforceable. Almost all countries are a party to the WTO ASCM but taking action is a long and involved process.

ECA activity has resulted in a number of claims of trade distorting subsidies. Since 1995 the WTO dispute settlement body has examined six cases brought by member governments alleging the provision of subsidised export credits. These include:
· a 2001 complaint from Brazil that EDC provided subsidised buyer finance for aircraft exported from Canada — the WTO panel ruled that EDC charged interest at rates below those available commercially and this constituted a subsidy
· a 2003 complaint from the European Communities that the Korean Export‑Import Bank (KEXIM) provided subsidised pre-shipment loans and advanced payment refund guarantees to Korean shipyards — the WTO ruled that KEXIM’s fees and interest rates were below what could be obtained on the market and were, therefore, a subsidy (WTO 2010).
Although WTO dispute resolution panels have interpreted the language of the ASCM to mean that an export credit that is priced below the market price is a subsidy (Coppens 2009), many ECAs have interpreted the ASCM to mean they only need to price their products such that they recover their costs. This latter benchmark is a low hurdle and does not ensure that subsidies do not occur if ECAs that are guaranteed by their governments do not account for lower borrowing costs in their pricing techniques. Negotiations on WTO rules are ongoing and the definition of an export credit subsidy is a particularly contentious issue (box C.1).
ECAs have also been accused of providing subsidies by some companies competing with the beneficiaries of ECA financing. In an address to the US Chamber of Commerce, the CEO of Delta Airlines Richard Anderson stated that the company opposes Ex‑Im Bank loan guarantees to foreign airlines purchasing Boeing aircraft because it assists its overseas competitors. He stated: 
[Delta] spent [US]$300 million to buy two widebody airplanes to serve India, and a government-sponsored carrier comes in with Ex‑Im Bank [support] and basically takes you out of the market because they’re pricing [US]$300 or [US]$400 a ticket below you. (Carey 2012). 
In 2011 the Air Transport Association of America sued Ex-Im Bank to stop it providing US$3.4 billion of loans to Air India for it to purchase Boeing aircraft. The ATA alleges the finance is subsidised and will harm competing US airlines (Air Transport Association of America 2011).
ECAs and governments have also identified subsidised export credits as an issue. In its submission to the Australia in the Asian Century White Paper, EFIC identified ECA activity in Australia as potentially subsidised:

Such activities are feeding concerns that non-OECD ECA offshore investment financing, both tied and untied to exports, may be distorting international purchasing and investment decisions as firms from those countries are receiving subsidised financing … (EFIC 2012e, p. 11)

The White House, in a press statement announcing new powers for Ex-Im Bank stated:

The President will not allow U.S. companies and workers to lose out on valuable business due to unfair export financing — and will use the Administration’s full powers to ensure they are competing on an even footing. (White House 2012)
Do not delete this return as it gives space between the box and what precedes it.
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Export credit subsidy benchmarks

	The WTO Agreement on Subsidies and Countervailing Measures (ASCM) uses language that suggests prohibited export credit and guarantee subsidies are defined according to a ‘cost-to-government’ benchmark. Under this definition, an ECA’s export credits are deemed not to be prohibited export subsidies if they are priced above the ECAs costs.

This is a low hurdle because ECAs have better credit ratings and may be able to provide export credits at a lower cost than private sector providers (not including the implicit cost of ECA government guarantees). In doing so they could provide a subsidy without contravening the ASCM.

In the most recent round of ASCM negotiations, some WTO members asserted that the cost-to-government definition places developing countries at a disadvantage. This is because developing countries generally have a higher cost of funds than developed countries and cannot match the terms offered by developed countries.
Some WTO members have argued that the cost to government benchmark for defining prohibited export subsidies should be replaced with a ‘benefit-to-recipient’ benchmark. This would oblige ECAs to charge market prices for their products and reduce the likelihood of subsidies occurring.

However, this has been opposed by some WTO members who argue that the current language is consistent with the OECD Arrangement of Officially Supported Export Credits and changing the benchmark would increase the cost of trade finance. They also argue that since most developing countries are importers of capital goods, low cost of trade finance actually benefits them. 

	Source: WTO (2011).
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Exposure concentration

Many ECAs have high exposures to particular counterparties or industries/sectors, reflecting economic and political demand for their products. Sectors to which ECAs commonly have high industry exposures include transportation, shipping and aerospace. EFIC has a high concentration of exposures to ship‑related industries (chapter 8). High exposure concentration to counterparties or sectors can result in large losses if adverse circumstances affect the counterparty or sector.

ECAs benefit from the financial backing of their countries’ governments and may be exempt from prudential requirements limiting large exposures (chapter 8). Table C.1 presents the largest industry exposures of several ECAs and private providers. For ECAs for which data are available, the largest industry exposure generally exceeded those of private providers operating in similar markets in 2010-11 (table C.1).

Table C.

 SEQ Table \* ARABIC 1
Largest classified industry/sector exposure for selected ECAs and private providers, 2010-11a
	
	Industry/sector
	Exposure

	
	
	% of total

	ECAs
	
	

	EFIC (Australia) (2011)
	Ship building and operations
	30.8

	Ex‑Im Bank (US) (2011)
	Air transportation
	48.2

	ECGD (UK) (2011)
	Civil aerospace
	62.4

	Hermes Cover (Germany) (2010)
	Ships
	18.7

	EDC (Canada) (2011)
	Transportation
	27.0

	KEXIM (Korea) (2011)
	
	

	Loans
	Manufacturing
	45.4

	Guarantees
	Manufacturing
	70.7

	SACE (Italy) (2010)
	Oil and gas
	22.0

	Private providers
	
	

	Atradius (2011)
	Consumer durables
	12.1

	Coface (2010)
	None greater than 
	10.0

	Euler Hermes (2011)
	Construction
	14.5


a(Industries/sectors are presented as defined by the relevant organisation in its 2010 or 2011 Annual Report.

Source: Atradius (2012); Coface (2011); ECGD (2011); EDC (2012a); EFIC (pers. comm., 25 November 2011); Euler Hermes (2012); Ex-Im Bank 2011a; Hermes Cover (2010); KEXIM (2012); SACE (2010).
�	The EFIC website notes that some assistance can be provided for Australian content under 50 per cent in particular circumstances (EFIC, ndc).


�	Oesterreichische Kontrollbank AG (OeKB); Office National du Ducroire (ONDD); China Export and Credit Insurance Corporation (Sinosure); Eksport Kredit Fonden (EKF); Finnvera Oyg (Finnvera); SACE S.p.a. Servizi Assicurativi del Commercio Estero (SACE).
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