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Executive Summary 
 
EFIC comprehensively repudiates the core Draft Findings and Recommendations contained in the 
Productivity Commission’s Draft Report: 

 Over the past decade, EFIC has supported over $15 billion of Australian exports to 65 countries 
from SMEs and large companies in diverse industries.  

 
o In the past six years, EFIC’s support for SMEs has grown from $26 million of facilities to 

$137 million, representing 89% of the number of facilities provided, and facilities are 
forecast to exceed $200 million this year.  
 

o EFIC’s recognised experience in project and export finance has been needed for some of the 
largest, most complex projects undertaken globally over this period, and currently is 
required for the development of Australian resource projects and related infrastructure 
given capacity constraints in the commercial markets. 

 
 EFIC directly supports the Government’s 2011 Trade Policy priorities by assisting internationally 

competitive Australian companies to create high wage jobs for high-skilled workers through 
pursuing export opportunities. EFIC’s commercial responsiveness in providing that support is 
evidenced by independent research: 94% of EFIC’s clients would work with EFIC again or 
recommend EFIC to another exporter based on their experience. 

 
 EFIC has been profitable in 19 of the past 20 years, earning in excess of $460 million in profits 

and paying more than $214 million in dividends to Government. Our risk management systems 
have been tested and found resilient and prudent by successive economic and financial crises. 
EFIC’s governance and reporting have been consistently found as rigorous and transparent by 
unqualified independent audits. Against any external benchmark EFIC is a sound, profitable, well-
managed and well-governed institution. 

 
 EFIC works in close cooperation with private financial institutions and insurers. Through over $1.6 

billion of export finance guarantees, EFIC has been the catalyst to attract bank funding for 
Australian exports. EFIC also has arranged more than $1.4 billion of private reinsurance to help 
Australian exporters. Our partnership with private sector institutions demonstrates that EFIC is a 
commercially responsive public sector agency, appropriately pricing risk to draw in private market 
capacity.  

 
 The Commission’s thesis is that financial markets are perfectly efficient and rational; therefore, 

EFIC must either be subsidising its support or competing with private capital. The Commission 
ignores relevant research on market failure and recent global financial market disruptions, which 
continue to have material implications for Australian companies. The Commission also ignores the 
unequivocal support given to EFIC by major Australian and international financial institutions, and 
substantive evidence offered by clients, legal firms and industry associations on the need for 
EFIC’s services.  EFIC operates on the principle that public sector institutions should not compete 
with private capital. This also is the Commission’s underlying concern, and there simply is no 
evidence that this has been or is the case with EFIC. 
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 The Commission argues that restricting EFIC’s role would represent a better economic outcome. 

Yet had EFIC not been in existence over the past 20 years, then significant export transactions 
would not have taken place and Australian activity would have been forsaken to overseas 
competition. Better still, these profitable exports have been accompanied by profitable results at 
EFIC.  In making its recommendations the Commission offers no assessment of the probable 
consequences of EFIC withdrawing from its current markets, nor of the net benefit to the economy.  
Its argument is particularly tenuous at a time when regulatory and economic uncertainty is 
restricting credit capacity, and Governments globally are aggressively supporting their banking 
systems and exporters. 

 
 Finally, EFIC could clearly do more. With simplified legislation and the enhanced mandate that 

EFIC sought in 2006, EFIC would have had more capacity and product flexibility to help Australian 
companies to adjust to the structural changes in Australia’s economy, and also would have been 
more profitable. EFIC is ready to do more to support the Government’s trade agenda, but the 
outcome from the Commission’s Recommendations taken as a whole would be an EFIC that 
cannot deliver on its mandate: an EFIC that would be restricted to a narrow base of exporters, less 
commercially responsive to their needs, less capable of supporting SMEs, and likely to become a 
financial burden to the Government. 
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1. EFIC response to the draft report 
 
EFIC is fulfilling its mandate 
Over the past decade, EFIC has profitably supported over $15 billion of exports and investments in 65 
countries in every region of the globe. 

EFIC supports SME exporters facing financial barriers. In the past six years, EFIC’s support for SMEs has 
grown from $26 million of facilities to $137 million, representing 89% of the number of facilities 
provided, and that level is forecast to exceed $200 million this year. In this period we have entered into 
21 framework agreements with banks, financial service providers and development banks to use 
different products to help SMEs to overcome financial barriers. These SMEs are delivering innovative 
technologies and building on Australia’s comparative advantage to compete overseas. But since 2008 
the challenges facing SME exporters of all sizes have been growing. 

EFIC supports Australia’s largest companies working in emerging and frontier markets globally. These 
companies deliver some of the best expertise and technology Australia can supply. When these 
companies enter new markets, in EFIC’s experience they bring along Australian SME sub-contractors. But 
Australian companies are competing against equally large or larger foreign companies in these markets, 
and if the private market is not capable of providing the total financing required, then sponsors seek ECA 
support for their exporters. As an illustration, in 2011 approximately 30% of the $215 billion global 
project finance market was provided by ECAs and multilateral agencies1. In developing markets, the 
concentration of agency finance was even higher at almost 65%. In 2012, the pipeline for transactions is 
greater still. There are a number of very large projects coming to market including Oyu Tolgoi in Mongolia, 
and Ichthys and APLNG in Australia. 

Presently, EFIC’s support is needed even for infrastructure and resource projects within Australia. These 
projects are exceptionally large even on a global scale and require funding at a point when credit globally 
is scarce. ECAs and particularly Asian ECAs are filling that gap and supporting their leading companies 
working in Australia. Publicly available data shows that foreign ECAs and development banks have 
provided more than $6 billion to Australian corporate and project financings since the GFC2. The 
composition of Australian debt syndicates in 2011 shows a strong and growing trend towards ECAs 
helping to fill the gap created by the European banks who withdrew more than $7.5 billion in the 
September 2011 quarter alone3.  

EFIC’s commercial responsiveness to shortfalls in capacity or in crises is valued by our clients and by 
financial institutions. The public submissions to the Commission spoke to EFIC’s role and its capacity to 
supplement what the private market can offer. Our 2011 client satisfaction survey undertaken by an 
independent agency recorded a Net Promoter Score of 94% - that is, a net 94% of our clients would work 
with EFIC again or recommend EFIC to another Australian company given their experience.  This is a level 
many times greater than most financial institutions. Yet some of the Commission's draft 
recommendations go to the heart of our ability to be an effective commercial partner in delivering an 
efficient, flexible service. 

Being an effective commercial partner also means having a sound risk management system. Since 
November 1991, we have earned over $460 million in profits and paid more than $214 million in 
dividends to Government. Our risk management systems have been tested and found resilient and 
prudent by successive economic and financial crises.  

                                                        
1 Project Finance International (PFI) January 2012 
2 PFI and Basis Point 
3 Bank of International Settlements Data, March 2012 
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EFIC is supporting exporters by working with the private sector 
Our SME strategy focuses on delivering EFIC’s support through our clients’ existing banking relationships. 
This strategy allows us to inform and support a broad client base through the bank channel without 
building a costly retail network, and to make exports happen by providing our support selectively in 
taking on the risks those financial institutions do not accommodate.  

For example, EFIC recently supported TTG Transportation Technology Pty Limited (TTG) through a 
£379,000 export working capital guarantee to TTG’s bank, Westpac. TTG is an Australian train 
technology development company specialising in energy optimisation software. EFIC’s guarantee 
enabled Westpac to lend the funds TTG needed to meet the costs associated with the delivery of a UK 
contract. 

We have extended that strategy to work with specialist financial services providers so SMEs can better 
manage their currency exposures. In the wake of unprecedented A$ appreciation and currency market 
volatility, SME exporters are concerned with the implications of currency movements for their viability. 
With EFIC’s foreign exchange guarantee facility, financial institutions providing foreign exchange risk 
management services to SMEs will extend their cover that much further to help SMEs to manage that 
risk. 

For example, EFIC recently provided a foreign exchange facility guarantee to Australian film production 
company Drift International to enable it to manage foreign currency risk. Drift were concerned that 
currency fluctuations during the production of their feature film could potentially leave them short of 
funds in their production budget.  Backed by EFIC’s guarantee, foreign exchange provider HiFX was able 
extend the trading limit on its facility so Drift could manage the risk. 

Our work with banks extends beyond SMEs. Current market conditions have impelled EFIC to step up to 
support Australian companies - large and small - working in infrastructure projects, either by supporting 
their tenders and working capital needs or with the funding of these large projects in Australia and 
overseas.  

For example, EFIC supported Lean Field Developments to win their first major Australian pipe laying 
contract for the installation of gas and water pipelines in Queensland’s Surat Basin. Without a long 
trading history in Australia, it was unable to obtain traditional bank finance for performance bonds. EFIC 
provided a bonding line for Lean Field to draw on as required, enabling it to meet performance and 
warranty bond obligations under its contracts, and an export working capital guarantee facility to support 
their cashflow needs. 

EFIC has also worked with ANZ and BNP Paribas to finance Leighton’s acquisition of the equipment 
necessary to undertake mining contracts in Indonesia and Mongolia; provided performance bonding 
facilities for companies like McConnell Dowell, Clough and Macmahon Holdings, either in their overseas 
operations or domestically for the development of export related infrastructure; and provided a 
guarantee to Sumitomo Mitsui Banking Corporation (SMBC) to fund, along with commercial banks and 
EDC of Canada and German, Korean and Chinese Development Banks, the development of the Wiggins 
Island Coal Export Terminal in Queensland.   

EFIC’s focus has directly supported the Government’s 2011 Trade Policy priorities by assisting 
internationally competitive Australian companies to create high wage jobs for highly-skilled workers 
through pursuing export opportunities.  These exporters are developing opportunities where Australia can 
build on its comparative advantages and they are achieving export success in diverse fields: the design 
and manufacture of specialised equipment; food and agriculture; services; resources and LNG; and 
engineering and mining-related equipment. 
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To deliver that support EFIC has relied on a long-running strategy to ‘crowd in’ private insurers to support 
Australian exporters, and to help EFIC manage the risk concentrations on its balance sheet. Rather than 
competing with private capital, EFIC has attracted over $1.4 billion of private reinsurance to help 
Australian exporters over the past 13 years. Beginning in 1999, EFIC was one of the first ECAs globally to 
use private market insurance to manage risk – in that first instance, taking the initiative to reduce the 
risk to Government on its National Interest Account. Our success in this strategy has prompted one 
insurer to establish a team here to work directly with Australian exporters and banks. We continue to 
attract new capacity, most recently with the ACE Group, a global leader in insurance and reinsurance.  

 
EFIC is supporting exporters by working with the public sector 
EFIC is one of two Federal agencies focused on implementing Australia’s trade policy. We complement 
and work closely with Australia’s other dedicated trade agency, Austrade. The offshore networks and in-
market knowledge of Austrade officers, combined with EFIC’s financial services expertise and financial 
and insurance products can catalyse additional export contracts. EFIC and Austrade also provide a range 
of complementary export advisory information delivered online and through workshops and events, with 
EFIC focusing on the risks and Austrade on the opportunities for exporters.  

EFIC works closely with State and Territory trade agencies to develop awareness and understanding of 
trade finance, and the solutions available to mitigate the risks of exporting. State and Territory export 
advisors are directly in contact with exporters and their networks are important for ensuring regional 
Australian exporters have knowledge and access to EFIC’s services. 

EFIC promotes Australian arts and culture overseas too. Working with Screen Australia, EFIC established 
a loan program to finance eligible Australian films, documentary and television productions with 
international distribution agreements. These loans from EFIC complement the Australian Government’s 
Producer Offset incentive by helping SME film producers with the cash flow they need to complete 
production.  

For example, EFIC recently supported BUNYA Productions’ indigenous family movie, “Satellite Boy”, with 
a Producer Offset loan of approximately $850,000. Satellite Boy tells the story of a young Aboriginal boy 
from the outback town of Wyndham, Victoria, who travels to the city with his best friend to save his home 
from developers. The film is the latest in a number of Australian productions being made about 
indigenous and local community issues in regional Australia. These stories have resonated strongly with 
the local communities for their positive messages. 

We are working with other Federal Government agencies including DIISRTE and ICN to support initiatives 
like the Government’s Resource Sector Supplier Advisory Forum. We are helping Australian firms access 
the benefits of the mining boom and in doing so, facilitating both domestic and international 
competitiveness. EFIC is looking to ensure that finance is not the obstacle that restricts these companies 
from competing for these opportunities. 

EFIC has a role protecting Australian interests in global trade. We provide technical support to the 
officials responsible for negotiating framework agreements for public sector support of trade. We monitor 
market conditions to inform Government of issues that may impact Australia’s trade interests, 
particularly in times of crisis. EFIC was a leader in the establishment of the Australian Trade Finance and 
Insurance Association for this reason – to create a forum to sound the market on issues confronting 
trade finance. And when required EFIC supports Government by providing a commercial perspective on 
companies and industries experiencing distress. 
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EFIC is supporting exporters by working with other ECAs 
With strong results and over 50 years of experience, EFIC has credibility with our counterpart agencies 
overseas. 

For example, EFIC, with substantial reinsurance from Canada’s EDC, was able to assist Brookfield Rail 
access support from a Chinese bank to finance a rail upgrade project for a new iron ore mine in Western 
Australia; and Santos turned to EFIC and ECAs from Italy and Canada and Malaysia to fill the gap in 
commercial bank capacity for term debt to finance the development of the Gladstone LNG project. EFIC 
is stepping in to fill these gaps, securing Australian jobs and expanding Australia’s exports and exporting 
capacity. 

EFIC’s credibility enabled us to lead the development of framework agreements within the Asian 
Eximbank group for jointly funding projects involving Australian suppliers and third-country supply from 
Asia. Our recognised experience allowed EFIC to lead discussions on the PNG LNG project to ensure that 
best practice environment systems would allow ECAs to monitor the project’s performance.  

EFIC was appointed by the sponsors of a major gas project as one of six leading ECAs, in recognition of 
our understanding of Australian legal and environmental framework in which the project will be 
developed and operated, and our extensive experience in project finance.  EFIC’s participation in this 
group helps to ‘crowd in’ five other ECAs who, collectively, will provide up to 50% of the debt necessary to 
develop this massive project.  

Australia’s experience provides our team with a platform to work effectively in international fora to 
improve the governance and environmental approaches of ECAs globally. Through workshops and 
exchanges EFIC is engaging with environmental practitioners and senior executives at these institutions 
to promote Australia’s interests. This is an increasingly important public good as agencies from emerging 
Asian economies play a larger role in financing projects globally and particularly in Australia. 

EFIC is pursuing best practice environmental standards 
In 2010, EFIC initiated a review of its Environment Policy. EFIC first introduced its Environment Policy in 
2000, three years before the OECD reached agreement on a global framework. We reviewed and 
amended that policy in 2005 using outside expertise. The 2010 review continues EFIC’s long standing 
commitment to upholding best-practice environmental and social standards in the transactions we 
support. To provide our stakeholders with increased confidence in EFIC’s adherence to this commitment, 
EFIC has agreed to the independent audit of the application of its Environment Policy every two years. 
EFIC also has also established a semi-annual multi-stakeholder forum, the first of which was attended by 
four Civil Society Organisations.   

Through these measures, we believe EFIC is providing its stakeholders with greater transparency on the 
application of its Environment Policy, exceeding our international obligations whilst providing competitive 
service to Australian exporters as they seek to win overseas contracts. 
 

EFIC could do more 
At the time of the last EFIC Review, EFIC proposed two things: simplification of EFIC’s legislation to 
improve client service and reduce costs; and an expansion of EFIC’s mandate to support SMEs. 

In 2006, EFIC proposed an expansion of our mandate to support Australian SMEs in their efforts to 
establish global supply chains. As the Government’s 2011 Trade Policy Statement states, “The build-and-
ship model of production and exchange is giving way to the creation of regional and global supply chains 
for both goods and services. Consequently, flows of investment are becoming more important in many 
industries than flows of finished goods. For example, a local manufacturer might lose comparative 
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advantage in the production of a finished product but become internationally competitive in the supply of 
components. Or instead of shipping finished goods, a business might supply the expertise it has 
accumulated to a foreign-based manufacturing operation.” 

From the perspective of financing supply chains, small Australian companies will struggle to get local 
bank support in most overseas markets until they have a track record, and Australian banks are not 
focused on supporting the development of SME supply chains given the complexity of taking security 
overseas. But supply chain management is a strategic issue for many Australian SMEs responding to 
structural change in the Australian economy. It is reflected in the Government’s focus on facilitating 
trade to create high-skill, high-wage work, and increasing Australia’s international competitiveness. 
EFIC’s proposal goes to the heart of this trade policy priority and is consistent with our mandate and 
experience working with the private sector to create commercial funding options. 

In 2006, EFIC also proposed a simplification of the 1991 EFIC Act. In the past 20 years there have been 
significant changes in both financial products and global markets. For example, there is no basis to 
mandate EFIC to use a guarantee and not a loan product from the perspective of supporting Australian 
exports, even more so now given the uncertainty of bank funding capacity overseas. Giving EFIC the 
flexibility to provide the most suitable financial product will result in the lowest transaction costs, the 
most effective outcome for the exporter and a better return for EFIC. 

Successive Governments since 2006 have accepted these proposals as policy but the process of 
legislative change has yet to advance in 2012. EFIC’s proposals would greatly increase our capacity to 
help Australian firms to adjust to structural change.  
 

The need for evidence-based policy 
The evidence is that the private market sees the need for ECA support.  

Globally, ECA support for trade and project finance is growing in response to shortfalls in private market 
capacity, a volatile risk environment and ever larger projects. Demand for EFIC’s support has grown 
dramatically over the past three years too. And the support for EFIC is too, as evidenced by the 
Submissions made to this Review. 

The evidence is that EFIC is achieving its mandate.  

We are operating in the ‘market gap’ where the private market’s capacity is insufficient. Submissions to 
the Review have backed EFIC’s role in supporting Australian exporters, including from those financial 
institutions the Commission is concerned EFIC might ‘crowd out’.  

We have consistently delivered profits and dividends. Since November 1991, through a series of global 
and regional economic shocks, EFIC has been profitable in 19 of the past 20 years. Since 1991, we have 
generated in excess of $460 million in profits and paid dividends of more than $214 million to 
Government. Our risk management systems have been tested. Our pricing for risk has been 
demonstrated by results and our success in ‘crowding in’ the private market. Our flexibility to provide 
loans, guarantees and insurance has delivered the support needed by Australian exporters and banks. 

The evidence is that a guarantee-only model as proposed by the Commission has a fundamental 
weakness in a credit and liquidity crisis.  

The Commission is advocating that in 2012 EFIC’s products be reduced to only guarantees while since 
2008 European Governments have been attempting to emulate EFIC’s flexible product model. ECAs that 
provide only guarantees and insurance have been struggling to establish funding vehicles in the context 
of a credit market collapse. When banks cannot lend, insurance policies are ineffective. Other ECAs have 
been seeking to learn from EFIC’s experience of managing a loan portfolio and treasury operation. The 
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Europeans have learnt that instituting a funding and loan management framework in any environment 
takes considerable time. In a crisis, it is almost impossible. 

From another perspective, even Government Departments have sought EFIC’s assistance in 
understanding the mechanics of managing a loan portfolio for policy initiatives relating to the GFC and 
Clean Energy. And EFIC’s insight into treasury markets, particularly offshore funding markets, has been 
critical to our risk management capability.  
 

EFIC’s response to the Productivity Commission Draft Report 
Attached you will find a summary and detailed assessment by EFIC of the Report’s Findings and 
Recommendations. It presents a comprehensive repudiation of the Report, but there are a few points to 
emphasise: 

The Commission:  

 Finds that there are no market failures that would warrant EFIC’s support; 

 Finds that EFIC is likely to be competing with the private sector; 

 Finds that EFIC’s return on equity is less than the Australian banks, and suggests the cause is that 
EFIC is under-pricing for risk;  

 Recommends that EFIC restrict whatever support it provides to SMEs with turnover less than $25 
million, preferably with limited credit history and no export experience; and 

 Recommends that EFIC’s support be restricted to a guarantee product. 

The lack of commercial understanding and judgement demonstrated by these Findings and 
Recommendations go to the heart of EFIC’s concern with this Report. 

 The ‘market gap’ rationale that underpinned EFIC’s establishment has never been more evident. 
The level of ECA activity in Australia and overseas demonstrates that the implications from the GFC 
and Euro-zone crises continue to play out in credit markets. Even from the narrow perspective of 
‘market failure’, there is considerable academic research that the Commission has not cited in its 
Report that identifies the economic rationale for trade and export finance. 

 EFIC’s work with the private sector – not in competition – has never been clearer. Across our 
product range we are working with banks and financial service providers to support Australian 
exporters, and using private insurers to create the capacity to provide that support. The unanimous 
support of these institutions through the Review is evidence of EFIC’s success. 

 Our success in cooperating with the private sector is underpinned by a market-based pricing 
strategy. Appropriate risk-based pricing gives banks confidence that EFIC is not competing, and 
generates the income needed for EFIC to ‘crowd in’ private insurers. EFIC’s return on equity reflects a 
substantial capital base generated by EFIC’s profitable operations, which is the buffer protecting 
Australian taxpayers. 

 
The Commission’s proposed business model is not a commercially viable proposition. 

The Commission recommends that EFIC's mandate be restricted to ‘demonstrating to the private sector 
that providing export finance to newly exporting SMEs can be commercially viable.’ The Commission does 
not demonstrate that this proposition is true. Yet it acknowledges that this is without precedent in any 
ECA in the world. 
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In EFIC's experience, small firms with limited credit history and no export experience represent a very 
high risk for credit providers. Small firms also represent a limited premium pool; that's why banks target 
them with homogenous credit scoring products. It is remarkable that the Commission recommends that 
EFIC's mandate be restricted to a likely loss-making pool of very small firms at the same time as the 
Commission recommends that EFIC achieve a rate of return on equity comparable to an Australian ‘Big 
4’ Bank. 

In EFIC's view, this recommendation alone would turn EFIC from a commercially oriented and profitable 
institution into a narrowly based loss-making entity. EFIC’s capital buffer from years of profitable 
operations would be significantly eroded and consequently, our capacity to support exporters of any size. 

EFIC’s capacity to fulfil its mandate will be diminished not enhanced 

The Commission gives no consideration to the practical implications of its recommendations. Much of 
EFIC's existing business would, in effect, be closed. An institution directed to lend to a narrow loss-
making market segment will not retain the skills and experience that have successfully taken on complex 
risk management challenges in the past. EFIC’s strong positioning, performance and risk management 
culture would be undermined, exposing taxpayers to increased losses. 

The Commission ignores the prevailing need for the funding of large Australian projects that are clearly 
being funded by foreign ECAs. Restricting EFIC from domestic financing as an option to ‘level the playing 
field’ is at odds with the evidence and contrary to the recommendations of the Australian banking sector. 

Finally, EFIC's effectiveness would be further eroded if the Commission's recommendation to offer only 
guarantee products was adopted as policy. This flies in the face of ECAs globally converging on an ‘EFIC 
model’ to mitigate the impact of credit and banking crises on export credit. 
 

Conclusion 
The following sections and appendices present in detail EFIC's response to the Report. In our 
assessment, there are 33 unsubstantiated Draft Recommendations or Findings which rely on theory or 
assertions rather than evidence or analysis.  

EFIC is working well in practice, consistently delivering against its mandate. It operates on the principle 
that public sector institutions should not compete with private capital. This also is an underlying concern 
of the Commission, and there simply is no evidence provided that this is the case with EFIC. Our 
adherence to this principle is demonstrated by the unequivocal support given EFIC by major Australian 
and international financial institutions, and evidence offered by clients, legal firms and industry 
associations. 

The Commission offers no assessment of the probable consequences of EFIC withdrawing from its 
current markets, nor of the net benefit to the economy.  Its argument is particularly tenuous at a time 
when regulatory and economic uncertainty is restricting credit capacity, and Governments globally are 
aggressively supporting their banking systems and exporters. 

EFIC could clearly do more. With simplified legislation and the enhanced mandate that EFIC sought in 
2006, EFIC would have had more capacity and product flexibility to help Australian companies to adjust 
to the structural changes in Australia’s economy, and also would have been more profitable. EFIC is 
ready to do more to support the Government’s trade agenda, but the outcome from the Commission’s 
Recommendations taken as a whole would be an EFIC that cannot deliver on its mandate: an EFIC that 
would be restricted to a narrow base of exporters, less commercially responsive to their needs, less 
capable of supporting SMEs, and likely to become a financial burden to the Government. 
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 d
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 p
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 d
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 c
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 d
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t c
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t d
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 o
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l p
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 m
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f f
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t c
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 b
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. D
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ra
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 b
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 re
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r p
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t c
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t p
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 c
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 c
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 p
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f m
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 c
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 d
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 c
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ra
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t f
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