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Introduction and Summary

Introduction
Before the emergence of cross-border commercial
bank lending on a large scale in the late 1960s, credit
flows to developing countries had been dominated by
bilateral and multilateral development assistance and
by export credits officially supported by the creditor
countries. During the 1970s when bank lending increased at a rapid rate, the relative significance of
export credits as a source of commercial financing to
developing countries declined. In the wake of the debt
difficulties that emerged in 1982 and the subsequent
slowing of international bank lending flows, officially
supported export credits have begun to increase in
relative terms.
With attention now focused on the need to normalize
debtor/creditor relations and to catalyze financing
flows, the resumption of official export credits and
cover has been considered helpful to the adjustment
efforts of debtor countries, by assuring vital shortterm trade credits and facilitating the import of capital
goods necessary to renew growth. In a communique
following its spring 1985 meeting, the Interim Committee of the Board of Governors of the International
Monetary Fund stated:
"For those countries whose external debt has been rescheduled, whose prospects of economic progress are
good, and which are undertaking satisfactory adjustment
policies, the industrial countries should consider resuming
export credit cover, subject to standard national policies."

At the same time, the Joint Ministerial Committee of
the Boards of Governors of the Bank and the Fund
on the Transfer of Real Resources to Developing
Countries (Development Committee) noted in its communique the importance of officially guaranteed export
credits:
" . . . developing countries and export credit agencies,
in cooperation with the World Bank and the Fund, should
take steps to enhance the development impact of export
credits."

It was in this setting that Export Credit Cover Policie.
and Payments Difficulties1 was published in August
1985. That paper described the objectives of export
credit authorities and the practices of their agencies
and focused in particular on their response to the
emergence of widespread debt-servicing difficulties.
Subsequent to the finalization of the present study,
the Interim Committee emphasized the contribution
of export credit agencies to the debt strategy in its
spring 1986 communique:
" . . . the Committee welcomed the move by official
export credit agencies in industrial countries toward resuming or increasing cover, on a case-by-case basis, for
countries whose debts have been rescheduled and which
are undertaking the policy adjustments necessary to restor
their creditworthiness. The Committee stressed the importance of this trend being carried further, but it noted
that the resumption of export credit cover must not becom.
a substitute for new funds from commercial banks where
these are appropriate."
In its communique issued at the same time, the
Development Committee endorsed the Interim Committee's conclusions on the need for adequate and
timely support by export credit agencies for debtor
countries' adjustment efforts.
In the next several years, it is expected that the
demand for export credits and cover will generally
increase, as will their relative importance in financin.
flows to developing countries. These trends are anticipated to reflect a renewal of investment spending in
the developing countries and the consequent increase
in demand for capital goods imports, as well as the
shift in preference of banks away from general purpose
balance of payments finance toward trade and project
finance (including financing with official guarantees).
The response of export credit authorities to this increase in demand will have an important influence on
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the availability of financing flows to developing countries and help shape the composition of those flows.
Over the period since mid-1982, both official and
bank creditors have been asked in certain cases to
make a concerted effort to provide financing for the
adjustment programs of debtor countries. Questions
have, on occasion, arisen concerning the appropriate
distribution of that effort among various groups of
creditors. Fundamental differences between official
and bank creditors in terms both of the structure of
lending and of the rescheduling and regulatory environment make it difficult to define and measure comparable action. Also, concerns of commercial banks
regarding the comparability of official efforts can be
attributed partly to the absence, until recently, of
timely statistics on export credit flows to individual
debtor countries and to the fact that information on
the general cover policy attitudes and constraints of
the creditor countries is not generally well known or
understood.
In view of the increasing relative importance of
export credits as a source of financing and the apparent
need for greater transparency concerning export credit
flows and the general direction of cover policies, an
increased flow of information on trends and issues
related to export credits and cover policy is needed.
This paper is intended to contribute to that purpose.

Summary of Findings
Recent trends in export credit flows, the factors
influencing those trends, and near-term prospects for
export credits are discussed in Section II. New data
compiled by the Bank for International Settlements
(BIS) and the Organization for Economic Cooperation
and Development (OECD) would seem to indicate that
over the 18 months to mid-1985, officially supported
export credits to developing countries increased at a
significantly faster pace than nonguaranteed bank credits. The most buoyant component of officially supported export credits over this period was guaranteed
bank credits. This expansion in guaranteed bank credits
was particularly marked for countries that have not
experienced debt-servicing difficulties. For countries
that have rescheduled their debts in recent years, the
reported data show that officially supported export
credits increased at the same rate as nonguaranteed
bank credits.
However, for several reasons, the available data
understate the growth of officially supported export
credits over the 18 months to mid-1985, both in absolut.
terms and relative to nonguaranteed bank credits. The
most important reason is that the reported data on the
stock of outstanding credits are in U.S. dollars which

would lead to an underestimate of net international
lending over this period when the dollar appreciated.
This is particularly the case for officially supported
export credits which are much more likely than nonguaranteed bank credits to be denominated in the
domestic currency of the creditor country. Also, it
would appear that the relief resulting from rescheduling
of official credits has not been fully taken into account
in the available data. (See Appendix I.)
In the analysis of factors influencing these developments, it is noted that while the potential supply of
officially supported export credits is determined by
the policies of export credit authorities, the final
demand for export credits and guarantees depends on
two main factors: the demand in debtor countries for
imports, particularly capital goods imports, and, for
any given level of such imports, the demand of banks
and exporters for export credit insurance. Officially
supported export credits to developing countries have
increased noticeably faster over the 18 months to mid
1985 than the non-oil imports of these countries. This
fact suggests that, overall, there has been an upward
shift in demand by banks and suppliers for export
credit insurance. For countries that have not experienced debt-servicing difficulties, the agencies are generally open for new cover with little or no restriction,
and officially supported export credits have increased
quite rapidly. For countries that have experienced
payments difficulties but are implementing adjustment
programs, export credit agencies are now more likely
than in the past to maintain or reopen export cover.
For some of these countries, however, the agencies
found that demand for cover was weak, reflecting both
lower levels of imports—particularly for public sector
investment projects—and possibly increased reluctance of private sector borrowers to acquire foreign
currency liabilities. For countries that have experienced payments difficulties but have not undertaken
and implemented a strong adjustment effort, most
agencies remain off cover.
Over the near term, it is expected that officially
supported export credits will continue to play a growing
role in catalyzing financial flows to developing countries. It is likely that the upward shift in banks' and
suppliers' demand for cover on the transactions they
finance will be maintained, while at the same time an
expansion in investment spending in developing countries would lead to an absolute and relative increase
in those categories of imports for which cover is most
likely to be sought. Also, a number of agencies have
introduced or are considering modifications in their
procedures to increase the attractiveness or improve
the availability of guarantee and insurance programs
for exporters and banks.
Recent developments in export credit policies and
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practices are described in Section III. In the earlier
Occasional Paper on export credits2 it was noted that
export credit agencies as a group tended to remain on
cover too long for countries that had not experienced
payments difficulties but which were pursuing policies
that could lead to future debt-servicing problems. On
the other hand, for countries that had rescheduled
their debts and were implementing a sound adjustment
program, export credit authorities may not have taken
sufficiently into account the improved prospects and,
therefore, tended to stay off cover too long.
Most export credit authorities are now making efforts
to develop the capacity to formulate their policies on
the basis of more forward-looking analysis, and some
have introduced modifications in their traditional practices that would permit them to respond on a more
timely basis to the actual evolution of policies and
prospects of debtor countries. With respect to countries that have not experienced payments difficulties,
a number of agencies have taken steps to strengthen
their country risk assessment procedures, particularly
with a view to placing greater emphasis on leading
indicators. Efforts are also under way in some agencies
to strengthen project appraisal. Nevertheless, reflecting the strong competition for export markets, agencies
continue to stress the difficulty of denying cover for
export transactions with countries that are not adopting
policies to forestall probable payments difficulties but
for which payments delays have not yet been recorded.
With regard to the rescheduling and recovery phase,
a major recent development has been the tendency for
export credit authorities to modify their traditional
practices in order to permit a more rapid opening of
cover for countries that have rescheduled but are
successfully implementing an internationally supported
adjustment program and adhering to their rescheduling
agreements. Indeed, three agencies have announced
special programs under which they can reopen cover
relatively promptly for specified countries that meet
these criteria, while some other agencies' policies are
evolving in that direction on a case-by-case basis.
Another major development discussed in Section III
has been the increased differentiation in terms agreed
at Paris Club reschedulings, which has permitted the
tailoring of each rescheduling to better reflect the
individual country's situation and prospects. Official
creditors, for example, have taken the view that
multiyear rescheduling agreements (MYRAs) can facilitate a transition to normal debtor/creditor relations
for countries that have made substantial progress in
their adjustment efforts. The export credit authorities'
response to the official MYRA that was agreed with
2

See Brau and Puckahtikom (cited in footnote 1).

Ecuador in April 1985 would indicate that this agreement has, indeed, facilitated the maintenance or more
rapid resumption of export credits and cover. The
Paris Club has also departed from past practice by
excluding debts of the private sector from certain
recent reschedulings. In these cases a number of
agencies have maintained or reopened cover for credits
to private debtors. Finally, the exclusion of interest
from the rescheduling agreements for certain countries
has generally been viewed as a positive factor in
assessing creditworthiness and considering reopening
cover for those countries. These three changes in Paris
Club practices have facilitated a return to more normal
access to commercial credit for some countries. On
the other hand, for countries experiencing protracted
payments difficulties, guaranteed export credits are
generally viewed as being inappropriate to the country's financial situation. The Paris Club has stood
ready to grant exceptional debt relief to such countries,
but additional support for their adjustment efforts will
need to take the form of multilateral or bilateral aid
flows.
Section IV focuses on countries whose adjustment
efforts and economic prospects would appear to justify
continued or renewed access to commercial sources
of finance, including officially supported export credits.
The section also examines certain issues concerning
ways to facilitate a normalization of debtor/creditor
relations. The first issue discussed is the trade-off
between rescheduling and new credits, particularly in
the case where an increase in the exposure of export
credit agencies could have been expected in the absence of a rescheduling and where, therefore, a Paris
Club rescheduling could result in less financing from
official sources than otherwise might have been available. In certain circumstances where liquidity problems
do not predominate, it might be in the interest of all
concerned—the export credit agencies, the commercial
banks, and the debtor countries—if official creditors
were to support the adjustment effort by insuring new
export credits rather than by rescheduling service on
outstanding debts.
A somewhat different case is where, in view of the
country's circumstances, official creditors seek to
support its adjustment effort through the complementary provision of both rescheduling and some new
cover. While, as noted above, export credit authorities
have taken important steps to align their policy stance
more closely with countries' adjustment efforts, they
emphasized that they do not believe it is feasible for
them to make ex ante commitments as to the amounts
of new credit and cover that would be extended in a
given period. This is because the volume of export
credits and guarantees, unlike financial credits, depends largely on demand factors, including the share
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of important export contracts won by nationals of the
creditor country. Furthermore, the volume of export
credits tends to respond to changes in policy stance
only with a lag. In view of these considerations, future
efforts might focus on the cover policy stance and, in
particular, might seek to improve the transparency of
export credit policies and activities.
A second issue for the recovery phase is how to
improve project selection in order to help preclude the
re-emergence of debt-servicing problems in future
years. As noted above, a number of agencies are
seeking to improve their project appraisal procedures.
Most agencies indicated that they would welcome a
more active contribution of multilateral development
banks, particularly the World Bank, in their efforts to
improve project selection. Export credit authorities
underscored their view that it must be the debtor
country that provides discipline in this regard, but
most agencies said they would welcome a greater role
for the World Bank in carefully reviewing investment

programs. In particular, there was support for exploring the feasibility of a trial arrangement with a few
selected debtor countries for whom a return to commercial finance is appropriate and could be facilitated
by export credit guarantees. In such cases, it was
anticipated that the debtor country's adherence to
such an agreed investment program, based on a comprehensive project review, would unlock additional
export credits.
Section V sets forth concluding observations in view
of the findings of this study and in the context of the
debt initiative launched by U.S. Secretary of the
Treasury James A. Baker III at the October 1985
Annual Meetings of the International Monetary Fund
and the World Bank.
Certain technical information concerning the statistics on officially supported export credits is discussed
in Appendix I and statistical material is presented in
Appendix II. Appendix III contains a technical note
and a glossary of terms used in this paper.
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