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. . . to indicate that data are not available;
— to indicate that the figure is zero or less than half the final digit shown, or that the item
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-

between years or months (e.g., 1991 -92 or January-June) to indicate the years or months
covered, including the beginning and ending years or months;

/

between years (e.g., 1991/92) to indicate a crop or fiscal (financial) year.

"Billion" means a thousand million.
Minor discrepancies between constituent figures and totals are due to rounding.
The term "country," as used in this paper, does not in all cases refer to a territorial entity that
is a state as understood by international law and practice; the term also covers some territorial entities that are not states, but for which statistical data are maintained and provided internationally on a separate and independent basis.
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Preface

This study is based on discussions with the export credit agencies and government authorities of eleven industrial countries in the period February to May 1994. Most of the discussions
were attended by all of the authors, who are staff members of the Official Financing Operations Division in the Fund's Policy Development and Review Department. Developments in
officially supported export credits have been the subject of four earlier papers prepared by
Fund staff. The most recent, "Officially Supported Export Credits: Developments and
Prospects" was published in the World Economic and Financial Survey series in May 1990.
The focus of this paper is on export credit financing for the developing countries and
economies in transition. The paper examines the recent changes in the environment in which
official export credit agencies operate, and discusses the potential and limits of export credit
finance.
The agencies that participated in the present review were Osterreichische Kontrollbank Aktiengesellschaft (OeKB), Austria; Office National du Ducroire (OND), Belgium; Export Development Corporation (EDC), Canada; Compagnie Francaise d'Assurance pour le Commerce Exterieur (COFACE), France; Hermes Kreditversicherungs-AG (Hermes), Germany;
Sezione Speciale per l'Assicurazione del Credito all'Esportazione (SACE), Italy; Export-Import Insurance Division, International Trade Policy Bureau, Ministry of International Trade
and Industry (EID/MITI), Japan; The Export-Import Bank of Japan (Japan Eximbank), Japan;
Nederlandsche Credietverzekering Maatschappij, N.V. (NCM), the Netherlands; Exportkreditnamnden (EKN), Sweden; Export Credits Guarantee Department (ECGD), United Kingdom;
and the Export-Import Bank of the United States (U.S. Eximbank), USA. The guardian authorities of most of these agencies also participated in the discussions. The authors also had
discussions with the Secretariat of the International Union of Credit and Investment Insurers
(Berne Union) in London, with the Secretariat of the Organization for Economic Cooperation
and Development (OECD) in Paris, with the staff of the Commission of the European Union
in Brussels, and with World Bank staff. The generous cooperation of the agencies, the national
authorities, and the staff of the organizations listed above is gratefully acknowledged.
Anthony R. Boote and Toshiyuki Kosugi made numerous helpful contributions to the paper.
The paper has also benefited from comments by other staff members of the IMF, as well as by
Executive Directors of the IMF. The descriptions of policies and practices and the discussion
of issues reflect the views of the staff and should not be attributed to any individual agency or
national government nor to the Management and Executive Directors of the IMF. The paper
reflects information available through September 1994.
Secretarial assistance during the staff visits was ably provided by Lucia Hernandez; and considerable research assistance was provided by Hassanin Ismeail, both of the Policy Development and Review Department. The authors would also like to thank Sulochana Kamaldinni and
Bogna Jezierska for their patient and meticulous work in processing the document. Simon Willson of the External Relations Department edited the manuscript and Elisa Diehl of the External
Relations Department coordinated production.
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I
Summary and Conclusions

E

xport credit agencies play a critical role in financing for developing countries. Their primary objective is the promotion of national exports through
insurance or direct extension of export credits, but
their support for exporters also gives importers in developing countries access to finance in situations and
on terms that are not available from private markets.

paper discusses these issues, and covers the steps that
export credit agencies and their guardian authorities
have taken to improve the quality of their risk portfolios, the problems that still remain, and the challenges
that agencies will face in the coming years.1
Agencies know that problems remain in their business, and that for all the benefits for their exporters,
there are also costs. Creditor governments have had to
fund substantial cash flow deficits during the past
decade, and for many agencies these are continuing at
a high level. In reaction, most creditor countries have
recently re-examined their approach to export promotion, and many agencies have responded with institutional and structural changes designed to improve
their risk management techniques. In particular, virtually every agency has modified and refined its system
of country risk assessment, with the aim of identifying
creditworthy borrowers with whom their exporters
can do profitable business while minimizing business
that has a high risk of future losses.
However, even with improved risk assessment techniques, agencies sometimes find it difficult to react
appropriately to developments in borrowing countries,
especially in major markets. In particular, agencies
recognize that they need to guard against their tendency to stay on cover for too long in countries that do
not have apparent debt-servicing difficulties but are
pursuing policies that could lead to future debt problems. This tendency has led them to continue cover in
some cases where the countries' policy performance
and the agencies' own risk assessments have indicated
a more restrictive stance. Discipline on their side is

Recent Trends
Officially supported export credits have been growing in volume. Between 1988 and 1993, new export
credit commitments nearly tripled from $24 billion to
nearly $70 billion, and by the end of 1993 the total
exposure of export credit agencies (excluding intraOECD business) had grown to an estimated $380 billion and accounted for more than one fifth of the total
external debt of developing countries and the economies in transition. In the course of 1994, total exposure
has risen further, to over $400 billion. The driving
force behind this resurgence in export credit activity
has been more aggressive export promotion by many
governments, which has reinforced the demand for investment goods in a wide range of countries.
Officially supported export credits remain an essential component in the financing strategies of most developing countries. For many, access to officially supported export credits, usually on the basis of sovereign
guarantees, is a crucial step toward establishing creditworthiness and thus access to a wider spectrum of
external finance. For others that have already been
able to adopt a more diversified financing strategy, official support for export credits can help secure credits for imports of investment goods and for projects on
terms that are not available from private sources
alone. Export credits are also an increasingly important source of financing for economies in transition.

1
The paper does not attempt to cover all aspects of export credits
or to describe all facilities offered by export credit agencies. The
focus of the paper is on export credits to developing countries and
economies in transition. Intra-OECD business, which for many
agencies is substantial, is not covered. Also, coverage is essentially
confined to the export credit agencies visited. These agencies account for the bulk of officially supported export credits to developing countries and economies in transition, but there are other export
credit agencies, including a number of agencies in developing
countries, whose business has increased significantly in recent
years. There are a number of sources on the organization of and services offered by individual export credit agencies, notably the
OECD publication, The Export Credit Financing Systems in OECD
Member Countries, Fourth Edition, 1990, an updated version of
which is in the process of publication. Private sources include, for
example, World Export Credit Guide (1994), a supplement to Project and Trade Finance magazine.

Current Issues
The importance of export credits, their recent
growth, and the trend toward more extensive reliance
by official bilateral creditors on export credits as an
instrument of financial support raise a number of issues regarding the role and limitations of export credit
financing, especially for economies in transition. This
1
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tive in world markets. There has also been a tendency
on the part of some creditor countries to treat export
credits as a form of general balance of payments support. This can lead to misconceptions and problems.
The nature of export credit finance imposes limits on
the role agencies can be expected to play in the overall financing of developing countries. Export credits
are linked to new imports of specific products and are
expected to be repaid relatively quickly. This suggests
that such credits are generally not well suited to substitute for general balance of payments support and
should not be relied on as the major source of net financing for prolonged periods. As experience has
demonstrated, countries that use export credits for the
bulk of their financing needs without developing alternative sources of financing are likely to run into
debt-servicing difficulties, which, in turn, require
Paris Club reschedulings—at a considerable cost in
terms of creditworthiness.

complicated by the fact that early warning signals are
usually not conclusive. But agencies have also continued or even expanded support for exports to countries
that have pursued clearly unsustainable policies, and
their continued willingness to do so has in some cases
delayed the implementation of corrective policies.
Conversely, most agencies remain slow in reopening cover for countries that have had poor payments
records in the past but that have more recently
strengthened their policies in the context of IMF-supported adjustment programs. They are particularly
cautious in reopening cover in low-income rescheduling countries and in countries that have reached agreements involving debt and debt-service reduction in the
Paris Club. But they have also been slow in reacting to
improvements in the policy environment of some middle-income rescheduling countries and have found it
difficult to adapt their cover policies to take full advantage of profitable business opportunities with the
emerging private sector in developing countries and
the economies in transition.

Securitized Lending
In cases where they would otherwise not consider
support, agencies have sought to establish security
arrangements in the form of offshore escrow accounts.
Escrow-secured lending has not yet become a major
element in the financing of these economies, partly
because of governments' reluctance to authorize the
setting up of escrow arrangements, and partly because
agencies are wary of taking on commercial risk in uncertain legal environments without sovereign guarantees. However, some large deals involving escrow accounts have recently been concluded on this basis, and
a substantial number of agencies saw no possibility
for providing export credit cover without security
arrangements for many economies in transition, including in particular the countries of the former Soviet
Union.
Escrow-secured financing has the potential to generate additional foreign exchange, provided that it is
targeted closely toward the rehabilitation of enterprises in the export sectors and the development of
new sources of exports. These potential benefits need
to be weighed, however, against the costs of escrow
accounts in reducing flexibility in mobilizing and
managing foreign exchange. These costs fall most
heavily on the borrowing country governments. In
particular, governments need to guard against a proliferation of escrow accounts in a manner that encumbers a large part of foreign exchange earnings; they
also need to take into account the danger that extensive reliance on securitization packages could reduce
access to nonsecuritized lending over an extended period, even with improvements in policies. There are
also costs for other creditors: a number of export
credit agencies noted the difficulties they faced in justifying nonsecured lending when other agencies had
obtained securities; and the proliferation of escrow ac-

Mixed Credits
In attempting to improve the quality of their risk
portfolios, agencies have become particularly keen on
providing export credit cover to countries they consider low-risk markets, and they compete vigorously
in such markets. This has resulted in the continued extensive use of tied-aid (or "mixed") credits as an instrument of competition, sometimes in ways that distort trade, divert scarce aid resources, and mitigate
against a commercially based approach to the financing of large projects. The recently intensified consultation process within the Organization for Economic
Cooperation and Development (OECD) resulting
from the tied-aid credit disciplines of the 1992 reforms (the "Helsinki Package") to the Arrangement
Guidelines is expected to reduce over time the scope
for such distortion. This could free scarce aid resources for the poorest countries and free exporters
to compete on the basis of the quality and price of
their products rather than the terms of the associated
financing.
Limitations of Export Credits
Agencies are faced with particularly strong pressures to help exporters gain an early foothold in countries seen as future growth markets, such as many of
the economies in transition. In some of these cases,
export credits have also been used as a channel for significant financial support, even though country risk
assessments indicated the need for a much more cautious stance. The potential problems arising from
these pressures have at times been compounded by the
fact that support has been provided on inappropriately
short maturities or for exports that were not competi2
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counts would also raise serious concerns for the multilateral institutions, including the IMF, at a time when
these institutions are being called on to provide a
growing share of the financing for these countries.

consistent macroeconomic policies. The strong emphasis on payments records in the risk assessment systems of most agencies implies that borrowing countries will also need to be scrupulous in meeting their
obligations to secure and maintain access to new credits. Finally, the importance that agencies attach to
structural reforms, notably the development of a wellfunctioning financial system, and the putting in place
of a clear and consistent legal framework, means that
borrowing countries, and especially some economies
in transition, have much to gain by accelerating and
deepening their reform efforts in these areas.

Prospects
Notwithstanding these problems and concerns, the
overall assessment of this paper is a positive one. Officially supported export credits continue to provide
developing countries with the opportunity to secure financing in circumstances and on terms that would not
otherwise be available; and as the quantity of new export credit commitments has increased, there has been
a corresponding increase in these opportunities. On
the agencies' side, there is evidence of a trend toward
more rigorous evaluation of requests for export credit
cover. Export credit agencies have refined their systems of country risk assessment, with the effect that
the link between new financing and appropriate debtor
country policies has been reinforced. Other developments include an increased emphasis on financing for
the private sector; more open discussions with debtor
countries on how export credits could be used most effectively in cases where cover is limited; the establishment of credit facilities for a wide range of goods
and on appropriate maturities; careful project selection; and closer collaboration with other agencies and
multilateral institutions.
At the same time, agencies are facing increased
competition from private insurers, commercial banks,
and other private creditors in markets perceived as
low-risk, and the appetite and capacity of private financial markets to take on risks can be expected to
grow further with the rapid development of financial
markets. This means that the demand for official support will shift further toward high-risk ventures, and
agencies will be confronted with increasingly difficult
moral hazard and adverse selection questions. They
will therefore need to find new ways to promote exports and to apply their new risk assessment techniques in a consistent and timely manner.
For borrowing countries, the centrality of the policy
environment in the risk assessment process means that
they will need to ensure that they pursue prudent and

Structure of the Paper
The remainder of the paper is organized as follows:
Chapter II discusses the significance of officially supported export credits in total financing for developing
countries and economies in transition. It describes the
recent increase in the volume of export credits and the
recent institutional changes in export credit agencies.
It also discusses recent developments in the financial
position of export credit agencies. Chapter III examines the major issues currently facing export credit
agencies, including risk assessment, the limitations of
export credits, the difficulties agencies have in reacting appropriately to deteriorations in the policy environment in competitive markets, the continued extensive use of mixed credits by agencies, and agencies'
policies on low-income rescheduling countries. Chapter III also covers two issues of particular interest:
lending to the private sector and the challenges posed
by the economies in transition. Chapter IV discusses
the links between risk assessment and cover policy
and provides a description of agencies' cover policies
in the major export credit markets. It also includes a
separate and more detailed section on cover policies
for the economies in transition. Appendix I provides a
glossary of terms commonly used in the area of export
credits. Appendix II describes the available statistics
on officially supported export credits, and discusses
the major shortcomings of these series. Appendix III
describes developments in, and the operations of, the
OECD Consensus. Appendix IV examines agencies'
policies toward rescheduling countries.

3
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II
Trends and Developments in
Export Credits

T

his chapter examines recent trends and developments in officially supported export credits. The
basic features of official support for export credits and
the institutional arrangements for providing official
export credit support, which differ widely from country to country, are summarized in Boxes 1 and 2. 2
Box 1 also contains background material on the basic
principles underlying officially supported export credits, explanations of some of the key concepts used in
the paper, and a description of the main instruments
used by export credit agencies.

Official financing through export credits has been
provided to a wide range of countries, but the portfolio of export credit agencies remains heavily concentrated: 4 the ten largest recipients of export credits
account for about 63 percent and the largest 20 for
87 percent of export credit agencies' exposure
(Chart 2). There have been significant shifts in relative exposure across countries and these are discussed
in Chapter IV.
Total exposure has also increased sharply in recent
years, especially since 1989. Two trends underlie this
rise in exposure. First, new export credit commitments have risen rapidly over the past years (Chart 3),
driven in part by more aggressive export promotion
as well as a resurgence of import demand by many
developing countries. Second, there has been a substantial increase in agencies' exposure in the form of
arrears and unrecovered claims (resulting from payments of insurance claims, usually in the context of
Paris Club reschedulings). This reflects the effect of
continued large debt restructurings for countries that
had been in debt difficulties for some time (notably
Brazil, Egypt, and Poland) but also the more recent
emergence of debt-servicing difficulties in the former
Soviet Union, Algeria, and Iran. The impact of these
factors on developments in total exposure is shown in
Chart 4. 5

Share of Export Credits in Debt Financing
Officially supported export credits represent a large
share in the external debt of developing countries and
economies in transition, accounting for more than 20
percent of the $1.7 trillion in total external indebtedness to all creditors (Table 1).3 Official support for
export credits has been the most important instrument
of debt financing for developing countries by official
bilateral creditors. Export credits outstanding represent 37 percent of the indebtedness of developing
countries and economies in transition to all official
creditors and thus exceed debt to multilateral creditors, including the IMF, by a significant margin. For
the 20 main recipients of export credits, which include all major debtor countries, export credits account for nearly half of their debt to official creditors
(Chart 1).

Volume of New Export Credits
Background: The Contraction of Export Credits in
the 1980s

2
Throughout this paper the convention is adopted of referring to
the activities, policy stance, and financial position of the export
credit agency. It should be understood that the agencies have varying degrees of independence in these matters and that where the
agency is a private firm the reference is exclusively to its government-mandated business. The term "guardian authorities" is used to
refer to the ministry or ministries under whose guidance the agency
operates or that are represented on its board of directors. The relationship between export credit agencies and governments is discussed in Box 2.
3
According to a recent comprehensive survey of external indebtedness by the OECD. The main data sources used in this paper are
the OECD, the Berne Union (The International Union of Credit and
Investment Insurers), and published and other material produced by
individual export credit agencies. The problems that arise in analyzing the volume of export credits from the available statistics are
discussed in Appendix II.

The recent increase in the volume of new export
credits has been particularly striking because it followed a precipitous decline in the overall level of export credit activity during the 1980s. New commitments of medium- and long-term export credits

4
Agencies' portfolios are typically concentrated on countries that
fall into one of two categories: low-risk markets with high import
potential, or high-risk markets where exporters are already wellestablished or where the exporting country has particularly strong
political interests.
5
A more detailed description of the concepts of arrears and unrecovered claims, and of the concept of export credit commitments,
can be found in footnote 1 of Chart 4.

4
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Box 1. Fundamentals of Officially Supported Export Credits
Basic Principles

All agencies covered in this study have put in place
systems to insure or provide guarantees against political
risks, including transfer risk, and many also cover commercial risks; some also reinsure such risks taken by private institutions. Moreover, most provide at least one of
three forms of "financing support": direct credits, refinancing, or interest subsidies. Financing support can be
given in conjunction with basic insurance and guarantee
facilities.
Export credits are generally divided into short term
(usually below one year), medium term (between one and
five years), and long term (over five years). The maturities of export credits are closely linked to the type of exports. Short-term credits are provided for consumer goods
and raw materials, medium-term credits for capital goods,
and long-term credits for heavy investment goods, large
projects, and civil works. Insurance can also cover preshipment risk, arising from the buyer's failure to make the
purchase as contracted, without provision of credits.
Export credits can take the form of suppliers' credits
(extended by the exporter) or buyers' credits, where the
exporter's bank or other financial institution lends to the
buyer (or his bank). Buyers' credits often afford greater
flexibility to importers, especially if extended in the form
of a general line of credit covering a wide variety of
goods from the exporting country.

The purpose of officially supported export credits is to
facilitate and promote national exports. Export credit
agencies achieve this goal either by providing export finance directly or, more frequently, by providing guarantees or insurance of privately financed transactions. Export credit agencies have also been the channel for export
subsidies. At its heart, the business of export credit agencies is an insurance business, and much of the language
of officially supported export credits is derived from the
world of insurance.
Only a small part of world trade benefits from officially supported export credits. Generally, the financing
risks associated with trade are taken either by the importer, by the exporter, or by private insurers or financial
institutions that act as intermediaries between the two,
for a fee. The need for officially supported export credits
only arises when these actors are not prepared to cover
all of the risks associated with an export credit at an acceptable price.
The rationale for official involvement is that there is
some market failure in private export credit insurance.
Some profitable transactions are too large for the private
sector to insure. Official export credit agencies may also
have at their disposal information, in particular about
sovereign risk, that is not available to the private sector.
Moreover, in cases where debt-servicing difficulties
arise, export credit agencies act collectively in the Paris
Club to adjust repayment terms to the needs of debtor
countries, improving the prospects of ultimate repayment. All of these features may make it possible for official export credit agencies to provide cover without subsidy or loss on business that private sector insurers would
not take because the risk of loss is too high or too difficult to predict or because the potential loss involved is
too large. That said, export credit agencies have incurred
very substantial cash flow deficits in recent years and
some credits will never be recovered.

Claims, Recoveries, and Premia
When a borrower fails to make payments on an insured
loan, the overdue payments are shown on agencies' accounts as arrears. If, after a claims-waiting period,
usually of one or two months, payments still have not
been made, the agency has to pay claims to the insured
lender; from this point on, until the overdue payments are
made, they appear in agencies' accounts as unrecovered
claims. This remains the case even if a rescheduling
agreement is reached between the borrowing country and
its official creditors in the Paris Club. When repayments
are made, whether as part of a rescheduling agreement or
through other means, they appear in agencies' accounts
as recoveries.
Much of the negative cash flow of agencies is accounted for by claims, with the remainder coming from
interest on borrowings and from administrative expenses.
Similarly, for most agencies, the main factor positively
affecting cash flow is recoveries. However, agencies also
generate substantial income from premia, the amounts
paid by insured lenders as the price of the insurance. Premia are discussed further in Boxes 7 and 8.

Form of Support
Export finance involves two basic types of risk:
• the commercial risk of importers not able to raise sufficient local currency funds to acquire foreign exchange for payments; and
• the political risk or "country risk" of exchange restrictions ("transfer risk") or other unexpected government
actions that prevent importers from making payments
on a timely basis.

tend new commitments because of doubts about
countries' ability to service new debt and often poor
performance under rescheduling agreements. It also
became evident that many of the low-income
rescheduling countries were not creditworthy for
large-scale support in the form of nonconcessional
export credits.

dropped sharply as most debtor countries responded to
balance of payments difficulties by cutting back public sector investment programs that reduced the
demand for the imports financed through officially
supported export credits. In other countries, where
demand for imports and associated new financing remained strong, agencies were often reluctant to ex-

5
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II TRENDS AND DEVELOPMENTS IN EXPORT CREDITS

Box 2. Institutional Framework of Officially Supported Export Credits
Export Credit Agencies and Their Governments

and more generally in coordinating their policies on
major issues and in exchanging information about borrowers. In the latter activity they have evolved some now
well-established institutional arrangements. The most
important of these operate through the OECD and the
Berne Union.
The members of the Export Credit Group (ECG) of the
OECD participate in the Arrangement on Guidelines for
Officially Supported Export Credits (the Consensus),
which provides an institutional framework for orderly export credit markets with the aim of preventing an export
credit race where exporting countries compete on the
basis of financing terms (Appendix III). It sets limits on
the terms and conditions for export credits with a duration
of two years or more. The most important conditions are

The relationships between export credit agencies and
their governments are varied and often complex. An export credit agency can be a department within a ministry,
an independent governmental agency, or even a private
firm operating under instruction from, and for the account of, the government. Of the cases studied here, Austria, Germany, and the Netherlands conduct their export
credit insurance programs through private companies
(OeKB, Hermes, and NCM, respectively). The export
credit agency of France (COFACE) has recently become
private through privatization of some of its major shareholders. Short-term export credit insurance in the United
Kingdom is also conducted through private companies
(NCM-UK and Trade Indemnity).
In conducting officially supported export credit business, export credit agencies have varying but often high
degrees of independence, and the extent of this independence appears to depend little on whether the agency is
formally in the public or private sector. Even when they
are governmental agencies, they often operate under
charters or legislation that gives them clearly defined
powers and responsibilities. However, all agencies that
rely on financial support from governments are ultimately accountable to those governments, and all have
"guardian authorities" who direct overall policies regarding official support, and who represent them in intergovernmental fora.

• a cash payment of at least 15 percent of the value of the
export contract;
• repayments to be made at regular intervals, with maximum repayment terms of 5 years (8.5 years with prior
notification) for relatively rich and 10 years for other
countries;
• minimum interest rates linked to market rates; and
• minimum levels of concessionality for "tied-aid"
financing.
The Berne Union (The International Union of Credit
and Investment Insurers) has established guidelines on
short-term credits, but it operates more generally as a
forum for the exchange of information on the export
credit industry and on particular countries. It differs from
the OECD in that, while guardian authorities are represented at OECD meetings, and usually take the lead in
discussions, at the Berne Union the agencies alone are
present. The Berne Union's membership also includes a
number of export credit agencies from countries outside
the OECD.

Relationships Between Export Credit Agencies
Export credit agencies are often rivals, competing to
finance their countries' exporters in profitable markets.
But they are also often partners, both in cofinancing projects that involve exports from more than one country,

Re-examination of Agencies' Role

from private insurers on short-term business in the
OECD markets, which accounted for a large part of
their premium income.
In response to these pressures, agencies and their
government authorities implemented a wide variety of
measures—including restructurings and other institutional changes—aimed at increasing the effectiveness
of agencies as instruments of export promotion while
reducing costs and bringing greater transparency to
their operations. Most agencies strengthened their approaches to assessing and managing risk, through improved country risk assessment procedures, the use of
more market-related pricing, and other innovative approaches to export promotion (see Box 3 and also
Chapter III). With new procedures and systems in
place or in the process of implementation, many governments, which for a number of years had taken a restrictive stance on export credits, began to pursue export promotion more aggressively, often seeing export

The continued low levels of export credit activity
combined with persistent cash flow deficits led to
calls for a re-examination of agencies' approaches to
export promotion and to closer scrutiny of the budgetary costs of their operations. These pressures intensified as the Paris Club moved toward concessions in
reschedulings for the low-income countries, and
agreed comprehensive debt restructurings in 1991 for
Egypt and Poland (which involved a reduction by 50
percent in present value terms). While seen as exceptional, these agreements led to doubts about the ultimate recovery of rescheduled claims on sovereign
debt. At the same time, budgetary strains in most industrial countries led to a declining willingness to subsidize exports, and this reduced the role of agencies as
a channel for financial subsidies. Agencies, particularly in Europe, also faced increasing competition
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Volume of New Export Credits

Table 1. Developing Countries and Economies in Transition: Composition of External Indebtedness, 1992
A l I Developing Countries
and Economies in Transition

Twenty Largest
Recipients of Export Credits1
Shares (in percent)

Shares (in percent)
In billions
of U.S. dollars

In total
debt

In official
debt

In billions
of U.S. dollars

In total
debt

In official
debt

Export credits
ODA
Other bilateral2
Multilateral

357
146
188
275

20.6
8.4
10.9
15.9

37.0
15.1
19.5
28.5

252
80
49
144

26.3
8.3
5.1
15.0

48.0
15.2
9.3
27.4

Total official

966

55.6

100.0

525

54.7

100.0

765
358

44.4
20.7

435
177

45.3
18.4

1,731

100.0

960

100.0

Banks and other
Of which: short-term
Total

Sources: OECD; and IMF staff estimates.
!
For countries covered, see Chart 2.
including debt to non-OECD bilateral creditors, of which some $132 billion is owed to the countries of the former Council for Mutual
Economic Assistance (CMEA), largely representing claims of the former Soviet Union now held by the Russian Federation.

Chart 1. Composition of Debt Owed to Official
Creditors, 1992

promotion as a tool to stimulate economic growth in
the recession of the early 1990s.6
Rebound in the Volume of Export Credits

A. All Developing Countries

The more aggressive approach to export promotion
coincided with and reinforced the recovery in demand
for imports of capital goods by many developing
countries. A number of creditor country governments
also saw export credits as an important instrument in
supporting the economies in transition, and significant
amounts of export credits were extended to several
countries in Eastern Europe and to the former Soviet
Union. The combination of these factors led to a decisive reversal of the long decline in export credit activity. Berne Union data show that new export credit
commitments of the agencies visited to developing
countries and economies in transition increased from
$24 billion in 1988 to $52 billion in 1990 and further
to $69 billion in 1993. Within this overall increase in
new commitments, there was also a marked increase
in new commitments to low-income countries, although this mostly reflected substantial new commitments to some of the largest low-income countries, in
particular China, India, and Indonesia. New export
credit commitments in the period 1990-93 for some of
the largest markets are shown in Chart 5. More generally, the overall increase in new commitments masks
substantial variations among countries. Some countries attracted little new finance; others received substantial new flows.

Total official debt: $966 billion.
B. Twenty Main Recipients
of Export Credits

Total official debt: $525 billion.

6
The idea that export promotion can be a powerful tool to combat domestic recession is not new: many agencies were founded in
the 1930s for just this reason.

Sources: OECD; and IMF staff estimates.
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II TRENDS AND DEVELOPMENTS IN EXPORT CREDITS

Chart 2. Twenty Main Recipients of Export Credits: Share in Agencies' Portfolio

(In percent)

1993

1987

Sources: Berne Union; and IMF staff estimates.

Financial Position of Export Credit Agencies

effect of income from premia and recoveries of previous claims and of new claims payments on the cash
flow of the export credit agencies covered in this study
during the years 1990-93. The picture that emerges
differs little from the experience of the 1980s: new
claims payments, averaging over $10 billion a year,
have continued to exceed premium income and recoveries by a wide margin. While the experience of agencies has varied markedly, reflecting the different composition of their portfolios across recipient countries,
most, though not all, agencies have continued to incur
substantial cash flow deficits. Information from agencies indicates further large deficits in 1994.
Two divergent trends underlie these figures. On the
positive side, a number of major debtor countries have
begun to emerge from the Paris Club rescheduling
process, and others are making payments on previously rescheduled debts while continuing to require

Net Cash Flow

Despite the recent increase in export credit activity,
the financial performance of most export credit agencies has remained weak, as measured by net cash flow,
the indicator of financial performance
most commonly
used by the agencies themselves.7 Chart 6 shows the
7
The accounting systems and practices of agencies vary widely,
reflecting in large part differences in institutional arrangements.
While an increasing number of agencies have been moving to accounting systems that establish provisions and include measures of
the expected recovery of claims, and in particular of arrears and restructured claims, other systems are kept on a cash basis and thus do
not allow assessments of financial positions on an accrual basis. Net
cash flow remains therefore the only indicator for which data are
available on a reasonably consistent basis.

8
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Financial Position of Export Credit Agencies

Chart 3. Officially Supported Export Credits:
New Commitments

Chart 4. Export Credit Exposure1
(In billions of U.S. dollars)

(In billions of U.S. dollars)

Sources: Berne Union; and IMF staff estimates.

Sources: Berne Union; and IMF staff estimates.
1
This chart, as well as Charts 5 and 8 to 15, are based on the Berne
Union's quarterly survey covering some 40 developing countries and
transition economies. Exposure in the form of unrecovered claims
arises from nonpayment by a debtor that results in an export credit
agency having to pay claims to an insured creditor. The nonpayment
can result either from default by the debtor or from a rescheduling
agreement between the debtor country and the creditor country; claims
arising from both events are unrecovered claims until repaid. Exposure
in the form of arrears arises where the debtor has failed to meet its
obligations to the original creditor, but a claim has not yet been paid by
the agency (usually because the claims-waiting period has not yet
expired). In contrast to unrecovered claims, arrears still represent a
contingent liability for the agency, rather than a liability that has
already been realized.
Exposure in the form of commitments outstanding arises from insurance, guarantees, or direct loans provided by the agency, in cases
where repayment of the loan has not yet fallen due. In the case of
insurance and guarantees, this exposure represents a contingent liability. It should be noted that the exposure reported by agencies in this
category includes insured interest falling due, so that the agency's total
exposure can be larger than the face value of the loan insured. In contrast, reported exposure in the form of unrecovered claims does not
include an estimate of interest that will fall due on such claims before
they are repaid. Therefore, this category understates the likely obligations of the debtor to the agency and the amount at risk for the agency.
Where unrecovered claims are substantial, this understatement can be
significant.
The distinction made here between medium- and long-term commitments outstanding and short-term commitments outstanding corresponds to the exposure figures reported to the Berne Union by individual agencies. Agencies have different definitions of short-term commitments, generally ranging from up to one year to up to two years.
Thus, some debt in the one- to two-year maturity range may be reported in each of the categories. In practice, however, commitments in this
maturity range are generally limited, so that anomalies resulting from
the different definitions used by agencies are of limited significance.

reschedulings. As a result, recoveries on rescheduled
debts have become the dominant source of income for
most agencies. Agencies have also continued to generate substantial revenues from premium income on
new business.
These positive effects on cash flow have been more
than offset, however, by continued claims payments
on export credits to other debtor countries. To some
extent these reflect continuing claims resulting from
cover decisions taken several years ago. But they also
reflect the emergence of payments problems in some
major debtor countries that had previously been considered good risks by export credit agencies. The substantial claims on credits extended to the former Soviet Union have dominated the cash flow position of
agencies during the past two years, and claims payments increased further during 1994 as the result of
the Paris Club rescheduling agreement with Algeria.
Most agencies have also experienced large claims on
credits extended to Iran during the past two years,
though many of these have more recently refinanced
these claims on a bilateral basis. All agencies have significant exposure in at least two of these three markets; some agencies noted that their recent claims payments had exceeded by a substantial margin the claims
experienced at the height of the debt crisis.
Provisioning
Governments have responded to agencies' continued cash flow deficits in a variety of ways. In several
countries an attempt has been made to draw a clear
line between the old and new business of the agency.
Such approaches usually involved recognizing that the
agency's cash flow deficits on old business were unlikely to be fully recouped, making financial provision
for these deficits to be covered by the government

while putting in place more ambitious financial targets
for the agency's new business and more rigorous risk
assessment procedures.8
8
An example of this approach is the decision by the U.K. Export
Credit Guarantee Department (ECGD) to divide its trading accounts
into two, to enable a clear distinction to be made between new and
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II TRENDS AND DEVELOPMENTS IN EXPORT CREDITS

Box 3. Changing Approaches to Export Promotion
Agencies differ considerably in the way they approach
their general mandate to promote exports, and this is reflected in institutional arrangements.
Some governments see their agencies essentially as insurance agencies that decide, within an overall ceiling on
the volume of their business, whether or not to underwrite export credit transactions presented by exporters or
their banks. For these agencies, export credit activity is
essentially driven by demand, and their governments
have at times found it difficult to impose effective limits
on the provision of export credit cover and thus effective
budget constraints on the activities of agencies. Other
governments have given their agencies a broader mandate and often a wider range of instruments to promote
exports, but typically more tightly defined overall financial objectives.
The recent restructurings and reorganizations of agencies have generally aimed at placing agencies on a more
commercial and independent footing. Governments have
not abandoned the pursuit of other, essentially political,
objectives through use of export credits, but most have
adopted clearer definitions and separations of such "national interest business."
An example of this general approach is EDC of
Canada. Recent revisions of its mandate provide EDC
with broad authority to engage in a wide range of transactions, including leases, equity investments, domestic
financing and insurance activities, and borrowing operations in international capital markets. Transactions that
EDC considers too risky to take on its own corporate account can be supported under the Government's "Canada
Account," but only after the transaction has been rejected

by EDC's Board and under strict limits and following review by various government agencies. Subsidies for exports are limited to transactions on the account of the
Government and are funded not from the general aid
budget but from an account explicitly devoted to export
promotion.
Agencies have also adopted a wider range of strategies
to facilitate exports and deal with risk. These include
• development of more effective instruments of export
promotion, including more complex and sophisticated
insurance and financing techniques, including escrow
accounts;
• more open information policies regarding country risks
and cover opportunities;
• efforts to facilitate exports of enterprises that have little or no experience with foreign buyers, and to assist
established exporters in shifting business toward
lower-risk markets;
• discussions with borrowing countries for which cover
opportunities are limited on their investment priorities
and the most effective use offinancingrather than providing cover on afirst-come,first-servedbasis; and
• strengthened capacity for in-house project appraisals
and projectfinancingpackages (involving coverage for
commercial risk).
These approaches have in common a focus on the
quality of investments financed by officially supported
export credits. They hold out the promise of improved
repayment prospects together with the provision of support that is better tailored to the needs of both exporters
and borrowing countries.

Some agencies use their risk assessment procedures
as a guide to what should be the level of provisioning
against potential future losses. For example, the risk
assessment process is directly linked to provisioning
in the systems of Canada, Sweden, the United Kingdom, and the United States. However, most agencies
are opposed to linking country risk assessments to
provisions for specific countries. Moreover, it should
be noted that most agencies that are making provisions do so largely to provide their parliamentary and

guardian authorities with a transparent picture of the
quality of their total portfolio of lending and insurance. Agencies have not written down the face value
of their claims, except in cases where debt concessions were agreed in the Paris Club. Finally, some
agencies reject the need to make provisions for sovereign loans altogether (though they may hold reserves
against commercial risk in their portfolio). The position of these agencies remains that all of their sovereign credits will ultimately be recovered (though some
will be serviced at much lower interest rates in cases
where they have participated in Paris Club debt- and
debt-service-reduction operations), and they therefore
see no justification for provisioning or for drawing a
line between old and new business to evaluate financial performance. However, as discussed in Chapter
III, below, even those agencies that have not formally
separated old and new business have, in many cases,
overhauled their system of risk assessment, tightened
their approach to cover policies, and developed new
approaches to facilitate exports and deal with risk (see
also Box 3).

old business. According to ECGD's Annual Report for 1992/93,
ECGD's financial objective for Account Number 1, which
comprises mostly guarantees issued prior to April 1991, is to
"manage the portfolio of assets and liabilities so as to minimize
the cost to the taxpayer." The financial objective for Account Number 2, which includes only guarantees issued from April 1991 onward, is "to build up and maintain sufficient reserves on new business to give the level of assurance of break-even required by
Ministers."
Other examples of the approach include a similar separation of
old and new business by EKN of Sweden and the new system of
risk assessment and provisioning put in place for U.S. Eximbank
under the Federal Credit Reform Act of 1990.
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Financial Position of Export Credit Agencies

Chart 5. New Export Credit Commitments in Selected Major Markets

(In billions of U.S. dollars)

Sources: Berne Union; and IMF staff estimates.

Chart 6. Export Credit Agencies1: Premium Income,
Recoveries, Claims, and Net Cash Flow
(In billions of U.S. dollars)

Premium Income

Recoveries

Claims

Net cashflow^

Sources: Export credit agencies visited; O E C D ; annual reports of
export credit agencies; and IMF staff estimates.
1
Agencies covered in study.
2
These cash flow deficits are included, either ex ante or ex post and
in some cases with some delay, in government expenditure.
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III
Current Issues and Prospects

E

countries. For example, the portfolio management
system of ECGD (United Kingdom) assigns to each
new credit a probability of default and an expected
loss coefficient. A similar quantitative approach to risk
assessment is taken by COFACE (France) and OND
(Belgium). More generally, the export credit agencies
of the European Union (EU) are collaborating on the
design of a country risk assessment system, in the context of the ongoing discussions on harmonization of
export credit policies. U.S. Eximbank also employs a
quantitative system of risk assessment.11
Other agencies use a more qualitative approach and
place less reliance on credit scores resulting from
quantitative models, believing that highly standardized models fail to deal adequately with the individual
characteristics of countries, making it difficult to give
an appropriate weight to inherently subjective judgments on, for example, the political sustainability of
economic policies. However, even those agencies that
favor a more eclectic approach have evolved a set of
criteria, including quantitative indicators, as the basis
for their country risk assessments. Several of these
agencies pointed out that the outcomes of their assessments usually differ little from those produced by
more elaborate quantitative systems.

xport credit agencies are in the business of export
promotion through the provision or coverage of
export credits, often on terms better than those available in the market. But this involves taking risks.9
This means that financial results hinge crucially on
two factors: realistic pricing and diversification of
risks. Agencies thus face a dilemma between assuming risks that threaten their financial positions and eschewing such risks at the cost of a loss of business for
exporters. Their experiences over the past decade and,
in particular, their continued weak financial performance, have heightened this dilemma.

New Emphasis on Risk Assessment
The reaction of agencies has been to refine and to
systematize their country risk assessment, and to reinforce links between the risk assessment process and
cover policies. All agencies have now moved toward
more realistic pricing of political risk. Risk diversification has proved to be more difficult, however, because of the strong links to particular markets for historical and geographic reasons and because of adverse
selection: official support for export credits is only
sought for exports for which private sector insurance
is either not available or is more costly and for which
self-insurance is seen as too risky by the exporter. All
agencies have therefore strengthened and refined risksharing and risk-reducing techniques to improve the
quality of the portfolios.10

Criteria Used in Evaluating Risk
All agencies covered in this study considered payments performance the single most important factor in
their assessment of country risk. Countries that have
established a solid track record of servicing their debts
according to agreed schedules are regarded as good
risks. Erratic payments performance, such as recurrent
delays, even on small amounts, is seen as a clear indication of a bad or deteriorating risk. Alack of attention
to payments can thus have strong effects on a country's
access to export credits and the cost of such credits.
Agencies also give significant weight to economic
performance. Most agencies emphasized that they attached considerable importance to borrowing countries' relations with the IMF and the World Bank and
to countries' track records under IMF arrangements,

Approaches to Risk Assessment
While agencies approach country risk assessment in
different ways, one common feature of the systems
now in use is that they place countries into risk categories. The number of categories and the implications
for cover policy vary, but all agencies attempt to order
and give numerical rank to countries in terms of the
risk attached to new business.
Some agencies go much further in attempting to
quantify risks, and attach specific credit scores to
9

Agencies cover a wide variety of risks, as described in Box 1,
but they see political risk (often referred to by agencies as "country
risk") as the most important risk in medium- and long-term financing to developing countries.
10
For further details on risk-sharing techniques, see Box 4.

11
This system is shared by U.S. agencies and government departments and is used to determine budgetary allocations required
under the provisions of the Federal Credit Reform Act of 1990 for
all new credits and contingent liabilities.

12

©International Monetary Fund. Not for Redistribution

New Emphasis on Risk Assessment

Box 4. Sharing Risks
Cofinancing with Multilateral Institutions
Agencies have increasingly sought cofinancing arrangements with multilateral financial institutions and consider
cofinancing an important technique to reduce and share
risk. Under these arrangements, agencies provide support
for part of the finance for projects selected and developed
by the multilateral institution, and thus provide additional
resources for development. Agencies see direct involvement of the multilateral institution as an important means
to ensure that projects have been appraised carefully and
fit within the overall development strategy of the country.
They also see participation by multilateral institutions as
an effective means to reduce, if not eliminate entirely, the
risk of payment delays on such credits. Furthermore, cofinancing allows participation in a wider range of projects
than would otherwise be possible.
The World Bank remains by far the most important
multilateral partner of agencies for cofinancing. During
the past two fiscal years, the Bank approved some 250
projects for cofinancing, with an average total value per
year of $12 billion, a sharp increase over the $9 billion
during the 1991 fiscal year. This reflected the surge in
World Bank operations in sectors such as power and
water, which lend themselves to cofinancing by agencies.
However, cofinancing with the World Bank was seen by
many agencies as very complex and difficult to arrange,
reflecting in part the nature of infrastructure projects as
well as the Bank's rules on bidding for contracts. In contrast, agencies were particularly keen on cofinancing,
with the International Finance Corporation (IFC), private
sector projects in sectors that earn foreign exchange (and
that often incorporate explicit security arrangements).
The European Bank for Reconstruction and Development (EBRD) has recently introduced a new cofinancing
program (Export Credit Loan Arrangement Technique—
ECLAT). This program, which seeks to streamline the
often complex procedures of conventional cofinancing
techniques, was seen by many agencies as a promising
and flexible vehicle to provide export support to
economies in transition.

Collaboration Among Agencies
Export credit agencies collaborate with each other in a
number of ways. Most agencies require that a certain proportion of the value of an insured export be produced in
their own country, so that it is generally not possible for
an agency to finance exports from other countries. Therefore, when a project requires exports from exporters in
more than one country, agencies usually get together to
provide support for the project as a whole, with each
agency insuring exporters from its own country.
Agencies have also developed a number of channels
for exchanging information and opinions both on individual countries and on more general issues. Recent experience has led them to seek ways to strengthen further
the effectiveness of information exchanges. Most of the
main agencies hold regular bilateral consultations covering issues, countries, and projects of common interest.
Government authorities and many agencies also have
access to reports from the multilateral institutions
(including the IMF), and to reports from embassies, and
also make extensive use of commercial sources of
information.
The Berne Union holds regular meetings at which the
stance of cover policies and a wide range of technical issues are discussed. In addition, the Berne Union provides
information to members on the level of activity, the
stance of cover policy and payments experience of member agencies for some 40 countries covered in its quarterly survey. Membership in the Union does not include
representatives of guardian authorities, so discussions on
some policy issues are limited.
The process of consultation in the OECD Export
Credit Group and the participants in the OECD Consensus (which includes representatives from the guardian
authorities) has intensified in recent years. Regular
exchanges of information and discussions on a wide
range of policy issues have covered premium structures
as well as discussions, on a project-specific basis, on
the implementation of the Consensus regarding mixed
credits.

and many observed that they made extensive use of
IMF staff reports in assessing countries' economic
and financial situations and medium-term prospects.12
Agencies also use a wide range of financial indicators
and look particularly carefully at external debt and
debt-service ratios and the adequacy of and developments in countries' reserve positions.13

Criteria less easily quantified, but of increasing importance in risk assessment, are the policies and attitudes of the borrowing country government toward
the private sector, a liberal trade and payments system,
and the development of a sound and well-functioning
banking system. Finally, agencies attach considerable
importance to political developments in the borrowing
country and make judgments about the sustainability
of policies being followed. Agencies noted that they
applied these judgments typically in a one-sided manner: the perception of political instability lowers country-risk ratings, but improvements in the political climate do not translate into higher ratings unless
accompanied by improvements in economic and financial factors.

12

Agencies generally consider IMF staff medium-term scenarios
as useful benchmarks, but also observed that they typically made
downward adjustments in their own medium-term projections to
correct for what they saw as an optimistic bias resulting from the
assumption of full implementation of adjustment programs.
13
Some agencies also observe closely ratings of bond issues and
secondary market prices of commercial bank debt of borrowing
countries.
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CURRENT ISSUES AND PROSPECTS

Box 5. Short-Term Credits
Agencies draw a clear distinction between short-term
credits on the one hand, and medium- and long-term
credits on the other. First, unlike in the case of mediumand long-term credits, there is significant involvement by
private insurers in the provision of short-term export
credits. Second, short-term export credits are generally
considered less risky for a number of reasons.

Berne Union guidelines require that certain types of exports, such as consumer goods and certain raw materials, be financed with short-term credits not exceeding
180 days. It should be noted that these guidelines are
not binding, however, and that they do not cover agencies and institutions that are not members of the Union,
such as, for example, the Commodity Credit Corporation of the United States and the Canadian Wheat
Board.

• Most short-term business is conducted on a routine
basis with established commercial banks and buyers.
Therefore it does not involve the complexities that
arise in covering medium- or long-term transactions
related to capital goods or projects.
• The risk periods are short. Risks are therefore more
predictable, and generally much lower, as even countries that have lost access to other forms of financing
have continued to service short-term debts to preserve
the flow of essential imports.
• The size of transactions is typically small, which
makes it easier to control exposure.
• The Paris Club has not rescheduled short-term debts,
except in a very few difficult cases.

Relations with Private Sector Insurers
Agencies differ widely in their relations with private
sector credit insurers. A number of agencies are private
organizations that act on behalf of governments, but also
on their own account. In the area of short-term insurance
some agencies compete with private insurers; others eschew such competition.
Increasing attention has recently focused on the role of
officially supported agencies in short-term insurance and
relations between official and private insurers, in particular in the EU in the context of harmonization. At issue
is what official agencies can reasonably do in the areas of
insurance and reinsurance without inhibiting or distorting competition.
Governments have taken different approaches. For example, the United Kingdom has privatized ECGD's
short-term business (which was taken over by NCM of
the Netherlands, itself a private insurer). However, the
United Kingdom continues to provide some reinsurance
for short-term business.
Many other agencies in the EU have made a distinction
between, on the one hand, "marketable risk": short-term
commercial credit risk (up to two years) to countries
within the OECD (excluding Turkey), for which private
credit insurance is generally available and which they see
as an area where official support might lead to distortions
and should therefore be avoided and, on the other hand,
political risk within the OECD and all short-term risks in
other countries.

As a result, agencies tend to remain on cover for shortterm credits in all but the most risky markets, even in
cases where they are off cover for medium- and longterm business.
Agencies also have a greater variety of techniques at
their disposal to limit or share risks for short-term credits, as banks are generally willing to take part of the risk,
and, in particular, to cover commercial risk. Additional
securities that agencies might require include
• irrevocable letters of credit from domestic banks in the
buyers' country, particularly those with secure access
to foreign exchange;
• guarantees from the Government or Central Bank; and
• letters of credit confirmed (and therefore guaranteed)
by a bank in another country.
While most agencies consider credits up to one year
as short-term credits (and some go up to two years),

Limitations of Export Credit Financing

of an increase in the demand for such imports. 14
Short-term financing is quick-disbursing and more
readily available for countries in need of balance of
payments support, but extensive recourse to shortterm export credits can rapidly lead to severe debtservicing difficulties, as illustrated by the recent experience of Algeria and Iran (see Chapter IV). The
distinctive features of short-term credits are discussed
further in Box 5.
The fact that export credits are usually expected to
be repaid quickly also suggests that such credits

The nature of export credits, and of trade financing
more generally, imposes a number of limitations on
the role such financing can be expected to play. In
particular, export credits are not well suited as a substitute for general balance of payments support. For
the financing of investment projects, the main domain
of long-term export credit finance, there is generally
a lag of several years between commitment and disbursement that makes such credits an ineffective vehicle for balance of payments financing. Moreover,
the volume of medium-term export credits is directly
linked to the volume of imports, and more specifically capital goods imports. This means that additional net financing can only be provided in support

14
Furthermore, most agencies will only provide cover for exports
from their own countries. An important exception is the ExportImport Bank of Japan (Japan Eximbank), which has moved increasingly toward untied financing in recent years.
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Low-Risk Markets and Competition Among Agencies

Chart 7. Twenty Main Recipients of Export Credits:
Share of Export Credits in Total External Debt, 1992

The nature of export credit financing thus limits the
usefulness of export credits in the financing of developing countries and of the economies in transition,
particularly in cases that require significant net financial flows for prolonged periods. More specifically,
export credits are not a suitable instrument of largescale support for the poorest countries, though a cautious use of export credits to help finance carefully selected projects would be appropriate in some cases.

(In percent)

Low-Risk Markets and Competition
Among Agencies
In countries considered creditworthy borrowers,
competition for business among exporters and among
agencies is intense. Such competition can result in financing on terms that might not otherwise have been
available, even to developing countries that have
demonstrated their creditworthiness. But agencies' reactions to competitive pressures can also lead to outcomes that are not in the collective interest of creditors or borrowing countries.
First, agencies are often slow in reacting appropriately to deteriorations in the policy environment.
Under competitive pressures, agencies tend to continue to provide or even expand cover to countries that
do not have apparent debt-servicing difficulties, but
are pursuing policies that could lead to future problems. Similarly, agencies are under often intense pressure to help exporters gain an early foothold in countries seen as future growth markets, and have provided
cover to countries where policy performance and
agencies' own country-risk assessments indicated a
more restrictive stance.
Second, the desire to support exporters in competitive markets has led agencies and their governments to
make use of subsidies to export credits. These "mixed
credits" distort trade, divert scarce aid resources, and
prevent a more commercially based approach to export credit financing for large projects.

Sources: OECD; and IMF staff estimates.

should not be relied on as a major source of net financing for prolonged periods. Countries that need
large transfers of resources, such as the low-income
countries and many transition economies, require, instead, financing on long maturities or, preferably, nondebt-creating flows in the form of foreign direct investment or grants from official sources. Countries
that continue to rely largely on export credit financing
without developing alternative sources of financing
are likely to run into debt-servicing difficulties over
time. An unsustainable buildup of debt obligations on
export credits usually cannot be addressed through access to additional export credits. It requires, instead,
recourse to exceptional financing through Paris Club
reschedulings, which transform contingent insurance
claims of the export credit agencies into direct (and
untied) credits with much longer maturities, but at a
considerable cost in terms of creditworthiness and
hence in terms of future access to financing.
This is brought out in Chart 7, which shows the
share of export credits in total debt of the 20 largest recipients of export credits. Of these 20 countries, only
6 have avoided recourse to either substantial payments
arrears or recent debt reschedulings (China, India, Indonesia, South Africa, Turkey, and Venezuela). For
these 6 cases, the share of export credits in total debt
is significantly lower than for most of the other 14
countries.

Agencies' Reactions to Changes in the
Policy Environment
For countries seen as good risks, agencies tend to be
relatively unconcerned about large increases in new
commitments or even breaches in their internal guidelines on the maximum share of risk to a single country.
In some cases, the result of agencies acting collectively
in this fashion has been a very rapid buildup of debt by
the borrowing countries, which, on a number of occasions, has been followed by payments difficulties. This
is not a new problem, and the first IMF study on export
credits in 1985 pointed to this tendency as a major contributing factor to debt difficulties. Attempts by agencies to address this problem in recent years have not
been entirely successful, as illustrated by the recent
15
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stretching aid resources and encouraging worthwhile
development projects. On other occasions, however,
an initial request for cover on commercial terms is
supplemented by aid resources to enable the agency
and the exporter to compete with terms offered by another agency. As agencies routinely consider matching
the terms of export credits for the same export contract, mixed credits are a significant instrument of
competition. This has raised concerns about the diversion of increasingly scarce aid resources from the
poorest countries without access to financing on commercial terms to countries that already have access to
export credit financing, and often also to financing
from private markets.
To limit the subsidization of exports through export
finance, the agencies in OECD countries have agreed
to be bound by the provisions of the OECD Consensus on officially supported export credits. The Consensus establishes guidelines concerning financial
terms and sets minimum concessionality requirements
for mixed credits. The required levels of concessionality are 50 percent for the poorer (Category III) countries and 35 percent for countries with a per capita
GNP below a threshold currently established at
$2,786; mixed credits are not allowed for relatively
rich (Category I) countries.15
A significant step toward further reducing the use of
tied aid in export credit finance was the 1992 modification of the OECD Consensus (the Helsinki Package). 16 The major element of this modification was to
prohibit the use of mixed credits for projects that are
commercially viable (except for the Least Developed
Countries, as defined by the United Nations). The
rules for implementation are currently the subject of
intense discussion in the Consultations Group of the
Participants to the Arrangement.17 Most agencies believe that the Helsinki Package has succeeded in eliminating the worst abuses of mixed credits. However,
almost all noted instances where the spirit, if not the
letter, of the accord had been breached. There was also
a widespread view that for some major debtor countries, the pressures of competition would continue to
make mixed credits an important factor in obtaining
export contracts. Indeed, according to several agencies, a number of their largest borrowers had indicated
that exporters that did not offer mixed credits could
not expect to receive export contracts; mixed credits

emergence of serious payments difficulties in three
markets that had been seen as good credit risks: Algeria, Iran, and the former Soviet Union. These cases illustrate a number of features of agencies' policies in
newly competitive or emerging markets, and, in particular, the difficulty agencies can experience when they
do not act on the conclusions of their own risk assessments. All are discussed in more detail in Chapter IV.
Agencies acknowledged that continued export credit
support had often helped countries to postpone adjustment measures, and thus made eventual adjustment
more difficult. They commented that achieving greater
discipline on their side was complicated by a number
of systemic and agency-specific factors. First, it was
difficult for any agency to tighten cover in an intensely
competitive environment ahead of others. Second, the
effect of a tightening by an individual agency would be
marginal to the overall outcome. Third, warning signals were often not fully conclusive, and an abrupt
move by agencies as a group could well precipitate a
liquidity crisis, especially since increased demand for
export credits was often a reflection of changed sentiment of private creditors. As official agencies, they
were responsible for helping their exporters in maintaining trade flows to fundamentally creditworthy
debtors in temporary difficulties. This would also assist the importing country. Finally, agencies contended
that it was the responsibility of the borrowing country
to ensure that debt obligations remained within sustainable bounds and to implement appropriate adjustment measures in response to external shocks.
Those points have some validity. It is certainly true
that agencies face difficult decisions on whether to
continue providing cover for countries where policy
slippages are becoming evident. However, it is also
undeniable that the choices that agencies have made
have sometimes been inconsistent with their own risk
assessments; have resulted in delays in adjustment,
with considerable costs for the borrowing countries;
and have led to substantial claims and cash flow
deficits for the agencies themselves.
Mixed Credits
Export subsidies in the form of "mixed" or "tiedaid" credits remain a powerful and often-used instrument of competition in loans to certain countries considered good risks. These credits generally involve
projects funded in part by export credits and in part by
tied-aid resources, which are used either as a grant or
applied toward reducing interest rates on the export
credit. As with export credits on commercial terms, the
export credit elements of mixed credits can take the
form of direct lending or insurance or guarantee of
loans made by a private creditor (for further details see
Appendix III).
According to agencies, the motives behind mixed
credits vary. Sometimes they are used as a means of

15
The OECD Consensus and its recent modifications, including
the recent move toward streamlining current country classifications, are described in more detail in Appendix III.
16
Agreement on this modification had been reached in 1991 under
the Finnish Chairmanship of the Participants of the Arrangement.
17
The discussions center around the conformity with the guidelines of individual projects. The standards and definitions on, inter
alia, "commercial viability" and "projects" are currently being
worked out on the basis of "case law" and precedent, and while the
body of experience is growing, specific guidelines are not yet
firmly established.
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thus remained a virtual necessity for doing business in
several countries, mostly in Asia.
In this context, many agencies and their government authorities deplored the insistence of a few of
the larger recipient countries on contract interest rates
below a specified threshold, and noted that this use of
"cosmetic interest rates" had been made virtually unavoidable in some countries by making all imports financed with loans carrying higher interest rates subject to substantially higher import tariffs. Such rates
were seen as leading to distortions by making export
credit transactions less transparent both within the recipient country and vis-a-vis other creditors.18
As strains on aid budgets have been increasing,
agencies and their government authorities have taken
various approaches to limit or at least make more
transparent the use of aid for export subsidies. A number of donor governments eschew the use of mixed
credits altogether. Others have made more explicit the
use of aid for export credits, or have strictly limited
and separated budgetary accounts for export promotion in this form. Some creditors channel tied-aid
credits through separate institutions rather than providing subsidies on export credits. The extent to which
more limited use of aid as an instrument of export
competition could free resources for direct development assistance to the poorest countries is therefore
not easy to assess, but there appears to be considerable
scope for reallocation.
Further restrictions on mixed credits would also
help eliminate trade distortions and free exporters to
compete on the basis of the price and quality of their
product rather than on the basis of the associated financing. Many agencies see the creation of such a
"level playing field" as a precondition for considering
changes to the Consensus rules on overall maturities.
A more commercially based approach to export credit
finance combined with a lengthening of maturities
would be highly desirable in the financing of largescale projects, to ensure that repayment periods are
more in line with the cash flow profile of the project.
The increased demand for large projects, particularly
in infrastructure, by many developing countries lends
urgency to modifications of the Consensus in this direction, as was noted in the communique of the Development Committee in the fall of 1993.

above has had the most impact. In general, the use of
risk assessment techniques has served agencies well in
those countries. It has enabled agencies to distinguish,
for example, between the situations of countries that
have required recourse to Paris Club reschedulings in
the past but are now emerging from their debt-servicing difficulties, and those of countries where the commitment to strong adjustment policies and sound debt
management is not as strong and problems of creditworthiness remain.
There are cases, however, where it may be that
agencies' policies are too conservative. In particular,
the emphasis that agencies place on payments performance has led them to regard countries that have recently rescheduled their debts as of potentially higher
risk than others. Agencies have extended substantial
credits to rescheduling countries that have established
a solid track record of performance under their Paris
Club rescheduling agreements, but they remain very
cautious in extending cover to rescheduling countries
with mixed records of performance. This strong emphasis on payments records means that most agencies
are slow to reopen cover for countries that have had
poor records in the past, but that have recently
strengthened their policies in the context of IMFsupported adjustment programs. Some government
authorities commented that they considered this
tendency of agencies to remain off-cover perverse,
as a country's prospects were improved with an
IMF-supported program in place and a regularization
of relations with creditors. There appears to be a particular reluctance to provide cover in two groups of
countries.
Low-Income Rescheduling Countries
Low-income countries are among the most important markets for export credit agencies.19 However,
agencies regard low-income countries with great caution, both in terms of their payments performance and
the prospects of their servicing nonconcessional debt.
Debt reschedulings (which also cover concessional
loans from bilateral sources) are seen as an unambiguous sign of an inability to service export credits.
Agencies, nearly without exception, reported that for
the low-income rescheduling countries (largely in
sub-Saharan Africa) they were only prepared to give
cover for short-term lending and for offshore operations. Most agencies believed that long-term financing
for these countries should come exclusively in the
form of aid and concessional loans.
At the same time, however, a few agencies and
some government authorities recognized that this very

Cover Policy in Countries Perceived as
High Risk
It is in countries perceived as high-risk markets that
the increased emphasis on risk assessment discussed

19

Agencies' policies toward rescheduling countries more generally are discussed in Appendix IV. "Low-income rescheduling
countries" are those for which the Paris Club has agreed reschedulings on concessional terms.

18

Exporters typically agree to the lower interest rate but compensate by raising the invoiced price of exported goods, so that the importing country is unlikely to gain much.
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cautious approach could lead them to miss opportunities to promote exports where export credits on commercial terms were an appropriate form of financing
for low-income rescheduling countries. In particular,
these agencies agreed that export credits on commercial terms should generally be used to support private
or privatized enterprises. Use of aid or tied-aid credits
in such cases would perpetuate the idea that projects
need not have commercial rates of return in lowincome countries, whereas in fact more—rather than
less—reliance on market criteria was needed. Some
agencies also noted that export credit agencies remain
for many of the low-income countries the only source
of short-term trade financing at reasonable cost, and
that establishing a solid record of payments performance on these credits was a first step toward regaining creditworthiness.
It is clear that large-scale support in the form of
nonconcessional export credits is neither appropriate
nor feasible for most low-income rescheduling countries. There are cases, however, where export credits
on commercial terms are justified, and could be beneficial, and these cases are often not sufficiently recognized by agencies.

strategies that call for a much larger role for the private sector in investment and production, including an
expanded role in areas that were previously considered the sole responsibility of the public sector, such
as telecommunications and power generation. The reluctance of many debtor country governments to provide guarantees has further accelerated this move toward greater direct involvement with private sector
buyers.
To some extent this represents a reversal of traditional practice. In the mid-1980s, agencies tended to
react to debt-servicing difficulties on the part of a
country by using public sector guarantees more frequently, reflecting their experience of a better record of
servicing of the debt owed or guaranteed by the public
sector than that owed by the private sector. This in part
reflected the priority accorded to the public sector in
foreign exchange allocations in some countries, and in
part the fact that the poor economic situation in some
borrowing countries had worsened the commercial
risks for the private sector borrowers.20 Many agencies
still charge higher premia for private sector borrowers
than they do for public sector borrowers.
However, in countries where experience with public sector debt servicing has been poor, a number of
agencies are now pursuing an approach that clearly
favors credits to the private sector, and agencies have
adopted a more open stance on cover toward loans to
private sector enterprises, or guaranteed by private
commercial banks, than to loans to or guaranteed by
public sector institutions. In Brazil, in particular,
several agencies reported that they were on cover
for private sector borrowers but not to the public sector, or gave more favorable terms to private sector
borrowers, because they have established a better
payments record.21 One agency also reported that it
preferred guarantees from commercial banks to
sovereign guarantees in lending to public sector
borrowers. 22
Many of the agencies surveyed stressed that policy
actions in two areas could greatly facilitate the provision of cover to private buyers in their countries. The
first was a well-functioning local banking system. Although a few agencies that already did substantial

Responses to Debt and Debt-Service Reduction
Agencies' attitudes toward countries that had
reached agreements involving debt and debt-service
reduction in the Paris Club were mixed. Some agencies thought that debt reduction generally improved a
country's prospects of servicing its remaining debt,
and that cover policy should reflect this. At the same
time, most of these agencies also commented that the
debt reduction granted so far for most of the lowincome rescheduling countries had not been sufficient
to permit a return to creditworthiness. Other agencies
thought that once countries had obtained debt and
debt-service reduction from bilateral creditors they
would tend to look for it again, and that a very cautious attitude to new cover for these countries was
called for. Two major agencies emphasized that it
would be extremely difficult for them to provide or insure new finance for a country that had reached an
agreement with official bilateral creditors incorporating elements of debt and debt-service reduction.

20
Assessments of commercial risk generally focus on the creditworthiness of the buyer, or of a guaranteeing commercial bank.
However, commercial risk can also be affected by economic developments in the country concerned. For example, a substantial
devaluation of the currency that greatly increased the domestic currency cost of external debt service might reduce the creditworthiness of a borrower.
21
For some agencies this is not a new practice. Among other
countries for which some agencies offer better terms on credits to
the private sector are Argentina, Brazil, Cote d'Ivoire, and Kenya
(see Tables 2 and 3).
22
The same agency also commented that it differentiated its cover
policy for specific Brazilian public buyers according to the payments record of the buyers.

Export Credits to the Private Sector
Issues
Although public sector borrowers continue to be the
main recipients of export credits in developing countries, agencies have been placing increasing emphasis
in recent years on providing cover for exports to the
private sector. This trend has intensified as an increasing number of countries have adopted development
18
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Table 2. Summary of Short-Term Cover Policies of Export Credit Agencies Toward Selected Developing
Countries, End-1993
Number of Agencies
Imposing Each Type of Restriction1

Number of Agencies
Open without
restrictions

Open with
restrictions2

Off
cover3

Security
devices4

Ceilings5

1
—
—

9
4
5

6
3
2

3
3
3

1
5
6

2
3
3

Algeria
Argentina
Brazil

—
2
2

11
10
10

Chile
China
Cote d'Ivoire 6

9
4
1
—
8
5

3
8
9

Egypt
Hong Kong
India
Indonesia
Iran
Iraq
Kenya6
Mexico
Morocco
Nigeria
Pakistan
Philippines
South Africa
Turkey

—

Reduced percent
of cover

Case by
case

Maturity
limit

Extended claimswaiting period

1
1
4

2
4
2
—
1
4

1
1
2
—

5
—
1
—

2
—
1
—

2

—

12
3
7

8
—
3

3
2
2

2
1
1

3
—
2

1
—
—

1
—
—

4
—
—
_
7
3
_
3
4

8
8
—

4
12

4
6
—

3
3
—

1
1
—

1
5
—

1
—

3
—

3
2
4

3
3
4

2
3
4

1
1
3

1
1
1

1

5
9
7

7

5
4

6
7

8
5
9

4
—

1

5
6
3

3
3
3

1
2
2

1
2
3

1
1

2
2

3
3

1
1

1

_

2
1

1
1

1

1

—

Sources: Agencies visited; Berne Union; and IMF staff estimates.
1
One agency can have several types of restrictions.
2Including cases where restriction is only on private sector. Agencies whose stance is not yet determined but are open on a case-by-case
basis are included here.
3Including agencies reporting an undetermined stance.
4Including guarantees of payment or transfer and commercial bank guarantees.
5Including limits on individual transactions, on total commitments, and on annual new business.
6
In Cote d'Ivoire, one agency offered unrestricted cover for the private sector, but was off cover for the public sector; in Kenya, two
agencies adopted this stance.

business with private buyers had credit records and
could conduct credit assessments on a large number of
private firms in developing countries, other agencies
considered that they did not have the capacity to conduct independent assessments of the creditworthiness
of any but the largest private buyers. In such circumstances, the provision of cover to private buyers could
be greatly facilitated by a relationship with a local
bank in which the agency had confidence, since this
could substantially reduce the costs of credit assessment and documentation. Several agencies already
make substantial efforts to find reliable commercial
banks in developing countries.
The second area cited by most export credit agencies as important in enabling them to provide cover to
private sector buyers in developing countries was the
existence of a legal system that was stable, consistent,
and fair to foreign investors and creditors. Most agencies stressed that they would still require either commercial bank or public sector guarantees for all transactions, but the legal system nevertheless remains an
important concern.

Prospects
Agencies generally considered credits for the private sector as an area where growth in their activities
could be expected. Two aspects of cover for the private sector that were seen as particularly promising
were buyers' credits to developing country commercial banks and project finance. In the case of buyers'
credits, a bank in a developing country acts as an intermediary, responsible for assessing the creditworthiness of buyers and the viability of projects, and assuming the commercial risks involved in the lending
operations. Agencies cover the risk associated with the
possible failure of the borrowing bank, and the transfer and other political risks. Agencies saw such credit
lines as particularly effective instruments to improve
the quality of investments, because the demand for finance would originate with buyers rather than with
exporters keen to expand their business, while, at the
same time, exports from small businesses that would
otherwise not have ventured into this market might be
encouraged.
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Table 3. Summary of Medium- and Long-Term Cover Policies of Export Credit Agencies Toward
Selected Developing Countries, End-1993
Number of Agencies
Imposing Each Type of Restriction1

Number of Agencies

Algeria
Argentina6
Brazil

Open without
restrictions

Open with
restrictions2

Off
cover3

1

5
11
8

7

—

8
2

Chile
China
Cote d'Ivoire
Egypt
Hong Kong
India
Indonesia
Iran
Iraq
Kenya
Mexico
Morocco
Nigeria
Pakistan
Philippines
South Africa
Turkey

4
1
—

4
—

—

Security
devices4

Ceilings5

3
3

5
9
5

4

4
10
3

—
9

1
7
2

3
4
2

8
7
11

4
1
—

2
1
3

5
2
9

4
2

4
2

8
4

—
8
12

2
2

1
10
10

11

—

1
12
11

2
1

9
10

11

—

—

Reduced percent
of cover

Case by
case

1
2
1

1
3
5

1
1
1
1
1
1
1

—

Maturity
limit

—

Extended claimswaiting period
1

—

1

1
2
1

—

—

5
4
4

1
—
—

1
—
—

3
2

—
—

—
—

—

1

1
2
2

6
9

2
3

1
4
3

—

1

1

1
2
3

9
8

2
1

1
5
6

—

—

1
1

2
4

8
7

1
1

3
3

_

—

—

Sources: Agencies visited; Berne Union; and IMF staff estimates.
1One agency can have several types of restrictions.
2Including cases where restriction is only on business with private sector or where agency is open for medium- but not for long-term
cover; agencies whose stance is not yet determined but are open on a case-by-case basis are included here.
3Including agencies off cover for new business and those reporting an undetermined stance.
4Including guarantees of payment or transfer and commercial bank guarantees.
5Including limits on individual transactions, on total commitments, and on annual new business.
6
Two agencies offered restricted cover for the private sector but were off cover for the public sector.

ect financing undertaken by agencies has so far remained limited.

Project finance, defined in this context as the provision of credit with only limited recourse by the lender
to the owner of the project or the host government, has
taken on an increased importance as developing countries have privatized large utilities with heavy demands for finance and as demand for infrastructure
investment has picked up in a number of large developing countries. The advantage for the developing
country is that the risks associated with such finance
can be limited; the advantage for the lender is that security can be obtained for the loan, either in the form
of an ownership stake in the project or through the
placing of some of the borrower's assets in escrow accounts, usually held offshore. However, the absence of
a formal government guarantee on the loan does not
mean that it frees the government from all responsibility or the loan from political risk. Governments are
generally required to give letters of comfort promising
not to interfere with the operations of the enterprise or
the service of its debts. Moreover, experience has
shown that project financing can involve complex
transactions that strain the capacity of agencies. For
this reason, as much as any other, the volume of proj-

Export Credit Financing for Transition
Economies
Overall Views
Export credit agencies see the fundamental restructuring of the economies of most of the countries of the
former Soviet Union and of eastern and central Europe as presenting them with tremendous opportunities but also tremendous challenges. The economies in
transition have been undergoing a period of rapidly
changing economic and legal environments, sharp declines in output, and major strains on the budget and
balance of payments. At the same time, many of these
countries have educated work forces, some have excellent resource endowments and all have huge, pentup demand for consumer and capital goods. Central
and Eastern European transition economies are also
geographically natural markets for exporters in West20
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Box 6. Special Security Arrangements and the World Bank's Negative Pledge Clause
The basic purpose of the World Bank's negative
pledge clause is to protect the Bank against the use of
governmental resources, or the use of governmental authority to mobilize other resources, to enable other foreign creditors to obtain foreign exchange in preference to
the Bank through the creation of liens or priorities on
public assets.1 The Bank's negative pledge clause provides that if any such liens or priority interests are created, they shall equally and ratably secure the Bank, unless the Bank agrees otherwise.
Escrow accounts established by borrowing enterprises
to ensure availability of foreign exchange to service specific debt or other contractual obligations are seen by foreign investors as one important element of protection
against noncommercial risks. Escrow accounts afford
lenders only limited protection against commercial risks.
In March and November 1993, the World Bank adopted
changes in its general negative pledge clause policy to provide for country-specific waivers under certain conditions.
Country eligibility is assessed on the following basis:

The waiver is granted with respect to any lien to secure
repayments of external debt under a loan made to finance
a specific investment project, provided that the initial maturity of the loan is not less than 5 years, and that the lien
does not permit the accumulation of more than 12
months' projected debt-service obligations in any related
escrow accounts. The lenders may also require reserve
accounts to be established to sequester appropriate
amounts of project revenues as provision for future operating expenditures, and other project contingencies, limited to the equivalent of an additional six months' projected debt-service obligations.
Other conditions are that
• the lender does not have alternative recourse for repayments of the loan, such as guarantees of public authorities in the borrowing country, or insurance, or any
form of third party indemnity with the exception of
that provided by a private source, or by an official
agency that requires the establishment of the lien as a
condition of its support.
• the lender is private in character. Liens created in favor
of official bilateral aid and export credit agencies and
of multilateral development institutions are therefore
excluded from the scope of the waiver, except that (1)
the waiver can extend to loans made by multilateral development finance institutions that are unable to obtain
a government guarantee due to legal restrictions; (2) an
official agency that has guaranteed a loan by private
lenders can benefit under a lien in favor of the latter by
subrogation of rights (for example, after payment to
the lender under a guarantee issued by an export credit
agency); and (3) an official agency's direct lending
comprises less than 50 percent of the loan.
• the Bank is not a cofinancier of the investment project
concerned. Where the Bank is cofinancing an investment project, it is generally its practice to share, equally
and ratably, in escrow or other security arrangements.

• At least 75 percent of income-producing assets are in
the public sector.
• Macroeconomic policies are satisfactory. In cases
where no IMF-supported program is in place, the Bank
staff would make an independent assessment of the
macroeconomic framework.
• A program of structural change is being implemented,
involving two key elements: (1) diversification from
the public to the private sector, including an appropriate privatization program; and (2) a shift from an administered system to a market economy.
Eligible countries are granted a waiver for an initial
period of two years.2 Subject to review by the Bank's Executive Board by the end of the second year, the waiver
can be extended for a further period of two years. All eligible transactions signed during the waiver period are
covered for the full maturity of the liens established. The
Bank requires that project financing be supported by a
feasibility study, prepared by competent, independent experts, that demonstrates that the project would generate
foreign exchange in excess of the amount necessary to
service the debt incurred. Finally, the Bank reserves the
right to withdraw the waiver for projects not yet approved if an event of default occurs under a Bank loan or
guarantee with the country.

1Assets of a joint venture between a government or public entity on the one hand and a foreign private enterprise on the other
will not fall under the scope of the Bank's negative pledge
clause unless the joint venture is controlled by, or operates
mainly for the account or benefit of, the government or public
entity.
2
As of September 1994, waivers had been granted for Russia,
Uzbekistan, and Kazakhstan.

ern Europe. Finally, there has been considerable political support for assistance, largely through export
credits, to countries undergoing a difficult transition to
democracy and a free market economy, and international financial institutions have taken steps to facilitate such assistance (see Box 6). While these factors
together have resulted in considerable interest in transition economies on the part of agencies, the rapidity
and extent of the changes in these countries have also
given them and their government authorities an acute
sense of the risks involved in such finance.

Agencies emphasized the particular difficulties they
face in assessing the creditworthiness of borrowers in
transition economies. Both public institutions and private companies in borrowing countries are often new
and unfamiliar. In cases where the country itself is
new, and especially in the case of the countries of the
former Soviet Union other than Russia, there may be
little external debt and therefore no payments record.
The scope of sovereign guarantees has been the subject of intense negotiations with some countries, and
may or may not prove to be reliable; and in some cases
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actions involving private sector importers. However, in
markets considered high risk, where creditors' risk assessments indicate that no cover should be extended,
and where sovereign guarantees are seen as of little
value, security arrangements have been sought on a
broader basis. These arrangements typically involve
escrow accounts in offshore banks through which export proceeds of the debtor are channeled and that give
the creditor priority for debt service. To ensure timely
debt servicing, even in the face of possible variations
in cash flow, the debtor is typically required to keep a
minimum balance in these accounts.
A substantial group of agencies saw no possibility of
their providing more cover for most states of the former Soviet Union, including Russia, without establishing security arrangements, including offshore escrow
accounts. In the case of Russia, agencies have been influenced in this stance by the substantial payments difficulties on outstanding debt. This group of agencies
preferred escrow accounts—in conjunction with project financing, including in transactions involving the
public sector—to sovereign guarantees, which they
considered of lesser value. Most escrow accounts that
have been set up so far relate to credits to private sector entities. However, following the World Bank's
waiver of the negative pledge clause for Russia, the
U.S. Eximbank, EID/MITI (Japan), and SACE (Italy)
have all reached agreements with Russia involving escrow accounts for financing of public investments in
the oil and gas sectors.23
However, the possibility of escrow-secured lending
has not yet led to major additional inflows to transition economies. One reason is that while escrow accounts can serve substantially to reduce transfer risk,
creditors remain largely exposed to commercial risk.
Further possible reasons include the bias introduced
by escrow accounts toward projects that can earn convertible export proceeds, which reduces the set of potential borrowing sectors. Putting escrow accounts in

it is not clear which government agencies have the
right to commit government resources for the contingency of nonpayment by the borrower. The regulatory
environment is evolving rapidly and accounting standards vary widely from country to country. The distinction between public and private enterprises and
banks in these economies is also often uncertain. In
this situation, traditional criteria for assessing political
risk or the commercial viability of enterprises or projects—such as debt-service indicators, past payments
records and borrower or project evaluation—are often
not readily applicable.
Agencies have responded to these problems in a
variety of ways. They have tried to supplement the
limited information that is available by using other
sources, including IMF staff reports. Agencies look
particularly for evidence of the authorities' commitment to a stable macroeconomic framework. Other policy issues of importance to agencies are the extent to
which the authorities are encouraging the emergence of
a private sector through privatization; the development
of an efficient and reliable banking system; and a clear
legal framework, especially with respect to creditors'
recourse in the event of default. Finally, agencies scrutinize with more than usual care whatever evidence of
a payments record there is. Diligence in meeting debtservice payments, even those that are small, is regarded
as an indication of a responsible attitude toward debt
generally. On the other hand, if the authorities appear
inattentive to the need to service debts on time when
debt-service payments are limited, then export credit
agencies are reluctant to make commitments that will
lead to more substantial obligations in the future.
Agencies have generally taken a very gradual and
cautious approach to cover. They have tended to begin
with short-term cover at relatively low levels, and follow this with more substantial medium- and long-term
cover upon establishment of a good payments record.
Similarly, in extending credits to emerging private
sectors in economies in transition, agencies have
looked for a few reliable commercial banks as guarantors in the borrowing country, leaving open the option of extending credits on a broader basis once business relationships have been established. It was in this
context that the establishment of a sound banking system was seen as absolutely essential for further easing
of the existing restrictions on cover.

23
The U.S. Eximbank and Russia have signed a framework
agreement under which loans or guarantees would be provided to
Russia's 24 oil production associations and to Gazprom, the stateowned gas producer, for the rehabilitation of oil and gas production
operations. Escrow accounts will be established to collateralize the
loans, containing funds equivalent to 150 percent of annual debtservice payments. U.S. Eximbank estimates that total lending under
the agreement might be $2 billion, though this is not a limit.
EID/MITI has committed a $2.9 billion line of credit to Russia
for loans secured by escrow accounts. As with U.S. Eximbank, the
focus is on oil and gas, and Gazprom has so far been the major recipient of loans (commitments of $700 million up to November
1993). Both the U.S. Eximbank and the EID/MITI agreements include a letter of undertaking from the Russian government to the effect that export licenses will be issued, so that the export credit
agencies can deal directly with producer organizations.
SACE has reached an agreement whereby Italian exports with a
contract value of $1.9 billion will be supplied to Gazprom. Repayment will be made through an escrow account, with the additional
security that the extra supplies of gas engendered by the new
equipment will be exported to Italy.

Securitization Techniques—Escrow Accounts
In some countries export credit agencies seek more
direct securities than guarantees by governments or
creditworthy commercial banks. Securitization and
collateralization are not new: commercial lenders often
seek security in the form of an irrevocable lien established over assets or export earnings of private buyers,
and export credit agencies have also on occasion made
use of, or participated in, such arrangements in trans22
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lateral creditors.24 A proliferation of escrow accounts
would therefore raise serious concerns, both for nonsecured bilateral creditors and for multilateral creditors, including the IMF, at a time when these institutions are being called on to provide a growing share of
the financing for economies in transition.

place has also proved to be a complicated and timeconsuming process, involving technical work with
which agencies have had limited experience in the
past. As a result, a number of agencies have not pursued escrow accounts, and some of the agencies that
have used them have commented that they would prefer a sovereign guarantee to an escrow account, if they
had more confidence that the guarantee would be honored. Finally, there are some countries for which export credit agencies would not provide any cover, with
or without escrow accounts.
Agencies also reported that governments in transition economies tended to be cautious in approving requests to establish escrow accounts for public sector
projects. They agreed that there are some features of
escrow-secured lending operations that could make
them unattractive to borrowing country governments.
Escrow accounts reduce the authorities' flexibility in
mobilizing and managing foreign exchange; monitoring of external debt operations is also complicated by
offshore escrow accounts. Escrow accounts reduce the
supply of foreign exchange and lead to a segmentation
of foreign exchange reserves. They may also divert
foreign credits to companies that can offer the best security package, rather than to companies that can put
credit to the most economically efficient use. Finally,
there is a danger of proliferation: governments that
agree frequently to the use of escrow accounts may
see creditors insist on them in cases where they would
not otherwise have done so, which would effectively
reduce a country's ability to obtain credit. In this context, agencies noted that they had difficulties in justifying nonsecured lending in cases where governments
had agreed to provide other creditors with security
packages.
Escrow accounts also have potential costs for other
creditors. In particular, the use of escrow accounts for
public sector projects runs counter to the policy of
debt subordination, which has served as the basis of
the debt strategy for official bilateral creditors. Escrow accounts attempt to subordinate all other loans,
including post-cutoff date loans and loans from multi-

Limitations of Export Credit Financing for
Transition Economies
At their best, export credits can be an essential instrument in financing the restructuring of an economy,
relieving pressure on reserves, and as a stepping stone
towards access to longer-term, more flexible forms,
and more diversified sources of foreign financing. But
some of the limitations of export credits discussed
above are particularly relevant to transition economies; and, indeed, the concerns of borrowing countries about escrow accounts appear in some cases to
reflect ambivalence about export credits generally.
Even when escrow accounts are not involved, credits may be allocated to sectors where foreign exporters
are pursuing contracts most aggressively rather than to
those where in the view of the borrowing country
government the need is greatest. At worst, extensive
recourse to export credits without careful consideration of the economic benefits to be gained from them
can result in unproductive projects and future debtservicing problems. The risks of this may be particularly acute in transition economies because the rapid
economic change in these countries makes sound financial evaluation more difficult.

24
In the Paris Club, debt subordination is achieved by fixing a
cutoff date at the time of the first rescheduling: debt contracted after
this date is exempt from future reschedulings and must be serviced
in full; debt contracted before this date can be covered under
rescheduling agreements. For the past ten years, the Paris Club has
maintained cutoff dates fixed in all cases of repeat reschedulings.
Most agencies view the fixity of cutoff dates as essential for them
to consider new lending to rescheduling countries. This issue is discussed further in Appendix IV.
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Links Between Risk Assessment and
Cover Policy

ments, such as the guarantee of banks in the form of
irrevocable letters of credit.26 Instruments of cover
policy are discussed in more detail in Box 7. An example of how one major agency (Hermes of Germany) sets its premia is given in Box 8.

Agencies observed that their most important decision resulting from the risk assessment process was
whether to provide export credit cover to a country or
not. Every agency was off cover altogether for some
countries where the stance of policies, the track
record, and the external environment appeared to offer
little prospect that the country would be in a position
to service new loans on commercial terms. However,
almost every agency covered in this study was on
cover for political reasons for some countries for
which cover would not be made available if the outcome of the risk assessment process had been the only
determinant of cover policy.
The trend toward more differentiated and nuanced
cover policies has become more pronounced in recent
years, and most agencies attempt to provide cover,
even if very limited, for as large a number of countries
as possible.25 If cover is made available, risk assessment is used by agencies to determine the type of
cover (short-term or medium- and long-term) and the
pricing of cover. Recent years have also seen an evolution in the thinking of agencies on the effectiveness
of their cover policy instruments. In the late 1980s,
differentiation of premia charged had been seen as a
way to make cover available to most borrowing countries, provided that the price accurately reflected the
risk entailed. More recently, however, almost all agencies have come to the view that demand for export
credits in high-risk markets is insufficiently pricesensitive, and the risks resulting from asymmetric information about creditworthiness too large for premia
to be the main means of allocating cover. While the
trend toward differentiated premia for borrowers has
continued, not least because of the continued weak financial performance of most agencies, the use of other
cover policy instruments is generally also regarded as
necessary in managing risk portfolios. These include
quantitative ceilings on the total annual level of commitments to countries and/or on the size of individual
transactions that can be covered, and security require-

General Stance of Agencies' Cover Policies
Tables 2 and 3 summarize the stance of cover policies at end-1993 for 21 developing countries, distinguishing between short-term cover and medium- and
long-term cover.27 The tables show clearly that most
agencies impose some restrictions on their cover, with
a requirement that security devices be associated with
cover being the most frequently used restriction on
short-term cover, and with ceilings on the size of
transactions or the total volume of new cover being
the most frequently used restrictions on medium- and
long-term cover.28
Chart 8 presents the evolution of agencies' cover
policy stance in their main markets over the period
1989 to 1993 in the form of country-specific indices.
The indices reflect the ease and cost of obtaining
cover, with a decline in the indices representing a
tightening of cover policy. It is notable that for most
of the countries shown, agencies have tightened their
cover policy over the period studied. This is consistent with the increased focus on risk assessment.
However, as noted above, it has not prevented an increase in the volume of export credits over the same
period. Rather, the trend can be seen as evidence of
the strength of demand for export credits: as agencies
have tightened cover policy and raised the price of
cover, exporters and borrowing countries have been
able and willing to meet the new conditions and pay
higher premia.
26
This approach is consistent with the theory of asymmetric information. Agencies face the problems of adverse selection and
moral hazard in assuming the risk of nonpayment by borrowers
about whose creditworthiness they have limited information. To
mitigate the information problem, they employ quantitative rationing instruments in combination with variable premia.
27
The stance of cover policies toward economies in transition is
discussed below.
28
Some of these restrictions are more important than others, so
that the number of agencies imposing restrictions does not in itself
fully capture the overall tightness of cover policies.

25
Cover policy refers to the terms and conditions under which export credit agencies are prepared to offer insurance or guarantees
for export credits, or, in some cases, to provide the financing themselves.
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Chart 8. Cover Policy Indices1
Medium- and Long-Term Cover Policy

Medium- and Long-Term Cover Policy

Short-Term Cover Policy

Short-Term Cover Policy

Sources: Export credit agencies; Berne Union; and I M F staff estimates.
]
The index of cover policy is based on reports from 12 major agencies to the Berne Union in the final
quarter of each year. If an agency is off cover for a country, a value of zero is assigned to that agency; less
restrictive cover stances are given higher values, up to a value o f 8 for an agency that is open for cover
without restrictions. The value assigned to each agency is weighted to reflect the relative importance of
that agency for the country concerned.

Cover Policy for Major Export
Credit Markets

covered claims) in these top five markets. Agencies'
experience with Russia is discussed in the section on
cover policy for the economies in transition. Agencies' experience in other major markets is discussed
below.

The recent experience with the five markets where
export credit exposure was highest at end-1993
(Russia and the former U.S.S.R. taken together,
China, Brazil, Mexico, and Indonesia) illustrates how
agencies' policies have shaped export credit developments in recent years. Chart 9 compares the developments in total exposure (including arrears and unre-

China
The rise in export credit agencies' exposure to
China, as shown in Chart 10, is striking. It has been
25
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Box 7. Instruments of Cover Policy
Premium Rates

mand and thus for managing their risk portfolios. They
thought that demand for cover was highly inelastic with
respect to premium levels in the more risky countries.
Therefore, almost all found it necessary to supplement
high premia with other instruments, particularly quantitative ceilings, for countries seen as high risks.
Discussions on premium policy among agencies have
intensified in recent years. One reason for this increased
focus on premia is their significance as an instrument of
competition among agencies, and between agencies and
private sector insurers. Though some agencies believe
that different premium levels have little impact on the
competitiveness of export transactions except in markets
with the lowest risk, the levels and structure of premia on
medium- and long-term export credits have recently become the subject of intense debate both in the context of
moves towards harmonization in the EU, and in the
OECD export credit group.2
The increased attention being given to premia may also
reflect the diminished relative importance of interest rate
subsidies as an instrument of competition among agencies, as the result of the decline in international interest
rates from the higher levels of the 1980s and the strengthening of the provisions of the OECD Consensus on the
use of interest subsidies. The issue of premium rates has
thus become more closely connected with the questions
on export subsidization (see also Appendix III).

Realistic pricing of risks is seen by all agencies as an
important objective, and all agencies have now established premium structures for export credits that provide
a direct link between the rate of premium and the perceived degree of country risk. Most agencies have been
devoting considerable resources to analyses of both the
degree of differentiation and the overall level of premia.
Premia have an obvious direct impact on the financial
positions of agencies. Many agencies had raised their
premia, in some cases for the first time in 30 years, in
the wake of the first series of reschedulings and cash
flow deficits in the early 1980s, but then made no further
general adjustments to their rates. However, as cash
flow deficits persisted during the late 1980s, many agencies raised premia again. The unexpected severity of
more recent deficits has led most agencies to adjust
overall premium rates still further, while increasing the
degree of differentiation. Premia vary with the maturity
of the export credit, the type of borrower, and the borrowing country.
Agencies also saw differentiated premium rates as a
way to help dampen demand in riskier markets, thus rationing cover in an economically efficient manner, and to
encourage a shift in the direction of trade toward stronger
markets. However, agencies observed that premium differentiation had clear practical limits. Some believed that
even the highest levels of premia that they charge fail to
compensate them adequately for some risks that they
take.1 Moreover, almost all agencies were skeptical about
the adequacy of premia as an instrument for limiting de-

Quantitative Limits and Other Instruments
Limits on total exposure continue to be a feature of
most agencies' cover policies toward at least some de-

driven in large part by increases in demand associated
with China's high growth rate and increases in the investment ratio. The increase in exposure is entirely a
reflection of new commitments. China was by far the
most important market for export credit agencies in
1993, receiving more than twice as much in new commitments as any other single country, and this trend
has continued in 1994. By end-September 1994, export credit agencies' exposure to China had risen to
over $35 billion, twice the level reported two years
earlier. Competition remains intense among agencies
for business with China, and subsidization of exports
in the form of tied-aid credits remains an important
factor.

course to Paris Club reschedulings (through August
1993) which is clearly reflected in the rising proportion of agencies' portfolios in the form of arrears and
unrecovered claims. Given the close relationship between agencies' cover policies, and hence new commitments, and borrowing countries' payments performance, the relatively low level of new commitments
to Brazil can be seen as a direct consequence of
Brazil's inconsistent payments record under reschedulings and on post-cutoff date credits over the last
several years. Moreover, commitments that were
made were increasingly channeled to Brazil's private
sector.
Mexico

Brazil

The increase in commitments to Mexico in recent
years reflects agencies' confidence in the country's
adjustment efforts and in the debt subordination strategy. Export credit agencies provided early and substantial financing for Mexico's adjustment programs
and thus helped to accelerate access to capital markets following the debt- and debt-service-reduction

Experience with Brazil has been very different
(Chart 10). While some export credit agencies have
continued to make new commitments, these have remained modest. Agencies' total exposure to Brazil
has, however, fallen only marginally from the levels
of the late 1980s, because of Brazil's continued re26

©International Monetary Fund. Not for Redistribution

Cover Policy for Major Export Credit Markets

veloping countries. Such ceilings are also seen as an important means of ensuring portfolio diversification. However, most agencies reported that they used these ceilings
flexibly, and, when exposure reached the ceiling, a thorough review would be conducted. Typically, the ceiling
would be raised, but this would normally be accompanied by other measures such as increases in premium
rates or other restrictions.
Other instruments, such as reducing the percentage of
cover or extending the period the exporter must wait before filing a claim, continue to be used, but less than in
the past. A number of agencies reported that limiting the
percentage of cover was a very effective device for
curbing demand in cases where they had reached the
upper limit of what they considered reasonable premia.
Others thought that it was precisely in high-risk cases
where demand was inelastic that exporters would increase contract prices to offset their participation in the
risk, and this would have a perverse effect of increasing
the total amount of the export credit. It is for this reason
that one agency covers typically 100 percent of the export credit, and most others have increased the share
covered to between 90 and 95 percent. However, most
agencies consider it an important principle that the exporter or financier should continue to bear a part of the
risk against the failure of an export transaction or project as a safeguard against badly designed or unviable
transactions.
Most agencies do not use the claims-waiting period as
an active instrument of cover policy but rather in cases
where payments tend to be late, but can be counted on to
arrive eventually. A longer waiting period in these cases

prevents a proliferation of claims payments that are
quickly followed by recovery. Other agencies commented that in their experience extensions only served to
lengthen delays still further as debtor countries became
aware of changes in agencies' policies, and that the
lengthening of claims-waiting periods could well lead
agencies to remain on cover longer than warranted by
underlying conditions, as shown by their recent experience with Iran.

1
Several agencies commented that there was a maximum rate
of premium that could reasonably be charged, and that premia
above this level would only be paid by exporters in cases where
they expected the borrowers to default. Some agencies also
noted that in some cases where they were on cover for national
interest reasons, premia were kept at levels below those that
would have been implied by their risk assessment systems because the latter would be prohibitive.
2
Discussions have centered on the level of premia that would
allow agencies to "break even" and thus prevent indirect export
subsidies. The criterion of "break-even points" is, of course, crucially dependent not just on premium levels but also on the timeframe over which agencies would be expected to break even. In
this context, most agencies argue that premium levels cannot
(and should not) be set at rates that would cover cash flow
deficits on old business but rather at levels that compensate for
expected deficits on more recent business activity only. Discussions continue, and the Participants to the Arrangement have recently agreed to try to establish guiding principles for setting
premia and related conditions.

agreement with commercial banks (Chart 10).29 New
commitments have remained at high levels since then.
The result has been a steady increase in the exposure
of export credit agencies with a declining share of unrecovered claims, as Mexico graduated from the Paris
Club and is now making substantial repayments on
rescheduled claims.

cover in 1993 as doubts arose about Iran's ability to
continue debt servicing and arrears began to emerge
on a large scale. Despite the sharp reduction in new
commitments, agencies' exposure to Iran remained
broadly unchanged through end-1993, but with a
striking increase in the share of arrears and unrecovered claims (Chart 11). 30
Most agencies agreed that their cover policies had
led to a rapid buildup of debt and contributed to the
emergence of difficulties, particularly through a rapid
increase in the share of export credits on relatively
short maturities in the period before payments difficulties became acute. To some extent this reflected demand factors, in particular demand for consumer
goods and a strong bias in Iran's external debt management toward short-term credits even for investment goods.

Iran
Starting in 1989, Iran was seen as a major new market. Exporters competed intensely for new business
but were reluctant to extend credit without official
support. Most, but not all, agencies quite readily provided export credit cover, first on a short-term basis
and then with longer maturities, and this was reflected
in a very rapid rise in export credit commitments. This
was followed by an abrupt decline in export credit

30
Most agencies have recently concluded refinancing agreements
with Iran on a purely bilateral basis, with overall maturities ranging
up to five years.

29
The figures understate support by agencies because the Berne
Union data do not cover Japan Eximbank and other lending in the
form of untied financing.
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Chart 9. Total Exposure in Top Five Markets
(In billions of U.S. dollars)

Box 8. Determination of Premium Levels
All agencies visited employ highly structured premium systems. However, the average level and steepness of the premium curve varies substantially across
agencies, as do the degree of differentiation among
recipient countries and the methods of calculating
premia. These differences reflect the variety of views
on the relative importance of various risks and on the
appropriate method of pricing each of them, as well
as the fact that premium levels are used in conjunction with varying constellations of other cover policy
instruments, and that the terms of the cover agreements vary widely.
The premium system1 used by Hermes, the German
export credit insurance agency, utilizes five country
risk categories, namely:
Category 1: OECD countries;
Category 2: Countries with well-established payments records and no expected payment
difficulties;
Category 3: Developing countries with the typical
level of developing country risk;
Category 4: Rescheduling countries and those with
imminent payment problems; and
Category 5: High-risk countries for which Hermes is
off cover either entirely or for mediumand long-term loans.

Sources: Berne Union; and IMF staff estimates.

Algeria
Algeria had long been a major market for export
credit agencies for both consumer goods and largescale investments in the hydrocarbon sector. Algeria's
centralized import allocation system facilitated a
heavy dependence on export credits, and it managed
to remain current despite comparatively high debt-service ratios, largely arising from heavy amortization
payments on export credits. However, the debt-service
situation, together with increasing doubts about the
sustainability of Algeria's policy stance, led agencies
to shift cover to exports with shorter maturities.31 New
commitments declined after 1991, though some large
agencies continued to make new commitments to Algeria notwithstanding the mounting economic and financial difficulties (Chart 11). Algeria's debt-service
obligations reached over 70 percent of exports of
goods and services in 1992 and then rose still further
with the fall in the oil price in 1993. 32

A country where Hermes has a very high concentration of risk may be assigned to a higher country category. Premium charges are due at the time the risk
begins, with very limited exceptions. The new system
differentiates between public and private buyers both
for suppliers' and buyers' credits. In the case of public buyers the basic premium is determined only by the
country risk. For Category 3 countries—the category
taken as the basis for determining premia—1 percent
of the covered amount is charged. Premium levels for
other categories are adjusted by a factor reflecting the
difference in country risk relative to Category 3. Thus
for Category 1, the basic premium is 0.33 percent; for
Category 2, 0.67 percent; and for Categories 4 and 5,
1.5 percent and 2 percent, respectively. In addition, a
further, time-dependent premium component is also
charged. The annual level of this component is 0.72
percent of the outstanding covered amount for Category 3, and this level is adjusted by the same factors
as the basic premium for each other category.
In the case of private buyers an additional flat premium component is added, amounting to 35 basis
points for the basic premium portion and an additional 25 basis points per annum. This surcharge is reduced if a commercial bank guarantee is available,2
or an international financial institution is involved,
and in the case of cofinancing with bilateral aid.

Other Major Markets
Chart 12 shows developments in export credit agencies' exposure to Indonesia, Turkey, and Venezuela.
All have experienced increases in commitments, and,
within this trend, an increase in short-term commitments. Based on the experience of export credit agen31
The data presented here do not bring out the extent of this shift
for Algeria, where many agencies extended credits classified as
medium term, but with a very short average maturity.
32
Algeria agreed a rescheduling with the Paris Club in June 1994
that provided for repayments over 16 years with a graduated repayment schedule.

1

Described in AGA Report (a newsletter issued by Hermes),
No. 49 (April 1994).
2
From a bank acceptable to Hermes as the sole debtor for
the amount involved.
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Chart 10. Export Credit Exposure: China, Brazil, and Mexico1
(In billions of U.S. dollars)
Arrears and unrecovered claims

Medium- and long-term
commitments outstanding

China

Short-term commitments outstanding

Brazil

Mexico

Sources: Berne Union; and IMF staff estimates.
'For data definitions, see Chart 4.

the proportion of short-term exposure can sometimes
be a sign of improvement, as in the case of India (Chart
13), where the increase in short-term exposure of export credit agencies in 1992 reflected renewed commitments to India following the successful implementation of an adjustment program. Similarly, the recent
increase in short-term commitments to the Philippines
(Chart 13) took place in the context of a broadly satisfactory macroeconomic framework and also represents
a shift of credits to the private sector. However, uncertainties about whether the Philippines would return to
the Paris Club after a period of full debt-service payments may also have played a role in making
agencies
more cautious on the maturity profile.34

cies with Iran, it might appear that a trend of rapidly
rising export credit commitments together with a rising share of commitments on relatively short maturities is a strong leading indicator of future payments
difficulties. However, this is not always the case, particularly for countries33 that have access to diversified
sources of financing.
More generally, cross-country comparisons of trends
in export credits can be misleading. Indonesia, Turkey,
and Venezuela all had similar profiles to that of Algeria in the early 1990s, but the economic situations of
these three countries vary considerably. An increase in
33
It should also be noted that the share of short-term commitments in total exposure is much larger in the case of Iran than in the
other countries discussed here.

34

The Philippines concluded a Paris Club agreement in July 1994.
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Chart 11. Export Credit Exposure: Iran and Algeria1

(In billions of U.S. dollars)

Arrears and unrecovered claims

Medium- and long-term
commitments outstanding

Short-term commitments outstanding

Sources: Berne Union; and IMF staff estimates.
!For data definitions, see Chart 4.

Cover Policies for Eastern Europe and
Countries of the Former Soviet Union

Thus, as illustrated by all of these cases, developments in overall export credit agency exposure and
data on new commitments need to be interpreted with
caution. Shifts in the volume of overall new commitments, or in the proportion of short-term exposure,
may reflect shifts in the demand for export credits because of shifts in import demand in the borrowing
country, shifts by exporters toward official support, or
policy decisions by export credit agencies.35 Moreover, there may be changes in policies by export
credit agencies that do not directly affect the level of
new commitments but are nevertheless important, for
example, increases in premia charged on new commitments. Finally, it should be noted that exposure
of export credit agencies reflects actions taken in
the past as well as actions taken in the present. A
good example is the case of Nigeria, which is the
eighth largest country in terms of export credit
agency exposure, but for which new commitments recently have been minimal because of its poor performance (Chart 13).

Tables 4 and 5 summarize the stance of cover policies on short-term and on medium- and long-term
credits towards central and eastern European and selected countries of the former Soviet Union at end1993. As noted in Chapter III, agencies have found it
difficult to assess the creditworthiness of economies
in transition. However, with the experience gained
over the past few years, and in comparing transition
economies, a hierarchy of creditworthiness as perceived by agencies has clearly emerged.
Agencies view the Czech Republic and Hungary as
better risks than most other countries: cover to these
countries is basically demand determined. Most agencies are on cover for all maturities without significant
restrictions in Poland as well, although certain agencies' approach toward Poland is significantly more restrictive because of the debt and debt-service reduction agreement with the Paris Club in 1991. Slovenia
is also considered as a good credit risk because of its
good payments record.
The second tier of countries includes the Slovak
Republic, the Baltic states, and Romania. In these
countries, agencies have typically extended only relatively shorter-term credits and monitor payments
records closely, but have a basically positive attitude
toward providing new cover. Cover policy of most
agencies toward Bulgaria is more restrictive due to
its past delays in servicing post-cutoff date debt and
in reaching bilateral agreements under Paris Club

35
A fall in new commitments may also reflect a change in the
borrowing country's financing strategy, or the increased availability of other forms of finance. For example, Hungary, Korea,
and Thailand have received relatively small amounts of officially supported export credits, but this reflects low demand from
these countries, and the fact that in some cases lenders were prepared to offer finance (including export credits) without official
support.
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Chart 12. Export Credit Exposure: Indonesia, Turkey, and Venezuela1
(In billions of U.S. dollars)

Arrears and unrecovered claims

Medium- and long-term
commitments outstanding

Indonesia

Short-term commitments outstanding
Turkey

Venezuela

Sources: Berne Union; and I M F staff estimates.
'For data definitions, see Chart 4.

reschedulings. Croatia has been affected by war risk
and uncertainties about its share of Yugoslav debt.
Albania and the former Yugoslav Republic of Macedonia are considered to require mostly concessional
financing rather than export credits on commercial
terms.
The impact of these varying perceptions of creditworthiness on the part of export credit agencies can
be seen in Chart 14, which shows export credit
agencies' exposure and new commitments to Hungary and Bulgaria. In the case of Hungary, which, as
indicated above, has established a very good payments record, both total exposure and new commitments have risen steadily from 1988 to 1991; since
then they have been broadly stable. In the case of
Bulgaria, on the other hand, new commitments have
declined since the late 1980s, although exposure has

increased, due to a sharp increase in arrears and unrecovered claims.
As noted earlier, Russia was viewed by most agencies as a unique case. Having assumed responsibility
for the debt of the former Soviet Union, it already has
substantial obligations to export credit agencies and
its payments record has been inconsistent. This has
made export credit agencies reluctant to extend new
cover without security arrangements. On the other
hand, governments have been conscious of the need to
support Russia's reform efforts and support through
agencies has been their most important instrument for
meeting this need. As a result, the largest agencies in
particular have extended substantial new credits to
Russia; such credits are sometimes treated explicitly
in agencies' accounts as national interest lending by
governments (where such distinctions are made).
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Chart 13. Export Credit Exposure: India, Philippines, and Nigeriai

(In billions of U.S. dollars)

Arrears and unrecovered claims

Medium- and long-term
commitments outstanding

Short-term commitments outstanding

Sources: Berne Union; and IMF staff estimates.
!For data definitions, see Chart 4.

Chart 15 shows developments in the exposure of
export credit agencies to Russia and the former Soviet Union. As Russia has taken on responsibility for
the debt of the U.S.S.R.,
the chart shows the combined exposure.36 From 1992 onward, new export
credit commitments were made to the Russian Federation, though disbursements continued to be made
from commitments made prior to 1992 to the
U.S.S.R. The overall exposure of export credit agen-

cies has increased sharply since 1989, reflecting in
large part the strong political support for financing.
Since 1991, when arrears started to accumulate, followed by comprehensive reschedulings in 1993 and
1994, exposure in the form of unrecovered claims
and arrears has also increased significantly, though
only on commitments originally made to the
U.S.S.R.; commitments to the Russian Federation
have not been rescheduled. While new commitments
have declined somewhat during the last two years,
they remain substantial. The extent of export credit
agencies' support for Russia can also be seen in the
change in their relative exposure to Russia compared
with exposure to other countries. At the end of 1987,
the U.S.S.R. ranked fourth in terms of export credit
agency exposure, behind Brazil, Algeria, and Poland.
At the end of 1993, export credit agency exposure to
Russia was 50 percent higher than that to any other

36
The Berne Union data cover only export credits extended
through member agencies. They do not cover other government
agencies involved in export credit finance for specific products
(such as the Commodity Credit Corporation in the United States or
the Canadian Wheat Board). In most cases, this imparts only a
small bias to the aggregate data. The differences are more substantial in the case of Russia and the U.S.S.R., but do not affect the
basic analysis.
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Table 4. Summary of Short-Term Cover Policies of Export Credit Agencies Toward Selected Economies
in Transition, End-1993
Number of Agencies
Imposing Each Type of Restriction1

Number of Agencies
Open without
restrictions
Central and Eastern European countries
Bosnia and Herzegovina
Bulgaria
Croatia
Czech Republic
Hungary
Macedonia, FYR of
Poland
Romania
Slovakia
Slovenia

3
3
1
1
—
—
1

1
4
3
9
9
1
10
11
12
8

—
—

3
10
4
—

2

Selected countries of former Soviet Union
Kazakhstan
Russia
Ukraine
Uzbekistan

Open with
restrictions2

Off
cover3

Security
Reduced percent
devices4 Ceilings5
of cover

Case by Maturity
case
limit

10
1
1
—
3

1
3
2
5
7
1
7
10
9
7

2
2
1
2

3
1

1
1
2
2

4
4
3
3

3
3
2
3

4
4
2
2

1
1
—
—

9
2
8
12

2
6
3
—

3
7
3
—

1
2
—
—

3
1
—

—
—

11
6
9

1

Sources: Agencies visited; Berne Union; and IMF staff estimates.
1One agency can have several types of restrictions.
2Including cases when restriction is only on private sector; agencies whose stance is not yet determined but are open on a case-by-case
basis are included here.
3Including agencies off cover for new business.
4Including guarantees of payment or transfer, commercial bank guarantees, or irrevocable letters of credit.
5Including limits on individual transactions, on total commitments, and on annual new business.

Table 5. Summary of Medium- and Long-Term Cover Policies of Export Credit Agencies Toward
Selected Economies in Transition, End-1993
Number of Agencies
Imposing Each Type of Restriction1

Number of Agencies
Open without
restrictions
Central and Eastern European countries
Bosnia and Herzegovina
Bulgaria
Croatia
Czech Republic
Hungary
Macedonia, FYR of
Poland
Romania
Slovakia
Slovenia
Selected countries of former Soviet Union
Kazakhstan
Russia
Ukraine
Uzbekistan

—

2
1
1

Open with
restrictions2

Off
cover3
12
8
11
—

4
1
10
11

11

—

9
11
10
8

—

2
9
2
—

Security
Reduced percent
devices4 Ceilings5
of cover

3

1
2
4
10

3

10
12

3

1

3
1
2
5

1
1

4
4

4
5
4
4

7
9
5
6

1
1
1
1

5
6
4
2

—

1
4
2
—

1
6
1
—

1
1

4
1
—

—

1

5
—

Case by Maturity
case
limit

8

—

—

—

Sources: Agencies visited; Berne Union; and IMF staff estimates.
1One agency can have several types of restrictions.
2Including cases when restriction is only on private sector or when agency is open for medium- but not for long-term cover; agencies
whose stance is not yet determined but are open on a case-by-case basis are included here.
3Including agencies off cover for new business.
4Including guarantees of payment or transfer, commercial bank guarantees, or irrevocable letters of credit.
5Including limits on individual transactions, on total commitments, and on annual new business.
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Chart 14. Export Credit Exposure:
Hungary and Bulgaria

Chart 15. Export Credit Exposure:
Russia and the former U.S.S.R.i

(In billions of U.S. dollars)

(In billions of U.S. dollars)

Short-term commitments outstanding

Short-term commitments outstanding

Medium- and long-term commitments outstanding

Medium- and long-term commitments outstanding

Arrears and unrecovered claims

Arrears and unrecovered claims

Sources: Berne Union; and IMF staff estimates.
iFor data definitions, see Chart 4.

In the countries of the former Soviet Union other
than the Baltic states and Russia, agencies have
adopted varied approaches. Some were open for cover
in the three larger economies (Belarus, Kazakhstan,
and Ukraine); some were closed for all except the
Baltic states. Most agencies are cautiously opening
cover for the resource-rich Asian states, Kazakhstan,
Uzbekistan, and Turkmenistan, or are contemplating
such a move. Ukraine, Belarus, and Moldova were
considered more risky markets, and, despite their potential, most agencies were not on cover for them in
the absence of a decisive improvement in the policy
environment. The remaining states of the former Soviet Union are either considered by most agencies to
be too poor to receive export credits on commercial
terms (for example, the Kyrgyz Republic), or have
war risk, precluding cover altogether (for example,
Armenia, Azerbaijan, Georgia, and Tajikistan).

Sources: Berne Union; and IMF staff estimates.
!For data definitions, see Chart 4.

country, and amounted to over 13 percent of the total
exposure of export credit agencies to non-OECD
countries (Chart 2).
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Appendix I
Glossary of Selected Terms Used in
Officially Supported Export Credits
Buyers' credit—a financial arrangement in which a
bank or financial institution or an export credit agency
in the exporting country extends a loan directly to a
foreign buyer or to a bank in the importing country to
finance the purchase of goods and services from the
exporting country.

Agreed Minute—the terms agreed upon in a Paris
Club rescheduling meeting are embodied in an Agreed
Minute. The Minute normally specifies the coverage
of debt-service payments to be consolidated, the cutoff date, the consolidation period, the proportion of
payments to be rescheduled, the provisions regarding
the down payment, and the repayment schedule for
both the rescheduled and deferred debt. The Agreed
Minute forms the basis for bilateral discussions between individual creditor governments (including export credit agencies) and debtor countries on the bilateral agreements that implement the rescheduling.

Claims payments—payments made, after the claimswaiting period, by an export credit agency on insured
or guaranteed loans, when the original borrower or
borrowing-country guarantor fails to pay. This is
recorded by the agencies as an unrecovered claim.
Claims-waiting period—the period that exporters or
banks must wait after arrears occur before the agency
will pay on the corresponding claim.

Arrears—generally, debt-service payments not made
on the due date. In the specific context of export credits, arrears are overdue payments by borrowers that
have not yet resulted in claims on export credit agencies.

Cofinancing—loans or grants to developing countries
made by commercial banks, export credit agencies, or
other official institutions in association with other agencies or banks, or the World Bank or other multilateral financial institutions in support of programs or projects.

Berne Union (International Union of Credit and Investment Insurers)—an association founded in 1934
of export credit insurance agencies, all participating as
insurers and not as representatives of their governments. The main purposes of the Union are to work
for sound principles of export credit insurance and
maintenance of discipline in the terms of credit in international trade. To this end, members exchange information and furnish the Union with relevant information, consult with each other on a continuing basis,
and cooperate closely.

Commercial risk—the risk of nonpayment by a
nonsovereign or private-sector buyer or borrower in
his home currency arising from default, insolvency,
and/or failure to take up goods that have been shipped
according to the supply contract (contrasted with
transfer risk arising from an inability to convert local
currency into the currency in which the debt is denominated, or broader political risk).
Commitment—a firm obligation by an export credit
agency to lend, guarantee, or insure resources of a
specified amount under specified financial terms and
conditions and for specified purposes for the benefit
of a specific importer, expressed in an agreement or
equivalent contract.

Bilateral agreements—agreements reached bilaterally between a debtor country and each of the creditor
countries participating in a Paris Club rescheduling.
The agreements establish the legal basis of the debt
rescheduling as set forth in the Agreed Minute. Bilateral agreements specify the interest rate on amounts
deferred or rescheduled (moratorium interest), which
is agreed bilaterally between the debtor and each
creditor.

Commitments—an accounting term corresponding to
the total amount of loans by, or guaranteed or insured
by, an export credit agency, either globally or to entities in a specific country, excluding amounts that are
in arrears or on which claims have been paid. Usually
includes principal and contractual interest payable by
the importing country on disbursed and undisbursed
credits, and sometimes includes not only liabilities of
the agency but also uninsured parts of the loan. Therefore, "commitments" are almost always larger than the
face value of the loan, and sometimes larger than the
agency's total exposure.

Bilateral deadline—the date by which all of the bilateral agreements must be concluded. The period for
concluding bilateral agreements is usually around six
months from the date of the Agreed Minute.
Note: For a more extensive glossary of terms used in reschedulings of official bilateral debt see Official Financing for Developing
Countries, World Economic and Financial Surveys series (Washington: International Monetary Fund, April 1994).
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Concessionality level—measures the degree of concessionality of credits offered at below-market interest
rates, or partially in grant form. Participants in the
OECD Consensus have agreed to methods for calculating concessionality. See also grant element, below,
and for further details see Appendix III.

proach in cases when a country experiences serious
debt-servicing problems.
Debt restructuring—rescheduling or refinancing of
debt-service payments in arrears and/or of future debtservice payments, undertaken in response to external
payments difficulties.

Consensus—formally the "Arrangement on Guidelines for Officially Supported Export Credits," a
framework of rules governing export credits agreed by
members of the OECD's export credit group. For further details see Appendix III.

Escrow accounts—accounts in offshore banks (outside the debtor country) through which a portion of
the export proceeds of a debtor is channeled. Typically
involve balances of one year to cover future debt-service payments. Creditors who are the beneficiaries of
the accounts thus obtain extra security for their loans
and priority on debt service.

Cosmetic interest rates—interest rates specified in
contracts below market rates but without effectively
conferring a grant element. These rates are sought by
some borrowing countries but are "cosmetic" because
exporters can compensate for the lower interest rate
by raising the value of the export contract.

Exposure—the total amount of debt of a country held
by an export credit agency, including commitments,
arrears, and unrecovered claims. Implicitly, a measure
of the total possible financial cost to the agency of a
complete default by the borrowing country.

Country risk categories—used by all export credit
agencies in ranking borrowing countries according to
their perceived creditworthiness. Each agency has its
own system, with a different number of categories,
ranging in the case of the agencies surveyed from four
to eight, often with additional subcategories; in each
case, "category one" countries are those considered
the best risks.

Factoring—the sale of receivables by an exporter.
The assets are sold at a discount to a factoring company that assumes all commercial and political risks,
and has no recourse to the exporter in the event of the
failure of the importer to make the due payments.
Forfaiting—the sale of promissory notes issued by an
importer. The notes are endorsed by a commercial
bank or by the central bank or government in the borrowing country, and are sold to a forfaiting company
that carries all of the political risk with no recourse to
the exporter in the event of the failure of the importer
to make the due payments.

Cover—provision of export credit guarantee/insurance against risks of payments delays or nonpayments
relating to export transactions. Cover is usually,
though not always, provided both for commercial
risk and for political risk. In most cases, cover is not
provided for the full value of future debt-service payments; the percentage of cover typically is between 90
and 95 percent.

Grant element—a measure of the concessionality of
a loan. It is defined by the OECD's Development Assistance Committee (DAC) as the difference between
the face value of the loan and the present value of the
stream of repayments on that loan (discounted at a flat
rate of 10 percent regardless of the currency of denomination), expressed as a percentage of the face
value.

Cutoff date—established at the time of a country's
first Paris Club rescheduling. "Post-cutoff date debt"
(loans contracted after the cutoff date) is not subject to
rescheduling, and has priority in debt servicing over
"pre-cutoff date debt" (loans contracted before that
date).

Guarantee—commitment by an export credit agency
to reimburse a lender if the borrower fails to repay a
loan. The lender pays a guarantee fee. While guarantees could be unconditional, they usually have conditions attached to them, so that in practice there is little
distinction between credits that are guaranteed and
credits that are subject to insurance (see below).

Debt refinancing—procedure by which overdue payments or future debt-service obligations on an officially supported export credit are paid off using a new
"refinancing" loan. The refinancing loan can be extended by the export credit agency, by a governmental
institution, or by a commercial bank, and in the latter
case will carry the guarantee of the export credit
agency. Usually eschewed by agencies, but used recently in the case of Iran.

Helsinki Package—agreement reached by OECD participants of the Consensus limiting the use of tied-aid
credits in certain countries to projects that would not
be commercially viable without an aid element. The
agreement also set up mechanisms for implementing
the new rules. For further details see Appendix III.

Debt rescheduling—procedure by which overdue
payments or future debt-service obligations on an existing officially supported export credit are converted
into a claim of the export credit agency on the debtor
country carrying a revised stream of payments. Usually negotiated in the Paris Club. The standard ap-

Insurance—the main business of most agencies is insurance of finance provided by exporters or commer36

©International Monetary Fund. Not for Redistribution

Glossary

cial creditors (though some major agencies lend on
their own account). Insurance policies provide for the
export credit agency to reimburse the lender for losses
up to a certain percentage of the credit covered by the
allowance and under certain conditions. Lenders or
exporters pay a premium to the export credit agency.

to the supplier (also suppliers' credit) or to the importer (buyers' credit). It can also be extended directly by official institutions of the exporting countries, usually in the form of medium-term finance as a
supplement to resources of the private sector, and generally for export promotion for capital equipment and
large-scale, medium-term projects.

Limited recourse financing—the financing of a
major capital project in which the lender looks principally to the cash flow and earnings of the project as a
source of funds for repayment and to the assets of the
project as collateral for the loan, rather than to the
general creditworthiness of the borrower. Often accompanied by escrow accounts (see above).

Paris Club—forum in which creditor countries meet
with the debtor to consider a request for the rescheduling of debt-service payments on loans extended, insured or guaranteed by their governments or official
agencies. The Paris Club has neither a fixed membership nor an institutional structure, and its meetings are
open to all official creditors that accept its practices
and procedures. During these meetings the participating creditors agree with the debtor country the broad
terms of the rescheduling, which are set forth in an
Agreed Minute and which the representatives agree
to recommend to their respective governments.

Mixed credits—credits containing an aid element, either in the form of a grant or of a subsidized interest
rate. See also concessionality level above.
National interest account—account or system under
which an export credit agency extends cover to certain transactions that are not considered eligible for
cover on the basis of the normal criteria of the
agency, because of the size or risk of the transaction
involved. For example, cover may be extended under
government instructions when the transaction is considered beneficial to the national economy, would
promote social and economic progress in the buyer
country, or when there is a special interest of the
government.

Political risk—the risk of borrower country government actions that prevent, or delay, the repayment of
export credits. Many export credit agencies also include under political risk such events as war, civil war,
revolution, or other disturbances that prevent the exporter from performing under the supply contract or
the buyer from making payment. Some also include
physical disasters such as cyclones, floods, or earthquakes.

OECD Export Credit and Credit Guarantees
Group, OECD Trade Committee—a forum in which
22 OECD member countries participate in the
Arrangement on Guidelines for Officially Supported
Export Credits (the Consensus). Turkey and Mexico
also attend this Group as observers. Aside from coordinating export credit terms, the OECD Export Credit
Group has also served as a forum for exchange of information on debtor country situations and agencies'
practices; at the meetings of the Group the governmental authorities of the agencies are represented.

Premium—the amount paid, usually in advance, by
insured lenders as the price of the insurance. An important source of income for export credit agencies.
Preshipment risk—Preshipment, or more precisely
precompletion, risk covers the exporter against the
loss incurred if an export contract is unilaterally withdrawn by the importer. Such losses include the cost of
inputs used and setup costs. This kind of cover is particularly important in the case of military exports and
of major capital goods exports where setup costs are
typically large and the manufacturing period is long.

Offers—amounts for which an export credit agency is
committed to provide cover if the exporter succeeds in
obtaining a contract. Mostly refers to medium-term
business because most agencies do not make offers in
respect of normal short-term business.

Project financing—sometimes synonymous with
limited recourse financing (see above). Sometimes
used to describe a narrower set of projects cofinanced
with other agencies or with multilateral institutions.

Officially supported export credits—loans or credits to finance the export of goods and services for
which an official export credit agency in the creditor
country provides guarantees, insurance, or direct financing. Under OECD Consensus rules covering export credits with a duration of two years or more, up
to 85 percent of the export contract value can be financed. The financing element—as opposed to the
guarantee/insurance element—may derive from various sources. It can be extended by an exporter (suppliers' credit), or through a commercial bank in the
form of financial trade-related credit provided either

Provisioning—allowance made in some agencies' accounts for the financial cost of possible losses on their
exposure. Some agencies provision on all new business; some reject the idea of provisioning against political risk, maintaining that all sovereign debt will ultimately be repaid.
Quantitative limits—mechanisms by which agencies
restrict the amount of cover offered to a particular
country. Could, for example, take the form of limits on
the total cover for a country or on the amount of cover
offered for individual transactions. The limit set is an
37
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important means of limiting exposure to countries
considered to be risky.

credits as those with repayment terms of up to one or
two years). Usually relating to sales of consumer
goods and raw materials, and usually taking the form
of policies for whole turnover/comprehensive coverage (see also Box 5).

Recoveries—repayments made to agencies by borrowing countries after agencies have paid out claims
to exporters or banks on the loans concerned.

Specific policy—a policy covering an individual export contract against failure to receive sums due from
the foreign buyer.

Reinsurance—reinsurance by agencies of amounts
originally insured, usually by a private sector insurer
or commercial bank (though some large official agencies are also providing reinsurance for smaller official
agencies). For example, a private insurer might keep
the commercial risk of a loan on its own books, but
seek reinsurance against specific political risks.

Subordination strategy—policy of Paris Club creditors that loans extended after the cutoff date are not
subject to rescheduling; therefore, pre-cutoff date
loans are effectively subordinated to new lending.
Suppliers' credit—a financing arrangement under
which an exporter extends credit to the buyer in the
importing country.

Repayment period/credit period—the period during
which repayments under the financing are due to be
made; this period usually starts after the end of performance under the commercial contract.

Transfer risk—the risk that a borrower will not be
able to convert local currency into foreign exchange,
and so will be unable to make debt-service payments.
The risk would usually arise from exchange restrictions imposed by the government in the borrower's
country. This is a particular kind of political risk (see
above).

Securitization—securing of a loan or insured guaranteed credit by assets, often including through an escrow account (see above).
Security requirement—payment guarantee required
by export credit agencies for extending cover in certain markets, varying primarily with the legal and administrative setting within the borrowing country. It
could consist of an irrevocable letter of credit, a confirmed irrevocable letter of credit, a government guarantee, or a central bank guarantee.

Whole turnover coverage/comprehensive coverage/global coverage—insurance or guarantee cover
for all or a negotiated portion of the export transactions of a supplier (exporter) or bank. These policies
generally provide insurance at a lower premium rate
than specific policies because the risks for the agency
are spread across a broader range of transactions and
frequently across several debtor countries.

Short-term commitments—commitments which
provide for repayment within a short period, usually
six months (though some agencies define short-term
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Appendix II
Technical Note on Export Credit Statistics

I

n this and past IMF staff papers on officially supported export credits, the quantitative analysis of
developments has been based on three statistical
sources: the Berne Union, the OECD, and agencies'
annual reports. All of these sources contain useful information, and both the Berne Union and the OECD
have made, and are continuing to make, considerable
efforts to improve the quality of their data in recent
years. However, both rely ultimately on the individual
agencies for data, and each agency uses definitions
and concepts that differ in important ways. Given this,
and given the different methodologies used by the
Berne Union and OECD themselves, it is extremely
difficult to reconcile data from different sources and to
relate data on officially supported export credits to financing flows and debt stocks.
Difficulties also arise from the increasingly complex interlinkages among various channels of official
bilateral financing. Such financing can take the form
of direct credits or of insurance for credits funded by
the private sector; in the latter case, a wide variety of
instruments and institutional arrangements is used.
Reschedulings and refinancings further complicate the
picture, particularly in cases of concessional reschedulings, as do other forms of budgetary support, such as
mixed credits. More fundamentally, there are few incentives for agencies to collect and compile detailed
data in a form which in most cases is quite different
from the way in which they keep their own books.

to make estimates of statistical concepts for which
they have no hard numbers. The Berne Union data
have the advantage of being a leading indicator, in the
sense that they include agencies' commitments on
undisbursed credits and are available with a substantially shorter time lag than data from other sources.
The data also provide a breakdown of total exposure
into commitments on outstanding credits (representing a risk of future claims) and arrears and unrecovered claims (resulting from nonpayment, and in the
latter case, claims payments by agencies).
Among the limitations of the Berne Union data are
that they are not readily comparable with other types
of debt statistics and they do not accurately reflect
trends in new disbursements. Some agencies do not
report export credit activity on account of the government. On the other hand, the data include the insurance of certain transactions that are not exports, for
example, insurance against exchange rate movements
or insurance of preshipment risks, which do not involve export credits.37 Finally, the Berne Union only
covers member agencies.38

OECD
The OECD compiles two types of data on export
credits. The first are published in Statistics on External Indebtedness: Bank and Trade-Related Non-Bank
External Claims on Individual Borrowing Countries
and Territories, which the OECD prepares jointly
with the Bank for International Settlements (BIS). The
series was published for the first time in April 1984,
and revised data are now available from December
1983 through June 1993. The series reports stocks of
export credits on a basis broadly comparable with
other external debt data, that is, covering outstanding

Berne Union
The Berne Union quarterly survey of agencies includes data for some 40 developing countries and
economies in transition on outstanding commitments,
arrears, unrecovered claims, outstanding offers, and
new commitments during the last quarter from each
member agency. Those data have been provided to the
IMF staff on a confidential basis for its use in analyzing various aggregates for individual debtor countries.
The most attractive feature of the Berne Union series is that data are collected in the way most agencies
actually keep their books; that is, the concept "commitments" encompasses insured principal and, in most
cases, interest on undisbursed as well as disbursed
credits. This facilitates consistency in reporting and
avoids errors that can occur when agencies are asked

37
Preshipment risk cover is prevalent in the case of military exports that are generally characterized by long preshipment risk periods followed by cash payment.
38
Excluding notably Japan Eximbank, though all but a small part
of ex-port credits financed by Japan Eximbank are covered by insurance from EID/MITI and are thus included in the Berne Union
data. It should be noted that most Japan Eximbank lending in recent
years has not been related to exports. Commodity and other credits
extended by U.S. agencies such as the Commodity Credit Corporation or the Department of Defense, and, for example, by the Canadian Wheat Board, are also not covered.
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Table Al. Flow of New Commitments of Officially Supported Medium- and
Long-Term Export Credits1
(In millions of U.S. dollars)
Total of
Category I
(Largely
Industrial)
Countries

Category II
(Middle-Income
Developing)
Countries

Category III
(Low-Income
Developing)
Countries

Categories
II and III
(Developing
Countries)

Total2

3

(Medium- and long-term credits with an initial term of over one year)
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992

12.0
11.7
16.0
9.7
12.2
9.9
20.7
21.7

24.5
22.3
20.9
21.2
27.3
28.9
26.3
38.9

10.7
11.4
9.4
12.7
13.6
9.4
9.3
12.4

35.1
33.7
30.4
33.9
40.9
38.3
43.4
51.1

82.8
85.6
67.5
58.2
47.8
46.1
47.1
45.0
54.1
48.2
64.0
72.8

9.5
7.4
8.3
5.9
10.9
8.2
9.0
13.5
18.4

21.5
20.4
13.9
11.4
8.4
9.4
8.3
12.8
11.8
10.2
16.4
24.8

(Long-term credits with an initial term of over five yearsfi
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992

1.8
1.0
0.9
2.3
1.9
3.6
1.1
2.9
6.3

7.0
4.9
5.2
3.7
4.7
5.3
5.2
8.5
11.3

2.6
2.5
3.2
2.2
6.3
2.9
3.8
5.2
7.2

Sources: OECD, Secretariat of the Export Credit Group; and IMF staff estimates.
!
The value of commitments includes principal and insured interest. The country cases correspond to
the classification used by the OECD Consensus on export credits.
2
Includes unallocated credits, so total exceeds the sum of the categories,
includes undisbursed lines of credit.

The second set of data from the OECD is compiled
by the Secretariat of the Export Credit Group. This
records the flow of new commitments of export credits with initial maturities of over one year, and initial
maturities of over five years, as well as the stock of officially supported short-term credits. These data,
which are prepared for the OECD Export Credit
Group, form the basis of the data shown in Table Al.

amounts of disbursed principal only, and brings together the information available to the BIS on banking
credits and to the OECD on export credits.39 However,
since the concepts used do not reflect the way most
export credit agencies keep their accounts, for certain
creditor countries estimation by either the reporting
country or the staff of the OECD is required. Moreover, the BIS-OECD data provide a breakdown of
outstanding amounts among nonguaranteed bank
claims, guaranteed bank claims, and nonbank officially supported export credits. However, official export credits can fall into either the second or third categories, both of which also contain other items.

Problems in Interpreting Berne Union and
OECD Data
The following general caveats need to be kept in
mind in interpreting both the Berne Union and the
OECD Export Credit Group data. First, since agencies
typically provide insurance for both repayments of
principal and payments of interest, data provided to
the Berne Union and to the OECD export credit group
are based on agencies' exposure, including future in-

39

The BIS-OECD data cover the U.S. Commodity Credit Corporation and direct lending by institutions such as Japan Eximbank,
but the coverage is not exhaustive; for example, credits from the
Canadian Wheat Board are not included. The BIS and the OECD,
together with the Fund and the World Bank, are engaged in the International Working Group on External Debt Statistics, whose work
is focused on concepts and measurement issues in this area.
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terest payments.40 Second, agencies typically report at
the time contracts are concluded the full value of the
contract, including undisbursed amounts. Thus, it is
difficult to relate commitment data to actual disbursements. Finally, data in agencies' own annual reports
should also be used with caution, since they often
refer to the total value of exports supported, which includes down payments by the buyer as well as selfparticipation of the exporter in the credit.

or otherwise restructured export credits (including
capitalized interest) in their reports to the Berne Union
and the OECD. However, some agencies exclude
credits that are no longer the responsibility of the
agencies in their reports. The treatment of debts
rescheduled on concessional terms also varies across
agencies. These variations make the reported numbers
for countries that have experienced debt-servicing difficulties particularly difficult to interpret and generate
a downward bias in the estimated stock of disbursed
credits.

Arrears and Reschedulings
In the event of nonpayment by the debtor, the agencies record the unpaid amounts of principal and interest first as arrears, and then, after the claims-waiting
period and following claims payments, as "unrecovered claims." However, interest accrued on arrears is
generally not recorded as an increase in claims. Similarly, when unrecovered claims are regularized
through a Paris Club rescheduling, agencies do not
record an increase in exposure in their reports to either
the OECD or the Berne Union, despite the fact that
since repayment periods under Paris Club reschedulings are in most cases significantly longer than for export credits, the amount of future interest at risk is
much larger. By contrast, if arrears or unrecovered
claims are refinanced rather than rescheduled, the refinancing results in an increase in recorded exposure.
The series on the stock of commitments and the
stock of disbursed credits prepared by both the OECD
and the Berne Union are affected by variations among
agencies in their treatments of arrears and restructured
credits. Most agencies include arrears and rescheduled

Mixed Credits
A further complication in the interpretation of the
OECD and the Berne Union data concerns the treatment of mixed credits. All agencies report the commercial component of mixed credits in their returns.
However, the institutional arrangements for providing
mixed credits vary between creditor countries. Some
arrange the financing by mixing concessional loans
provided by the national aid agency with commercial
export credits to achieve the desired level of concessionality; for these countries the data on export credits
covers only the commercial loans. In contrast, other
countries provide the whole of the financing in the
form of commercial credits supported by cover from
the export credit agency, but arrange for some part of
the interest to be paid directly to the lender by the aid
agency. For these countries the whole of the mixed
credit will be reported as an export credit.
Exchange Rate Effects
The BIS/OECD also publishes estimates of the impact of exchange rate changes on flows of export credits. In principle these estimates allow the net effect of
transactions on the change in reported stock to be
identified. However, the methodology used is such
that in practice, other factors, such as the treatment of
arrears and debt reorganizations, also affect the stock.

40

Future interest payments typically account for some 25 percent
of total commitments. This is, for example, consistent with an interest rate of 7 percent, an average maturity of 5 years and repayment in equal installments as required under the OECD Consensus
rules. However, long-term commitments may involve a stream of
interest payments that account for a much greater share of total
commitments.
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Appendix III
OECD Consensus on Export Credits

T

he Arrangement on Guidelines for Officially Supported Export Credits, commonly called the
"Consensus," was established in 1978.41 The most recent modification was the "Schaerer Package," which
was agreed in August 1994.42 The Consensus defines
a set of limits relating to the terms of officially supported export credits and requires prior notification to
other Participant countries of "derogations" or "deviations," that is, of credits extended by any one Participant on terms and conditions not conforming with the
Guidelines. The Consensus gives the right to any Participant to match the terms of export credits deviating
from these Guidelines (derogating credits). It also sets
out in detail the procedures to be followed in prior notifications and in matching derogating credits. Finally,
it provides guidelines for the conditions under which
mixed credits (combining aid resources and commercial credits) can be granted.
Although the Arrangement places limits on the ability of agencies to subsidize exports with submarket interest rates, it does not set the terms and conditions of
the insurance or guarantees issued in support of export
credits. The Consensus is complemented by more limited "Sector Understandings" on export credits for
ships, for civil aircraft, and for conventional and nuclear power plants. The Arrangement also does not
apply to export credits relating to exports of military
equipment and agricultural commodities.

any low-income countries or territories whose GNP
per capita would not exceed the IDA eligibility level.
In August 1994, Participants agreed to simplify the
classification of countries. There are now two categories, the first of which comprises countries that
have graduated from World Bank lending, currently
with a per capita GNP of over $4,715; the second
comprises all other countries.
Main Features
The four main elements concerning the terms under
which agencies in participating countries provide
cover are the following:
• a minimum cash down payment of 15 percent of the
export contract value payable by the importer at or
before the date of taking physical possession of the
goods;
• a maximum repayment period of five years for Category I countries and ten years for Category II countries (before August 1994: eight and a half years for
Category II countries and ten years for Category III
countries), with principal repayments in equal semiannual installments beginning no later than six
months after the starting point;
• a set of currency-specific minimum interest rates applicable for conforming credits;43 and
• a minimum concessionality level for conforming
tied and partially tied aid credits, including mixed
credits, of 35 percent;44

Income Groups

The Consensus prohibits Participants from offering
export credits that do not conform to the main conditions of the Arrangement concerning repayment terms,
the minimum interest rates, or the minimum level of
concessionality ("No-derogation engagement").

The terms of export credits are differentiated by
groups of recipient countries. Until August 1994 the
Arrangement classified as Category I (relatively rich)
all countries with a per capita gross national product
(GNP) of over $4,000 per annum according to the
final 1979 data published in the 1981 World Bank
Atlas; as Category II (intermediate) all countries not
classified in Categories I or III; and as Category III
(relatively poor) all countries eligible for International Development Association (IDA) credits plus

Minimum Interest Rates
The elimination of interest rate subsidies has been
one of the major aims of Participants in the Consen43

These interest rates are the relevant Commercial Interest Reference Rates (CIRRs) shown in Table A2. Until August 1995, in the
case of Category III countries, participants have the option of
choosing an SDR-based interest rate computed by the OECD, irrespective of the currency of the export credit.
44Theminimum concessionality level is 50 percent if the beneficiary country is defined as a Least Developed Country (LLDC) by
the United Nations.
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This section is based on the "Arrangement on Guidelines for
Officially Supported Export Credits" (Paris: OECD, June 1992);
and discussions with the staff of the OECD.
42
A description of developments in the Consensus during the
1980s can be found in Appendix IV of Officially Supported Export
Credits, World Economic and Financial Survey series (Washington:
International Monetary Fund, May 1990).
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Income Groups

Table A2. Arrangement on Officially Supported Export Credits: Commercial Interest Reference Rates
Jan. 83

Jan. 84

Jan. 85

Jan. 86

Jan. 90

Jan. 91

Jan. 92

10.00

9.50
9.65
8.10
12.29
13.20

9.85
8.55
7.50
12.38
12.72

8.80
8.03
7.10
12.47
10.38

7.40
6.73
6.00
12.09
7.57

8.00
6.55
5.50
10.07
9.35

8.30
7.18
5.50
11.67
9.99

8.30
8.68
6.60
12.22
8.65

9.20
10.12
7.60
11.96
8.63

9.20
9.51
6.40
10.89
7.09

7.55
7.97
5.30
8.30
6.21

5.95
6.17
3.30
6.71
5.54

7.35
7.54
4.20
9.44
7.27

U.S. dollar 5-8.5yr
U.S. dollar >8.5yr
Australian dollar4
Austrian schilling
Belgian franc

13.20
13.20

12.72
12.72

10.38
10.38

9.13

9.13

9.13

7.97
7.97
14.85
7.50
8.70

9.75
9.75
13.00
7.89
9.04

10.39
10.39
14.50
7.53
9.05

9.05
9.05
14.45
8.70
10.67

9.03
9.03
12.99
9.80
10.99

7.49
7.49
9.22
9.65
10.04

7.08
7.46
9.24
8.56
8.71

6.15
6.48
7.17
6.91
7.42

7.70
7.91
10.04
7.89
8.72

Canadian dollar5
Danish krone
Finnish markka6
French franc
Irish pound

12.09

12.15

10.35

11.45

11.45

11.55

9.12
12.10
9.16
10.08

11.00
13.70
9.31
11.08

11.20
9.90
9.67
9.64

10.90
11.80
12.05
10.76

11.25
11.80
12.90
11.43
11.43

8.90
10.50
11.50
10.31
10.51

8.20
11.20
10.70
9.44
11.75

6.05
7.20
7.25
6.50
6.95

9.41
8.20
10.15
8.13
9.18

10.20

9.20

8.55

7.35

11.74
7.35
14.75
13.03
13.82
12.02
6.55
8.42

13.30
9.00
13.47
11.92
15.49

12.96
10.15
13.22
11.66
15.54

8.58
6.10
6.65
6.27
9.08

13.93
8.30
9.83

13.73
8.30
10.46

12.25
9.75
9.54
10.65
12.87
11.41
8.30
9.56

13.31
8.05
8.40
10.11
13.99

6.80
10.07

14.82
11.36
11.54
6.55
8.67

11.50
7.30
16.30
14.55
14.14
12.44
6.55
8.87

10.60
6.78
9.00

7.73
5.25
6.56

9.92
7.55
7.68
8.70
10.82
10.32
6.28
7.99

SDR1
Deutsche mark2
Yen
Pound sterling
U.S. dollar <5yr3

Italian lira
Netherlands guilder7
New Zealand dollar
Norwegian krone
Spanish peseta
Swedish krona
Swiss franc8
ECU

6.80

7.05

Jan. 87 Jan. 88 Jan. 89

Jan. 93 Jan. 94 Jul. 94

Source: OECD.
1SDR-based interest rates are the same for all currencies, set semiannually, and apply to Category III countries only.
2
Up to August 1983 a lower deutsche mark rate applied to maturities up to five years and a higher one to maturities up to ten years; from
September 1983 to May 1986 the lower rate applied to facilities under SDR 40 million in value, the higher rate to all others; thereafter the
same CIRR applies to facilities of all maturities and values.
3
Up to May 1986 one CIRR applied to all maturities; from May 1986 until January 1992 a lower CIRR was applied to maturities of less
than 5 years; from January 1992 there are three CIRRs, applied to maturities of less than 5 years, 5-8.5 years, and more than 8.5 years, respectively.
4
There were three separate CIRR rates for different maturities until May 1987, after which one rate applies to all maturities.
5
Three separate CIRR rates apply to different maturities from February 1992; previously one rate applied to all maturities.
6
Two separate CIRR rates applied to different maturities until December 1986; thereafter one rate applies to all maturities.
7
Three separate CIRR rates apply to different maturities from January 1992; previously one rate applied to all maturities.
8
Two separate CIRR rates applied to different maturities until February 1992; thereafter one rate applies to all maturities.

and the CIRR of the currency in which the credit was
denominated.46
In July 1987, the Participants agreed to replace the
matrix minimum interest rate for export credits to relatively rich (Category I) countries with the appropriate CIRRs and to raise the minimum matrix for intermediate (Category II) and poor (Category III)
countries by 50 basis points in order to reduce the subsidy element. Minimum matrix rates were later abolished altogether, and in August 1994 Participants

sus. The mechanisms for achieving this have been refined several times. The original Arrangement had established a matrix of minimum interest rates which
could only be adjusted by unanimous decision after
negotiation—there was no provision for automatic
adjustment to maintain the relationship with market
rates. This problem was addressed when the Participants (after sharply increasing the fixed matrix rates
in November 1981) adopted the Uniform Moving
Matrix (UMM) in October 1983.45 To avoid placing
credits denominated in low-interest rate currencies at
a competitive disadvantage, the Participants also
agreed to establish market-based CIRRs. The minimum interest rates at which Participants could provide export credits was the lower of the matrix rate

46The CIRR is set for each currency at a margin above a base rate
defined as the yield on the secondary market for government bonds
with a residual maturity of five years, except where the participants
agree otherwise. The margin was formerly set at a fixed 100 basis
points, but since August 1994 has been set at 75-125 basis points,
depending on the length of the repayment period. Participants notify the OECD Secretariat of changes in the CIRRs each month, and
changes in the CIRRs are implemented as necessary on the fifteenth
day after the end of each month.

45
The UMM established a single matrix of minimum interest
rates that moved automatically as market rates fluctuated, and applied to all currencies used for extending export credits.
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APPENDIX III

OECD CONSENSUS ON EXPORT CREDITS

Tied and partially untied concessional or aid credits,
except for credits to LLDCs, shall not be extended to
public and private projects that normally should be
commercially viable if financed on Arrangement
terms.

agreed to abolish the SDR interest rate for credits to
Category III countries over a 12-month period.
Tied-Aid Credits
The original Arrangement followed the DAC criterion for determining the concessionality of tied- or
partially tied aid credits, using a flat 10 percent discount rate. This gave countries with low-interest rate
currencies a competitive advantage over countries
with high-interest rate currencies: with low nominal
interest rates, only small interest subsidies were required for official development assistance (ODA)
loans to yield a high level of concessionality when
discounted at the flat rate of 10 percent. Similarly, in
the case of mixed credits, comparatively small
amounts of pure grants had to be combined with a
commercial loan to meet the required level of concessionality. To redress this situation, the Participants in
the Consensus decided to adopt a currency-specific
formula for the discount rate to be used in calculating
the concessionality level of aid credits: the differential
discount rate (DDR). For currencies where the CIRR
is under 10 percent, the formula gives 75 percent
weight to a market-related interest rate for each currency;47 the remaining 25 percent weight is assigned
to the flat discount rate of 10 percent. The resulting
discount rate thus more closely reflects market interest rates. In addition, the minimum concessionality
level for Category III countries was raised to 50 percent, and for Category II countries to 30 percent on
July 15, 1987, and to 35 percent a year later.48 In August 1994, a new method of calculating the DDR for
currencies where the CIRR is less than 10 percent was
adopted, and the minimum concessionality level for
the new Category II set at 35 percent.

The key tests for such aid eligibility are (1) whether
the project is commercially nonviable; and (2)
whether it seems unlikely that the project can be financed on market or Arrangement terms.
The modification also established procedures for
the implementation of the Helsinki Package through
consultation. Projects involving tied aid of over SDR
50 million are automatically placed on the agenda of
monthly consultations; Participants may also request
consultations on any other project involving tied aid.
Discussions have focused on the definition of commercial viability, which requires, in particular, judgments on appropriate pricing and project definition.
Agencies found this case-by-case approach time-consuming, but saw it as generally working well in helping to establish guidelines for implementation and in
weeding out projects that should not be financed
through the use of aid. Agencies generally agreed that
this process should in due course lead to a substantial
reduction in the use of tied aid credits in the financing
of commercially viable projects. However, they differed on whether the net result would be to free aid resources for the least developed countries, or merely
result in a reallocation of aid within the current recipient countries to projects that do not fall under the
strengthened guidelines.
Schaerer Package
In August 1994, the Participants in the Arrangement, under the chairmanship of Mr. Kurt Schaerer,
agreed to a further series of measures which build on
the Helsinki Package. An important element of the
package was the abolition of the last subsidized interest rate, the SDR rate, which should have the effect of
further limiting subsidized credits to the tied aid credits covered by the Helsinki Package. The Schaerer
Package also contained measures designed to tighten
and simplify the implementation of the earlier agreement, including restrictions on "grandfathering" of
credits already in the pipeline when changes are
made.
The August 1994 agreement also set in motion new
work on areas not so far covered by the Consensus. In
particular, Participants agreed to start discussions on
export credits for agricultural products, and to establish an expert group in this area. The Participants also
agreed to do further work on establishing guiding
principles for setting premia and related conditions,
another area which is not currently covered under the
Consensus.

Helsinki Package
In March 1992, participants agreed on a major modification to the Consensus, often referred to as the
Helsinki Package (agreement on the package had been
reached under Finnish Chairmanship of the Participants of the Arrangement). This modification covered
export credits involving tied or partially tied aid to
low-income countries. The aim was to increase transparency and to improve the quality of tied-aid credits.
The relevant modification to the OECD Consensus
specifies:
47

The average of monthly CIRRs for the currency during the six
months preceding the fixing of the DDRs, which are set for one
year on each January 15.
48
If the tied or partially tied credit is in the form of a financing
package, combining concessional loans or grants or other official
flows with a purely commercial credit, the overall concessionality
level is calculated as a weighted average of the concessionality levels of each component.
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Appendix IV
Export Credit Agencies' Policies Toward
Rescheduling Countries

T

strategy was the policy of the Paris Club to maintain
the cutoff date (set at the first rescheduling) in subsequent reschedulings, and to give clear priority to the
servicing of post-cutoff date debts, even where that
necessitated comprehensive reschedulings of interest
payments and debt-service obligations arising from
previous reschedulings. This strategy has been implemented consistently for ten years: since mid-1984 cutoff dates fixed at the first Paris Club rescheduling
have not been changed in subsequent reschedulings.
Two other aspects of the debt subordination strategy
have been the exclusion of both short-term debt, and
of credits extended to the private sector without the
guarantee of the borrowing country government, from
coverage under reschedulings.
This provided a framework in which export credit
agencies could go ahead with new credits in confidence that these would not be caught up in future
reschedulings but would be serviced on a timely basis.
As most countries required repeat reschedulings, this
has meant that, after the first rescheduling, there have
not been significant interruptions in cover by export
credit agencies provided that countries established a
record of timely servicing of post-cutoff date debt and
implementation of the rescheduling agreements. Continued, and often large-scale, support in the form of
export credits has indeed been a crucial factor in assisting many middle-income countries (such as Mexico and Morocco) in resolving their debt difficulties
and in making progress toward graduation from the
rescheduling process.

he role of export credit agencies in the debt strategy and in particular the policy reactions of agencies to countries that required reschedulings in the
Paris Club have been the primary focus of previous
IMF studies on export credits.49 Since 1976, official
bilateral creditors have concluded well over 200
rescheduling agreements with 61 countries covering
debt-service obligations of some $250 billion.50 This
Appendix focuses on general issues arising from
reschedulings and their links to cover policies, and in
particular on agencies' policies with regard to middleincome countries that have graduated or are well on
their way toward graduation from the rescheduling
process. Table A3 lists the current status of Paris Club
rescheduling countries. Agencies' policies on lowincome rescheduling countries requiring debt reduction from official bilateral creditors are discussed in
Chapter III.51

Debt Subordination
Until the mid-1980s, the normal practice of export
credit agencies had been to go off cover for countries
that sought a Paris Club rescheduling, and to wait for
a return to full creditworthiness and establishment of
normal relations before resuming cover on new credits. As it became evident that debt-servicing difficulties would not be resolved quickly by most rescheduling countries, official bilateral creditors needed to find
ways not only to fill short-term financing gaps, but
also to provide new credits for countries implementing adjustment programs.
The strategy of debt subordination developed by
export credit agencies and their governments has realized these twin objectives. The cornerstone of this

Requests for Bilateral Reschedulings
Agencies noted that countries in evident debt-servicing difficulties that attempt to work out their problems without a Paris Club rescheduling posed particular difficulties. Nearly without exception, agencies
refuse requests for reschedulings on a bilateral basis.
Many agencies require a multilateral approach for
legal reasons and also because of burden-sharing considerations. Moreover, obligations arising from
reschedulings on a bilateral basis would be considered
pre-cutoff date debt in the Paris Club and would thus
be caught up again if a Paris Club rescheduling were
eventually needed. Finally, there is the danger that
cash-flow relief would be wasted in support of unsus-

49
See in particular Chapter III of Officially Supported Export
Credits, op. cit.
50
These figures overstate the impact of reschedulings on the exposure of export credit agencies, because part of the debts rescheduled were obligations on ODA loans by bilateral aid agencies. The
figures also include reschedulings of obligations arising from previous reschedulings in cases where countries experienced persistent
payments difficulties.
51
A comprehensive review of the recent evolution of Paris Club
reschedulings can be found in Official Financing for Developing
Countries, World Economic and Financial Survey series (Washington: International Monetary Fund, April 1994).
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APPENDIX IV

EXPORT CREDIT AGENCIES' POLICIES TOWARD RESCHEDULING COUNTRIES

Table A3. Status of Paris Club Rescheduling Countries (as of July 31, 1994)1
(Dates refer to end of current or last consolidation period)
Low-Income2

Lower Middle-Income3

Other Middle-Income

Total

Countries that have graduated from reschedulings
Gambia, The
Malawi
*Viet Nam

Total

9/87
5/89
12/935

Dominican Republic 3/93
Egypt
6/944
El Salvador
9/91
Guatemala
3/935
Kenya
1/945
Morocco
12/92
Poland
3/94

3

Brazil
8/93
Chile
12/88
Costa Rica
6/935
Mexico
5/92
Panama
3/92
Romania
12/83
Trinidad and Tobago 3/91
Turkey
6/83
Yugoslavia, former
6/89

7

9

19

Countries with rescheduling agreements in effect
*Benin
*Burkina Faso
*Cameroon
*Central Afr. Rep.
*Cote d'Ivoire
*Ethiopia
*Guyana
*Honduras
*Mali
*Mauritania
*Mozambique
*Niger
*Senegal
*Sierra Leone
*Zambia
Total

12/95
12/95
9/95
3/95
3/97
10/95
12/94
7/95
8/95
12/94
12/94
3/95
3/95
12/95
3/95

Congo
Ecuador
Jamaica
Jordan
Peru
Philippines

15

5/95
12/94
9/95
5/97
3/96
12/95

Algeria
Argentina
Bulgaria
Gabon
Russian Federation

6

5/95
3/95
4/95
3/95
12/94

5

26

Countries with previous rescheduling agreements, but without current rescheduling agreements,
that have not graduated from reschedulings
Angola
*Bolivia
Chad
*Equatorial Guinea
*Guinea
Guinea-Bissau
Liberia
Madagascar
*Nicaragua
Somalia
Sudan
*Tanzania
*Togo
*Uganda
Zaire
Total
All countries

9/90
5/946
12/907
12/927
12/92
12/90
6/85
6/91
3/937
12/88
12/84
6/94
6/94
6/947
6/90

Nigeria

3/92

15

1

—

16

33

14

14

61

Sources: Agreed Minutes of debt reschedulings; and IMF staff estimates.
1
Includes agreements of the Russian Fedeation and Turkey with official bilateral creditors.
2
Asterisk denotes rescheduling on enhanced concessional terms.
3
Defined here as countries that obtained lower middle-income but not concessional terms with Paris
Club reschedulings.
4
Last stage of debt reduction under 1991 agreement not yet implemented.
5
Rescheduling of arrears only.
6
Consolidation period was extended.
7
IMF arrangement in place; rescheduling expected shortly.
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Repeat Reschedulings

tainable policies: countries that request debt reschedulings on a bilateral basis do so often in order to avoid
the adjustment measures required for the IMF programs which provide the basis for Paris Club reschedulings.
At the same time, however, agencies also fear that
going off cover could cause the country to cease payments to them. They therefore tend to remain on
cover, but on a more restricted basis, and typically for
shorter maturities, as long as payments do not fall into
arrears. This policy can have the perverse effect of
dragging out a process where both adjustment and financing are insufficient. In such circumstances, the interests of both debtors and creditors would be served
better if the borrowing country embarked on early and
determined policy reforms supported by an IMF program and combined with appropriate cash-flow relief
in the Paris Club.

available cover for new credits remained unused. In
some cases, this may reflect a reappraisal and restructuring of countries' investment programs and
can be expected to be temporary. In others, however,
debtors continue to seek general budget and balance
of payments support, including through reschedulings, to maintain levels of private and public consumption, while sources of finance for sound investment projects remain untapped. This tendency, some
agencies thought, was reinforced by two factors.
First, there remained the perception on the part of
debtors that the Paris Club might provide concessions
for a wider range of countries. Second, recent
changes in budgetary and accounting procedures had
for some agencies made reschedulings less expensive, from a budgetary perspective, than the extension
of new credits. Agencies agreed that concessions
were required for many low-income rescheduling
cases (as discussed in Chapter III). But for basically
creditworthy middle-income countries, including
those in the lower-income range, they thought that
clearer signals were required that countries with access to new financing should graduate from the Paris
Club rescheduling process.

Repeat Reschedulings
Agencies also noted that there were cases of countries returning time and again to the Paris Club, while
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World Economic and Financial Surveys
This series (ISSN 0258-7440) contains biannual, annual, and periodic studies covering monetary and financial issues of importance to the
global economy. The core elements of the series are the World Economic Outlook report, usually published in May and October, and the annual report on International Capital Markets. Other studies assess international trade policy, private market and official financing for developing countries, exchange and payments systems, export credit policies, and issues raised in the World Economic Outlook.

World Economic Outlook: A Survey by the Staff of the
International Monetary Fund
The World Economic Outlook, published twice a year in English, French, Spanish, and Arabic, presents IMF staff economists' analyses of global economic developments during the
near and medium term. Chapters give an overview of the world
economy; consider issues affecting industrial countries, developing countries, and economies in transition to the market; and
address topics of pressing current interest. Annexes, boxes,
charts, and an extensive statistical appendix augment the text.
ISSN 0256-6877.
$34.00 (academic rate: $23.00; paper).
1995 (May). ISBN 1-55775-468-3. Stock #WEO-195.
1995 (Oct.). ISBN 1-55775-467-5. Stock #WEO-295.
1994 (May). ISBN 1-55775-381-4. Stock #WEO-194.
1994 (Oct.). ISBN 1-55775-385-7. Stock #WEO-294.

and Eastern Europe. But developing countries in general have
brought their exchange systems more in line with market principles and moved toward more flexible exchange rate arrangements, while industrial countries have moved toward more
pegged arrangements.
$20.00 (academic rate: $12.00; paper).
1992. ISBN 1-55775-233-8. Stock #WEO-892.

Private Market Financing for Developing Countries

by a Staff Team from the IMF's Policy Development and Review
Department led by Charles Collyns
This study surveys recent trends in private market financing for
developing countries, including flows to developing countries
through banking and securities markets; the restoration of access
to voluntary market financing for some developing countries;
and the status of commercial bank debt in low-income countries.

International Capital Markets: Developments,
Prospects, and Policy Issues

$20.00 (academic rate: $12.00; paper).
1993. ISBN 1-55775-361-X. Stock #WEO-993.
1992. ISBN 1-55775-318-0. Stock #WEO-992.

This annual report reviews developments in international capital
markets, including recent bond market turbulence and the role of
hedge funds, supervision of banks and nonbanks and the regulation of derivatives, structural changes in government securities
markets, recent developments in private market financing for
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