
THE EXPORT-IMPORT BANK

The governments of virtually all industrial nations 
extend some form of aid, or subsidy, to their nation’s 
exporters. In many of these countries current pro
duction is heavily geared to export markets. In the 
Netherlands, for instance, exports total well over 
half of G N P , and in the United Kingdom the com 
parable fraction is about one quarter. In the United 
States, merchandise exports constitute only about 
4 %  of G N P. This relatively small fraction is not 
a good indicator of the significance of foreign trade 
to the U. S. economy, however, since merchandise 
exports represent a $35 billion industry which has 
grown extremely rapidly in recent years.

The Export-Im port Bank is the only U. S. G ov
ernment agency engaged solely in the promotion of 
exports. The Bank was founded in 1934 and re
chartered in 1945. Currently, the Eximbank par
ticipates in the financing of over 10% of U. S. ex 
ports through the granting of direct loans, insurance, 
guarantees, and the discounting of export paper.

O rganization  In accordance w ith the E xport- 
Import Bank A ct of 1945, as amended, the Bank is 
directed to supplement, and not compete with, 
private capital in export financing. Eximbank loans 
generally must be for specific purposes and offer 
reasonable assurance of repayment. Finally, the pos
sibility of any adverse effects on the United States 
economy arising from Eximbank loans must be care
fully considered.

The responsibility for carrying out these Con
gressional directives rests with a five-man, bipartisan 
Board of Directors appointed by the President, the 
Chairman and V ice Chairman of which serve also 
as the President and V ice President of the Bank. 
In addition, the Eximbank’s policies are coordinated 
with overall Government objectives through the N a
tional Advisory Council on International Monetary 
and Financial Policies, composed of the Eximbank 
Chairman, the Secretaries of State, Commerce, and 
the Treasury, and the Chairman of the Board of G ov
ernors of the Federal Reserve System. The Bank 
also receives advice periodically from a committee 
of prominent citizens representing the m ajor sectors 
of the U. S. economy.

Congress maintains broad control over the Bank’s 
operations by placing ceilings both on the total of 
loans, guarantees, and insurance which the Bank may 
have outstanding at any one time, and the total 
authorizations permissible within each fiscal year. 
In addition, the Bank’s authority to function is ex 

tended for relatively short periods of time. In legis
lation passed in March 1968, the Bank was au
thorized to function for five more years and its 
overall lending limit was increased from $9 billion 
to $13.5 billion. Insurance and guarantees may be 
charged to this limit at a rate of 25%  of the Bank’s 
contractual liability up to a total of $3.5 billion. 
The same A ct prohibited Bank participation in the 
financing of exports to nations whose governments 
are engaged in or are assisting any armed conflict 
with U. S. forces. The Bank was also prohibited 
from aiding or financing exports of military hard
ware to any Communist or developing country 
unless directed otherwise by the President.

F inancing A s w ith m ost G overnm ent-sponsored  
lending agencies, the Eximbank was originally funded 
by the U. S. Treasury. Its capital stock of $1 
billion is held entirely by the Secretary of the Treas
ury, and the Bank may borrow up to $6 billion di
rectly from the Treasury. In recent years, however, 
the capital market has become the Bank’s most im
portant source of funds, to the extent that no Treas
ury borrowing was necessary from 1963 to 1967. 
The Eximbank pioneered the use of participation 
certificates (P C ’s) in 1962 when it offered for sub
scription to commercial banks $300 million of P C ’s 
collateralized by a pool of the Bank’s export paper. 
These new debt instruments were initially guaranteed 
by the Eximbank, but in 1966 the Attorney General 
ruled that they were backed by the full faith and 
credit of the United States Government. Prior to
1966, P C ’s were offered exclusively to those com 
mercial banks which had actively participated in the 
Eximbank’s programs. In that year, however, the 
squeeze on commercial bank credit necessitated a 
change in policy and P C ’s were offered publicly 
through a syndicate of underwriters.

In April 1968 the Bank entered the money market 
for the first time with the sale of short-term prom is
sory notes which closely resemble commercial paper. 
They are sold at a discount to institutional investors 
through several investment banking houses. Their 
maturities range between 30 and 360 days and are 
tailored to investors’ wishes. During the last three 
months of 1968, $487 million of notes were sold.

The Eximbank’s net income is added to a reserve 
for contingencies and defaults following the pay
ment of a 5%  dividend to the Treasury on its capital 
stock. This reserve totaled $1.1 billion in June 1968, 
almost double the 1960 level.
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Export Programs In m ost countries, insurance 
and guarantees form the m ajor components of G ov
ernment export programs. In the United States, 
however, these two types of export assistance rank 
below direct Government dollar credits (loans) to 
foreign importers of American goods and services. 
In fiscal 1968, over 70%  of the Eximbank’s total 
authorizations of $3.5 billion consisted of direct 
credits, about 20%  was in the form o f short-term 
and some medium-term insurance, and about 8%  
consisted of guarantees.

Export Insurance In the face o f a w orsen ing 
balance of payments situation, President Kennedy 
in 1961 moved to place American exporters on a par 
with their competition in regard to export insurance. 
Hitherto, such insurance was unavailable in this 
country. W ith the cooperation of about 70 private 
insurance companies, the Foreign Credit Insurance 
Association (F C IA ) was established. The F C IA , 
an association of marine, casualty, and property in
surance companies, sells short- and medium-term 
insurance covering political and commercial risks. 
The Eximbank insures the political risks directly 
and reinsures the commercial risk. Political coverage, 
which may be purchased either by itself or in con
junction with commercial risk coverage, protects 
against default caused by such occurrences as cur
rency inconvertibility, expropriation, riot, or revolu
tion. Comprehensive policies cover 90%  to 95%  of 
the political risks plus about 90%  of the commercial 
risks of protracted default and insolvency. Insurance 
premiums reflect the credit terms plus the E xim 
bank’s judgment concerning the soundness of the 
foreign buyer’s market. Aside from counseling, 
neither the F C IA  nor the Eximbank plays an active 
part in arranging the exporter’s financing. Proceeds 
from the insurance policy, however, may be assigned 
directly to the financing source and this feature may 
expedite the exporter’s search for credit or improve 
the terms.

Short-term insurance, which is the more common 
type, covers transactions up to 180 days and the 
exporter must insure enough eligible export credit 
transactions during this period so that a reasonable 
risk spread is obtained. Medium-term insurance 
covers credit risks ranging from 181 days to five 
years and is well suited for sales to foreign dealers 
and distributors on a revolving credit basis. The 
terms are somewhat stricter than those on short-term 
policies. The F C IA  may issue short- and medium- 
term policies at its own discretion covering transac
tions up to $1 million in sound markets.

Export Guarantees and Discount Loans Wrhereas 
export insurance aids exporters directly by reducing 
their risks, the guarantee and discount loan pro
grams boost exports more indirectly by increasing 
the attractiveness of export financing to commercial 
banks. Under the guarantee program, commercial 
banks for a fee may secure Eximbank guarantees on 
their medium-term loans to foreign importers of 
American products, provided the loans are without 
recourse upon the exporter. The nonrecourse stipu
lation is meant to encourage banks to make this 
type of loan. The Eximbank guarantee covers the 
commercial risk on the later maturities, and the po
litical risks on all maturities. Commercial banks 
which are active in the guarantee program may 
exercise the same discretionary authority as the 
F C IA  in guaranteeing export loans up to $1 million 
in sound markets. Guaranteed loans are exempt 
from the guidelines of the Voluntary Foreign Credit
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Restraint program as it applies to commercial banks, 
as are loans which are not guaranteed but which 
involve some Eximbank participation.

The Eximbank’s discount loan program encourages 
commercial banks to finance exports by increasing 
the liquidity of their export paper. Under this pro
gram, a bank (1 )  may borrow from the Eximbank 
against 50%  of its portfolio of medium-term export 
obligations based 011 shipments after March 1, 1966, 
and (2 )  may borrow an amount equal to the annual 
net increase in its total holdings of export obligations. 
Recent interest rates on discount loans have ranged 
from 5^6% to 6 y2°/o. The substantial increase in the 
volume of discount loans from $71.5 million in fiscal
1967 to $203.1 million in fiscal 1968 reflected to a 
large extent the Eximbank’s liberalization of terms 
in April 1968.

Direct Credits In 1968 authorizations for lon g 
term loans totaled $1,719 million of which about half 
were to importers in 37 countries for the purchase of 
American capital equipment and related services. 
Seventeen countries used Eximbank loans to buy 
commercial jet airplanes and ten bought electric 
generating equipment. Other U. S. exports fre
quently financed by the Bank include diesel loco
motives and equipment for satellite communications 
ground stations. Exported services include con
struction supervision, economic and geologic surveys, 
and architectural and engineering design.

The other half of 1968 long-term loan authoriza
tions were to friendly foreign governments for the 
purchase of defense-related items. A  majority of 
these loans were to industrial countries, but about 
one quarter consisted of obligations purchased from 
and guaranteed by the Defense Department, repre
senting loans to developing nations for the purchase 
of military equipment. Changes in the flow of 
Eximbank loans to m ajor geographic areas since 
1950 are illustrated in the chart.

The terms of direct credits are negotiated between 
the Eximbank and the foreign buyer, which may be 
a corporate or noncorporate business, a government 
or a governmental agency, a bank acting as inter
mediary, or the foreign branch of a U. S. enterprise. 
The maturity may range from 5 to 15 years. The 
interest rate is tied loosely to U. S. capital market 
conditions; in fiscal 1968 virtually all loans were at 
6 %  except some loans for military hardware which 
carried low er rates. I f the b orrow er ’s cred it
worthiness is at all suspect the Eximbank requires 
an unconditional endorsement by a financially re
sponsible institution or individual in the foreign 
country. Because repayment must be in dollars, the

Bank weighs the foreign exchange position of the 
buyer’s country.

The Eximbank generally requires supplier par
ticipation in financing exports, but this requirement 
may be waived in the case of large project loans. The 
Bank may also invite or even require commercial 
bank participation in financing large transactions. 
Since 1968, this has been the pattern with regard to 
jet aircraft financing. The financing of a recent jet 
purchase by Royal A ir M oroc typifies the new 
method. O f the total cost of $8.6 million, the air
line paid $1.7 million in cash, Eximbank supplied 
$3.1 million, First National City Bank loaned $3.4 
million, and Boeing extended $344,000 of credit. In 
fiscal 1968, over 20%  of Eximbank’s loan au
thorizations were for jet aircraft purchases.

The Eximbank’s direct credit program has been 
criticized in some quarters of the commercial bank
ing community. Bankers have charged that the 
Eximbank does, in fact, compete with private export 
financing contrary to the Bank’s charter instruc
tions. They note that Eximbank loans bear interest 
rates well below going market rates.

Export Expansion Facility In the sum m er o f 
1968 Congress acted on President Johnson’s request 
to broaden the Eximbank’s lending authority as a 
key part of his balance of payments program. The 
resulting law earmarked $500 million of the Bank’s 
$13.5 billion lending authority for export transac
tions carrying a somewhat higher degree of risk 
than that associated with the “ reasonable assurance 
of repayment” stipulated in the charter. The facility 
was designed to increase the market penetration of 
U. S. exports, primarily in developing countries, 
and to enable exporters to make sales which might 
have been lost without Eximbank assistance. The 
full value of direct credits is applied against the $500 
million ceiling, but only 25%  of the principal value 
of insurance and guarantees is counted. Separate 
applications are not needed to tap this fund. Rather, 
the Eximbank decides whether an application in
volves extra risk and allocates it to the new fa
cility. Such loans offer no special concessions since 
the interest, maturity, and repayment terms are the 
same as those on the Bank’s other loans.

So far the new facility has not been used exten
sively, due in part to the reluctance of commercial 
banks to finance higher risk transactions as long as 
the Eximbank will not guarantee the entire com 
mercial risk. A  similar problem has occurred with 
the FC IA  which is reluctant to insure higher risk 
ventures lacking total Eximbank reinsurance.

Jane F. Nelson
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