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ARTICLE FOR ROBERT MORRIE ASSOCIATES

FOREIGH TRADE FINANCING YHROUGH THE EXPORT-IMPOR? BANK
By ¥a. ¥eC, Martin, Jr., Chairman
Board ef Directors
Export-Import Bank of Washington
The activities of the Export-Import Bank in finanecing foreign trade

g¢ beck to February, 1934, when it was established to ssalet ln the revival
of the foreign trade of the United States. The Bank was continued as an
agency of the United Stater by acts of Congress in 1935, 1937, 1939, 2nd
1940. 1In 1945, it was made & permanent independent agency by the Export-
Izport Bank Act approved on July 31 of that year. The operations of the
Export-Iaport Bank extend, therefore, over a period of nearly thirteen

yoars characterized by abnormal comditions Irn foreign trade and international

finance.
General Folicies

From the time of 1ts establishment, the Export-Import Bank has had
broad powers tc engege in praetically any type of banking opersation. It is
limited in the sxercise of these powers, howewer, by its fundamentsl purpose
of promoting the foreign trade of the United Statez and by the statutory
celling onm the amount of its loens. 4s & satter of prudent msnagement and
as required by law, it confipmes 1tselfl to losns which are for speeific
purposes, which in the eplnion of its Board of Direciors offer reasonsble
ssgurance of repayment, -nd which do not compete with priwete capital,

Under these several limitations, the Bank avolds, for exsmple, the finaneing
of exports and imports on customary short terme, which is the proper business

of comuercial banking institutiens, snd, for another exawple, the making of
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leane to foreign governments and other foreign borrowers who can obtain
fornds on ressonabls termsg from the privete capital market,

Early Overatiouns

The foreign trade flazneing of the Export-Isport Bank over the years
mey be claasified for convenience intc three generzl types. During the
first six years of the Bank's existence, it eonfined itself largely to
aselsting in fineancing spseific export and import transsctions, chiefly the
formsr, on application of United States exporters and importers. The
sgaistance of the Bank was usually songhi in order to make possible terms
of eredit to foreign purchasers of United Btstes products longer thsn
customary and longer thaa commercial banke were prepured to aecommodate.
For example, the Bank finznced expsrts of raw cotton durlog this pericd
with terms running up to 27 wmenths and exporis of equipment for terms
ruaning up to several years. Since the Bank was offered ag security in
w02t inatances only the good falth and c¢redit of the foreign purchaser,
and this during a period of germeral shortage of dollar exchsnge, many of
its early credits for the purpoze of financing exports were made with full
recourse on the exporter and at rates of iaterest s# high &s or even higher
than ecommercial rates of interest to compensste for the extiraordimary risks
involved. Howaver, where other assurances could be obtained, zuch as
foreign bank or govermment gusranties or exchange assurasces from the
foreign exchangs authorities of foreign countries, the Bank extended
credits to fimance exports on s nonrecourse basie; that is, it assumed the

full riek of the transactior up $0 & given percentage of the amount of

eredlt involved.
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Precedents were get during this early period of the Bank's history
for eredits to foreign governments and thelr agencies to finance develop-
ment projectis and programe and for eredite to'provide dollar exchange for
purchases of essentisl United States products by foreign countries during
pericds of temporary deficits in bulasces of payments. Loang for develop-
nent purposes subsequently becsme a major type of operation for the Export-
Import Bank, while the dollar-exchange loan was the forerunner of the
reconatruction loang whieh have reeently dominated its operations, These
two types of credits, together with the direct exporter-imperter credits,
constitute the three general categories of financing by the Bank.

Development Loens

Development loang to Latin American countries through the Export-Import
Bank were given speecial status in 1940 by the action of Congress in twice
{acreasing the lemding suthority of the Bank froa #100,000,000 to $200,00C,000
and again from $200,000,000 to $700,000,000. The second inerease wap to
ensble the Bank "to assist in the development of the resources, the stadbiliza-
tion of the economies, and the orderly marketing of the products of the
countries of the Western Hemisphere.® This elaboration of the purpeses of
the Export-lmport Bank and the incresse in lending authority which ne-
compenied it were designed to wake it possible for the Bani to render financial
aid to the Latln American countries during the period of adjustment oc-
ecasioned by the war in Europe and the consequent cutiing off of their markets
and sources of mupply on the Continent.

During the next few years the Bank srranged a series of credits to
Latin American countries % assist them in carrying out publie works
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programe and to purchase the United States goods and services reguired for
puch programs. These loans also afforded substential budgetary relief
during s eritical period in the public finanees of the scuthern republics.
¥ith the entrance of the United States into the war, the sdvent of shori-
ages of suppy and shipping, and the opening of other scurces of dellar
income for the Latin American countries, development losns by the Baak to
thiz area were sharply curteiled. During the war, the Bank carried out
its ecurlier commituents, in so far as the avallability of goods and ships
peraitted, and also played a rols in finaneing the production s&nd import
into the United States of strategic and eriticel materials required for
the prosecution of the war.

Reconstruction Losns

Parly in 1945, steps were taken by the Presideant to equip the Xxport-
Inport Bank to deal with the immediate popt-war problem of fimancing cur
foreign trade. The principel reed, as then forsseen, was for large-scale
reconstruction icans to liberated and wer-devastated eountries to enable
thea to purchese urgently required products from the United States after
the termination of lend-lesse znd before the coming into operation of the
Iaternstional Bank for Recomsiruction end Development. Fith this purpoce
in view, Congress passed the Export-Import Bank Act of 1345, which granted
an increase in the lending aunthority of the Bank from $700,000,000 to
$3,500,000,000, resoved the prohibition on losns by the Baak to gerrnnents
in default on their obligutionz to the United States Covernment (which

othervise would have made many of the war<torm countries ineligible for
Export-Import Bank loams}, and put the Bank under & new bipartisan, fuli-
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time Board of Directors to replace the previous interdepartmental
ox offleie Hoaxrd of Trustees.

During the year and z half sinee the end of the war, the Export-
Import Bank has sxtended reconstruction eredits in excess of $z,000,000,000
to liberated and war—devasiated ecountries in Europe and ieia and bap re-
served $500,000,000 of its remaining lending suthority for possible future
eredits to China when that country shall have made substential progress
towarde peasce and umnity. Thus, the Export~Import Bank has utilized wirtusliy
ell of the additlonsl iending authority granted to it by the Export-Import
Bank Aet of 1945, and iz approaching the end of the post-war phase of re-
construction loans. This field of operations will be abandoned to the
International Benk for Beconstruction and Dewslopment, which was speeifically
&ssignnd to provide the fingncing required for leng-term reconstruection
programs at the divided risk of all of its members. The Export-Import Bank
was never intended to play more than an interim role, pending the sdvent
of the International Bank, in saking recoastruction loans.

Experter Loans

Iz the peried ahead, the Export-Import Bamk will dewote itsalf again
$¢ 1t two traditiomil types of operationg: the finaneing of imndividual
export and import transactiomns and of development projects and programs in
Latin America and elsewhere. The eriteria whick will guide the Bank in its
future sctivities are those which have come to be established by its experience
over the years. T%ith respect to sc-called exporter-importer lcans, that is,

loans made on applicstion of United Etates exporters to finance a specifie
export transsetion or series of tramsactions, ome of the principal safegusrds
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of the Baak ie to require & substantial participation by the exporter.
There are no hard and fast rules for the amownt of partieipstiom that mey
be rsgquired. in any case, however, the Bank is prepared at a meximum to
finanes witheut recourse on the sxporter the amount of his actual out-of-
pocket cost for labor and materials on a given traniaction, after allowanece
for any cash down paymseats by the foreign purchassr. In other words, the
Bank is not interested in finaneing the exporters' smtielipated groszs profit
or in risking public funds unless the exporter is willing tc risk st lesst
his owm profit.

Under this rule of thumb, the Bank is assured that the exporter will
sxoreise ususl diseretion in the appraissl of the risks invelwved and will
not offer terms of-eredit beyomd what Ls customary or shat he iz hinself
prepared to carry for his own esconat. If the exporter is able to offer the
Export-Isport Bank either foreign bank or forelgn government guaranties, the
Banak is justified in taking a larger pereentage of the risk tharn would other-
wipe be the case. Conversely, if the Bamk iz ssked to aceept a risk withemt
the bemefit of such guaranties, the amount of private participatioa which it
can rculeaublj require i# naturally larger. During recent periods the
amommnt of private participation stipuiated in somnection with the finaneing
by the Bank of speeific export transactions has ranged frem 10 to 0 percent,
depending upon the eircumstances in eagh cese.

Private Partiecipstica

The Export-Imperi Bank encoursges the employment of private capital
in foreign trade financing in wvarious other ways. For instance, in March,

1946, the Bank arranged a eredit of $200,000,000 to the Eingdom of the
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Netheriandz on tersms which it was believed would be secepisble to commercinl
institutions and afforded the opportunity to them to participate. FBome 50
comuerclal banks throughout the eccuntry agreed to perticinste to the extent
of approximately $100,000,000. Various commercial banks have participated
with the Export-Import Bank in maversl other recent and smsller credits,

ke in the case of the Netherlawds credit, these participations asre at the
risk of the private participeate and involwe no lisbllity or gusranty om
the part of the Export-Impert Benk.

As of December 31, 19,6, approxisstely $130,000,000 of the Bank's
outstanding loans were held by commercial bamks pursuant to ayreements whereby
the comperciasl banks had made dlsbursements to borrowers sgainst eredit lines
egtablished by the Export-Import Bank with an underteking on the part of the
Bank to reimburse them on demsnd. The Export-Ieport Bank has a contingent
liability for loans disbursed by agent banke under these agreemenis., Thue,
the whole amount of outstending losne applies against the statutory limita-
tion on loans and guaranties of the Export-Import Bank, slthough the uge of
public funds 1s avoided. Arrangements for disbursements of the greater part
of the amount involwed in these ™takeout™ agreements were made prior to the
passage of the Export-Import Bapk Aet of 1945. &ince the passage of the
Act, with ites provision thet the Bank may obtain funds direectly from the
United States Treasury by sale of its espitsal stock end by borrowing, the
Bank has confined the use of commercial banks in this capacity to instances
in which they perforz apecisl commercial bank services in connection with

the disbursements,
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et Zarnings
It is clear from the legislative higtory of the Zxport~Import Bank

thet it 15 intended to operate on a business-like begis and, if possible,
without oversll cost to the taxpayers. This recognized objeetive is the
more diffieult to ashieve because the Bank 1ie expected to meke loang

which are not attractive to private eapital, that is, loans which presomably
carry a relatively high dcgm. of risk. MNevertheless, the Bank has been
able to operate over the twelve years of its existense, not only without
cest to the Govermment, bui actualiy at a substantial prefit. It has paid
all 1ts adminisirative expenses out of sarnings, ecoversd what small losses
it has been odliged to take, end secumulated a reserve against future
contingencies which at the end of 1946 will amount to approximately
$44,000,000. Ouder the present method of cbtalning its funds from the
Treasury — in part by issulng capitsl stock at mo interest eost and in
part by borrowing at a modest interest charge ~- the net earninge of the
Bank do mot fully reflect the eost of the public funds which it uses. How~
ever, ihe Bank would show substantial net earnings even after full allommnee
for this cost.

Certain types of operstioss by the Bank, and in partieuiar the
finaneing of specifie export transactions at medium term, have been so
uniformly profitable to it that they would seem to be & proper field of
finaneing by commereial banks. The Export-Import Bank is prepared, of
eourse, to abandon these operatioms to comsercial imstitutions at sny time

they wigh to take them over. In the meantime, it can do no less than
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carry out its traditlional function of assisting Asmeric:n exporters to
sell thelr produects in foreign markets on appropriate credit terms when-
evar the risk esszumed by the bank appeare to be a reascnable one and in

the publie interest.
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