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1. Introduction 

The main purpose of this Independent Study is to address the question of whether Export 

Credit Agencies (ECAs) are a necessity in today’s economic and financial markets, or 

whether they have evolved away from their original purpose over the last century.  It will 

focus primarily on the United States’ national ECA, the Export-Import Bank (Ex-Im, or 

the Bank). 

 

Ex-Im has operated for 81 years as the United States’ official export credit agency, 

providing export credit insurance, loans, and guarantees to domestic and foreign firms as 

a method of facilitating international trade.  In recent years, the Bank has come under 

scrutiny, with opponents arguing that it produces a market distortion and alters decision-

making choices and behavior.  On the other hand, the Bank’s supporters assert that it 

helps U.S. businesses compete on a global level against officially-subsidized foreign 

firms. 

 

To determine the answer to this question, the paper will move through three sections.  In 

the first section, the background context and theoretical economic conditions that would 

necessitate the creation of an ECA will be determined, as well as what policy tools an 

ECA has at its disposal.  In the next section, the paper will examine the background and 

historical context to find why and how Ex-Im was created.  In the final section, the paper 

will look at Ex-Im in the context of today’s financial markets, before providing a 

recommendation for the future of the agency. 
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2. Export Credit Agencies 

2.1 Background Context 

Conducting trade outside of a firm’s domestic country exposes a firm to various risks 

surrounding both the shipment of goods from the seller to the purchaser and the payment 

for those goods from the purchaser to the seller.  These risks are compounded by the fact 

that many businesses operate with stipulations that payment must be received within a 

certain number of days (e.g., 90, 180, etc.) of the receipt of goods, as paying with cash is 

almost always impossible in a timely and efficient manner.1  However, businesses need 

operating capital to continue functioning, thus waiting the set number of days to receive 

payment is unfeasible.  To decrease these risks, local banks have entered the picture in 

both the exporting and importing countries.   

 

A common method of using banks to minimize these risks is through a letter of credit 

between the importer’s bank and the exporter’s bank, whereby the importer’s bank is 

guaranteeing payment to the exporter’s bank for the amount of the goods, provided the 

specified terms within the letter are met (Figure 2.1).  This means that as long as the 

terms have been met (the importing firm receiving the shipment of goods from the 

exporting firm, for example), the importer’s bank is required to pay the agreed upon 

funds to the exporter’s bank, regardless of whether they have been paid by importing 

firm yet.  However, should the importer’s bank not transfer these funds, the exporter’s 

                                                
1 Dinh, Trung Quang, and Hilmar Þór Hilmarsson. "What are the economic justifications 
for the existence of export credit agencies and how can they facilitate cross border trade 
to emerging market economies?" Regional Formation and Development Studies 6.1 
(2014): 15-16. 
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bank is under no obligation to pay the exporter.  Thus, even though a letter of credit 

diminishes some of the risks associated with international trade, there still exists 

significant risk exposure for the exporter in the transaction.  It was within this context 

that export credit agencies were first developed, under the primary goal of being able to 

absorb those and other risks still present in international trade.2 

 

Figure 2.1: Model of a Letter of Credit Transaction 

 

  Source: Stephens, The Changing Role of Export Credit Agencies 

 

 

2.2 Economic Justifications 

In a 1999 trade report, the World Trade Organization (WTO) outlined the four varieties 

of risk that must be accounted for when examining a proposed international transaction as 

economic or commercial risk, exchange rate risk, transportation risk, and political risk 

                                                
2 Stephens, Mr Malcolm, ed. The Changing Role of Export Credit Agencies (EPub). 
International Monetary Fund, 1999: 5-7. 
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(Chart 2.1).3  Of these four risks, transportation risk and exchange rate risk can be 

mitigated with relative ease through the use of private insurance and instruments that 

hedge against currency fluctuations, respectively.  Commercial and political risks, on the 

other hand, can be more problematic to manage within the private sector.  Political risk, 

according to the OECD, is defined as the probability that political forces or events might 

disrupt a firm’s operations.  Similarly, commercial risks are defined as the risk of 

nonpayment arising from “default, insolvency, and/or a failure to take up goods that have 

been shipped according to the supply contract.”4   

 

Chart 2.1: Protection Against the Various Risks in International Trade 

 

  Source: Fingerand and Schuknecht (1999) 
                                                
3 Finger, K. Michael, and Ludger Schuknecht. Trade, finance and financial crises. Vol. 3. 
World Trade Organization, 1999: 6. 
4 OECD. Glossary of Statistical Terms. (2003). 
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At their core, ECAs are designed to mitigate both of these inherent risks so as to facilitate 

cross-border trade.  Ideally, however, these risks should be already minimized in a 

perfectly competitive market, absent of any externalities and where all participants would 

have the same level of market information.5  Consequently, the economic conditions 

theoretically necessitating an ECA must be examined in order to understand how these 

risks even occur.  In a 1989 World Bank paper on preferential credit and insurance, the 

authors outline the most-commonly-cited economic conditions providing the rationales 

for establishing an ECA.  These rationales include: domestic distortions; capital market 

failures; risk, uncertainty, and incomplete insurance markets; moral hazard; adverse 

selection; industrial policies; export externalities; employment and the balance of 

payments; and matching other countries’ export credit programs.6,7   

 

Each of these rationales contributes to a gap being formed in the financial markets for 

lending and financing international trade.  In particular, the rationales of capital market 

failures and risk, uncertainty, and incomplete insurance markets have been argued to be 

the two most dominant problems, and accordingly, chief justifications for an ECA.  The 

first argument is that the existence of “aggravated asymmetric information” between the 

two transacting parties produces a capital market failure.  This scenario occurs naturally 

as a borrower has the advantage of possessing better information regarding its proposed 

project’s risk and potential returns.  This problem can be particularly compounded in 

international trade, as an exporting firm and its bank frequently possess only limited 

                                                
5 Op. cit., Stephens, 24. 
6 Fitzgerald, Bruce, and Terry Monson. "Preferential credit and insurance as means to 
promote exports." The World Bank Research Observer 4.1 (1989): 89-96. 
7 For a summary of these rationales, see Appendix A. 
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information about the importing firm, allowing this rationale to be considered a form of 

commercial risk.8  The second argument arises from the private sector’s unwillingness to 

cover the entirety of commercial and political risks associated with international trade, 

thus resulting in risk, uncertainty, and incomplete insurance markets.  A borrower’s 

ability to make future payments on its debt is not guaranteed for domestic lenders, and 

when combined with uncertainty regarding macroeconomic factors such as wars and 

embargos, a large amount of risk is left uncovered in these transactions.9   

 

To adjust for these risks inherent with international trade, many nations have established 

export credit agencies over the last century so as to offset the gap present within financial 

markets and assist in the export of domestic goods.  While this could be considered a 

decent reason itself, it does leave the question of what the actual benefit is to the nation 

for funding such an agency, especially when default on any of its transactions would put 

the agency’s capital and taxpayer money at risk.  The primary motivation for the creation 

of ECAs comes from the theory that a nation’s growth in exports is a catalyst for an 

overall increase in its economic growth, as well as the creation of domestic jobs for those 

export industries and specific businesses.  In addition, the increased trade relations with 

another country are believed to strengthen diplomatic relations and foreign policy 

between the transacting nations.10  Lastly, ECAs were seen to bridge the market failure 

gap that occurred from a private sector unwilling to cover all of the commercial and 

political risks arising in international transactions, as touched on above.  Thus with an 

                                                
8 Gianturco, Delio E. Export credit agencies: the unsung giants of international trade and 
finance. Greenwood Publishing Group, 2001: 24. 
9 Op. cit., Finger and Schuknecht, 9. 
10 Op. cit., Stephens, 1-2. 
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understanding of the economic justifications and market conditions that necessitate the 

creation of an ECA, the specific policy tools used by an ECA to mitigate risk in 

international trade can now be examined. 

 

2.3 Policy Tools  

Export credit agencies have many policy tools available in order to adequately cover risks 

from international transactions, with the primary risk-mitigation methods being to insure 

or issue export credit guarantees and to provide direct export credits (loans).11  Under the 

umbrella terms of export credit guarantees and direct export credits are numerous types 

of risk mitigation instruments that can all be used to enable international trade.  Examples 

of these instruments include bond guarantees, project financing guarantees, working 

capital guarantees, and reinsurances.12  However, the exact tools implemented by any one 

country’s ECA won’t necessarily be implemented by another country’s ECA, as they can 

vary depending upon the particular situation.13  The financial tool chosen for any single 

transaction will depend on three elements of the transaction: the type and size of the 

transaction’s risk; how the risk and risk-mitigation efforts are distributed between 

exporters, importers, and their respective banks; and the monetary cost of the process.14  

Thus, this paper will examine the three most common policy instruments to provide a 

better understanding of the way in which an ECA functions.  These three instruments are 

a buyer credit guarantee, a supplier credit guarantee, and a direct export credit.

                                                
11 In, Soh Young. "Do Export Credit Agencies Benefit the Economy?" Stanford 
International Policy Review. N.p., 24 Sept. 2014. Web. 
12 Op. cit., Dinh and Hilmarsson, 17. 
13 Op. cit., Stephens, 5. 
14 Op. cit., Finger and Schuknecht, 6. 
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Buyer Credit Guarantee 

Figure 2.2: Model of a Buyer Credit Guarantee 

 

 

 

 

 

 

 

 

 

 
 

 

 

         Source: Dinh and Hilmarsson, (2012) 

Importing firms frequently want to borrow money, but the bank it requests this loan from 

may not always be fully able to cover the transaction’s entire risk.  Buyer credit can be 

issued by the ECA in the exporter’s nation guaranteeing the loan to the lending bank, so 

that in the event of a default, the ECA will cover the sustained losses.  The bank, in turn, 

pays the exporter while collecting payments from the importer.15  A variation of this 

method can include local banks in both countries, with the exporting firm’s bank 

obtaining the buyer credit guarantee from the ECA to loan to the importing firm’s bank, 

and each firm receiving and making payments with their respective local banks.  Each of 

these variations allows the importing firm to receive larger loans from international banks 

at better rates than they could solely through their local banks.  This is an essential 

component in financing medium- and long-term loans, such as, for example, those 

necessary to bankroll large and lengthy infrastructure projects in emerging markets.16

                                                
15 Op. cit., Stephens, 10. 
16 Op. cit., Dinh and Hilmarsson, 18-19. 
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Supplier Credit Guarantee 

Figure 2.3: Model of a Supplier Credit Guarantee 

 

  Source: Dinh and Hilmarsson, (2012) 

 

In contrast to buyer credit, the exporting firm applies for a supplier credit guarantee in an 

international transaction.  The most common form of this instrument comes as insurance 

sold by the ECA to the exporter to cover risks that cannot be fully transferred to the 

importer in the purchase price of the exporter’s good.  This model may also use the 

exporter’s local bank as an intermediary between the exporter and the ECA, or may even 

use local banks in each country in combination with a letter of credit to more 

comprehensively distribute risk-mitigation efforts between all of the involved parties.17 

 
                                                
17 Op. cit., Stephens, 9. 
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Direct Export Credit 

Figure 2.4: Model of a Direct Export Credit 

 

   

 

 

 

 

 

 

 

 

 

 
 

    Source: Dinh and Hilmarsson, (2012) 

The final policy tool to look at is the direct export credit, which in its simplest terms is 

merely a loan.  This tool is used when the risk of the project exceeds that which either of 

the local banks can cover.  ECAs have a much higher threshold for risk and a much lower 

threshold for returns due to their ability to lend at government-subsidized, below-market 

interest rates, so the exporter’s bank will request an export loan.  After analyzing the 

proposed transaction and importer’s credit history, the loans terms will be established and 

the ECA will grant the loan to the buyer by way of the exporter’s bank.18  While this may 

seem like the easiest method of risk-mitigation relative to the buyer and supplier credit 

guarantees, the direct export credit typically comes at a higher cost and is subsequently 

used less frequently. 
                                                
18 Op. cit., Dinh and Hilmarsson, 19-20. 
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3. Ex-Im’s Background and Creation 

For over eighty years, Ex-Im has provided direct loans and loan guarantees to foreign 

buyers of U.S. products, export-credit insurance against losses on loans made by U.S. 

exporters and banks to foreign buyers, and working capital guarantees to banks making 

loans to U.S. exporters to pay for materials, salaries, and other overhead costs.  However, 

the Bank was not always supposed to engage in international transactions with the 

number of countries that it does now.  It began with the objective of financing trade with 

one sole country; yet, it financed trade with practically all other countries over the next 

60 years before it ever conducted a transaction with the original nation.19  The following 

sections will provide background and historical information on why and how the Bank 

was created, and how it went in the opposite direction of its original target. 

 

3.1 Historical Context 

When President Franklin D. Roosevelt took office on March 4th, 1933, the United States 

and the entire world were in the midst of an unprecedented economic depression that saw 

international import and export volume fall by 30% from 1929 to 1932 alone.20  This 

decrease had been compounded by the 1930 passage of the Smoot-Hawley Tariff Act, 

increasing U.S. protectionist tariffs to historic highs and setting off a chain-reaction by 

other nations to do the same in response.21  In addition to trying to fix the economy, 

                                                
19 Harmon, James A. Hearing on the Implementation of the Iran-Libya. Testimony, 
October 30, 1997, before the U.S. Senate, Banking, Housing and Urban Affairs 
Committee. 105th Cong., 1st Sess. Accessed: 4 February, 2015. 
20 Madsen, Jakob B. "Trade barriers and the collapse of world trade during the Great 
Depression." Southern Economic Journal (2001): 848. 
21 "Smoot-Hawley Tariff." U.S. Department of State, n.d. Web. 6 Feb. 2015. 
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however, Roosevelt was also facing increased pressure from domestic business interests 

for an extension of U.S. diplomatic recognition to the newly formed Soviet Union. 

 

Following the Bolshevik Revolution in 1917, the Union of Soviet Socialist Republics 

(USSR) was established.  The USSR and the Bolshevik party sought to rebuild their 

nation, severely crippled from World War I (WWI).  However, the U.S. refused to 

recognize this new union as legitimate unless the Soviet government would agree to 

abide by accepted standards of international conduct.  These standards included 

stipulations such as ceasing support of any revolutionary activities occurring in other 

nations, returning all property confiscated during WWI, and perhaps the most important, 

honoring the international financial debts and obligations of its previous government.22  

With both nations unable to reach an agreement on the various conditions of this last 

stipulation, the U.S. did not recognize the USSR throughout the 1920s.   

 

Even without formal recognition, many U.S. businesses began exporting goods and 

providing credits to the USSR.  U.S. officials allowed these activities to occur so long as 

they remained private transactions, and by 1926, the U.S. exported more to the USSR 

than it did to any other country.23  Associations designed to promote trade were formed 

by groups of American businesses, banks began exploring ways to provide credit for this 

trade, and the USSR even set up an agent corporation in New York to help facilitate the 

                                                
22 Becker, William H., and William M. McClenahan Jr. The Market, the State, and the 
Export-Import Bank of the United States, 1934–2000. Cambridge University Press, 2003: 
12. 
23 Trundle, Sidney A. The Export-Import Bank of Washington, Its Origins, Operations, 
and Relationships with Other Governmental Agencies, 1934-1950. Rutgers University, 
1950: 24-25. 
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entire process.  As the two countries continually increased their trade relations, domestic 

pressure began mounting for diplomatic recognition of the USSR, which was finally 

extended in December 1933.  It was within this context that many State Department 

analysts began advocating for a government institution with the ability to control the 

USSR’s access to credit, guided by the idea that this leverage would lead to an eventual 

agreement on the issue of the outstanding debt.24  Thus, the concept for the Export-Import 

Bank was formed. 

 

3.2 Creation of the Bank 

The First and Second Export-Import Banks of Washington 

Established on February 12, 1934, the Export-Import Bank of Washington was created on 

an initial two-year charter for the sole purpose of facilitating the export of U.S. goods and 

services to the Soviet Union, expected to drastically increase following diplomatic 

recognition of the nation by the U.S.  Not long after, the Second Export-Import Bank of 

Washington was created for the same purpose as the first, originally for exports just 

going to Cuba, but soon expanded to include all countries except the USSR.25  Even as 

U.S. trade continued to increase with the USSR, the debt negotiations between the two 

nations broke down in early 1935.   This saw the board of trustees of the original Bank 

suspend all of its activities, and with negotiations terminated and no opening for a deal in 

sight, the two banks consolidated with the Second Bank’s commitments being transferred 

                                                
24 Op. cit., Becker & McClenahan, 13-14. 
25 Patterson, Gardner. "The Export-Import Bank." The Quarterly Journal of 
Economics (1943): 65-66. 
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over to the first.26  Its charter was allowed to lapse, leaving the institution that would 

remain for the next ten years before being superseded by the Export-Import Bank of the 

United States in 1945 (hereinafter referred to as “Ex-Im”, or “the Bank”).27 

 

“To Supplement Rather Than Compete” 

Even with its tumultuous beginning still underway, George N. Peak, the Bank’s first 

president, was already looking towards the future and how best to finance U.S. exports.  

Following a six-month assessment of the export business practices and needs of domestic 

firms, Peak issued the Bank’s first General Policy Statement, serving to explain to 

businesses- both producers and commercial banks- how the Bank could assist in the 

facilitation of exports and credit.  It also provided for the opportunity to promote and 

market the Bank’s existence and soon-to-commence operations.   

 

The statement declared that the “Bank expects to supplement rather than compete with 

existing sources of export and import credit, [and] short-term credit [less than 180 days] 

will be granted only when unusual circumstances indicate that commercial banks can not 

handle the business.”28  The statement went further with the idea “to supplement rather 

than compete” by also proclaiming that Ex-Im planned to “deal with proposals directly 

and through regular banking channels”, as well as encouraging commercial banks and 

other financial institutions to participate in any special loans that the Bank would 

                                                
26 Baron, David P. The Export—Import Bank: An Economic Analysis. Academic Press, 
2014: 5-6. 
27 "General Policy Statement of the Export-Import Bank of Washington." (n.d.): n. pag. 
The Export-Import Bank of the United States, Oct. 1945. 
28 “General Policy Statement of the Second Export-Import Bank of Washington.” (n.d.): 
n. pag. The Second Export-Import Bank of Washington, July 30, 1934. 
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undertake.29  The policy was also applied to medium-term credit of 180 days to one year, 

but not extended to long-term loans of one to five years under the assumption that the 

majority of the private sector would be unwilling to cover the risks associated with a 

transaction of this length.  To fully abide by these objectives, the Bank did not make any 

direct loans to foreign countries in its early years, instead only providing loans to 

domestic exporters so as to guarantee that the money would be spent in the U.S.30 

 

With this policy came the idea that Ex-Im would only act as an “insurer of last resort”, or 

a source for borrowing only if the private sector could not supply the necessary funding 

or was unwilling to cover the associated risks.31  The shorter-term deals, generally one 

year or less, were considered to be marketable within the private sector, so a vast 

majority of Ex-Im’s time and resources were to be focused on emerging markets.  These 

transactions were frequently if not always riskier, lengthier, and extensively larger, 

consuming a significant portion of Ex-Im’s balance sheet.32  It will be seen later that this 

“insurer of last resort” label provides substantial issues in today’s markets. 

 

Three Conditions for the Bank’s Existence 

Given that the USSR was no longer in the picture and the two Banks were finalizing the 

remainder of their merger, Peak was forced to reevaluate how Ex-Im should proceed in 

its new global environment.  Because he had seen how eager businesses were to conduct 

                                                
29 Op. cit., Becker & McClenahan, 20. 
30 Op. cit., Patterson, 67. 
31 Morray, J. P. Aid without Tears: Opportunism in Foreign Development Policy. 46 Cal. 
L. Rev. (1958): 666-667. 
32 Ascari, Raoul. Is export credit agency a misnomer? The ECA response to a changing 
world. No. 2. SACE working paper, 2007: 9-10. 
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international trade, especially with the help of the Bank, he decided to outline the reasons 

for the Bank’s creation in the anticipation that it would provide domestic firms with a 

better understanding of how the bank could be used to further their export businesses.  

According to Peak, there were three primary conditions necessitating the Bank’s creation: 

 

1. Commercial banks were unable to provide adequate financing for a large portion 

of foreign trade transactions– in particular those involving capital goods– since 

they generally could discount loans for only 90 days; 

2. Because other governments significantly controlled their country’s foreign trade 

activities, it was necessary for the U.S. to consolidate this type of commerce in 

order to do business with those nations; 

3. Many countries had blocked or were blocking their exchanges, causing enough 

concern over a borrower’s ability to make future payments that the private sector 

was increasingly unwilling to finance trade involving potentially blocked funds.33 

 

With these conditions present in the economic environment of the 1930s, it can be seen 

that the Export-Import Bank was desperately needed for U.S. firms to remain competitive 

against their foreign counterparts.  This sentiment is reflected in the Bank’s mission 

statement, maintaining that its purpose is to “provide competitive export financing and 

ensure a level playing field for U.S. exporters competing for sales in the global 

marketplace.”34   

                                                
33 Hearings before the Committee on Banking and Currency, House of Representatives, 
74th Congress, 1st Session, on H. R. 4240 (S. 1175), January 23, 1935, pp. 61-62 
(Washington, 1935). 
34 Annual Report 2013. Export-Import Bank of the United States, Apr. 2014: 1-2. 
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4. Ex-Im’s Place Today 

4.1 Today’s Financial Markets 

Over the past eighty-one years, Ex-Im has evolved tremendously.  Where it used to only 

provide direct loans to domestic exporters, it now provides direct loans, loan guarantees, 

working capital guarantees, export-credit insurance, and many other products to domestic 

and foreign firms alike.35  Where it began and continued through the 1930s with no more 

that a few hundred million dollars in authorizations (and far less than half of that amount 

in actual disbursements), it now has over $20 billion in authorizations annually.36,37 For 

each of these loans, the Bank still requires the same reasonable assurance of repayment 

that it did when it first began, reflected by its declining default rate over the past five 

years to a historic low of 0.175%.38,39  

 

At the same time, the entire world has evolved to an even greater extent over the same 

time period.  The Berne Union was created the same year as Ex-Im with the purpose of 

promoting the acceptance of sound principles for export credit and investment insurance 

throughout the international market.  Beginning with members from four European 

countries, the Union now has 86 members, including members of the Prague Club, its 

support group for new and maturing ECAs.40  The Union promotes transparency and 

                                                
35 "Our Products." Export-Import Bank of the United States. N.p., n.d. Web. 15 Feb. 
2015. 
36 Op. cit., Patterson, 72. 
37 Annual Report 2014. Export-Import Bank of the United States, Dec. 2014: 40. 
38 Charter of the Export-Import Bank of the United States. Export-Import Bank of the 
United States, May 30, 2012. Web. 12 Feb. 2015: 12. 
39 Op. cit., Annual Report 2014, 17. 
40 Union, Berne. "Berne Union Yearbook 2014." (2014). Web. 16 Feb. 2015. 
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disclosure throughout the ECA world, providing a forum for its members to exchange 

information, assistance, advice, and expertise concerning the risks involved in 

international trade.41 

 

In addition, technology has wholly changed the environment in which investing and 

financing decisions are made, with any individual now able to obtain data and detailed 

information on individual companies, countries, and sectors, all within mere seconds. 

Perhaps the most phenomenal and impactful result of this transformation is that it allows 

for different minds from all around the world to come together and collaborate in the 

pursuit of common goals. From crowdfunding to microfinancing, the investing world has 

been completely revolutionized as financial markets have expanded to include just about 

any form of capital raising imaginable. 

 

The question then becomes one of what Ex-Im’s place is in this updated and modernized 

economic environment.  While it can’t be denied that the interest rates they charge 

(typically only one percent over the U.S. Treasury Rate for a comparable time period) are 

certainly enticing for many foreign businesses, it remains to be seen whether this can 

sustain the agency in the long term.42  The private market is continually expanding and 

enveloping what remains of the market failure gap that previously necessitated Ex-Im’s 

creation.  At the same time, there are still nations that regularly subsidize their individual 

ECA’s operations, even in increasingly efficient financial markets.  The solution, 

                                                
41 Op. cit., Stephens, Appendix 3, 115-118. 
42 "About CIRR Rates." Export-Import Bank of the United States. N.p., n.d. Web. 15 Feb. 
2015. 
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therefore, is that the Bank must shift away from its mandate as solely an insurer of last 

resort and towards a role as a semi-market player. 

 

4.2 The Semi-Market Player 

It was already established that the principal reason for establishing an ECA was for 

increasing exports that would provide economic and diplomatic benefits to the ECA’s 

government.  This was enhanced with the notion that an official ECA would supplement 

rather than compete with the private sector, as it should be attempting to bridge the 

perceived market failure gap.  However, the role an ECA should play is becoming 

increasing unclear, as the private sector is more and more willing to cover these same 

risks.  This has led to ECAs beginning to handle riskier transactions, occasionally losing 

additional capital in the process.  Here is where the new conflict arises- if an ECA 

remains only as an insurer of last resort, it will only be able to accept riskier and riskier 

business, leading to greater and greater losses, or no business at all, resulting in no 

revenue.43  At the same time, governments expect ECAs to break even, an almost 

unobtainable objective given the future direction of the previous objective. 

 

The semi-market player, in comparison, would have characteristics of both a public 

agency and a private corporation.  It would still possess the objective of supporting 

domestic firms, but its mandate would be adjusted to provide much-needed flexibility to 

conduct transactions where national interests were not the first priority.  By doing so, the 

semi-market player would be able to finance a wider variety and larger number of 

                                                
43 Op. cit., Stephens, 19-20. 
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transactions, allowing it to choose among the opportunities available in pursuit of the best 

risk-adjusted returns.  Over the long run, Ex-Im would theoretically earn higher profits as 

a result of the increased opportunities available.  While initially Ex-Im would be financed 

with the same public capital that it is now, these higher profits could allow it to steadily 

replace public with private capital earned in the course of the business.   

 

In order to not stray too far from its original mandate of financing riskier domestic export 

transactions, the agency would be required to maintain a certain level of public capital 

reserves in the same way commercial banks do today.  So long as the Bank would be 

taxpayer-funded, at least in part, it would be required to continue financing the 

transactions that would normally fall in the ever-shrinking market failure gap.  Yet, it 

would also operate in a way such that any defaults would shrink the private capital before 

decreasing the public capital reserves, thus ensuring that excessive risks would not be 

taken either.  The result would be a moderate level of contest with the private sector- 

enough to make Ex-Im sufficiently competitive, but not so much as to forgo financing for 

the riskier export transactions in the market. 
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5. Conclusion 

 

As long as there exist transactions with greater levels of risk than the private sector is 

willing to handle at a decent price or premium, there will continue to be an opening for 

export credit agencies in today’s financial markets.44  As the private sector becomes more 

and more willing to account for and cover these risks, the role of an ECA will continue to 

diminish unless it innovates.  This is because an ECA like Ex-Im cannot achieve both of 

the two seemingly conflicting objectives it has been given- to break even, and to remain 

as an insurer of last resort.  However, by moving away from the latter objective and being 

able to engage in international transactions that compete with the private sector, Ex-Im 

could have the ability to break even (or potentially generate profits) while still funding 

the riskier transactions that the private sector is unwilling to cover.  This updated, semi-

market player can make the export credit agency field competitive in an ever-

modernizing world. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

                                                
44 Op. cit., Ascari, 25-29. 



 

Source: Fitzgerald and Monson (1989) 
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Appendix A.  Summary of World Bank Rationales for Export Credit  
 
 
 
• Domestic Distortions  

Idea that where protection creates a bias 
against exports and where policymakers 
are unwilling to eliminate the bias, an 
equivalent subsidy to export activities can 
restore neutrality, encourage trade along 
lines of comparative advantage, and 
improve economic welfare 

 
• Capital Market Failures  

Caused by incomplete information on 
export risks, limited or segmented access 
to credit by riskier or smaller borrowers, 
weak financial structures, or government 
policy failures 

 
• Risk, Uncertainty, and Incomplete 

Insurance Markets 
Result from the uncertainties inherent in 
international trade that can create a wedge 
between the risk and the “reasonable” 
premium needed to cover it, such as moral 
hazard, adverse selection, and the risk-
seeking and risk-avoiding behavior of 
exporters 

 
• Moral Hazard  

Exists if exporters are able to purchase 
insurance, allowing them to change their 
behavior, sell to riskier customers, and 
transfer greater risk than they would bear 
if they could not obtain insurance. Over 
time, both insurers and exporters will 
suffer large losses, and some will 
withdraw from the market 

 
• Industrial Policies  

Comes from the theories on “strategic 
trade” rationales based on economies of 
scale or rents in imperfectly competitive 
international markets 

 
 
• Adverse Selection  

Occurs if insurers can’t distinguish 
extent of risk as well as exporters and set 
an average premium. Exporters purchase 
insurance for riskier sales, leading to 
larger losses over time and insurers 
increasing the premium above the 
threshold at which exporters are willing 
to buy insurance 

 
• Export Externalities  

Belief that externalities associated with 
production for the export market (i.e., 
from training, competing with stronger 
firms, introducing new technology, etc.) 
cause divergences between private and 
social costs and benefits 

 
• Employment and the  

Balance of Payments  
Unemployment and consistent trade 
deficits have also been pointed to as a 
justification for export credit and 
insurance programs 

 
• Matching Other Countries’ 

Export Credit Programs  
Argument that a country should match 
the terms offered by others, or the “war 
chest” theory for the trade arena, where 
export subsidies are often coupled with 
other instruments such as development 
aid.  Claimed to provide fair treatment 
for exports, to avoid dislocations of 
industry, or to be necessary to convince 
other nations to reduce their subsidies 

 
 
 
 
 



 

Source: World Investment and Political Risk 2013.  
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Appendix B. Members of the Berne Union 
 

 

Company   Country 
       
 

Public 
       

ASEI     Indonesia 
ASHRA    Israel  
CESCE     Spain  
COFACE    France  
COSEC     Portugal  
ECGC     India  
ECIC SA    South Africa 
EDC     Canada  
EFIC     Australia  
EGAP     Czech Republic  
EKF     Denmark  
EKN     Sweden  
EXIM HUNGARY   Hungary  
EXIM J     Jamaica  
EXIMBANKA SR   Slovak Republic  
FINNVERA    Finland  
GIEK     Norway  
HKEC     Hong Kong  
KSURE     South Korea 
KUKE     Poland  
MEXIM    Malaysia  
NEXI     Japan  
ODL     Luxembourg  
OeKB     Austria  
ONDD     Belgium  
OPIC     United States  
PwC     Germany  
SACE     Italy  
SBCE     Brazil  
SERV     Switzerland  
SID     Slovenia  
SINOSURE    China  
SLECIC    Sri Lanka  
TEBC     Taiwan, China  
THAI EXIMBANK   Thailand  
TURK EXIMBANK   Turkey  
UK EXPORT FINANCE   United Kingdom  
US EXIMBANK    United States   

 

 

Company   Country 
       
 

Private 
       

AIG     United States  
ATRADIUS    Netherlands  
ECICS     Singapore  
EH GERMANY    Germany  
FCIA     United States  
HISCOX    Bermuda  
SOVEREIGN    Bermuda  
ZURICH    United States 
 
 
Multilateral 
       

ATI     Multilateral  
ICIEC     Multilateral  
MIGA     Multilateral  
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

Source: World Investment and Political Risk 2013.  
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Appendix C. Members of the Prague Club 
 

 

Company   Country 
       
 

Public 
       

AOFI     Serbia  
BAEZ     Bulgaria  
BECI     Botswana  
ECGA     Oman  
ECGE     Egypt 
ECIC SA    South Africa  
ECIE     United Arab Emirates  
ECIO     Greece  
EGAP     Czech Republic  
EGFI     Iran  
EXIAR     Russian Federation  
EXIM HUNGARY   Hungary  
EXIM R    Romania  
EXIMBANKA SR   Slovak Republic  
EXIMGARANT    Belarus  
HBOR     Croatia  
IGA     Bosnia & Herzegovina  
JLGC     Jordan  
KECIC     Kazakhstan  
KREDEX    Estonia  
KUKE     Poland  
LGA     Latvia  
MBDP     Macedonia  
NAIFE     Sudan  
NZECO     New Zealand  
PHILEXIM    Philippines  
SEP     Saudi Arabia  
SID     Slovenia  
TASDEER    Qatar  
THAI EXIMBANK   Thailand  
UKREXIMBANK   Ukraine  
UZBEKINVEST    Uzbekistan  

 

Company   Country 
       
 

Private 
       

LCI    Lebanon 
 
 

Multilateral 
       

ATI     Multilateral  
DHAMAN    Multilateral  
ICIEC     Multilateral  
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