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Introduction

In recent years, government export assistance has emerged as a new form of
protectionism in the world. In its economic impact, it is the equivalent of a tariff:
although export assistance lowers the prices of exports while tariffs raise the
prices of imports, both artificially support domestic output at the expense of
foreign producers. The countries trading with the nation that uses these
protectionist measures will respond to both of these perceived threats with
retaliatory steps of their own. At the same time, however, export assistance
stimulates international trade while a tariff tends to reduce it. The two types of
measures also have differing effects on resource allocation since they are applied
to different industries.

Both forms of protectionism are responses to similar arguments. Some invoke
reciprocity: just as Canada must impose tariffs because other countries do, it must
also subsidize its exports because foreign governments subsidize theirs — a
practice that is viewed, with some justification, as unfair competition. Exporters
blame lost orders on the government-subsidized financing or tax relief that is
available to their foreign competitors, rather than on their own prices or the quality
of their own products.

Because their efforts to sell abroad are frustrated, exporters emphasize that
exports are essential to their country’s development and that government should
therefore take the necessary steps to counter the protectionist actions of
competing countries. Later in this study, the broad range of arguments presented
in favour of exports is examined: economies of scale, productivity, the current-
account balance, employment, diversification and specialization of markets, and
so on. Others with a stronger background in economic analysis will invoke the
need to offset the implicit tax on exports that is imposed by tariffs and by the
resulting inflated value of the Canadian dollar.

Without questioning the merits of these arguments, it must be pointed out at the
outset that the benefits that are alleged to accrue from exports actually decrease
in proportion to the amount of the subsidies given by government to producers in
order to generate these benefits. As a rule, subsidies are paid by the countries that
provide them, not by foreign governments. The problem thus ceases to be purely
theoretical and takes on an empirical dimension, and it can only be solved by
identifying and measuring the expected benefits and costs.

In this study, we focus our attention on the financing of exports, and we leave
aside other measures of assistance and support, such as tax or fiscal incentives,
administrative rules, and so on. The analysis will be conducted in the general
context of the theory of public choice. The issues to be resolved are: whether the
export-financing services established by the federal government and by some
provinces are useful;, whether the assigned objectives are relevant; whether the
objectives are being achieved; and, finally, whether these programs are beneficial

[to the economy as a whole.




The financing of exports has become an important question. The logistics of
international trade have made it increasingly difficult to disentangle the commercial
from the financial aspects of a sale. More and more, trade involves capital goods
that require longer construction and installation periods, and modern marketing
methods have widened the scope of projects so that benefits that were not taken
into account previously may be internalized. These developments result in turn-key
plants or in packages of several interdependent elements, among which medium-
or long-term financing arrangements play a highly important role in determining
the success of the transaction. In addition, international trade and investment
activities increasingly involve developing or newly industrialized countries that
require lines of credit and prefer to finance specific projects rather than borrow for
general purposes. Finally, in the more advanced countries, the initiators of export
projects are proliferating at an unprecedented rate, as expertise becomes more
widespread, national firms enter world markets, and governments focus more
attention on international issues. Thus the initiative for an overseas project may
originate with a manufacturer, a consulting firm in a field such as engineering, a
trade officer, a government corporation, or a very broad range of financial
institutions. The overlapping of roles has led to a blurring of the distinctions
. between functions, with the result that a project is approved or rejected in whole
and there is no way of attributing this outcome to any specific component, such as
the quality of the product, the technology involved, the producer’s reputation, or
the terms of financing. This makes the topic even more difficult to study, but there
is no question that any discussion of international trade today must include an
analysis of export financing.

In addition to having a broad impact, the subject is particularly topical for two
major reasons. First, the wild fluctuations in interest rates that occurred between
1979 and 1982 and the subsequent instability of the long-term capital market
have caused long-term export financing to suffer, and public financial institutions
engaged in these operations have had to face enormous cash-flow and viability
problems. In Canada, for example, the government was forced to intervene and
inject large amounts of additional funds into the Export Development Corporation
(EDC). Given such conditions in capital markets, ten-year commitments at fixed
interest rates with no immediate or simultaneous coverage clearly are an invitation
to disaster; yet this has been the common practice at the EDC. Agreements have
been signed at current interest rates and then financed in accordance with the
anticipated schedule of disbursements, which are generally spread over a three-
year period. When interest rates rise, losses are inevitable. These interest-rate
developments have undermined the confidence and the principles with which the
government and the EDC had conducted business until then and, in particular,
have shaken the long-held conviction that government financing of Canadian
exports did not include any subsidy.

The second recent development is the fierce international competition over the
terms and conditions of export financing, and the decision by both the United
States and Canada to resort officially to “‘crédit mixte.””" The race to subsidize
exports is now on, and the outbidding promises to be costly indeed.

Certainly, on a limited front, protectionism has won out over common sense.

This study is therefore concerned with two major issues: What benefits are
expected from government intervention in export financing, in view of private-
sector activities? And what are the economic and social costs of this intervention?




1 Government Objectives in Export Financing

The federal government has given responsibility for
the public financing of exports to an independent
Crown corporation, the Export Development Corpo-
ration (EDC). The EDC’s primary activities consist in
insuring exports for a broad range of risks, offering
medium- and long-term credit, and providing guaran-
tees for overseas investments.

The tederal government’s export-promoting efforts
have not been restricted to creating the EDC. The
Department of External Affairs, for example, also
plays an important role in this area. Its trade officers,
who are scattered throughout the world, provide
invaluable information to Canadian businessmen. The
department offers several programs of financial
assistance for market exploration, particularly the
Program of Exploration and Market Development,
project-development programs, and so on. Similarly,
the Canadian International Development Agency
(CIDA) handles foreign aid to Third World countries.
Since some of this aid is tied, it also benefits export-
ers in this country. The agency opens lines of credit
to some foreign governments — a service similar to
that offered by the EDC, but with much better terms.
IFinally, the Canadian Wheat Board sells grain on
credit to developing countries; in recent years, its
loans have even exceeded those of the EDC.

That is not to say that the private sector does not
also provide export financing; quite the contrary.
However, since our aim is to study the role of govern-
ment in this area, our analysis focuses primarily on
the EDC.

This chapter examines the objectives pursued by
the federal government since the creation in 1944 of
a Crown corporation offering export credit insurance.
This is done, first by reviewing the debates in the
House of Commons and Senate, then by examining
several reports and studies used by Parliament to
define its policies, in particular the momentous
Gibson report (1968), tabled in the House in 1969,
which laid the foundations of the current legislation.

These obijectives are introduced below as general .

topics. We should first explain, however, that our
legislative history is divided into two periods. The first

begins in 1944, when the Export Credits Insurance
Corporation (ECIC) was established, while the second
starts in 1969, when new legislation replaced the
ECIC with the EDC. Both pieces of legislation have
been amended several times, most often to raise the
authorized capital and borrowing ceilings. Members
of Parliament have therefore had many opportunities
to reassert or reformulate the corporation’s objec-
tives. Nevertheless, these objectives have generally
remained the same since 1944, regardless of the
political party in power. Only the emphasis and the
examples used have changed over time.

Promoting Exports

The fundamental objective of the Export Develop-
ment Corporation Act is to promote Canadian
exports. The corporation’s name reflects this, and the
relevant section states:

The Corporation is established for the purposes of
facilitating and developing trade between Canada and
other countries by means of the financial and other
powers provided in this Act.’

While this wording is appropriately brief, the
statements by Members of Parliament provide a
much more thorough description of the government's
intentions. Why should exports be promoted in the
first place? After all, welfare theory asserts that
consumption is the vyardstick for measuring our
standard of living. Because exports reduce, rather
than increase, the goods available for domestic
consumption, they must be seen as a means, or at
best an intermediate objective, while the ultimate
objective is to maximize consumption or real income.

Exports can easily be viewed as a means of
obtaining something else, as they are obviously used
to acquire goods from abroad. In real terms, there-
fore, exports represent the price of imports. If these
goods cost less when they are manufactured abroad
than at home, they procure trade gains and net
consumption gains resulting from the specialization of
countries in the goods that they produce best.
Additional gains are possible when the opening of
new markets stimulates competition, as it most often
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does, and when economies of scale can be achieved
in production.

When it created the ECIC in 1944, Parliament
hoped to increase Canadian exports. The arguments
invoked then were very general, as the initial aim was
to broaden the scope of reconstruction aid to
Europe. Some illustrations from the House of Com-
mons Debates follow.?

It is good business for Canada to get Europe re-
established, because Europe was one of our best
markets before the war.

Crerar, 1944, p. 5776

The present legislation is to assist in re-creating a
healthy world out of a sick world.

Graham, 1944, p. 5783
[We must] encourage the re-creation of world trade.
Graham, 1944, p. 5784

Despite the terrific ravages of war, the Canadian
exporter will be able to pick up the threads of his
business if he gets the support of the government —
and | approve of the bill.

Adamson, 1944, p. 5785

We are doing something positive and constructive to
rebuild allied countries and in this way we are making it
possible for our export trade to get re-established and
indeed to develop beyond prewar levels and in new
directions.

IIsley, 1945, p. 2849

There are many reasons for the legislation, one of
which is that we consider it a contribution toward the
rehabilitation of those countries the economies of
which have been temporarily disrupted and which have
been overrun by the enemy. It is an act on the part of
Canada to assist in the rehabilitation of countries
which in the past have been good credit risks and
which we hope in the future will again be in that
position... These loans are being made also with a view
to increasing mutual trade in the future.

MacKinnon, 1946, p. 3177
[We must] encourage trade . . . throughout the world.
Henderson, 1954, p. 2399

Surely it must be perfectly clear from the bill and from
the remarks made in introducing it that the government
stands firm on the very sound, long-term liberal policy
of promoting the freest, most open kind of society
possible and the maximum amount of trade.

Lang, 1969, p. 7490

Initially, then, Members of Parliament simply
wished to revive international trade, and this state-
ment of principle resurfaced often in subsequent
years, as we have just seen in the last statement
above.

Later, these general statements were bolstered by
references to problems associated with Canada’s

foreign trade. By 1957, the trade deficit was attract-
ing considerable attention in the speeches of Mem-
bers of Parliament. The importance of reducing that
deficit was voiced on several occasions (Argue, 1957,
pp. 1716-18, 2383; Nicholson, 1957, p. 1737).

The deterioration in Canada’s competitive position
compared with the European Economic Community
was the subject of discussion in 1962 (Mclllraith,
1962, p. 943). That same year, the House also heard
expressions of hope that the ECIC would help to
improve Canada’s balance of payments (Scott, 1962,
pp. 454-55). The House appeared to be unanimous
on this point.

Improving the balance of payments has remained
an objective up to the present. The EDC (1980, p. 3)

' sets this goal for itself: *to assist in improving
| Canada’s balance of payments.”

When Canada suffered a fairly serious recession in
1961, exports were linked to the need to create jobs
during this period. This peritous association, which
was established as early as in 1944, has gradually
become an axiom.

If there is going to be help to business or in job
creation, | want to be among the first to be numbered
among the supporters of this measure.

Jackman, 1944, p. 5784

Undoubtedly every Canadian will support any program
of the government to facilitate exports, particularly in a
time of declining employment.

Jackman, 1946, p. 3164

| believe this is a means by which we have actively
assisted underdeveloped nations to acquire the capital
goods they need. | feel the act has also been of benefit
to our own economy in that the production of the
goods involved has meant increased employment for
the Canadian people.

Regier, 1961, p. 6608

| think this particular piece of legislation is worthy of
support, as it enters into one of the basic needs of our
economy with regard to facilitating the exportation of
our surplus production.

Thompson, 1962, p. 453

May | repeat that, according to my way of thinking, the
main objective of all our economic activities at present
is to look for the appropriate cure to remedy the
depressed situation of the economy, where it is to be
found, so as to overcome this dreadful plague of
unempioyment, which is unfortunately striking certain
parts of our country.

Sévigny, 1962, p. 470

| think it is all the more important, therefore, to bring
this measure forward now in order to do everything we
can to help our exporters, because in this country one
in every five jobs depends on our export trade.

MacMillan, 1962, p. 553




When the current Export Development Corporation
Act was passed in 1969, the minister responsible
stressed job creation, among other points, and drew
support for this from the Gibson report. In 1974,
during a debate on new amendments, the new
minister argued that exports obviously had to be
stimulated more to maintain employment levels.
Before a parliamentary committee, the president of
the EDC in 1974 testified that EDC financing would
create 65,000 jobs that year:

We have had exhaustive studies made by Statistics
Canada and by the Department of Industry, Trade and
Commerce to try to determine the primary effect of a
single million dollar loan. It comes, believe it or not, to
something like 100 man years. One million dollars
means 100 man years of employment. That is primary.
If you bring in the secondary and tertiary [effects],
and the ripples that go beyond that, you can get some
quite astronomical figures ... | am told on good
authority that one million dollars creates 100 man
years, so if this year we will sign $650 million, there will
be 65,000 man years as a result of our financing
alone:®

There is good reason to seriously doubt the validity
of these figures. Each new job would cost $10,000,
which seems very low, especially in export industries.
More recently, the EDC has used $27,000 per job as
the rule. tn any event, this impact certainly could not
remain unchanged year after year regardless of the
domestic economic situation. Nevertheless, these
evaluation studies appear to have so convinced the
EDC that its press releases and some annual reports
stated the number of jobs that it expected to create.*

In 1978, renewed emphasis was placed on job
creation:

It is imperative that this piece of legislation be passed
because it means so much to the creation [and]
maintenance of jobs.
Horner, 1978, p. 4760

It seems to me that when we talk about a program
under a corporation such as EDC, it should fit into an
economic plan which should have as its priority the
creation of jobs in our country, putting to work the
million or so unemployed who really want to work.

Nystrom, 1978, p. 4791
The exporting of Canadian jobs at a time when we
have over one million unemployed is a far greater
consideration for us at this time.

Clarke, 1978, p. 4793

In the autumn of 1978, an amusing but significant
incident occurred in the House of Commons when the
New Democratic Party tabled a bill to exclude mining
companies from applying for assistance under the
Export Development Corporation Act. This move
echoed news headlines on the contradiction of
financing Canadian investment projects abroad when

Objectives 3

the companies receiving this assistance were
announcing massive layoffs in Canada: should we be
building factories abroad to export equipment, if
these factories subsequently put our own out of
business? The argument is obviously fallacious, since
there are no direct causal links between the two
situations. Nonetheless, this incident does suggest
that the immediate benefits of assistance may, under
certain circumstances, be offset by indirect and
delayed costs.

Thus the parliamentarians believe that exports
should be promoted to encourage open and healthy
international trade, ensure a balanced current
account, and stimulate employment. A final set of
arguments rooted in rather more solid theoretical
considerations focuses on economies of scale and on
productivity. The Gibson report, for example, noted
the small size of Canada's domestic market and the
need for larger outlets in order to take advantage of
the opportunities for specialization and the econo-
mies of scale that exist in many industries. Access to
foreign markets would then lead to an increase in
average productivity by shifting resources from less
productive sectors to more productive ones. As the
minister responsible in 1969 stated:

The government believes that stimulating exports is of
tremendous advantage to our economy. That stimula-
tion encourages maximum productivity in the face of
competition we must meet if we are to compete with
other producers in the world markets.

Lang, 1969, p. 7490

Diversifying Markets

The federal government, as we shall see below, has
introduced several major qualifications to its objective
of promoting exports. Despite the general statements
quoted above, it is obvious that Parliament’s primary
intention has been to diversify Canada’s foreign
markets and to help exporters enter new markets.
And indeed, the EDC’s intervention instruments are
designed for overseas sales, not the U.S. market.®
Nor do the debates make any reference to increasing
exports to our southern neighbour. The goal, of
course, is to increase total exports, but this expan-
sion was first expected in Europe, then in eastern-
bloc countries, and more recently in the developing
countries.

In the preceding section, we stated that the initial
legislation was aimed specifically at Europe, and we
found several statements to support this.

In 1954 and over the next few years, emphasis was
placed on the need for Canada to do business with
eastern Europe in order to dispose of its enormous
surpluses of wheat:
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Yet if there is an opportunity for us to expand our trade
with Russia at this time | think we should go ahead and
do it, and | think one of the first steps to do that, would
be to utilize this act.

Thatcher, 1954, p. 2220

As to the general desirability of trade beyond the iron
curtain, it seems to me in the broad that if there are
any genuine signs of wanting to trade we should be
responsive to them.

Macdonnell, 1954, p. 2398

During this debate in February 1954, the Minister of
Trade and Commerce stated that the ECIC did not
assist exports to the United States because the
private sector could adequately handle this market.

Similarly, in February 1962, a fairly long debate
occurred over Canada’s trade relations with the
communist countries, although the tone appeared to
be much less favourable this time, as Parliament was
then preoccupied with Canadian policy towards
Cuba.

The years 1961 and 1962 also marked a shift
towards the developing countries. One Member
pointed out that the new African countries would
require equipment and supplies to build their infra-
structure and develop their natural resources:

That is the purpose of this particular legislation. | am
relating it particularly to the countries in Africa and the
necessity of those countries in the free world which
have the resources, being able to supply to the newly
emerging nations of Africa the machinery and the
equipment to open the mines, to build the roads and to
build the schools which are so very essential.

Balawin, 1962, p. 948

A few months later, a Member suggested opening
the doors to South America while stressing the
importance of foreign trade to the Canadian
economy. Another Member followed suit and
encouraged the government to increase aid to Third
World countries (C6té and Howard, 1962, p. 559).

The developing countries were the central topic in
1969 when the new act was passed, since the
government used the occasion to introduce a new
program of guarantees for Canadian investments.
The minister responsible carefully emphasized that
the new guarantees would complement existing aid
programs for developing countries. A senior official in
the Department of Industry, Trade and Commerce
added the following details:

[The investment guarantees program] was developed
almost parallel — in two parallel ways if you like — by
the former Department of Trade and Commerce
thinking of the effect that investment can have in
particular cases on the growth of Canada's export
trade or the maintenance of markets. And simultane-
ously, the External Aid Office, as it was then, was

thinking about the ways in which investment in
developing countries could add a new dimension or fill
a gap in our aid program. It also contributes to the
attainment of the 1 per cent international aid target,
1 per cent of the gross national product, so that a
private investment in a developing country reduces to
that extent the pressure on the government to provide
official funds.®

My second comment is that | am delighted to see the
reference to encouraging foreign investment; that is,
investment by Canadians in foreign countries. | think
this is very much in the Canadian interest, not so much
from the point of view of assisting the developing world
as from the point of view of assisting Canadians to
develop outward-looking and more entrepreneurial
attitudes in world markets.”

These government efforts to diversify foreign
outlets were supported by the Canadian Export
Association. Two of the CEA’s proposals in 1969
were to intensify trade with overseas countries and to
strive generally for the greatest possible range of
outlets.®

Because of this country’s great dependence on the
United States market — we ship 70 per cent of our
exports to that market — and the steady move of that
country toward protectionism, the development of
additional markets has become particularly necessary.

Hees, 1978, p. 4807

Clearly, therefore, diversifying Canada’s trade
partners is one of the government’s objectives in its
export-financing activities.

Changing the Composition of Exports

When the federal government entered the field of
export assistance, it had a fairly specific list of foreign
countries in mind, as well as preferences for the
categories of products that it wished to promote.
Aside from Parliament’s concern with surplus grain in
1957, successive governments have shown remark-
able continuity in favouring processed goods over
raw materials. Priority has recently been extended to
some services as well, to reflect changes in the
composition of international trade. Both the ECIC and
the EDC were assigned the task of helping to restruc-
ture the Canadian economy. In other words, the
government’'s export-financing activities can be
considered as evidence of an industrial policy or
strategy based on the manufacturing industry. That is
the interpretation that must be given to an opposition
Member’s statement in 1964 that these activities had
been

... one of the keystones of our economic development.
Nowlan, 1964, p. 4804
This concern had been present for a long time:




I can say to the honourable member at the outset that
[the beneficiaries of the act] will be largely the smaller
exporters of manufactured goods. But the legislation
makes provision to cover any exporter of any line of
goods.

MacKinnon, 1944, p. 5778

As already mentioned, the December 1957
debates were dominated by the question of surplus
wheat. Both the government and the opposition
wanted the ECIC to offer long-term credit facilities to
potential wheat buyers, primarily in response to a
U.S. policy that already provided such financing.

Processed goods regained their priority status in
1961, however, when the minister responsible
pointed out that, in both his and the government's
opinion, exports of capital goods with a high
Canadian content (80 per cent) had to be
encouraged. Reference was made the following year
to heavy capital goods, and the opposition cailed for
the government to place more emphasis on manufac-
tured products.

If we wish to take care of the unemployment situation
in this country, we have to emphasize and advance
quickly those goods which employ an increasing
amount of Canadian labour in their manufacture.

Laing, 1962, p. 554

In 1964, the new minister proposed extending
ECIC insurance to engineering and construction firms.

In a 1969 debate, opposition Members expressed
concern that the new legislation should be aimed
primarily at export of manufactured products:

Of course, | am in favour of exports and the expansion
of exports. However, to my mind top priority should
not be given to the exporting of our raw materials when
they are required in our own country. | cannot feel that
the Export Development Corporation or any similar
institution should be able to assist such exports at a
time when there are unemployed in our own country
available to undertake secondary manufacturing.

Winch, 1969, p. 7488

The fundamental point is that when we export our raw
materials or natural resources in their near-raw state,
we are exporting job opportunities for Canadians.

Howard, 1969, p. 9780

The minister responsible agreed, and he described
the export services that he considered to be impor-
tant before a parliamentary commission. He pointed
out that the act applied to the area of services and
other invisible exports, and he later stressed that the
provision of technical services could lead to exports
of processed goods.®

Obijectives 5

The minister responsible in 1974 indicated that one
of the EDC’s objectives was to promote manufactur-
ing and service activities in Canada. As one of his
colleagues stated:

The impact of these measures will be particularly
significant for Canada’s capital goods manufacturing
and service industries. It is through the development of
these industries, to which continuing export markets
are so vital, that we can in turn foster the development
of Canadian industrial technology and employment
opportunities.

Drury, 1974, p. 526

The objective of promoting and strengthening
Canadian manufacturing industry is so widely
accepted that any mention of it in connection with
export financing comes as no surprise. This wide
acceptance is based on several reasons, some of
which have not always been carefully questioned or
supported. The usual argument is that processing is
more labour-intensive and generates more value-
added per unit of output; that it increases produc-
tivity; that it enjoys taster growth in demand; that it
has a higher innovation and R&D content; that it
benetits from greater economies of scale; that it is
better suited to urban locations and thus to worker
preferences; and that it has greater forward and
backward linkages and thus produces a stronger
economic fabric to better withstand cyclical shocks.

The main criticism of this type of analysis is that it |
is far too general. None of the benefits cited applies
to each and every processing industry; and, con-
versely, there may be just as many differences
between two of these industries as between the entire
manufacturing industry and the other sectors of the
economy.

Supplementing the Private Sector

Another prevailing theme related to government
objectives is that the government should abstain from
intervening when the private sector is able to provide
the services required, but should play a supplemental
role when there is market failure. This view is con-
sistent with the theory of public choice, which is now
the accepted wisdom in these matters and indeed
serves as the basis for our own study.

A review of the Commons debates makes it quite
obvious that the legislators were unanimous on the
need to preserve the role of private financial institu-
tions but that they also acknowledged that govern-
ment should provide additional services wherever
they would supplement, rather than compete with,
those of the private sector. The numerous statements
on these points are quite clear.
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When the first bill was tabled in 1944, the Minister
of Trade and Commerce was careful to point out
repeatedly that no private insurance company was
prepared to cover the type of risks included in the bill.

It is not the thought that the corporation will compete
with the banks at all, and | am sure that the banks will
welcome this legislation as an assistance to their
customers.

MacKinnon, 1944, p. 5775
And later:

The corporation does not invade the field of private
enterprise in any way. Its one objective is to provide
Canadian exporters with services and facilities that
cannot be furnished by private insurance companies.

MacKinnon, 1946, p. 3170

The minister reported in 1946 that only two private
companies would insure exports, and then only those
exports destined for the United States or Newfound-
land.'®

In 1948, the debate centred almost entirely on the
matter of supplementing the activities of the private
sector. The minister responsible noted:

My experts assure me there is not a private firm in any
part of the world doing that kind of [insurance)
business.

Howe, 1948, p. 3050
An opposition Member remarked:

The other night, | asked the minister a question with
reference to the position of private insurers, and he
told me that there were practically no private insurers
who wanted to engage in this kind of business because
of the risks involved.

Macdonnell, 1948, p. 3048

The situation remained the same in 1954, when the
minister again gave a speech in the House on export
insurance (Howe, 1954, p. 2217). A few days later,
another Member added that the ECIC did not insure
exports to the United States because the private
sector was active in that field (Dickey, 1954,
p. 2396).

In 1957, the debate resumed, as a Member reaf-
firmed the ECIC’s supplemental role:

The real significance is that this corporation is by itself
in this field for the simple reason that the risks and lack
of profit involved are such that no commercial com-
pany looking for profits is prepared to go into it. That is
the simple reason that it has the field to itself.

This is a corporation that was set up to provide a
service for Canadian exporters that no private corpora-
tion was prepared to give because they were not in a
position to underwrite the possibility of loss and cover
that possibility of loss with premiums calculated on an
actuarial basis, which is the normal way an insurance

company calculates its premiums. For that reason, this
corporation is not enjoying a monopoly field for some
advantage to itself. It is working in a monopoly field
because of the inherent risk involved and to provide a
service that otherwise would not be provided to
Canadian exporters.

Dickey, 1957, p. 1736

In 1962, a Member stated that the ECIC should
never act as a substitute for private firms wishing to
enter the export-finance field (Mclliraith, 1962,
p. 944).

In turn, the minister responsible in 1964 reiterated
earlier statements:

In addition there are no commercial enterprises in
Canada providing services comparable to the facilities
provided by the Export Credits Insurance Corporation.

Sharp, 1964, p. 4863

One of the objectives of this study is to identify
more accurately any market failures — i.e., the non-
provision of certain types of services by the private
sector — that might justify government intervention.

Most of the passages quoted above refer to
insurance, as that was the ECIC's primary activity
until the 1970s.

Gibson (1968) examined this subject in greater
depth. Echoing many Members of Parliament, he
noted that the private insurance available was
inadequate and that exporting involved additional
risks beyond those incurred in the domestic market.
The Gibson report also analysed the terms of financ-
ing and concluded that the banking system failed to
provide exporters with all of the services that they
required. It pointed out the problems that banks
faced in lending on the collateral of export orders
from remote and unknown purchasers. The report
also noted that, while banks focused their operations
on short-term credit, there was a clear need for long-
term credit. In addition, banks offered only floating
interest rates on the financing of overseas sales, but
exporters were often required to gquote fixed prices.
Furthermore, the writer believed that Canadian banks
were in a precarious situation even in the United
States, since the government there could, if it wished,
prohibit a loan or the subsequent counterpart in U.S.
dollars if the loan had already been approved. Finally,
the report revealed that exporters criticized the
banks’ handling of information and promotion of their
business.

In practice, supplementing the private sector
means that the EDC is expected to offer services that
the private sector does not provide and to seek the
cooperation and financial participation of banks in
order to operate on a commercial basis.




fn a 1980 speech, the EDC president, Sylvain
Cloutier, discussed with unusual candor his guidelines
for dealing with the banks and quoted from a state-
ment (EDC, 1980) that had been adopted by the
corporation’s Board of Directors and submitted to its
sole shareholder, the federal government:

The corporation encourages maximum private sector
involvement in the provision of services to exporters,
consistent with the requirement of international
competition, and conducts its affairs in accordance
with commercial principles and disciplines, seeking, in
the long term, to generate sufficient revenues to at
least cover all costs and preserve the invested
capital. "

The EDC achieves this bank involvement through
four mechanisms:

a) by offering exporters services that facilitate their
banking arrangements;

b) by offering guarantees to other financial institutions
providing letters of credit or other financial services to
exporters or making loans to foreign buyers in respect
of export transactions;

¢) by inviting other financial institutions to share in the
financing of Canadian goods and services and to
provide complementary financing with respect to down
payment, construction period, third country supply,
and local costs; and

d) by organizing the provision by other financial
institutions of packages of services which may or may
not include EDC services. ?

There is little doubt that the banks have used these
EDC services to considerable advantage, but the
situation in other respects is not as clear as may be
apparent at first. If the EDC were operating on a
strictly commercial basis in markets or market
segments other than those in which the private banks

_are active, the government would achieve its objec-

tive of not infringing on the private sector. However,
such a situation would raise a basic question: Why,
then, do the banks refuse to provide services identi-
cal to those of the EDC? The contradiction is irrecon-
cilable. The answer to the question is obvious: EDC

\ claims notwithstanding, the agency does not operate

on a commercial basis. AS we note below, it is able to
offer long-term credit at fixed rates — a risk that the
banks cannot accept. As a Crown corporation, in
fact, the EDC enjoys considerable advantage over
the commercial banks: it is exempt from income tax;
with government backing, it borrows in financial
markets at preferred rates; it has more power to
negotiate with its customers to reduce risks of loss;
and finally, it is not required by its scle shareholder to
produce the same return on invested capital that is
expected by private shareholders. These advantages
are assessed in a later chapter.
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In the present context, one can readily agree that
the EDC does, in fact, pursue a supplemental objec-
tive and that it attempts to promote the operations of
private financial institutions. It is able to do so pre-
cisely because it is not subject to the same financial
constraints. '

Betore closing this discussion of potential market
failures, it should be mentioned that in the early
1960s and in more recent times Parliament has
devoted special attention both to regional develop-
ment and to small and medium-sized firms. Thus
these two subjects are not totally unrelated to the
reasons for government intervention. In fact, some
EDC statements and press releases have referred to
the agency's contribution to a more balanced
development of Canada’s regions.

It goes without saying that small businesses are a
constant public concern. All governments — federal,
provincial, and local — are continually trying to outdo
each other in new and imaginative ways to assist
these firms with preferential income tax rates, techni-
cal services of all kinds, capital grants, and special
public lending institutions, such as the Federal
Business Development Bank and similar agencies in
almost all provinces.

The only remaining question, therefore, is whether
small businesses should also be encouraged to
export. The answer from both the federal and provin-
cial goverments is a definite yes.

| sincerely hope that the minister and whoever may
succeed him in the Government of Canada will ensure
that in future funds that are expended by the Export
Development Corporation will be expended to the
benefit of smaller businessmen to a much greater
extent than has been the case to date.

Stevens, 1974, p. 2442

| think the EDC should help the small company to
compete with the giants.

Nystrom, 1974, p. 2445

We should probably make some changes in the EDC
legislation so that it would direct a lot of its capital
toward helping small companies in this country.

Nystrom, 1978, p. 4791

in 1979, the Hatch report'* devoted two sections to
small businesses and suggested several mechanisms
for special assistance to them. Finally, the culmina-
tion of these efforts in 1981 was the creation of a
special House of Commons Committee on a National
Trading Corporation, which was specifically assigned
with suggesting measures to help small businesses
increase their exports.
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Matching Foreign
Export-Assistance Programs

The last objective, but by no means the least, is to
make the Canadian export-assistance program
competitive with those of other countries. In fact, the
federal government considers this as an obligation to
Canadian exporters rather than as just one more
objective, and this view of the question appears to be
shared by everyone concerned. The same rule
applies as in advertising: we must do it because
everyone else does it. If French or Japanese export-
ers gain some advantage through their government
while competing directly with a Canadian exporter in
a third country, the Canadian firm may well lose the
sale as a result and may thus consider itself a victim
of unfair competition.

Not surprisingly, then, this has been a major
government concern since the first bill was intro-
duced in 1944. The minister at that time noted that
18 countries were already providing export-insurance
programs; he added:

In other words, exporters must compete on the basis

of price, quality, service and similar factors and use the

insurance system merely as a means of protecting
themselves from certain risks. To this extent it will
place Canadian exporters in a position of competitive
equality with the exporters of other countries who are
offered similar insurance schemes.

MacKinnon, 1944, p. 5774

In 1948, the minister responsible spoke at length on
competition from foreign governments:
The Amendment to the Export Credits Insurance Act
will give our exports competitive equality with the
exporters from foreign countries who already benefit
from this kind of insurance.
Howe, 1948, p. 2775

In 1957 and again in 1959, the new minister of Trade
and Commerce used the same expression:

We must give our exporters competitive equality with
the exporters of other countries.

Churchill, 1959, p. 4279

In 1961, the minister announced that Canada would
have to provide exporters with services equivalent to
those offered elsewhere. The following year, an
opposition Member stated:
Every assistance must be given to our exporters to
meet the kind of competition they have to meet on
world markets.

Mclllraith, 1962, p. 943
The same remarks were heard again in 1974 and

1978:

EDC only matches foreign competition, it does not
undercut it.

Drury, 1974, p. 528

The purpose of the Export Development Corporation
financing is to match the officially supported financial
competition from abroad.

Horner, 1978, p. 4759

Our review of Commons debates reveals that
similar arguments can be found in almost all the
statements made to date, but these are too numer-
ous to repeat here. Since the Gibson report was
accepted by the government, it is more instructive to
use this report to obtain a more complete and
accurate point of view.

Gibson comes straight to the point, and we agree
with his interpretation:
'l Thereis a strong conflict at present between these two
| criteria for interest rates — the market and the intergov-
i ernmental competition.'®

In fact, this intergovernmental competition is so
predominant that Gibson sides with Parliament in
giving it priority:
Such is the importance of developing Canada’s export
industries, however, that competition factors take
precedence over market costs of money in determining
interest rates for export credit. If we want to sell the
goods, we have to meet the competition.'®

The proper objective is therefore clear: Canada
cannot forgo export assistance if other countries
provide it. However, Gibson hastens to add a qualifi-
cation that is obviously necessary. He continues his
sentence above: “... and this applies to the credit
element within reason.”" "’

In effect, he is saying that, since resources are
limited, they too must be allocated in the most
efficient manner possible, in accordance with the
larger goals of any society. Gibson even stresses that
“‘exports in themselves have no ultimate merit.”’*®

In his 1980 speech, the president of the EDC
reaffirmed the validity of this analysis. He first noted
that the member countries of the European Economic
Community and Japan were subsidizing their exports
“regardless of the currency being loaned or the cost
of funds to national treasuries.”'® He then deplored
the continuing growth of ‘‘crédit mixte’” abroad and
the pressure exerted on the EDC ‘“‘to match the
competition regardless of the financial conse-
quences,’'?® adding:

Frankly it is just not good enough to call for a policy of

matching the competition without regard to the

financial consequences.?'

Nonetheless, the federal government announced in
1981 that it would grant $300 million to the EDC over
three years for the specific purpose of subsidizing
Canadian exports when foreign ‘‘crédit mixte” is
available. The Minister of Industry, Trade and Com-
merce made it clear that these grants would be



provided in specific cases ‘‘to keep up with our
competitors, when it is obvious they are using this
form of export subsidy.’'?? This would appear to be a
grudging concession — but a concession nonetheless.

As stated earlier, the objective of meeting foreign
competition is clearly there. However, the benefits
expected from export financing will have to be shown
to exceed the social opportunity cost of the public

| funds required for this purpose.

These, then, are the government's major reasons
for providing insurance and credit to Canadian
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exporters. The reasons have been grouped into five
categories, each one corresponding to a section in
this chapter. Briefly, the federal government believes
that there is a public interest in promoting exports
because they help to increase the efficiency of the
Canadian economy; it also wishes to diversify export
markets and to change the composition of exports in
favour of processed or end products; it does not
intend to supplant the private sector but argues that
the distortions introduced into the market mech-
anisms by foreign governments require the adoption
of a more interventionist policy.



2 Operations of Government Financing Institutions

Having studied the objectives of the export-financing
operations of government, we can now examine what
these operations are. In this essentially descriptive
chapter, we first discuss the level of EDC activity in
the fields of export insurance and export credit. We
then take a brief look at the structure of the corpora-
tion’s financial statements. Finally, we review other
export financing agencies such as Quebec’s Société
de développement industriel, the Ontario Develop-
ment Corporation, the Canadian International
Development Agency, and the Canadian Wheat
Board. But first, we make a quick survey of Canada’s
total exports and investment abroad to provide the
general context within which these government
agencies operate.

Exports and Investment

We saw in the preceding chapter that one of the
main government concerns in the area of exports is
the excessive concentration of Canadian trade in the
United States and the predominance of raw materials
in the products sold abroad. Both assumptions are
correct.

For many years, the United States has absorbed
almost 70 per cent of Canadian exports. In compari-
son, the member countries of the European Eco-
nomic Community (EEC) sell only 6 per cent of their
exports to the United States, while Japanese exports
to that country account for 25 per cent of all exports.

In the context of this study, trade with the develop-
ing countries takes on special importance. The United
States and Japan have strong commercial ties in
these new markets: more than one-third of U.S.
exports and almost half of Japanese exports are
shipped to these countries (Table B-1). Canada, on
the other hand, ships only about 10 per cent of its
exports to developing countries — a very small figure.
Furthermore, the growth rate of such sales since
1970 has been lower than the corresponding figures
for the United States and Japan. The EEC’s presence
in developing countries is much smaller, in relative
terms, than is usually thought, since only 16 per cent
of its exports are shipped to Third World countries.

Nevertheless, these exports are very large in absolute
terms: US$94 billion, compared with $60 billion for
the United States and $50 billion for Japan.

The networks implied by these patterns are largely
the result of the geography and economic history of
the trade partners. Half of U.S. exports, for example,
are sold in North or South America; similarly, two-
thirds of EEC exports are sold in western Europe.
Japan lacks such good customers among its neigh-
bours; nonetheless, its largest sales are in Asia,
amounting to 30 per cent of its exports. The evidence
concerning other flows is also revealing. For example,
while the EEC member countries buy 22.5 per cent of
U.S. exports, the United States buys only 6 per cent
of their exports.’ In relative terms, the U.S. market is
therefore not a determining factor for the EEC.

If we add up the exports for all four groups of
countries, the total reaches US$906 billion, of which
23 per cent is sold to the developing countries. That
proportion may seem high or low, depending on who
is looking at such figures, but when one realizes that
it represents annual exports of $210 billion (in 1979
dollars), all doubt is dispelled: Third World markets
are of major significance for the industrialized coun-
tries. Canada’s relative position in these markets is
disappointingly small, however. Canadian exports
account for 6 per cent of the total exports of the four
groups considered here but for only 2.4 per cent of
their exports to the developing nations. Thus
Canada's share of this market is only less than half
that of its total exports. Or to put it in a positive way,
Canada’s exports to the developing countries should
be increased from 10 to 23 per cent of all its exports
in order to achieve the average level attained by the
other countries examined here.?

A second feature of Canadian exports concerns
the product mix. There is a very high concentration in
raw materials and, conversely, a relatively small share
of processed or finished products. Table B-2 provides
a comparison in this respect between Canada, the
United States, the EEC, and Japan, using the ten
major product categories of the standard interna-
tional system of classification (SITC). Table 2-1
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provides a clear picture of the differences with
respect to the overall mix.

Table 2-1

Distribution of Export Products,
Seiected Countries, 1979

Raw Processed Other

materials'  goods?  goods® Total
(Per cent)
Canada 347 55.0 10.3 100
United States 15.2 67.2 17.6 100
European Economic
Community 9.9 771.8 12.3 100
Japan 1.6 96.1 %3 100

1 Categories 2 and 3 of the SITC code.

2 Categories 5, 6, 7, and 8 of the SITC code.

3 Remaining categories, primarily food products.
SOURCE Table B-2.

The extreme character of Japan’s export picture is
startling. It is common knowledge that Japan facks
natural resources and concentrates on selling pro-
cessed products, but one is astonished to discover
how closely this view reflects that country’s actual
export mix, with raw materials making up less than
2 per cent of its sales abroad. Compared with the
United States and the EEC, Canada is two and three
times more specialized, respectively, in exports of
primary products. While it also exports processed
goods, the proportion is much lower than that for
other industrialized countries. Table B-2, which is
more detailed, alters this judgment slightly. In
machinery and transportation equipment (category
7), for example, Canada exports almost as much as
the EEC, in relative terms. But contrary to a fairly
common view, Canada does not seem to have
progressed as rapidly in these sectors as in the
others. In 1979, machinery and transportation
equipment represented a smaller proportion of
Canadian exports than in 1970.

These relative specialization patterns for Canada
are confirmed by the trade balances. Table B-3
reveals that, in 1980, this country incurred a $16
billion deficit in foreign trade in inedible finished
goods. This deficit was offset by a surplus of similar
size in semi-finished goods. The overall trade bal-
ances were largely positive, because Canada
recorded additional surpluses in raw materials and
food products. If the year 1975 is excluded, Table
B-3 indicates a fairly strong tendency towards
improving the total trade balance since 1972 and a
remarkable stability in the respective balances for the
various groups of products, although finished goods
still register a deficit while other groups record a
surplus.®

Financial Assistance to
the Developing Countries

Government export insurance and financing can
also be analysed in the context of all capital trans-
fers. When public financing involves the developing
countries, it is useful to examine briefly the volume of
what are called financial contributions or capital
flows.*

Table 2-2 highlights the main points. The member
countries of the Development Assistance Committee
(DAC) of the Organisation for Economic Co-opera-
tion and Development (OECD) provided US$75 billion
to the developing countries in 1980. This sum
included net disbursements (gross disbursements less
repayments during the year) of capital in all forms,
with a few exceptions.® Of this total amount, $27
billion consisted of “official development assistance’’
(ODA) contributions, while $48 billion was made up
of loans and investments. A very large share of the
capital flows in the second category was provided by
the private sector. Bank loans, for example, included
under the heading “‘private investment,” amounted to
$19 billion in 1980. Export credits totaled almost $15
billion, with a fairly random distribution between
public and private shares from one country to
another.® Direct investment is another major category
of capital flows, representing $8.9 billion in 1980.

Table 2-2

Net Financial Assistance to Developing Countries
Provided by Member Countries of the OECD’s
Development Assistance Committee and by Canada,
by Type of Assistance, 1980

DAC
countries Canada
(US$ millions)

Official development

assistance 26,800 1,036
Public export credits 2,100 634
Direct investment 8,900 289
Private investment 19,168 1,283
Private export credits 12,568 -39
Other assistance 5,550 130

Total 75,086 8,888

Source OECD. Development Co-operation: 1981 Review, pp.182 and
186-87.

Gross disbursements by creditor countries largely
exceeded the net amounts recorded in Table 2-2.
Gross disbursements for export credits amounted to
almost twice the net payments — $34.8 billion,
compared with $15 billion.” The same applied for
bank loans.



When these capital flows are not returned in the
same year, they accumulate. By the end of 1980, the
total outstanding loans and investments in developing
countries amounted to US$456 billion, a very large
sum.® Thus, while lenders and investors show no
reluctance towards operating in the developing
countries, the indebtedness of the latter is reaching
proportions that many observers find dangerous, if
not alarming.

Canada's place in this global context is fairly
modest, but its financing activities are proportionally
much greater than its export activities in the develop-
ing countries (Table 2-3). Capital financing activities
related to the developing countries totaled almost
C$4 billion in 1980. This sum represents a 50 per
cent increase over net disbursements made in the
preceding year.

Table 2-3

Total Canadian Capital Flows to Developing
Countries, by Category, 1979 and 1980

Net
disbursements

1979 1980!
(C$ miilions)
Official development assistance 1,201.0 1,212.0
Other government contributions:
Bilateral
Canadian Wheat Board 114.8 440.8
Export Development Corporation 373.0 351.8
Multilateral -141 -19.6
Subtotal 4737 733.0
Private contributions:
Bilateral
Direct investment -1171 337.9
Export credit -49.6 -45.2
Bank loans 1,048.4  1,499.0
Multilateral -39.8 1.2
Subtotal 8420 1,793.0
Donations from nonprofit agencies 112.5 119.3
Total 2,629.0 3,897.0

1 The data for 1980 are identical to those in Table 2-2 for Canada,
except that the figures here are in Canadian dollars while the figures
in the previous table are in U.S. dollars.

SOURCE CIDA (1980), Tables II-1, IV-1.

These resource transters occur in several ways.
One is through ODA payments, which amounted to
$1.2 billion in 1980; another is government export
credits from the Canadian Wheat Board and the
EDC. (Interestingly, payments to the developing
countries were larger for the Wheat Board than for
the EDC: $441 million vs $352 million.) The private
sector provides funds roughly equivalent to those
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from the public sector. Bank loans are particularly
significant, having amounted to nearly $1.5 billion in
1980.

That is the background to Canada’s trade and
financial role in the world. In light of this general
context, we now turn to the EDC's activities and
those of other government agencies involved in
export financing.

EDC Insurance Programs

Apart from the American Credit Indemnity Com-
pany of New York, which handles Canadian sales to
the United States, the EDC is the only firm in Canada
that insures exporters for most risks involved in
foreign trade throughout the world. With only a few
exceptions (discussed below), the EDC offers a fairly
complete range of insurance services, comparable
with those in other industrialized countries.

In general, the EDC insures commercial and
political risks up to 90 per cent of the value of the
sales, with the remaining 10 per cent to be covered
by the exporter. Contrary to the situation prevailing in
several other countries (such as Japan), - the
Canadian programs are very flexible and are never
compulsory. Even when an exporter receives a direct
loan from the EDC, he is not required to obtain
insurance. Similarly, with some exceptions, the
exporter may choose the risks that he wishes to
cover, the countries with which he deals, or the types
of transactions that he plans to conduct. An addi-
tional element of flexibility was announced in 1981:
following repeated requests, small businesses are
now able to obtain insurance for political risks only, if
they so desire.® Similarly, an exporter may exclude
from an insurance policy all transactions with the
United States, exports paid in advance, or exports
already guaranteed by irrevocable letters of credit.
Finally, the length of insurance coverage varies by
product and is adapted to the actual payment
schedules.

Before proceeding with the description of the

various services provided by the EDC, we should |

stress that the corporation requires a minimum
Canadian content in exports for producers to make
use of its services. That requirement is designed to
meet the EDC’s objective of promoting Canadian
exports.

in most cases, Canadian content must be 60 per
cent before a loan or insurance application is even
considered. When necessary, the EDC will assist
exporters in finding domestic suppliers to maximize
Canadian content. If the Canadian-content require-
ment is not respected, the EDC may decrease the
proportion of the sales that it will insure.
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Risk Coverage

There are two types of insured risks: commercial
risks and political risks. Commercial risks consist
essentially of nonpayment of goods by the purchaser
except when there is a dispute. Political risks consist
of decisions by the country of the purchaser that
effectively prevent the exporter from being paid
because they create circumstances that neither he
nor the purchaser can control, such as the blocking
of funds, the cancellation of an import permit, armed
conflict, and so on.

Since the end of 1978, EDC insurance policies
have covered sales quoted not only in Canadian and
U.S. dollars but also in the currencies of 15 other
countries. The risks of fluctuating exchange rates,
however, are not covered by this insurance.

While the range of risks covered by EDC programs
is fairly broad, it excludes two basic risks of prime
concern to exporters: the “‘economic’ risk resulting
from inflation, and the ‘“‘exchange rate"” risks
associated with the fluctuations in the value of
currencies. These contingencies may arise more
frequently — and they may result in much heavier
losses — than those which are insured. Several other
governments have long provided protection against
this type of risk, and Canadian exporters have been
calling for an additional program of this nature. The
Hatch report supported this demand; in fact, it
explicitly recommended that the EDC extend its
insurance program for this purpose.'® The report went
even further by adding that the premiums should be
attractive, which under the circumstances automati-
cally implied a policy of open subsidization. The
House of Commons Special Committee on a National
Trading Corporation also recommended that

... the Export Development Corporation investigate the

applicability to the Canadian situation of insurance

schemes offered in other countries for (a) foreign
exchange rate fluctuations and (b) cost increases due
to domestic inflation."!

The programs of some foreign countries for
exchange-rate and inflation risks have been
described and briefly discussed elsewhere by one of
the authors of this study (Raynauld, 1979,
pp. 36-43); that analysis will not be repeated here.
We wish simply to point out that such protection can
prove very costly to the public treasury. In France,
the Pisani report (1980) stated, for example, that
covering the inflation risk would have cost the French
government almost 3 billion francs during 1978 alone.
Following the radical changes that were made by the
French government to this program in 1977, cover-
age of the inflation risk applies only when inflation
rates exceed 11 or 11.5 per cent. This widely cited
and much abused French example would appear to

give cause for reflection rather than provide a model
to follow (see p. 22 below). Italy suspended applica-
tion of its plan in 1974, probably for the same
reason.'? Exchange-rate risks are probably smaller
than the risks of unanticipated inflation: first, they
only involve contracts quoted in foreign currency;
and, second, sudden drops in the currencies gener-
ally used in international trade are exceptions rather
than the rule. In some periods (such as at present),
however, the great instability of currencies could have
disastrous consequences for unprotected exporters
or for government treasuries providing insurance
coverage.

Types of Insurance Policies
Short-Term Insurance

The major insurance programs include policies that
are valid for 180 days or less and that cover all
exports by the insured to the markets that he
chooses to cover.

The exporter can obtain coverage from the time of
shipment (“‘global shipments insurance’), from the
signing of the contract (‘'global contracts
insurance’’), or from the moment at which services
begin to be provided ('‘global services insurance'’); in
all cases, coverage extends until the date of pay-
ment. The problem that is raised by these insurance
programs is of an administrative nature. The exporter
must obtain EDC authorization if he is selling to new
customers or if the sums exceed the discretionary
limits set in advance. Since these limits are fairly low,
he is therefore required constantly to return to the
EDC, and he must submit monthly reports in order to
be billed accordingly. These procedures are burden-
some and costly.

During 1980, the EDC issued 696 global shipments
policies covering almost 2 billion dollars’ worth of
exports — a 49 per cent increase over the preceding
year. For global contracts insurance, the amount of
insured exports was $191 million — a 100 per cent
increase over the preceding year. Finally, exports of
insured services dropped to $16 million in 1980 from
$27 million in 1979. These short-term policies form
the lion's share of the EDC’s insurance operations. In
1980, they represented 80 per cent of all insured
exports and 70 per cent of all policies (see p. 17).

Medium-Term, "‘Specific
Transaction’’ Insurance

This type of insurance covers individual orders for
capital goods sold under credit terms of one to five
years, from the date of the signing of the contract or
from the date of shipment of the goods. It is adapt-
able to all types of needs, such as lease contracts,
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service contracts, and so on. The purchaser must
make an uninsurable down-payment of 15 per cent.

In 1980, the EDC signed 36 policies of this type,
covering 281 million dollars’ worth of exported goods.
The volume of business varies widely from one year
to the next. Almost 50 per cent of the policies
covered exports of more than $1 million in 1980.

Loan Pre-Disbursement Insurance

This insurance covers production risks from the
date of approval of the financing until the date of
disbursement under the terms of the loan agreement.
In 1980, some 37 new policies came into force for
exports worth $156 million. The value of exports
under this item has dropped sharply since 1978.

Performance Bonds

The EDC offers three insurance policies for the
provision of performance security to importers.

To understand the attractiveness of this insurance,
one must know that importers require a guarantee
that exporters will meet their obligations. In North
America, surety companies provide performance
bonds on behalf of the exporter, but elsewhere these
guarantees are provided by the exporter himself
through an irrevocable letter of credit payable on
demand. The importer therefore does not have to
give a reason for cashing the letter of credit.

Performance-security insurance thus protects the
exporter from an unjustified call of the letter of credit
provided by a bank. In consortium insurance, each
exporter belonging to a consortium can be protected
against a rightful call of the letter of credit for nonper-
formance by one or more members of the export
pool. Finally, surety-bond insurance protects compa-
nies providing performance bonds to eligible export-
ers under the EDC rules.

These programs led to the issuance of 19 contracts
worth $45 million in exports in 1980.

Foreign-Investment Insurance

Investment insurance is intended to encourage
Canadian firms to set up branch operations in foreign
countries where this will lead to Canadian exports of
goods, services, or technology. The approval of the
host country is also necessary.

This insurance primarily applies to new investments
but also to the development and modernization of
existing facilities. 1t covers almost all the rights that
an investor may acquire in a foreign firm, such as
shares, loans, management contracts, licenses, and
so on. Portfolio investments are not covered.
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The duration is limited to 15 years, and coverage is
150 per cent of the initial investment plus retained
earnings. The policy provides combined or individual
coverage of the risks of inconvertibility of funds
(0.3 per cent premium), expropriation (0.4 per cent
premium), and war or revolution (0.3 per cent pre-
mium).

Investment-insurance policies in force in 1980
amounted to $140 million — a drop from a high of
$167 million in 1978. The investments covered were
primarily in developing countries, with Asia account-
ing for one-third of the total, Central and South
America for about 40 per cent, Africa for 18 per cent,
and European countries for less than 10 per cent.

In June 1981, the EDC announced that it would
allow exporters to discount their insured export
receivables with banks or other financial institutions
of their choice. EDC insurance is thus assigned to a
financial institution that enjoys the same protection
as the initial beneficiary. On the other hand, the
financial institution also assumes the same subsidiary
risks as the exporter himself (10 per cent): it has no
recourse against the exporter unless he loses his right
for compensation. This right of assignment applies to
short-term global policies. The cost of insurance
remains the same, but the banker and the exporter
agree directly on the cost of the discounting.

This new program facilitates the discounting of
foreign claims without affecting the exporters’ lines of
credit.

Guarantees

In the same vein and to promote private-sector
participation in export financing, the EDC offers
guarantees that enable financial institutions to
recover all of their invested funds in cases of default.
These guarantees cover promissory notes, irrevo-
cable letters of credit, and performance security. In
1980, guarantees were issued for 51 million doliars’
worth of exports.

Insurance Premiums

The EDC has a firm policy of not divulging the price
charged for its services, be they loans, as discussed
later, or insurance contracts.

The documents published by the EDC reveal only
that the average premium for all policies provided is
less than 1 per cent and that premiums are, in fact,
set on a case-by-case basis, depending on a large
number of factors such as the type of goods, the
country of destination, the terms of payment, and so
on.
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More detailed information, however, is available or
can be uncovered with a little imagination. For
example, we were informed that the average premium
on loan pre-disbursement insurance varies between
0.5 and 1 per cent; that investment insurance costs
0.7 per cent on average; and that, in 1981, global
policies cost approximately 0.33 per cent of their
coverage value.

Since the total premiums collected annually by the
EDC is known, as is the total value of the insured
exports, an average cost can be calculated by
relating the two. Table B-13 shows the results. The
first estimate is based on the value of insured exports
during a year; the second, on the value of insurance
in force at 31 December. Since 80 per cent of the
insurance policies are short-term, the first estimate
appears more realistic than the second. On the basis
of these calculations, the average cost of EDC
insurance would have been 0.44 per cent in 1980 and
0.52 per cent in 1979. The annual average over the
entire 1971-80 period is 0.40 per cent. When the
premiums collected are related to the value of the
insurance in force at the end of the year, the average
cost rises considerably. In 1980, it was 0.76 per cent;
in 1979, 0.78 per cent.*

For purposes of comparison, the insurance premi-
ums in some other countries, as reported by the U.S.
Eximbank for 1979, are: 0.85 per cent in France;
0.80 per cent in West Germany; 0.60 per cent in
Britain; 0.50 per cent in ltaly; and 0.30 per cent in
Japan.

Growth in Operations

Since the new Export Development Corporation
Act came into force in 1969, the EDC’s operations
have grown rapidly. In 1980, the corporation issued
new policies totaling $2.7 billion; insurance in force at
the end of that year was $1.7 billion (Table B-4). The
annual growth rates have varied widely, but insurance
in force has generally risen by approximately 14 per
cent a year, while insured exports have grown slightly
more rapidly.

This volume of business is quite modest, compared
with similar operations in the major industrialized
countries. For insurance in force, it is equivalent to
approximately 10 per cent that in ltaly and to 5 per
,cent or less that in the other countries. If it is recalled
that Canada's total exports amounted to $74 billion
in 1980, the 2.7 billion dollars’ worth of new insur-
ance policies issued that year obviously represented
only a small fraction — 3.6 per cent. Since exports to
the United States are usually not insured,'* however,
they can be excluded from the calculations, thus
placing EDC operations at 8.5 per cent of Canadian
exports.

It should also be kept in mind that the Canadian
insurance system is optional, that the types of
commodities exported differ from one country to
another, and that the risks involved and covered are
not always the same.

Table B-5 shows the distribution of the value of
insured exports by region of destination for the
1969-80 period. Table 2-4 summarizes the situation
in 1980 and also includes the export coverage ratios
for each region.

Table 2-4

Distribution of Exports and EDC Insurance
Coverage, by Region of Destination, 1980

Exports
insured Rate of
Total by the insurance
exports EDC coverage’
(Per cent)
United States 63.1 10.8 0.8
Mexico 0.7 248 12.8
Western Europe 14.9 42.3 10.3
Eastern Europe 2.9 1.7 22
Africa 1.4 10.7 27.3
Asia 10.0 9.8 3.5
Middle East 143 6.3 15.2
Central America
and Caribbean 14 45 116
South America 3.0 6.2 7.4
Oceania 11 54 18.4
All destinations 100.0 100.0 3.6
($ Billions)
Total value 74.3 2.7

1 EDC-insured exports as a proportion of total exports
in Canadian dollars.
SOURCE  Statistics Canada, Summary of External Trade: December
1981, cat. no. 65-001, for total exports; Table B-5forinsurance
issued by the EDC.

European countries absorbed almost half of EDC-
insured exports in 1980, but only about 10 per cent
of all Canadian exports to Europe were insured. The
insured proportion of total exports reached its highest
level for Africa, but it was still less than 30 per cent.
Insurance covered only about 15 per cent of exports
to the other regions of the world. Such a low rate of
coverage for markets of this type is surprising, and
we find that the reasons given above are unconvinc-
ing. Finally, it should be noted that the distribution of
insured exports by destination has been remarkably
stable since 1969. The only significant changes are
an increase from 4 to 10 per cent for Africa and a
decrease from 15 to 8 per cent for Latin America
between the beginning and the end of the period.




The distribution of insured exports by category of
products is shown in Table B-6.

Approximately halt of the EDC's insurance activi-
ties involve forest products and the minerals, metals,
and chemical products group. The coverage ratios
are very unequal, when the relative importance of the
products exported is taken into account. The miner-
als, metals, and chemical products group, which
accounts for 35 per cent of all Canadian exports, has
a very low insurance coverage of about 3 per cent,
while half of all exports of industrial and agricultural
machinery are insured. Aside from certain significant
temporary variations, and perhaps a small drop in
agricultural products, we find no clear upward or
downward trend in the relative weights of the various
categories of products in terms of EDC insurance.

In view of the EDC’s industrial strategy, one is
surprised to note, however, that forest, agricultural, |
and textile products usually accounted for more than|
60 per cent of EDC-insured exports over the 1969-80)
period. |

Statistical Appendix B contains two other tables
(Tables B-7 and B-8) showing the claims paid out,
recovered, or outstanding, and the distribution of
insurance policies by value of exports.

On this last point, it is noteworthy that, in Table
B-8, policies covering fairly small transactions are
steadily losing ground to policies covering larger
transactions. Inflation is undoubtedly responsible in
part for this change, but the numbers are also
increasing.

Let us add one final point: at 31 December 1980,
the EDC had 1,178 policies in force, of which 819
(70 per cent) were short-term global policies and the
others were medium-term policies covering specific
sales. If the value of insured exports per policy is
increasing, and if 70 per cent of this insurance is in
the form of global policies, there is good reason to
suspect that the main beneficiaries of the EDC
programs are large firms rather than small busi-
nesses.

This last observation should be viewed in the
context of the comments on the type of exports that
are insured — i.e., on the fairly high concentration in
traditional products, such as forest products or
textiles. In these two respects, the industrial-policy
objectives of the EDC and Parliament do not appear
to be achieved. Would it be possible or desirable for
the EDC to adopt a more selective and discriminating
policy and to refuse to insure some firms or some
categories of exportable products in order to meet its
assigned objectives more closely? We believe that
such an approach would tack realism and balance,
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since it would very probably jeopardize other objec-
tives, such as increasing total exports and employ-
ment. In any event, an assessment of this type should
be conducted in light of all relevant circumstances.
We shall return to this point in Chapter 5.

EDC Loans
Principal Terms of Financing

The EDC’s main activity is the provision of direct
loans to foreign purchasers of products with high
Canadian content. The corporation leaves short- and
medium-term financing to the private sector and
focuses its activities on loans with terms of more than
five years.”™ Unlike commercial bank loans, EDC
credit is granted at fixed rates for the entire duration
of the loan.

Previously restricted to goods, EDC credit now |
extends to sales of consulting, engineering, and
management services, the cost of feasibility studies,
and other similar services, provided the resulting
orders of Canadian services are expected to generate
benefits for Canada (although this is not strictly
required for granting the loan).

In June 1981, the EDC announced the introduction
of a new financial instrument, known as “‘forfaitage,”
by which the corporation acquires promissory notes
issued by a foreign purchaser to a Canadian
exporter. The exporter is thus selling on credit but
recovers the product of his sale by discounting the
notes to the EDC. The EDC requires a guarantee from
the purchaser’s bank and charges a discount and
various commissions to the exporter. The latter may
obtain compensation from the purchaser through the
interest that he sets.

This procedure has numerous benefits for the
exporter. He can provide supplier credit to his
customers without reducing his cash flow; he
automatically avoids the risk of fluctuating interest or
exchange rates, and he also obtains automatic
insurance for political risks or recovery of the notes.

A new aspect of this program that deserves special
mention is the maturity of the loans, which ranges
from two to five years. This signals the EDC’s entry
into the field of medium-term credit, previously
reserved for the banks. '

Lines of credit are another — long-term — method of
financing. The EDC provides and signs ‘“‘framework
agreements’ with some foreign countries to indicate
to Canadian exporters that credit is available and that
foreign purchasers have requirements and are
prepared to conduct business with Canada. Some of
these credit openings are very large, and they are not
always used to the extent anticipated.
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tn 1981, the government announced that over the
next three years it would devote $300 million a year
to export subsidies through ‘‘crédit mixte.” These
special funds are limited to specific projects where it
is shown that foreign competitors also have access to
“crédit mixte.”

In view of the active competition waged by foreign
government agencies, the EDC generally lends at
fixed rates and often below market rates — in other
words, at rates and under terms that banks could
never provide. In this respect, Sylvain Cloutier, the
current president of the EDC, recently stated:

EDC, by virtue of being in the fixed rate lending
business, takes a very significant financial risk beyond
that acceptable to commercial banks.'”

For the most part, Canadian exporters must incur
financing and service charges in order to make up the
difference between the rate at which the EDC lends
to foreign purchasers and the minimum rate that it
requires for itself.’® Exporters must therefore trim
down their profits accordingly or increase their selling
price at what they often consider to be the wrong
time.

The EDC also wishes to promote participation by
the private sector in its long-term operations. To
achieve this, the corporation generally does not
finance down-payments (15 per cent); and, whenever
possible, it tries to finance only 70 per cent of the
balance, leaving the remaining 30 per cent to private
institutions. With only a few exceptions, the EDC
does not finance local construction costs.

However, banks lend at floating rates (a margin of
about 1 per cent above the Canadian prime rate or
the interbank rate on the London market) and take a
LIFO (last in, first out) position in their loans. In other
words, banks always take the shortest terms.

Specifically, there are three ways in which banks
can participate in EDC loans: direct participation,
with or without recourse against the EDC; joint
tending, with or without the EDC’s financial guaran-
tee; and parallel lending, based on separate arrange-
ments, with or without guarantees.

Most often, the banks prefer to be involved in the
negotiations and to retain some recourse. In this
respect, they complain of often being kept outside
the decision-making process.

Finally, the EDC gives banks and financial institu-
tions total guarantees when they are willing to forgo
their recourse against the exporter. In 1979, two
guarantees for a total of $164 million in exports were
granted; in 1980, none were granted.

Lending Operations

As we have seen, the EDC often obtains bank
participation in the loans that it approves. In the data
cited below, the value of loans includes these bank
contributions. Aside from this direct financing, the
EDC may guarantee loans extended by the banks;
these guarantees are also included in our analysis.
Finally, we note that the EDC acts on its own behalf
or as an agent for the federal government. The overall
data cover both categories of transactions.

At 31 December 1980, the EDC’s total outstanding

loans amounted to $4.3 billion (Table B-9). That
| 'amount has grown steadily and swiftly since 1969 —

at a rate of some 30 per cent a year. Of the loans
outstanding, no more than $250 million was provided
by the banks. Loans outstanding at 31 December
include not only the loans receivable appearing on
the balance sheet but also the guarantees provided
by the EDC to other lenders. At the end of 1980,
these guarantees amounted to $230 million, including
the government share — only 5 per cent of the total
outstanding.

The amounts of the loans authorized each year are
much more variable and do not have the same
significance, since the actual disbursements are
spread over three years, on average. Furthermore,
these authorizations include lines of credit provided
to foreign governments. In some cases — the most
important being Algeria in 1978 — these lines of credit
are not used; we shall return to this point. Following
the difficulties that occurred in 1980 in the capital
and exchange markets, there was a sharp drop in the
EDC’s volume of business: $330 million in new loan
commitments, compared with $2 billion in 1979.

The banking sector contributed approximately $77
million to that amount — a sharp drop from the $624
million recorded in 1979. The difficulties experienced
by financial markets were obviously compounded by
the increased competitive pressure caused by the
policies based on preferential interest rates that were
offered by foreign governments.

Table B-10 shows loan disbursements and repay-
ments, as well as the net capital flows. In 1980, the
EDC disbursed $959 million on its own behalf and on
behalf of the government, and received $263 million
in repayments, thus showing a net disbursement of
$696 million. For those who are interested primarily in
actual financial contributions, it is this amount of
$700 million that best measures the EDC's volume of
business in direct export credits. We have seen that

net disbursements also serve as a criterion for the

OECD’s analysis of capital flows to the developing

| countries.




Following increases of about 30 per cent a year in
the early 1970s, gross disbursements later tended to
increase at a much slower rate, with fairly large
annual fluctuations. In 1977 and 1979, the increases
exceeded 35 per cent, but they were negligible in the
two following years. On the other hand, repayments
seemed to increase steadily and swiftly, which
enabled the EDC to maintain its operations at a
higher level without turning to the market.

Figures on annual loan disbursements by region or
country of destination are not available, but the
distribution of loan approvals is known. |t is interest-
ing to note that 40 per cent of loan approvals in 1980
were destined for developed countries, with the
remainder being aimed at the developing nations. The
United States, for example, received $233 million in
loan authorizations — 24 per cent of the total. This
first finding is surprising in the light of the EDC's
market-diversification objective, which Parliament has
often reaffirmed. The figures in Table 2-5 provide
some qualifications to this result, but it can nonethe-
less be seen that, over the entire 1969-80 period, the
developed countries received one-third of the EDC's
loans and that this proportion exceeded 50 per cent
between 1977 and 1979."

Table 2-5

Share of EDC Loans Approved for Exports to the
United States and Europe, 1969-80

Share
(Per cent)
1969 26.8
1970 29.0
1971 50.5
1972 26.6
1973 18.1
1974 10.8
1975 8.6
1976 27.2
1977 48.9
1978 44.0
1979 70.4
1980 39.0
Average 333

SOURCE Table B-11.

The eastern European countries appear to have
been the EDC’s steadiest customers over the years.
Since 1969, these countries have received an aver-
age of 16 per cent of the credits authorized. Since
exports to eastern Europe represent only about 2 per
cent of all Canadian exports, one can conclude that
EDC financing has heiped to reorient exports. Simi-
larly, although Canada generally exports little to
Africa, the EDC devotes approximately 15 per cent of

Operations 19

its resources to that continent. The proportion of
exports financed in each region in 1980 is shown in
Table 2-6. Given the relative importance of trade with
each of the regions examined, it is apparent that the
EDC focused its loan activities in Africa, as just
stated, then in Central and South America. In 1980,
unlike in previous years, there was no concentration
in eastern European countries.

Table 2-6

Share of Canadian Exports Financed by EDC
Loans, by Region of Destination, 1980!

Share
(Per cent)
United States 0.5
Western Europe 1.0
Eastern Europe 1.7
Africa 13.6
Asia 2.0
Middle East 3.0
Central America 8.3
South America 4.8
Oceania 1.0
All destinations 143
($ Millions)
Value of EDC-financed exports 928

1 Loans cover goods and services.
SOURCE Tables B-9 and B-11.

Table B-12 gives the distribution, by recipient
country, of EDC loans for the entire 1961-80 period.
On the disbursement side, Mexico is the major
recipient, followed very closely by the United States.
They are followed in turn by Algeria, the Soviet Union,
Indonesia, Czechoslovakia, Turkey, and Romania.
The figures on loan authorizations produce a some-
what different ranking, especially for Algeria and
Romania. In 1978, the EDC opened a line of credit
exceeding $1 billion with Algeria, but only $112
million was used in 1979 and 1980. When other loan
agreements are taken into account, Algeria could
have used $2 billion over the period, but in fact it
used only $282 million in disbursed loans, so that the
balance available at the end of 1980 amounted to
$1.7 billion. In all, since 1961 the EDC has signed
loan agreements for $8.6 billion, disbursed $4.9
billion, and received $1.3 billion in repayments. The
largest amount approved so far in a single line-of-
credit agreement involves China, for more than $2
billion.

Table 2-7 shows the distribution of authorized
loans in 1980, by product or service category. One-
third of authorized loans cover general manufactured
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products — the largest product category, which is
also, unfortunately, poorly defined. The second
largest category is shipbuilding, with 22 per cent of
authorizations (approximately $200 million). Export-
ers of aircraft, transportation equipment, and elec-
tronic equipment each receive 12 per cent of the
loans, while the three other categories appearing in
the table share the rest.

Table 2-7

Value and Share of Total Value of Loans
Approved by the EDC, by Product
Category, 1980

Value Share
($ Millions) (Per cent)

General manufacturing 306.1 33.0
Shipbuilding 204 .4 22.0
Aircraft 117.6 12.7
Transportation equipment 114.8 12.4
Electronic equipment 107.2 11.5
Iron and steel products 389 42
Electrical equipment 27.7 3.0
Services 11.9 13
Total 928.7 100.0

SouRce EDC, Annual Report 1980, p. 56.

While the lack of detail about ““general manufactur-
ing" calls for caution, the distribution of EDC loans
appears to indicate a fairly different — and basically
favourable — orientation of Canada’s existing manu-
facturing structure. Because of the lack of compa-
rable data for other years, it is impossible to deter-
mine whether 1980 is representative of a longer
period.

Terms

The terms of EDC loans have not been reported in
the last few years. The lack of more recent informa-
tion forces us to use 1976 data (see Raynauld, 1979).

The term of a loan is not as simple a concept as
may first appear. A fairly thorough knowledge of
practices and procedures is necessary to correctly
measure it.

The first stage is the authorization process that
leads to the signing of a loan agreement between a
foreign borrower and the EDC. This agreement, or
related documents, will involve the Canadian exporter
and, if applicable, a Canadian bank that may make a
joint, parallel, or participatory contribution to the
loan. It should be stressed that a loan approval is a
separate decision from a loan disbursement. Dis-
bursement — the second stage in the process —
occurs two or three years after approval. The capital

is generally disbursed in several instalments, not to
the borrower but to the Canadian exporter, depend-
ing on the progress of his production or work. To
determine the real or actual term of a loan, the initial
date of the use of the loan is an average of the dates
on which the disbursements are made. The third
stage is repayment, which is also spread out over
time. In general, a loan agreement stipulates that
repayment will occur in two instalments per year over
a certain period, with the payments being equal and
including both capital and interest. The announced
term, which may be called the ‘‘nominal term,” is the
number of years allowed for repayment. The EDC
states that it approves a ten-year loan when the
planned period for repayment is ten years. But since
repayment is not made in a single and final payment
at the end of the period but in a series of instalments,
it is obvious that the effective term (the actual length
of use of the funds) is only half the nominal term. A
final complication arises from the fact that repay-
ments do not begin six months or a year after the
loan is disbursed, but from the date on which the
work is completed and deliveries are made. This
practice is based on the rule of project self-financing.
Consequently, repayment begins once the project
itself has begun to earn income. Between the first
disbursement and the first repayment, the borrower
therefore uses the funds during an additional period
of time that is not reflected in the calculation of the
nominal term. This period is known as the “‘period of
grace.”

Based on the data available to us when we pre-
pared our calculations, the EDC approved 46 loans in
1976, for a value of $784 million (Table 2-8). Of this
total, 22 loans had a nominal term of ten years; 11
had maturities of eight or nine years; and 12 had
maturities of five to seven and a half years. One loan
had a four-year term. The average nominal term,
weighted by the value of the loans, was 9.43 years.

Table 2-8

Distribution of EDC Loans, by Length of
Nominal Term, 1976

Share of

Number Value total value

($ Millions) (Per cent)

10 years 22 604.4 77.0
8 and 9 years 11 133.3 17.0
5to 7', years 12 45.0 5.7
4 years 1 1.6 0.2

Total 46 784.3 100.0

SOURCE EDC, Annual Report 1976.
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Given the foregoing general observations, at least
two adjustments must be made to the average
nominal term to bring it closer to the real term. First,
the nominal term must be shortened to take into
account the fact that loans approved in 1976 were
not paid out in 1976. Calculations based on the data
in Table 2-9 indicate that the average period
anticipated for disbursement of the loans approved in
1976 was 3.08 years. The second adjustment goes in
the opposite direction: the nominal term must be
extended to include the period of grace, during which
the funds are being used but repayment has not
begun. On average, for loans approved in 1976, the
anticipated period of grace is 3.26 years. Therefore,
the average real term is 9.61 years (9.43 — 3.08 +
3.26). We could also add that, from both the lender’s
and the borrower's points of view, the funds are
actually used during only half that period, as
explained above.?°

Table 2-9

Anticipated Schedule for Disbursement and
Repayment of EDC Loans Approved in 1976,
1976-81

Disbursement Repayment
($ Millions) (Per cent) ($ Millions) (Per cent)
1976 111.0 142 19.5 25
1977 2740 349 243 3.0
1978 162.0 20.7 106.7 13.6
1979 105.0 134 291.1 371
1980 132.0! 16.8 263.7 33.6
1981 79.0 79.0 10.0
Total 784.0 100.0 784.0 100.0

1 Combined total for 1980 and 1981.
SOURCE Raynauld (1979), p. 64.

It is therefore true that the EDC operates in the
long-term lending market. That may change in the
future if forfaitage with nominal terms of two to five
years, which was introduced in 1981, becomes more
widespread.

Interest Rates

A major issue, if not the central guestion, in a study
such as this is the rate of interest on export financing.
What interest rates are charged to borrowers and
what related costs are imposed on exporters? How
does this price policy compare with market condi-
tions? What is the implicit subsidy, if any? Finally, are
those interest rates competitive internationally?

As the financial and social opportunity costs of
EDC operations are discussed in_Chapter4, we do
not formally approach the problem of subsidization
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here. However, the international scene is highly
relevant to the subject of interest rates.

Given the current competitive environment, it is
impossible to completely escape the rules and
practices followed elsewhere. For this reason, there
has long been great interest in international consulta-
tions, negotiations, and agreements on the costs of
export financing.

The present arrangements (1982) were agreed
upon following a ‘‘consensus understanding”
adopted in June 1976 by 18 major creditor countries.
This initial agreement set the guiding principles for all
financing operations, such as the down-payment
required, the minimum interest rate (7.5 per cent), the
terms, and the ‘“‘crédit mixte.”" It was renewed on 1
April 1978 (with 22 participating countries) and
amended on 1 July 1980, following innumerable
disputes, primarily between the United States and
France. A new agreement took effect in October
1981 and was revised in July 1982.

Table 2-10 gives the interest rates prescribed for
1982. The lowest rates are now 10 per cent — 2.5
percentage points higher than the previous rates. A
minimum rate of 9.25 per cent is allowed in countries
where domestic interest rates are lower than the
prescribed rates.

Several countries, particularly the United States
and Canada, have found the prescribed rates much
too low in the past, given market conditions. To offset
these low rates, Canada sought to obtain longer
maximum terms. While this attempt was unsuccess-
ful, it appears that Canada is continuing its earlier
practice of providing longer terms, in contravention of
the terms of the agreement. The assessment made
by a British analyst in 1980 provides amusing read-

ing:

Outright derogations have been rare... The main
delinquent has been Canada... To remain competitive,
Canada has . .. compensated for a high interest rate
by offering a repayment term longer than that allowed
by the guidelines.?'

When several countries, such as France, adopt the
minimum rate as a regular rate and when the mini-
mum rate is lower than market levels, Canada must
choose between maintaining higher rates and seri-
ously jeopardizing its markets, on the one hand, and
keeping its rate at the minimum level in order to meet
the competition, on the other; if it elects to do the
latter, it must dip into the public treasury to subsidize
its exports. If the recent turnaround in market rates
continues for some time and improves, this situation
could improve as well.
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Table 2-10

Minimum Interest Rates and Maximum Terms for Public Export Financing as Determined

in OECD “Consensus Understanding,” July 1982

Interest rate

Maximum
Term of Term over term
2-5 years 5 years! allowed
(Per cent)
High-income countries? 12.18 12.40 5-81, years
Middte-income countries® 10.85 11.35 81, years
Low-income countries4 10.00 10.00 10 years

Partners must be advised for terms exceeding five years.

1
2 Includes OECD member countries except Greece, Portugal, Spain, and Turkey, plus the wealthiest petroleum-exporting countries.
3 Includes the remaining OECD member countries plus eastern European countries.
4
S

All other countries.
OURCE Based on data provided by the OECD.

In 1978, the OECD commissioned a study on
export-credit interest rates. The report prepared by
Alex Wallen (1980), of Sweden, proposes two
solutions. The first is known as the “uniform moving
matrix,”” which would maintain identical interest rates
for all creditor countries but would permit periodic
adjustments based on the weighted average of
market rates. As in the current system, this approach
would involve subsidization in those countries where
market rates exceed the average, but the variations
would be much smaller since the export credit rates
would, to some extent, be indexed. The second
option is a system of differentiated interest rates,
based on the value of currencies and tied to the
market interest rates in the countries in question. The
EDC circulated a table (see Table B-14) giving the
interest rates that each country would have used in
export credits if this system had been in force
between 1976 and 1980. The EDC supported this
recommendation of the Wallen report.

The theory of arbitrage shows that differences in
interest rates are precisely offset by the fluctuations
expected in the rates of exchange. As a result, the
borrowers pay less interest in currencies that are
expected to appreciate and more interest in
depreciating currencies. Operations in the forward
market ensure that one margin offsets the other. For
longer terms, however, the exchange risk is not
covered. It is therefore difficult to determine a priori
how agents would react to such a system. Table
B-14, for example, indicates that, at 1 January 1980,
the interest rate would have been 10.5 per cent in
Canadian dollars and 9 per cent in U.S. dollars.
Would a borrower have preferred the certainty of a
lower interest rate in U.S. dollars, combined with the
risk of appreciation, or would he have gambled on a
fall in the Canadian dollar?

Notwithstanding these reform proposals, the fact is
that the current arrangement has enabled some
countries, such as France and the United Kingdom,
to take advantage of the approved minimum rate,
while their borrowing cost was much higher. This has
resulted in systematic export subsidization — a
practice that has been considered by other countries
as unfair competition.?? Pearce (1980) reports that
the financial cost of export subsidies in Britain was
200 million pounds (in 1979 terms) a year or C$500
million (p. 59); in France, it amounted to 5.5 billion
francs or C$1.4 billion in 1978 (p. 31).2° In 1980, the
cost of subsidies would have reached a total of US$6
billion for all participants to the OECD agreement.

Let us now turn to actual interest rates. Unlike all
other countries that announce and publish their rates
on export credits, the EDC treats its interest policy as
a state secret. Even after the fact, it does not publish
statistical or historical information. This case is
probably unique in the world. Although Canada's
chartered banks are required by legislation going
back to the last century to publish such details on a

| weekly basis, the EDC has established the detestable

and unacceptable tradition of keeping this basic
information confidential.

The U.S. Eximbank does, however, periodically
publish analyses of export-financing conditions in the
world, and Canada is included, along with several
other countries. Table 2-11 summarizes the interest
rate situation prevailing in March 1977 and in the first
half of 1979. The data are based on the concept of
cost to the borrower, since considerations other than
the interest rate charged by the government agency
are involved, such as the proportion of exports that is
financed at this rate, the insurance premiums, and
other charges that may be compulsory. Because
practices differ from country to country, it was
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Interest Rates on Long-Term Credit for Export Assistance, Selected Countries,

March 1977 and 1 September 1979

Government Proportion Proportion Total cost
credit of public Market of private Other
rate participation rate participation charges 1977 19791
(Per cent)

Canada 8:5 60 10.252 25 0.2 9.2
Britain 8.0 85 0 0 09 8.9 8.30
France 7.5% 60 - 25 0.7 8.2 8155
West Germany 8.0 45 7.504 10 to 30 0.8 8.6 8.40
Japan 7.5 50 9.20 30 0.5 8.6 8.00
United States 8.4 42 7.752 43 0.2 8.3 9.30

1 Cost for low-income countries.
2 Prime rate plus 1.5 per cent.

3 The combined public and private rate is always the minimum level set by international agreement.

4 Prime rate plus 1.25 per cent.

SOURCE United States, Export-Import Bank, Annual Report 1977, and Annual Report 1980 (Washington); see aiso Pearce (1980), p. 56.

deemed preferable to include all of these factors in
the calculations.

In March 1977, according to the U.S. Eximbank,
the EDC charged 8.5 per cent interest on its direct
loans. The corporation’s loans usually amounted to
60 per cent of the value of the sale, while bank
contributions could account for an additional 25 per
cent. The interest on the bank loans was 10.25 per
cent, or 1.5 percentage point above the prime rate at
the time. Thus the combined interest rate was 9 per
cent, to which can be added estimated charges of
0.2 per cent. The borrower therefore paid 9.2 per
cent. In Britain, the Export Credits Guarantee Depart-
ment (ECGD) guaranteed a fixed rate of 8 per cent
on bank credit up to 85 per cent of the value of the
sale. On the other hand, as insurance was compul-
sory, the borrower had to add the premium to the
charges, for a total cost of 8.9 per cent. In France,
the proportions of government and private credit
were unimportant to the borrower, since the cost of
credit was set for the total amount at the minimum
rate allowed by the OECD agreement.

Based on these calculations, Canada in 1977 had
the highest credit cost of all the countries examined.
For more recent years, unfortunately, one can do no
more than guess. One confidential study reports a
cost to the borrower of 8.81 per cent in early 1979 —
a figure that we find rather low. Another author
suggests a rate of 10.5 per cent for so-called “‘typi-
cal” export credit in November 1979. The fact is that
the EDC began in 1976 to go to the market for funds
rather than rely exclusively on the government. In
1978, all of the net new funds it raised were in U.S.
dollars (see Table 2-14). Since its borrowing costs
could then have been less than interest rates in

Canada, the EDC was able to lend at lower rates as
well. Furthermore, Table 2-11 reveals the importance
of bank financing in determining the total interest
cost. With the recent rise in rates, the banks have
experienced increasing difficulty in contributing
financially to the corporation’s lending activities.** On
the positive side, this has effectively reduced the cost
of credit to borrowers.

Another very indirect way of estimating the EDC’s
interest charges is to compare its revenue from loan
activities with the value of the loans — an approach
based on the concept of return on assets. The
drawback of this method is that it fails to identify who
is paying. As we have already seen, in addition to the
formal interest rate indicated in the loan agreements,
the EDC adds service costs or fees, part of which are
charged to the borrower and part to the exporter.®
These costs vary substantially from one transaction
to another and are subject to hard-nosed bargaining.

Table 2-12 gives two independent and noncompa-
rable estimates of the return on EDC loans. The first
involves loans approved during the year and includes
interest as well as all related charges. The return rose
from 8.7 per cent in 1974 to 9.6 per cent in 1979.%°
The second relates revenue for the year to the loans
receivable as of the end of the year. This revenue is
therefore related to the cumulative approvals that
were made in previous years and are still outstanding.
The rate of return calculated in this manner rose from
7.1 per cent in 1974 to 8.8 per cent in 1980.

Because these rates are established ex post, they
obviously do not reflect current administrative meth-
ods. The decisions are made in the following manner.
At any given moment, the EDC knows the average
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Table 2-12
Estimated Gross Return on EDC Loans, 1974-80

Loans approved

during the Loans
year outstanding
(Per cent)
1974 8.7 7.1
1975 8.7 75
1976 8.8 7.8
1977 8.6 8.0
1978 9.1 8.5
1979 9.6 8.6
1980 8.8

SOURCE Canada, Department of Industry, Trade and Commerce (1980);
and Table D-5, first line.

financial cost of its funds, including equity (for which
the financial cost is nil). On the basis of this purchas-
ing cost, the Board of Directors sets a schedule
(based on currencies) of the minimum returns to be
obtained on new loans. In 1980, this return target
was set at 0.5 per cent above the borrowing cost of
capital; it was 9 per cent in Canadian funds and
8.5 per cent in U.S. currency. The EDC'’s target has
not followed the rise in borrowing costs since the
beginning of 1979 because the corporation believed
that it could not lend money at higher rates. In fact,
as shown above, approved loans dropped sharply in
1980 from the preceding year. These minimum rates
are used as lower limits for the terms that the EDC
may offer, but negotiators are instructed to obtain
higher rates if conditions permit. This explains the
service and other charges that are often assessed to
the exporter.

The effective rates of return in Table 2-12 are used
to estimate the implicit subsidies granted to export-
ers. We shall return to this topic in Chapter 4.

An essential feature of the EDC’s interest rates is
the fact that they are fixed for the entire term of the
loan. Commercial banks, on the other hand, lend on
shorter terms and use floating interest rates in order
to retain their profit margin at all times, without
having to borrow for maturities as long as those of
their loans.

The EDC’s Financial Structure

The Balance Sheet

As a full-fledged Crown corporation, responsible
for insuring and financing Canadian exports, the EDC
is a financial institution with a balance sheet that
shows assets composed primarily of loans and
investments. At 31 December 1980, its total assets
amounted to $3.8 billion, and its loans receivable to
$3.2 billion, after deducting bank participation in
these loans. Short-term investments totaled $465

million; they were roughly offset, on the liability side,
by short-term borrowing of approximately the same

size (Table 2-13).

Table 2-13

EDC Balance Sheet, 31 December 1980

($ Millions)
Assets
LLoans receivable 3,426.6
Less participation by other lenders 254.3
Subtotal 3,172.3
Accrued interest and fees (receivable) 79.3
Allowance for losses on loans 33.0
Investments
Cash and short-term investments 465.5
Canada bonds 25.5
Accrued interest 13.9
Other assets
Discount and issue expenses paid in
advance 15.7
Miscellaneous 6.5
Total assets 3,778.7
Liabilities
Loans payable
Long-term 26115
Short-term 462.7
Accrued interest {payable) 114.1
Other liabilities
Accounts payable 1.9
Loan-related deferred charges 36.3
Insurance-related deferred charges 745
Canada Account 54
Other 8.8
Aliowance for insurance claims 6.8
Allowance for losses on loans 33.0
Shareholder’s equity
Capital 310.0
Retained earnings 180.8
Tota! liabilities 3,778.7

SOURCE Based on EDC, Annual Report 1980, p. 27.

Of the loans receivable, 43 per cent were due in
1986 or later, and about 10 per cent were to expire
annually between 1980 and 1986: $250 miltion in
1981 and almost $400 million each year from 1982 to
1985. A sum of $26 million represented loans over-
due by more than a year, with capital and interest
included, but excluding mutually agreed rescheduling
and other refinancing procedures. In 1980, the EDC
agreed to reschedule repayments for a sum of $70
million.

Loans are granted primarily to foreign governments
or their agencies. Of the $3.2 biilion in loans out-
standing in 1980, $2,265 million (71.4 per cent) was
owed by public agencies and $307 million (28.6 per
cent) by private firms.

Let us now turn to the EDC's liabilities. Since the
corporation is fully owned by government, its share




capital consists of subscriptions by the federal
government, which totaled $310 million at 31 Decem-
ber 1980. In addition to this investment, retained
earnings amounted to $181 million, keeping in mind
that the corporation has never paid a dividend to its
shareholder. Total equity was therefore close to $500
million. The EDC's second major source of funds is
long-term borrowing, which amounted to $2,612
million at the end of 1980. This debt was distributed
as follows: $658 million owed to the government of
Canada; $1,525 million payable in foreign currencies;
and the remainder — approximately $450 million —
obtained in Canadian financial markets. When the
equity and borrowing obtained from the federal
government are added, it can be seen that the EDC
on its own behalf had invested almost $1.2 billion in
government funds in its operations, not counting
short-term operations or EDC transactions on behalf
of the government.

Let us examine in greater detail the sources of EDC
financing and how they have changed over time.

Sources of Financing

Originally, the EDC met all of its financing needs
through the federal treasury. In 1972, it began to
issue short-term paper on the Canadian money
market; and, in 1979, it turned to the U.S. markets.
For long-term financing, it resorted to the capital
market for the first time in 1976, with an issue of
$150 million. In 1977, it issued new bonds for
approximately $320 million, this time on the Euro-
pean market. Today, most of its long-term borrowing

Table 2-14
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outstanding is payable in foreign currencies and thus
represents financing of foreign origin.

Table 2-14, which is a reconstruction of the EDC
accounts, shows the federal government’s contribu-
tion to the corporation’s equity and borrowing, as
well as the contributions of both the domestic and
foreign markets.

Disregarding short-term transactions, which are by-
products, the resources available to the EDC
amounted to $3.1 billion in 1980. The market pro-
vided two-thirds of this sum, with the federal govern-
ment accounting tor the remaining third. Half of the
total was obtained in foreign markets. As the table
shows, the federal government’s contributions leveled
off between 1976 and 1979 and dropped slightly in
1980. It is ironic to note that, while EDC borrowing
from the federal treasury ceased in 1977 (with a final
loan of $150 million, of which $115 miliion was used
for a repayment), the EDC nevertheless obtained
supplementary commitments in the form of share
capital in 1978 and 1979. The government stopped
lending money, but it still provided funds. Since there
was no increase in share capital in 1980, however,
the government’s total contribution began 1o
decrease as the EDC repayed federal loans that had
matured.

Loans obtained on the market have grown at a
very rapid rate in recent years. In foreign markets, the
outstanding debt rose from $280 million in 1977 to
$1.5 billion in 1980. The president of the EDC has
stated that foreign borrowing amounted to $626
million in 1980 alone.?” Given repayment require-
ments (and variations in the exchange rate), the
outstanding debt actually increased by $578 million,

EDC Long-Term Financing Outstanding at 31 December, by Source of Funds, 18970-80

Other borrowing

Share- Total

holder's Government government Foreign Canadian Long-term

equity lcans! contribution currency currency? financing

($ Millions)

1970 37.8 294.9 3327 - - 3327
1971 50.3 377.8 428.1 - - 428.1
1972 57.0 452.4 509.4 - - 509.4
1973 74.3 572.0 646.3 - - 646.3
1974 82.7 7245 807.2 - - 807.2
1975 1231 971.5 1,094.6 - = 1,094.6
1976 159.4 1,044.5 1,203.9 - 115.5 1,319.4
1977 201.3 1,084.8 1,286.1 280.4 155.1 1,721.6
1978 333.0 944.6 1,277.6 499.3 254.8 2,031.7
1979 460.2 811.4 1,271.6 947.2 376.9 2,595.7
1980 490.8 657.9 1,148.7 1,525.4 4458 3,118.9

1 Includes accrued interest payable, except in 1976-78.
2 Calculated as the difference between total nongovernment borrowing and foreign-currency borrowing, as given in EDC annual reports.

SOURCE Table D-1.
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as can be calculated from the data in Table 2-14.
Finally, the compound growth rate of total EDC
resources has exceeded 25 per cent annually since
1973.

The notes to the EDC'’s financial statements
provide details on the balances in foreign currencies
at 31 December. On the liability side, the total
balance was C$1,921 million in 1980 — an amount
that represented the long-term borrowing just men-
tioned, plus short-term borrowing ($322 million) and
accrued interest ($74 million). On the asset side,
loans receivable in foreign currencies totaled $1,401
million, which means that almost half of the EDC’s
export credits were quoted in foreign currencies,
primarily U.S. dollars. When short-term investments,
accrued interest, and forward exchange contracts are
added up, the total assets in foreign currencies in
1980 were roughly equal to liabilities, at $1,934
million.

The Income and Expenditure Account

The EDC’'s income and expenditure account is
simple, and the data are presented in a way that
provides a balance for each of the corporation’s
three major activities (Table 2-15). Revenues and
expenditures are primarily inflows and outflows of
interest, since the EDC's function is to act as a
financial intermediary. Under “‘loans and guarantees”
can be found revenues of $258.8 million and expendi-
tures of $248.5 million in 1980, leaving a surplus of
$10.3 million. The insurance business, in turn, pro-
duced inflows of premiums of $11.5 million, with $4.1
million set aside for losses. Short-term investments,
which are a support operation, produced a surplus
almost three times greater than that for export loans
at $29 million. Finally, administrative expenses
amounted to $16 million. The net income was almost
$31 million — a drop of about $12 million from the
preceding year.

Without jumping ahead to the more detailed
analyses that follow, it is interesting to note here that
the EDC has always earned profits, as illustrated in
Table D-1. As a ratio on equity at the end of the year,
these profits represented a return of 8.9 per cent
annually during the 1970s.

Despite the length of this chapter, EDC operations
have been described in broad strokes only, giving the
impression of a dynamic Crown corporation whose
business has grown rapidly in new and very competi-
tive markets. The insurance and loan programs are
numerous, flexible, and relatively well adapted to
circumstances both in Canada and abroad.

To meet this task, however, the EDC has required
more than $3 billion over the years, of which $1.2

Table 2-15

EDC Statement of Income and Expenditure,
31 December 1980

($ Millions)
Income

Loans and guarantees:

Interest earned 250.4

Fees earned 8.4
Insurance and guarantees:

Premiums and other 11.5
Investments:

Interest earned 77.6

Total income 3479
Expenditure

Loans and guarantees:

Interest earned 242.5

Provision for losses 5.9
Insurance and guarantees:

Provision for claims 4.1
Investments:

Interest earned 48.7
Administrative expenses 16.0

Total expenditures 317.3

Net income 30.6
Retained earnings at beginning of year 150.2
Retained earnings at end of year 180.8

SOURCE Based on EDC, Annual Report 1980. p. 28; and Tables A-1and
A-2.

billion was public money as of the end of 1980 and
almost $2 billion had been borrowed on both foreign
and Canadian markets. Those amounts of financial
resources devoted to export financing would, in
themselves, be a compelling reason for conducting as
accurate an assessment as possible.

Other Export-Financing Programs

The EDC is not the only government agency in
Canada in the field of export financing. The govern-
ments of Quebec and Ontario have both created
business-financing corporations; while these are not
primarily export-oriented, they do have explicit
programs in this area. At the federal level, two other
major sources of export financing warrant examina-
tion — namely, the Canadian International Develop-
ment Agency (CIDA) and the Canadian Wheat Board
(CWB). While these two agencies are not financial
institutions in a strict sense, their financing activities
clearly do promote Canadian exports.

Quebec’s ““Société de
développement industriel’’

Quebec’s export assistance program was intro-
duced by the Société de développement industriel
(SDI) in fiscal year 1975-76. By 31 March 1981, the




SDI had devoted $115 million to that program since
its inception; $87 million was in the form of grants,
and $27 million in the form of direct loans or guaran-
tees. In 1980-81 alone, loans and grants approved
amounted to $33 million (Table 2-16). This program
is therefore quite modest.

Table 2-16

Loans Approved by SDI for Export
Assistance, 1976-81

1980-81 1976-81

Loans and guarantees:

Number 14 63

Value ($ millions) 8.1 27.0
Grants:

Number 112 405

Value ($ millions) 248 87.5
Total

Number 126 468

Value ($ millions) 32.8 114.5

SOURCE Société de développement industriel, Rapport annuel
1980-1981.

The Ontario Development Corporation

Ontario’s export-support program, which dates
‘back to 1971, is administered by the Ontario
Development Corporation (ODC). The ODC provides
essentially short-term supplier credit to smalil busi-
nesses. For 1979-80, the corporation reported credit
approvals of $17.2 million in the field of exports,
disbursements totaling $28.2 million, and outstanding
commitments amounting to $43.6 million.

Official Development Assistance

Clearly, Canada’'s ‘“official development assis-
tance” (ODA) to developing countries is not intended
to promote Canadian exports. Just as clearly, how-
ever, it does just that in practice. There is nothing
shocking in this. Whether it is disbursed in cash, in
goods, or in services, a donation remains a donation.
But since exports under ODA are financed entirely or
almost entirely by taxpayers, they are not compa-
rable to those which are paid in cash by the pur-
chaser or even to EDC-financed exports, which are
subsidized, if at all, for only a fraction of their value.

In any event, Canadian exports under this
country’s ODA programs are considerable. Table
2-17 summarizes the data available. In 1979-80,
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Canadian government assistance amounted to $1.2
billion — 0.42 per cent of the 1980 GNP. Only part of
this assistance was in the form of exports of goods or
services — a part that is very ditficult to measure. We
do know, however, that 80 per cent of Canada's
bilateral assistance is tied (except for transportation
costs) and that 90 per cent of food assistance is
provided in kind. Multilateral aid is untied, but that
does not mean that it does not provide any benefits
to Canadians. It is well-known that, in international
tenders, Canadian firms perform rather poorly and at
best win only half of their share of the available
contracts, but they do win some contracts nonethe-
less. Finally, other assistance programs largely take
the form of technical services or cooperation pro-
vided by Canadians; they also inciude the new
industrial-cooperation ~ program  designed  for
Canadian firms.

Table 2-17

Canadian Official Development
Assistance, 1979-80

Net
disburse-
ments
($ Millions)
Bilateral assistance:
Grants 274 .1
Loans 250.3
Food assistance 83.7
Repayments -9.4
Subtotal 598.8
Multilateral assistance:
International financial institutions 282.9
Food assistance 94.6
United Nations agencies 50.0
Other programs 73.0
Subtotal 500.5
Other programs:
Nongovernmental agencies 781
International Development
Research Centre 35.7
Emergency relief 19.0
Other 9.0
Subtotal 141.8
Total 1,241.1

Source CIDA, Annual Report 1979-1980.

In view of these observations, Canadian exports of
goods and services attributable to the assistance
program for 1979-80, are estimated on the basis of
the following assumptions and corresponding
amounts:
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Value
($ Miltions)

Type of assistance:
Bilateral - 90 per cent of

food aid plus 60 per cent

of grants and loans 381
Multilateral - 80 per cent of

food aid plus 40 per cent

of other aid 247
Other programs -

approximately 80 per cent

of the total 120

Total 748

As can be seen, this estimate gives a figure of $748
million, or 60 per cent of total payments under
ODA.%8

The identification of the recipient countries is
always of major interest. We have examined this
question above for the EDC.

One of the presumed advantages of the EDC's
presence is that it helps to diversify Canada’s trade
outlets. As for CIDA, it is intended to assist the
poorest countries. The issue that arises in the context
of an analysis of the benefits to society is whether
these two functions are complementary or indepen-
dent. In other words, is CIDA’s bilateral assistance

Table 2-18

targeted at the same countries as those selected by
the EDC for diversification of Canadian exports?
Table 2-18 compares CIDA assistance recipients with
EDC borrowing clients. Total exports are also dis-
tributed according to the same categories of coun-
tries.

The table is very enlightening, in our view. CIDA
devotes 77 per cent of its assistance to countries with
a per capita GNP below US$450, while the EDC aims
only 7 to 9 per cent of its export credits at those
same countries. Moreover, CIDA does not assist any
industrialized country, as might be expected, but
approximately 30 to 35 per cent of the value of EDC
financing goes to advanced countries.

These figures are a fairly good reflection of the
respective roles of CIDA and the EDC. In terms of
national interest, however, there is little chance of
these two sets of programs being mutually supportive
and creating externalities that might otherwise be
desirable.

The Canadian Wheat Board

As everyone knows, the Canadian Wheat Board is
a grain-marketing agency rather than a financial
institution in the true sense of the term. Nonetheless,
it has approved loans to developing countries for a
net sum of $440 million in 1980 — almost $100 million
more than the EDC.?°

The CWB operates as follows. It is responsible for
selling grain on a cash basis or on credit. The sales

Distribution of CIDA Bilateral Development Assistance and EDC Export-Financing Assistance,

by Selected Characteristics of Recipient Countries, 1980

EDC
CIDA disburse-
net EDC ments, Total
disburse- loans 1961-80 Canadian
ments approved average exports
(Per cent)
Low-income countries? 77.6 7.6 9.3 26
Middle-income countries 19.5 20.7 32.2 2.9
Newly industrialized countries? 0.3 27.4 19.0 4.4
OPEC member countries 0.1 9.5 10.5 2.5
Other developing countries 25 0.1
Subtotal 100.0 65.2 71.0 24
Industrialized countries 348 29.0 87.5
Total 100.0 100.0 100.0 100.0
($ Millions)
Value 557 902 4 931 66 486

1 With per capita GNP below $U.S. 450 in 1978.

2 Includes Argentina, Brazil, Greece, Mexico, Portugal, Singapore, South Korea, Spain, and Yugoslavia.
Source CIDA (1980), pp. 18 and 52; estimates by the authors, based on EDC, Annual Report 1980; World Bank, Report on World Development,

Washington, 1980.




made on credit have a maximum term of three years;
until 1978, some credit was granted for longer
periods when EDC insurance was involved. The board
finances its loans by obtaining from the chartered
banks loans that are guaranteed by the federal
government.

It is impossibie to determine the interest rates
applied to these sales. In a memorandum to the
QOECD’s Development Assistance Committee, CIDA
(1980, p. 46) stated that CWB loans are granted at
below-market interest rates. In turn, the board
described the situation as credit granted ‘‘at compen-
satory interest rates based on the board’s cost of
borrowing.”*

In line with this policy, the interest rates on loans
have generally been floating in the past two years,
but the board could still suffer losses, and its loans
could thus include a subsidy to borrowing countries.

The amounts in question are considerable. Table
2-19 reveals that the credits granted exceeded $1
billion in 1980 and 1981.

Table 2-19

Gross and Net Loans Approved by the
Canadian Wheat Board, Fiscal Year
Ending 31 July, 1977-81

Loans Net
approved Repayments loans
($ Millions)
1977 405 627 -222
1978 569 266 303
1979 554 340 214
1980 1,045 597 448
1981 1,113 730 383

SOURCE Letter to the authors from W. E. Jarvis, Chief Commissioner,
Canadian Wheat Board, dated 4 May 1982.

The amounts of the loans outstanding have
increased very rapidly in recent years, totaling $1.8
billion at 31 July 1981 (Table 2-20).

Canadian Wheat Board credits are granted to a
fairly small group of countries. China is the major
recipient of this program, but other countries with
debts outstanding in 1980 were Brazil, Haiti, Israel,
Jamaica, Peru, Poland, and Zambia.

Canadian grain exports supported by credit
facilities are quite large. In volume, they represent
slightly more than 20 per cent of total grain exports.
In 1979-80, this financing covered 5.4 million tonnes
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of grain, while total exports amounted to almost 24
million tonnes — a proportion of 22.7 per cent.

Table 2-20

Canadian Wheat Board Loans Outstanding,
Fiscal Year Ending 31 July, 1977-81

Value

($ Millions)
1977 442
1978 757
1979 975
1980 1,420
1981 1,826

SOURCE Letter to the authors from W. E. Jarvis, Chief Commissioner,
Canadian Wheat Board, dated 4 May 1982.

Before ending this chapter, it is appropriate to add

up all the sources of export financing discussed

above (see Table 2-21).

Table 2-21 |

Total Government Export Financing,
by Agency, 1980

Value
($ Millions)

Export Development Corporation 959
Canadian International Development

Agency 748

Canadian Wheat Board 440

Société de développergent industriel 33

Ontario Development Corporation 28

Total 2,208

SOURCE  See text.

Like us, the reader will no doubt be surprised to
discover that Canada devoted a total of $2.2 billion
to export financing — twice the amount provided by
the EDC alone. It is also interesting and revealing to
compare that volume of assistance with relevant
exports, using the data from Table 2-18. In fact, this
financing must be related to total exports to develop-
ing countries. Leaving aside ODC and SDI financing
and taking 65 per cent of EDC loans, the assistance
thus defined amounted to $1.8 billion in 1980. The
denominator will include total exports to the develop-
ing countries, which amounted to $8.3 billion in 1980.
Therefore, Canadian programs of financial assistance
to exports that year covered 22 per cent of exports
to developing countries.



3 Export Financing in the Private Sector

In Chapter 1, we éestablished clearly the objectives set
by government in creating the Export Development
Corporation: to promote exports without displacing
the private sector; at the same time, to provide
competitive rates, relative to those offered by foreign
government agencies operating in the same market.
In general, encouragement to exports involves
considerations relating to the balance of payments,
job creation, diversification of Canada’s largely
bilateral foreign trade, and industrial strategy.

These considerations are macroeconomic in scope
and involve society as a whole. However, there is also
a set of benefits and risks to the individual exporter,
and these are discussed in the first section of this
chapter.

Opportunities and Risks

A firm planning to sell its products abroad will
weigh carefully the potential benefits and disadvan-
tages that this decision may generate. On the positive
side, the firm will list the opportunity to increase sales
and profits, as well as the potential for stabilizing its
output, both seasonally and cyclically, through
greater market diversification. If the firm must con-
duct its operations with certain minimum units of
equipment, it may also consider the opportunity of
achieving significant economies of scale that would
be associated with an increase in its production
volume. Finally, it must keep in mind that some
export markets have a greater growth potential than
the domestic market, depending on the products
involved and on the degree of development of the
countries considered. One example is the very
promising markets in newly industrialized countries
or, during the 1970s, in the major oil-exporting
countries.

With the prospect of broadening its horizons, the
firm may consider new activities that would be related
or complementary to its primary production and to its
investment, research-and-development, and restruc-
turing projects.

Against the benefits from exporting, however, must
be weighed a certain number of additional risks
beyond those which the firm must overcome in the
domestic market.

One of the major risks specific to the exporting
activity is the exchange-rate risk arising when a firm
cannot set its prices in its own currency. The exporter
is then able to protect himself by turning to the
forward market, but this coverage is not available
when delays in production or delivery exceed six
months.

The political risks are also important, as recent
experience in Iran, Poland, and Argentina has brutally
shown. Unforeseen changes can lead to the suspen-
sion of permits or to foreign-exchange controls (as in
Mexico and France). Even when the exporter obtains
insurance against these risks, the cost of exporting is
increased.

The very remoteness of markets is a decisive factor
in assessing possible situations and potential custom-
ers. As a foreigner, the businessman is poorly
acquainted with the regulations in force or with
differences in business practices. After-sales service
can also prove to be much more costly.

Finally, periods of grace for payment are generally
longer, if only because of the distances involved.
Arrangements must also be made for shipping,
customs clearance procedures, and transfers of
funds.

Exporting therefore involves advantages and risks,
compared with local sales. The relative weight of
each element will determine the firm’s ultimate
decision.

Export Insurance in
the Private Sector

There is only one private firm in Canada that
insures exporters against risks specific to their
business — namely, the American Credit Indemnity
Company of New York, which covers only exports to
the United States." The literature includes some
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references to timid attempts by some firms to assist
exporters or the initiators of major projects (ETI,
Cankey, Ultimate Risk Insurance), but none of these
programs appear to have reached any significant
stage of development.

This situation raises several questions, particularly
in view of the highly profitable nature of the Export
Development Corporation’s insurance activities.

In fact, however, a study of the various export-
financing and insurance systems in the world reveals
that there are few countries where the private sector
plays a major role in the field of insurance. In general,
export-credit insurance, primarily for noncommercial
(or political) risks, is provided by public or quasi-
public agencies.? In some countries, the public sector
generally reinsures the risks insured by the private
sector. The only countries where the private sector
appears to operate without government intermedia-
tion are:

* West Germany, where Hermes and a few other
insurance companies cover certain commercial risks,
primarily in the case of trade with the developed
countries;®

e the United States, where the Foreign Credit
Insurance Association, in addition to acting as the
Eximbank agent for noncommercial risks, covers
some commercial risks on its own behalf. In addition,
Lloyds and the American Insurance Group appear to
be prepared to cover commercial and political risks
for U.S. exporters;

e |taly, where some companies cover short-term
commercial risks but can obtain reinsurance through
the Istituto Nazionale delle Assicurazioni; and

e the Netherlands, where the Nederlandsche
Credietverzekering Maatschappij has covered com-
mercial and political risks since 1925, although
exporting firms can obtain reinsurance through the
government in some cases vaguely defined as lying
outside the private sector.

It can be seen that private-sector presence in the
field of export insurance has, so far, been a rare
phenomenon throughout the world. It may be that the
risks linked to export trade are fairly special, as
‘mentioned above. In fact, export orders are often
either very large or nonrecurring, which makes
actuarial calculations very difficult. Even in a market
like the United States, where risk-spreading should be
fairly easy, private firms still feel the need to join
forces to deal with the risks associated with export-
credit insurance. Furthermore, it is quite possible
that, until now, the various government agencies have
had premium structures that were incompatible with
private practices and therefore prevented private
companies from entering this market. In Canada, the

creation of the Export Credits Insurance Corporation
after the Second World War may have had a deter-
rent effect.

Nonetheless, it appears that the private sector is
now beginning to test the waters of the Canadian
market of export-credit insurance. One Canadian
insurance brokerage firm told us during our research
that it could henceforth insure Canadian exporters at
rates competitive with those of the EDC in coopera-
tion with two groups of U.S. firms — the American
Insurance Group and the Indemnity Insurance Com-
pany of North America.

Without going into details about all the policies
described in prospectuses, it appears that the
services provided by the insurance companies in
question are very similar to those of the EDC in
several respects.*

The entry of private insurance firms is recent and
timid; it appears to be linked to the particularly high
profitability of insurance companies at the present
time, resulting from high interest rates in the financial
markets. It remains to be seen whether these firms
will maintain their operations when faced with more
difficult circumstances.

This brief review of export-credit insurance demon-
strates the overwhelming presence of government in
this field both in Canada and throughout the world.
However, several governments include private firms in
the operation of their programs to a greater degree,
by delegating management responsibilities, by
reinsuring the risks assumed by the private sector, or
by creating quasi-public agencies in which private
insurance companies hold a minority interest. Given
the current favourable circumstances, Canada might
consider giving encouragement to greater private-
sector participation in export insurance in some form
or other.

The Role of the Banks in Export Financing

Financing mechanisms vary depending on whether
the producer manufactures a consumer good or a
production good. Supplier credit and purchaser credit
are among such mechanisms. Generally, supplier
credit applies to short terms while purchaser credit
applies to medium and long terms.

Banks offer the full range of services required by
exporters: information services, execution of pay-
ments, and financing.

Bank Services

Canadian banks provide exporters — occasionally
free of charge — with information services on potential
foreign customers, regulations in force, foreign




representatives assigned to Canada, restrictions on
currency transfers, economic or political conditions in
importing countries, and so forth. When necessary,
they assemble information and assessment files on
the financial position of importing firms.

Of course, banks are first and foremost payment
agencies. Their worldwide network of branches and
agents enables them to handle transfers of funds for
exporters. For this purpose, they provide the conveni-
ence of an open account into which are deposited at
fairly regular intervals the payments from well-known
purchasers or those associated with the exporting
firm. The importer's bank may also issue a revocable
or irrevocable letter of credit in the exporter’'s name,
and the latter may occasionally request his own bank
to confirm such letters of credit in order to avoid any
potential problems. Finally, letters of credit may be
supplemented by documentary drafts exchanged by
the banks. Naturally, currency transactions on a cash
or term basis are an integral part of bank services.

Export Financing

Let us now turn to the actual financing of exports.
In practice, 90 per cent of Canada’s foreign trade is
covered by short-term financing. As the banks are
the only institutions providing this type of credit, they
play a predominant role in export finance.

An exporter who requires financing first contacts
his branch manager or, in the case of major custom-
ers, the officer in charge of his account in the bank’s
business-services section. He is then directed to the
international-services division, with which he must
deal.®

In the international division, the application is
studied in relation with the information available on
the importing country and customers, with a view to
determining as quickly as possible the terms under
which the bank could provide financing.

In some cases, the bank will invite the exporter to
contact the EDC in order to obtain insurance or
medium- or long-term financing.® Generally, the
exporter himself must deal with the nearest branch of
the EDC, where his application will be examined all
over again.” When the EDC reaches its decision, it
may or may not request the bank to participate in
financing the transaction.

What types of financing are available from the
banks?

» First, the banks may finance production itself,
either by opening lines of credit or through inventory
loans. They are in a position to make the distinction
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between export loans and loans for domestic produc-
tion when the EDC insures export credits.

* The banks also finance exporters by discount-
ing promissory notes accompanying a term docu-
mentary draft. The discount rate is lower if the
exports are insured. The exporter can thus obtain his
funds as it the sale had been paid in cash. The
maturity of this type of supplier credit rarely exceeds
180 days but may run to 270 days.® If the draft is not
discounted, it can at least serve as collateral.

e Short-term purchaser credit appears to exist,®
although we have some reason to believe it is only
rarely used, since the costs of obtaining information
on foreign purchasers in such a transaction can be
very high. In purchaser-credit operations, the bank
lends directly to the purchaser at a floating rate for a
term of one year or less. The bank charges its base
rate or the London interbank rate plus a margin that
varies according to the customer.

e Forfaitage consists in discounting promissory
notes issued by the foreign purchaser to the
Canadian exporter. The bank discounts the notes at
a lower price than the nominal price, and the exporter
thus pays for the service that he receives. The
maximum term to maturity is five years. Since the
bank knows the terms precisely, it can borrow on the
market to finance its loan at a fixed rate. Known since
the 1960s, this type of financing was used primarily in
Europe originally, but it is gaining ground in Canada.
Despite the presence of the banks in this field, the
EDC has also begun forfaitage operations, as men-
tioned in Chapter 2.

e Banks also supply medium-term purchaser
credit at floating rates (and occasionally at fixed
rates, it would appear).

Clearly, the banks are not in a position to play a
major role in the long-term market. As a Canadian
banker recently noted: ‘‘Stiff competition and the act
of involvement of government agencies of the export-
ing countries have pressured the interest rates below
those of the commercial market.” *°

The banks are not in a position to compete with
the public agencies, not only because the latter offer
low interest rates but also because they lend at fixed
rates. The banks cannot lend at fixed rates because
there is virtually no private long-term market at the
international level.

Canadian banks do, however, remain active in this
market by providing loans wherever possible on a
LIFO (last in, first out) basis for down-payments, local
costs, and the portions of contracts that are not
financed by the EDC. The banks therefore limit
themselves to the shortest terms to maturity.
Nonetheless, they do occasionally participate fully in
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long-term projects, either by lending funds them-
selves with no government participation or by orga-
nizing internationally syndicated loans (purchaser
credit used to finance public agencies or govern-
ments). It is highly probable that the presence of the
banks in such cases is explained by the total lack of
participation of government export-financing agen-
cies at the international level.

In summary, the banks operate primarily in the
short-term market, which represents the largest share
of the financing needs of Canadian exporters. Their
entry into the medium-term market is more recent
and still modest. Exporters have long calied for
increased bank involvement in this market, and it was
specifically recommended in the Gibson report
(1968, p. 15).

In the field of long-term export financing, the very
presence of government agencies (not only the EDC
but also such foreign firms as the Compagnie fran-
caise d'assurance pour le commerce extérieur, the
Export Credits Guarantee Department of Britain, the
U.S. Eximbank, and so on) appears to prevent the
banks from playing a significant role. When asked for
statistics on medium- or long-term foreign loans, one
banker told us that this area involves only a minus-
cule proportion of his bank’s international operations.

The International Business of
Canadian Banks

We now turn to a statistical analysis of bank
operations, first in the international market as a
whole, and then in export financing proper. Lack of
information, particularly on the second point, makes
this analysis a brief one.

Since 90 per cent of Canada's foreign trade is
| financed for short terms, as already stated, the banks
| are very active in this market. The market itself is
extensive, as seen in Canada’s exports of 76 billion
dollars’ worth of goods in 1980. It should therefore
come as no surprise that the administrative organiza-
tion of banks is internationally oriented. In fact, the
typical flow chart of Canadian banks gives their
international operations a central role. We also know
that Canadian banks have nearly 300 branch offices
spread throughout the world and 5,000 other agen-
cies acting on their behalf.

Furthermore, Canadian banks are attaching greater
importance to their international operations. At least
two major institutions recently reorganized their
international division to adjust to the new needs
emerging throughout the world. The Royal Bank has
created the “world trade and merchant banking"”
administrative wunit. This division stresses major
international projects requiring the organization of

loan consortia and highly technical cooperation with
various international export-assistance agencies. It
promotes market development for Canadian export-
ers and plays a role in export-financing mechanisms.
The Royal Bank has also set up a new subsidiary —
the Royal Bank Export Finance Company Limited —
to provide specialized financing services to small
Canadian exporters. At the same time, the Bank of
Montreal is currently reorganizing its international
services to permit the financing of major projects.

The growth of Canadian banks in the international
market is attributabie to several factors,’" the most
important undoubtedly being the astounding growth
in the Eurocurrency market since the start of the
1960s.

Aside from the profitability of these international
operations — a topic to which we shall return below —
their expansion may also be explained by the entry of
foreign banks into Canada, particularly since 1974.
Foreign banks operated in this country without
hanging out their shingle, since the former Bank Act
prohibited this, but they stimulated competition and
probably forced Canadian banks to broaden their
range of services. By 1977, there were some 100
branches of foreign banks in the country; in 1980,
their total assets amounted to $8.2 billion.

The new Bank Act, passed in 1980, accelerated
the competitive process by encouraging the creation
of new banks, both Canadian and foreign, and to
some extent it officialized the status of the foreign
banks aiready present. By the end of 1982, some 55
branches of foreign banks had been established
under the 1980 Act, and a new Canadian-owned
bank had been created.

These developments bode well for export-financing
activities in general and for services to businesses, as
these new institutions will obviously have to specialize
in segments of the market that had previously been
neglected.™

Table C-1 reveals the growing role that Canadian
banks play in international loan consortia. From 1979
to 1980, the banks made inroads on world markets in
terms of both the number of syndicated loans and
their ranking in the international banking community.
Even the National Bank of Canada joined the ranks of
the multinationals. Only the Bank of Montreal
recorded a decrease in the amount of syndicated
loans.

The steadily growing interest by Canadian banks in
international operations also appears in the statistics
on asset shares. Table 3-1 shows that the interna-
tional assets of Canadian banks represented approxi-
mately 26 per cent of their total assets in the mid-
1970s — a proportion that had risen to almost one-




third by 1980. When only the five major banks are
considered, the situation is the same or slightly more
pronounced (Table C-2).

Table 3-1

Asset Position of Canadian Banks, 1971-80

Canadian assets Internationat assets

Share Share

Value of total Value of total
(Per (Per

($ Billions) cent) ($ Billions) cent)
1971 334 . 753 12.9 247
1972 46.0 75.9 14.6 241
1973 54.5 727 20.5 27.3
1974 67.4 73.8 24.2 26.2
1975 774 73.5 27.9 26.5
1976 89.7 73.6 32.1 26.4
1977 106.4 721 411 27.9
1978 127.0 706 52.8 29.4
1979 1542 69.5 67.4 30.5
1980 181.6 67.2 88.3 32.7

SOURCE  Pitfield Mackay Ross Ltd. (1981), p. 7.

Table 3-2 reveals that an increasingly large share
of the banks' international assets is composed of
loans to government agencies, businesses, and
individuals, while the share of interbank transactions
has been declining. However, these loans do not
necessarily reflect loans to exporters, since the
banks’ business is very diversified at the international
level. '

Table 3-2

Composition of International Assets
of Canadian Banks, 1971-80

Interbank
Loans loans Other

(Per cent)
1971 37.0 57.5 585
1972 35.6 59.6 4.8
1973 28.8 66.8 4.4
1974 36.7 57.4 59
1975 42.3 53.8 3.9
1976 40.2 56.0 3.8
1977 41.6 51.8 6.6
1978 40.3 50.9 8.8
1979 38.7 49.1 12.2
1980 43.2 47.9 8.9

SOURCE Pitfield Mackay Ross Ltd. (1981), p. 7.

Table C-3 shows after-tax profits as a percentage
of total profits for the five largest Canadian banks. It
reveals that almost 45 per cent of their profits come
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from their international operations, which correspond
to only 33 per cent of their total assets. The growth in
these operations has been meteoric, with their share
of total profits rising from 26.8 per cent in 1976 to
44.6 per cent in 1980.

The geographic distribution of the foreign-currency
assets of the banks reveals the difference between
their policies with respect to the international markets
in general and the policies of the EDC with respect to
export loans {Table 3-3).

Table 3-3

Distribution of Foreign-Currency
Assets of Five Major Canadian Banks,
by Region, October 31, 1980

Share of  Share of
international total
Value assets assets
($ Billions) (Per cent)

Europe 29.5 36.8 121
United States 18.2 22.7 7.5
Canada 4.5 56 1.8
Latin America 171 21.3 7.0
Asia and Pacific area 9.3 11.6 3.8
Middle East and Africa 1.6 2.0 0.6
Total 80.2 100.0 328

SouRce Pitfield Mackay Ross Ltd. {1981), p. 13.

More than 65 per cent of the Canadian banks’
international assets are heid in developed countries
(Europe, the United States, and Canada), 2 per cent
in Africa and the Middle East, and 33 per cent in
other regions (Latin America, the Far East, and the
Caribbean).* By comparison, the geographic distri-
bution of EDC loan approvals is as follows: 19.2 per
cent for Africa and the Middle East, 36.3 per cent for
Europe and the United States, and 45.5 per cent for
other countries (Table B-11). It is therefore clear that
the EDC directs its operations more towards the
developing countries than the banks do.

Unfortunately, the statistics just discussed do not
describe the banks’ operations on the basis of the
maturities of their loans, and they do not cover the
financing of exports in particular. For long-term loans,
the only available indications are from the EDC's
annual reports, which provide data on the banks’
participation in EDC loans (Table 3-4).

It would appear that bank participation in EDC
loans grew fairly rapidly between 1972 and 1978,
when it reached about half the number and value of
EDC loans.
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Table 3-4

Bank Participation in EDC Financing, 1972-80

Direct bank Related bank Total bank
participation participation participation Total EDC loans!
Number Number Number Number Number of
Value of loans Value of loans Value of loans Value of loans guarantees
($ Thousands) ($ Thousands) ($ Thousands) ($ Thousands)
1972 6,654 4 0 6,654 4 289,914 28 0
1973 35,000 1 0 35,000 1 497,895 36 1
1974 14,926 3 49,940 2 64,866 5 567,106 44 1
1975 5,260 4 195,643 18 200,903 22 886,574 40 0
1976 109,786 6 76,296 22 186,082 28 759,900 44 1
1977 62,872 12 51,938 6 114,810 18 1,185,000 43 n/a
1978 268,088 532,142 800,230 1,759,734 37 4
1979 252,237 372,278 624,000 2,072,814 52 2
1980 5,057 72,256 it 308 928,669 94 0

1 Including bank loans.
SOURCE EDC, Annual Report, various years.

However, this contribution began to decline in
1979 and was almost reduced to zero in 1980,
following the rapid rise in market interest rates and
the adherence of other government export-credit
institutions to the minimum levels set in the OECD
agreement.'®

In summary, the Canadian banks are carving out a
growing share of the international financing markets.
But we cannot (?etermine their precise contribution to
the financing of Canadian exports aside from their
EDC-related activities. The OECD publication,
Development Ca-operation, does, however, give us a
glimpse of bank export credit to the developing
countries.

Tables C-4 and C-5 give the statistics on govern-
ment export credit, and Tables C-6 and C-7 provide
data on private credit. To gain an idea of the relative
importance of Ganadian activities in these areas, we
present the absplute figures and the percentages for
Canada as a srfare of all export assistance granted
by the member countries of the OECD’s Development
Assistance Committee (DAC).'® It should be noted
here that Canada’'s GNP (expressed in U.S. dollars)
as a proportion of the total GNP of DAC countries
over the 1970-80 period ranged from 4.2 per cent in
1871 to 3.4 per cent in 1980.

These statistics reveal that Canada provides a
large share of government export assistance among
all DAC countries (Table C-4). In terms of net contri-
butions, the Canadian share varies from a low of
6 per cent in 1973 to a high of 33.3 per cent in 1979.
In terms of gross contributions, Canada's share
ranges from a low of 4.5 per cent in 1970 to a high of
20.5 per cent in 1980.

These large contributions are surprising in view of
Canada’s small share of the total GNP of all DAC
member countries. One reason for this situation is the
fact that the OECD 