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PREFACE

The federal budget for fiscal year 1977 again includes the
annual budget authority and outlays of the Export-Inport Bank of the
Lhited Sates. The renoval of the Export-Inport Bank fromthe
budget in 1971 and subsequent return in 1974 spawned debate on sone
of the Bank's activities. This paper, prepared at the request of the
Senate Budget Committee, examnes sone of the budgetary and economc
inplications of the Bank's activities. The paper investigates (J)
how Qongress i nfl uences the practices and/or policies of the Bank,
and (2 the significance of the Bank's activities inthe US
credit market. In keeping wth the Qongressional Budget Office's
mandate to provide nonpartisan analysis of policy options, it
contalns N0 recommendations.

_ This paper was prepared by Rosemary E. Minyard of the
National Security and International Affairs Dvision of the Congres-
sional Budget (fice, under the supervision of Lawence G Franko
and John E Koehler. The author wshes to acknow edge the substantial
hel p provided by Ramon Espinosa of cBO's Budget Anal ysis Division,
JimHess of the Export-Inport Bank, and CBO summer intern Arlena
Barnes. The paper was edited by Patricia H Johnston, and Shirley
Hornbuckle typed the several drafts.

Alice M. Rivlin
D rector
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SUMVARY

The Export-Inport Bank (Exinbank) was established to facili--
tate export transactions between U.S. sellers and foreign buyers.
It fulfills this mandate through its borrow ng authority which
generates funds for the Bank's various |oan and guarantee programs.

Ar?uments in support of including the Eximbank in the
budget inply that the Bank's |oan and credit activities have an
inportant effect on the U.S. econony and that these activities can
be controlled through the appropriations and budget processes. The
principal argunent against including the Bank in the budget is that
the Bank requires no annual appropriation for its activities.

This study finds that the Congress has used the Exinbank as
a tool of foreign policy, permtting and prohibiting Exi nbank
transactions of various sizes and kinds. But neither the appropria--
tions nor the new budget process are efficient neans for achieving
fiscal policy objectives through the Exi nbank. The Appropriations
Subcommttees can, to a degree, influence actual budget authority
and outlays for the Bank by changing the amount approved for new
| oan authorizations. But there is no sure way to know by how much
budget authority and outlays wll in fact change. S nce the Bank
has permanent, Indefinite authority to borrow, the actual val ue of
budget authority is indeterminant until signed contractual obliga-
tions are nmade, and hence the Budget Cormttees have very little
command over the Bank's practices. The Budget Cormttees can
revise estinates of budget authority and outlays but they have no
control over the way budget authority and outlays are generated or
their anounts.

This study also finds that the Export-Inport Bank does
i nfluence the supply of export credit. Exinbank channels funds to
exports requiring long-termfinancing. The difference between the
Exinbank interest rate and the narket rate is an inplicit interest
rate subsidy. The subsidy is estinated as the difference between
the rate Exi nbank charges its custoners and the rate the funds
would earn in the narket. Snce it is an estimate of the realloca-
tion of credit fromdonestic to export-financing uses, the subsidy
Is a better indicator of the Bank's effect on the econony than is
the Bank's budget authority.
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A subsidy arises because Exinbank can borrow, nostly from
the government at governnent bond rates, and lend at a rate |ower
than the going rate in the export finance narket. The subsidy is
not a transfer of taxpayers' noney. The Size of the subsidy 1S not
under the control of the Exinbank. The subsidy decreases when the
market rate falls, or Exinbank starts disbursing |oans which were
authorized at a higher interest rate, or when Exi nbank di shursenents
decline. For fiscal year 1975 over 50 percent of the subsidy went
to support sales of aircraft and other transportation equi pment,
nucl ear power plants and equipment, and other special industrial
machines.



CHAPTER |
OVERVIEW CF THE EXPORT-IMPORT BANK

A though the Export-Inport Bank (Eximbank) was created in
1934, its current operations are based on the Export-Import Bank Act
of 1945 as anended. This act directs the Exinbank to facilitate
export transactions between u.s. sellers and foreign buyers. It does
this in several ways:

- The Exi nbank borrows fromthe Treasury and/or the private
market to provide "direct" loans to foreign purchasers. Wen
the Exi nbank extends a direct loan, the noney is paid to the
UhS. exporter and the foreign buyer signs a note to repay
the Bank.

-The Bank extends "discount™ | 0oans, which are advance
conmtnents to | end agai nst or acquire export debt

obl h gati (r)]ns hel d by conmercial banks when and if the banks
need cash.

-The Exi nbank guarantees |oans to foreign purchasers by
commer ci al banks and extends credit insurance. H nancial
?uarant ees assure cormmerci al banks repaynent of export
oans. Qedit insurance protects u.s. exporters

agai nst political and comercial risks.

Exi nbank as a Foreign Policy Tool

The Gongress al so uses the Exi nbank as an instrunent to
pursue other, nore specific goals related to the execution of US
foreign pol i aCIy It does this by requiri ng1 Exi nbank operations to
fol ow special politically notivated guidelines. The history of
the Bank's participation in trade to comuni st countries provides
an illustration of Qongressional influence on the Bank's policies
via the legislative process.

“Title 11l of the Foreign Assistance and Rel ated Agenci es
Appropriations Act of 1964 (p.L.88-634) prohibited the Exinbank
fromlending or in any way parti cil\ﬁati n% in the extension of credit
to any communist country, except when the President determned that
participation was in the national interest. This ban was repeated
in conparabl e appropriations acts until 1968. In 1968 Gongress

(1)



incl uded the sanme provision in the Eximbank Act and al so prohibited
the Bank's participation in extending credit to any country which
furni shed goods, supplies, mlitary assistance or advisers (hby
direct governnent action) to a nation engaging in arned conflict
with the arned forces of the Uhited Sates (P.L. 90-267). Because
of the Vietnamwar, this nmeasure effectively deni ed Exi nbank credit
to all communi st countries, except Yugoslavia.

Subsequently, however, other |aws were passed facilitating
the use of the Exinbank as an instrunent of East-West trade. In
1971, the Export Expansion Hnance Act (PL 92-126) renoved the
absol ute prohibibition on Exi nbank financing to countries which
supplied states in arned conflict wth the United states. A
national interest determnation was again to be nade on a country-by--
country basis. Wth this law the Gongress gave the Executive
Branch nore flexibility to admnister the restriction on trade to
conmuni st countri es.

In keecFing wth the spirit of using the Exinbank as an
East-\Vfest trade policy instrunent, the Gongress passed, as a

- provision of the Trade Act of 1974 (PL 93-618) , a ban on new

| oans and guar ant ees whi ch woul d exceed $300 mllion to the Sovi et
Uni on wi thout Congressional approval. The same act al so prohibits
US vernment credit to any non-market econony restricting the
emgration of its citizens. PL 93646 of 1975 is a further
illustration of how Congress uses the Bank to fashion the US
response to detente. Limtations are set in that act for energy-
related transactions wth the Soviet Lhion. A'so, a separate
Presidential determnation of national interest is required on each
loan of $50 mllion or nore to a communi st country.

Admni stration and Gongressional Policy Fornation

Despite broad Gongressional guidance of the activities of
the Bank, nost policies and practices of the Bank evolve to reflect
US foreign policy considerations as they are determned by the
Adnministration. Policies are formulated and coordinated in the
Admni stration by the National Advisory Gouncil on International
Mnetary and F nancial Policies.l/ However, by statute, the

1. The National Advisory Qouncil on International Mnetary and
FHnancial Policies is conposed of the Secretary of the Treasury, the
Assistant to the President for Economc Affairs, the Secretaries of
Sate and Commerce, the Chairman of the Board of Governors of the
Federal Reserve System and the President of the Export-(continued)
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(ongress reserves for itself the authority to di sapprove nany
Eximbank projects. This potential veto power isS, In nany cases,
the fornal mechanism which involves the (ngress in the use of
Exi nbank activities as a tool of foreign policy.

Acase in point is the devel opnent of the Exinbank as a
policy instrunent 1n controlling the sale of nuclear power plants
abroad. To facilitate Qongressional control, the Gongress, in 1975
(PL 93-646) , anended the Eximbank's charter to require Qongressional
review of any proposed Exinbank credit and/or guarantee of
mllion or nore. The reviewis to be nade before the Exi nbank
finally authorizes the transaction. Because of the anount of
financing required for nuclear power plant sales, all such cases go
to the (ongress for review.2/ Llater that year House and Senate
resol utions urged that the Executive Branch negotiate an agreenent
providing for strict multinational safeguards on the international
transfer of nuclear fuel, technology, or equipment.3/ They also
urged, perhaps as a stop-gap neasure, a halt to such transfers to
an%/ country that had not accepted international atomc ener gﬁ
safeguards or that had not becone a party to the Treaty on the
Non-Proliferation Of Nicl ear weapons .4/

~Snce the Bank's broad nandate to foster u.s. exports is
conplicated by specific directives related to u.s. foreign policy,
it isdifficult to neasure the costs or benefits, and, hence, the
effecti veness of using the Exinbank as a policy tool. In addition,
the effectiveness of the Bank is aso hard to neasure |n_any3/ear.
because of the considerable lags between the Bank's |ending decisions
and actual lending. The lags nake it difficult for |ending associated
with particular policy objectives to be identified through the
budget process.

| nport Bank. Both the Bresi dent and the board nenbers of the
Exi nbank are nomnated by the President to serve at his discretion.
The Qongress influences the President's choice of the Exi nbank
presi dent and board menbers because they nust be confirmed by the
Senat e.

2. The role of the Admnistration in nonitoring nuclear export
- financing IS Simlar to that of the Gongress. e National Advisory

Gounci | automatically reviews financing related to nuclear technol ogy
when the Exi nbank's participationis $30 mllion or nore.

3. S On Res. 69, Gtober 9, 1975, and H. Gon. Res. 371, July
30, 1975.

4. 1bid.






CHAPTER | |
EXPORT-IMPORT BANK AND THE BUDCET

In order to help control federal expenditures, the Gongress
now sets ceilings on budget authority and outlays in the various
budget functions, of which international affairs is one. The
| evel s of Eximbank bud?et authority and outlays are included in the
international affairs tunction, e Bank generates budget authority
and outlays by a different process than most of the other prograns
in the function, however, and it is therefore relatively difficult
for Gongress to use the budget process to control Bank operations
and to affect the use of the Exinbank as a tool of international
trade policy.

Argunents for the Bank's remaining on or going off the budget
often assert that being on the budget allows greater Congressional
control of Exinbank lending or that being off the budget allows the
Bank nore flexibility to admnister its mandate.1/ But the process
by whi ch the Bank generates budget authority and Outlays is the sane
whether the Bank is on or off the budget. Being on budget does not
allow greater Congressional control of Exinbank |ending. Being off
the budget does not necessarily allow the Bank nore flexibility.

The next section describes how budget authority and outlays
are generated and denonstrates that there is little relationship to
annual program approvals. A subsequent section explains that overall
authority, a potential constraint on Bank activity, has never actually
been used to imt Bank budget authority, although increases in the
overal | authority have been required fromtine to tinme as Bank
operations have grown.

Wat Are Budget Authority and Qutlays?

Budget Authority

Budget Authority for the Exinbank is the authority to borrow
to neet its comtnents to its customers. It is an estinate of the

net increase in credits to Exinbank custoners that the Bank m ght
have to finance in the future by borrow ng. This borrow ng authority

1 In 1971," P.L. 92-126 renoved the Bank's prograns fromthe budget
and in 1975 PL 93646 returned the prograns to the budget again.

©



allows the Eximbank to incur obligations; no subsequent appropriation
Is required. The authority is both permanent and indefinite. The
Bank's charter gives it the authority to tap both the Treasury and
the ﬁrivate market for as long as necessary. ‘The amount of funds

whi ch can be borrowed annual |y is not predetermned in the enabling
legislation.2/

Each fiscal year the Exinbank nust go to the House and Senate
Appropriations Subcoormttees for approval of the levels of its new
activity. This approval limts the amount of new authorizations the
Exi nbank can nake in that year in order to fund projects presented to
it by US exporters or foreign buyers. During the year the Bank
aut hori zes assistance to exporters and foreign purchasers to conplete
negotiations for export sales.3/ Later a signed |oan agreenent
contract wll be entered into anong the Eximbank, the forergn buyer,
and often a comercial bank.

The magni tude of budget authority in any year is a function of
total signed |oan agreenents and other contractual obligations entered
into by the Bank, repaynents of principal to the Bank, and Bank net
income.4/ An average of 33 percent of newy authorized credits becones
signed Toan agreenents in the sane year as authorized. About 60 percent
1s signed in the next year and the rest is cancelled. The total flow of
Exi nbank |oan authorizations signed during the year, plus 25 percent of
the net increase in credit guarantees, less cancellations and |oans that
wll be repaid and Bank net incone equals budget authority. But because
historical ly about 60 percent of the yearly val ue of |oan agreenents
signed are fromprevi ous years' authorizations, and because budget
authority also includes other contractual obligations net of repaynents,
annual changes in new programapproval s afford little | everage over
fhe value of budget authority.

2. This type of budget authority is different fromcontract authority.
Contract authority allows contracts to be entered into prior to an
appropriation and then requires a subsequent appropriation to

|1 quidate the contracts.

3.  Exinbank lends an average of 40 percent of any export contract; the
bal ance is financed from other sources. :

4. Net incone equals the value of interest receipts and guarantee
fees received by the Bank |less admnistrative expenses, insurance
clains, and interest charges Fai d by the Bank. The Exinbank also
guarantees conmercial export loans; one-fourth of the net increase
In anounts guaranteed during the fiscal year are charged agai nst
budget authority. _



Outlays

Wi [ e budget authority is an estinate of possible future
borrow ng, outlays are the actual net borrow ng by the Bank for the
year. Qutlays equal net cash paynents related to current and prior
years' conmtnents, disbursenents on direct credits, less principal
repayment and Bank net income.5/ Qnly outlays actually affect the
federal deficit or surplus. —

Overall Author ity

OQveral |l authority is alimtation on the sumof the amount
of outstanding loans and 25 percent of outstanding guarantees and
insurance.  Wen the Bank requests yearly programapproval, the
anmount cannot all ow the Bank to exceed the limtation on overall
authority. The value of this limtation is established by statute.

Changes in the limtations on overall authority historically
have accommdat ed the changes in vol ume of demand for Eximbank | oans,
uarantees, and insurance. Table 1 shows historical increases in the
imtation on overall authority and actual authority used. Overall
authority (&Y actuaII?/ used rose from$12.3 billion in fiscal
year 1972 to $17.8 billion in fiscal year 1974 (not shown in the
table). Wien Eximbank's use of QA rose to $19.1 billion in fiscal
year 1975, it was very close to the statutory limtation of $20
billion. The 1975 increase in the limtation on QAto $25.0 billion
I's expected to permt the Bank's use of CAto rise to $24.9 billion
in fiscal year 1977.

The adj ustment of overall authority to a new higher ceiling
can result in an increase in budget authority. As the ceiling on
overal | authority was approached in fiscal years 1974 and 1975,
budget authority first declined from$2.3 billion in fiscal
year 1973 to $1.4 billion in fiscal year 1975. Later, the increase
In the ceiling on overall authority in fiscal year 1975 permtted
net increases in outstanding Exi nbank |oans and obligations,
reflected in budget authority increases estinmated for fiscal year
1976 and fiscal year 1977.

Chart | illustrates the relationship between overall authority
and the flows of new program approval s each year into budget authority
and outlays for fiscal years 1975, 1976, and 1977. New program
approval in fiscal year 1975 totaled $.1 billion. Because only sone

5. The anount of newY aut hori zed | oans which are disbursed in the
sane year is very snall (10 percent).



Table 1

OVERALL AUTHCR TY FCR EXIMBANK LENO NG GUARANTEES, AND | NSLRANCE LIMTS AND ACTUAL USE

H scal OQveral | Authority

Year Total Qverall Authority Actual |y Used
Efective Publ i ¢ Law “(Bllions of dollars)- (Billions of dol | ars)
1952 (82-158; 65 S. 367) $ 4.5 $ 31

1955 (83-570; 68 S. 677) 5.0 3.3 (est.)
1958 (85-424; 72 S. 13) 7.0 4.5

1964 (88-101; 77 S. 128) 9.0 55

1968 (90-267; 82 S. 49) 13.5 8.9

1972 (92-126; 85 S. 345) 20.0 12.3

1975 (93-646; 83 S.2333) 25.0 19.
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Chart I. Fiow of New Program Approvai into Overaii Authority, Budget Authority, and Outiays
OVERALL A_U_THORITY
,’ $25 Billion %
-
- - f .
” . "“\
NEW PROGRAM APPROVAL NEW PROGRAM APPROVAL y NEW PROGRAM APPROVAL
$4.1 Billion $4.0 Billion $6.3 Billion est.
~ / / /
Signed Loan . . e Signed Loan . Signed Loan f N | 1
|- Agreements minus Receipts Agreements minus Receipts Agreements minus Receipts
equals oquals aquals
BUDGET AUTHORITY BUDGET AUTHORITY BUDGET AUTHORITY
$1.4 Billion $2.2 Billion $2.6 Billion est.
BEGINNING BEGINNING BEGINNING
OF YEAR OF YEAR OF YEAR
OB OB OB
=" OBLIGATED ~*| oBLIGATED [*] OBLIGATED
BALANCES BALANCES BALANCES
> [0B) > (0B} o {0B)
END OF END OF END OF
\ YEAR \ YEAR \ YEAR
oB 0B OB
Disbursements] minus Receipts | Disbursements minus Receipts Disburserments| minus Receipts  uie
equals equals equals
OUTLAYS OUTLAYS OUTLAYS
$1.5 Billion $0.8 Billion $1.1 Billion est.

Fiscal Year 1975

Fiscal Year 1976

Fiscal Year 1977
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of the $.1 billion of new program approval s were signed in fiscal
year 1975, budget authority in that year only equalled $1.4 billion
The val ue of budget authority roughly equals total signed |oan
agreenents net of receipts.6/ Mst of the remainder of fiscal year
1975 new program approval s Were signed in fiscal year 1976.

Qutl ays equal disbursements on agreements signed in current and
prior fiscal years, net of receipts, and in fiscal year 1975 were
$1.5 billion. Oy some of the agreements signed in fiscal year
1975 led to disbursenents in that year and the renai nder becane
obligated bal ances to be disbursed in succeedi ng years.

(ongressi onal Leverage Over the Export-Import Bank's
Budget Authority and Qutlays

The Appropriations Subconmttees can, to a degree, influence
actual budget authority and outlays for the Bank by changing the
amount approved for new | oan authorizations annual ly. But there is
no sure way to know by how nuch budget authority and outlays wll,
in fact, change. S nce the Bank has pernanent Indefinite authority
to borrow, the actual value of budget authority is indeterminant
until signed contractual obligations are nade.

The Appropriations Subconmttees rely on the Eximbank's
estimate of its desired budget authority. Its estinmate of budget
authority has general |y exceeded the actual budget aut horitﬁ.

The discrepancy between the actual and estinated budget authority

Is due principally to the difficulty of predicting international
economc events; the actual levels of credits authorized and

signed will vary with changes in economc clinate. Wile the

Budget Coomttees can revise the estinates, they, |ike the Appropria--
tions Coomttees, have no control over the way budget authority and
outlays are generated in a particular year. Thus they have

very little coomand over the Bank as an instrunent of fiscal

pol | cy.

6. Budget authority also includes 25 percent of guarantee and
| nsurance authorizations, and Eximbank net incone.



CHAPTER | ]
THE EXPORT—iMPORT BANK AND THE CREDI' T MARKET

Rational e for the Exi nbank Oredit Program

Proponents of Exinbank activities argue that the |oan
prograns of the Bank fill agap in the credit market for long-term
(7 to 12 years) financing of capital goods exports. The alleged gap
exi sts because conmercial banks are said to avoid the political and
exchange risks of extending loans to countries which seek |ong-term
credit but whose ability to repay mght be doubtful. The quantity of
funds denanded for the financing of |ong-termcapital goods exports
Is greater than the quantity supplied by the private capital narket,
and Exinbank narrows the gap by increasing the supply of funds
avai | abl e.

There are real barriers to the supply of donestic funds for
export financing. Conmercial banks often will not extend |oans for
terns exceeding ten years, and prefer to lend no longer than five
years wthout guarantees or insurance. National banks are al so
limted inextending credit by the statute (12 U.S.C. 84) which
sets a ceiling of 10 percent of a bank's |oan portfolio to any one
borrower. Banks frequently encounter this ceiling when custoners
are foreign governnents, foreign governnent agencies, or foreign,
state-owned corporations. Many borrow ng countries, such as Mexi co,
Spain, and Iran, have numerous state-owned conpani es which also are
custoners of US banks. For the purpose of the US regul ations,
however, a foreign governnent and all its owned agencies and
conpani es are considered to be one and the sane borrower.

I nsurance conpanies are also reluctant to provide financing
for exports. Insurance conpanies have very long-termliabilities
and, therefore, prefer very long-termbut very secure assets.l/ The
political and exchange risks appear to be too great for insurance
conpanies to put a large share of their assets into foreign |ending.
Al'so, nmany insurance conpanies, because they are chartered in New
York Sate, have a ceiling of 10 percent of their assets on foreign
lending resulting froma New York law Asimlar NewJerse?/ | aw
restricting foreign lending to 5 percent of assets also applies to
many insurance conpani es.

1. Insurance conpanies al nost never lend for terns |ess than 15
years.

an
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Sone proponents argue that the Eximbank iS needed not only
to overcone these barriers to the supply of financing but also
because nany countries are unable to obtain adequate credit since
political risks may be too great for a foreign creditor to assune.
Also, in sone countries capital narkets are not well-developed,
and there is very little information on the sources of available
credit. These factors are said to contribute to the lack of
supply in international narkets for |ong-term finance.

If Exi nbank were offsetting shortages of credit due to
these political risks and lack of information, the distribution
of Exinbank credits should reveal that the Bank is providing much
credit to less creditworthy countries. This appears to be the
case.

The Exi nbank has its own systemof credit ratings, based on
premumrates for guarantees and insurance. The ratings range from
the nost desirable to the least desirable and can be Bl aced on a
scale fromone to four. Countries with a nore desirable rating pay
a smaller premumfor guarantees or insurance. The Bank charges
different premumrates because countries vary in their ability to
repay, and a determnation of a country's ability to repay is based
on financial considerations. The followng analysis draws on the
Eximbank's own assessnent of the creditworthiness of the various
borrow ng countries.

Table 2 lists (1) the percentage distribution of credits
outstanding in each class of countries and (2 the distribution
of credits outstanding as a percentage of total inports by that
class. More than 35 percent of credits outstanding is in dass 1
(incolum 1). This indicates that the Bank has extended substanti al
credit to countries whose credit is well established. However,
those countries with better credit ratings also tend to be bi
inporters, and the amount of credits outstanding to a class should
be adjusted for the size of their inport nmarket. A though a large
proportion of total credit is outstanding to dass 1 countries, as
shown in colum 2 these credits represent only a snall proportion
of inports by that class of country.2/ .

Thus, although Exi nbank has lent substantial anounts to
the nost creditworthy countries, the structure of its portfolio

2. Sone of the top-rated countries are France, Gernany, the

Net her| ands, Saeden, Italy, Uhited Nn%dom \enezuel a, Canada,
Australia, Japan, and Iran. Sone of the poorly rated countries are
Sierra Leone, Afghanistan, Pakistan, Indonesia, Zaire, Korea,
Argentina, and Peru.
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TABLE 2

O STR BUNM ON GF EXPORT-IMPORT BANK CREO TS GUARANTEES, AND | NSURANCE,
(OASS H ED BY CREDIT-RATING LASS (F BORRON NG CONTRY

(D (2
D stribution of
Qedit o Qedits Qutstandi ng
Rating dass Percentage Distri- as a Percentage of
of Borrow ng tion of Total Inports by Gountries
Gountry Credits in that Class?
1 35.82 1.63
2 33.37 12.65
3 22.06 913
4 5.86 _ 4.76
Ineligible and ot her 2.89 —

Total credits, 3%uarant ees, and insurance outstandi ng as of Decenber
31, 1975. $23, 238, 537, 000

a. Inports by the countries of that class fromall sources.
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indicates also that mich of is activity is ained at countries less
likely to receive credit in the private narket.

How Expor t=Import Bar_lk Activities Influence the
- O edi t Market

There are two ways by which the activities of the Eximbank
affect borrowng in the u.s. credit narket. Frst, because the
Bank has borrow ng authority, it can either borrow fromthe private
market by issuing its own debt, or it can borrow fromthe Treasury.
In either case, resources are channeled to the u.s. export sector
and away fromother credit uses.

Second, the Exinbank affects the anount of noney availabl e
in the credit market when it extends |oans and provi des guarantees
and insurance. The loan prograns of the Bank channel funds nostly
fromshorter-term donestic uses to |onger-term export-supportive
uses. In the past these loans were, fromtine to tinme, extended at
a rate of interest substantially bel ow the market rate for commercial
| oans of conparable maturities.

(Qost to the Taxpayer

Exi nbank |ends on average at a rate of interest higher than
the rate at which it borrows fromthe Treasury or the public. So
the Bank is able to operate wthout causing any direct cost to the
taxpayer. In principle, the bank could create an indirect cost to
the taxpayer in the followng way: When the Bank exercises its
authority to borrow annual Iy, it creates outlays, and borrows from
the governnent. Exinbank borrow ng fromthe government may cause an
increase in net federal borrowng. If the increase in federal
borrow ng caused the rate to be paid on the federal debt to rise
there would be a cost to the taxPayer. Any such indirect cost to
the taxpayer is likely to be negligible, however, because Exi nbank
borrowng is a small proportion of net federal borrow ng and
because the US Governnent can usual ly borrow additional funds
with little increase in interest rates.

Furthernore, the Bank's inpact on credit and exports does
not depend on its having positive outlays in the budget. Even if
the outlays of the Bank are zero in any year, the Bank can continue
to affect the supply of credit by issuing newloans wth noney from
| oans repai d.
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Inplicit Subsidy of the Export=Import Bank

In the past, Exinbank has lent at rates of interest bel ow
market levels. The gap between narket rates and the Exinbank rate
results inan inplicit subsidy to the buyers and sellers partici pat -
ing in Eximbank-financed transacti ons. Conceptually, there are at
least two ways in which the size of the subsidy could be neasured:

() The subsidy coul d be neasured as the difference between the
rate of interest foreign buyers woul d have been willing to pay
and the rate Exi nbank charged forei gn borrowers, or

(2) The subsidy could be neasured as the difference between the
rate of interest Exi nbank coul d have earned had it lent the
funds to donmestic u.s. borrowers, and the rate Exi nbank
charged foreign borrowers.

Wi ch of these two concepts of inplicit subsidy is appropriate
depends on the purpose of the analysis. The first concept neasures
the benefit to buyers and sellers of U.S. exports; the second
indicates the extent to which the Bank, as a financial internediary,
channel s resources to the export sector. The second neasure is a
better indicator of the Bank's effect on the econony than is the
estimate of Exinbank budget authority. The second concept of
subsidy is also much easier to neasure than is the first since it
does not require a case-by-case estinate of borrowers' hypotheti cal
Wllin?ness to pay interest. Because of its appropriateness and
ease of neasurenent, this paper uses the second concept of subsidy.

To estinate a value for the inplicit subsidy, Exinbank
di sbursenents on |oans were taken for different classes of exports
infiscal year 1975. Amaturity distribution lists the anount of
noni es disbursed for |oans of the sane termfor different comuodities.
The termis not the actual maturity of the loan contract, but the
period fromthe date of first disbursement of nonies for the
project to the date of final repaynent. For nost projects it takes
an average of 4 to 5 years to disburse nonies on the total |oan
before the date of first repaynent of principal begins. During that
Ben od nonies are being paid out fromthe Exi nbank and the comerci al
ank. When disbursal ends and the project starts generating cash
flow principal repaynents begin to the conmercial bank for the
first part of the remainder of the termand to the Exi nbank in the
last part. This calculation takes into account the |onger term
because once nonies are di sbursed for a project, the opportunity
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to use the funds for a different Hour pose is foregone. The cal cul a
tion also takes into account the fact that in sone periods onl
interest paynents are nade and in others interest and principa
repaynents are made on a declining bal ance basis. An average of
loan maturities weighted by the inpact of the subsidy for each
class of exports shows the average termto be nine years.

Total receipts of principal and interest are calculated for
each comodity class at an Eximbank rate of 6 percent since nost of
the |oan dishursenents in fiscal year 1975 were nade at 6 percent
interest. The present val ue of those yearly receipts of principal
and interest are then calcul ated at an estinated market rate of 12
percent.3/ Twuelve percent is chosen as an arbitrary but defensible
estimate of what Exinbank coul d have earned by |ending donestically;
it is only two points above the average prine rate charged by banks
to their nost creditworthy borrowers between July 1974 and June
1975.4/ It is inportant to note that if sone other alternative
rate were considered ?}opr opriate, the magnitude of the Exi nbank
|rrp|I(|jC|t subsi dy woul d change, but its distribution by industry
woul d not.

In an earlier study, the Gfice of Managenent and Budget
(OMB estimated Eximbank's implicit subsidy in a different way.5/
OMB's estimate of the interest subsidy in fiscal year 1975 is based
on authorizations for loans with an aver aPe termof six years at
81 percent rate of interest. But not all |oan authorizations are
actual |y signed and, when they are, the termof the |oan varies
significantly by the type of export and the extent of comerci al
participation in financing. oMB's 81 percent is probably too |ow an
estimate of the market rate for fiscal year 1975. The weighted
average of the maturity of the loans by the distribution of the
subsi dy shows the average termto be nine years and not Six years.

_ Table 3 identifies by comodity groups (1) the val ues of
noni es dishursed in fiscal year 1975 (2 the total receipts of

3. See Technical Appendi x.

4, Ap'orrparabl e market rate for loans in the 7- to 15-year naturity
class is not available. An alternative, albeit arbitrary one, mght
be a twenty-year BAA corporate bond rate.

5. Special Analysis of the Budget Fy 1977, p. 11l




TABLE 3

DISTRIBUTION (F EXPORT-IMPORT BANK LQOAN SLBS DY BY | NDUSTRY FCR H SCAL YEAR 1975

‘(€housanis ot doftars) - - S

A B C D F G
_ ' Total Recei Pts Present Qubsi dy: Per cent age

Commodi ty Total Aver age of Principal & Val ue at ol unns Ostribution
Description Disbursal "~~~ - Term * - Interest at 6%~  -12% - ‘Bmnus E of Subsi dy
Sone, clay, glass, and -

concrete commodi ties 3,425 7 4,452 2,700 725 on
Msc. nanufacturin _ 179 4 21 154 25 .04
Arcraft, railroad | oconoti ves,

ships, motor vehicles 924, 359 8 1, 250, 266 706, 044 218, 315 3L%
Chemcal &allied products 19, 053 6 22,886 16, 097 2,956 0.43
Msc. textile mll 3,377 7 4,352 2,691 686 0.10
Seecial industry manufactur-

I ng nachi nery . 292, 943 9 385, 410 215, 422 77,521 11.35
Bui ['ding construction &

general contracting 105, 407 8 141, 033 78, 645 26, 762 3.9
A?rlculture, forestry &

i shing commodities _ 91, 208 3 96, 581 86, 358 4,850 0.71
Hectrica power, electronic

nachi nery, conmuni cation equip. 81,076 8 116, 876 59, 558 21,528 3.15
Anal yzing & control ling

instrunents 2,008 4 2,273 1,79% 212 0.03
Prinary netal mning &

constructi on . 117,575 9 173, 651 83, 900 33,675 4.93
Nucl ear power construction

& equi prent . 477, 981 1 747,032 314, 602 163, 379 23.92
Eng., Architectural, services 1,776 4 2,054 1,552 224 0.03
Paper and al lied powers 120 1 125 115 5 .00l
Gonstruction & mning equip. 243, 319 7 298, 663 202, 903 40, 416 5.92
Hydroel ectric power equip. 326, 867 10 484,010 235,130 a1, 737 13.43

LT
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interest and principal resulting fromthe Exinbank 6 percent rate,
(3 the present value of those receipts of ﬁnnu pal and interest
at 12 percent, and (4 the total value of the subsidy. cBo's
estimate of the interest subsidy for fiscal year 1975 is $683
mllion. |f Exinbank would have earned nore than 12 percent, this
IS an underestinmate. If Exinbank could not have earned as nuch as
12 percent | endi nﬂ donestically, it is an overestinate. Table 3
-also identifies the percentage distribution of the subsidy anong
thes of exports. The distrrbution shows that over 50 percent of
the subsidy goes to support aircraft and other transportation

equi pment, -~ nucl ear power construction and equi prent, and ot her
special industrial nachinery exports.

cBo's nethod of choosing an alternative market rate probably
underestinates the val ue of the subsidy to certain recipient .
countries. That is, had cBO been able to neasure the first subsidy
concept, "wllingness to pay interest,"™ rather than the second
concept,"what Exi nbank coul'd have earned donestically,” the subsidy
to many borowers woul d have been [arger. Many poor, unstable
countries have |imted access to private funds, and the choice of an
alternative market rate would be nore arbitrary. Aso, the risk
premumon |oans to those countries mght be significantly higher
than 2 percentage points.

The val ue of the inplicit subsidy in ceo's calculationis a
function of both the alternative narket rate and |oan di shursenents.
The subsidy w Il increase or decrease depending on (1) value of the
alternative narket rate, (2 the Exinbank rate, or t he amount
of noney disbursed. For exanple, the subsidy wll decrease when
the expected alternative market rate falls and/or when Exi nbank
starts disbursing |oans whi ch were authorized at a higher interest
rate. For fiscal year 1976 the average ﬁri me rate dropped to 7
percent, resulting in an alternative narket rate by cBo's nethod of
9 percent. Snce dishursenents also declined somewhat (around $2.2
billion), the subsidy wll decrease fromthe estinmated $683 m!!lion
to perhaps $500 mllion. The subsidy will also start to decrease in
fiscal year 1978 when many of Exi nbank |oan disbursenents wll be

those which were authorized after January 1, 1977 at higher interest
rates.



TECHN CAL APPEND X

Atermloan analysis was used to calculate the total flow
of expected receipts of principal and interest to the Eximbank.
The data base on which these flows were calculated is the maturity
distribution of Exinbank |oan disbursenents. D sbursenents were
made on | oans in each commodity group in Table 3 for sem-annual
terns. The followng table lists disbursenents and their correspond-
ing terns for the chemcals and allied products commodity group as
an exanpl e of the data base.

_ D sbur senent s
Termin years ~(thousands of dollars)

$ 50
3056
601
1963
4600
1933
5339
8
270
988
244

(SRECLNC LI S
oUIoUIo G

V
©EOP o
ouno®

A termloan reﬁaymant schedul e is conputed for each sem -annual
termdi sbursement at the Exi nbank 6 percent rate on the initial -
assunption that the principal amount is the sane for each period of
repaynent. Interest and principal are then calculated in each
subsequent period of the termon a declining bal ance basis, i.e.,
after principal paidinthe last period is subtracted. Qace

periods were also assuned for periods in which only interest

payments were nmade initially for repaynent terns greater than five
years. The followng is a schedul e of the nunber of grace periods
assuned for the corresponding sem-annual terns:

Terns Nunber of grace periods
55-6.5 1
7.0- 8.0 2
8.5-10.0 3
10.5-12.5 4
13.0-15.0 6
15.5 - 17.5 8
18.0-20.0 10

(19)
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Finally, in each commodity group the sumof all the receipts of
principal and interest was taken for each line of colum D in Table
3.

Next a present val ue anal ysis of each |oan repaynent schedul e
was done at the alternative market rate of 12 percent. The present
val ue analysis discounts all receipts of principal and interest to
the present value at the required rate of return of 12 percent. The
formila for the present value of a streamof cash flows is

A

= %0 (_1:-;F

where r is the alternative market rate for each period t and aAg is
the expected principal or principal and interest payment nade to the
Bank. Ay is discounted in each period by (1 + ) . Al of the

discounted flows, ————— , are

1+rF

sunmed to get the present value. Golumm E of Table 3 lists the sum
of those present value calculations for each commodity group.

O









