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Report of the Export Credit Guarantee Committee

. CHAPTER 1
INTRODUCTORY

Previous inquiry—As part of the export promotion drive, the
Government of India have been considering from time to time the
question of introducing an export credit guarantee scheme on the
lines of the schemes in operation in various foreign countries. This
idea was also considered by the Exzport Promotion Committee
appointed by the Government of India in 1949 to make recommenda-
tions as to the measures for stepping up exports. That Committee
was not, however, in favour of such a scheme on the followmg
grounds ;— '

“The scope of sucha scheme is very limited in India:
The nature of our exports, the traditional ties between
exporter and foreign importer, the: absence of political
interference with export trade in most of the countries to
which we export, all these make such a scheme unnecess-
ary. Moreover, in order that insurance should work
satisfactorily, the number of insured must be quite large
and the business must continue regularly. Inthe U.K,
for instance, a shipper taking advantage of the scheme
cannot pick and choose the consignments which he wilt
INSULeerareresc APArt from other considerations, there is not
likely tobe that amount of business which would allow
such a scheme to be worked successfully, and, in all the
cir¢umstances, it would be best not to waste further time
in consideration of this and other similar projects, but to
apply ourselves to the real remedies for increasing exports—
reduction in price, use of good material and suitable work-

manshlp. .

2. Draft scheme consldered by the Export Advisory Council—
Notwithstanding® the views of the Export Promotion Committee
(1949), the rapid changes in the pattern-and mechanism of export
trade and the gradual conversion from a seller’s market to a buyer’s



2

market with the consequential demand for payment terms more
favourable to the buyers than heretofore, necessitated are-examina-
tion of the position. A need was felt for providing Indian exporters
with the same credit insurance facilities as were available to the
exporters in most foreign countries. A proposal for the introduction
of an export credit guarantee scheme to stimulate exports was plac-
ed before the Export Advisory Council on 29th November, 1953,
The Council were however, divided in their opinion about the neces-
sity and the scope of the scheme, The Ministry of Commerce &
Industry re-examined the matter and circulated in May, 1955, a new
draft of the scheme to the Export Advisory Council and some cham-

bers of commerce and trade associations. This scheme is reproduced
in Appendiz I to this Report.

3. Opinions on the draft scheme—The opinions expressed on
this draft scheme were sharply divided. While there was a con-
sensus of opinion that an export credit guarantee scheme was -
generally necessary as a means of stepping up Indian exports

2 ]
several views were expressed in regard to the scope of the scheme

and the manner of its implementation. A large volume of opinion

was not in favour of the second part of the scheme, which aimed
at covering the foreign buyer's risk, i, e., insuring the foreign buyer

against the failure of the Indian Exporter. to fulﬁl the terms of the
contract.

4. Present inquiry: Terms of reference~In view of the differ-
ences in the opinions expressed, the Government of India appointed

this Committee by Resolution No.EP/56 dated the 7th ]anuary,
1956, which is reproduced below :

No, EP/55. The Government of India have had under
consideration a proposal to introduce an Exzport Credit
Guarantee Scheme for India with a view to stimulating exports.

2. The scheme is conceived to be mainly based on the
principle of insurance and is intended to provide a guarantee to
the exporter against losses resulting from circumstances which
are beyond his control and which are not ordinarily accepted
as insurable risks by Insurance Companies such as insolvency
of the foreign buyer, unforeseen changes in regulations relating
to foreign exchange, occurrence of war,

incurring of extra
delivery charges, etc.
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3. While the need for an effective organisation to provide
guarantees against export risks is generally recognised, several
views have been expressed in regard to the scope of the scheme
and the manner of its implementation. The Government of India
have accordingly decided to appoint an expert committee with

the following terms of reference ;:—

(1) to examine the siiggestions mwade in this behalf and
to consider the scope of the Export Credit Guarantee
Scheme ;

(2) to make recommendations in regard to :
(a) the nature of risks to be covered ;
(b) the basis on which premia should be fixed ;
(c) the structure of the organisation that will be
required for the implementation of the scheme: and

(d) any other matter necessary for the successful
operation of the scheme.

4, The Committee will consist of :—

Chairman :

Shri T. C., Xapur,
Retired General-Manager of the Bombay Mutual

Life Assurance Society Ltd., Bombay.

A{cmbers :

1. Shri W. A. Foges,
M/s. United Traders Ltd., Bombay.

2 Shri E. P. W. Da Costa,
Editor, Eastern Economist, New Delhi.

3. Shri S. Gupta,
Secretary & Treasurer of the State Bank of India, .

-Calcutta.
4, Shri S. C. Roy,
Director, The National Rolling and Steel Ropes Ltd.,
Calcutta.

5. Shri T. S, Ramaswami, Undet Secretary,
Ministry of Commerce & Industry, New Delhl.._
Member-Secretary,
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‘Government also propose to appoint‘an. Exzpert Advisor,
having knowledge of the working of an Export Credit Guaran-
tee Scheme in one of the foreign countties, to assist the Com.
mittee, ’

5. The Committee - may co-opt. with the approval of
the Government of India, such additional members as may be
found to be necessary from time to time,

6. The Committee is requested to’ undertake the neces-

sary enquiries and to make its recommendations by 6th May,
1956,

7. The headquarters of the Committee will be at Delhi
and it may visit such places as it may consider necessary for the
purpose of this enquiry.

8. The Government of India trust that firms, Chambers
of Commerce and Associations, etc. will afford the Committee
all the assistance that it may require and will comply with any
request for information that may be made,

Nots :—(1) Mr. F.C. Mann, Midlands Managér, Export Credits Gua-
rantee Department in the U, K., was appointed by the Government
as an Expert Adviser to assist the Committee.

(2) Sbri S. S. T. Chari, Director, Best & Co. Ltd., Madras, was co-opted

on 27th February, 1956, as a3 member with the approval of the
Government. .

(3) The time for submitting the te[;dft was extended to 30th June, 1556
by Government's Resclution Na. EP[56 dated 17¢¢ April, 1556,

5. The terms of reference required the Committee to exami
the suggest.ions already made regarding the Scheme, but fro ze
files made available to us, it was found that only 21' °Tgani5m-t e
and 18 persons, mostly members of the Export Advisor Coatml_lls
had expressed their opinion. It was, therefore, felt ynec;I sary
fully to understand the pattern of trade and the' requi-reme;faq;
Indian exporters in the matter of export credit insurance before o
recommendation could be made. With a view to eliciting info anY.
tion and views, it was considered essential that Question Iha-~
should be prepared and issued ta exporters, tq banks.and t nalres

number of trade organisations. The fiest twp Wweeks we 02 large
ingly spant in preparing the questionnaires, | re accord,
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. 6. Method of inquiry—The first meeting of the Committee
was inaugurated- by Shri T, T. Krlshnamachan,"\dlmsi’:er of Com-
merce and Industry, on the 23rd January, 1956. A few days later
one questionnaire was issued to all export interests through
Chambers of Commerce, trade associatgions and Export Promotion
Councils. This questionnaire was also published in the Trade
Notices issued by the Export Trade Controllers at the ports, the
“Tournal of Industry and Trade”, and the ‘Indian Trade Journal",
At the same time, the Committee addressed a special questionnaire
to all banks. A copy of these questionnaires will be found in
Avppendices Il and IIL. A list of trade otganisations, banks, and
other bodies through whom the main questionaire was distributed
to individual ezporters and who were themselves requested to
submit memoranda on the various points raised by the questionnaire,
will ‘be found in Appendix IV. This Appendix also gives the

"names and addresses of organisations who sent memoranda and/or
detailed replies to the questionnaxre. :

7. The divergent views expressed by various interests on the’
draft scheme circulated by the Ministry last year showed that the
trade had not fully appreciated the scope and the manner of opera-
tion of the guarantee schemes in other countriesand the benetits
that accrued to insured exporters. With a view to eliciting the
fullest possible answers to the questionnaires, the Chairman, the
Member-Secretary and the Adviser visited Bombay from the Sth
to 16th February, 1956. In company with Mr, W.A. Foges, they met
representatives of various Chambers of Commerce and exporters
Associations, Export Promotion Councils and Bankers® Associations
at Bombay, and explained the implications of the various aspects of
the guarantee schemes in operation in foreign countries. The com-
mittee also held similar discussions with Government officials and
export interests at Calcutta between the 20th and 23rd February,
1956.- More formal discussions were held at Calcutta between 21st
and 24th March, 1956; at Madras on 9th to 12th April and 19th
Apnl 195%; at Bangalore on 14th April, 1956; at Ernakulam (Cochin)

on 16th, 17th and 18th A pril, 1956; at Bezwada on 20th April,  1956;
again at Bombay on 4th May, 1956, and at- New Delhi on 26th and
27th April and 9th may, 1956. A list of-organisations and indivi.
duals who accepted invitations to meet -the Committee a3’ well 3
list of those who did not respond to the Committee"s invitation, wil]
be found in Appendix V. :
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8. The Committee received 271 replies to the questionnaire
issued to individual exporters. The poor response in spite of exten=
sion of the time limit for submission of replies, may be attributed
€6 an inadequate appreciation of the issues involved by the great
majority of the exporters. However, a great deal of useful informa-
tion has been supplied and a summary of the replies from individual
exporters, is givenin Appendizx VI. Appendix IV (1) (a) gives the

names and addresses of the exporters who have answered the
questionnaire. .

9. The Committee received memoranda from 66 chambers of
commerce and trade associations. A large number of organisations
did not send their views, possibly because their members were not
interested in export trade or because they bad little to add to the
replies submitted by their constituents directly to the Committee,
In the discussions. held with the associations, several mew points
were made. A summary of the points rajsed by them in their

memoranda as well as in oral evidence before us is contained in
Appendix VIL

10. A summary of the replies to the special questionnaire receiy.

ed from banks, and of the discussions held with the Bankers’ As.
sociations will be found in Appendix VIII.

-11. Tt came to the notice of the Government that the Annual
General Meeting of the Union d'Assureyrs pour le Controle des
Credits Internationauz, Berne, an association of the Export Credit
Guarantee Organisations in about a dozen countries was being helqd
at Cannes from 13th to 18th May, 1936, As some o

f the items on
the agenda of the meeting were of great importan

ce to the Com-
mittee, the Government deputed the Chairman of the Committee

to attend the meeting as an Observer and if necessary, to visit the
head offices of some of the European Organisations. During his
stay at Cannes, the Chairman discussed important prob

lems regar-
ding export credit insurance with most of the members who attended
the meeting; he also visited the head offices of the French, Nether-
lands, German and Swiss organisations and discussed with their
managements certain important aspects of the problems which the
Committee had to consider and decide. The Chairman left for

_ Europe on.10th May and teturned to India on st Jupe, 1956,



CHAPTER 11
CASE FOR EXPORT CREDIT INSURANCE

From the stage of production or manufacture of goods to .the
stage of marketing and receiving payment, every entrepreneur
faces certain risks.: There are the risks of fire; riot, transport, theft,
war damage, and finally loss due to inability to receive the sale
price from the buyer for any reasonr. Every entrepreneur needs
protection against such risks. It is possible for him to cover himself
against risks of fire, riot, transport, theft, and if such a situation
arises, war damage; but at present, an Indian entrepreneur has no
means of covering his risks of losses inherent in the sale of goods on

credit.

2, Credit is the essence of economic development, the history
of man’s economic development is the history of credit. Modern
economic civilization is largely based on the credit system, When
goods are sold on credit and the buyer and the seller are in the same
‘country, the main risk involved is that on the buyer, that is the
refusal or inability of the buyer to pay for the goods purchased by
him. But, if the buyer and the seller are in two different countries
then apart from the risk on the buyer, there are other risks which
are created by the political, financial and economic situation of the
buger’s country, These risks bhave been described in detail in
Chapter III. At the present time, credit in world trade is in greater
demand than ever before; for, due to the efforts that have been and
are being progressively made in various countries to develop and
expand industries, competition has considerably increased in recent
years. For most commodities, the seller’s market has given place to
the buyer's market, Thisis creating a demand for goods being sold
‘on credit terms, i €., where payment is due to be made in the buyer’s
‘country after shipment. If goods are sold on credit terms, there
will be a need for protecting oneself against bad debts just as there
is need for protecting oneself against fire, theft, loss in transit, etc,

3. Protection against export risks is provided by export credit

insurance schemes which are operating successfully in the following

countries :— _ .
Austria, Belgium, Canada, Denmark, France, Western Germany,

_-Holland Irish Republic, Italy, Japan, Norway, Spain, Sweden,
Switzerland, and the UK.
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In Australia, the bill for setting up an export Payments
Insurance Corporation has been passed by the Parliament. In addi-
tion, new schemes are in course of preparation in South Africa, and
the U.S.A., and it is believed that other countries are also interested
in the introduction of export credit insurance. These schemes

(Summaries of some, of which will be found in Appendiz IX) help
the exporter in the following manner :—

(a) By insuring against loss from export risks, the insured is
enabled to sell on credit terms and thereby successfully

compete with exporters from other countries, and increase
his volume of business, . -

(b) To the extent to which a risk is covered, credit insurance

obviates the necessity for transfers to bad debt reserve,
which are liable to income-tax.

(c) Where goods are specially prepared for particular markets
- or buyers and cannot easily be sold elsewhere, Export
. Credit Guarantees insure the exporter against loss arising

.from frustration of the contract before the goods are deli-
vered to the buyer. :

(d) Credit insurance assists in maintaining working -ca‘pital

. intact in so far as it. enables the exporter to recoup any
- losses arising out of - any of the risks covered, Futther-
more, credit insurance, by reason of the increased security

- which it affords, enables the exporter to rajse finance more
readily than otherwise would be the case,

. Ly ) Working capi-
tal is an asset which is not insurable and therefore

A cannot
normally be used for raising finance,

{e) The credit insurance organisation perfonﬁs the important
function of independently investigating and

checki
credit standing of foreign buyers, ing the

' 8 of Thus, the organisation
is able to advise insured exporters about fizing the credit

. limits on their buyers _(see Chapter I11 Paragraphs 10 to 14)

(f) A credit insurance organisation, being interested in credits
_granted all over the world, and having access to official
sources of information, is in a better position to study the
 economic and political developments in foreign countries
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than an individual exporter and can advise him .of. likely
dapgers. Such advice is of special value when exporters
are prospecting for business in countries of which they have
little or no experience. )

4. Tt should be mentioned hefe that, where standard goods are
sold on terms of confirmed irrevocable sight letters of credlt
there are normally no post-shipment risks to insure and such con-
tracts would be excluded from export credit policies. It has not
been possible for the Committee to ascertain what Percentage of
Indian exports is on the basis of letters of credit, though many
widely differing estimates have been given to us.

5. The question arises whether the Indian exporter needs
credit insurance. Some exporters, particularly those who export
jute fabrics, tea, minerals and cotton textiles have mentioned that
they do not need any insutance facilities. Thisis because a large
percentage of these goods is exported on a letier of credit basis.
There is some evidence, however, to show that the strength of
competition is beginning to force some extension of payment
terms for these goods and that this tendency is likely to become
more pronounced in the future. It has been admitted in the course
of discussions with us by associations of jute manufacturers that,
while the need for a scheme of this nature is not felt to be immedi-
ate in their case, growing competition will eventually make
them recognise its utility; in fact, one jute association requested
that the scheme should be made compulsorily applicable to all jute
exporters forthwith. The position regarding tea appears to be
same, One of the tea associations has also urged that the scheme
should be compulsorily applicable to all exports of tea. We are
informed that in cotton textiles percentage of exports on terms
other than letters of credit is steadily increasing. Exporters of silk
and rayon, engineering and plastic goods have represented to the
Committee that there is an immediate need for export credit insur-
ance and. have urged that the scheme should be brought into force
immediately. So far as other exports are concerned the position
appears to be that the need for insurance is being felt to the
extent to which goods are being exported on terms other than
letter of credit.

6. It has been brought to our notice that in one fore:gn market
Indian goods are not being- preferred because Indian. exporters
insist on letters of credit being opened. "The buyers; therefere, buy
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goods from other countries and deal with Indian exportets only if
they find that, after allowing for the expense involved-in opening
the letters of cridit and the loss of interest, Indian goods are still
cheaper than goods imported from other countries. By insisting on
letters of credit in this market, Indian exporters are losing a con-
siderable volume of business, It is likely thata similar situation
obtains in other markets. The Indian exporter is either ignorant

of the business lost or his insistence on letters of credit is due to
facilities for covering himself against e

12bl xport risks not being
available. . . .

7. Furth?r. an important feature of the structure of India’s
export trade is that the great majority of exporters consist of small
and medium-sized firms which cannot command the same capital
resources as the big and established exporters. The number of
such small and medium-sized firms is increasing every day because
of the greater fteedom and greater facilities that have now been
created due to changes in the political, economic and industrial
conditions in the country, Such firms need greater financial facili-
ties to enable them to meet foreign: competition. Their prospects
of obtaining these facilities will improve if they can offer their

bankers additional security in the form of an export credit
insurance policy.

8. ln most European countries including the U. K., the
Government insurance organisations have introduced new types

of policies for " Dollar Drive” exports and for the development
of new markets for specialised products. Under these policies
the insurers share with the exporters the risk that their
expenditure in market surveys, advertising, holding of consignment
stocks, and sales promotion campaigns. may not be recovered
through increased sales over 2 specified period. This part of t.he
scheme will be useful in the development of markets for Indian
manufactures generally and handloom products artware. and
pumerous other cottage industry products particularly.

9. The Second Five-year Plan emphasizes the need to increase
earaings of foreign exchange. This objective can be largely
achieved by developing exports. Various steps have been or are
being taken by Government in this direction, but while we do not
minimise the importance of such steps, they do not enable Indian
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exporters to offer the same payment terms as their foreign
competitors who are backed by export credit guarantee organi-
Sations in their 6Wn countries, ’

10. TIn view of the following facts, viz.,

(a) demand for credit terms js being made for ali exports and
is likely to increase even for the exports of jute fabrics,
tea, minerals. cotton textiles,

(b) more small and medium-sized firms are coming into the
export business and this class of firms has a great need for
insurance,

(c) export credit insurance makes the export finance facilities
more readily available,

(d) the insurance helps the exporter to develop new markets,

(e) competition from exporters from other countries having
insurance facilities can be met if, other things being the
same, Indian exporters are placed in a similar position as
their competitors in regard to credit insurance, and

(f) there is a pressing need to earn foreign exchange, we are of
the opinion that an export credit insurance scheme isan
important export promotion measure, and therefore re-
commend that this scheme be started in India without
delay.



CHAPTER 1l
EXPORTERS' RISKS

_ I. In this chapter we consider the nature of the risks to be
covered by the Indian Export Insurance Organization. We are
not concerned herewith the-risks of fire, theft, or matine risks for

which adequate cover is available from general insurance
companies. ’ .

—

2. In the case of every export there are some risks which are
operative before the goods are shipped. and where goods are sold
on credit, there are other risks which atise after shipment. The
first are called pre-shipment risks, and the others post-shipment
risks. Post-shipment risks become operative from the shipping stage
g.nd end when the payment has been received in the exporter's
country. Pre-shipment risks commence as soon as the exporter has
committed himself to expenditure after the conclusion of the sales
contract and end on the date of shipment, when the post.
shipmerit risks commence. In this context, shipment means “the
despatch of goods from India by any means of transport.” In the
case of goods which can be sold without loss in the home market
and or in various foreign markets, post-shipment risks are more
important ; and in the case of goods which bave been prepared for
a particular buyer or for a particular market and the possibility ?f
their sale in the home market or in other foreign markets is
limited, pre-shipment risks are usually as important as post-
shipment risks,

Post-Shipment Risks

3. The following risks become operative as soon as goods are
shipped :—

(a) Diversion Risks.~Due to iaterruption or diversion of
voyage outside the exporting country, the exporter may
have to incur in respect of goods shipped from his country,
additional handling, transport or insurance charges which
it is impracticable to recover from the buyer.
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(3) Import Control Rish,~The importer may have placed
orders for goods but he may not hold a wvalid import
licence when the goods arrive. He may not have been
able to obtain the necessary licence or his licence may
have been cancelled or may have expired and cannot be
renewed. Even if there were no import restrictions when
the order was placed, new import restrictions may have

been imposed. ' ' '

(c) Repudiation Risk~—~A solvent buyer may repudiate his
contract, refuse to open a letter of credit or toaccept

goods.
(d) Insolvency Rish.—The buyer may become insolvent.

(e) Default Risk,~The buyer may acéept the goods on credit
terms and on the due date refuse to make payment or may
temporarily be unable to pay.

[Both (d) and (e) together are called Commercxal or Del Cre-
dere Risks].

(f) War Risk— War between the buyer's country and the
exPorter S country may occur. . .

(&) War and Civil War Risk—There may OCcur war,
hostilities, civil war, rebellion, revolution, insurrection or
other disturbance in the buyer's country or other
countries through which the goods must pass,

If any of the contingencies referred to in (f) and (&) occurs,
the exporter may suffer losses because,

(i) he may be prevented from delivering goods ; or
(ii) he may be prevented from removing his goods from a
country involved in war : or .

(iii) the buyer may be prevented from making payment ; or

(iv) the foreign bank t8 which the buyer has paid his debt
may be Prevented from remlttmg payment to the
exporter, , ,

(k) Transfér Risk. '—-The operatmn of a law or. an order
decree or regulation having the force of Jaw, “which in
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clrcumstances outside the control of the- exporter and of
the buyer, may prevent, restrict or control the transfer

of payments from the buyer's country to the exporter's
country. :

(i) Exchange Fluctuation and Devaluation Risks,—~If the sale
has been made in a currency other than that of the

exporter's country, the exporter may, apart from the
blockage of funds, suffer loss because of—

(#) fluctuations in tne currency ; or
(ii) the devaluation of the cutrency,

(The first is Exchange Fluctuation Risk and the second is
" Devaluation Risk),

(i) Omnibus Risk.—Any other cause not being within the
control of the exporter or of the buyer which arises from

events occurring outside the exporters’s country. (This
may be called Omnibus Risk).

Risks (a) and (b), and (f) to (3} are called Political Risks.

4, Between the date the exporter has committed himself to
expenditure and the date of shipment of goods, the contract may
become frustrated and the exporter may suffer losses because of
events happening either within or outside his country. If his
contract does not become frustrated before shipment and he ships -
the goods, post-shipment risks will become operative.

Pre-Shipment Risks

5 The main pre-shipment risks which are beyond the
exporter’s control and arise in his conntry are :—

(a) ban or restrictions on the import of raw material or semi-
manufactured goods which may be necessary to manu.
facture the goods to be exported ;

(b) non-issue, non-renewal or cancellation of his export licence,
or the imposition of fresh restrictions on the export of
goods ; .
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(c) increase in export duty or the imposition of a new export
duty which, under the terms of contract. cannot be
recovered from the foreign buyer ;

(d) non-availability of transport and of of berthing space for
steamers ; )

(e) strikes ;

(f) increase in .the manufacturing costs which cannot be
passed on to the buyer.

6. Risks which arise because of events happening outside the
exporter’s country and which make it impossible and/or in advis-
able to export g00ds when ready for shipment are i —

(a) repudiation of contract by a buyer (Repudiation Risk) :
(b) insolvency of the buyer (Insolvency Risk) ; '

{c) inability of the buyer to make payment due to imposition
of restrictions on the transfer of funds (Transfer Risk);

(d) expiry of the import licence against which the buyezf had
placed the order and its non-renewal; or cancella’tmn of
his import licence or the imposition of fresh import
restrictions ; (Import Control Risk) :

(e) war or civil war in the buyer's country (War and Civil
War Risks) ; =~

(f) any other cause not being within the control of the
exporter or of the buyer which arises from events
occurring outside the exporter’s country (omnibus Risk),

7. The risks described in paragraphs 3. 5 and 6 above, usually
apply to normal export transactions. There are, howe\.rer, certain
types of transactions which may involve special risks. Such
transactions are many, but we propose to confine ourselves to those
which form part of the normal pattern of the Indian export trades
or are likely to do so, '

(a) The exporter may have sold his goods on a *'costs insurance
and freight” basis, and between the conclusion of the
contract and the date of shipment the insurance and
freight rates may go up, To the extentto which these

rates may increase, the exporter suffers loss. (C.LF. Risk).
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(b) Goods may have been exported to an agent in a foreign
country for sale in the local market there. If the said
agent acts as a principal and is responsible for payment to
the exporter in the currency of the exporter’s country,
then the risks involved are the same as for a normal
export. But if the agent holds a stock of goods for sale
on the exporter’s behalf in local currency, then, apart
from other risks, devaluation and exchange fluctuation
risks are involved, Further, so long as these goods remain

unsold, the following additional risks are involved on the
goods themselves :—

(i) war and civil war:

(ii) requisition or confiscation of the goods by

the Govern-
ment ; ' ‘ :

(iii) prevention of re-export of the goods.

(¢) An exporter may export goods for exhibition at an
overseas fair. The export may be preceded by a firm
contract of sale in which case normal risks apply. Where
there is no firm contract of sale, the goods may be sold
either during or after the fair. The position of such
goods is- usually the same as that of sales from stocks
overseas [see (b) abovel. -

(d) There may be no. exports of goods but monies - may
become due to a firm for technical or other services
rendered to a principal in a foreign country. e.g. insurance
premiums, royalty and copyright payments, auditors fees
or services of constructional engineers. Sucha transac-
tion may be an individual one or there may be a series of
transactions extending over a period. The risks o.f non-
payment in these cases are similar to post-shipment risks.

(¢) When a Government decides to promote exports to a
particular country for earning the currency of that
country or for special considerations, exporters are
encouraged to export goods to that country and the-ex(f e
credit guarantee organizations are expected or ;:.equlll-‘e to
cover additional risks. Exzamples of these additiona t ypes
of cover are :— .

(i) Credit limits on individual buyers may be required 1;'0.
" be approved for amounts larger than would commercialy
“be pridesit.
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(i) An exporter may jpcur heavy expenses for market
surveys, stock-holdings, advertisement and other pro-
motional schemes for the development of sales in a
particular matket, Insurance may be given against the
risk that these expenses may Rot be fully recouped by
the sales made in that country. )

8. The typesand extent of risks covered by export credit
guarantee organizations differ from country to country. Neverthe-
less, the practice of 3] the countries conforms to two basic
principles, viz.,

(2) Except in the case of some pre-shipment risks, only those

risks are covered which arise out of events occurring

outside the exporter’s country.

(8) Only those are covered which are outside the control of
the exporter and, generally, of the buyer. Any risk
which can be avoided by the exporter and/or the buyer

should be excluded,

All risks which contravene the above principles are ger_lera.lly
excluded. Some risks may not be covered by an organisation
bécause they are considered to be beyond its scope, Of are covered
by commertial insurers, or are not operative in the country
concerned. Some organizations cover some risks for exports to one
country and may, for spacial reasons, refuse to cover those risks

for export to the other countries.
Recommendations

9, We have carefully examined the .requiremerfts of Indian
exporters regarding the risks to be covered in the light of the
ctices of export credit

abovz stated principles and the pra ) y te th
insurance organizations operating in other countries and ma e the

following recommendations :—
A—DPost-Shipment Rishks
(a) Diversion risk should be covered ;

(b) Import control risk should be covered except where
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(i) import or exchange licence is necessary but is not held

by the buyer when the order is placed and he is unable
to obtain it when goods arrive ; and

(i) import or exchange licence is cancelled for buyer’s fault.

It is the duty of the buyers to obtain any necessary licence
before placing a firm order, Similarly; the exporter
ought to satify himself, before he ships the goods, that the
buyer holds such authorities as are necessaty to import
and pay for the goods. No one can be permitted to take
advantage of his own negligence. If the risk of the
cancellation of licence due to the fault of the buyer 1s not
excluded, the buyer .can cover up his repudiation of

contract by doing something which will necessarily lead
to cancellation of his licence.

{c)

A buyer may repudiate his contract either when he finds
that prices have gone down and his acceptance of goods
will end in a likely loss or when the exporter has failed to
supply goods of right quality, of contracted speci-
fication and quantities, and similar other reasons. _Repu-
diation, therefore, arises either from the fault of the ex-
porter or the buyer. It is obvious that this risk cannot be
covered for insurance is based on the good faith of the
parties concerned, . Furthermore, if an attempt were
made to insure exporters against the refusal of a solvent
buyer to accept goods, some deteriorationin the standards
of export trade might result; for, if it became known
overseas that an Indian Government Organization would
compensate Indian exporters against the buyer’s refusal to
take up goods, the normal good relations that exist bet-
ween buyer and seller would be weakened, the number of
repudiation cases would increase, cases of collusion between
buyer and seller would occur and some exzporters would
be tempted to ezport shoddy goods. Exceptions may,
however, be made in the following cases:—

(i) When the buyer is a public body which either cancels
the contract unilaterally or refuses to accept goods. In
such a case, it may not be possible to take legal steps
and even if it is possible to do so, it may be inadvisable.

(ii) When the buyer repudiates the contract and js adjudged
. - insolvent, S ‘
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(iii) Where a buyer repudiates the contract and the exporter
takes " legal steps, obtains a final judgment against the
buye':r and even by egecuting the decree he cannot
receive the full price of the goods because the buyer
!Jas No assets from which recoveries can be made. This
1s covered by the definition of insolvency. _

In all such exceptional cases, the claims should become pay-
able,
(d) Insolvency and default risks should be cove'red‘ and for
this purpose 2 buyer may be deemed insolvent when—
(i) he is declared bankrupt; or
(ii) he has made a valig assignment, composition or other
arrangement for fhe benefit of his creditors generally ; or

(iii) a Receiver has been appointed to manage his estate: or

If an incorporated bociy,
(iv) an order has been made for compulsory winding up; or

(v) an effective resolution has been passed for volqntary
winding up provided that such resolution is not merely

for the purpose of reconstruction or amalgamation; or

(vi) an arrangement binding on all creditors has been sanction-

ed by the court; or

Whether incorporated or unincorporated

(vii) Such conditions exist as are equivalent in effect to any of
the foregoing conditions. *

This definition of insolvency is used by-the U.K. and
Canadian official organizations and is similar to the one

used by the Hermes in Germany.

{e) War and Civil War Risks should be covered.

(f) Transfer risks should be covered. This risk, as defined in
para 3, clause includes moratorium and freezing of debts

imposed by the buyer's Government.
(6) Payment for goods can be due either in the currency of

exporter’s country or that of the buyet’s country or in
that of a third country, Where the payment is to be in
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the currency of the exporter's country, exchange fluctuation
and devaluation risks do not arise. The position, however,
is different where sale is in a currency other than that of
the exporter's country. From the discussions that we
had with various interests, it appears that Indian exports
are generally invoiced in Indian currency, sterling or U.S.A.
Dollars. Sales in other currencies are very few, It is
possible to provide against losses due to exchange fluctua-
tions and even devaluation by forward purchase of the
currencies concerned. There does not, therefore, appear
to be any need for an Indian Export Credit Organization
to cover these risks, since such a course will lead to an
encroachment on the functions of the banks. We are,
therefore, not in favour of covering these risks.

In some countries, foreign exchange regulations require a
customs clearance certificate to be produced before foreign
exchange can be made available. If the sale is on the
basis of cash against documents overseas, acceptance of
a deposit in local currency may btecome necessary. We
recommend that permission may be given to the exporter
to accept such deposits provided the buyer gives an
undertaking to

(1) pay any additional amounts in the event of his country’s
currency losing value in terms of the currency of the
exporter's country ;

(ii) perform all necessary formalities to ensure that the value
of the deposit is transferred -to the exporter with the
minimum of delay.

(h) Omnibus risk should be covered. This risk as defined in
para 3. clause (j) includes risks of port strikes overseas,
dock clearance delays and natural catastrophes in the
buyer’s country. This also includes the risk involved in
the change in the standards of food and otber products
after goods have been shipped provided the goods at the
time of shipment were of the standard then in force.,

B.—Pre-Shipment Risks :

(a) The risks which arise in the exporter’s country prevent
the exporter from either exporting goods or exporting
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them in time. As these risks are beyond the control of
the exporter, he cannot normally be held liable for
damages for breach of contract, It bas, however, been
represented to us that due to instability in the Govern-
ment’s export policy, non availability of transport and
other circumstances, many sale contracts now provide, on
the insistence of the buyers, for damages being paid by
the exporters if goods are not supplied on or before the
appointed date. Frequent changes in export duties pérti-
cularly in an upward direction have led to buyers insisting
that sale contracts provide for this duty being payable by
the exporters. It has further been represented that, if
the Government's action prevents the export of goods,
sometimes the prices fall and exporters suffer loss on
re-sale. A demand has been made that these risks should
be covered. Frequent and sudden bans on exports. in-
increases in export duties. nonavailability of wagons and
shipping space and shortage of berths are among the serious
problems which face Indian exporters. If these risks were
covered, the exporters might, to some extent, minimise
their losses but exports would not be promoted. Effective
steps should be taken to solve these difficulties. It is not
within our jurisdiction to make any recommendation in
this connection, We have, however, to consider whether
these risks should be covered.

(b) We have carefully examined the position and our re-
commendations are :—

(i) No serious demand has been made for covering the risk
of ban or restrictiors on the import of raw material or
semi-manufactured goods which may be necessary to
manufacture the goods to be exported. A need for
covering this risk is, however, likely to arise when our
existing industries expand or new industries are set up.
The Indian organization may examine the position if the
necessity arises and decide whether the conditions then
prevalent justify the covering of this risk.

(ii) Export restricticns are usually imposed when goods are
in short supply and excessive exports create or are likely
to create scarcity conditions in India. To cover the
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export control risk will lead to one Government organiz-
ation suffering losses because of the action of the Govern-
ment. We, however, find that the U. X, Export Credits
Guarantee Department, Hermes in Gefmany, and Co.
F.A.C.E. inFrance are covering this risk., In view of
the practice of the three leading Export Credit Guarantee
organizatiors, we recommend that this risk should be

covered. The following cases should, however, be
excluded from cover: )

{a) where export licence is necessary but is not held by
the exporter when the order is placed and he is unable
to obtain a licence at a later date, and

(b) where the export licence is cancelled on account of
" the fault of the exporter.

(i) Export duties are usually increased either to reduce
exports or to  moD up higher profits of the exporters,
To cover this risk will, to some extent, frustrate the

.object of the Government action. We, therefore, cannot
recommend the covering of this risk

(iv) Non-availability of wagons, shif)ping space and shipping
berths appear to be a usual feature of the export trade.
If thisis 50, we are being asked to give insurance cover
against a certain loss. Insurance is not feasible unless
either the risk or the time of its happening is uncertain.
Further, these risks vary considerably between different
trades, ports of shipment and means of transport. There-
fore, covering of these risks would necessitate assessment

" of premium rates for individual exporters, which would
be an exceedingly difficult, if not an impossible, task, It
is also doubtful if an adequate spread of risks would be
available. At present, the exporter makes every effort
to overcome difficulties by using alternative means of
transport or by applying pressure to the carrier, but if
these risks are insured. he may become lax. This may
also result indirectly in the greater use of penalty and
cancellation clausesin contracts which will be against
the general interest of the export trade. Settlement of
claims will present difficulties which it may not be
possible to resolve. For these reasons,

we <annot
recommend the covéring of this risk.
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(v) Covering risks of strikes in the exporter's country will
amount to the Government indemnifying one section of

the community against the actions of another section
Further, it wil] pe necessary to decide whether a strike

is legal or otherwise, whether it was outside the control

of the exporter ang; in some cases, whether it was justi-
fied. It will, in a way, mean dealing with matters which

are under the jurisdiction of another authority. In view
of this, we do not recommend coverage of this risk,

(vz) There is no demand for covering the risk of increase in
the manufacturing costs, Even if there were a demand,
this risk could not be covered because of the complexity
of the problem and unsurmountable difficulties involved
in the Proper assessment of various factors which in-
fluence the incréase. We do not recommend its coverage.

(c) The pre-shipment risks 'Whlch arise in the buser’s country
have been enumerated in para 6. These risks should be
~ covered except, :

@ repudiation of contract by a private buyer. and

*. (ii) cancellation or non-renewal of an import hcence of the
buyer for his faylt, .

C stks of Special Tmnsact;ons
(i) C.LF. risk should be covered. As suciz cases are not likely to
be large, this risk may be covered by an endorsement on
the standard policy;
(ii) Risks of exports on consignment basis except those of de-
valuation and exchange fluctuation should be covered ;

(iii) Risks of goods sent for display in a foreign fair are similar
to those for exports on consignment basis These risks
should be covered ;

(iv) Risks pertaining to non-receipt of money for services
should be convered;

(v) Non-recoupment of expenses incurred on market surveys,
stock holdings. publicity and other promotional measures
should be covered in special cases. o

10. The amount of credit which can be allowed to a b_uY?!
is dependent on the strength of his financial resources. and it 1s,
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thercfore, necessary for a tredit insurance organization' when
covering the commercial risks to set limits on the amount of
business which can be covered at any one time for an exporter on
4ny of his buyers. The Indian organization, like some other
organizations, sbould provide for two types of limits on each
buyer:: .

(i) The Credit Limit which limits the insurer's liability in
respect of the value of shipments which have been
delivered to the buyer on credit terms or placed at his
disposal on cash against documents or equivalent terms:

(2) The Contract (or Trading) Limit which limits the insurer’s
maximum lizbility in respect of all goods in course of
(manufacture and) shipment to the buyer at any one time,

11. We recommend that the amount of the Credit Limit
should be agreed by the insurer for each buyer on application by
the exporter. Where, however, the exporter is shipping many .
small consignments to a large number of buyers, the Indian organi-
zation should accept the usual pratice of al]owing the exporter a
discretionary (or ‘non-vetting’) limit within which he can ship to a
buyer without reference to the insurer : provided that such amount
does not at any one time exceed Rs, 4,000 in the case of credit
transactions on Rs. 8,000 in the case of transactions on cash
against documents or equivalent terms: Provided also thatifa
claim is made, the exporter can justify having granted. the credit
by producing either up-to-date status reports or evidence of
satisfactory previous experience with the buyer within the two
years preceding the policy. ' '

12. These limits determine the maximum claim, whatever
the cause of loss, which an exporter would be entitled to make
against the insurer in respect of any particular account except that

amounts irrevocably deposited by the buyer should be exempted
from the operation of the limits.

13. We also recommend that in the case of shipment policies
contract limits relating to goods, in course of shipment, be equal to
twice the amount of the Credit Limit. Where, however, pre-
shipment cover is given, the contract limit relating to goods in
course of manufacture and shipment should be equal to four times
the amount of the Credit Limit.

14. The above limits should not, however, be regarded as
in'ﬂexil;le. We realise that there may be cases justifying variations

being made at the discretion of the organization.



CHAPTER IV
PERIODS FOR WHICH RisKS CAN BE COVERED

_ The risks which haye been described in the Preceding
chapter are normally insureg by expo1"t credit organizations under
one or the other of the following types of policies depending on
the nature of the goods - — ' _.

(a) Short-term pOIiCies are issued for raw materials, con-
sumer goods and small items of machinery which do not
take more than twelve months to produce or manufacture
and which are normally sold on terms of payment up to
six months from the date of shipment.

(®) Medium-term policies are issued to cover individual con-
tracts of heavy capital plant and machinery which, on
account of the sjze of individual orders and of ‘the length
of the manufacturing and/or credit periods, can only be
insured under a separate policy. o

2. During the last few years a new development has been
taking place. The payment terms for Jight capital goods and
engineering products which, ip the years immediately after the
war, were normally sold on cash terms, bave gradually been
extended as aresult of the demands of foreign buyers and the keen
competition of manufacturers. Credit terms spread over two years
from the date of shipment are not now unusual for this class of
goods. A new technique is being evolved in the U. K. to cover
transactions, where more than 6 months credit is given, by
endorsing the exporter’s normal short-term policy extending the
period for which the risk is coyered. This endorsement is called
extended terms endorsement, N

The export credit organizations are generally agreed on the
maximum payment terms which should normally be underwritten

for various types of goods, 1In general, it may be said that small
engines and machines should be sold on terms appropriate to
normal consumer goods and cover should be given under the usual
short-term policy. For light machinery, diesel engines, tractors,
commercial vebicles, and other light capital goods, payment
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terms spread over two years from the date of shipment (provided
there is a substantial payment by the buyer before shipment) are
permissible. These contracts ‘should be covered under " an
extended terms endorsement to a short-term policy. For heavier
plant and major capital goods, payment terms extending from
three to five years are not unusual, insurance being available under
medium-term policies. The permissible payment terms depend on
the following factors :— '

(a) the type of goods ;
(b) the size of the order;

(c) the nature of the buyer (it is usual to approve longer terms
to a public than a private buyer);

(d) the country to which the goods are exported :

(e) the work content of the goods ; (the higher the value of

"" the raw material, the lower are the permissible payment
terms). |

4, We recommend that the risks c.)‘f Indian-exporters should
be covered for the following periods :—

(a) Pre-shipment risks:—for a period of four months pre-
ceding the date of shipment,

(b) Post-shipment risks—for exports of

(i) raw materials—up to three months and in exceptional
cases four months from the date of shipment.

\ii) consumer goods—up to six months from the date of
shipment.

(i) light capital goods for productive purposes—up to two
years from the date of shipment. -

fiv) heavy capital goods—up to three years from the date of
shipment.

In exceptional cases an extension of these periods may be

approved. .
(c) The risk for 2 credit period of more than six months

should be covered only where—

(i) foreign competition warrants such a course,
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(i¢) the type of goods and the nature of the erder justify
extended credit ;

(%) a substantial paym ent has been received on or before
shipment ; and

(iv) the work content is high.

(v) any necessary authority from the Reserve Bank of India
has been obtained,



CHAPTER v
PERCENTAGES OF COVER

Every businessman who sells goods on credit must be discrimi_
nating in the selection of his buyers, refrain from over-tradin § with
them and when the first sign of financial weakness is noticed he
must pursue his debtors with appropriate vigour. Otherwise he
is bound to suffer losses. If he is assured that any losses will be
fully recouped, he may become less discriminating in the selection
of his buyers and will be tempted to commence oves-trading and to
be lax in pursuing his debtors. In the initial stages of the develop-
ment of the export credit insurance business, the practice was to
cover the whole of the loss. This naturally led to serious losses to
the pioneers. Now, no organisation commits this mistake. All
the organisations require the exporter to be a co-sharer in the risk
and carry a part of the risk himself,

2. The use of this device of co-insurance which originally was
used for making the exporter more cautious, is now being extended
by some of the organizations to control and reduce lossesin bad
markets. By reducing the percentage of cover, an organization can
limit its liabilities in bad markets and discourage business with
those markets without unduly raising the premium rates. Varia-
tions in the percentages guaranteed, however, sometimes reduce
the value of the policy for finance purposes.

3. We summarise below the extent of cover normally offered
by various foreign credit insurance organizations, based on available
information. It may be pointed out that the maximum limits
mentioned do not bind the organizations to give cover to that
extent. The organizations reserve to themselves the right to offer
cover to a lesser extent in cases where they consider it neccssary,
The picture as given bellow cannot be considered as representing.
the exact position because the terminology used by various orga-
nizations may not necessarily mean the same thing.

(2) The U.K, Department for political risks, the‘ _French
Administration in the case of medium-term policies, anq
Hermes in Germany regarding conversion and t-ransfer
risks, give cover up to a maximum of 90 per cent. of invoice

value,
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{b) Hermes in Germany for political and pre-shipment risks ;
the Canadian Corporation in the case of all normal risks ;
the Belgian Administration regarding political risks of
private buyer; the U, g Dopartment regarding com-
mercial risks ; ang the Danish Administration for transfer
risks-give cover up to 85 per cent. of invoice value.

(c) The Swiss cover up to 80 per cent of the cost. The
Austrian Adminis':ration for all normal risks. the Belgian,

Administration Tegarding the commercial and political
risks of public buyers, and the French Administration
regarding short—term policies—give cover upto 80 per
cent of the invoice value. )

(d) Hermes in Germany and the Danish State organisation for
commercial risks cover up to a maximum of 75 per cent.

The Swedish Administration covers all risks upto a maxi-
raum of 75 per cent, with the stipulation that a first loss of
atleast 10 to 15 per cent is to bz borne by the exporter.

(e) In "Dollar Drive" and similar policies, cover is given only
up to 50 per cent. of the un-recouped expenses.

4. The available information indicates that, except in the
case of spacial policies, the minimum cover is 60 per cent and the
mazimum 90 per cent, In other words, the exporter !s normally
required to carry 10 to 40 per cent of the risk himself. It is
obvious that the cover must be at least 60 per cent of th? risk,
because otherwise it will not be worth the exporter’s while to insure,

. and bank finance may not be forth-coming.

5. We have carefully considered this question. The premium
rates as discussed elsewhere are to be fixed on certain presumptions
and they may or may not prove to be adequate. If the premium
rates turn out to be inadequate and a high percentage of loss is
covered, there is a danger that a great Gnancial strain will be
thrown on the Indian organization, We, therefore, recommend that
the Indian organisation should give cover for

(@) commercial risks up to 80 per cent :
{b) political risks up to 85 per cent;

(c) promotional policies, equal to 50 per cent of the ynrecoup-
¢d expenses,
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After the Organisation has gained sufficient experience and
premium rates have been found to be adequate, the Indian Organisa-
tion may increase the percentages to 85% and 90% for the com-
mercial and political risks respectively. Discrimination between
the political and commercial risks is being made because com-
mercial risks to some extent are within the discretion of the
exporter and further it is necessary to ensure that the exporter
takes all necessary steps to effect recoveries. These percentages
except in the case of (c) are of the value of an invoice.



CHAPTER VI
BUYERS' RISKS

The note on export credit guarantee scheme circulated by the
Ministry of Commerce and Industry in May. 1955,* mentioned
that one of the objects of the scheme would be “to remove the
. importer's fear in regard to the fulfilment of contractual obligation
by the Indian exporter.” It also said: “As far as exports from
India are concerned, we often find that there are instances of non-
fulfilment of contracts, failure to supply the goods according to
sample, short delivery, non-conformity with specifications, inade-
quate packings, etc. It may, therefore, be necessary to extend the
scope of the Guarantee Scheme and provide for insuring the
foreign importers against failure on the part of the Indian exporters
to fulfil the terms of the contract.” Accordingly it was suggested
that, “in the scheme to be adopted in India, provision can be made
for guarantees to be issued to compensate any foreign iufporter,
where he has been able to establish a legitimate claim agalnst an

Inian exporter.”

2. Exzporting interests have practically unanimously oppo:sed
the idea of covering the buyer's risks. We do not propose to
deal with this question as it is not within the terms of reference of -
this Committee. -

*See Appendix I,



CHAPTER VII
EXPORT FINANCE

The question of export finance is closely interlinked with
export credit guarantees. A credit insurance policy frees export
transactions from most of the serious risks to which uninsured
transactions are exposed. For this reason banks usually regard such
policies as strengthening the security. The insured exporter is
thus ensbled to obtain finance more readily and often at 2 lower
cost than he could otherwise do, and can, therefore, use his capital
resources to greater advantage and increase his turnover. Further-
more, with the support of the bank finance which a credit insurance
policy makes possible, he is enabled to offer his customers more
favourable credit terms and so meet the competition of suppliers

" from other countries.

2. It should, however. be pointed out that extended payment
terms should not unnecessarily be encouraged for they are to the
detriment of the individual exporter and of the Indjan economy as a
whole, being tantamount to .the giving of a loan to a buyer in a
foreign conntry. However, the demands of foreign buyers and the
strength of competition between foreign suppliers (many of whom
are backed by Exzport Credit Insurance Schemes in their own
countries) have led to the extention of credit terms for many
commodities of the export trade, and it will not be possible for
many Indian exporters to compete unless they are able to offer
facilities at least comparable to those offered by their competitors
in other countries. The formation of an export credit guarantee
organization and the co-operation of bankers in India would assist

Indian exporters to meet the growing competition from other
countries. '

3. To enchance the value of the policies to banks, provision is
usually made to allow exporters to assign to their banks the benefits
of their export credit policies. In the UK anexporter can agsi ¢n
to his bank payments which may become due in respect of :— -

(a) individual bills ;

(b) exports to one country ;

(¢) the whole policy.
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The letter of assignment signed by the exporter is an authority
to the insurer to pay direct to the bank any monies that may
become payable under the policy and to accept the banks’ receipt
in full discharge. This authority is irrevocable without the consent
of the bank concerned. - This arrangement is normally considered
by banks as being a very satisfactory form of security,

4. In certain circumstances, the security offered by an exporter
in the form of export bills or othetwise may not, even with the
assignment of a credit insurance policy to a bank, be regarded by the
" bank as adequate cover. In such cases some export credit insurance
organisations issue policies direct to the exporter’s bank, uncon-
ditionially guaranteeing payments by the overseas buyer. In the
U. K. these policies to banks are issued only in respect of large and
important-contracts and may be of two types:— . -

(a) Where thz contract between the exporter and buyer is on

extended payment terms, and a cash advance facility is

" afforded by the bank to the exporter without recourse, “the

UK Department gives the bank an unconditional guarantee
that, if the buyer fails to pay, for goods accépted by him,

the Department will pay the bank 85% of the debt 3 mo_n,ths
after the due date. The Department retains recourse to

the exporter in case it has to pay a claim to the bank in

circumstances which would not ne covered by its- standard
policy. : y : -

b Whare the contract between the exporter and the buyer
is on cash terms, the buyer may enter mto an agreement
with a UK. bank for an overdrafe facility from the UK.
bank whereby the bank pays the exporter on the due date

"under the contract and receives payment from the buyer

"at the end of an agreed period. The Department
guarantees the payment under the agreement, but in this
case no recourse to the exporter is necessary.

5. In Norway, Statens Eksport Kreditt KOmmlSJOI‘l g1ves
guarantees to Norwegian' banks in respect of their’ ‘advances to
exporters for completion Of exports provided security is given in
the form of a claita on, or guarantee by, a forelgn Government or
National Bank or other security approved by’ the Norwegian
Ministty of Commerce For such guarantees the Kommlsjon may
stipulate recourse to the exporter for the whole or part of any
amount they ma2y have to pay out ‘asa claim, Under ]apanese
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Exports Insurance Law the Government can guarantee to the banks
Joans on bills or discounts of such bills in respect of goods exported
and in favour of the exporters, under which Government under-
takes to compensate the banks for the loans which .are not repaid
or bills which are dishonoured where the exporters have been
prevented from exporting or failed to collect the proceeds of such
goods if exported. Financial guarantees to banl;s' with no risk tB

them, but where necessary, with full recourse to the exporter are
available in Sweden and Denmark,

6. In cases where there may be difficulty in providing export
finance especially for medium-term contracts, a special credit fund
for financing insured bills may be set up. In Germany, a bank: can
get financial aid from Ausfubr Kredit A.G. on its ownand the
exporter's security provided there is the additional security of
export credit guarantee.

Qosterreichesche Kontroll bank A.G. of Austria guaranteesan
accepted bill of exchange to enable the exporter to discount it with
his bankers. Such bills are rediscountable with the National Bank.
This guarantee is without recourse to the exporter provided the
payment is not refused because of a fault on his part. '

In the UK., finance is normally obtained from private banks
but the Export Credits Guarantee Department has authority from
Parliament to purchase with monies borrowed from the Consolidat-
ed Fund any securities (bonds, stocks, shares, bills and promissory
notes) which it has itself guaranteed. This authority has in fact
only been exercised to finance 2 small number of credit agreements
pnder which the promissory notes of foreign Governments are
purchased to enable them to buy UK. goods on extended credit
terms, The authority, however, could be employed for the
provision of finance to exporters or banks against securities guaran-

teed under the normal policies of the Export Credits Guarantee
Department.

7. 1t has been represented to us by banks in India that they
are already finding difficulty in meeting demands for exp?rt.
finance and that, with a greater emphasis on exports for eatning
foreign exchange, Indian banks may not be able to meet the
demands for additional finance which the conditions of international
tradz are lik:ly to create It his bzen suggested to us that,
arrangemets might be made to emable the banks to rediscount
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with the Reserve Bank of India, or with a special agency to be set
up for the purpose, exporters’ bills which were covered by a policy -
of the Indian export credit insurance organisation.

' 8. We recommend that the Indjan Export Credit Insurance
Organisation should :—

(i) provide by its régulations for the registration of dssignments

made by Exporters to their Banks. ‘

(ii) have the authority in contracts of national importance to

(a) provide in the cage of ap;;roved partie_s ﬁn’ancial_
guarantees to banks and others with no risk to thei bt
with recourse to the exporter ‘where ne;es"sa'r'y' ci”n
connection with export of goods to the extent of 80%
of the bills provided 3 policy to cover both the
commercial and political risks has been taken out and
assigned to the organization,

() provide, where necessary as agents of the Governument
financial help for thé purchase of Indian exports on
extended payment terms,

9. . We do not think it advisable that the Indian organization -
should normally discount or rediscount insured bills so long as such
facilities are available from other organizations, unless the
Government specially instructs it to do so,



CHAPTER VIIi
“SPLIT OF RISKS

In the course of our discussions with trade” and industry. the
suggestion has been made by a few organisations ‘that choice
should be given to an exporter to select one or more of his risks
for insurance. Basically this suggestion is in accordance with the
normal insurance practice, but so far -as an Export Credit
Guarantee Organisation is concerned, there are several practical
complications which make it extremely difficult if not impossible
to give such 2 wide  choice. . ‘

2. The practice of other credit insurers in respect of this split
of risks for short-term business is as follows

(a) U. K. & Canada.—The Government organisations in, these

countries insist that expdrters must insure all risks under
one policy. The exporters cannot select their risks for
insurance. But the insurer would exclude commercial risks
on contracts with buyers in whose business the exporter
has a substantial financial interest. Exporters who wish to.
insure commercial risks ouly can do so through private

insurers. ,

(b) France—Co. F. A. C. E. covers commercial risks on its

own account and political risks on behalf of the State.
It is opzn to on exporter to cover only commercial risks
but if he wants to cover the political risks, he must also
cover commercial risks.

(&) West Germany-Transfer tisks can be insured separately

but otherwise separate cover cannot be given for
commercial and political risks,

(d) Netherlands, Denmark and Sweden—Separate policies

are issued for commercial and transfer risks. An exporter
can take either the one or the other or both,

(e) Belgium, Switzerland and Italy—State Aorganisatidns cover

only political risks. An exporter can cover commercial
risks with a private insurer, :
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.3 Irwillbeseen from ¢he above that the practice obtaining
' the matter of giving commercial and political risks is not uniform.”
I? most countries eXporters are free to cover only the commercial
risk without having also o cover the political risks. While in

Some countries eXPOIters are free to cover only the political risks, -
While in some countries exporters are free to ccver only the’
‘political risks, in some other countries, they must at the same time -
cover commercial risks also, '

4, - We believe the idea] policy for an exporter is that- which
covers both the commercia] and political risks together because
every insurable risk which can cause loss will be provided for. The
exporter receives the Widest cover at the lowest comparative cost
and can in all events look forward to the insurer meeting his losses.
No complications can arise jn the matter of settlement of a claim
when more than one event occurs and each one can be interpreted
as having contributed to the logs. ‘

5. Lossesare often due to .-; combination of risks and in many
cases it may not be easy to decide whether a particular loss is due
to one cause or another.  To avoid any misunderstandings- due to
such & combination, the insurer who covers political risks only
has to impose conditions which further narrow down the risks which
are covered, e.¢., where commercial risks are excluded, the U. K,
and Canadian organisations cease to .be under risk 30 days. after
the due date if the sale was on credit terms and payment is not’
made by the buyer in the meantime. This is so because, i.f the pay- -

ment is not so made on due date, default risk bécomes operative.
avated by

Sometimes, loss by a political event occurs and is agB8f .
a commercijal cause, e. g, if transfer difficulties occur and the forelgnl
Government seeks to resolve its problems by devaluing its currency.
Some buyers may be unable to meet their obligations to make up
the value of deposits they have made in favour of the exporters so-
as to maintain their value in terms of foreign currencies. In su.ch
a case, the Belgian Organisation which covers tranfer risk will,
if devaluation has taken place before payment, pay an amount In.
Belgian currency equal to” what the payment in local currency will
buy and, if the devaluation takes place after the claim bas been’
paid and the buyer cannot pay an additional amount t
the shortfall, it recovers the same amount from the exporter-
Danish organisation, however, once the claim has been paid accepts

the loss equal to the shortfall, -

o make up’
. The
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6. 1f, however, the d_gl}]gnd_ of the Indian trade- associations is
not met and even a limited choice of risks to be insured is not
permitted as an experimental measure in the initial stages, it may,
not be easy for a new Indian organisation working on a voluntary
basis to attract sufficient business to become self-supporting on a.
réasonably low level of premium rates, A concession to the re-
presentations made by trade interests will help development and be
a useful selling point. Apart from this, a few other advantages.

will accrue to the Indian organisation if a limited split of risks is
allowed. They are:—.

(a) There would be some administrative advantages to the
Organisation initially if it carries only a limited amount of
“commercial” business. The task of gathering togethér
and keeping up-to-date a library of status information on
every foreign buyer of Indian goods as also the training cf
underwriting staff can be sprea@ over a longer period. '

(b) When the premium schedule to cover non-commercial
risks has been prepared after taking into consideration the
diverse factors discussed in Chapter X1, the application of
the schedule will be a matter of routine. This will not be
so in respect of commercial risks where the credit-worthi-
ness of buyers must be under-written individually,

7. Our fear that a split of risks may. entail a comparatively
heavier financial strain has to a large extent, been set at rest by the
informatioq that has been made available to us regarding the ex.
perience of those organisations which cover transfer or political
risks without ne_cessarily' covering commercial risks. We are in-
formed. that their experience has not been unsatisfacotory. One of
these organisations is. however, considering the desirability of taking
some steps to get a greater spread of risks, which at present is not

available to it because the exporters can choose the shipments they
will insure.

\ . .
8 Taking into _cons1derat_mn the above, and the nature of
India’s export trade, we have come to the conclusion that a limited

split of risks should be_ allowed and separate , policies made avajl.
able in respect of- 1

(a) commercial and political risks together,

(b) the following pelitical rizks together.
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(i) Import Control risk,

(ii) Diversion risk, if under the sale agreement the charges for
diversion have to be borne by the exporter,

(iii) Non-payment due to moratorium or freezing of commer-
 cial debts by an order, decree, or law of the Government
of the buyer's country.

(iv) 'Non-transfer provided that the payment has been made
within 30 days of the due date. In case devaluation
takes places before a claim is paid, the amount to be
paid in Indian currency by the insurer to the insured
should be based on the devalued rate. After a claim is
paid the recoveries should be shared by the insured and
the insurer, This will be applicable also in case of any
change in the value of the currency.

(v) C.LF, risk.

(vi) Risk of change in the standard imposed in the buyer's
country on the import of food and other products after
goods have been shipped.

(vii) War between the buyer's country and the exporter's
countty before expiry of 30 days of due date.

. Note :—some of the political risks have been excluded to avoid
complications arising due to more than one cause
supervening. :

9. The above risks apply to private buyers and where an
exporter enters into contracts with public' buyers; either of the
proposed policies should be endorsed to cover all political risks op
such contracts, including default and repudiation of the contracts,



CHAPTER IX
SPREAD OF RISKS.

‘It is a cardinal principle of insurance that risks must be well
spread. Any insurance organization would be in a precarious
position if it accepted any abrormal risk which did not give it the

-benefit of the basic principle of insurance, »iz,, the law of averages.
Fortunately for them, most commercial insurance organizations do

' riot need to concern themselves very much about this problem. A
life insurance company, for example, has a spread of risk which can
'be measured by the number of lives it has insured ; it normally
accepts ‘insurance from different races, towns and sometimes
countries so that no single catastrophe ¢an cause a seriousstrain on
its resources ; and if an exceptionally large risk is to be insured the
jnsurer can usually protect himself by reinsurance. An export

" eredit insurance organisation, however, standson a d;ﬁerent footing.

“Its spread of risks is very limited because the same risks are covered
by many of its policyholders and no facilities for Iemsurancg of
political risks are possible..

o, as far as commercial risks are concerned, the experience of
- export credit insurance organizations shows that many ‘shipments
_are made by different. exporters to the same buyer. It mightbe
thought that a credit insurance organization carried as many
nsks as, the. number of buyers whose payments it had guaranteed.
‘ But it should be remembered that conditions in 2 particular trade
or :a particular country can force the insolvency or default of a
large number of buyers at the same time ; to this extent, the spread
commercial risks is limited by the amount of business offered to the
credit insurer in different trades and in different countries.

3. In regard to political risks, it is clear that most of these
risks relate to the country of the buyer, and, therefore, the spread
of risks is in proportion to the amounts insured for the various
foreign countries. In this respect, the credit insurer is in the same
position as would be a life insurance company that hadissued a
large number of policies covering only a few lives.

4, Itis essential thatan ezport credit insurance organization
should have as wide a spread of risk by countries, by trades, by
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.Ldyefs: and 0ver.ti'me,' as pbssible',f in order to en'su;e’t'hat 1t -opers-
tes on a sound basis and that no single event, (such as m_ighg i_j-iv‘ol‘}e
claims on all insured shipments to a particular country) may resale
in serious loss. Soiue organizations achieve this object by’ insisting
that wherever POSSibIé'eath'exporter'insures" with them the "whole
(or at least a reasonable spread) of his export risks. As Prethium
rates for each country are based on the estimaté“—', " risks bf_" t"ra'glih'g
with that country, the exﬁorfer ‘ pays a low pre'miu.m’_ra te_fqr the.
good countries and a somewhat higher rate for doubtful countries’;
he is generally "able to exclude sales covered by pre- payments or
confirmed irrevocable letters of credit and sales tO assoclated
companies. Thus the insurance organization has- the: benefit of
spread of risk which enab.lés it to quote relatively low premium
Tates and to give a more flexible and continuous cover £0 exporters,

5. The opinion has.been expressed by variouschambers of
commerce and othgr exporting interests that individual _eéXporters
should be permitted to insure with the proposed Indian export
credit organization their accounts with Paf‘?icular buyers or wirh
Particular countries: If this were permitted. it IS reasonable to
assume that only the exporis to doubtful buyers or tO those countr.
ies that present the most serious risks to the exporter WOUId be :
offered for insurance, Experience in other countries has shown that
any credit insurance organization that set out to Work onsucha
basis of specific underwriting had to be extremely selective in the
risks it insured, impose very careful safeguards on the operation
and control of each contract, restrict the amount of c.wé’f and
charge a high premium rate. Even so, the majority of its llal_)iliti'e__s
are likely to be spread over a few hazardous markets and buyers, -

6. If the Indian organization has to achieve its object of
helping the exporters to increase thejr turnover, its premium rates
should be as low as possible, These rates can below only, if in
its working, the organization has the benefit of the 1aw of averages,
This benefit cannot and wi]| not accrue if the exportersare given
the option of choosing the trapsactions they will insure. We are
of the opinion that the Indj,, organization should take advantape
of the experience gained by other organizations in this respect and
generally follow their practice of requiring wherever possible every
exporter to insure all his exports of the trade in 2 year. 'In' other
words; all exports to all countries in a period of twelve morths
from the date of insurance should be required to be-covered: We
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ite recommending a petiod of twelve months to enable the
insurance organization to have a spread of risk over time also. A
period longer than twelve months is likely to be less acceptable to
exporters and a period less than this will deprive the organization
of a sufficient spread. In special cases, however, an exporter may be
permitted to exclude his exports to any one or more countries, or
to any one or more buyers, provided, in the opinion of the organi-
zation, what is left after this exclusion is a proper spread of risks
and provided also the exporter agrees to pay an additional

premium. These recommendations equally. apply where only
political risks are covered.

7. The Committee have reviewed very carefully the evidence
on a vital issue with which they were faced, namely, whether it
was desirable to introduce any element of compulsion. The

evidence has been far from uniform and it is difficult to indicate
what weight i3 to-be attached to the views of various trade interests
which have suggested a limited element of compulsion. Qur broad
impression, however, is that the business community as a whole
does not welcome compulsion in any form and that, where an
element of compulsion has been suggested, it has been because of a
fear, for the most part not substantiated, that a particular exportet

might be handicapped if his competitors did not insure to the same
extent.

8. Opinion as to the extent to which compulsion can be
employed has varied. The Federation.of Indian- Chambers of
Commerce and Industry and some other assaciations have suggested
that compulsion be applied to certain selected semi-capital and
durable consumer goods such-as the following :—

Agricultural implements, electrical transformers, diesel engines,
fans, bicycles, and sewing machines, ' :

It 'will be seen that these goods form a very: small” part of our
export trade at the moment, In thecalender year 1955, exports of
engineering products were of the order of only: 4 crores of rupees
out of 2 total export of about Rs. 600 crores, Some of these
exports—we have not 'been able to ascertain how much—were
covered by letters of credit. It may be that in all these industries
the total volume of business which could be obtained if compulsion
were applied would be about Rs. 2 crores at present. Thys this
proposal would have an imsignificant impact:on the volume of
insured business.
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9. Similarly, certain otker asscciations; notably the “caleutta
Tea Mercbants' Association and the Calcutta Gunny Trades’
Association have asked that an element of compulsion should be
introduced in the tea and jute trades, respectively, The volume. of
export business which the members of these associations handle is
small as compared with the business handled by the members of
other associations who are opposed to.any form of compulsi'on.'

10. The problem of tea and jute is somewhat different from
that of the engineering industry in that in both these cases exports
are vary large. The evidence that we have received however
indicates that, in the case of tea, either direct consignments of
latters of credit obtain over S0 per cent of the field. Thus, only
about ten per cent of tea exports would. be avilable for insurance,
In jute, the figure might be. even less.

11, Our committee has carefully.-considered the advantages of
a voluntaty as compared with a compulsory scheme and is disposed
to think that the advantages of compulsion are illusory. In view.of
the fact that the advantages of compulsion are limited, both by the
small are a over which it might be expected to operate and the
extent of opposition to compulsion which has been stressed in
evidence by importan associations as well as by a large number of
exporters, it would. be inexpedient to depart from the general

principle of voluntary credit insurance.

!

12. We have arrived at this conclusion also because of the peed
to enlist the cooperation of potential clients. There has been some
suspicion in these circles that our Committee was designed to force
an unacceptable compulsory scheme upon exporters. A great deal
of our work was intended to remove this apprehension and to
assure those who presented evidence that no pre.concejved notion
in this matter existed. Nevertheless, in dispelling these doubts;
we ourselves were left in no uncertainty that a strong feeling
prevails in most sections of the business community that, if an
element of compulsion were introduced, the psychological effect
would be unwholesome. Both to secure cooperation for the new
organization and to reassure the business community, it would be
desirablé to accept the widespread view that asa general Principle
compulsion should be avoided.

13. We attach the most vital importance to cooperation o
the exporting and llied interests. It has been made clear by ‘thé
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éx'p'el;ience-r of . all (:r'edit' insurance organizations that, unless the
cooperation of private‘ interests and particularly banks is obtained,
it would be guite impossible for an organization of this kind to
develop its business or to acquire the necessary information on the
status of foreign buyers without which a scheme of this kind
cannot be worked successfully. If this cooperation could be
enhanced by a voluntary scheme, that would be adequate compen-
sation in our opinion, for any loss in coverage that might result from
the rejection of compulsion.

14. With a view to _m_akin'g ‘outr scheme more attractive to
potential clients of the organization, we consider it advisable to
avoid any element of rigidity even to the estent that obtains in the
United Kingdom at the present time in the condition that an
exporter shall normally insure all types of ‘goods that he exports.
We have suggested separately that political risks should be
separated from commercial risks, and we now advocate that, when
an exporter has many lines of business, he should be free to insure
only a particular line of business, meaning a substantial group of
exports whick might come under a single reasonable category.

15. The degree of f;eedgrrirwhich can be allowed in this case
cannot be described in lgt’-f,ler_al terms, and the management of the
brganization must have full discretion in determining whether or
not the wide degree of liberty we suggest is feasible in particular -
tases, and is one which contributes to the popularity of our scheme,
We. consider that the premium rates should be assessed from the
outset at the level which it is expected will prove to be economic
op the basis of the business anticipated after five years, by which
time the organization is expected to have established itself and to
be insuring a reasonable level of Indian exports. Some loss may
accrue as a result of this arrangement but it is to be remembered
‘that it is designed as a selling point and is, therefore, to some
extent asubstitute for higher Sa_les ?—XPEI‘lditure. We_ would, there-
fore, stress the point tbat patience will be needed in the first tew
years. :

15 We have indicated elsewhere that we envisage at the end

f'ﬁ ' ears aboﬁt 8 to 9 per cent of our export trade will be insured

° tl‘f v nner, but we would consider in view of the slow progress
in this ma D

in other countries that this is an upper limit of what is likely to
+ ; place. It is to be remembered that the first two or three years
ake place.
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will be spent in building a staple organization, and apart from the
volume of business, difficulties will be incurred in finding suitabla
personnel and in training. seaff to the necessary administrative
standards. In any case, it would be wise even while fizxing premium
rates on the basis of business expected at the end of five years to
recognize that the period of stabilization of an organization of this
kind cannot normally take plice within this period. Itislikely
that a period of not much less than ten years will be nee ded. It is
only at the end of thit period, we recommend. that a thorough
teview of all the citcumstances then prevailing be undettaken.” . -

17. Although we are satisfed that the scheme in principle
should bz a voluntaty one, we cannot entirely overlook the views
expressed in otal evidence by 16 trade associations (including the
Federation of Indian Chambers of Commerce and Industry and the
Indian Merchants Chamber, Bombay).that the scheme should "have
provision in various degrees for gn element’ of compulsion jp
particular trades. It appearsthat in ‘most cases these representa.
tions have been. made. because ‘the exporters concerned™ were
anxious to obtain the benefits of inurance but feared that their
competitive capacity would be impaired if other membfz;:s of their
 trade were not also insured, While we do 'not subscribe to this
view this outlook may, in the initial stages reduce the amount’ of
business which might otherwise be placed with the insurance
organization. We, therefore, recommend that if, after the facilitiey
of the orgnization have been available for a reasonable period,
request is made by the great majority of any Pparticular trade
(measiired both by the number of ¢tporters and the _val_l{e of the
gools exported) that alf ex-ports of the tradenotona letter of/credit
basis should be covered by the scheme, their requestshould be
examined by the management of the insurance organization; and, if
it is acceptable to them, they should regommend it to Governxpent_
In such cases, it should be possible for thé. organization. to give to
all exporters of the trade concerned a rebate in the premium rateg
of.15 to 25% dependent on the additional spread of risks obtained.
Similar _atrangéments -~ might be" made,” should the_‘ Govemment be
satisfied that the use of credif -insurance by all exporters of 5
pa_r!:_igglar_ CODJ.I‘DOdIty is _i[l t_he iuteres;s of the CXP.OI:C_ tr_a,de -as a
whale and of the individual trade concerned.



CHAPTER X

HOW AND WHEN CLAIMS SHOULD BECOME PAYABLE

We have learnt from our inquiries that the majority of Indian
exports are invoiced in Indian rupees, in sterling or in U-_S.
dollars. Some goods, particularly those tb continental Europe, are
invoiced in other currencies but these represent only a small
proportion of the total value of Indian exports.

2. It is therefore necessary to consider the arrangements
which an Indian ezport credit organization should make when
covering goods sold in foreign currencies, The normal insurance
practice is that claims are payable in' the same currency in which
the premiums are paid- As all the insurances for export credits
will be taken in India, the premiums will be payable in rupees

and, therefore, it follows that claims should also be payable in
Indian currency.

3. As rates of exchange between the Indian rupee and most
other currencies fluctuate from day to day, it will be necessary to:
state in the policy the rate of exchange which will be adopted for

the calculation of claims in respect of goodsinvoiced in foreign
currencies. The wusual practice of other organizations is that,

where pre-shipment riskshave been covered, the claim is payable
at the rate of exchange effective on the date of contract: and,

where only post-shipment risks have been covered, the claim is
payable at tl_ile rate ruling on the date of shipment. We consider
that the Indian organization should follow the same practice.

4 Th?i dat?f on whi‘ch claims are normally payable under
exprot credit Policies varies according to the risk concerned :—

(a) claims under the insolvency risk, are normally payable as

soon as the buyer is adjudged insolvent ; the same practice
should be followed by the Indian organization ;

(b) In the case of default risk, the practice of the U.X,
Canadian and French Ofganizations is to ray claims
twelve months after due date. Most of the other
organizations that insure Commercial Risks pay default
claims after six months, Various trade organizations in
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India have represented to us that the period of twelve
months is too long and have asked for reduction of this
period to six months or less. In view of the re-
presentations made to the Committee ard the need to give
Indian exporters the maximum assistance possible, and the
practice of most other organizations, we recommend that
default claims should be payable sizx months after the due
date. '

(¢) C. L F. and Diversion risks claims should be paid as soon
as the proof of loss to the satisfaction of the organization
is furnished.

(d) In the case of promotional policies issued in connection
with the development of markets ({like the U. K. Dollar
Drive policies), claims should be paid 60 days after the
final audited accounts for the period covered by the policy
are furnished to the organization. -

(e) Claims on account of non-transfer should be paid 6 months

« after the due date and on account of other events six

months after the date of the event which "is the cause of
loss.

5 In almost all cases recoveries can be made after the
payment of claims. These recoveries may be from the receiverin
the case of insolvency, from fhe buyer in case of default, by sale
of goods in the case of Import Control and Export Control Risk
and from foreign countries for the risks. Where hese recoveries
are made, these should be divided between the insurer and the
insured in the same proportion in which they carry the- risks.



CHAPTER XI
BASIS OF PREMIUM RATES

. The rates of premiums charged by export credit guaran-
ee organisations in other countries are not published. These
rates are treated as strictly confidential. Even the 1;01ic.37—holder
> r_equ_ired to give an undertaking that the fact of his having insured
and the premiums paid by him would be kept co‘dfi dential. He

may, however, in confidence inform his own banker of the fact of
insurance to enable him to obtain finance

the _'expor't'gr has insured his goods is made _I; ;;lleicmfi:rzarfi(;{lll ;hz :
e o eend te orersens agomt of e oobim and bia buers and
ééfeﬁ varding his int An ot the exporter to become lax in
) g ng bis interests. Apart from the risk of insolvency or
efau_zlt of a foreign buyer, there are political ricke Whorls-e e e
.?ll‘i.w‘.:er,ls§ty .depen.d upon the economic and political conditions of
the; countries’to which the goods are exported, necessitating diffe-
rent rates of premivums for expotts to different countries. The
fact that exporters to certain countries are charged higher rates of
premium than those to Othe; countries cannot be disclosed without
détriment to diplomatic relations, : _
.t-. 2" We have, however, been able to collect information about
the range of premiumirates and the average rates of other credit
insurance organisations. .We find that there are considerable
variations in their premium schedules, This is partly because the
nature of cover.varies between the different organisations and
partly because the differing patterns and backgrounds of export
trade lead to a different emphasis of risk between one exporting
country and another. For these reasons, premium rates of other
credit insurance organisations, even if available, would not be of
much help to an Indian organisation, It will need to draw up its
own premiulﬁ schedule based on the circumstances and tisks
which affect Indian export trade. The organisation will bave to
make experiments, perhaps commit errors, may suffer losses and
will arrive at 2 correct schedule of premium rates only after it

has worked for a few years.

3. Before dealing with the various factors which have to be
taken into consideration when fixing the premium rates, We may
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make a preliminary obseryati on. The “object of export credit
guaranteés is to promote exports, '_n'o't to make profits. Organisat-
ions in other countries work on a “no profit, no loss” basis. "The
Premiums to I?'_a charged by the Indian organisation should therefore,
only cover the net claims which it has to pay and expenses which it
has to incur. It must be borne in mind that the successor failure' of
an export credit guarantee organisation or the sufficiency or other-
wise of the premiums charged cannot be judged on the basis of its
working for'a year or two,  All the types of risks which are u:‘sua:lly
covered by such organisations do not occur with .any regularity,
This is particularly true of political risks and risks of ratural
catastrophes. - It is impossible to forecasc the losses an organisation
is likely to incur in any one year. Losses caused b¥ political and
natural catastrophes may not be very fre-quent: but, when they do
Occur, they may prove to be heavy. It is possible _t_h_at:.__for several
Jears such risks may not supervene, and the o[ganisatiqn may go
-on accumulating Teserves, Grov}ihg reserves. do DOt necessary
indicate that the premiums charged are higher than necessary: .T.he
Teverse is also equally possible, - An.org.anisé.tion may, in-the initial
Years, have to.pay heavy claims, . Heavy eﬁcrogchments on the
.organisation’s resources cannot, therefore, be ‘treated s evidence
o hat the premiums charged are insufficient. L e
.4 'Factors governing the 'premium. !’ates.—,'B_rdadIY__Ffp‘??ki?.g'
the following factors should be taken into consideration I_P:ﬁ‘:‘"'{g
the premium rates:— . S - ’
(i) the types of risks and their causes; .
(i) the markets to which the goods are export_?fi_ H
(iii) the type of goods;
(iv) the period for which the risksare coveredi - _
(v) the past experience of the exporter and the spread Ofl' risks
cffered by him for insurance; and -
(vi) the expenses of management.

We deal with each of these factors in detail -

Commercial Risks
5. The commercial risks are the insolvency of the buI:;_’eJ; al;;l
Protracted default on his part. Insolvency and Adefau]t._ 1307t f rp})
to private buyers, Only default applies to public buyer i.e. foreign
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governments, their various organisations and semi-government
“bodies like municipalities, but default bya pubhc buyer i is really
-a pohtlcal risk,

g 1 R T -
L

6. Insolvency Risk of & Prwate Buyer—Th ere are many causes
of msolve_ncy of a private buyer. These may be grouped as follows:-

(a) causes within the buyer's control ;
(b) circumstances which are beyond his control, viz.~

(i) conditions of the trade: o
(ii) national conditions, political and economrc and

(iii) natural catastrophes.

The buyer as a credit risk—Organisational and. administrative
inefficiency, under-capitalization and overtrading, faulty judgment,
over-optimism, and lack of business integrity are causes of insolven-
¢y which are under the buyer’s control. Insolvency from these
causes may also follow the death of the owner or managing partner
of 2 firm or managing director of a company, or change of control.
It is difficult to forecast the behaviour of a buyer at any time,
The difficulty of assessing the risk in terms of money has led most
credit insurers to charge the same premium rates for all buyers in
any one country. The risk of lossis, however, avoided or controlled
cither by not covering sales to a buyer who is considered a bad
risk or by fizing the limit up to which credit may be allowed to him,

Conditions of the trade.—Insolvenaes are llkely to mcteasel
when there is:—

(a) a trade depression, national or lozal,
(b) over-ordering by the trade as a whole, or

(¢) a reduction in demand.

National conditions—Examples of nationa] causes that increase
chances of insolvencies are :—

(a) legal limitations on margins of profit andfor limitations on
the mazimum prices at which goods can be sold ;

(b) legal intervention in the affairs of importing firmg and!or
" taking over of the trade by natlonahsation :
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_(c:) a legal ban on the sale of certain types of goods or imposit-
_ ion of restrictions on the business of traders who are of
. foreign origin or belong to a particular race or religion:

- (d) changes in public tastes, leading to a reduction in the de-
mand for goods which have ceased to be in fashion ;

(e) introduction of new methods depressing demands of cer-
tain goods, e g., electrification-of a town may considerably
reduce sales of hurricane lamps 3

() boycott of foreign goods or a prejudice against the use of
goods from a particular country ;

(g) religious or racial discrimination or persecution leading to
migration of population or of the traders,

Natural Catastrophes.—-Thesg cause insolvencies in the follow-
ing ways i— '

(a) Uninsured stocks may be wholly or partially destroyed,
For loss of insured goods the buyer may receive inadequate
or delayed compensatmn :

{b) destruction of the buyer's property or his trade by earth-
quakes, hurricanes, or other catastrophes. . .

In order to underwrite the insolvency risk, we consider that
the ‘insurance organisation should have the following information
for the purpose of assessing the risk in terms of money.:—

A.—Re. bu yer =

(i) the cap1ta1 and ﬁnanc:al strength generally of the buyer :

(ii) the experience gained by him in his particular business ;
(##i) his turnover ;and
(iv) his integrity and general repute, .

B.—Re. trade :— ) 7
* (i) the current trade conditions ;

(3) the situation in the particular line of business of the buyef
as regards competition, stocks and marketing possi.
bilities; ’

(i) customary and/or Iegal trade pract;ces sand
(i) genetal business morality,
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C.—Re. country
] fa) Economic :

(i) the stability or otherwise of the national economy and
its likely effect on internal trade ;

(i%) the incidence of taxation measures on internal trade ;

(iii) the importance of the buyer's. trade to the national
economy and the extent and the possibility of Govern-
ment intervention,

(b) Political

- Any prejudice on national, racial andfor religious
grounds, and its likely effects on the buyer's trade.
(¢) Legal

(}) laws relating to

_ (1) bankruptcy, composition and liquidations';
(2) decrees and their execution ;

(3) arbitration and enforcement of arbitral awards ;

. - . [
(ii) laws relating to constitution and conduct of firms with
" special reference to rights of creditors ;

(3#3) prohibition of a specified trade on national, racial or
religious grounds ;

(i) subsidies, control of prices andfor margins of prdﬁt :

(») State intervention in the affairs of importing concerns;
and

(vi) the acceptance by the buyer’s country of the provisions
of the Geneva Convention of 1927 :

\ for the enforcement
of arbitral awards. ' S

7. Default by a Private Buyer.—In some countries it . m'as; not
be possible or practicable to get a buyer declared insolvent.
Accordingly, most credit insuraace organisations that cover
commercial risks agree to regard a buyer as in a state equivalent to
insolvency when payment for goods which he has accepted has
been outstanding for a period from 6 to 12 months after the due
date. The risk is therefore an extension of the insolvency risk.
The difference is that an insolvent buyer cannot pay, and the
defaulter either will not pay or is temporarily unable to pay.
This risk can, therefore, be dealt within the same way as insol-
vengy risk, : ,
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8. Default by a Public Buyer.—A government department or
agency or a municipality may repudiate its contract or fail to pay
its debts due to shortage of funds, mal-administration or for
political reasons. There are countries where the exporter has no
means of redress against such buyers. The economic causes and
the information required are similar to those for the insolvency
risk, but with particular emphasis on the financial position of the
public buyer. .

0. Shortage of foreign currencies in a country arises from an
excess of expenditure over earnings. If an adverse balance of
payments for any country is not corrected, foreign exchange
reserves will be depleted, and delays will result in the allocation of
foreign currency to importers for the settlement of their foreign
debts. These delays may mean a considerable extension of the
time during which a part. of an exporter’s capital resources are
locked up in an overseas transaction and may cause him considerable
financial embarrassment even though he may ultimately receive
the full value of the debt. The:e is the added complication that
if the buyer's country allows its currency to depreciate, the buyer
may be legally exempted from paying or may be unable to pay the
further amount in local currensy required to maintain the foreign
exchange value of his deposit ; and in this .case the exporter will
inevitably suffer loss as well as delay.

10. Apart from the case instanced above the exporter may
have to accept payment in the currency of the buyer's country
when goods- have to be invoiced in the buyer’s currency under the
import and exchange regulations of the country or where foreign
exchange cannot be allocated until the goods have cleared
customs. Such transactions involve additional risks to the ex-

porter.

11, .In-order to maintain an.even balance of payments, to
- protect their infant industries or for other reasons most govern-

ments impose a system of import andfor exchange licensing.
These, systems, which, if successful, obviate the transfer risk,
themselves lead to serious losses in the export trade as a result of
the changes in control which must ineyitably, be made from time
to time, The manner of administering the import and exchange
controls affect the risks borne by the .exporter. ‘For example
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where the import and exchange licences are linked together, there
is less risk. to the exporter than in-a.country which imposes no
limitation on imports but may refuse foreign currency when the
goods have been imported. Similarly if licences are issued only to.
the extent of existing foreign exchange holdings, there is less risk
than there would be if . licences were issued up to-the limit of
anticipated earnings of foreign exchange. - )

12, Basic financial and economic information for assessing
political Risk.—From the above brief survey, it is clear that as
much detailed information as possible must be collected and con-
sidered, under the fqllowing heads for a Prover assessment of
political risks in terms of money :

A,—-Gene.ral;' |
(i) -chief_industrie.sangl[dr c-rbps H
G | mam imports and eiports H i
(iii)-trade.;a’i_li;i"g!_éy‘rr}en.tss agreen:ielints, it i'-a,nY.' and foreién
- relations with India ;- ‘ Lo ‘

(i) trade and payments agreements and-foreign'
with other countries
with India; e

! its and relations
and their likely effect on trade

(v) obligations of the buyer’s country by virtue of ‘mem
;ship-of or other commitments. towards internati
. organisations, e.g, the LM.F,, G,A,T,T., and O.E.F

(vi) the annual income and expenditure of . the Cer
' Government ;and = .

(vii) the latest kno vir_n national income estimate, -
B.—Balance of payments position’
(i) total imports into and exports from the country
(i) "i'mpdr‘ts from and 'exﬁoll'ts}.o India;'an't:‘]
'(z'ii) imports from and éxports to the S‘terling‘ Area and . if
the-impoiting country is the centre of a niOnetary

area other th;m-the; Sterling Area, the quantum of

trade between that area and the Stetling Area
‘together yand: T
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(i) invisible items of an exceptional nature affecting the
balanlce of ‘payments, e.g., loans from international
banking organisations or other governmental or
private agencies,

C.—Financial position
(i) the gold and exchange reserves of the country
(ii)-the amount of notes in circulation, bank deposits, bank
advances, bills discounted and cheque clearances ;

(iii) statutory or conventlonal relationship, if any, of
monetary circulation to gold and/or exchange reserves;

_(iv) the amount.of purchases and sales of exchange by the
Central Bank of the country.

D. —-I mport Control : _
(i) Whether an import licence is requ1red for aII or any
- type of goods, and whether there i is any d:ﬂ'erentlatmn
between imports from various countries ;
D whether import 11cences are classxﬁed in categories of
R essentlahty T ‘
(iii) if xmport hcence is requn'ed then ---
(a) at what earliest stage in an 1mport transaction it can
or must be obtained ;
(b) for how long it is valid—whether its validity runsup
to the date of shipment or date of arrival of goods :
" {c) whether, in what circumstances, and for how long an
import licence can be renewed ;
- (d) whether any special conditions are generally imposed
for licences for partlcular commodities.
) whether the importer must take a deposit of currency
to get a licence; ;and if so, how much and in whose
¢ gavour this deposit is made and whether it is irrevo- -

(iv

cable ; and
(v) whether the import permit must be produced or its
pumber quoted before a consular mvmce can be

signed.
E.—Exchange, Control ;

(i) whether, and in what form the 1mport hcence carries
with it the grant of or licence for forelgn exchange ;
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[11) if a separate exchange licence is_required, .information
" on. thls similar to those in D, (i) to (v) become neces-
Sary k)

(111) Whether tupee currency can be transferred H

(a) in advance of shipment or arrival of goods ; or
(b) after customs clearance has taken place ;
(iv) whether letters of credit can be opened, if s0;

(2) -in what circumstances,

(b) whether there is a limit set to their period of
validity, and

‘(¢) whether these can be renewed. and in what circum-
stances ;

(v) whether the country stipulates terms or.methods of
_.payment for imports v

-__(vi) whether .terms. of payment agamst documents can be
offered and enforced 4

-(vii) if payment in rupee currency against documents is not
possible, the exact conditions under which cash against
documents transactions are effected ;-

(viii) whether deposit of local currency gives the importer
legal discharge of rupee debg; .

~ (ix) whether, when such a deposit is made, an undertaking

_to.cover exchange fluctuations ‘can-.be obtained from

. the 1mporter 5 if 80y wl_nether such an undertakmg is
' legally entorceable ;. _

~ (x) whether the. obhganons under mternat;onal agreements

‘on trade oz payments are likely to affect the prospects
of obtammg payment in Indian currency or sterlmg for
'exports from India ; and

{;i) the past. record of the country in, controlling its foreign
exchange.

'-——Rate of exchange T .

\

(1) effectwe rates of exchange for Indxan rupeg and
sterling ;

(ii) whether they are (a) stable. (b) ﬂuctuatmg, or ()
T 'eccentrw
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{iii) if there are more than one rate for imports, the claSSes
of i xmports to which each rate applies: and .

(iv) any exchange surcharge or tax,

G.—Other regulations ;

(i) the period for which goods remainin Customs before
clearance ; and
-(i1) whether they are subject to fines or auctlons or seizure
after this penod has lapsed.

H.—Where the goods have been sold on the basis of the
- currency of the importer's country, whether—

(i) invoicing in local currency is permitted by the regula.
 tions of the buyer's country and whether such invojc-
"ing would delay. or prejudice transfer in rupees or
sterling ; '

(ii) in the case of sales from overseas stocks, the licence

- used by the agent to import the goods authorises
transfer, in rupees or stetling, of the local currency
paid by the ultimate buyers,

13. War and Civil War Rlsks i—It is d:Eﬁcult to assess these
political risks in tetms’of money. However, a  close watch should
be kept on the trend of mtematlonal events and on any event in
the buyer's country, which may lead to frequent changes in the
government and to cI ivil commotion. Whenever there is any like.
lihood of impending trouble, the covering of new business in the
country concerned should bz suspended or higher premiums charg-
ed to compensate for the additional nsks involved.

14, Diversion of Voyage -—-I'hls tisk may arise due to the
jmminence or the outbreak of war. It mayalso arise when there
is'extreme congestion in a harbour or when the harbour is put out
of commission owing to natural calamities, so as to nécessitate the
diversion of the ship to another harbour, Such a diversion may
involve increased freight charges. If the contract of sale does not
prowde for such additional charges to be borne by'the buyer o,
if it is fot possible to recover them from the buyer, the exporter
may have to bear the extra cost, The diversion risk-is not also
predlctable Efforts should, however, be made to'maintain a- Close
watch on the conditions which entail diversion of voyages eid. the
poss1b1hty of closure of the Suez or Panama Canal '
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*15. Sources of Information +“The ‘sources _'from‘w:h'ich infot-

mation, mentionéd in paragraphs 11, 12 and 13 above, can be gather-
ed are listed in the Appendiz X.’

16. Exzport Control Policy of the Seller’s” Country :—(1) As
we lave already observed, among the preshipment risks
arising from governmental action falls the cancellation of
an export licence of the imposition of ‘a ban or fresh
restrictions on exports after the contract of sale to the
foreign buyer bas deen Coricluded " A$ we have recomm-
ended that this risk which is beyond " the. control of the
seller and the buyer, should be covered. it is necessary

to keepa watch on the factors 1eadmg to such risk.

. (2) The need for controls over exports arises for the follow-
- ing reasons :— '

(a) when the commodn:y to be exported isind emand in the
home market and heavier: ex'ports are likely to cause
scarcity and abnormal rise in prices-at home ;

(b) if new industries are_set up in Incha it may become
necessary to divert raw materials from ‘export trade
to home trade. "To the extent to which they are
needed for manufacturing’ purposes, restrictions on

- their export may be necessary; ‘ -

(c) to prevent certam goods from reachmg certam dest1.

" nations either drrectly or through any other country g

(3) There are several commodrtms exports of which are
controlled at present. Relaxation may take place
regarding export of certain controlled goods and
restrictions may be 1mposed on ‘new types of goods.
Tt is, therefore,, essential® to keep d close Watch on
the market tates of commoditics and the reasons Wh;ch

' are likely to become operatwe for any partlcular

type of goods coming under - control, Premiums,” n
necessary. may be ad]usted accordmgly

17 Ad;ustment to Changing Srtuatlons :—The premium r ates
must be revrsed from time to time to provide for' changing’ cm:um-
stances In extreme cases, the insuranée organisation m;ght evgn
advise insured exporters to suspend or discontinue, exports to cei-
tain countries, With that object in view, arrangements must be
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tade to review the information on record at regular”intervals. Ta
this respect the cooperation and assistance of the Government's
trade and}commercial repr_esentativés abroad will be of the utmost
importance. These representatives should re-examine the infor-
mation pertaining to their territories, on various points at quhrfe'rlf
intervals, and send reports regarding changes that may have taken
place. Where there are tendencies to show that losses are likely
to increase, information should be communicated to the insurance
organisation immediately. Arrangements should also be made to
get reports regarding foreign buyers regularly. Any laxity in the
matter of keeping information up to date or taking prompt action,
is likely to enhance the losses of the insurance organisation.

18. Grouping of Countries.~—~To fix the rate of premium for
each country separately will be 2 cumberome process. The practical
course is to place the countriesin a few groups according to the

nature and intensity of the risk. mvolved We recommend the

following groups :. _
(a) countries which are important traditional buyers of
Indian goods, where the administration .of economic

affairs is particularly efficient, and where the foreseeble
. risks of loss from transfer or other-causes_are_ very small; '

(b) countries whose economies are soundly based and well
administered and where transfer losses are unlikely to

occur ;. :
countries which are relatively stable, but where mmor

risks of losses can be foreseen :

(c)

contries whose ‘economies are not broadly based and
where ﬂuctuatxons may occur with possible risks of Ioas :

@

t

(e) countries Wthh are relatlvely unstable or whose eco-
nomies are deteriorating and where there is .persistent
risk of transfer and/or other Josses ;.

I¢)) countries whose economies are chromcally unstable,
where transfer andjor other lossess have recently
‘occurred or are in prospect,

19, - Grouping of Commuodities.—~The nature of commodities
exported may mitigate or enhance the risk. ‘Commodities which
are of perishable nature or are likely to deteriorate are bad risks,
Commodities which are easily saleable in the home market of in
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several foreign markets ate the least risky, Between these two
groups are certain commodities which have limited resale value.
As in the case of countries, to fix the rate of premium for each
commodity separately will not be practicable. We suggest the
following groups :—

{a) raw materials ;

" (%) manufactured goods which are easily saleable in ‘more
7 than one market ; and ' ' o

(¢) all other. goods not included in (a) and (b) such as
_expensive manuvfactured articles and goods whose resale
possibilities are limited that are subject to changing
fashions, that deteriorate rapidly or those goods falling
under (a) and (b) of which the insurance organisation has
un-satisfactory experiennce. * V- -

' 20, Grouping to be Flexible.—The auggestions regarding
groupings of countries as well as of commodities need not be
adhered to rigidly. We recommend certain groups to be made at
the initial stage. -In the light of experience changes can be made
from time to fime.,

- 21, Period for which the risk is covered— (1) The rate of pre-
mium has also to depend on the period for which the risk is
covered,’ The petiods for which credits are allowed by exporters
will vary according to the market, the buyer and the commo dity.
To fix different rates separately for differing periods, éach period

of credit being ‘taken as a whole, would be rather complicated.
We think it would be advisable to fix basic rates of premium

applicable to the cases whére cash is to be received against
documents in the buyer's country and where credit yp to 30 days
after delivery is given. Where payment terms provide for credit
longer than 30 days an extra premium dependent on the period in
excess of 30 days should be charged at a rate fized for every
additional month. This extra obviously will, like the basic pre-

mium, differ from country to country. A
- (2) The exporter may wish to insure the peshipment risks as

well This means that insurance will commence at an earljer date
and the period for which risks will be covered will be “longer than

that for which postshipment risks are covered, In addition, there
are preshipment risks such as the cancellation of the export licence
or the imposition of new restrictions on the export of goods after
the contract of sale had been concluded, Premium wil, therefore,
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have to be charged for the period from the date of contract up to.
the date of payment by the buyer if such pre-shipment risks are to
be insured. The behaviour of different countries towards contracts
already in hand when imposing restrictions on the import of goods
is an important factor in assessing pre-shipment: risks. In some
countries care is taken to exclude the firm order ofimports or at
- least the goods already shipped from the application of the changes
in the policy. This means the import control risk is reduced.
There are, however, countries where the new rules are made,
applicable to all goods arriving after the date fixed for the enforce-

" ment of the new policy. In such cases, import ¢ontrol risk isheavy.
It is desirable to place the countries for pre-shipment risks into
three groups :-

(i) where pte—shlpment nsks are vety shght
(ii) where additional risks exist in the pre-shlpment penod
but are not considerable ; - L. )
(iii) where the addxtxonal risks in the pre- shxpment penod are
very real B o N :

(3)- The premium rating schedule for transactxons mVoIvmg
'payment terms of more than six months'’ credit from the date of
shipment is based on a forward projection of the normal premjum
schedule, and takes into account the following additional factors .—

(a) the length of manufacturing period ;
(b) the spread of shipments and payments ;
. (c) theclass of buyer (whether public or private); and

(d) the degree of specialisation of the goods.

Such contracts, normally involve a spread of shipments and of
payments ; and, instead of quoting separate premium rates for each
shipment, it is better to quote asingle average rate for the whole

contract. ;

22, Past experience of the Exporter,—A further factor which
must be taken into consideration in assessing premium rates is the
character of business which a particular exporter offers for insyr-
ance. Forexample; an exporter who has suffered no losses in his
export business for many years will expect, quite reasonably, to be
charged lower rates of premium than his less cautious competitor
notwithstanding the fact that the risks he is proposing to cover are
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substantially -beyond his control. Furthermore, an exporter who
wishes to exclude from his policy shipments to one or more markets
must ‘expect, if his’ proposal is accepted, to be charged somewhat
higher rates of premium than if he had insured all his good and bad
markets together. Also, in cases where a large volume of exports’
is covered by a single policy, the exporter will expect some reduc-
tion in premium because administrative work on a large policy is

proportionately less than on a small policy. We are of the opinion
that in such -cases the insured should be allowed a small rebate in
premium charged for him, The amount of rebate naturally will

depend on the saving in administrative work and on the spread of
risk offered to the insurance organization.

23. Expenses of Management—An estimate of the expenses of
the insurance organization should be prepared as also of the
premiumslikely to be collected in the first five years of the working,
and on that basis expense loadmg to the risk premium canbe
arrived at. Great care must be taken in preparing the estimate.
Under-estimation of expenses and over-estimation of income will -
be suicidal. Similarly ovor-estimation of expenses and under-
estimation of income will make premiums too high and make
insurance unattractive. The provision for expenses in the 'pre-"

miums on the basis of the actual cost of admmlstratlon should be
eviewed from year to year.



CHAPTER XII.
STRUCTURE OF THE INDIAN INSURANCE ORGANISATION

The risks which an exporter has to face fall, as mentioned
earliet, into two groups, namely, commercial risks and -political
risks. Commercial risks can perhaps be covered by private enter-
‘prise, but there has been a tendency of late for pnvate credit
insurers to seek State backing in some cases. But s0” far as
political risks are concerned, it is impossible for any one to cover
‘them without harnessing the credit of the State either (.iirectly or
indirectly, It is significant that every foreign export credit insur--
ance organization covering the political risks has the direct or
indirect backing of the State concerned. It has, therefore, to be
accepted that no ptlvate insurer can bear theSe risks.

© 2.. Thus we find that export cred1t guarantees are being given:.

' (a) by a Government Department in the u. K.. Denmark and
Sweden, or

(b) ‘by a State-owned Corporation in Canada, or-

(c) by aprivate company which re-insures with the State
" the whole of ' political and "~ commerc:a] nsks m the
"Netherlands and Getmany. or

(d) either. by the State Corporatxon in respect of commerc1al

_and political risks or by a private insurer who covers

commercial risks only and reinsures- them fully with the
State Corporation in France, or

(e) by the State for only political risks, leavmg it to private
interprise to cover commercial risks in Sw1tzerland
B11g1um and Italy

- N -

-3, Itis understood that in Germany, Netherlands France and
Belgium, private companies have- been insuring commercial risks
for many years and that, when it was found necessaiy to set up
State organizations in these countries to cover political risks, the
experience of the private companies was harnessed to the new
_organizations by arranging that the private companies should i issueg
guarantees to exporters on behalf of the State organizations,
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4. Ttisobvious that, so far as political risksare concerned,
they can be carried only by the Government. The insurance
organization can, however be :—

@) a governmeﬁt department : or

- (b) a corporation owned by the State ; or

(¢) a private company acting for and on behalf of the State.

 So far as commercial risks ate concerned, the position in India
today is that there is no private company which is carrying on the
-work of insuring credits for even internal trade. If there had been
a private company, transacting credit insurance business for home
-trade, advantage -of its experience might ‘be taken by employing
such a company to handle the work of export credit guarantees.
This work cannot be entrusted to private. companies-which are
carrying on general insurance business because they have no
experience of handling this very complex and specialized form of
insurance. - In view of the above, the choice, so far as the Indian

organization- is concerned, lies between a government department
and a State-owned corporation.

5. Various interests in the course of discussions with us have
.urged that the Government should set up a separate corporation

to carry on the business of export credit guarantees and not

entrust it to a department of its own. The organization has to

work on commercial lines and has to provide for all the needs of
the trade at present and the needs that may arise in the future,

“The very nature of this business requires promptness and flexibility
“in its work. Any delay in the matter of giving covers may deprive
an exporter of the chances of supplying goods in time. Any delay in
‘quoting premium may prevent an exporter from negotiating thesale
with a foreign buyer. Anylaxity in making adjustment or taking
'hecessary steps may cause avoidable losses both to the exporter and
_the organization. We think that an organization which is not tied
- down to red tapeand is not bound by rigid rules of procedure,which
_js’more sympathetic and more responsive to the needs of export-
ers, which is able and ready to adapt itself to changes in-the trade
and other conditions, whlzch is easﬂy' accessible to t_he public, which
.can be prompt to deal with the requirements 9f the exporters, and "
hich can draw on Government and commercial sources Of. infor-
mation, is likely to command th? conﬁde't;ce .:nd cooperation of
the trader: Taking these factors into consideralion, we re¢ommend
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‘that the work of the Indian orgamzatlon skould be entrusted
to a Corporation wholly owned by the State.

6. Name of the Corporation.—The Corporation should be
'named Ezport Risks Insurance Corporatlon

7. Objects of the Corporation.—The Corporatlon may

(a) for the purpose of encouraging, facilitating and developiﬁg
trade with other countries, make artangements for
giving guarantees to or for the benefit of persons carry-
ing on business in India, being guarantees in connection
with the export, manufacture, treatment, or distribution
of goods, the rendering of services or any other matter
which is conducive to the said purpose;

(b) for the purpose referred to in (a), make arrangement
“for giving guarantees to or for the benefit of persons
residing in,-or belonging to a foreign country, being
guarantees in connection with goods exported or services
rendered from India;

(c) give facilities for inancing exports ;
(d) act as agent of the Government to

(i) give guarantees beyond 1ts scope which are cons1dered
by the Government as necessary m natmnal mterest R

(ii) acqulre any securities (whu:h expression includes bonds
stocks, shares, bills and premissory notes) which the
Corporation has guaranteed, hold any such security for
such period as may be directed by the Government,
collect any sum falling due whether by way of principal
or interest in resrect thereof, and dispose of any such
security at such time and in such a manner as dtrected
b¥ the Government ;

(e) do all such things as may be incidental to or consequen-
tial upon the carrying out of its objects mentioned in
clauses (2) to (d) above.

8 The subscribed and paid up capital of the Corporation
will depend on the maximum amount of risk which it has to carry -
at any point of time. Total exports in 1955 were of the value of
about Rs. 600 ¢rorés. It hpg not been possible’ to’ ascertain the’
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exact amount of exports on letter of credit basis. From the dis-
cussions that we had with banks and others, we believe that
business other than on letters of credit basis is obout Rs. 250 crores.
How much business it will be possible for the Corporation to un-
derwrite in the first five years of its work cannot be estimated
with any degree of accuracy, particularly if the insurance iz to be
on a voluntary basis. Exzperience of other organizations in this
respect is divergent. Other organizations are covering up to about
15 per cent of total exports in their countries. We consider that
the Indian Corporation will be able to cover about 8 to 9 per cent
of total exports. { e., about Rs. 50 crores.. This will represent about
20 per cent of the exports not coveted by letter of credit. We
think that the Corporation should fix a target of Rs. 50 crores to
be achieved by the end of the first five years, and with the coope-
ration of the Banks, Export Promotion Councils, various commodi-
ty Boards and trade associations to take all necessary steps to
reach that target. The constitution of the Corporation should in
the initial stages prescribe a limit of Rs. 50 crores on the maximum
risk it should carry at any one time, Preceeding on this basis, we
recommend that the authorised and subscribed capital should be
Rs. 5 crotes. This recommendation is being made following the
precedent of the Canadian Corporation. In the case of this Corpo-
ration the maximum risk which it has to carry is fixed at 10 times
the capital, The paid up capital of the Indian Corporation should
be 10 % of the subscribed capital and no limit need be placed on |
the calls to be made. To infuse confidence in the mind of exporters,

it is necessary that every policy issued by the Corporation should
carry a Government guarantee.

9. Management—The management of the affairs of the
Corporation should vest in a Board of Directors consisting

of seven members including eithera whole-time Chairman or a

whole-time Managing Director. The directors may delegate

powers for day to day administration to the principal officer
whether he be the Chairman or the Managing Director.

10. There should be an Advisory Council consisting of not
more than 21 members representing the export trade, banks engag-
ed in financing exports, various Export Promotion Councils and
Commodity Boards. This Council will advise the Corporation re-
garding the insurance needs of the export trade, the changes taking
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place in the export trade and the steps to be taken to provide for
new conditions. The Advisory Council may elect two members to
be appointed as Directors of the Corporation.

11. Offices.—The registered and main office of the Corporation
should be at New Delhi, The Corporation may open branch
offices and, where necessary, set up Local Advisory Boards to
help and advise the Branch Offices, appoint brokers to introduce
business and appoint agents elsewhere than in India for enforcing
any right that, ds a result of contract of an insurance, may have

vested in the Corporation.

12. Borrowing Powers.—The Corporation may borrow monies,
raise loans, and for that purpose, if necessary, may issue and sell
bonds and debentures bearing such rates of interest and subject to
such terms and conditions as the Board of Directors may approve,



CHAPTER XII
MISCELLANEQUS

Legal position under the Insuramce Act:—Section 3 of the
Insurance Act, 1938 (IV of 1938), provides that no insurer can catry
on any class of insurance business without having obtained from
the Controller a certificate of registration Export credit insurance
would appear to fall under the definition of ‘‘miscellaneous
insutance business” given in section 2 (13 B), which provides
that “miscellaneous insurance business” means the business of effe-
ting contract of insurance which is not principally of wholly of any
kind included in clauses (6A) (II) and (13A). Sub-section (64)

defines fire insurance business; (II) defines life insurance business
and {13A) marine insurance business.

The ezport credit insurance organization would be a corpora-
tion wholly owned by the State and as such would appear to be
exempted by section 118 of the said Act. In case business done by
the Government through a corporation owned by it is held to be

(7] . - 3 "
not any insurance business carried on by the Central Government
achange in the Insurance Act will be necessary,

2. Premium rates to be kept confidential :—In paragraph I of
(']tha*;;ter XI, we have explained the reasons why the premium rates
should be kept confidential. 1In this connection we reproduce one

of the cl'alfses of the Declaration which an exporter has tosmake to
the Administration in the U. K, : — -

' “All discussions and ' correspondence in connection With
this proposal and with any Policy arising therefrom are t0 be
treated by both sides as confidential and we undertake not tO
disclose either the existance of the Policy or any of the details
thereof to our agents or to the buyer or to any other person ©F

concern o'her than in confidence to our bankers without the
prior consent of the Department in writing.”

This means that the premjums paid will have to form part
of the overhead expenses of the exporter. These cannot ke showa
in the inyoicg as an item charged to the buyer. Even if the agree”
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ment of sale is on a ¢.if. basis, the premiums should not be showti
separately because the term ' insurance™ in a “c.i.f. contract” only
means marine and war risk insurance and cannot be deemed to
include credit risks. If any rule or regulation necessitates such a
premium being shown separately in any return or ftatement, it is
necessary that a suitable amendment should be made,

3, . Penalty clause :—It is necessary that "the _Export Risks
Insurance Corporation should be protected against false statements
made by an exporter. Two methods have been adopted to achieve
this objective. The Canadian Ezport Credits Insurance Act
provides that “Every petson is guilty of an Indictable offence and
liable to imprisonment for a term not exceeding two years who

wilfully makes any false statement

(a2) in any application for insurance under this Act, or

(b) in any instrument given to the Corporation under the
authority of this Act.” ,

A similar provision has been incorporated in the Australian
Export Payments Insurance Corporation Act. In the UX. and
other countties, however, no such Jegal provision exists. The
organisations in these countries protect themselves by providing in
a policy contract that it will become ineffective in the event of

(a) any warranty by the insured provmg to be false and

(b) the insured failing duly to perform or observe any of the
stipulaticns in the proposal papers and policy bond.

No one can and will object to such provisions being made as
these are accepted by everyone who insures his life, goods and

property.
We recommend that every policy issued by the Corporatmn
should have clauses to the following effect :—

(a) The Proposal and Declaration thereto shall be incor-
porated with this policy as the basis thereof and if any of
the statements contained in the Proposal or Declaration be
untrue or incorrect in any respect, this Policy shall be
void, but the Corporation may retain any premium thag

has been paid ;



70

(b) Due performance and observance of each and evety

stipulation contained herein and in the Proposal and
Declaration thereto shall be a condition precedent to any

liability of the Corporation hereunder.

" If, however, it appears that absence of penal clause hasnot
fully protected the Corporation, it may become necessary to
legislate on the basis of the Canadian and Australian Acts. We,
however, trust that such a contingency will not arise,

4. Insurance organisation to be exempt from payment of
income-~tax.— We have explained in para 3 of Chapter XI that the
export credit insurance organisation should be deemed to be a
non-profit making concern and that any reserves built up should
not be treated as profit in the commercial sense. Any difference
between the Income and Qutgo should not therefore be treated as a

profit and made liable to Income Taxz. For this purpose necessary
legislative or administrative action should be taken.

5. Insurance premiums to be a deductible expense for purposes

of income-tax,—The premiums which an exporter pays to the
Export Risks Insurance Corporation is part of his normal
expenditure and as such should be an allowable deduction for the
purposes of income-tax, The position of this premium is not, in any
way, different from the premiums paid for Fite or Marine or

Accident insurace policies. We may mention that the practice in
other countries is the same. .

6, Membership of the Berne Union :—UNION D' ASSUREURS
POUR LE CONTROLE DES CREDITS INTERNATIONAUX,
Berne, (Union of Insurers for the Supetvision of International
Credits) is an association of Export Credit Guarantee Organizatsons,
Its registered office is at Berne and it has a central office in Paris.
At present its membership consists of organizations operating in
Austria, Belgium, Canada, Denmark, France, Germany Great Britain,
Holland, Ireland, Italy, Norway, Spain, Sweeden, and Switzerland.

The object of the Association as given in Article 2 of its
Statutes is:—

“The principal object of the Union is to work for the
rational developmant of credit insurances on the international
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field by improvement of the members’ information services by
means of making known to one another the results obtained in
this field and, generally, to favour the regular exchange of
views regarding the essential questions in the branch, as well as
on the problems which are put in the field of teachnique and

organization.”

We recomend that the Indian Corporatxon should become 2
member of that Association.

7. Certain suggestions made by export interests for assisting
export trade,—In the written as well as oral evidence, our attention
has been drawn to various problems of the export trade which are
outside the terms of reference of the Committee. These difficulties
appear to be retarding the development of export trade. We have
considered it necessary to include them in the summaries of the
written and oral evidence in Appendices VI & VII and we tryst
that the difficulties will receive careful consideration of the

Government and effzctive steps will be taken to resolve them.

8. Foreign Exchange Regulations.— In this connection, our
attention has been drawn to the fact that the existing foreign
exchange regulations stipulate that the value of the goods exported

must be received in India within six months of the shipment of
goods, We also learn that in cases where the money is not
received within this period, the exporter concerned has to offer
an explanation to the Reserve Bank of India. There are cases
where the money is not received in time and the Reserve Bank
grants extention of time. Such a provision may be necessary byt

we must mention that some of the commodities cannot pe
exported unless payment terms povide for a longer term of credie
than six months. In such cases, an exporter cannot give declaration
that the money would be received within six months withoyt
exposing himself to legal penalties. We believe that in the
interest of promotlng exports, it is necessary that where compeu.
tion forczs an exporter to give credit for a perlod longer than six
months, he should be protected and his time-declaration should be
accepted by the Reserve Bank of India. Incase the Bank has pq
discretion to do so, we recommend that necessary change in the

regulations be made.



CHAPTER X1V
SUMMARY OF CONCLUSIONS AND RECOMMENDATIONS

QOur conclusnns and recommendatmns in the preCedmg
Chapter are summarised below :—

Case for Export Credit Insurance

1. An export credit insurance scheme is an important export
promotion measure, and this scheme should be started in India
without delay, for the following reasons :—

(a) demand for credit terms is being made for all exports
and is likely to increase even for traditional exports of
]ute fabrics, tea, minerals, cotton textiles,

(b) more small and medium-sized firms are coming into the

: exports. business .and this class of ficms has a great need
for insurance;

(c) export credit insurance makes export finance facilities
more readily available,

(d) the insurance helps the exporter to develop new markets,

(¢) competition from exporters from other countries having
insurance facilities. can be met 3f, other things being
the same. Indian exporters. are placed in a similar
position as their competitors in regard to credit
" insurance, and

(f) thereis a pressmg need to earn foreign exchange.

[Chapter I, paragraph 10]
Exporters’ Risks
2, The types and extent of risks covered by export credit
guarantee organisations differ from country to country. Neverthe-
Iess the practice of aII the countr:es conforms to two basic
pnnc1ples. viz..
(a) Except in the case of some pre-shlpment risks, only

those ._nsk_s, are covered - which. arise out of events
occurring outside the exporter’s country.
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(b) Only those risks are covered which are cutside the
control of the exporter and, generally, of the buyer,
Any risk which can be “ayoided by the exporter and/or
the buyer Shquld be excluded.

All risks which contravene the above principles or for which
cover is available from other insurers are generally excluded.

[Chapter 111, paragraph 8]

3. "The Indian export credit jnsurance organisation should
cover the following risks,

: Post-shipment Risks | )

(a) Diversion rishs—Due to interruption or diversion of
voyage outside the exporting country, theezporter may
have to incur in respect of goods shipped from his
country, additional handling, transport OF insurance
charges which it is impracticable to recover from the
buyer. - ,

(b} Import Control Rishs.—The buyer's impott of exchange
licence may be cancelled or may have expired- and it
cannot be renewed ; or new restrictions may be imposed
on the import or payment.

This risk should not be covered where -
(i) import or exchange licence is ne“c‘e'ssa;f-y but lS ‘not held
by the buyer when the order is placed and he is
.unable to obtain it when goods arrive; and.. .

. R . . . . L)
(ii) import or exchange licence is cancelled for buyer's

fault,
(c) Repudiation Risk.—A buyer may repudiate his contract,
refuse to open a letter of credit or to accept goods
This risk is to be covered only in the following cases :—

(i) when the buyer is a public body which either cancels
the contract unilaterally or refuses to accept goods,
not due to any fault of the exporter ;

(i) when the buyer repudiates the contract and is
adjudged insolvent ;
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(i) where a buyer repudiates the contract and the ex-

porter takes legal steps, obtains a final judgment
against the buyer and_ even by executing the decree he
cannot receive the full price of the goods because the

buyer has no assets from which recoveries can be
made.

(d) Insolvency Risk.—The buyer may become insolvent.

(e) Default Risk—The buyer may accept the goods on

credit terms and on the due date refuse to make pay-
ment Or may temporarily be unable to pay,

[Both (d) and (e) together are called Commercial or Del

Credere Risks,]

(®) War and Civil War Rishs—There may occur war between

()

(h)

the buyer’s country and the exporter’s country; or war,
hostilities, civil war, rebellion, revolution, insurrection
or other disturbance may occur in the buyer's country
or other countries through which the goods must pass.
In all these contingencies, the exporter may suffer losses.

Transfer Risk—The operation of a law or an order,
decree or regulation having the force of law, which, in’
citcumstances outside the control of the exporter and
of the buyer, may prevent, restrict or control the trans-

fer of payments from the buyer's country to the expor-
ter's country.

Omnibus Risk-Any other cause not being within the con-
trol of exporter or of the buyer which arises from events
occurring outside the exporter’s country. Omnibus risk
includes risks of port strikes overseas, dock clearance
delays and natural catastrophes (floods earthquakes and
hurricanes) in the buyer’s country. This also includes
the risk involved in the change in the standards of food
and other products after goods have been shipped, pro-
vided the goods at the time of shipment were of the
standard then in force. .

[Risks (a) and (b, {c) G), (), () and ( h) are called Polil;cal

Risks.]
= [Chapter III, paragaphs 3 and 9, 4]
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PRE.SHIPMENT RISKS

4. Risks (a) to (h) of 3 as also the Export Control Risk (i.e.,
non-renewel or cancellation of the export licence of the imposition
of fresh restrictions on the export of goods) should be covered
during the pre-shipment peried. The Export Control Risk should,

however, be not covered in the following cases @

(i) Where export licence is necessary but is not held by the

exporter when the order is placed and he s unable to

obtain a lincence at a later date. and
(i) where the export licence is cancelled on account of the

fault of the exporter.

[Chapter 111, paragraph 9. B (9) (ii) _and (c)]

RISKS OF SPECIAL TRANSACTIONS

5. The following risks of special trarsactions should be

-

covered :—
(i) C. L F. Risks; i. e, increase in insurance and freight rates
after a sale has been concluded on a “cost, mnsurance and
freight basis,” _
(ii) Risks Of exports on consignment blésis_
(iii) Risks (similar to those in (i) above) of g0
display in a foreign fair. -

(iv) Risks pertaining to non-receipt of money for services
rendered to a principal in a foreign country.

ods sent for

(v) Expenses incurred on market surveys, publicity, stock-
holdings and other promotional measures, for the deve-
lopment of a particular market, if such expenses are not

fully recouped by sales made in that country.
[(Chapter I11I, paragraph 7 and 9, Cl

RISKS NOT TO BE COVERED

6. The following risks should not be covered : =
(1) Repudiation Risk, except in the cases mentioned in 3 (c).
(2) Exchange Fluctuation and Devaluation Risks.

(3) During the pre-shipment period—
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(2) ban or restrictions on the import of raw material or

semi-manufactured goods which may be necessary to
manufacture the goods to be exported;

(b) increase in export duty or the imposition of a new
export duty which, under the terms of the contract,
cannot be recovered from the foreign buyer ;

(c} non-availability of railway transport, shipping space or
of berthing space for steamers:

(d) strikes;

(e) increase in manufacturing costs.
LChapter 111, paragraph 9, B)

7. The Indian export credit insurance organisation should,
when covering commercial risks, set limits on the amount of
business which can be covered at any one time for an exporter on
any of his buyers. The limits should be of the following types:—

(2) The Credit Limit, which limits the insurer's liability in
respect of the value of shipments which have been
delivered to the buyer on credit terms or placed at his
disposal on cash against documents or equivalent terms,

(b) The Contract (or Trading) I_.imit. which limits tke in-
surer's maximum liability in respect of all the goods in

course of (manufacture and) shipment to the buyer at
any one time.

[Chapter 111, paragraph 10)

(2) The amount of the Credit Limit should be agreed by the
snsurer for each buyer on application by the exporter, or a discret-
ionary limit can be agreed, within which the exporter, on the basis
of his own knowledge and experience of the buyer, can ship without
reference to the insurer. Normally the maximum amount of this
discretionary limit should be Rs, 4,000 in the case of credit trans-
actions or Rs. 8,000 in the case of transactions on cash against
documents or eguivalent terms.

[Chapter 111, paragraph 11]

(3) The Contract Limit set in the case of shipment rolicies
relating to goods in course of shipment should be equal to twice
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the amount of the Credit Limit and in the case of pre-shipment
policies relating to course of manufacture and shipment should be
equal to four times the amount of the Credit Limit.

[Chapter 111, paragraph 13)

Periods for which risks can be covered

8. (1) The periods for which the risks of the Indian exporters
should be covered are specified below : —

(2) Pre-shipment Risks,—For a period of four months preced.
ing the date of shipment.

{b) Post-shipment Rishs.

(i) for exports of raw materials—up to three months and,
exceptionally, four months from the date of shipment,

(ii) for exports of consumer goods.—up to six months from
the date of shipment. R

(iii) for exports of light capital goods.~A spread of Pay-
ments up to two years from the date of shipment.,

(iv) for exports of capital goods.— A spread of payments up
to three years from the date of shipment,
These periods may be extended in exceptional cases,

[Chapter IV. paragraph, 4]

(@) The risks for a credit period of more than six mopthg
should be covered only where
(i) foreign competition warrants such a course ;
(ii) the type of goods and the nature of the order justify
extended credit;
(iii) a substantial payment has béen received befcre or opn
shipment ; : ' .

(iv) the work content is high;
(v) any necessary authority from the Reserve Bank of India
has begn obtained.
[Chapter IV, paragraph 4)
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. Percentages of Cover

9. An accepted principle of credit insurance is that the insured

should carry a patt of every risk. The Indian organisation should
in the initial stages give cover for.—

{a) commercial risks-up to 80 per cent;
(b) political risks-up to 85 per cent ;

(c) promotional policies-equal to 50 per cent of the unrecoup-
ed expenses '

These percentages, except in the case of (¢), are of the value
of an invoice,

[Chapter V, paragraphs 3, 4 and 5]

Export Finance

10. (1) Credit Insurance policies are accepted by banks as a
satisfactory form of security and therefore export finance becomes
more readily available. The Indian export credit insurance organi-
satjon should provide by its regulations for the registration of

assignments the benefits under their policies made by exporter to
their banks, '

[Chapter VII, paragraphs 1 and 3}

(2) In the case of contracts of national importance, the Indian
export credit insurance organisation should have the authority—

{a) to provide, in the case of approved parties, financial
guarantees to banks and others with no risk to them
but with recourse to the exporter where necessary in
connection with the export of goods, to the extent
of 80 per cent of the bills provided a policy to cover
both the commercial and political risks has been
taken out and assigned to the organisation ;

(B) to provide, where necessary, as agénts of the Government,
financial help for the purchase of Indian exports on
extended payment terms

(Chapter VII, paragraph 8

(3) The Indian organisation should not normally discount or
rediscount insured bills sq long as such facilities are available from
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other organisations, unless the Government specially instructs it to
do so.

(Chapter VIL paragraph 9)

Split of Risks

11, (1) The ideal policy for an exporter is that which covers
both the commercial and political risks together because every
insurable risk which can cause loss will be provided for: but a
demand by certain trade interests for a split of commercial and
political risks can be accepted.

(Chapter VIII, paragraphs 4 & 6)

(2) Having examined the demand regarding split of risks in
the light of the practices of foreign Export Credit Insurance
Organisations, it is recommended that a limited split of risks should
be allowed and separate policies made available for exports to
private buyers in respect of :— )

(a) commercial and political risks together ; and

(b) the following political risks together, viz.,
(i) Import Control risk,

(i) Diversion risk, if under the sale agreement the charges
for diversion have to be borne by the exporter.

(iii) Non-payment due to moratorium or freezing of
commercial debts by an order, decree, or law of the
. Government of the buyer’s country.

(iv) Non-transfer provided that the payment has been made
within 30 days of the due date. In case devaluation
takes place before a claim is paid, the amount to be
paid in Indian currency by the insurer to the insured
should be based on the devalued rate. After a claim
is paid the recoveries should be shared by the insured
and the insurer. This will be applicable also in case
of any change in the value of the currency.

(») C, 1. F. risk,

(vi) Risk of change in standards imposed in the buyer's
country on the import of food gnd other products
after goods have been shipped, -
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(vid) War between the buyer's country and the exporter’s
country before expiry of 30 days of due date.

[Chapter VIII, paragraph 8]

(3) For exports to public buyers, either of the proposed
policies described in (a) and (b) of clause (2) should cover all
political risks, including default and repudiation of the contracts.

[Chapter VIII, paragraph 9]
Spread of Risks

12, (1) Itis necessary that an expert credit insurance organi-
sation should have as wide a spread of risks by countries, by trades.
by buyers, and over time, as possible. To achieve this object, the
Indian organisation should require every exporter to insure all his
exports of the trade in a period of twelve months (normally ex-
cluding sales on confirms] irrevocable letters of credit). In special
cases, however, an- exporter may be permitted to exclude his
exports to any one or more countries, or to any one or m'ore buyers
provided, in the opinion of the organisation, what is left after this
exclusion is a proper spread of risks and provided also the exporter

agrees to pay an additional premium,

[Chapter IX, paragraphs 4 and 6]

. - (2) Exporters dealing with goods in more than one trade
should be allowed, in appropriate cases, to insure only a substantial
group of exports which might come under a single reasonable
category., Premium rates should be assessed from the outset at the
level which it is expected will prove economic on the basis of
business anticipated at the end of five years, Patience will, there-

fore, be needed in the first few years which will be spent in building
a stable organisation, and some losses may be experienced.

[Chapter IX, paragraphs 14 & 15]

(3) Evidence on the desirability of any element of compulsion
for selected commodities has been far from uynjform. Broadly. it is
thought that the business community does not welcome compulsion
in any form, and as the advantages of a limited compulsory scheme
are considered to be illusory, it would be jpexpedient to depart
from the general principle of voluntary credit insurance. However,
if after the facilities of the organization haye been available for
a reasonable period, a request is made by the great majority of
any particular trade that all exports in the trade, not on @ letter
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of credit basis should be covered by..the scheme, their request:
should be-examined. If it isagreed, a rebate in premium rates of:
between 15 and 25 pet cent should be possiblé. Similar arrange-.
ments might be made, should the Government be satisfied that the
use of credit insurance by all exporters.of a particular commodity
is in the interest of the export trade as a whole and.of the .indi-
vidual trade concerned, 7 ) :
[Chapter IX, pa:agraphs 7,11, and 173
How and when claims should become payable .

13. (1) Claims, in respect of goods invoiced in foreign curren-
cies, should, like the premiums, be payable in Indian currency at
the rate of exchange effective on the date of commencement
of risks, : e '

[Chapter X, paragraphs 1, 2,'and 3}

(2) The Indian export credit insurance orggniéafio_ﬂ should
Pay claims asunder: =~ ~ = - ' o '
(@) for claims under insolvency r
is adjudged insolvent; - :
" {b) for claims under default risk—six months after the 'due
date ; S - o
(c) for claims under C. I. F. and Diversion Risks—as soon as
the proof of loss to the ratisfaction of the organisation is
_ furnished ; L
(d) for claims under promotional policies issued in connection
with the development of particular markets-60 days after
the final audited accounts for the period covered by the
policy are furnished to the organisation; o
[te) for claims under Transfer Risks—six months after the
due date ; ’ '
(f) for claims under all other risks—six months after the
date of the event which is the cause of loss.
A [Chapter X, paragraph 4]

isk—as soon as the buyer

. A3) Recoveries made after payment of claims should be divided
between the insurer and the insured.in the same proportion in

which they carrry the risks.

' , [Chapter X, paragraph 5]
Basis of Premium Rates

14, (1) As the nature and intensity of political risks depend

upon the economi¢ and political conditions of the. countties to which
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the goods are exported, different rates of premiums are necessary’
for exports to different countries. Premium rates cannot be
published and must be kept confidential.

[Chapter XI, Paragraph 1]

(2) The Indian export credit insurance otganisation, like:
organisations in other countries should work on a “no profit, no
loss” basis. The premiums therefore should be assessed to cover
only the net claims and the expenses of management.

(Chapter XI, paragraph 3)
3. The following factors should be taken into consideration in
fixing the premium rates :— -
(a) the types of risks and their causes:
(t) the markets to which the goodé are exported ;
. (c) the type of goods ;
(d) the period for which the risks are covered ;
. .(e) the past experience of the exporter and tl.le spread of risks
offered by him for insurance ; and
(f) the expenses of management.
' ' [Chapter XI, Paragraph 4]

4. For fixing premium rates, countries may be grouped as
shown below, accordmg to the nature and intensity of the risk

involved -~ ,

(2) countries which are important traditional buyers of
Indian goods, where the administration of economic
“affairs is particularly efficient, and where the foreseeable
risks of loss from transfer or other causes are very small ;
~(b) countries whose economies are soundly based and well
administered and where transfer losses are unlikely to

occur ;

(c) countries which are relatively stable, but where mmor

- risks of losses can be foreseen ; '

(d) countries whose economies are not broadly based where
" fluctuations may occyr with possible risks of loss;

(e) countries which are relatively unstable or whose

“economies are deteriorating and where there 1f preslstent
-tisk of transfer andfor other Josses 3 ’
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(f) countries whose economies -are chronically: unstable,
" where transfer andfor other losses have recently

occurred orare in prospect.. - - R :
| [Chapter X1, Paragrah 18]

5. Risksalso differ according to the nature andfor type of the
commodities. To fix premium rates for cach commodity separately
will not be practicable, - The goods exported may. therefore, be
grouped as under ;— : :

(2) raw materials ;

(b) manufactured goods which are easily ‘sale able in more
than one market ; and

(c) all other £oods not included in (a) and (b) such as
expensive manufactured articles and goods whose resale
possibilities are limited that are subject to changing

. fashions, that deteriorate rapidly or those goods falling
under (a) and (b) of which the insurance organisation has
unsatisfactory experience, o

[Cﬁapter X1, Paragrapl; 19]

6. The rate of premium will also vary with the period for
which credit is allowed by the exportor, It would be advisable to
" fix basic rates of premium applicable to the cases where cash is to
. be received against documents in _the- buyer's country and where
- eredit up to 30 days. after delivery is given. Where payment
terms provide for credit longer than 30 days an extra premium
dependent on the period in excess of 30 days should be charged at
a rate fized for every additional month, These considerations apply

-to post-shipment risks, _ , ..
' [Chapter XI, Paragraph 21 (D]

7. Where pre-shipment risks are also covered, the premium
will have to be charged for a longer period than in the case of cover
for post-shipment risks only. Tt is desirable to place the buyers’
countries for pre-shipment risks into the following three groups ==

(i) where pre-shipment risks are very slight ; )
(ii) where additional risks exist in the pre-shipme
but are not considerable ;

(iii} where the addi'_tiohal_ risks in the pre-si:iph_a_ent period

very real ;
[Chapter XI, Paragraph 21 1

nt period

are
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8., The premium rating schedule for transactions involving
. payment terms of more than siz months’ credit from the dat? of
shipment is based on a forward projection of the normal premium
" sthedule, and takes into account the following additional factors:—
. (a) the length of the manufacturing period ;
| (b) the spread of shipments and payments ;
(c) the class of buyer (whether public or private) ; and

(d) the degree of specialisation of the goods.

[Chapter XI, paragraph 21 (3]

(9) Where an exporter offers for cover under a single policy
a large volume of exports, he should be allowed a small rebate in
the premium charged, depending on the spread of risk and the
saving in administrative work. Conversely, an exporter who
wishes to exclude from his policy shipments to one or more
 markets must expect, .if his proposal is accepted, to be charged
somewhat higher rates of premium than if he had insured all his
good and bad markets together, '
S : [Chapter XI, paragraph 22]

. '(10) An estimate of the.expenses of the insurance organisation
should be prepared as also of the premiums likely to be collected

in the first five years of the working, and on that basis expense
loading to the risk premium can be arrived at.

[Chapter X1, paragraph 23]

Structure of the Indian Export Credit I nsurance
: Organisation. .
.15, (D A study of the structure of - credit insurance

organisations in other countries shows that the organisation can
‘ber— - .- :

" (a) a government department : or
(b). a corporation owned by the State ; or

(c) a private company acting for and on ‘be‘half of thé State.-

There is no private company in Indja transacting credit
insurance business even for home trade. So far as the Indian
organisation is concerned, the choice lies between a Government
" Department and a State-owned Corporation, ’

(Chapter X171, paragfaph 2.3and 4)
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“T'he widespread view of the trade should be accepted that' the
work of the Indian organisation °hould be entrusted to a Cors
poration wholly owned by the State. : S
(Chapter XII.'paragraph 5)'

(2) The Corporation should be named Export Risks Insurance

Corporatmn
(Chapter XII, paragraph 6)

" (3) The Corporatmn should be set up with the following
objects :-

(a) for the purpose of encouraging, facilitating and de-
veloping trade with other countries, it may make
arrangements for giving guarantees to or for the benefit
of persons carrying on business in India, being guarantees
in connection with the export, manufacture, treatment,
or distribution of goods. the rendering of services or

“any other matter which is conducive to the saig

purpcse ;.

(b) for the purpose referred to in (a) it may make arran ge-
ments for giving guarantees to or for the benefit of
persons residing in, or belonging to a foreign country,
being guarantees in connection with goods exzported or
services rendered from India ;.

{c) it may give facilities for financing exports ;

(@ it may act as agent of the Government to

(i) give guarantees beyond its scope which are considered
by the Government as necessary in nauonal interest :

(u) acquire any securities (which expression includes bor ds,
stocks, shares, bills and promissory notes) which the
Corporation has guaranteed, hold any such security
for such period as may be directed by the Government
‘collect any sum falling due whether by way 0;
principal or interest in respect thereof, and dispose of
‘any such security at such time and in such a manner as

. directed by the Government ;
(e) it may do all such things as may be 1nc1denta1 to of
consequentml upon the carrying out of its Ob]ect
mentloned in clauses (a) to (b) above; . ]

[Chapter XII, paragraph 7]
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(4} ‘The. authorized and _subscribed Capital of. the Indian
Corporation should be Rs. 5 crores of which 10% should be paid up.
This will enable the Corporation to carry atany time, a risk upto
50 crores which is considered to be the maximum that can be
achieved by the end of the first 5 years.

. : B . [Chapter XII, paragraph 8]

5. Toinfuse confidence in the mind of the exporters, it is
necessary that every policy issued by the Corporation should carry
Government guarantee. , ) o .

[Chapter XII, paragraph 8]

-~ 6, - The management of the.affairs of the CO:DOI&tiOn should
vest in & Board of Directors consisting of seven members including
either a whole-time Chairman or a whole-time Managing Director.
The Directors may delegate powers for day to day administration
to-the principal officer whether he be the Chairman or the
Managing Director, -- - ‘

' [Chapter XII, paragraph 9]

7. There should be an Advisory Council consisting of not
more’ thai_1‘2l members represting the export trade, banks engaged
in financing exports, various Export Promotion Councils and
Commodity - Boards. This Council will advise' the Corporation
regarding the insurance needs of the export trade, the changes
taking place in the export trade and the steps to.be taken to
provide for new. conditions. The Advisory Counci] may elect
two members to be gppointed_ as Directors of the Corporation.

_ _[Chap'tét XII, paragraph 10]
. . . . /

"8, The registered and main office of the Corporation should
be at New Delhi, The Corporation may open branch offices and,
where necessary, set up Local Advisory Boards to help and
advise the Branch Offices appoint brokers to introduce business
and raprpoint agents elsewhere than in India for énfotcing any right
that, as a result of contract of an insurance, may have vested in
the Corporation, - ' L
A ' ' _ o _[Cl_lapter X1, paragraph 11]

9. The Corporation may borrow monies, raise loans, and for
that purpose, if necessary, may issue and sell bonds and debentures
bearing such rates of interest and subject to such terms and con-
'ditions as the Board of Directors may. approve,

[Chapter XII, paragraph 12]
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. Miscellaneous

. 16 (1) Export credit insurance would appear to fall under the
definition of “miscellaneous insurance business" given in 'section
2 (13B) of the Insurance Act, 1938 (IV of 1938). The Indian export
credit insurance organisation would be a Corporation wholly owned
by the state and as such would appear to be exempted under
section 118 of ‘the Insurance Act. In case business done by the
Goverment through a corporation owned by it is held to be not
any insurance business carried on by the Central Government, a

change in the Insurance Act will be necessary. ) o
[C_'hapte_:r'X;II. paragraph 1]

(2) Since premium rates are to be kept confidential, if any rule
or regulation requires an exporter to show the premium paid sepa.
rately in any return or statement, suitable amendment should be
made to such rule or regulation.

[Chapter XIII, paragraph 2]

(3) Every policy issued by the Corporation should have clauses
to-the following effect :—

(a) The Proposal and Declaration thereto shall be incorpo-
rated with this policy as the basis thereof and if any of
the statements contained in the Proposal or Declaration
be untrue or incorrect in any respect, this policy shall
be void, but the Corporation may retain any premium
that has been paid.; ‘ -

Due performance and observance qf each and every
stipulation contained herein and in the Proposal and
Declaration thereto shall be a condition precedent to any
liability of the Corporation hereunder.

(b

(4) The export credit insurance organisation being A none
profit making concern, reserves built up should not be treated as
profit in the commercial sense and should not be made liable to

income-tax. For this purpose necessary legislative or administra.

tive action should be taken. ,
o ' [Chapter XIII, paragraph 4]

(5) The premiums paid by an exporter to the Export Risks

Insurance Corporation should be an allowable deduction for the

f income tax. '
purposes O . . [Chapter XIII, paragraph 5]
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(€) The Indian Export Risks Insurance Corporationshould
become a member of the UNION D'ASSUREURS POUR LE
CONTROLE DES CREDITS INTERNATIONAUZX {(Union of

Insurers for the Supervision of International Credits).
- [Chapter XI1II, paragraph 6]

(7) The attention of the Committee has been drawn to various
difficulties which appear to be retarding the development of the
export trade. These are outside the terms of reference of the
Committee. Nevertheless, they have been included in the sum-
maries of the written and oral evidence in Appendices VI and VII,

with a view to effective steps bemg taken by Government to
resolve them

[_Chapter XIII, paragraph 7]
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NOTE OF DISSENT

On an examination of all the relevant circumstances; I regret
that it is not possible for me to accept ‘without reservation all the
‘conclusions set out in the repott. I am therefore obliged to
append this note of dissent. While it is common ground that an
Export Credit Guarantee Scheme will be of considerable assistance
in any programme for the exﬁansio;i of -the export trade of the
country, I have -grave doubts whether the scheme-of insurance
gutlined in the report, under which exporters will take out cover
on a voluntary :basis, will be succéssful in actual working.” The
general pattern of the country’s foreign trade as hasbeen shaped
by historical circumstances and the various interests prominent ip
the field severely limit the scope of any such scheme in India on a
voluntary basis, - S : ' :

The conditions for the{suécgﬁs_s of.any such scheme are

(1) adequate volume of business, and
'(2) -propér spread of risks.

.The second to some extent _is -dependent on the first, but in
export credit insurance. spread of risks' requires special attention
as there -is a tendency’ for concentration of risks;-and, under a
voluntary - scheme, there is likelihood” of adverse’ selection and
unhealthy concentration of.risks in certain markets. -“Where, as i
India, the export trade to particqlar countries is almost exclusively
controlled by particular concerns which have built up ‘-:Oﬂnections
over & long period, a voluntary ‘scheme of insurance is likely to
leave the proposed Export Credit Guarantee Cotporation with a
residue of bad risks, thus prejudicing its eventual success. - = .-
 The suggested :scheme of. insurance will cover a Val‘ie.ty' B
political and commercial. risks to which exports are subject and
will be available to those who ask .for it, . But those who d'o o
will be expected to insute all their exports over a stipulated
period. But, at the same time, it is provided that an exporter may
be permitted to exclude. his éxports to any one country or to
anyone or more buyers, provided what is left after the exclusion is
in the opiiiion of the organisation, a proper spread of tisks '
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Exports paid for by irrevocable letters of credit will, in any
case, be excluded trom the scope of the scheme, The same, applies
to exports by concernsin India to their associates abroad, so far as
the commercial risks are concerned. It isa point for consideration
whether what will be left after these substantial exclusions will
provide for either an adequate volume of business or a reasonable
spread of risks.

On a close examination of such data as are available, T am
inclined to think that. the residual business available to the
proposed Export Credit Guarantee Corporation will be totally
inadequate and will not justify the launching of such a venture

under the auspices of the State unlessan element of compulsion
is enforced, -

~ The. total value of exports from India in 1955 was of the
order of Rs. 600 crores. It has been estimated that, out of this,

60% of the exports are paid for by letters of credit and will not
come under the scope of the scheme. - Excluding this and allowing
for possible expansion .of. exports, the upper limit of business
available for insurance has been estimated to be of the order of
Rs. 300 crores.  But there are other categories of business which
may also have.to be left outs So, under a voluntary scheme, the
actual amount of business offered for insurance will be much
smaller, This may. necessitate a high rate of premium, thereby

hand;cappmg the Ipdlan exporters, particularly the smaller ones, in
foreign markets. -

One of the 1mportant witnesses stated in his evidence that the
big Indian Exporters did not take kindly to the intrusion of small
traders into the field of export ‘business. it is hardly likely that
they will take more kindly to an Export, Credit Scheme which
will help the small man to consolidate his position and cover his
risks with the help of insurance. The evidence led on behalf of
the principal commerc1al organisations concerned with the export
trade in important items like tea, jute, .textiles, etc., only serves
to strengthen doubts on this score. ..

| Taking into consideration the facts that— .

(a) small and new exporters need protection

_ against
‘exporters’ ' risks and the bigger exporters, and
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(b) the scheme must work on a self-sufficiency basis,

I recommend that the scheme sheuld be made forthwith
compulsorily applicable to all those commodities where major
portion of exports are on credit basis. If the Government do not
consider it appropriate to inf.roduce the scheme on a compulsory
basis, it may be advisable to confine the scheme only to political
risks anl leave the remaining field opzn for exploitation by private

enterprise.

NEW DELHI

26th June, 1956, 5.C. Roy.



APPENDIX IX |
'SUMMARIES OF SOME. FOREIGN EXPORT
CREDIT INSURANCE SCHEMES



BELGIUM
OFFICE NATIONAL DU DUCROIRE (O.N.D.)

L Structure

(1) (a) A para-statal organisation acting under guarantee of the
state. It is controlled by a Conseil d’ Administration consisting‘
of members of Government depattments,. public credit insticutions

*and representatives of trade and industry, nominated by the
Government Ministerial delegates who can veto decisions. The
Conseil d' administration has complete control and tikes all major
under—writing decisions. ‘

(b) Capital—B. Frs, 550 million (Rs. 6 crores) has been given
in property to the organisation in the form of Government
stock. O.N.D. has complete financial autonomy (frequently it resorts
to the money market in order to meet provisional claims payment),
The Government is ultimately liable for loss and gives O.N.D. an
annual payment (drawn from the revenue of the Government
stocks) equal to its premium income. But in spite of this payment
O.N.D. has succeeded in its endeavour to balance premium incomes
and claims paid.

(2) Mazimum statutory liability is 15 tunes the capital ie.
' B. Frs. 9750 million.

(3) O.N.D. was formed in 1921 and reconstituted in_ 1935 as
an independent public agency of the Government.

(4) O.N,D. re-insures the foreign commercial business of
Compagnie Belge d' assuarance Credit S,A., a private company
which insures insolvency and protracted default mainly in the

home market.

II. Risks covered by Standard Policies )

(a) Commerciaf risks are not directly covered by O.N.D. but
they re-insure commercial export risk (insolvency and protected
default) accepted by Compagnie Belge. D’ Assurance Credit S.A.
Powers were, however, conferred on O.N.D, in 1939 to cover
directly insolvency and default risks. No. yse has so far been
madg of these powers, - '
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(b) Risks are defined as follows :—

(1) Non-Payment (Public Buyers only) Failure of the
' debtor to effect contractual payments within a period
fized by the policy.

(2) Non-Transfer (Public Buyers Only): Non-transfer
within the period fixed by the policy of sums due in
execution of the contract which have been deposited
by the debtor either with a bank or with an

organisation officially charged wlth the transfer of
funds to Belgium.

(3) Politicel Rlslrs (Private Buyers) :

(i) delay in payment beyond the period fixed in the
policy, due to a purely political event such as
war, revolution, revolt, ¢losure of frontiers or any
measure taken by the government of the
importer's country, including moratorium of
commercial debts, which prevents the fulflmcnt
of the debtor's obligations at contractual due
date ;

(i) As (2) above, with the additional proviso that all
the formilities necessary with a view to the
transfer of the funds or the granting of foreign
exchange have been complied with :

(iii) loss due to the absolute default of the importer
ot his banker in so far as this default is ex-
clusively due to a political event or “fait du
prince”’ (administrative action) of which the
importer or his banker is a victim.

(iv) “conversion loss”, ie. loss which arises when, at
the time of transfer, the payments made by the
importer in fulfilment of his obligation converted
into the contractual currency, are less than the
amount stipulated in the contract, as a result of
measures of fiscal or exchange policy, taken by
the Government of the importer’s country. This
loss is only covered however, to the extent that
the payments are declared to discharge the
importer’s -obligation by virtue of law or
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administrative measure of the government tOf :i:e
importer’s country, SO that recourse to e

importer is excluded. (O. N- D.} have never had

to pay a claim under this heading).
inability of the lmporter to take possession of
ery provided that

the goods after contractual deliv

this is excluswgly due ‘to-a pohtxcal event or a
“fait du prince™ and that it can in B0 Way be

attributed to any action or default on the part of

the importer or a third Pafty

(4) Cancellation of Contract before Dehvery Loss due

to the total or partial cancell
before delivery of the goods or . ezecution

ation of the contract
of the

services. Cancellation must result from

(A) Public Bu;uef; N ‘
(i) judgment of a Belgian court following 2 default

(u)

on the part of the foreign importers;

non-execut:on of the forelgn 1mporter [ contractual
obligations. (O. N. D. must agree to cancellation
in this case before a claim can be ‘made).

. (@) inability of the exporter to carry out: the contract;
- e. g due to-impossibility of obtamlng supplies

(iv)

(V}

or transport or of effecting delivery by reason
of international events or purely p011t1ca1 measures
taken by the authorities in the importer’s country
or any other foreign country (O. N. D. must
agree to cancellation in this case before a. claim"
can be paid):

amicable arrangement between exporter and

importer (O. N. D. must agree to cancellation in
this case before a claim can be pald)

failure of the importer to take possesslon of the
goods in so far as this is due exclusively to the.
ill-will or negligence of the importer. . .

(B) Private Byer :

€))

arbitrary and- unforeseen measures taken by the
government of the jmporter’s country, in the



100

mattet of foreign trade—e. g, arbitrary withdrawal
of an import or foreign exchange licence—which
.prevents narmal execution of the contract (O.N.D,
must agree to cancellation in this case befote a
claim can be paid).

(n) as 4(A) (iii) above.

(5) Inability of the Buyer to Accept the goods: (Publlc
* Buyer)—Inability of the buyer to accept the goods
“after contractual delivery by reason of international
events or measures of a purely political character
. taken by the authorities in the importer’s country or

~ any other foreign country.

(6) Refusal of the Buyer to Accept the Goods (Public

Buyer) :—Refusal to accept the goods after contractual

delivery due exclusively to the ill-will or negligence of
the jmporter.

(C) Excluded Risks: O.N.D. has no authority to
cover exchange fluctuations, price increase, ‘'prospece
ting” (special dollar Drive facilities) or losses due to
- the fault of the exporter,

It does not cover external
trade.

In respect of retention moneys O. N. D. covers
the transfer risks only. If a contract provides for
arbitration in the buyer’s country O. N, D. would not
accept loss arising there from.

111 Extent of Cover;

- (a) The normal policies cover risks from the date of shipment,

Preshipment cover is given either by a separate policy or by
L1 : ” . .
endorsement to a ‘shipments” policy.. Insurance is usually refused

if the contract has already been signed. For “Pre- shxpment cover,
the percentage of guarantee is apphed to the exporter’s net loss
ie. costs less proceeds, part-payments and value of unshipped goods
or materials; profit is not covered.

(b) Public Buyers_—-SO% ; Private Buyer—85%. In difficult
cases, the percentage may be reduced as low as 60%.

IV, Selectivity :
The usual policies are 1

{a) Public buyers-spzcific

'shipments" Policy-payment and
. ttansfet.
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(b) -Private Buyers-specifid si:ipinexﬂ:é' lpc;li:é;‘f-ﬁbﬁtiééi risks,

(c)- Private buyers-turnover sh1pments pohcy.i:ohtlcal risks
for individual countries,

(d) Public or private buyer-specific 'policﬁ-cancellation of
contract before delivery (i.e. pre-shipment).

V. Premiums ;

(a) Rates depend on :—
(i) Economic condition of buyer's country :
(ii) Risks covered ; )
(iii) Payment terms ;
Giv) Any guarantees accessory to the contract.

(b) Average premium for 1954 was 09%. For short-term
business; premium rates vary according to markets, from 0715 to
1,25% for Cash Against Documents to }/13% for six months credit,
For medium-term, rates vary from 1 to 4% according to payment
terms. Premium must be paid for firm quotations.

V1. Other Guarantees Services :

0. N. D. also gives cover on services (e. g. contracting’ ‘work
overseas—including payment of labour services of erigineers, con-
Sultants fees, etc.) by means of a special clause inserted in the.
policy describing the risks insured, and such cover may be combined
with cover on the export of capital goods. It covers the transport
of goods by Belgian undertakings (provided that the price ‘contains
an elements of at least 30% for Belgian services and constructlonal
work involving plant of Belglan origin provided that the cost of
the work does not exceed 25% of the value of the plant delivered).
Non-return or confiscation of goods exhibited at fairs, held in
consignment stocks or used in connection with services (e. g
dredgers) are also covered ; insurance against these risks may be
combined with insurance against political and transfer nsks where

the goods are sold.

V1l Other Remarks

(2) O.N.D, are required to maintain the following special
reserves from premium income to cover losses under guarantees ;

(i) an export guarantee reserve ;
(ii) a re-insurance reserve ;
(iii) an import guarantee reserve ;
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iv) 2 special sinking fund for export guarantees and

(v) a spemal smklng fund for import guarantees. O. N, D,
may draw on its capital only when reserves are
exhausted

(b} Maxlmum payment terms normally agreed are :—

(1) consumer goods and raw materials-six months.

(2) medium term-up to five years (exceptionally seven
years) after delivery.

Period for the Medium Term Credit depends on :—
.(i) economic position of buyer’s country ;.
(ii) n'atufe of gOOd:‘: :
(m) the stze of the order. An O, N.D. guarantee is

. normally requn-ed to obtsin bank finance for
Medlum Term contracts,

(c) Policies cover goods exported “from Belgium or Belgium
colonies ; the goods must have been produced or transformed in
these areas. No entrepot trade is covered,

(d) For losses due to conversion, absolute default” buyer’s
fa1]ure to take possession of goods or cancellation of the -contract -
before.delivefy. claims are usvally paid rix months after due date,

* ‘(e " Redoveries are shared between ‘0. N. D, and the policy
holderinm proportlon to their ‘respective interests, In some cases,
O. N."D. may requu-e ‘a bank guarantee that the exporter will repay
any recovery.

voall e



CANADA
EXPORT CREDITS INSURANCE CORPORATION

I, Structure :
(1) (a) The Esxport Credits Insurance C i
o
Canada has been set up under the Export Credits Inrslljl‘;:?f;:nA::
of .19‘44. The members of the Corporation are the Deputy
Minister of Trade and Commerce, the Deputy Minister of Finance
and the Governor of the Bank of Canada. (Section 3 of the Act,)

(b) The Corporation is under the. management of
Board of Directors composed of the members of the ‘Corporatioa
. and not more than four other Directors, one of whom ils1
President and General Manager of the Corporation. -

{c) There is an Advisory Council consisting of not more
than fifteen members (Sec;tion 9% Members of this Council repre.
sent the services of banking, manufacturing industries and the
primary industries of farming, fishing, lumbering and mining,

Members serve without remunerations.

(2) The Corporation can establish offices or employ agents
in any part of Canada and if necessary {may employ agents
elsewhere than in Canada for purposes of enforcing any right that
as a result of contract of insurance may be.vested in the corpo-
ration. (See. 4 (i), Branches have been established at Montreal

and Toronto, and there is a representative in Vancouver.
. (3) The Corporation started functioning in 1945,

(4} (a) The authorised capital of the Corporation is ﬁftée;j
million dollars- It consists of 150 thousand shares of one" hundted

dollars each. _
(b) The Corporation can -issue and  sell bonds “and

debentures bearing, such rates of interest and subject to such térms "
and conditions as the Board of Directors may approve. Piovision
has also been made for advances by Ministry "of Finance' out 'of"
unappropriated monies in consolidatgd revenue ' funds, ~ The"
tstanding shall not exceed the' amount:

aggregate of such loans ou
equal to five times the aggregate of the paid up caPi'tﬂ.“"iiﬁcf:

surplus.
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{c) The liability of the Corporation under the contract
-of insurance issued and outstanding shall not at any time exceed a

total of ten times the aggregate .of. the. amount of the subscribed
capital and the surplus of the Corporation.

IL Risks covered by standard policies” " '~ -

(13 The Corporation insures the followmg main classes of
business :

() The msolvency of a foreign buyer;

(b) Protracted default in payment by the buyer after he -
has duly accepted the goods; '

{©) Blockage of funds or transfer difficulties \;vhich
lprevent the Canadian exporter receiving payment for
the goods he has sh1pped

(@ War or revolution i in the buyer's c:ountry1 S
. {e) Any. other cause outside the control of both the
' exporter angl the buyer which arises from events
occurring outside Canada and the continental United
States of America, e:g. cancellation of an import

license or the i 1mposmon of import restrictions on goods
not previously sub]ect to license,

) The Corporation’ accepts risks in all countnes where the
buyer under the laws of the country, can pay for the goods in
Canadian dollars, U.S. dollars, or sterling which is transferable to

Canadian or American account.: One of the pre-requisites for

transfer insurance coverages is that 4t the time the exporter aceept -
the.grdér ‘or at the time of shipment, it must have béen permissible
for thez buyer under the import and exchange regulations of his
country to import and pay for the goods he has ordered.

(3) Insome South American countries, shipments which have
been ;made on-2 Documents: on Payment basis must be released
aga.mst: a prov;slonal deposrt in local currency because local .

: regulatrons require that the customs clearance papers be presented
to the exchange control authorities before foreign exchange will be
allocated The Corporatmn recognrzes that this procedure is

release documents agamst pm\uslonal deposrts in local currency
covermg shrpmeutsr made on terqus, of Cash agamst Documents - if

.....



105°
(b)Y by established Procedure based on official Yequirements-
. --of the;importing country relative: to- thef'_impm:t. of
L goo_ds‘comprisinga shibme‘nt_.

.~ M(4) For 'transfgr' insurance’ protéction, risks are covered for
citcumstance entirely outside the control of both the eXpOrter and _
thie'buyer and the Corporation is not on risks if foreisn exchange
Is"not made avilable to pay the exporter due to lack of some
Decessary action on the part of the buyer

(5) Following risksare not covered-:

(a) Trade disputes or straight repudiation on the part of

the foreign buyer js not covered. Export Credit:

Insurance policies do provide cover for repudiation” by
Govetnment buyers, [If thereis any dispute between -

the exporter -and his customer, it Must be - settled
before the Corporation can consider-a claim for loss. .

If a judgment is .OBtairned against the buyer and suf:h‘

iudme11t could not be satisfied, the Corporation will

pavs |

(b) Devaluation of a currency is not covered but, if the

buyer becomes insolvent because of devaluation,. the

Corporation would pay the resulfing claim.
III, Extent of Cover; I o

" (1) The period for .;Whicﬁthe‘rislciis" covered" ih'_-tl}_e .case of
general commodities ‘sold on short.credit terms_oOr credit terms

which are usual in the particular tra:'cles concerned . extends from
Cash Against Documents terms up to 2 maximum' 0f- six months.

In the case of capital goods sold on medium credit terms,.the

period extends from six months.to three years or moTe - The

period of credit is generally taken to mean the actual credit: period
extended to the buyer from the time the goods are placed -at -the-

buyer’s disposal. In the case of capital goods, term -may .tun, to
five years. There isno limit for the time-under the Act. - T
' (2) The maximum risk covered is up to 85 per cent of the

amount of any loss incurred by an” exporter under the terms an.d

conditions of his policy. The co-insurarice proposal "depends-on
relevant circumstances and where- circumstances require even lower
percentage of risk may be’ covered. -There have beén cases in’
risks have been covered on a 60/40 basis, 4. & sixty per cent which-
by the Corporation and forty per cent by the exporter; = o
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IV, Selectivity ©
An exporter is required as a general rule to insure exports
to all countries for a year excluding sales made against irrevocable
letters of credit. or where cash is received in advance. An
exporter may exclude exports US.A. If, however, an exporter
wants to includehis exports to U.S.A the Corporation will consider
the proposal. .The Corporation is also willing to consider the
exclusion of any other country provided the exporter can supply
the Corporation a broad spread of risk, it is possible that favour-

able consideration would be given to the exclusion of a particular
. country. ’

V. Premiums

1. Each ezporter has his own markets, credit terms
problems and difficulties and all these aspects must be taken lntc;
-account in setting the Premium rates. The premiums are based
on the class or type of goodssold. the countries to which they
are shipped, the credit termsinvolved, toa small extent on the
volume of the Exporter's annual sales, the spread of risk afforded
to the Corporation, the previous loss experience of the exporter
and any other relevent factors. )

Thé average rate of Premium quoted on risks under return for
the nine years is less than one per cent.

.The rates of premium are strictly confidential between the
ezporter and the Corporation, as is the fact that he has a policy,
In making his application the exporter warrants that he will not
discuss -the policy or any of its details with any other person
or concern except in confidence with this bankers.

The premiums which the Corporatlan collects must be suffi-
cxent to produce enough revenue to cover operating expenses and
probable losses.

-9, Countries are d1v1ded inco elght groups (A to H), graded
according to the seriousness of the political risk, Medium terms
premium rates include an element of time premium calculated
on outstandings amounting to one—eighth per cent or less, or one-
fourth pet cent or more per month. This may be increased by
259, if there is a heavy pre-shipment risk. When the total figure
to be paid by the exporter in respect of premium has been calcu-
lated itis expressed asa percentage of the contract valye, and

it is th1s percentage that is quoted to him as premium.
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VI, Other Guarantees

- I; Sec. 91 provides fot other guarantees, Where the . Minister
teports to. the Governor in Council that (a) that .the Board,:
having regard to ‘the limitations imposed .by section 14, is of-
opinion that a.proposed contract of insurance will -imposa upon-
the Corporation. a liability.fora term or in an amount in excess of-
that which the Corporation would normally undertake in relation.
to any one _contract. exrorter, cpmmodity or country, and (i;,)
in the opinion of the Miniiter itisin the national interest”that
the proposed contract be entered into, the Governor in Council
may approve of and authorize the Corporation to enter into the
proposed contract cf insurance. The liability of the Corporation
under the contracts of insurance entered into under this section
and outstanding shall not at- any time ‘exceed one’ hundred
million dollars.and shall not be included in the lability of the:
Corporation for the purpose of section 14, All ozders in.counci] -
made under this section while Parliamentis in session_sha]] be
laid before the Parliament during such session and, if “made ;hile
Parliament is not in session, shall be laid before Parliament at ‘the
next ensuing session. For issuing such policies  the ‘Corporation
acts as agent of. the, Government and charges commission ‘equal to

25 per cent of the premiums.

2. All premiums are considered to be confidential, but in
the case of policies falling under Sec. 21, the .order in' council is
tabled in Parliament: This makes'the fact of the contract'and the "

Premiums chatgeable known.

VII. Experience
1. In- 1934 the Corporation covered rather less than one
percent of total Canadian exports. The main reasons for this
cdnﬁpératively low percentage are: (i) almost two-’thirds_ of all .
Canadian exports go to the United States and many exporters re gar i
od this as-virtualy-domestic business. (They can cover the commer-
cial risks with a private’ épmpa:}'y_khown as the American_Credit
Indemnity Company) ¢ and (ii) the major canadian exports -arp
raw material and commodities e.§. wheat newsprint and metals which -
are sold on cash terms and'no insurance, is required. E.C. L C, -
“however that-they cover about 45 per cent of ‘totsl--

estimate h 7
insurable Canadian exports. -
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VIII. Othex Remarks,

- + 1, - 'The Corporation does not wish to interfere with an Expor-

ter's normal business and accordingly a maximum amount is esta-
blished in each Policy, applicable to any buyer in any country
covered by the policy up to which amount the Exporter may
extend credit without reference to the Corporation. The only
requirement is that the Exporter must either :—

"(a) have had previous favourable credit experience with the
buyer, or
(b) have obtained two up-to-date credit reports from inde-
pendent reliable sources that would justify his extending
credlt to the buyer,

If the Exporter wished toextend credit to an amount greater
than that set out in the policy he then applies to the Corporation
fomts specific approval,

" Credit reports may be obtained from :—

(@) The Importer’s agent abroad ;

(b) His Bankers ;

() _Department of Trade and Comimerce, Ottawa (Foreign
Service) ;

(d) Mercantile agencies,

2. Much of E, C. L C.'s business is invoiced in U, S, dollars.
E. C. I C.make payments only in Canadian dollars; they have,
therefore, to be particularly careful about defining exchange
rates and they have encountered problems when dealing with
recoveries when the Canadian dollar has appreciated in relation to
the U. S. dollar after a claim his been paid, A legal opinion has
béen obtained that E. C. L. C. would be entitied to share in profits
due to an exchange appreciation and the position is made clear to
exporters.’

3. A transaction is eligible for cover if it relates to goods
exported from Canada. and there must be a contract of sale before
the goods leave Canada (for this reason E.C. I C. cannot cover
Fairs or consignment stocks), Eligibility is not testricted, how-
ever, to Canadian produced goods—a large amount of Canadian
exXports are re-exports originally emanating from the U.S. A., but
the exporter must himself be producing in Capada. If E.C.IC,
believe that an exporter is importing goods for incorporation into
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products to be exported, they may ask for a statement of the
petrcentage, of the whole that the foreign element represents. If
this proves to be more than 25% ECIC would probably not lgive
cover although for capital equipment, e, g. locomotives, th

would accept a higher percentage of up to 40%. S

There is however some pressure for cover on consignment
stocks and sales therefrom and it is believed that legislation i
contemplated to make this possible, ' " ls

4. When E. C. L C pay a claim they require the exporter's
banks to sign an undertaking to pay 85% of any recoverie
(whether policy hypo,tl}ecated or not), >

5. Time of payment :—
" (a) Insolvency-immediately - after the occurance of .th
insolvency. <

(») Default-12 months after the due date of payment of the
debt if by that time the debtor’s insolvency has not beep

established.

() Foreign Exchange Transfer. Six months after the dye
date of payment of debt. .

(d) All other risks, 6 months after the occurrence of the even.
which is the cause of a loss. C t

6. Financing:

The Corporation will agree to pay to. any bank the proceeds
of any claim which may be payable under a Policy. The export. or
has available to him, two mamm ways of assigning his insured
accounts to his bankers. FHe can either assign an individual bill op
he can make a blanket assignment or all his foreign accounts
receivable. : . )

7 “Every petson is guilty of an indicatable offence and liable
to imprisonment for 2 term not exceeding two years who wilfully

makes any false statement,
(a) in any applicaﬁo_n for insurance under this Act, or

(5) in apy ipstrument given to the Corporation under the
authority of this Act.”



DENMARK

" STATENS EXSPORT KREDIT UDVALG

1. Structure

1. 'I-‘he system works through state Export Credit Committee,
It examines and decides the applications on consideration of
commercial policy as well as on the facts of individual cases and
recommends them to the Ministry of Commerce who undertakes
the guarantee. The Committee consists of representatives of the
ministries involved, banks and trade organisations,

2, Maximum 11ab111ty assumed by the Government is Rs. 33
Crores approx.

3 The State Export Credit Committee was formed in 1952,
II. Risk covered by standard Polices

(a) Solvency guarantee or guarantee on exporters drafts
accepted by foreign buyers. o

(b) Transfer gunrantees covering cases in whtch the agreed
payments cannot be transferred to Denmark at due date.

Note —There is however no. guarantee against losses from
exchange fluctuations.

I, Extent of cover'

(@) Solvency—normally 75% guaranteed exceptionally 85%
guaranteed.
provided drafts are for a period not exceeding 12 months.
The term of credits ay, aq_cord?ngﬁ.to the circumstances
be extended to 5 years particularly when there are
supporting guarantees fora Government or State Bank or
intermediary payments are -to be ‘made. Under quite
special circumstances the guarantee may be extended to
6 years. ) :

(b) Transfer —upto 85% guaranteed.
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IV. Selectivity

Separate policies are jssued to cover the ins & Tr. risks
Transfer guarantees may be issued separately or in connection with
one of the other forms.

V. Premiums
For the time being the prem:um charged for each of the
guarantees is 124% p. 2., minimum a flat rate of $%.

V1. Other Guarantees
a) Guarantee on Consignment Stock

This policy can cover up to 50% of the eventual losses on
stocks consigned abroad. Losses however must he proved
within specified time usually # or 1 year after approval of

the application,
Risks specifically Excluded from this guarantee
1. Destruction of Stocks. '
2, Losses derived from the exporters’ failure to secure his
property right in the stocks in the event of bankruptcy or liquida. -

tion of the consignee.
3. Risk of loss from Credit extended on sale of goods from

Stocks.
» “F inancing” Guarantees

1. To enable the exporter to finance the export during the
time from the shipment of the goods and until payment i

received.
{Shipment Credit).
5 To enable the exporter to buy raw material and Pay wages
in connection with the production of goods.

VI, Experience
Danish Scheme has been solvent.

VIIL Other Remarks
It is essential that the application for any from of export credi¢

guarantee be made before the goods are actually exported.

Guarantees to banks (vi (b) above) represent 50% of
S.E.U.’s total business.
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It is also laid down specially for Financial guarantees that
the sums guaranteed shall apply to specific export orders and not
to ordinary operating expenses.,

Claims
(2) Inthe case of Guarantees on Exporters draft-—it will be
paid within 3 months after the due date.
() In Transfer guarantees payment is rdade in 6 months after
the due date, '



FRANCE

COMPAGNIE FRANCAISE D’ASSURANCE POUR LE COMMERCE
' EXTERIEUR (Co,F. A.C.E)

1, Structure,

1. Co.F. A. C. E, is a public-corporation guaranteed by the
State, Itsobject is to “guarantee the successful outcome of French
export_and import business and all overseas trade transactions
generally.,” Any Insurance Campany may ask to be authorised to
tiansact export credit insuiance butat present Co. F. A. C.E.
is the only Co. authorisad to transact this busifess,

Its v(:a’pital of Franes 100 m, was‘S'ilbsc'r-ibéd by:
(2) the Caisse Des Depots et Consignations ;
(b) the Credit National ;
- (¢) the Banque Francaise du Commerce Exterior ;
{d) ~the Nationalised Insurance Cos., and
(¢) the Societe Francaise d'Assurance Pour Favorisor le
Credit, (SOAFC) whose participation may not exceed
30%.

Co, F. A, C. E. maintains two financial accounts,

" (a) the'A’ Account for political risks (guaranteed by Co.
F.A.C.E. oh behalf of the State), and

(b) the ‘B’ Account for commercial risks (guaranteed by
Co. FA C. E, on its own behalf,

In case of ‘B’ Account if profit is of more than 10% of the
premium income a portion is transferred to ‘A’ Account. If loss
‘is more than 10%; excess over 10% of loss is transferred to'A’
'* Account, and if at any time. there are insufficient funds in the

‘A’ Account, the Treasury will make advances. Ultimate liability
"for political risks is that of the State.

Co.F.A.C.E. . gives guarantees on the advance of an Inter-
ministerial Committee (the Commissiofi des gatanties ét du Credit
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au Commetrce Exterieur) comprising representatives of Govern-
ment departments, the Banque de France and the Credit National.
Co. F.A.C.E. itself, the Banque -Francaise pour le Commerce:
Exterieur and the Chambers of Commerce are also represented
in a consultative capacity, The Commission meets.every fortnight.

All medium term apphcations and matters of prmc1p1e must be
referred to the Commission. -°

Co. F. A, C. E. is administered by a Conceil d'Administration
consisting of members nominated by the Minisiry of National’
Economy and the Ministry of Finance ; representatives of these
Ministries can veto decisions of the Conseil, The Conseil meets:
every 4/6 weeks. : :

2, Thereis no maximum commitment for commercial risks
but liability under individual policies is limited to

(@) 30 times premium-paid in respect of commercial risks up
to the time of loss in the year; .

» {b) under 1nd1v1dual whole turnover pohc1es 11ab111ty for
protracted default on any one buyer is subject to a
max:mum limit of francsS m11110n.

3. Co. F.A.CE. hasno branch offxces but employs brokers to
obtam applications for insolvency cover. A specialised broker

feceives 2 commission of 129 and a non—spec1allsed broker a com-
mission a of 10%.

11, Rxsks Covered by Standard Pol:cxes

(a) Commercml risks {covering sale to private buyers for
short term ttansactlons only).

{1,) Insolvency of the buyer, i. e. inability to pay owing

to bankruptcy, judicial liquidation or comp051t10n
arrangement binding on all creditors ; or

(i1) * Failure of the buyer, having taken possession of the
goods to discharge his debt within 12 months of due

date, prcmded that the validity or amount of the
debt is not contested

(b) Political Risks
() Public buyers,
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J - No:i-Paym'ent

Fallure of the buyer to dlscharge “his d
ebt not d
contract by the suppher ue to breach of

2. Non-Transfer, Prevention or delay by political events,-
economic difficulties or legislation in the buyer's country of resx‘.
dence or transfer of funds pa1d out by the forelgn debtor -

3. lnterruptxon of Contract (pre shlpment)
(i) Public-Buyer-Interruption of performance of _contract,
.+ . - because of one of the followmg events:
(2) non—fulﬁlment by buyer of his contractual obll.gatlons
(b) act or dec1smn by Eovernment of.country of destination ;

D3 (c) occurrence in the country of destmation of war, civil war,
. revolt, revolutlon cyclohes ﬂood tldal wave earthquake

P

voleanic eruption ; -
() prohibition of export by French Government ;

(e prohibition of manufacture by French Government
, (f) tequisition of the goods by French Government ;

s are sub]ect to export hcensmg at the time of the

(If the good
signature of contract the’ guaranteé is not effective until delivery

of an export licence).
(ii) Private buyer [not applicable to medium ‘term
operations] as above, except “non-fulfilment by buyer
of his constractual obl:gatmns L

4, War and Disturbance risks ; Fallure of the buyer to dis-

charge his Jebt becavse of war, civil war, revolution of distur-
bance in the buyers country of residence or general moratorlum

decreed by the administrative authontles of his country,

. 5 Catastrophe risks : Fallure of the buyer to discharge his
debt due to the occurence in the buyer's country of resxdencc of
cyclone, flood, tidal wave, earthquake, volcanic eruption.

6. Exchange Risks. (Covered by a separate policy); Loss due
to difference petweeil total sums received, convered at the rate
obtaining when the guarantee was issued, and the total of sums

actually received in francs at due dates,
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Any profit on exchange is payable to the Ministry of Finance.
This exchange risk guarantee can be issued for certain currencies
only provided (i) there is no other means of covering the risks

and (i) the exporter exzercises prudence and conforms with all
necessary regulations,

Risks not covered :—

(1) Losses due to disputes between buyer and seller or to
repudiation or to the buyer's refusal to accept goods.

(2) No cover is given against commercial risks on medium
term or pre-shipment policies (but the provision of this
cover is being considered).

(3) Co.FACE. give no guarantee to foreign buyers against
damages in the event of the French exporter failing to

perform his contract. It is considered that type of
guarantee is the province of Banks,

111 . Extent of Covers.

(a) For medium term transactions either pre or post shipment
cover is available. The standard short term policies cover
postshipment risks only, but pre-shipment political risk
(not commercial risks) may be insured by a separate
endorsement.

(b) Short term 80%
Medium term 90%

Interruption of contract or exchange 100%,

Where payment terms are exceptionally long, the percentage
guaranteed may be reduced but it is done very rarely.

Only 50% cover is given for. insolvency risk for non-vetted
accounts i. e. credits given by the exporteras a result of his own
status enquiries) without referring the buyers to Co, F.A.C.E.

IV. Selectivity.
1. Short term policies,

(@) Commercial risks Co. FACE. insist on whole turn—over or
at least a fair spread of risk. It allows the exclusion only

of business payable by irrevocable letter of credit, and
business with specified countries,



117

() Political and :I'ransfer Risks
The exportet can select his markefs but this optién is
very seldom allowed.

2. Medium term policies: specific cover is given, Theé follow
ing M. T. policies are available to exporters :—
(i) Sales to public authorities-non payment and—-non-
transfer,
(i) Sales to public authorities—non-payment and
non-transfer, interruption of contract,
(iiz) Sales to private buyers (medium tefm)=political,
catastrophe and non-transfer.
(iv) Sales to private buyers ( medxum term)—pOhtlcaI
catastrophe, non transfer and interruption of contract,

(v) Guarantee against exchange risks;
(vi) Guarantee against exchange risks (covering an export
which is the subject of a price guarantee),
(vii) Guarantee against loss due to intefzuption of contract.

V. Premiums
Premium income plus recoveries must cover claims paid. This

is not applicable to experience of any one year but has to be
treated to cover the experience for period of years. For short
term policies separate premiums are charged forinsolvency and for

other risks. Insolvency premiums are included in & profit and loss

account,

Premium for political risk consists of two basic rates:—

(a) a “prime forfaitaire” calculated as a flat rate on the
maximum loss which Co. F. A, C, E. can sustain. This
premjum’ is payable when cover commences and is liable
to adjustment depending on maximum risks,

(b) a “'prime pro rata temporis’’ payable quarterly for Medlum-
term. policies or montbly for short-term policies on the
Maximum risk to Co. F.A.C E. at the end of that period..

These rates vary between % and 13% for medium~=Term
cording to the buyer’s country, For short-term policies
the ‘prime forfaitaire’ is 25% of the correspondmg Medium-term
- yate and the “prime pro rata temporis” is 50% of the corresponding
‘Medium-term- rate. Further reduction proportionate to the term-

pol1c1es ac
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V1. Other Guarantees
-(1) - Dotlar-Drive - (“ Prospecting Guarantees)
issued by the State directly).

‘These policies, designed originally for North America, have
been extended to some south Amertcan and Far Eastern markets.

They. cover losses arising from
{a) market surveys,

(b) ‘expenses in lunching certain’ products in "these markets,
publicity, setting up branches, were-housing etc.), and

: (¢) . Stock-holding. -

P011c1es cover 50% of loss calculated on either 1—

i

(z) the d1ﬁ'erence between the costs msurred over several
years and.a given percentage of .the value of
shlpments over the same perlod or )

(n) the baIance of a guaranteed account showmg receipts
and expenses over the same permd -

(2) Pnce Vanatmn Guarantees :

State 1ssues a separate guarantee against any 1055 the exporter
may sustam as a result of increasés in production costs ona ﬁxed
pnce contract for cap1tal goods provrded that

{a) the expott is mV01ced in forergn exchange (50 tha.t”a;]‘y
profit on exchange, which might result from a devaluation

of the franc, is offset against any price mcreases).
(b)-..the export is in the, national interest.
(c) the perrod of manufacture is Iong

The exporter receives 100% of loss where the producuon costs
‘exceed the value in francs received from the buyer.

Any profit
goes to the State, o

'

. The State does 2 great deal of business with this type of
guarantee and claim that ° the prmmple of equilibrium between

price: increases and exchange fluctuations -has been shown to be
Justified.

Vll. Expenence :

. Co. F. A C 'E. certamly covers a big share of French medxum
term exports. but only about 5% of short-term exports, and very
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little external trade. The only guarantees on which large losses
have occured are exchange guarantees on import operations. That
was fitst after the war. In other fields, Co. F. A. C. E. has

successfully maintained solvency.:

ViIl. Other Remarks
1, Guarantees may ba assigned to banks.

2. Inthe case of medium-term guarantees, goods must be of
French origin. But where spare parts.and essential components
are of foreign origin. Co. F. A. C. E. may give cover prowded the
forelgn element is not more than 20% of the total

' P B '_1

3 Recovenes are shared between Co. F.'A. C. E.- and " tha
policy holder in proportion to their respective interests in the loss,

‘4. Maximum periods of Credit giraranteed are :—

(a) Short-term normally 6 months, but up to one - year for

certain types of machinery. )

() Medium-term 5 years, maximum from dehvery. ‘Thé

length of credit depends on Lo
(i} economic positicn of buyer. s country.

(ii) nature of goods.
(iii) the national interest (e. g dolIar contracts) . and

(iv) size of the Ol_‘der

5. Credit limits on individual buyers atre agreed but e expotter
is required to contribute an annual sum to the cost of obtaining,
studying and renewing status information on_ buyers, as far as

commerc1al risk is concerned



GERMANY

HERMES CONSORTIUM

1, Structure

1. A Consortium between Hermes Kreditversicherungs

A.G. and t}le Treuarbeit Co. (Deutsche Revisions—Und Treu-
hand A. G.) issue guarantee documents and all risks and premiums
are for the account of German Government.

The Hermes cover commercial risks in the home market for
its own account,

2. The control of the export guarantees is vested in a
Parliamentary Committee (The Foreign Trade Committee) which
Téceives quarterly reports on the activities of Hermes and issues
general directives to keep the operation of the Scheme in harmony
with German Economic Policy ; these directives are not published.

3. The authority to issue guarantees is vested in an Inter-
ministerial Committee which is composed of representatives from
the Ministries of Economics, Finance and Foreign Affairs, together
with representatives of Banks, Industry and Trade (the later have
‘however no voting power).

4. Normally export finance is made available by private banks,
In case of medium term projects however the banker can get
financial aid from Ausfuhe Kredit A. G. on the security of the
bank and export credit guarantee,

5, The maximum statutory liability is Dm. 7500 million,

6. The Hermes have a capital of 5 million D. M. for their
own use but for the state business they need no capital.

7. The Hermes Consortium operates through Branch offices,

These offices merely receive applications for guarantees but the
final decision rests with the Inter-Ministerial Committee.
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1. Risks Covered by Standard Policies

Risks covered are :—
1. Public Buyers .—

(a) Protracted default which means non payment within 6
months from due date or where documents have not been
taken up within 6 months after arrival of goods.

(b) Non-conversion & non-transfer of amount paid in local
currency.

{c) Exzchange losses from conversion of payment in the currency
of the contract. This cover is only for the period between
the time of payment by the buyer & receipt of amount by

the exporter.
Seizure of goods by a foreign Government Agency other

than that of the buyer's Government.

(e) War & Civil war provided this risk is not otherwise

(d)

insurable,

2. Private Buyers:

(a) Insolvency.
(b) Non-payment due to Govt. action.

(¢) Clearing delays.

(d) Freezing of debts.
(¢) Non-transfer & non-conversion as in (b) of 1.

(f) Exchange losses as in (c) of 1.
() (&) & (e) of 1,

III. Extent of Cover
(a) The standard Guarantees (set out in IV below) cover risks

from the date of shipment. There is, however, a manufacturing
policy issued in respect of capital goods contracts against insolven.

cy or non-delivery due to political events during the manufacturing

period.
(h).G) Upto 75% for commercial risks,
(i) Upto 85% for Political and preshipment risks ;
(i#) Upto 90% for' conversion and transfer risks. Hermeg
use the percentage of risk as an underwriting control,
by this means they consider that they can control ;
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commercial risk ;

2. political risks and

3. Premimium rate (which is not altered when the percentage

of cover is reduced),

IV. Selectivity

Whole-turnover cover is not insisted upcon.

Exporter is free

to choose his shipments. If whole turnover is offered a rebate in

premium is allowed.

The main types of policies are :—

(1) a single short-term policy covering one of his shipments.

(2) a similar short term-policy covering a fized revolving

(&}

@

6))

limit for business with one named buyer;

a whole-turnover policy covering all transactions above
a fixed minimum value with all buyers, The individual
buyers are named, approved and rated ;

a whole-turnover policy containing a discretionary limit
operated by the exporter subject to safeguards.

a convession and transfer policy covering these risks
either on specific or whole turnover basis for short,
medium or long term contracts with either private or
public buyers. The buyers must have paid their
debts in local currency and have fulfilled their transfer
obligations. Policies are issued for one year and buyers
need not benamed. The policies though issued for cne

year continue for the following jyear unless notice to
terminate is given by either party.

Y. Premium.

Hermes operate under a Jirective that its scheme should work

_on a solvent basis, i. e. that administration cost and losses under
. guarantees should be paid out of the income.

So far thi been
achieved. . _ ar 1§ has be

Average premium rate is 1.1%,.

Premium rates vary and

depend on terms of payment. For long term payments, they are
based on outstanding amounts and length of credit period,

Private Bayers

(a¢) Cash Aéains_t Documents ?% :
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(b} Credit Terms 13% for first 6 -months and - addltlonal 1%
. per month thereafter,

Public Buyers
. For Post-Shipment risks for the first 2 years for exports upto
3 million DM vernecemorvesnces 1%

for the balance veracenererrarsane iA
and thereafter an additional premium for exports upto 5 million
DM %% for every month for the balance amount 4/10% for every
month. Where only preshiment risks are covered i.e. where risks
ends in shipment 1%.
) Where both pershiment and Post Shipment risks are covered
2% plus the shipment rates. :

for the next _3 million D

V1. Other Guarantees,

(1) External Trade cover is given for commercial risks on
ultimate buyers and transfer risks ftom the intermedlate

countries to Germany
Consignment stocks can be covered against political

(2
risks from time or despatch until goods are sold and
against the transfer risks after sale,

(3) Ezport guarantees for services rendercd in connection

with setting up of plants ete. and for non return of con-
tractors equipment to Germany.

VIL Esxperience
The German scheme has maintained itself on a solvent basis

since 1949,

VIII. Other Remarks 7
Claims in respect of Insolvency are payable within 8 weeks of

the proof of insolvency and amount of loss having been furnished
and in respect of political Risks for the Private Buyers six months
after the date of Moratorium prohibition of payment by foreign

For Transfer and Conversion risks the claim is pay.

Government.
able after three months deposit in local currency.

Hermes covers atout 10% of total German export trade.
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Credit limits on individual buyers are closely controlled. Con-

siderations for determining the payment terms for medium term
contracts are \—

(a) the greater the “work” content in the product compared

with the raw material content the longer could be the
terms of payment. '

(») the nature of the payment terms for public buyers could
be more generous thah for private buyers.

(c) the nature of the transaction i. e. whether an “Advance”
payment with order has been made sor heavy machinery.

(d) the size of the order.
Payment terms in excess of five years are not normally

approved. Buteven in this period payments must be by instal-
ments.



INSURANCE OF EXPORT CREDIT AND FINANCING IN
ITALY

I.  Structure

The law authorises the Instituto Nazionale delle Assicurasione
(existing state institution for “life insurance™) to accept export
credit insurance directly (issuing polices) or indirectly accepting
the total reinsurance of the same risks underwritten by the rrivate
companies authorised by the general law of 1923 to transact business
in credit branch. The direct insurance or the reinsurance is
accepted by the ‘Instituto’ for the total account of the State
naturally must be contained—as nature and as percentage of
cover—in the limits indicated by the law. The National Foreign
Trade Institute processes insurance and re-insurance applications in
agreement with the National Insurance Institute always on behalf
of the state. It has created a common secretary to study the risks
and to submit them to the special Committee,

For goods sold on instalment basis, {the law indicates “special
export trade™ a Supevisory Committee (composed of fourteen
representatives of the pertinent Italian Ministries, Government
Agencies, and private financial, industrial and insurance interests)
makes provisions for handling deferred payments, etc. The
majority is formed by the official bodies. The resolutions must be
communicated to the Ministry of Treasury.

The maximum limits up to which risks can be covered by the
Institute are estimated annually in the Act by which the budget,
is approved, Mazximum limit for 1953-54, and 1954-35 were fized
at thirty billion lires. It is also stipulated that, if the risks assumed
in 1953-54 were less than the maximum limit, the residual amount
can be carried over to 1954-55.

The Institute operates through its own agencies in the country
or through the agencies of the private companies which ask to be

reinsured.
II Risks covered
The Institute covers the following risks :—
(5 War declared or undeclared; revolution; riots and
popular uprisings.
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(ii) Catastrophic and elemental risk such as earthquake,
tidal waves, volcanic eruptions, floods, and cyclones.

(#ii) General M'orétbr'ia adopted by the buyer's country.

(iv) Suspension vr Cancellation of orders resulting from
the events referred to in (i), (ii) and (iii) above, or by
Italy's Government forbidding execution of the order
or the 1mport|ng country bannmg zt

(v) Ditficulties in currency .transfers whlch rezult in an
exceptional delay, defined as in excess of 12 months
from date of payment for the Italian exporter in
collecting the lira equivalent of sums which the
foreign importer has paid in conformity with the terms
of contract. The coverage may be unrestrictedly
granted for exports to convertible currency countries
of to countries belonging to traniferable currency
monetary areas, as listed by the Ministry of Forelgn
_ Trade

In other cases, coverage is granted only if the Governments®
of importing countries have authorized the supplies and have
assumed an obligation to authorize the transfer of sums due for
prinéibal. interest, and accessory payments, through accounts
provided in payment a2greements and when no agreement exists,
they have committed themselves not to hinder the use of the sums
Pald by the imporcer, for the purpose of goods and services for
€xport.

Guarantees are assumed in the same currency in which the
credit is expressed. Premium and indemnities are paid in lira at the
rate of exchange in effect on payment days. This means the risks
of fluctuations in currencies is borne by the exporter, the Instituto
.and the insurance agencies in proportion to the r1sl~rs covered by
them, respectively.

I Extent of Cover: (Direct insurance or reinsurance)

" The aggregate share of the Government guarantee is limited to
70 per cent of the Credit to which the risk relates, regardless of
the part insured with the insurance agencies. The exporter must
assume a quota of 15 per cent of the volume of credit foreach
individual risk. The difference of 15 per cent may be insured by
the private company but not reinsured by the State. Until now
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no, 1.nsurarice of "this part’ has been accépted by the Iialian-
companies. ' Coe

; . ' o )
Period for which risk is covered. For deferred pdyments

guaranteed by Supervisory Committee four years is the maximum
normal delay for which the Government guarantee c¢an be given.
This is calculated from the date of shipment of exrports, which,
according to general commercial practice, are 1551'& for on a progress.
basis, even while being manufactured, from the due date of each
progress payment.

The Ministry of Treasury, on the recomendation of the
Supervisory Committee, may extend guarantees on delayed

payments beyond a term of four years,

IV  Selectivity:
No information is available, tecause it is a cenfidential matter
exclusively reserved to the Committee. ‘ .

V. Premiums

The Insurance and reinsurance premiums are fixred on an
annual basis within maximum and minimum limits set by a
decree of the Ministry of the Treasury approved by the Ministry
of Industry and Trade and of Foreign Trade. ‘Within these limits
the rates are fixed discretionally by the Committee. .

VL. Claims ‘

Compensation of loss.—Damages consist of tot2] or partial loss
of- the credit and the indemnity is paid in lira in accordance with
law and policy. Forrisks at Il (i), (ii) and (iii)

the provision of g
due credit will be allowable after the

delay in collecting an oves
following time-limits :
(2) Six months after due date of credit, delay in paymeut is
considered as a loss of 25% of the amount covered.

(b) Nine months of the due date a further £5%.
(¢) After one year, the balance of 50%.

In case ot II (iv) and (v). delay of cover a year constitutes

allowable claim.
From the date payment is made, the Institute acquires, as

he insured, title to the credit for which the guarantee

against t
was granted. Sums recovered, however, are allocated ip
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accordance with a priority procedure in proprotion to the q'uota';pf'
the risk assumed by each interested party. Payments are made in
lira at the rate of exchange in effect on day of liquidation.

VII. Experience

No information is available.

VIII. Other Remarks
1. Exemption from Tax

{7) Insurance and re-insurance preminms collected on
State Guaranteed coverage are exempt from Insurance
tax.

(i) Premiums collected by authorized insurance agencies
which assume any portion of the risk in extess of
the quota undertaken by State are also exempt from
the tax on insurance provided always that the
insurance is on policies approved by the Committee.

2 All Insurance contracts, policies, receipts and other
documents executed in connection with the transactions relating to
risk scovered by State guarantees are ezempt from stamp and
registration tazes and othet registration formalitics.

3. Before supplics covered by a policy are paid for, the
rights resulting from the State Guarantee may be transferred. The
insurer must recciva notice of the teansfer of lign,



NETHERLANDS

I. 1Stmcturo

i N To | promote nternatwnal trade and the exchange of services’
- with fore:gn countries, - crecht 1nsurance ‘compahies ‘are enabled-
- to reinsure with the government msurances ‘or guarantees, effected
on behalf of’ undertakmgs domlcded -in*the Netherlands, against
the risks'connected with the. import-and. oxport transactions, it.
being understood, that the insured as well as in most cases, the
_credit insurance company are to take part of the 1isk foi their own
_,account

2. The legal basxs for these facilities is given by the'yearly
budget laws, which authorize the Minister of Fmance to grant
guarantees in connection with export and import credits. This
basis is worked out in a ministerial decree of the- 17th November

1946,

IS B

3, The credit insutance company, which ig adwitted o the
above mentioned reingurance facilities is the NEDERLANDSCHE
CRI:DIETVI:RZEKhRING MAAT&CHAPPIJ N, V! at Amster-

dam. The relationship between the Netherland Statéand the said
company is regulat d by an agreement,

4. " Political risks are fully reinmired "with the ‘govetnment.
- The same applies to gisks in.connection with medium, term.credits.
Short term commercial risks are underwritten for account of the
company and its private reinsurers,

.-5... In “Rijkscommissiz voot Export -on Import granties”, the
central bank, the ministries of Finance, of Economic- Affairs and
of Agriculture are represented as well as trade and industry, This
comiission meets twice a year and only discusses problems in
general in order to avoyde indiscretion. The daily work:acceptance
of or advice on the reinsurance of separate. policies is ‘doné by
daily committee, composed by officials of the central bank,

- 6. There exlStS no specml guarantee fund. The Premiums
fot account of the government are paid to'the treasury. and claims:
fqn: accouni; of the government ‘are madé: by-the' treasyry. - These-
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earnings and outlays are accounted for in the same way as other
govemmental income and expendlture. o '

. Risks Covered

The policies in most cases cover thz risk “that the experter .’
will not receive the amount of his invoice in gmlde_r_s in the Nether-
lands™ - Thus the policies donot contain a limitative enumeration
of the events which may cause a loss but givé a negative description
of the risk with certain exzceptions and in this way give the insured
the benefit of the doubt. The main risk‘s of loss covered are :

(a) Commercml mks

1. TInsolvency;

2. 'failure to pay an admitted debt for delivered goods
withina -certain period, varying from 6 to 12 months
after due date ;

" (b) Political risks:

1. political occurances : war, host1ht1es. rebellion, revolu-
tion, riots, etc. ; :

2, government action, (general moratorium, restrictive

- exchange regulations, the freezing of funds cancella- .
tion of an import hcence, etc)

3. transfer difficulties and foreign exchange shortage,

(¢) Disasters :. earthquakes, floods, epidemics.

- .

Risks excluded are:

1. Marine risks or other hazards resulting in matenal
damage to the goods ;-

2. Losses resulting from causes within the control of the
exporter ;

3. Disputes as to dehvery. quality of the goods etc., or
repudiations on the part of foreign buyers.

The Exchange risk is normaliy not included in the cover, It
¥
may be covered separately in connection with medmm term ex-

port-business, wh2n cover is not poss1ble in | the forwa,rd exchange
market.
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 III. Extent of Risk

(a) Cover usually starts at shipment. P:e;hipzhent risks can
be covered in connection with medium term business,

(») Short term business is covered on standard policy premium
and percentage of cover being fized for each transaction

individually,
(c) The percentages of cover vary from 75% to 90%.

(&) In case of currency risks, the pecentage of cover usually
amounts to 95%.

IV. Selectivity
For short term business there exists no compulsion to cover
the risks on whole.turnover basis.

V. Premiums
Premiums are fized for each transaction ;

V1. Other Guaranttees

Dollar Drive Guarantees Introduced in April 1952. Govern-
ment Guarantee one half of the cost of Market research, advertising
and warehousing if not covered by increased volume of sale within
a specific period. These risks are under written. directly by the
Ministry of Economic Affairs and not by intermediary of Neder-
landsche Credietverzokering Maatschappij, N.V. The Maximum
liability for these g’uararitees 1fs fized at D.f. 2.000.000,



. SWEDISH. SCHEME"

‘Export kreditnamnden, Sweden.

1, Structure

1. A Govemment Board opetating under Minxstry of Trade
giving guarantees ‘onbehalf of the Stite.” It, has no mdependent

powers and no separate capital. It is controlled by an E.C: G.

Board composed of top industrial organisations and Governmer_lt.
departments the lattel: exerc.lse dommant control

2. Maxxmum 11ab111ty is Kr 300 m1111ons i.e. Rs. 27 crores.:
" (Including Kr. 100 millions i.e. Rs 9 crores) for special guarantees
3. Formed in 1933

4, No 1nsurance brokers are employed,

II R:sks covered by Standard Pohc:es .

i .Ind1v1dual po]xcres ate rssued to cover each of the following-
types of risks : :

(i) Prwate Buyers—InsoIvency and default prowded there
- -isno breach of contract by the exporter..

(1,1) 'PubIrc Buyers—-Non-payment where there has been.
nd breach of contract by the - exporter '

(ii1) Transfer (This policy can be lssued separately or
combined with (i) and (ii) above).

(¢v) Pre-shipment (Any claim is calculated on the net
cost of goods to the manufacturer excluding his profit

less the value of the goods at the time of the claim and
less any pre-shipment received).

(v) Import or exchange licensing controls.
(vi) General war,

(vii) Loss between shipment and delivery of goods,
The cover is always 75% of the loss,

Losses excluded :—

(¢) repudiation,
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: {(#) increased manufacturing costs,
(34) devaluation, o
(év) catastropic risks,

) ‘III.. Extent of cover : C
. _(a) The cover provié_i.ed_ by the i)qli;iés m:entmned -z:l: IL..Gi
(u),' (iii), (v) and (vi) above begins when the gé;rcadsg).
delivered to the buyer. The policy at II (ivj above cb;rér:

. ore-shipment tisks only, == - -

4 e

(6) Normally-65-70 per cent is guaranteed but thi Y.
- may be reduced where paym y > percentage
where. payment terms are exceptiopally
1022 or markets are .difficult; and: may: be; increased :t
75 vy Normal;y t}:e {isk covered is 70 to 85% but t._ho
policy holder always’ beats the first loss of at'least 10 t 1;
per cent: - 85 per cent covér -mdy ‘excéptionally be ég:::;ed

for agricultural and fisheries products. - *
R R T

IV, ‘Selectivity -
Exporters normally ‘insure selected contracts only, ‘and 2
’ §

shown above, have option of the risks to insure,

V. Premiums
Premiums for short-term risks range (normally 1-2%)
=& SO

according to market and payment terms. Rates for long term
risks vary between 1 and 4 per cent per annum. All risks covered
for general policies covering the total turnover the premium i;

reduced by about 50%.

VL Other Guarantees

(@) Dollar drive policies.
(i) stock-holding (very seldom),

(#) financial guarantees to banks, covering the banks for
75% with no risk for the banks but with full recourse

on the exporter.

(39) external trade guarantees.

(b) Services Policy (exceptionally).

*¥II, Esperience -
E. K. N. guarantee less than 1} per cent of the total Swedish.

export trade and 10 to 15% of insurable exports, It is understood
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that the organisation has. conducted_its: operations.on a solvent
basis since its inception,

VIO, Other Remarks

E. K. N. have operated their scheme ona conservatxve ba51s.

‘_but during the last 2-3 years. the cover has been h:gher and the
’ premmm lower.

FR Pl s

E K. N takes a ﬁrst charge on recoveries plus interest.

.7 . Normally goods must be wholly or partly produced in Sweden
.'(an exception may be made for dollar drive transactions) and now
1t may also be gwen for other exports. '
Pol1c1es can be hypothecated to banks. Payment 1s normally
_-made within six - months after the due date, In_ some cases after

7 days after due ‘date., - In other cases upto 8 months after due date.

Payment terms approved up to six months for consumer goods
..and.upto four years for capital goods after delivery,



SWITZERLAND -
“EXPORT RISKS GUARANTEE(E.R. G))
" Geschaftastelle fur Die: Export Bisi.‘lu‘:glf'-a'n.tier

I. Structure
Swiss E. R. G. isa Government Department

“TI. Risk covered by Standard Policies
Individual policies ate issued to cover
. each ;
types of risk ;— ' ch of the following
(i) Private Buyers: the policy covers
: rs onl
political risks. y transfer and

(if) Public Buyers . the policy covers non-payment of mo
by the buyer as well as the transfer and political ri:::

Losses excluded :
Insolvency of private buyers. (this risk can be insured wi
private company, LA FEDERALE COMPAGNIE ANNON}?I\I]%

D’ ASSURANCES/only for 3 to 6 months.)

NI Extent of Cover:
(a) The cover provided by the policies mentioned above

begins when the contract is made.
ximum percentage guaranteed is 80% of cost price

and the average is70%. The policy holders bear first the loss of
fts which on the average is about 10% of the invoiced amount

9% of cost price as their share of loss,

(b) The ma

pro
and then 20/30

IV, Selectivity :

Every expotter can choose his transaction for insurance

V. Premiums

Until 1946, the guarantee was given by E.R.G, without ap
cost. Since 1947, a fixed premium of i% wotked on the sum o:‘fr
guatantee is charged irtespective of buyer, country of destination

or payment terms.
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V1. Experience :
The experience lia§ béen exceedingly satisfactory.
VI OthérRewarks
Maxiﬁitin:i’f:ré&ittetms”épﬁrcwé'd"by“*Sﬁi’gf-ﬁ.-“R—-.fG. are 5 years
- (excentionally 7-8 years).
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UNITED KINGDGM

AT Ty ek -""‘J,r'-T "Jq)

EXPORT CREDI_I' GUARANTEE DEPARTMENT

1 ‘Structure _
- ol -E.CGD.isa Government Department underr the President
- of the Boaid of the Trade, It is empowere& by. Act 9f Parliament to
give guarantees on a commercxal basm. ‘for the purgose of encourag-
ing trade with places outside the United ~Kingdom........ being
‘guarantees for the expart: manufacture 'treatm_ent ordistribution
*of goods-or the: rendering*'6f servicess” ‘Thesesguarantees are
subject to a maximum liability 6f £-750 millicns:and are given with
-the agreement of an Advisory Council of bankers and business men,
“In ‘cases where it is ‘deésirable to- isstre™ gUarantees “on~ahlextra
commercial basis, buisiness mdy “be t‘mderwnrten ‘with:the conseng¢
‘of the Treasurf subject to a maximum liability of £ —150 imillions,

i 27 f, C G D has 13 branclr offices 4n- thé UK. and one in

New York. "In additmn. it i'ecogmses 2stablished Ihsurance brokers
paying them a “commission- varymg’from 5 to'9% “according to the

T AL L
FIR T STS SITED L3

extent of busmess inttoduced.

Lo

L

e -
4o PRsy ER)

-\ y -

n Rlsks Covered by Stnudarx Pol;c:es siiee!

S5 weaio P osangvia

ren

- (@) Commerc:al Risks 3 .
. (8) insolvency of the buyer‘;' and.:

(i%) failure of the -buyer to-pay to’ the exp&rter w1thm 12
months after the due date of payment the contract

price of goods of which delwery has been ‘dilyaccepted

e
[

by the buyer!. .z v -Fm

(b) Polmcal Trcm;fer of Assets. eta
() The operation of a Law or- of an Otder, Decree or

Regulation having the force -of . law, which, in circum.
stances outside the control of the Exportér and of the

bityer prevents; Testricts OF. -controls .the ; rtransfer: of
payments from the buyer’s country.to. the!U K, or

(). The occurrence. of wa between the'buger's country
and.the Y..K; of %
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(§%) The occurrence of war, hostilities, civil war, rebellion,

revolution, insurrection, or other disturbance in the
buyet’s country, or _

(#) The cancellation or non-renewal of an Export Licence

or the imposition of restrictions on the export of goods
not previously subject to licence, or

(¥) The incurring in- respect of goods shxpped from the
U. K. of any additional handling, transport or ingur-
ance charges which are occasioned by interruption or
diversion of voyage outside the U. K. and " which it is
1mpract1cab1e to recover from the buyer; or

(vi) Any other cause not ,bemg v,nthm the control of the
Exporter or of the buyer which arises from events
occurring outside the U. K,

' Note :—For public buyers (whu:h cannot be made msolvent) the
' following additional risks are covered —

¢)) Failure or refusal on the part of the Buyer to fulfil the
terms of the contract of sale of the goods ; such- -failure
or refusal not arising from any breach -of contract or
warranty on the part of the. Exporter nor from any
ether cause within the control of the Exporter.

(2) The operation of a Law or of an Orzxder, Decree, or
Regulation baving the force of Law, which in circum.
stances outside the control of the exporter prevents

ristricts controls the transfer of Payments, from the
Buyer's country to the U, K.

(¢c) Risks Speciﬁcally Excluded :’ ‘ Y
(1) Any risks insurable elsewhere, - |

(2) The buyers’ failure to obtain any authonty necessary

at the date of contract (or shxpment) to lmport or pay
for the goods. : '

(3) Exchange ﬂuctuatxons

N ote *—1t should be noted that the risks deﬁned in II (a) and (b)
“ - ex¢lude :—

(¢} Repudiation, i.e. the refusal of a solvent private
buyer to accept goods he has ordered, -
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(§) Any risk (not listed in (a) and (b) above): within the
control of the exporter. or the buyer. .
(m) Any loss, other than b (lv) above which occurs in the
UK
III. Extent of cover
(a) The Contracts Policy : gives cover from date of contract
until exporter receives final payment.

The Shipment Policy : gwes cover from the date of ship-
ment until exporter receives final paymeat,

() Percentage of Guarantee : 83% of contract price for loss
arising from commercial risks ; 93% for all other risks (including
~_ default by public buyers).

Note: For doubtful countries, the percentage of nsks may be
reduced.

IV. Selectivity:
These policies normally cover the whole of the. pol:cy-holder 5

export trade for 12 months wrth the followmg excepnons s

(a) irrevocable dep051ts made at date -of contract';
(b) (shipments policies only) Payments ‘made before shipment
or.by confirmed irrevocable letters of credit. . .

(i) An exporter is allowed to. exclude (i) sales made ‘te
~ UK buyers for shIpment overseas; ,

(ii) business wrth any markets provided ‘that the ‘resul.
tant spread of risk is acceptable i to the Department
and the exporter is agreeable to payment of

additional premium,

Nore : Exporters must insure all risks listed in II (a) and (b,
but where an exporter has a substarmal fmanqa]
interest in the buyer, ECGD will not cover the

commercial risks,

V. Premmms s
. (a) Prem:um rates depend on the followm g factors f—
(z) the Department’s assessment of risks in the buyer's
country i
(#i) the terms of payment;
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:(4#%) "the cldss’ of goods :

(iv) Whether contracts or sIupments cover is required ,

pee o= A gh

1)) the amount of busmess “offered for i msurqqce

(vi) the degree of selection allowed to the emporter
( :m) the prevxous clalms record of the exporter.

- =
¢.,_,

1

tb) The average. premlutn rate for short-term busmess is now
about 1%, but premxum rates for dﬁerent coupntries vary
<from about. 15% to 3%.

VI. Other Guarantees B S
t::.1." Endorséments to Standard Polmes ;-

The following endorsements can, at’ the ootion of 'the exporter

tbe issued to holders.of short:term contracts oc. 'shipments policies,
to meet special requirements :—

b .

(@) Engineering : The normial policies cover. credit “terms- up
to su: maonths from shipment. In recent years, however, credit
terms for tight capztal goods. _e. g.. tractois’ commezmal vehicles,
electric generators and pumps have teen gradually extended ~ The
Engineering. endorsement -extends the Standard: policies to cover
approved. goads sold on terms up to 2 years. from Shlpment

(b DIP Memorandum To cover contracts ‘whmh stipulate

' for “documenits against payment’ ' and for a tenore’ bill of exchange

to be accepted by the buyer -and duly delivered. to the Exporter

in accordance with the contract. If the bill is dishonoured by the

buyet at due date, the exporter has ‘the nght to sell the 'goods and

harge ‘the buyer w:th any shortfall. Th:s memorandum agrees to

* cover such loss prov1ded it does not exceed 85% of 25% of the
amount of the bill. '

P Lo

(c) Sales from Overseel Stocks }(Endorsel’nents are available

to COver sales. o f
P 4y toan agent-buyer s

(i) to ultimate buyers in locai currency. |

(d) Stocks Endorsement: To coyer goods owned by the
the exporter and beld ifra cons:gﬁment ‘stock” overseas Aghinst the
.tigkjof I: . . -

. -
creelny \'

(i) requisition or confiscation ;

(i%) war, civil war, etc. P
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@i5) the 1nab1hty of the exporter to ‘re-export the: goods to
the UK.:*:
(e) Re~Export Endorsament To cover foreign goods eriported”
fromsthe UK. ... .-
- (f) Fair Endoi’aéme’nt To insure goods shlpped for exhlbltlon
“at a foreign Fair against the risks of—- -+ -

(?) requisitioning 'or confiscation ;-

(H) preventmn of re-export of the goods if (unsold) or pre-
vention of transfer of payments for- goods (if sold at’

the Fair); _
G z) war, civil war, etc;

2) Other Pohcxea L o
(a) External Trade polzcy' Insures a Merchant who is buying
goods in one foreign country and shlppmg them diréct’ to another
(without passing. through the U. K.) against the risks of insolvency,
' transfer. war and il war. Thls form of Pohcy will Only be issued
m respect of goods whxch do. not compete wn:h Br1t1sh exports.

.- {b)" Processing Policy.~Designed to cover;’ ‘risks arising from
the processmg of Bntlsh owued goods in fore1gn countnes : The

- . e

rlsks covered are

(t) requ:sxtlomng or conﬁscatlon .
(MT) preventwn ‘of sb1pment from the processmg country ;

(us) war. c1v11 Waf- etc. " o .u_
 (e) C. I F! Charges Policy.- R1sk cwered-—mcreaSe in the rates
of premlums for marme or ‘war tisk insurance or in frezght

PN 1

(d) Medzum terrn Polzc;es. —These. pohaes msure individual
conEfac-ts for capital goods where the terms of. Payment and
manufacturing periods are lengthy and the contract amounts are
large... The exporter has freedom to select individual contracts- for
cover. Tbe risks msured -are the same as for the Standazd
Policies descnbed m IL, and the premium: rates vary between;
% and 6% accordmg to. the buyers country,.the paymeut terms.
the type of goods and the: class of buyer (ie. private or, pubhc
buyer). ' Credit tg_r,l_x;s“mvolvmg an spread -of payment gver 1—5

years from shipment.are not. qqusual fo;- large congracts,
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(e). Spec:al Guarantee to Banks. These guarantees are' issued
directly to U. K. Banks to assist the finance of major capital goods
contragts, -

B A

(/) Dollar Drive Policies. The following are _special ‘Dollar
Drive policies issued to encourage exports. to Norf:h' American
markets and the dollar account countries of Latin American :—

(#) Contracts and Shipments policies for consumer goods
are issued for individual markets in the same from as
the ordirary short term Contracts and shipments
policies. Inexceptional cases cover may be given on

buyers to a larger amount than would normally be
considered prudent.

{ii) Sales Promotion Policies In order to help exportets
“to bear the heavy financial risks of developing sales in
the dollar markets, E.C, G.D. is prepared to go into
partnership with the exporter over a period of
between 2 and 6 years. E..C. G, D, receives a
premium, and if the promotion campaign is unsuccess-
ful, shares the final loss equally with the exporter,
An example of these guarantees is the Advertising
campaign against a planned expansion of 'sales; if at
the end of the guarantee period the estimated sales had
not ‘been fully achieved and therefore the cost of
advertisement had not been fully recouped, E.C. G. D.
would pay the exporter 50% of the loss., Similar
types of guarantees can be issued in respect of market
surveys, stockholding, and promotional - expenses; in
addition joint venture policies can be issued to cover
the whole of an exporter's development Programme in

respect of one dollar market over a penod of 4 to 6
“years, -

(g) Sermces Policies: These policies insure payments for
services rendered by U.K. firms to principals abroad where there
is no sale of goods, e.g. insurance premiums, rovalty and copy-right
payments, auditor’s fees, services of constructional engineers. The
policy covers 8% or 90% of loss arising from the risks of
msolveﬂCY- transfer War ‘& Civil War either for 1nd1v1dual
tra,nsactlons or a series transactions over 12 months.
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VII. Experience

E.C. G. D. is charged to maintain solvency. Itisnota profit-
making body and its income (from premiums and claims recoveries)
must -over a period of years ‘balance  its expenditure (claims
payﬁxents and administration costs). In general, this objective has
been achieved but E. C. G. D, have experienced two periods when
claims have been abnormally high ;

@) 1939-41—war transfe;: and diversion claims and
(r) 1951 1953 Bramhan transfer claims

'(b) Elzgzbzhty. E.C. G D. will cover all goods.wholly or
partly manufactured or produced in the U. K. and such
. ~ foreign goods as da not compete w1th U. K. products. °

- (c) Policies may be assigned to banks either in full or in
- respect of individual countries or shipments.

(d) The maximum credit terms normally.approved depend on
the type of goods, as follows :

(%) raw materials~90 days ;’
- (ii) consumer goods—six months
(m) Light machmery—mstalments over two years ;

('u) major capital goods—mstalments over 3-5 years from
shipment (prowded_there is a substantial payment
before shipment),

(e) ‘Payment of claims js made as follows :—
(%) Insolvency—immediately msolvency occurs

(“) Default—12 months after due date
(z,zi) T ransfer—6 months a‘ter due date :

(tv) Other risks—6 months after the event which is the
cause of loss.

. (f) any recdveries made after payment of of a claim are divided
" between the exporter ond E.C. G.D.in proportion to
their respective intecests in the debt. '



APPENDIX X
Reference chapter XI, Paragraph

Sources ‘From which & econmmc and finaneial mformatxon
'egardmg buyers™ countnes should ba collected

. o=

L Répotts'ffom'Govefhnient of India representatives overseas
on economic and fmanaal cand1t10ns in_their.territories, The

Export Credlt msurance. Orgamsatlon shou]d receive coples of such
repérts dxréct SEER Y T .fi P {‘*.- SRR

-t .-
s ek "r,..'-

* 2g bfﬁcml ancf unofﬁmal staustzcal and economic - pubhcatlons R
of the Giovernment of India and of ‘foreign Govefniments. Central
Batkss Chramercial;Banks, International Oagamsations. Chambers '
of Commerce. Trada Associations.-

" w32 Reports: of Trade and Fmancml Delegatmns, oﬂ'-icml and
non-official. Ci g e

{ .
P

4 Trade and financial journils:and daily.- press— and the
London Economist’s Ovetse.as Market Surveys and Commercml

History, 1ssued penodlcally. o - -~

" .
--.——--—,-‘-... A A R -

-

5. Reports of overseas tepresentatwes of pohcy holdegs of the

Export CreJIt{nsurance Orgamsatwn' L ~ S :

SEREMLITET *Pr?'-‘ I g

6. Overseas oﬂ”mers of Government of Indla v1sxt1ng India:
Arrangements may be made that when an officer Government of
India posted ina foreign country-comes to-India; he should. meet
the officers of :the: Export Credit 'Insurance Organisation for an
exchange of views regardmg vanous matters, '

7. Ezport Credxt Insutance Orgamsatmn oﬁﬁcers .going abroad
They should collect” and- give -reports on" market condmons and
imaport; export; and exchdnge regulations, © -

8. _Local representatives of the Forexgn Governments in India.

. érne_ Union;-Members of the Umon usually e;change

lmportant “information.” L

10. Direct approaches to the Mlmstnes and Departments of
th Gavernment of India, the Reserve Bank of India, and Indian
E mbassms, High Commissions, Consulates, Legations, and Trade
offices abf@ad.
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