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EXPORT CREDIT INSURANCE

History

Tha concept of export credit insurance originated in the c¢ily of Betue,
‘Switzerland in 1906 when a coumpany by the name of Federal }n Switzerland began
insuring exporters against non-payment by buyers abrosd on a profit-making
basis. Shortly thereafter export credit insurance cumpanies were established
in Spain, Germany and France, as privale export credit insurers.  The first
evar govarnment-owned export cradit insurance 'uumpuny originated wilh Lha

establishment of the Export Credit Guarantee Department of the Uniled Kingdum.

In 1934, in the cily of Berna, Swilzerland, threa privale export credil
insurance companies, alounyg wilh Lhe Export Credit GUuraﬁLue Depar tment of the
U.K., founded an association called the Berne Union, the funclion of which was
to provide for the exchange of information concerning export credit among its
members in order to enhance the operalions of Lhese insurance companies. As
time went on, the Berne Union became broader and acceplted other exputt credit
insurance companies, as well as others who were involved with investment,
insurance. At present, the Berne Union membetship consists of 40 exporl credit

insurance companies from 32 nations.

Prior to World War 1II, expurters were insutred only adainsl commercial
risks, as there were merchants exporting at the time who found it necessary to
secure soma degree of pruotection frum Lhese insurance companies. However, due

to World War II, the cocncept of political trisk had te be implemented as an



additional risk to be protected against due to Lhe facl Lhat the warfare
betwean the countries involved greatly multiplied the tisks . involved in export
trading. The post-war period saw the take-off of export credit insurance and -
it became very popular in developed countrias, and later, developing countries.
Basidas tha Berne Uniun, other possibilities of setting up mote export credit

institutions in other countries are being exploured.

Introduction

The prime objecltive of export credil insuters is Lo provide export
credit insurance. Based on  these principles exporl credil, insurers also
provide bank guarantees Lo enable exporters to oblain bank finance al the pre-

shipment and post-shipment stages.

The insurance policy insures exporters of goods and services against
non-paymant or delayed payment by buyers abroad due to commercial and political
risks. The bank guarantees, comprised of a pre-shipment credit guarantee and a
post-shipment credit guarantee, insure coummercial banks against not-payment of
advances taken by exporters due to insolvency and protracted default of
exporters. Normally commercial banks require 100 - 150 percent security
against advances éranted to the;must experienced exporters. With new expurters
they are aeven more hesitant to 5dvance credit. The gyuarantee, in essence, is
an incentive for commercial ibanks “to  advance credit on easier terms to

axporters.



A study has been done concerning Lhe feasibility of export credit
insurance for Belize, however the results have not been disclosed, therefore my

paper will be of an information nature rather than an analytical vhe.

Principles of Export Credit Insurance

Before looking at the concepts of Lhe insurance policy and the bank
guaranteas more closely, there are a few baslic principles of expurt credit
insurance that have been accepted by countries in which Lhis system operales.

1) An applicant for export credit insurance must have an

insurable interest, that is, he must have an interest

in insuring his exports against non-paymenl. by buyoers
abroad due to commercial and polilical risks.

2) The information on the application form is accepted
by the export credit insuret in "ulmosl good faith’.

3) The holder of the scheme is expected to discluse all
material faclts about the buyer.

4) Once the export credit insurer pays its porlion of
the louss to the holder, that labtloer should make an
effort tou recover whatever pottion of Lhe louss he can.
This principle is called indemnification.

5) The principle of cu—insurance exists under the policy,
that is, under any policy Lhe policy loss will be
shared belween the export credil insurer and  the
holder of a policy.

The Insurance Policy

As mentioned earlier the insurance policy insures exporters

against non-payment by buyers abroad due Lo  commercial and political



rigsks. Commarcial risks Involvo: 1) dnsolvoncy, 2 probraclod
default and 3) delayed paymenl. For Lhis Lype of risk the export
cradit insurance company is liable for up tu 80 percent of the loss.
Political risks include: 1) war and civil disturbances, 2) impousition
of import controls, 3) exchange control regulations, 4) cases
whareby a ship is unable to dock al the purt of a specific country Lo
unload an effected shipment, thereby causing the ship Lo be diverted
to the port of anolher country, incutrring heavy lusses, 5) any other
cause not being Lhe inherent nature of the goods, -bul  beyond  the
control of the buyer. Risks not covered include: 1) risks arising
dua to exchanyge rate fluctuations, 2) dispules atising due Lo

quality and quantity of goods and 3) motlality of animials.

Type of Shipments Covared

1) Shipments against letters of credit. and those
on DP (documents against payment) and DA (documenls against
accepltance) terms from 30 up Lo 180 days are coveted under
the short-term insurance policy. The laller two are
protected against both commercial and political risks,
while Lhe furmer is prolecled only against polilical risks.
»ShiplnenL-_; on LC Lerms  include shipwenls Lo associale
concerns ot subsldiaries, those made on consighment basis,
and shipwents made to agents. In  the case of non-payment
due  to pu]itim%] risk, the expotl credil insuter will be

liable for up to 85 percenl of Lhe louss.



Operation of the Policy

Exporters must apply four a credit Timit in
respect 'of each buyer. The buyers are analysed and
screened based on their credit-worthiness, value of
shipments and his country’s political and economic situa-
tion. Status and agency reports are often called for from
banks and credit information agencies rtespectively, in Lhe

screening process.

Terms and Conditions of the Policy

Once a poulicy is issued, Lhe following Lerms and

conditions have to be adhered Lou.

1) Thea expurter is obliged to declare all his
shipments covered under the insurance pulicy
within a stipulaled period afler Lhe ship-
ment using special declaralion forms provi-
ded by the credit insurer.

?2) Remittances of premia, as  adgteed  in Lhe
policy, are senl along wilh the monthly
declarations.

3) Approval of buyers must be obLained froum the
export credit insurer prior Lo Lhe shipwment.

4) The exporler should nolify the cotporalion
of all material faclts pertaining to tho
insurance policy.

5) Notificalion of overdue shipments musl be
furnished tu Lhe export credil insurance
company monthly.
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most important, the exporter should - take

reasonable care and prudence in effecting

shipments, for

example, anh importer should

in no uncettain terms effect a second ship-
mant to the same buyer, when proceeds from
the first shipment have not yet been

trealised.

7) The exporter

should not disclose to the

buyer that he possesses an insurance policy,
thereby avoiding multiplicilty of the proba-
bility of non-payment situations.

Advantages of the Insurance Policy

1) Lousses may be minimised by screening the buyer and

buver’s country.

2) The insurance company can be indemnified onhce losses are
recovered by the exporter.

3) The exporter only sustains above 15 - 20 petcent of

possible losses.

Bank Guarantees

The bank guarantees, as was mentioned

earlier, are dasigned to insure

commercial banks against non-payment of advances given to exporters due to

insolvency and protracted default. Two of the

are: 1) pre-shipment credit yuarantee and 2)

T will explain the two schemes in more detail.

main types of bank guaranteeas

pust-shipment credit guarantee.



Pre-Shipment Credit Guarantee

The prime objective of the pre-shipment credit guarantee
scheme is to allow exporters to secure credit on easier tarms

from commercial banks at the pre-shipment stage.

The scheme is a revulving credit aureement, thereby making
credit continually available once repayment of advances are made. The
non-availability of bank finance for the execution of export orders
in urder to effecl shipment by a required date. Exporters need capi-
tal for purchase of raw materials, manufacturing, processing, pack-
ing and final preparation of gouods for export. Inability to raise
this capital could result in the exporter losing both the buyer and
the market. Tt is in view of these facts and situations that give
rise to the need for the vre-shipment cradit guarantee. This guaran-
tee is designed as an  incentive for commercial banks Lo advance
credit to expurters al the pre-shipment stage on more liberal terus,
insuring them against non-payment by exporiers due to insolvency or
protracted default. Normaily, export credit insurance companies pro-
vide protection of around 65 - 75 percent of the luss that may be
sustained by commercial banks and nhot to the importer. As the insu-
rance cover provided by the export credit insurance company is for a
higher 1imit, the banks need not ask for 100 percent security from

the exporter.



The commercial banks are urged tu seriovusly adhere to the

terms and conditions

of the policy

as adherence will be used as a

major part of the criterion used to determine whethar a claim is paid

or nor. The wusual principles of export and

credit insurance will

apply to the pre-shipment scheme.

Terms and Conditions of the Pre-Shipment Scheme

Once a3 pre-shipment scheme is granted, the

followinyg terms and conditions must be adhered to:

1)

2)

3)

4)

5)

6)

The commercial banks are ovbliged to declare
all advances to exporters under the scheme
within a stipulated pericd using special
declaration forms provided by the credit
insurer.

Remittances of premia, as agreed in the
schema, are sent aiong with the monthly
declarations.

Approval of exporters must be obtained from
the export credit insurer prior to the ship-
ment .

The commercial banks should notify the
corporation of all material facts pertaining
to the pre-shipment scheme.

Notification of overdue advances must be
furnished tu the export credit insurer
monthly.

most important, the commercial banks should
take reasonable care and prudence in grant-
ing advances, for example, a commercial bank
granting advances over a certain period will
not blindly continue to grant advancas
unless repayments are being made. The
company will only be liable for about 65 -
75 percent of the 10ss.



Advantages of the Scheme

The advantages of the scheme include: 1) encouraging
exporters to export more, 2) to attract new exporters into
the export business, 3) to open up new markets and 4) to

promote new export products.

The Post-Shipment Credit Guarantee

Many counlries insist on the policy as a pre-condition fur
issue of the post-shipment credit yuarantee. Exporters need finan-
cial assistance at the post-shipment in order to continue their
wotking capital. Without this type of facility importers may not be
able to expourt gouds Lo buyers abroad on credit terws nor fi11
present ordars because of Jack of finance. In view of these neads,
the post-shipment credit guarantee scheme is provided Lo the commer -
cial banks. It is desighed tu protect commercial banks from losses
in respect of advances yranted to exporters in  respect of advances
granted to exporters in respect of bills purchased or negotiation of
export bills. This will enable commercial banks to extend post-
shipment finance on more liberal terms. Like the pre-shipment
scheme, it is revolving facility thereby always making credit avail-
able to tha exporter as lonyg as they fulfil the terms and conditions

of the contract. The principles of export credil insurance inva-



riably

applies to the post-shipment scheme. Similar terms and

conditions as in the pre-shipment scheme need to be adhered to.

Operation of the Policy

The pre-shipment credit yguarantee is granted to
commercial banks on  behalf of exportars based on
exporter’'s performance under the insurance policy and
advanhces are granted up to a permitted limit. The banks
are again advised to take necessary care and prudence in
advancing credit to importers during the post-shipmant
stage. The advantages of the post-shipment credit guatan-
tee is Lo help exporters to continue in export business
after shipmentl withoul being constrained by the inadeguacy
of working capital and offets the incentive Lo commarcial

banks to offer credit to exporters on easier tecms.
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