Annex 3


ECGD Trading Fund Public Consultation

Summary of Representations

	Respondent

No
	Comments

	1
	· Raised a number of issues of concern:

· Need for a replacement LASU product

· Level of capitalisation of the Trading fund and the premium levels;

· Forward commitment ability;

· Aims of the Active Portfolio Management (APM) Programme;

· The effect of September 11th on ECGD’s assessment of risk and business prospects.



	2
	· Have no strong views on the nature of the Trading Fund. They are however very concerned about competitiveness, in terms of price and service, and feel that ECGD is out of step with other ECA’s. 

· Believe ECGD’s premium rates are higher than those of other ECA’s and are set above the OECD benchmark rates to satisfy ECGD’s risk reward requirements.

· Are concerned at ECGD’s unilateral decision, amongst ECA’s, to adopt capitalisation. Decisions could now be taken to source from Countries where ECA’s are able to offer a lower cost product. They therefore seek assurance from Ministers that there will be no change in the risk-reward balance, or in ECGD’s appetite for risk and that ECGD’s break even objective will remain the same.

· Hope that ECGD will adopt the OECD threshold for low value contracts for Environmental screening, thus reducing the burden of paperwork by which exporters are currently inflicted. 

· Attach great importance to the continued availability of FREF, however, feel it is unrealistic to expect it to break even, let alone contribute the 6% ROCE. 

· Think the 6% ROCE is unlikely to be achieved without a significant increase in premium rates and consideration should be given to reducing this target.

· Ask what happens to premium rates once Account 1 has ‘run off’?

· The Global risk environment has clearly changed in recent months and the effect on APM has not been tested. They would be interested in a full assessment of the effects of the changed economic environment and the effects on capital in the light of future requests from private sector credit insurers for the activation of the short-term reinsurance arrangements.

	3
	· Are pleased to see that the Government continues to stand behind ECGD’s obligations, so that they are zero rated for bank capital regulatory purposes.

· Seeks clarification as to whether Account 3 will continue.

· As 62% of the income, which allows for the 5% return is derived from Account 1, concerned that as Account 1 is managed downwards there will be an increase in premium rates.

· Amount of capital required based on the normal risk environment. Following the events of 11th September the new higher risk environment is likely to increase demand for ECGD’s services. The resulting demand is likely to see an increase in ECGD’s capital requirement.

· Reservation’s about APM.

· Concerned about the willingness of ECGD to provide timely and meaningful commitments of its support and the continued availability of CIRR on high value contracts.



	4
	· In a previous statement (5/12/00) ECGD expected that the Opening Capital would be approx. £4.5bn, which would enable you to support some £6bn a year of new business.

· If the Opening Capital is only going to be £2.854bn, what is the corresponding reduction in the annual amount of new business you would be able to undertake?
· ECGD’s reply: What has changed is our assessment of how much capital is needed to support each pound of risk - as it were, the capital-exposure gearing has reduced as our work was revised and refined.  The business assumptions in the consultation document are exactly the same as they were in our assessments at the back end of last year.   The total capital is also affected by the scope of business to be vested in the Fund and supported by its capital - it is less that we originally envisaged.  And, of course, having a lower capital is a good thing, other things being equal, as it reduces the remuneration burden


	5
	· Welcome the enhancement of ECGD’s risk management arrangements, as this implies a reduced cost base.

· Capitalisation has suffered severe teething troubles resulting in a reduced speed of response. Thinks many exporters contend that availability and price have also been affected.

· Welcome decision to employ PWC (presumably E&Y?) in a quality assurance role to ensure that ECGD keeps up with best practice in a rapidly changing world.

· ECGD should consider allowing access to selected institutions to give greater endorsement to the pronouncements made by official parties and give greater transparency in official decisions. 

· ECGD is perceived as being expensive and they are concerned that the need to achieve a 6% return will, at the current business levels, drive premium rates higher.

· They are not convinced that using a risk management tool to determine pricing and the availability of cover is the best way of providing a competitive service to Britain’s Exporters.

· Questions what adjustments will need to be made to ECGD’s capital once Account 1 has ‘run off’.

· Why is Export Finance Capital required to generate a return to service dividends?

· The economic effects of September 11th have impacted on the willingness of markets to participate in APM.

· Experience has shown that since April 1st there is no greater appetite for risk and indications are taking longer to issue.

· Concerned that ECGD is out of step with other ECA’s. 



	6
	· Pleased that the Trading Fund will provide ECGD with sufficient delegated authority to carry out its tasks without constant need to refer to HMT.

· Pleased no change in status.

· Pleased about introduction of APM but concerned at the time taken to implement, asks what has gone wrong?

· What about effect of September 11th.

· Disappointed about the new business group arrangements, request that it is scrapped.

· Concerned about the consequences of setting an ROCE target of 6%.

· Observed that since their October 1999 submission, the trend in reducing UK exports has continued: whilst reported levels of “overseas business won” by our members has increased (thanks to increases in turnover in places like the USA), the volume of actual UK exports has continued to decline. 

· Concerned that there is no overarching requirement to keep products and services competitive with other ECA’s.


	7
	· Note from the paper that the proposed re-organisation of ECGD will afford it greater operational autonomy enabling it to manage its business along more conventional commercial lines.

· They do not have specific comments on the consultation document other than to   say that for the future they would be interested in ECGD's plans with respect to support for project financed schemes.

· We wish ECGD every success in achieving its aims.

· e-mail acknowledgement sent.
· Details passed to appropriate Underwriter to follow-up business enquiry. 



	8
	· Concern expressed that the taxpayer is funding “corrupt capitalism”….


	9
	· Believe that ECGD will be able to demonstrate its ability to support UK exporters through the mechanism of a Trading Fund, provided it has full operational autonomy.

· Are confident that ECGD will meet the challenges to ensure that it remains competitive in terms of its market cover, and premium rates, although shadow capitalisation has in their view not provided a full working environment.


	10
	· No particular views on forming a Trading Fund but have very strong views on some aspects of capitalisation in the wider context:

· It is crucial that a level playing field is maintained with other ECA’s.

· Expressed the view that detailed comments submitted in response to previous consultations had been ignored. They hope that, despite the advanced stage of the dry run of capitalisation, that will not be the case on this occasion. 

· Compliment ECGD on the excellent job done in keeping Exporters informed through the various reviews.

· They believe that some recent far reaching measures have been instigated on the basis of HMT influenced decisions, putting UK exporters at a disadvantage.

· In future, they ask that when ECGD introduces change it adopts the principles of: remaining competitive; implementing change multilaterally, in conjunction with other OECD ECA’s (rather than ECGD acting unilaterally); resistance to anything which diverts ECGD from its statutory function of facilitate exports and recognition that increases in bureaucracy are unwelcome.

· They are pleased that ECGD will have greater autonomy under the proposed structure.

· Very concerned that ECGD will be expected to produce a 6% ROCE, believing ECGD is the only ECA in the world expected to produce such a return. This will lead to an increase in premium rates.

· APM risk sharing may cause problems with debt forgiveness. It may also prove difficult to place business due to contraction of risk appetite since September 11th.

· Why is ECGD’s Capital adequacy target set at 99.1 %, when most commercial banks consider 95-97% sufficient?

· Concerned at HMT’s apparent intention to abolish FREF unilaterally and the new requirement for such business to break even.

· ECGD appears to be ignoring the needs of SME’s, and would welcome the introduction of a facility which helped SME’s.

· Very concerned at the loss of Country expertise following the implementation of the New Business Model.

· Dismayed at ECGD’s apparent luke warm approach to Aircraft sales in contrast to EXIM’s support to Boeing post September 11th.

· It is vital that ECGD retains its Short Term reinsurance facilities, particularly following the down turn in markets since September 11th.

· Maintain that debt forgiveness programmes should not be entered into unless the exporter receives full compensation for the uninsured percentage.



	11
	· Have a number of concerns:

· Trading Fund capital of £2.9million seems inadequate to enable ECGD to offer similar level of cover to that of its ECA competitors.

· ECGD’s efforts to identify & help SME’s should not be at the expense of major exporters (i.e. concerned that support for SME’s will reduce capital available to support large projects).

· Seek assurance that premium rates will not rise to achieve ROCE of 6%, particularly given the reduction in Account 1 revenue.

· Also seek assurance that Account 3 will continue to be available.

· ECGD requires greater environmental & social impact analysis than competitor ECA’s. This creates the impression that ECGD is an inhibitor, rather than a facilitator, of UK exporters.

· States that it is vital that the Government remains behind ECGD to maintain zero capital weighting.

· Concerned, given the long-term nature of its business, that ECGD is to be judged on a year on year basis, rather than over a longer period.

	12
	· ECGD has a major part to play in facilitating overseas trade. An overriding concern is that the service offered by ECGD should be comparable with that offered by other ECA’s. Their current impression is that ECGD’s service has slipped in recent years resulting in lost business.

· Believe the proposals offer an inadequate capital base leading to a system of rationing. Taken together with the requirement to produce a 6% return, this will result in British Exporters being disadvantaged compared with their international competitors.



	13
	· will not be commenting on the consultation document but appreciate the opportunity to have done so.


	14
	· Welcome the introduction of a commercial structure and the increased autonomy.

· Concern expressed that HMT may still constrain ECGD through strategic control and would like to see formal confirmation as to the extent of this control.

· Concern expressed that the capital base is calculated on the economic conditions that prevailed on 1st April and does not take into account the deterioration in the economic position over the last 6 months.

· Of paramount importance to exporters is the continuity of the Sovereign Guarantee, enabling ECGD supported loans to attract Zero capital weighting, together with the availability of cover at competitive premium levels.

· wish to receive assurance that the proposed commercial framework and Trading Fund will not have any adverse impact on the Department’s ability to meet, in case of need, any safety -net reinsurance arrangements (national interest and top-up reinsurance) specifically negotiated for the private sector short term credit insurance market.



	15
	· Agree that ECGD is a vital help to UK Industry to enable it to compete in World markets and it must use systems that enable it to cope with potential volatility, and maintain a long-term view.

· In brief they support the proposals.


	16
	· In general support any scheme which increases ECGD’s autonomy from HMT

· The level of capitalisation should be adequate.

· Concerned at how ECGD will achieve 6% ROCE on a sizable capital base.

· Capitalisation could indirectly reduce ECGD’s appetite for larger deals and difficult risks.

· Concern that HMT’s tendency to micro manage all aspects of the Exchequer will, in practice, result in less autonomy than anticipated, devaluing the exercise.

· Current levels of ROCE are being achieved through returns from the Account 1 portfolio and voted subsidy, both of which are potentially short lived.

· Believe that to achieve the target ROCE, UK exporters will be faced with an increase in premium and will be at a disadvantage when compared with overseas competitors.

· Increasing delegated authority of underwriters should speed up the underwriting process. Speed of response has deteriorated recently.

· If APM is successful they would expect ECGD to be able to continue to provide the level of support to markets of existing high concentration and, by definition, where the UK is more likely to be successful winning export orders.

· Hope that ECGD continues to improve its openness and transparency.

· The key to ECGD’s success is not in the establishment of a Trading Fund, but the implication on management’s behaviour in respect of risk management, the willingness of HMT to relax control and the continuing certainty of the costs of support for exporters on particular projects.



	17
	· Pleased to see continuity of Government support ensuring ECGD attracts zero weighting, However major concerns are:

· Seeks reassurance that premium levels will not increase;

· The amount of capital required is based upon the risk environment at 1st April and does not take into account the economic effects of Sept 11th.

· Also have concerns about APM, in that the market will have considerably less appetite for transferring risk post Sept 11th; and in any case the market is likely to take the better risks, leaving ECGD with the less attractive rump.
· They are very concerned that the measure of success of the APM programme will be to support its business with less capital rather than supporting more business with the same capital i.e. British exporters should benefit from the success of APM through expansion of ECGD support.
· They wish to receive confirmation of the continuation of CIRR support on high value contracts.



	18
	· All questions answered in annex 2 to the Consultation Document.



	19
	· Concern expressed that the required return on capital employed will lead to an increase in premium rates. This will put exporters at a disadvantage compared with competitors.


	20
	· Welcome, in principle, move to capitalised framework.

· Concern expressed that, as lender of last resort, ECGD will not be able to achieve the required ROCE and that this will lead to a rise in premium rates, which are already higher than comparable OECD ECA’s?

· With the introduction of APM there is a risk that ECGD will be left with a concentration of longer & higher risk maturities, which in turn will result in increased premium.

· Concerned that ECGD is acting alone amongst OECD ECA’s. Does not want to see UK exporters put at a disadvantage.

· A higher cost base will lead to more companies seeking lower cost base locations overseas.  



	21
	· Generally support the proposals, providing ECGD with greater flexibility in providing export cover more closely matching the needs of British Exporters.

	22
	· Have concluded that ECGD has demonstrated its ability to support UK Exporters through the mechanism of a Trading Fund, against the level of capital that is currently proposed.

·  The autonomy that the Trading Fund will apparently bring  is a most welcome development, enabling ECGD to react more swiftly to business enquiries.



	23
	· Acknowledges that ECGD must introduce modern risk management tools.

· Establishment of a Trading Fund will enhance ECGD’s capability, provide more autonomy and improve response to the customers needs.

· The concept appears to be well conceived and robustly structured with clear financial disciplines.

· Support the view that cover should be available in high-risk markets at higher premium as opposed to no cover being available at all.

· The suggestion that the premium may be further increased to balance supply and demand is a cause for concern. 

· Concern that in risky markets; with high demand for cover, the premium will be at a level that will put UK exporters at a disadvantage.

· Greatly upset by the New Business Model and the loss of ECGD representatives with in-depth knowledge of the countries “under their control” and the consequent reliance on economic advisers. 


	24
	· Welcomes a more strategic role for HMT.

· Own experience is that adjustments to premiums, to bring them into line with OECD benchmarks, have been upward.

· Welcome objective that allows UK exporters to compete fairly, matching of cover with premium, and moves to prevent competitor countries from offering concessionary finance not available in UK.



	25
	· Overall, believes that the capitalisation of ECGD will benefit them.

· ECGD will be free from the Country limit system, enabling them to offer cover for more Countries.

· ECGD will be subject to less intervention from HMT.

· Looking at risk on a Portfolio, rather than transaction, basis should allow for a reduction in premium, as ECGD will be able to cover the same business with less capital than previously.

· They complement ECGD on the manner in which it is introducing capital, going to considerable lengths to ensure ECGD’s customers and other interested parties understand the process.

· The introduction of a shadow capitalisation framework has enabled ECGD to open a dialogue and incorporate lessons learnt in the transitional period into the final framework.

· They are slightly concerned at the high levels of concentration of risk in certain markets, in that this may lead to restrictions on new cover in these markets. They are reassured by ECGD’s anticipation that this won’t be a significant problem but would like to see more experience of the operation before being entirely comfortable.

· Further negotiations on the OECD benchmark premium levels need to be undertaken.

· The requirement to produce an ROCE of 6% could put UK exporters at a disadvantage. It is not clear how this is set or reviewed.

· Concerned that the attempts to reduce concentration in certain markets, through APM or swaps with other ECA’s, have so far proved unsuccessful. 

· The inclusion of FREF in the Trading Fund and therefore its requirement to produce an ROCE will put UK exporters at a disadvantage compared to competitors who enjoy the benefit of an export bank, offering sub–LIBOR interest rates.

· Concerned, having attended a recent presentation by ECGD, that the results produced by the Credit Explorer Model may not accurately reflect the true situation.


	26
	· Welcome, in principle, the move to capitalisation and the greater autonomy it will provide.

· Concern expressed that the need to achieve ROCE difficult to reconcile with lender of last resort role, leading to a rise in premium rates?

· ECGD’s business will become increasingly focussed on higher risk markets and this will lead to rises in premium rates in markets in which, in their experience, ECGD is already more expensive than comparable OECD ECA’s.

· Suggest that private sector will only be interested in lower risks leaving ECGD with an even higher concentration of risk.

· Other ECA’s are not following ECGD’s lead, putting UK exporters at a disadvantage. ECGD already has premiums “25%  above” the OECD benchmark.

· Strenuous effort should be made to encourage other ECA’s to adopt same approach to maintain level playing field



	27
	· Support the intention of establishment of a Trading Fund.

· Concerned that the watering down of proposals will lose many of the benefits of the commercial approach. 

· The target rates of return are inadequate and imply a Government subsidy.

· Welcomes increased autonomy, but there is a considerable legitimate public interest in the more sensitive guarantees.

· ECGD should charge an adequate premium to reflect a return that would be required in the private sector when covering risk.

· It is unclear why exporters should receive a substantial cushion, in the form of Risk Volatility Capital and Supplementary Capital, when other commercial and public activities will be buffeted by the economic cycle.


	28
	· Concerned at the requirement to achieve a return on capital employed of 6%.

· ECGD is not a commercial bank and should not be judged by commercial bank standards.

· ROCE target of 6% is out of step with other ECA’s. The WTO requirement is that ECA’s should simply break even. These proposals therefore leave UK exporters at a disadvantage. The return target should be zero or set at a nominal 0.5%, if statute requires this.

· It is not appropriate to measure ECGD’s performance year on year, given the long-term nature of its business.

· The problems with Credit Explorer have resulted in a reluctance by ECGD staff to provide indications etc. A full 12 months operation of Credit Explorer would be desirable before TF is launched.

· Welcome increased operational autonomy.

· Concerned that the events of Sept 11th, and the reduction in airline business, may invalidate risk assumptions in Credit explorer.

· They note that all Trading Funds have to achieve an ROCE, but none of them operate in a competitive market in the way ECGD does. It is vital that that ECGD remain competitive with other ECA’s, so as not to disadvantage UK exporters and jeopardise UK jobs.

· Unimpressed by ECGD’s failure to provide indications within the customer charter targets.

· Think APM appears to have stalled following contraction of the markets, even prior to Sept 11th.

· The more efficient use of assets is vital. An alternative to reinsurance, such as risk swaps with other ECA’s, should be sought.


	29
	· Welcome the Government’s and ECGD’s general commitment to support aerospace exports.

· Welcomes the Greater autonomy.

· Pleased that, with the Government standing behind ECGD guarantees, they will continue to attract zero capital weighting and that premium rates will be generally unaffected. 

· Concerned that the downward management of Account 1 and the resultant decline in interest revenues may put pressure on premium rates.

· Asks for confirmation that, Account 3 will continue to be available.

· Would like confirmation that ECGD will be able to offer timely and meaningful commitments of its support and confirmation of ECGD’s continuing ability to offer comprehensive CIRR support on high value contracts.

· Concerned that the effects of Sept 11th have not been fully taken into account.

· APM may result in ECGD being left with a less attractive rump with the private market being able to cherry pick.

· Concerned ECGD should not seek to act like a commercial bank, but should continue as a clearly defined instrument of UK export strategy.

·  Consider rate of return targets and other terms of TF establishment are inappropriate and create a tougher environment than equivalent ECA’s.



	30
	· Felt considerable concern that restriction or removal of FREF would result in banks withdrawing their support.


	31
	· Break down between PDC and NLF Funding and terms and conditions of funding, requested.

· Expressed concern that loan capital may not be able to be repaid and redrawn according to the requirements of the business. 

· Asked for the amount of additional loan capital that can be drawn before the Statutory Borrowing limit is reached. 

· Reply sent, answering queries. 



	32
	· Express concern that the Consultation is about how, and not whether, to establish an ECGD Trading Fund.

· It is vitally important that any decisions on the future operations of ECGD are made in conjunction with, and with the agreement of, its stakeholders.

· Concerned about staffing levels and training in some parts of ECGD.

· Doubt autonomy will be real.

· They are opposed to this change at a time when there is so much economic uncertainty and little, if any, evidence that such a change would be of benefit to customers and other stakeholders. 

· The decision to move to Trading Fund “status” should be deferred for at least a further 12 months, until the impact (on ECGD’s business) of the events of September 11th can be properly and independently validated.



	33
	· Welcome developments at ECGD to enhance effectiveness.

· Concerned at the negative impacts:

· Teething problems with case handling system (suggest some form of narrative or diagram detailing the new system).

· ROCE target of 6% might affect UK exporters competitiveness, as other ECA’s continue to operate on the OECD consensus, based solely on striving to break-even.

· Questions why, if the “dry-run” has been so successful; we need to introduce real capital. What are the additional benefits?

· Suggests the reduction in FREF support and risk transfer programme will disadvantage UK exporters. 

· Concerned at the possible impact on premium rates. 


	34
	· The concept of establishing a Trading Fund appears to have some merit.

· Initial experience of shadow capitalisation has not been encouraging.

· Message given by ECGD that capitalisation would bring significant benefits through more flexibility, would be able consider business in markets off limits in previous arrangements and would have the means to sustain cover in a market even during a crisis period.

· Turkeys economic problems this year presented an opportunity to demonstrate benefits of capitalisation, however despite other ECA’s and some commercial banks maintaining cover, ECGD did not.

· ECGD’s approach to cover in rich markets is also unhelpful, particularly the need to demonstrate the lack of private market cover available etc, before ECGD will consider taking on such risk.

· Concerned at the prospect of premium rates being loaded to achieve ROCE targets.

· The abolition of CIRR, the reduction of LASU, rigidly applying a 6 month period for executing loan documentation in order to secure CIRR prevailing at date of contract and the introduction of a more intensive hedging programme have not been beneficial to exporters.

· Underwriters appear far more cautious and “by their own admission” are unfamiliar with new procedures, and have little input into the decision-making process, meaning that the quality of advice and assistance to exporters has deteriorated. These issues must be addressed.

· The benefit of capitalisation for UK exporters depends on striking the right balance between meeting financial objectives and taking customer needs into consideration.


ECGD

Financial Structures Team

December 2001
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