EXPORT CREDITS GUaRANTEE DEPARTMENT (ECGD)

Memorandum placed in the libraries of both Houses of Parliament by the 

Minister for Trade and Investment.  

1 This memorandum outlines the Secretary of State for Trade and Industry’s initial response to representations received in respect of a proposal to establish an ECGD Trading Fund.    

2 A copy of the ECGD Trading Fund Public Consultation Document is attached at annex 1 to this memorandum. The consultation document was sent to major customers, Trade Associations, members of ECGD’s Advisory Council, ECGD’s Trades Union Side and ECGD staff. In addition, the consultation document was posted on ECGD’s web site and made available via the central register of public consultations held on the citizen portal of UK Online.   

3 A list of the major issues raised during the course of this consultation and a more detailed summary of each response are attached at Annexes 2 and 3, respectively, and a list of those who made representations is at Annex 4. 

4 The majority of representations welcomed ECGD’s proposals in principle.  Many supported the increased autonomy a trading fund would bring.  A number of concerns were expressed about the establishment of  a Trading Fund.  The most frequently expressed ones are set out below.  I have added my preliminary comments on each issue.  

4.1 Possible increases in premium rates:

ECGD’s objective is, wherever possible, to charge the OECD minimum benchmark premium rate, subject to ECGD’s assessment of an individual risk.

4.2 International competitiveness:    

Other Export Credit Agencies are addressing the same risk management issues as ECGD.  Some have already established capitalised structures, or are actively looking at doing so. I would not expect capitalisation to unduly affect ECGD’s competitiveness.   

Financial Objectives:

The ECGD Trading Fund’s objective of achieving a 6% real return on capital employed (ROCE) is consistent with both the Government’s required minimum return on investments and the objective which ECGD has had for a number of years, of maintaining a Reserve Coverage Ratio (RCR) of at least 1.5. ECGD’s calculations indicate that the RCR delivers a return of approximately 5% pa.  A voted payment would be made under Trading Fund arrangements to ensure that premium rates did not rise as a result of the change in the method of performance measurement.  

4.3 Availability of ECGD Cover:  

The proposals set out in the consultation document would give ECGD a sufficient level of capital to cover both business growth and risk volatility during the economic cycle. 

4.4 Post September 11 Environment: 

Although the initial calculation of the level of capital required to support ECGD’s risks, at the desired confidence level, was carried out on the basis of the pre September 11 risk environment, ECGD’s post September 11 review indicated that the original Risk Volatility Capital was more than adequate to deal with such shocks. 

5 ECGD has  advised Ministers that their systems for operating a Trading Fund and improving their financial management need more time to be developed and fully tested. Accordingly, the Secretary of State for Trade and Industry and I expect to make a final decision on the establishment of an ECGD Trading Fund later this year, having also taken account of the views expressed during this consultation. 

6 Once a final decision has been taken a formal report of the representations received and the Secretary of State for Trade and Industry’s’ conclusions will be laid in both Houses.                         

Rt. Hon. Baroness Symons of Vernham Dean

Minister for Trade and Investment

February  2002
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