Letter to customers

Future of ecgd

Patricia Hewitt has today made an important and wide ranging statement to Parliament on the future of ECGD. A copy of her statement is attached.  As you can see, it covers the Government’s plans for the financial and operating framework for ECGD’s Trading Fund. It sets out the key elements for our premium, cover and products. It outlines important changes in our governance, which will involve working more closely with the DTI, with the Treasury adopting a more strategic approach in its financial oversight role. It also underlines the importance of ECGD improving its efficiency and effectiveness.

The new measures outlined here will be introduced progressively from today. A period of operating a Pilot Trading Fund from next April will give ECGD’s management the opportunity to test and assess these arrangements, with your input, before we establish the right level of capital for a Statutory Trading Fund to be vested in April 2007

I am sure that you will have many questions about the statement, and its implications for the future.  I will not attempt to address all of these in this note as we are planning to hold a series of presentations for Customers and Trade Associations to take you through the important points in more detail and to provide an opportunity for questions, discussion and debate. ECGD’s Business Group contact is also briefed to deal with questions about how this might impact on your current business with us and my senior colleagues and I are very happy to take questions to help you to understand the wider implications.

What I shall try to do in this letter is to highlight what I think are the key points for our customers:

· Risk-reward balance unchanged - Ministers have re-affirmed that export credit policy will continue to be based on the current “risk-reward” balance.  Premium rates will continue to be matched to risk, but they are not going to be increased across the board in order to remunerate ECGD’s capital.  The cost of capital for ECGD has been calculated on the basis of what is affordable from current premium income – this is the “Affordable Rate” mentioned in the statement. I know a lot of you were concerned about the cost of capital and its impact on premium: the arrangements now proposed for the Trading Fund will, I hope, remove those concerns.   

· Products and domain of operations unchanged -In addition, whilst our aim remains to complement the services available to you in the private sector, we will continue to offer our current range of products, and the geographical domain of business is unchanged. In particular, we will continue to be willing to consider cover for business for the so-called rich markets;

· Sustaining premium reductions - In fact, a key objective for Ministers is that ECGD should reduce premia and expand cover where the risk-reward balance allows.  Accordingly, with the introduction of the pilot Trading Fund in April 2005, ECGD will be aiming to reduce its rates where under current policies these would have been above the relevant international minimum benchmark (OECD or LASU) by up to £5 million per annum: this is about 6% of current premium income.  Initially we aim to do this by more active management of our premium reserve margin policies.  In the longer term, the DTI have agreed to invest £10m over two years from April 2005 to help ECGD improve its efficiency and effectiveness. Savings from this investment will then be ploughed back into sustaining premium rate reductions, rather than increasing the dividend paid to the Exchequer on our capital.  

· Continuation of FREF - I am also pleased to tell you that the FREF scheme will be continuing for a further three years.  However, we will have to tighten its terms from April 2005 to contain the costs.  Interest rates will not be committed until loan signature, or supply contract whichever is the later, and FREF will only be available in respect of loans valued at up to £50 million (or the equivalent where the loan is in a currency other than sterling).    For cases above the threshold we will only consider support on the basis of pure cover. Although tighter than our current scheme, this is not out of line with similar schemes operated by other ECAs; and we will be pressing vigorously to reduce subsidy in this area internationally so as to minimise any longer-term competitive disadvantage. We will take stock of progress in this respect after three years.  The current FREF scheme will continue to 31 March 2005.  Under this scheme, standard FREF terms continue to be available for most medium term transactions but in larger cases (typically cases with a Loan Value in excess of US$100 million or in sterling, euro and yen cases £100 million equivalent) FREF is only available (if at all) on a basis that contains the cost to ECGD. Subject to these criteria, cases that are the subject of a live premium rate commitment issued on or before that date will be eligible for an interest rate commitment under the current scheme, provided that the Loan Agreement is signed and ECGD’s guarantee issued within the validity period of that interest rate commitment.  If you want more information about how your business might be affected, under either the new scheme or the transitional arrangements for the current scheme, please speak to your Business Group contact;

· More expansive stance on cover - The Trading Fund framework should enable ECGD to be more confident and expansive in its approach to cover. We are confident that we have sufficient capital to meet your needs – I know a lot of you were worried about changes in capital since we published our consultation paper in 2000, but the important point to underline here is that ECGD have been given all the capital we asked for. Our calculations of capital requirements have taken into account the business levels prevailing over the past five years, i.e. we have not based our calculations on the current quite low levels of new business. In the unlikely event that the amount proves insufficient, I can reassure you that there is scope to look at it again.

· Corporate governance and greater autonomy for ECGD - Our ability to take a more confident stance on cover will be underpinned by wider autonomy from Treasury, and this should enable us to offer you a higher quality and speed of service.  This will be underpinned by our new Governance arrangements, where we will be working more closely with DTI, but with greater clarity for respective roles and responsibilities.  Treasury will be taking a more strategic position also in its oversight role.

There is much for us to do now to take forward the measures set out in the statement, but I hope that it will mark a watershed in our recent history. We have been engaged in what has been a period of intensive and searching review of all aspects of our business, and this has caused a great deal of uncertainty for staff and customers alike.  We are now moving into a new phase to put these major decisions into effect.   I know that this is going to involve a lot of change, not least in bringing down our costs – Ministers will look to Patrick Crawford, our new Chief Executive from July, to put forward his plans in the Autumn in the Business and Strategic Plans to be prepared for the pilot Trading Fund.   Patrick will want to consult widely about how we should take this forward, so this is going to be a very busy and intensive period.  The key point is that we now have an opportunity to revitalise the service to our customers, and in so doing, put ECGD onto a sound and stable footing for the future.   

John Weiss

Acting Chief Executive

