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Executive Summary

Results in Brief

Principal Findings

principal. ccc also pays the claimant interest as indicated in ¢CC’s pay-
ment guarantee. As of June 30, 1987, ccc paid $2.3 billion in credit guar-
antee claims.

GAO could not quantify the extent to which the programs generated new
exports. However, it does appear that the programs enhance U.S. agri-
cultural exports. They enable buyers with limited hard currency to pur-
chase commodities and they offset the impact on U.S. agricultural
exports of credit provided by other exporting countries.

GAO concluded that management improvements are needed to better
administer ccC’s export credit guarantee programs. These improvements
are needed so that cce can (1) accurately account for outstanding guar-
antees, (2) ensure that [.5. agricultural commodities are being pur-
chased with guarantees provided, and (3) provide adequate program
guidance to all program participants.

ccC cannot accurately account for outstanding guarantees because it
does not adequately enforce program regulations requiring that export-
ers include payment schedules with their reports of export. The pay-
ment schedules are used to determine the amount of outstanding
guarantees, but many reports do not include them and ccc takes no
action to obtain the missing schedules. Ga¢ found the absence of an
accurate accounting of outstanding guarantees has resulted in ccc
reporting inaccurate information to the Congress and rescheduling for-
eign debt guaranteed without always knowing the amounts outstanding.

GAO also found ccc lacks sufficient controls to ensure that U.S. agricul-
tural commodities are purchased through its export credit guarantee
programs. Although exporters submit reports of export to CCc, no sup-
porting documentation (i.e., bills of lading) is submitted unless claims
are filed. A report of export is required to include a statement that the
agricultural product has been exported to the country specified in the
payment guarantee, but ccc has no process to verify that the product
reported was actually exported to the specified country.

Program officials were concerned that Gao had not recognized that nor-
mal controls used by buyers and sellers have existed in commerce for
vears and that additional controls to ensure that commodities actually
reached their destinations would be burdensome, Gao does not view nor-
mal controls used between buyers and sellers as adequate because CCC is
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Chapter 1
Introduction

The programs are intended to permit countries to buy U.S. agricultural
commodities when guarantees are needed to get private financing. CCC
usually guarantees 98 percent of the principal amount of the credit
extended by U.S. lenders.' It also guarantees the interest on covered
principle at the eligible rate indicated in the payment guarantee® or the
payment interest due from the foreign borrower, whichever is lower,

cCC started providing export credit financing in 1956 under authority of
the Commodity Credit Corporation Charter Act (Public Law 80-806).
The Act authorizes CCC to use its general powers to export or cause to be
exported or aid in the development of foreign markets for agricultural
commodities. ¢CC used the Export Credit Sales Program to provide direct
credit with 3-year financing from 1956 to 1980 and again from 1983 to
1985.

cce started providing export credit guarantees in fiscal year 1979 to
Tacilitate commercial financing of agricultural exports. In fiscal years
1979 through 1981, ccc’s Non-Commercial Risk Assurance Program
(GsM-101) provided political risk guarantee coverage for failure to pay
due to warfare, expropriation, government order or regulation, and
exchange controls, or a wholly owned foreign government bank’s failure
to pay for any reason. ccC currently facilitates private lending that
assists foreign buyers of .S, agricultural commodities by providing
guarantees to U.S. lenders with its GsmM-102 and GsM-103 programs. The
GSM-102 program was initiated in fiscal year 1981, and the GsM-103 pro-
gram completed its first full year of operations in fiscal vear 19877 Both
programs guarantee against loan payment defaults for any reason by
ccc-approved foreign banks. The programs also provide economic bene-
fits to foreign governments and their use can be influenced by U.S. for-
eign policy considerations.

From fiscal year 1983 to 1985, ccc provided direct credit and credit
guarantees under its Blended Credit Program, which combined Gsm-102
credit guarantees with interest-free direct credit in a credit package

'In September 1982, CCC made available guarantees to cover 100 percent of the principal for export
credit sales to Mexico.

“FAS officials told us on May 20, 1988, that the eligible interest rate for GSM-102 guarantees was i
fixed 4.5 percent and for GSM-10:3 guarantees was automatically adjusted during the term of the
credit but was limited to 80 percent of the coupon equivalent yield average of the latest 52-week
Treasury bill auction.

FGHSM-103 guarantees were made aviilable late in fiscal year 1986, but only Ecuador used them and
the program’s reported exports for the year were less than $1 mitlion.

Page 9 GGAQ/NSIAD-88-194 CCC Export Credit Guarantee Programs



Chapter 1
Introduction

policy of accruing interest and refinancing debt rather than having
countries default on loans due the United States.

Figure 1.1: Growth in Outstanding Claims

Paid by CCC

2.8 Dollars in Billions

‘:‘ Qutstanding rescheduled amounts

Unresolved claims paid

Although cce’s position is that the unresolved claims paid and the
rescheduled debt will eventually be repaid, its value is clearly impaired.
Since this debt is not traded, there is no direct basis for measuring its
market value. However. there is a market (secondary market) in which
commercial debt whose value is impaired is traded. If the October 1987
prices paid on the secondary market were used as a measure of value,
the $2.5 billion owed CcC as a result of claims paid would have a market
value of about $1.0 billion. The following table provides a detailed
description of claims paid by ¢cC under its credit guarantee programs.
As of June 30, 1987, the $2.5 billion owed ccc consisted of $236.7 mil-
lion in unresolved claims paid and $2,234.3 million in reschedulings.
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Chapter 1
Introduction

Program Operations

of balanced and adequate supplies of agricultural commodities and facil-
itate their orderly distribution. The broad powers contained in ccC’s
charter enable it to adapt its operations to changing conditions in the
execution of U.S. policies. Its commodity export programs are designed
to aid in developing export markets for .S, agricultural commodities
and products through such operations as financing, sales, barter, and
credit guarantees.

cce does not have its own operating personnel or facilities. Different
agencies in the Department of Agriculture assist cCC in carrying out its
authorities and responsibilities. The Agricultural Stabilization and Con-
servation Service (AsCs) administers most ccC activities, However, the
(General Sales Manager, ras. is responsible for administering CcC’'s export
credit guarantee programs.

The General Sales Manager’s Program Development Division develops
the annual credit gnarantee program plans and allocates guarantees to
participating countries. The Division has three branches, each with an
area manager responsible for a specific region of the world. Other Fas
units work with the Division in developing country allocations. For
example, FAS' International Agricultural Statistics office provides finan-
cial risk data for participating countries and the Commodity and Mar-
keting Programs office identifies potential markets for U.S. agricultural
commodities.

The General Sales Manager’s Operations Division directs and coordi-
nates all export program sales through its Credit Sales Registration
Branch and records these sales through its Regulations, Procedures and
Reports Branch.

Program operations begin with FAS area managers developing credit
guarantee allocations for countries with potential markets for U.S, agri-
cultural commodities. In developing allocations, information is obtained
from foreign officials and ¥AS representatives in importing countries, Ini-
tial allocations are developed as part of the program plan and revised
throughout the year. The International Agricultural Statistics office also
provides information on financial risk. Area managers then confer with
personne] from the Commodity and Marketing Programs office and
make a joint list of countries and allocations that until fiscal year 1988
were usually commodity specific.® This list then goes to the National

"Prior to fiscal year 1988, a portion of the allocations provided to Korea was not commodity specific.
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Chapter 1
Introduction

An exporter submits its guarantee application to the Operations Division
for review and approval. If approved, ¢CC issues a payment guarantee in
favor of the exporter, registers the sale, and reduces the country’s com-
modity allocation by the amount guaranteed. A registered sale is entered
as a commitment into the CCC computer system used to monitor the out-
standing export credit guarantees. The delivery period, which is also
required on the application, is also entered in the system to identify
shipping dates.

Exporters can register sales by telephone and follow up with written
applications and payments of the guarantee fees. The fees are based on
the guarantee coverage (i.e., 98 percent), credit terms, and sales
amounts guaranteed. Currently GsM-102 fees range from 0.153 to 0.670
percent of the guaranteed amounts and GsM-103 fees range from 1.17 to
5.0 percent of the guaranteed amounts,.

The ascs Fiscal Division establishes letter of credit limits for foreign
banks participating in the programs and enters the limits in the com-
puter system that monitors outstanding guarantees. FAS also requests
that each participating country issue a credit guarantee assurance stat-
ing that the country stands behind the letters of credit issued by desig-
nated banks in the country. Some countries, however, do not issue credit
guarantee assurances, in which case their banks’ credit limits are
adhered to unless the General Sales Manager waives them.

cce regulations note that the exporter shall provide a written report of
export to the Assistant General Sales Manager, Export Credits, FaS,
within 30 days following each export covered by the payment guaran-
tee. Upon receiving a report, the Operations Division records the data by
commodity and country into its own data base, which is maintained sep-
arately from the coc export credit guarantee monitoring system.

Exporters usually assign the proceeds payable under their guarantees to
U.S. financial institutions so they can realize the proceeds of their sales
prior to the agreed payment dates. Written notices of assignment must.
be signed by the exporters and assignees and filed by the assignees with
the coc Treasurer, who is the Deputy Director of the ascs Fiscal Divi-
sion. Receipt of the notices is acknowledged by a ccc officer.

Operations personnel send copies of reports of export to the ascs Fiscal
Division, which monitors ¢oc’s outstanding guarantees. Commitments
entered upon registration of a sale are maintained as undisbursed (i.e.,
guarantees issued with shipments pending) in the data base until Ascs
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Seoul, Korea;

Mexico City, Mexico;

Rabat, Morocco;

Lisbon, Portugal;

Ankara, Turkey; and

Belgrade and [ jubljana, Yugoslavia.

In reviewing the programs, we examined CCC’s processes for allocating
guarantees, monitoring their use, accounting for country risk, and ensur-
ing that commodities are shipped. We discussed the programs with offi-
cials representing U.S. banks, U.S. exporters, foreign banks, foreign
importers, and the governments of Australia, Brazil, Canada, Egypt,
Iraq, Korea, Mexico, Morocco, Portugal, Turkey, and Yugoslavia. We
analyzed ccC’s repayment data and reviewed selected country files
maintained for the programs. We also sent letters to 123 U.S. banks and
231 exporters that have participated in the programs, soliciting infor-
mation on CCC’s program operations and suggestions for improvement.

[Ising available markert data, we estimated the market value of the for-

eign debt resulting from program claims paid by ccG. We were asked to

determine the increase in total U.S. agricultural exports attributable to

the credit guarantee programs, called additionality, but we were unable
to quantify program benefits because of the many variables involved.

We discussed the report with Department of Agriculture officials
responsible for CCC’s export credit guarantee programs and their com-
ments were incorporated where appropriate. As requested, we did not
obtain official agency comments.

Our work was conducted in accordance with generally accepted govern-
ment auditing standards.
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Chapter 2
Credit Guarantees Appear to Enhance
Agriculluzral Exports

Major Program
Participants

Our March 17, 1987, report on the Export Enhancement Program' con-
cluded that increases in exports to targeted markets probably could be
attributed largely to the fact that the program, coupled with sufficient
export credit guarantees, was available. In fiscal years 1986 and 1987,
$967.2 million in export credit guarantees was used for exports made
with the Export Enhancement Program to 10 countries. This repre-
sented 18.6 percent of the $5.2 billion in CCC export credit guarantees
used for the 2-year period.

Mexico, Korea, Iraq, Portugal, Brazil, Poland, and Egypt were the top
seven users of CcC export credit guarantee programs through fiscal year
1987, accounting for $14.5 billion, or 74 percent of the $19.6 billion in
total export credit guarantees used from fiscal year 1979 through 1987.
(See fig. 2.1.) Iraq and Mexico started using the GsM-102 program in fis-
cal year 1983, and cCC export credit guarantee sales to them for the 5-
year period ending in fiscal year 1987 totaled $2.1 billion and $3.3 bil-
lion, respectively.

Some of the larger program users have balance-of-payment problems or
foreign currency shortages. For example, credit provided by the guaran-
tee programs is a key factor in U.S. agricultural sales to Egypt, Morocco,
Mexico, and Iraq. Credit also allows U.S. exporters to compete in mar-
kets where other foreign countries offer financing. Foreign officials said
that U.S. exports to their countries would decline if the guarantee pro-
grams were reduced or eliminated. Some said that alternatives, including
using more competitors’ credit, would have to be pursued if ccc credit
guarantees were reduced or eliminated. Appendix II provides an over-
view of program use in nine recipient countries.

'Implementation of the Agricultural Export Enhancement Program, (GAO/NSIAD-87-74BR).
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Chapter 2
Credit Guarantees Appear to Enhance
Agricultural Exports

CCC Program
Flexibility

covers freight costs but that their guarantee fee rates are higher than
those for the GSM-102 program.

Australia offers credit for wheat and other grains. Loans are guaranteed
at market rates for a maximum of 3 years. The guarantees cover 85 per-
cent of a loan for the first year and 95 percent. for the remaining years.

Credit is also offered by members of the European Community (C). For
example, France offers credit guarantees for terms up to 3 years. The
guarantees cover 100 percent of the contract value for sales in markets
where it competes directly with the GsM-102 program.

All other things being equal (e.g., price, quality, etc.), cCC credit guaran-
tees do not give U.S. agricultural exporters a competitive advantage in a
market if foreign exporters offer comparable credit. U.S. exporters
would be at a disadvantage, however, if no credit were available and
competitors continued to provide credit.

The broad powers contained in ¢CC’'s charter enable it to adapt its pro-
gram operations to changing conditions in implementing U.S. policies.
We identified several examples where CCC used its flexibility to make
exceptions to normal program operations, including (1) increasing the
98-percent guarantee coverage to 100 percent, (2) incorporating ship-
ping costs under the guarantee, and (3) providing guarantee allocations
to countries that are not commodity specific.

In September 1982, at Mexico’s request, ccc provided 100-percent
export credit guarantees to Mexico. A 1985 report by Agriculture’s
Inspector General disclosed that ccc did not develop the criteria to jus-
tify the additional risk. However, ccC’s position is that the risk it
assumes on foreign debt does not affect its financial condition. FAS offi-
cials stated that the strong political interest in Mexico’s request had
prompted the decision to provide the 100-percent coverage and that the
request concerned a unique situation which had broad financial implica-
tions. While it may be questionable whether the additional 2-percent
coverage was necessary, this action demonstrates ccc’s flexibility in
enhancing U.8. agricultural exports.

Mexico requested 100-percent coverage again in 1986, and some pro-
gram participants suggested increasing the programs’ coverage to 100
percent. ccc, however, determined there was no need to provide the
additional coverage again. Information obtained from program users
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Chapter 2
Credit Guarantees Appear to Enhance
Agricultural Exports

where credit provides an incentive to buyers with cash shortages. If
other exporting countries offer credit, the credit provided with ccc’s
guarantees can neutralize this competitive advantage.
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Chapter 3
Program Management Improvements
Are Needed

system to automatically deduct the amounts due on the scheduled pay-
ment dates from the disbursed guarantees, thus reducing outstanding
guarantees as appropriate. Unfortunately, reports of export received by
cce do not always include payment schedules. The AScs official responsi-
ble for the report of export data in the ccC guarantee system showed us
45 reports received in one day that arrived without payment schedules
and could not be recorded. She said that since reports without payment
schedules cannot be entered into the computer to track the outstanding
guarantees, she discards them. Therefore, outstanding guarantees are
understated because the registered guarantee amounts remain in the
tracking system as undisbursed, and the system cancels them 180 days
after the registered last date to export. As a result, while some canceled
guarantees are actual cancellations, others are outstanding guarantees
that the system canceled because payment schedules were not received
and the necessary data were not entered into the system,

The Operations Division Director said that the ccc guarantee system’s
recorded guarantee cancellations of $2.9 billion as of September 30,
1986, were overstated because ccc gets few program cancellations. This
$2.9 billion represented approximately 18.7 percent of total program
commitments as of the same date and indicates the extent to which out-
standing ¢Cc guarantees could be understated.

The Ascs official who attends the negotiations to reschedule foreign
countries' credit' told us that because the system does not have accurate
data on outstanding credit guarantees, she improvises by bringing a sys-
tem printout to the negotiations which includes a country’s undisbursed
guarantees and cancellations. As noted, some are actual cancellations
but others are outstanding guarantees that the system canceled because
payment schedules were not received.

cce has an impertant financial management responsibility to have an
accurate accounting of its outstanding credit guarantee amounts to all
debtors. An accurate accounting of these amounts is important (1) for
new credit decisions which should consider ¢cC’s total credit guarantee
exposure to countries and (2) to U.S. negotiators who reschedule coun-
tries’ debt which includes cce outstanding guarantees. The ccc Control-
ler: agreed to review these issues. However, to accurately report
outstanding guarantees, she said that the Operations Division needed to

Debtor and creditor nations negotiate rescheduling of official (i e., country to country) debts in a
multilateral environment, called the Paris Club,

“The COC Controller is also the Director of ASCS' Fiscal Division.
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Chapter 3
Program Management Improvements
Are Needed

Without adequate controls, ¢¢C does not have sufficient assurances that
programs are used as intended. Exporters are required to submit all the
required documentation, but no checks are in place to verify such things
as shipments and costs. Regulations for the programs define an exporter
as an individual, group of individuals, partnership, corporation, associa-
tion, cooperative, or any other entity that is (1) financially responsible,
(2) engaged in the business of buying or selling commodities for export
and for this purpose maintains a bona fide business office in the United
States, its territories or possessions, and has someone on whom service
of judicial process may be had within the United States, and (3) not sus-
pended or disbarred from contracting with or participating in any pro-
gram administered by ccc on the payment guarantee issuance date.

Without controls to ensure that sales actually take place, ccc cannot ver-
ify exporters’ reports. Fas officials said that control is achieved through
the lender, because a lender will not receive payment for a guarantee
claim unless it can verify shipment. However, supporting documentation
is provided by the exporters, not the lenders. Furthermore, the docu-
mentation is not verified and no documentation is required to prove that
commodities actually arrived at the intended destinations.

The Operations Division Director said that additional internal controls
for the programs were not needed because they were commercial pro-
grams. He said program controls focused on obtaining adequate docu-
mentation to support guarantee payment claims that are filed for ccc
payments. Unless claims are filed, he said, it is not important to have
additional controls to ensure that U.S. agricultural commodities were
actually sold. He said that the guaranteed loans that did not result in
claims were repaid with no cost to ccc.

While there is no cost to ccc if there are no claims, financing provided
by these guarantees should be used only for approved purposes. If the
credit guarantees are used for other than approved purposes and the
loans are paid back, controls are not in place to deter such actions
because no payment claims would be filed with ccc—and no checks
could be made. In such circumstances, very low-cost credit which may
not have been attainable by other means could be used for any purpose.
The absence of appropriate management controls opens the program to
such potential misuse.

We also asked ccc officials about its controls on shipping cost guarantee
limits for sales to selected markets, as described in chapter 2. (See p.
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Chapter 3
Program Management [mprovements
Are Needed

Refund Policy

In our August 19, 1987, report on refunds of export credit guarantee
fees, we stated that cce could assist U.S. exporters by clarifying the cir-
cumstances that must exist to obtain credit guarantees. For example,
including the need for and definition of a firm sale in the program regu-
lations would clarify requirements that must be met for exporters to
obtain guarantees and to be considered for subsequent refunds of guar-
antee fees. Program officials told us that exporters must have firm sales
at the time of registration. However, we concluded that additional steps
could be taken to ensure that program users understand the guarantee
registration policy.

Exporters pay ccc a fee when registering sales, to pay for risk insurance
and to deter exporters trom speculating. ccC’s refund policy is to retain
these fees in the event exporters did not have firm sales at the time they
obtained their guarantees, to keep exporters from speculating on possi-
ble future sales.

Information on guarantee fee refunds is available in ¢CC’s export credit
guarantee program regulations, in a program leaflet, and in correspon-
dence with Operations Division personnel. The regulations state that,
once an application is approved, the fee is non-refundable unless in the
interest of ccc but do not specify the circumstances that must exist for
exporters to be considered for refunds; the leaflet states that the fee is
non-refundable.

cce could take steps to better assure that guarantee applicants under-
stand that fees are not refunded unless certain circumstances exist, such
as the existence of firm sales at the time they pay the fees. Guarantee
applicants are not asked to disclose any conditions or contingencies
affecting sales, even though our review of a selected number of refund
files indicated that such circumstances existed. ccc cannot always deter-
mine at the time it is reviewing an application whether the applicant
meets its firm sale requirement.

Our report recommended that the Secretary of Agriculture direct the
General Sales Manager. ras, to amend the credit guarantee program reg-
ulations to (1) clarify the circumstances that must exist for users to
obtain credit guarantee application approvals, including the need for
and definition of firm sales, (2) provide that a user must have a firm
sale to be considered for a guarantee fee refund should an export sale
not be consummated, and (3) require that program users acknowledge
their understanding of the application requirements and refund policy
on the guarantee applications.
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Chapter 3
Program Management Improvements
Are Needed

Guidance to Importers

exported for processing, and then imported back to the United States for
export under the program. Bank officials involved in the transaction
questioned ccc about the sale’s eligibility. The bank officials noted that,
were it not for the bank’s query, the guarantee would have been
approved. Operations Division officials said that claims would not have
been paid to the bank if the commodity did not qualify. However, the
AScs Fiscal Division official responsible for receiving and paying claims
said that no checks are made to determine whether commodities qualify
before she pays a claim.

Members of Congress have introduced several bills to deal with the U.S.
content issue. One would require verification of 100-percent U.S. con-
tent, and another would offer a guarantee for the percentage of a prod-
uct that is of U.S. origin. The Assistant Administrator, Export Credits,
agreed with our conclusions that better guidance on the definition of a
.S, agricultural commodity needs to be provided to users but said that
FAS has no current plans to initiate a specific definition for a U.S. agri-
cultural commodity. He said that Congress should decide on the credit
guarantee programs’ definition for a U.S, agricultural commodity
because of the varying concerns that would have to be resolved.

We identified a situation where importers were not sure what U.S. com-
modities could be purchased under the cCC export credit guarantee pro-
grams. While this situation was only identified in one country, it could
indicate a need for coC to increase emphasis on assuring that importing
countries are aware of commmodities that qualify for program usage.

During one of our meetings with Mexican government officials, we dis-
cussed commodities that qualified under the programs. Mexican officials
told us that they were unaware that the program could be used for items
that would not be consumed in Mexico. For example, they said they had
turned down an importer's proposal to use GsM-102 financing for wheat
flour that the importer intended to use to manufacture cookies for
export. After this meeting, ccc made the allocation, and the ras staff in
Mexico identified wheat flour as an example of a new commodity mar-
ket generated by the ¢sM-102 program. Subsequently, Mexican bank
officials asked the agricultural attaches to give them a list of commodi-
ties that could qualify for export credit guarantee financing because
they said this data was not available for importers.

Page 31 GAQ/NSIAD-88-194 CCC Export Credit Guarantee Programs



Chapter 3
Program Management Improvements
Are Needed

CCC cannot accurately account for outstanding guarantees because it
does not enforce program regulations that require that exporters include
payment schedules with their reports of export. The payment schedules
are used to determine the amount of outstanding guarantees, but many
reports are received without payment schedules and ccc takes no action
to obtain them. It is, however, important for cCC to know its total foreign
exposure in outstanding gnaranteed credit when it makes important
program decisions, such as providing countries with additional guaran-
tee amounts and rescheduling future guaranteed payments.

coc officials need to better assess whether U.S. agricultural commodities
are being purchased with loans obtained with ccc guarantees. ccc lacks
the internal controls needed to adequately ensure that commaodities are
shipped from U.S. ports and received at their destinations.

Cec guidance for program users is not clear enough to ensure that pro-
gram requirements are adequately communicated. In our August 19,
1987, report, we stated that cC could better serve program users by
clarifying the circumstances that must exist to obtain credit guarantees.
The report noted that communicating the need for and definition of firm
sales in the program regulations would clarify requirements that export-
ers must meet to be considered for refunds.

cce also needs to clarify its program regulations by better defining a
.S, agricultural commodity. Although the FAS Administrator noted that
only U.S. agricultural commodities are sold under the programs and the
Assistant General Sales Manager told us that ccc interprets the require-
ment to mean commoadities 100-percent grown, processed, and packaged
in the United States, exporters are not provided with a specific defini-
tion and €cc does not. review sales unless complaints on noncompliance
are received.

Corrections sought by users due to paper work errors is an area that FAS
management needs to deal with more effectively. ccc may also need to
provide additional information on products that qualify under the pro-
grams to foreign governments, importers, and banks. Our review identi-
fied situations in one country where additional information would have
assisted program users.

We recommend that the Secretary of Agriculture direct the General
Sales Manager, FAS, to take the following actions.
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Appendix [

CCC Export Credit Guarantees Used

by Countries

Fiscal Year

Country 1979 1980 1981 1982 1983 1984 1985 1986 1987 Totals
Yemen 0 0 T 332 110 0 87 381 890
Yugoslavia 0 60 223 o 1813 791 7135 239 16.1  382.2
Zanzivar 0 o o o o o 0 32 32
Total $63.2 $698.1 $1,862.2 $1,386.5 $3,940.0 $3,695.8 $2,755.5 $2,416.5 $2,784.5 $19,602.3
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Appendix II
Summary of Nine Recipients of CCC's Export
Credit Guarantee Programs

these guarantees with the Blended Credit program. As of April 1, 1988,
ccc committed $200 million in GsM-102 guarantees to Egypt for fiscal
year 1988 and approved $94.6 million of this amount in sales. Egypt has
used the GSM-102 program allocations for a variety of commodities,
including cotton, feedgrains, oilseeds, protein meals, tallow, tobacco,

wheat, and wheat flour.

The Egyptian government agencies, which are the principle users of ccc
guaranteed credit, prefer using GsM-102 with the full 3-year credit,
according to the U.S. Agricultural Counselor in Egypt. He said when the
United States offered less than the maximum 3-year credit, it was
mostly unused. For example, in fiscal year 1985, Egypt had 1-year credit
allocations for vegetable oils, soybeans, and cotton but used only the
allocation for cotton. In fiscal year 1986, credit allocations for cotton
were available for both 2-year and 3-year terms and Egypt only used the
3-year credit. In fiscal year 1987, all the allocations anncunced were for
3 years.

The Agricultural Counselor said ccc credit has succeeded in developing
markets for some commodities but not for others. For example, he said
GSM-102 generated sales for U.S. cotton and soybeans but not for vegeta-
ble oils and lentils. This was largely because the prices for these U.S.
commodities are higher than competitors’ prices.

Credit is a Key fTactor in U.S. agricultural sales to Egypt, and sales to
Egypt without credit are rare. According to the Regional Director of U.S.
Wheat Associates, without GsM-102 the United States would sell wheat
to Egypt only under the Public Law 480 program. He said that the EC
and Australia would sell the rest.

<gypt has also used credit offered by countries which compete with the
United States for agricultural sales. Australia offers 3-year credit terms
for wheat, guarantees 85 percent of the sale, and offers a somewhat bet-
ter interest rate than available under GsM-102. In fiscal year 1985,
France offered Egypt financing to purchase wheat flour and Canada
offered 3-year financing which was comparable to the GsM-102 program.

GsM-102 sales of U.S. cotton to Egypt are particularly interesting,
because Egypt is an exporter of cotton. According to the U.S. Agricul-
tural Counselor, Egyptian cotton does not directly compete with U.S.
cotton, because Egyptian cotton is a better quality long staple cotton,
which commands a higher price than the short staple U.S. cotton. U.S.
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the request and in fiscal year 1988 is guaranteeing credit provided to
Iraq for freight costs.

Korea

Korea is the largest user of ccc's export credit guarantee programs.
From fiscal year 1980 through fiscal year 1987, it used almost $3.4 bil-
lion in ccC export credit guarantees. As of April 1, 1988, ccc committed
$560 million in GSM-102 guarantees to Korea for fiscal year 1988 and
approved $395.6 million of this amount in sales.

GsM-102 credit has been very attractive to Korean industry because of
the length of the loans, low interest rates, and the appreciation of
Korea’s currency against the dollar. The 3-year credit term helps to pro-
vide liquidity to Korean industry by stretching out the repayments.
Some Korean industries use Gsm-102 credit to provide working capital.
The textile industry has been using credit for the past few years and has
become dependent upon its availability.

Representatives of Korean importers and related associations would like
to see more GSM-102 credit available, but the Korean Ministry of Finance
is currently trying to reduce short-term credit. The Korean economy has
improved and in 1986, for the first time, Korea had a current account
surplus. As a result, the government is concerned about inflation and is
working to reduce credit. As the economy improves and industry
expands, the Korean government would like to see industry use its own
capital to finance imports but is concerned about its trade surplus with
the United States and how it can increase imports to offset the surplus.
According to a Korean Ministry of Finance official, the continuation of
the GsM-102 program is a way to help alleviate the trade surplus.

Currently, GsM-102 helps to maintain existing Korean markets for U.S.
agricultural commedities. As the Korean economy improves, commodity
prices will likely become a larger factor, and in the last few years U.S.
commodity prices have not been competitive. Therefore, according to
the U.S. Agriculture Counselor in Korea, the continuity of the Gsm-102
program is important because it helps to sell U.S. commodities when
prices are less competitive. For example, he said GsM-102 credit helped
to sell cotton to Korea in 1986, when U.S. cotton was priced 30 to 40
percent higher than that of competitor countries. According to the Exec-
utive Vice President, Spinners and Weavers Association of Korea
(SWAK), while the U.S. share of the Korean cotton market declined from
over 90 percent to 60 percent in 1986, without the reduction in price
initiated by the Food Security Act of 1985 and the availability of GsMm-
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Morocco

The funds generated by Mexican banks in these transactions are limited
by the Mexican government to {1) finance Mexican exports, (2} finance
public sector projects, or (3) deposit with the Central Bank, Banco de
Mexico. Thus, the Mexican government benefits from the 3-year financ-
ing provided by the GsM-102 because it recirculates funds into the bank-
ing system for use in export expansion, public projects, or debt
servicing.

The GsM-102 program has helped to maintain the 1.S. market share of
Mexican imports. Most officials we talked to said that if the GsM-102
credit were reduced or eliminated, 1.S. exports to Mexico would decline.
1I.S. commodities are not always price competitive, but the availability
of coC credit guarantees sometimes offsets price and makes U.S. com-
modities attractive.

Because of Mexico's financial situation, without the GSM program, Mexi-
can importers would be forced to look for alternatives (e.g., comparable
credit, barter agreements, ete.). It is difficult to determine, however,
how much U.S. exports would decline, since its proximity to Mexico has
made the United States a primary supplier of agricultural commodities
to Mexico.

Mexico benefits from credit offered by foreign countries. Specifically,
the Gsm-102 program benefits the Mexican government by providing
new international lending. The Mexican government, through the issu-
ance of import licenses, requires that private importers use Ccc ¢redit or
comparable credit when importing commodities for which credit is
available. As a result, other exporting countries, such as Canada and
Argentina, have moved to match the credit provided by ccC guarantees.
Canada provides 100-percent credit guarantees that also cover freight
costs. In fiscal year 1986, Canada offered $200 million in credit guaran-
tees and Mexico used about $120 million. Argentina offers credit
through a Latin American cooperative bank that supports Latin Ameri-
can exports. Mexico has also purchased non-fat dried milk from New
Zealand and France, using 1-year credit financing.

Morocco is the eighth largest user of CCC’s export credit guarantee pro-
grams. From fiscal year 1981 through fiscal year 1987, it used almost
$700.6 million in ccc export credit guarantees ($268.7 million with the
Blended Credit Program in fiscal years 1983 and 1984). As of April 1,
1988, cce committed $30 million in GsM-102 guarantees to Morocco for
fiscal year 1988 and approved $3.1 million of this amount in sales. ccc
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Portugal

a balanced current account. However, further reschedulings of its large
foreign debt remain likely in the near future and Moroceo will continue
to need credit for agricultural imports.

Portugal is the fourth largest user of cCC’s export credit guarantee pro-
grams. Although Portugal did not use the programs in fiscal year 1987,
it used almost $1.9 billion in GsM-102 guarantees from fiscal year 1981
through fiscal year 1986. As of April 1, 1988, ccc had not committed
any export credit guarantees to Portugal for fiscal year 1988.

Portugal used GsmM-102 for several commodities yearly from fiscal year
1981 through fiscal year 1986. The greatest use of the program has been
for corn and wheat. Through fiscal year 1984, Portugal used almost 90
percent of its allocation each year and in 1984 it used 99.5 percent of
the $441 million allocation. Use then declined to $282 million in fiscal
yvear 1985 and $129.9 million in fiscal year 1986.

The Portuguese government required imported commodities to be
financed with credit, even if the importer had the cash to pay for the
commodity. In the early years of cce credit in Portugal when the coun-
try was having balance-of-payments problems, importers were required
to use 36-month credit. This was later dropped to 30-month credit, and
then to 6-month credit.

Grain imported by Portugal is financed with credit, as required, but it is
usually purchased with commercial credit, which is cheaper than the
credit provided with ccC guarantees. Officials of Portugal’s central buy-
ing office for wheat and feedgrains provided the U.S. Agricultural Coun-
selor there with comparison costs of cce credit and commercial credit
showing that 6-month ¢cC guaranteed credit financing for $1 million
cost $5,307 more than commercial credit. Most of this cost difference is
related to fees associated with the letter of credit—including a fee for
opening the letter of credit, a tax on the opening fee, and government
stamps on the value of the credit. No letter of credit is required for com-
mercial credit available to Portuguese importers.

Portugal’s agricultural imports will change as the country transitions to
full membership in the EC, when it will be subject to EC import levies and
duties. The U.8. Agricultural Counselor expects Portugal’s imports of
wheat and corn from non-EC suppliers to decrease, as the EC has import
duties on these products, but is hopeful that U.S. exports to Portugal of
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effect if the credit guarantee programs were reduced or eliminated for
Turkey. The general manager said that Turkey may continue to buy U.S.
commodities and finance them with commercial credit. The U.S. Agricul-
tural Attache agreed, stating that ccc credit guarantees alone are not
sufficient to influence Turkey to buy U.S. products.

Yugoslavia

Yugoslavia started using ccC export credit guarantees in fiscal year
1980. From fiscal year 1980 through fiscal year 1987, it used $382.2
million in ¢cCC export credit guarantees. As of April 1, 1988, ¢ccC commit-
ted $20 million in GsM-102 guarantees to Yugoslavia for fiscal year 1988
and approved $15.4 million of this amount in sales.

In fiscal year 1983, Yugoslavia used $161.3 million in guarantees, but its
program usage declined in subsequent years. In fiscal years 1984, 1985,
1986, and 1987, it used $79.1 million, $73.5 miltion, $23.9 million, and
$16.1 million, respectively.

Yugoslav government and industry officials said that limited program
use after 1983 was due to high U.S, commodity prices and to financial
problems Yugoslavia was facing because of its high inflation. These offi-
cials told us that the problem with using the credit provided with the
CeC guarantees was the difficulty of repaying the loans in hard cur-
rency; because of the high inflation in Yugoslavia, importers had to gen-
erate considerably more local currency to repay foreign loans.
Consequently, Yugoslavia has attempted to reduce its foreign borrowing
and has been more conservative by using less credit. For example, credit
is not allowed for agricultural commodities which are consumed incoun-
try. Also, if an importer of raw materials, such as cotton, wants to use
credit it has to show that it has a buyer for the finished product that
will generate sufficient hard currency to pay for the credit.

Yugoslavia is currently interested in establishing barter or countertrade
arrangements with other countries which, in essence, limits their hard
currency expenditures. The U.S. embassy’s 1985 foreign economic
trends report stated that Yugoslavia could be expected to give favorable
consideration to firms willing to engage in the nontraditional forms of
trade, such as barter, countertrade, or import-for-export agreements.
Countries with which Yugoslavia has these types of trade arrangements
include the Soviet Union, Egypt, Sudan, and China.

The T1.S. Agricultural Counselor in Belgrade told us that many U.S. trad-
ers are not structured to engage in these types of transactions. For
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example, U.S. cotton traders normally do not sell textiles, so they would
not be in a position to accept finished textiles in payment for the cotton.
Similarly, a U.S. meat packing firm is a major supplier of hides and skins
to Yugoslavia but is not interested in taking leather goods in payment.

Despite Yugoslavia’'s limited use of ¢CC export credit guarantees, its offi-
cials would like to see the programs continued because they provide
them with a favorable alternative as needs and conditions change.
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Turkey

corn gluten feed, on which there is no EC import levy, will continue at
current levels or will increase.

The Agricultural Counselor predicted that use of ccc credit would
decrease as Portugal’s private traders import more grain. Portugal is
privatizing its grain imports as part of its accession into the EC. Private
traders are gradually importing more grain and the former state grain
monopoly is importing smaller amounts. The private traders are not
interested in cCC credit and are not using it.

Until Portugal’s accession into the EC and the progressive privatization
of grain imports, the only importers of grain and the only users of ccc
credit, with one exception, were state monopolies. The one private user
of cce credit was a textile manufacturer that used the credit to finance a
purchase of U.S. cotton. This company had the unfortunate experience
of repaying the ccc-guaranteed credit when Portugal devalued its cur-
rency. Although the Bank of Portugal covered the state monopolies from
exchange rate risks, the private cotton importer did not have this cover-
age when Portugal’s currency was devalued.

Turkey did not use ccc export credit guarantees until fiscal year 1984.
From fiscal year 1984 through fiscal year 1987 it used $180.7 million in
cce guarantees. As of April 1, 1988, ccc committed $97 million in GSM-
102 guarantees to Turkey for fiscal year 1988 and approved $24.5 mil-
lion of this amount in sales. ccC also committed $15 million in GsM-103
guarantees and approved $4.7 million of this amount in sales.

Turkey has used GsM-102 for feedgrains, wheat, soybeans, and vegetable
seeds. The greatest use of the program has been for wheat. Turkey also
used GSM-103 in fiscal year 1987 to purchase breeding cattle. In fiscal
year 1986, Turkey used ccc credit guarantees only to import wheat pur-
chased with the Export Enhancement Program. The general manager of
Turkey’s central buying office for grains told us that had the Export
Enhancement Program not been offered, Turkey probably would not
have used any cce credit guarantees that year.

The United States used to be one of Turkey’s main suppliers of agricul-
tural products, but it lost sales to third-country competitors. The general
manager of the central buying office said that ccc credit guarantees
encourage that office to buy U.S. commodities but that its main criteria
is price. Thus, it has bought from other suppliers despite the availability
of GsM-102 credit guarantees. Therefore, there probably would be little
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also committed $170 million in GSM-103 guarantees and approved $84.9
million of this amount in sales.

The ccc guarantees for Morocco have been allocated almost entirely for
wheat purchases. Wheat accounted for 100 percent of all the ccc guar-
antees that Morocco used through fiscal year 1986. For fiscal year 1987,
Morocco also used the program for rice and barley imports. Morocco also
had a Gsm-103 allocation in fiscal year 1986 which it did not use.

ccc credit guarantee programs, especially the Blended Credit Program,
developed a market for U.S. wheat but not for the other commodities for
which credit was offered—rice, vegetable oil, or feedgrains, Before
using ccc credit guarantee programs, Morocco imported wheat mostly
from France. Even as cOc credit programs expanded U.S. wheat sales to
Morocco, it continued to buy French wheat with credit but in smaller
quantities. The importance of credit to Moroccan wheat buyers was evi-
dent when the United States suspended credit to Morocco in January
1985. Morocco turned to the French for wheat and resumed buying U.S.
wheat only when the United States reinstated credit and offered the
Export Enhancement Program as well. The availability of credit and
competitive prices are necessary to sell wheat to Morocco. Moroccan
wheat buyers want to use both the Export Enhancement and GsM-102
programs. One without the other would not be enough to make sales for
the United States.

France offers Morocco credit for French wheat. We were told that the
exact rates and terms of the French credit vary, but it is competitive
with ccc credit and is available for 3 years.

In 1983 and 1985, Morocco rescheduled its foreign debt (private debt
through the London Club and government debt through the Paris Club).
Morocco incurred substantial late payment penalties, especially for late
payment of Blended Credit loans, during negotiations for its 1985 debt
rescheduling. Morocco discontinued payment on its foreign debts,
including repayment of ccc loans. In response, the United States
imposed late payment penalties and suspended all further ccc guaran-
teed credit to Morocco in January 1985. This suspension lasted until
November 1985, when Morocco rescheduled its debts.

Morocco’s ability to repay its debt looks more promising, according to
the U.S. embassy in Rabat. Indicators of a more optimistic economic
forecast for Morocco include 2 years of decent rains after 5 years of
severe drought, the fall in the price of 0il (which Morocco imports), and
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Mexico

102, the U.S. share of the cotton market would have dropped to 20 to 30
percent.

Both government and private sector officials told us that if GsM-102
credit for Korea was reduced, the United States would lose agricultural
exports to Korea. However, most said that the loss would not be sub-
stantial. For example, the Director of the U.S. Feedgrains Council said
the GsM-102 program has helped the Korean feedgrain industry to
expand and as a result has helped to increase cash sales for feedgrains
to Korea.

According to Korean officials, Korean industry does not receive credit
for agricultural imports from U.S. competitor countries. However, the
Australian government has offered credit if the Korean government
would make a commitment to buy wheat. Korean industries’ alternative
to GsM-102 credit is commercial credit or the Korean Foreign Exchange
Program issuance fund, which is the government-controlled foreign
exchange. The issuance fund is less attractive than Gsm-102 credit,
because the terms have recently been reduced to 2 months and it carries
a higher interest rate.

Mexico is the second largest user of ccC’s export credit guarantee pro-
grams. Although Mexico did not use ¢CC export credit guarantees until
fiscal year 1983, it used $3.3 billion in GsM-102 guarantees from fiscal
year 1983 through fiscal year 1987. As of April 1, 1988, ccc committed
$770 million in GSM-102 guarantees to Mexico for fiscal year 1988 and
approved $380.1 million of this amount in sales. ccc also committed $20
million in G8M-103 guarantees but had not approved any sales.

The GsM-102 program is used by Mexico’s public and private sectors.
Both sectors get credit guarantees through the nationalized Mexican
banks that provide the letters of credit. Public sector usage is by
CONASUPO, the government’s food agency, which repays the 3-year
credit in U.S. dollars to the Mexican banks. Private sector importers, on
the other hand, pay back the Mexican banks in Mexican pesos. The peso
loans are usually extended for up to 6 months at an interest rate lower
than prevailing commercial rates (i.e., the average cost of money plus 6
peints, compared with the average cost of money plus 10 to 12 points
for the cheapest commercial loans), and the Mexican government takes
the exchange rate risk for the 6 months. The Mexican banks repay the
GSM-102 credit in dollars in 3 years to U.S. lenders.
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Iraq

Department of Agriculture officials recommended that the Egyptian cot-
ton trade import U.S. cotton for domestic use, and export the better
quality Egyptian cotton. The Agricultural Counselor said U.S. suppliers
were interested in developing a market in Egypt and 6sM-102 was
offered to facilitate sales.

The ccC program in Egypt has had some difficulties, but Egypt will con-
tinue to need credit for its agricultural imports. The ¢CC credit guarantee
program for Egypt has been suspended on several occasions because of
nonpayment of previous ccc-guaranteed loans. The program suspen-
sions have been lifted upon payment of the overdue installments. Short-
term credit, including cce-guaranteed credit, has helped Egypt to
finance balance-of-payment problems and foreign currency shortages.
As Egypt continues toward its long-term goal of achieving economic sta-
bility, it will probably continue to need and use credit.

Iraq is the third largest user of CCC’s export credit guarantee programs.
Although, Iraq did not use coC export credit guarantees until fiscal year
1983, it used $2.1 billion in ccC export credit guarantees from fiscal year
1983 through fiscal year 1987. As of April 1, 1988, ccc committed $825
million in G8M-102 guarantees to Iraq for fiscal year 1988 and approved
$471.4 million of this amount in sales. cce also committed $90 million in
GsM-103 guarantees and approved $37.8 million of this amount in sales.

The credit guarantee programs alone do not make sales to [raq; price is
very important. For example, Irag has purchased EC wheat and wheat
flour because the combination of commodity prices, packaging costs,
and credit terms provided by the EC were more attractive than those
provided with the GsM-102 program. However, the Export Enhancement
Program has countered this advantage by effectively reducing U.S. com-
modity prices and has increased U.S. wheat sales to Iraq. Iraqg also
purchases wheat and wheat flour from Australia and Canada because
they offer attractive credit programs.

Iraqi officials told us that freight cost is a major problem with importing
commodities. They said Irag pays 25 to 30 percent of the value of the
commodity for shipping and up to 40 percent for overland transporta-
tion. Because of Iraq’s war with Iran, commodities are diverted through
Jordan or Turkey, resulting in high transportation costs. Iraqi officials
requested that ccc also guarantee credit for shipping costs and indicated
that Iraq could then afford to purchase more commodities. CCC approved
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Brazil Brazil is the fifth largest user of ccC’s export credit guarantee programs.
From fiscal year 1981 through fiscal year 1987, it used $1.7 billion in
GsM-102 guarantees. Its usage, however, declined from $443.4 million in
fiscal year 1985 to $62.0 million and $52.3 million for fiscal years 1986
and 1987, respectively. As of April 1, 1988, ccc committed $100 million
in Gsm-102 guarantees to Brazil for fiscal year 1988 but had not
approved any sales.

Brazil has used the GsM-102 program primarily to import U.S. wheat.
Private corn millers were interested in importing U.S. corn using GsM-
102, but the Brazilian government was unwilling to accept the foreign
exchange risk for private importers.

The United States is used as the residual wheat supplier to Brazil. The
Brazilian Wheat Board functions as an arm of the government and con-
trols the distribution of all domestic and imported wheat. It imports
wheat to supplement Brazil's domestic production. The Wheat Board
has multi-year agreements with Argentina and Canada, and Brazil
attempts to fulfill these agreements before purchasing U.S. wheat. In the
past, however, the Wheat Board has purchased 1.5, wheat because
Argentina was unable to meet the agreed delivery dates. The Argentina
wheat agreement is a countertrade agreement—no hard currency is
exchanged. The Canadian agreement includes 3-year financing.

The GsM-102 program has helped to maintain a U.S. wheat market in
Brazil. According to the President of the Wheat Board, Brazil would
probably purchase wheat from the EC at a lower price if the credit were
not available. Price is the primary factor to Brazil in purchasing com-
modities, but financing helps to offset higher U.S. prices. If the GsM-102
program for Brazil was reduced or eliminated, sales of U,S. wheat would
be likely to decreasc.

As of January 1987, the EC was offering Brazil one year financing to
purchase wheat and there have been discussions of making 3-year
financing available. Australia is also considering 3-year credit for Brazil,
but transportation costs from Australia are high and result in less com-
petitive prices.

Egypt Egypt is the seventh largest user of CCC’s export credit guarantee pro-
grams. It did not use cc¢ credit guarantees until fiscal year 1983, but
from fiscal year 1983 through fiscal year 1987, it used $1.1 billion in
GsM-102 guarantees. [n fiscal years 1983-85, Egypt used $158 million of
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Dollars in millions

7 Fiscal Year - i
Country 1979 1980 1981 1982 1983 1984 1985 1986 1987 Totals
Algeria $0 0 $0  $0 30 $0 $0 $46.1 $2195  $265.6
Argentina 0 0 o 0 o - 0o 0 0.3 0.3
Bangladesh 0 0 ‘0 0 3’8 272 416 0 166  121.2
Brazil 0 0 1979 2833 3310 341 6 4434 62.0 523  1,711.5
Chite o o o o 729 1202 43 32.4 212 2810
Colombia 0 0 0 0 0 605 = 878 420 52.8 2431
CostaRica 0 0 41 157 0 28 o 0 0 22.6
Dominica 00 o0 o 0.6 o0 0 0 0.6
Dominican Republic 0 387 514 59.6 07 528 0 o 0 2333
Ecuador 00 0 0 632 913 896 526 467 343.4
Egypt o 0 0 0 204 3 737 2184 3481 2287 1,073.2
El Salvador 00 143 265 193 307 231 121 167 1427
Guatemala 0 0 0 05 32 1 519 394 205 92 1536
Hati 0 0 00 75 50 34 71 48 278
Honduras 0 0 1.0 0 40 0 57 50 3.3 19.0
Hungary 0 0 00 399 36 408 208 237 128.8
Indonesia 0.8 0 o 0 0 0 o0 0 0 0.8
Irag 0 0 00 2088 4882 3857 354.3 5734 2,100.4
Jamaica 00 16.8 341 600 783 31.8 237 0 2447
Jordan 00 0 0 0 0 0 338 157 495
Korea 0 2054 4772 4369 4448 4729 454.0 3675 5116 3,370.3
Mexico 0 o 0 0 11647 6454 178.7 579.8 7515 3,320.1
Morocco o 0 512 764 95.9 213.1 679 995 97.0 700.6
Nigera 0 0 0 22 237 51 0 0 ) 31.0
Pakistan T e 0 155 507 639 446 69.8 83.1 98 337.4
Panama 0 0 0 0 27 33 0 0 0 6.0
Peru 0 539 1278 438 1277 929 377 0 0 483.8
Philippines 0 o 00 242 1431 714 i} 0 238.7
Poland 624 3643 6446 262 o 0 0 0 0 1,097.5
Portugal - 0 0 1494 3011 5608 = 4414 2820 129.8 0 1,864.5
Romania 0 0 261 240 0 0 D 0 0 50.1
Senegal 0 0 o 0 0 0 0 0 45 4.5
Serraleone 0 0 05 0 00 0 0 0 0.5
Srilanka 0 o 64 0 0 0 0 0 0 6.4
Sudan 0 198 301 o 0 0 0 0 0 49.9
Thailand 0 100 256 55 184 48 49 16 0 708
Tunisia 0 0 o 0 190 623 263 6.4 380 152.0
Turkey 0o o0 o 0 0 489 443 577 298 180.7
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Chapter 3
Program Management Improvements
Are Needed

Enforce compliance with the requirement that exporters must submit
complete reports of exports to ensure the accurate accounting of out-
standing gnarantees.

Design, develop, test, and implement internal controls, including random
on-site verifications, to ensure that loan guarantees are used to obtain
11.S. agricultural commodities.

Clarify program regulations with specific definitions for a U.S. agricul-
tural commodity and a firm sale and require acknowledgement of these
requirements on gnarantee applications.

Provide timely and accurate decisions on document revisions requested
by exporters or their assignees.
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Chapter 3
Program Management Improvements
Are Needed

Guidance to U.S. Banks

Conclusions and
Recommendations

We discussed concerns about the program with selected U.S. bank offi-
cials. Some bank officials stated that ccc is reluctant to make decisions
and provide timely written responses to inquiries. For example, a bank
was holding a landing certificate for a guaranteed sale which had an
error. With such an error a guarantee claim would not have been paid.
Bank officials were able to get supporting documentation to support a
correction to the certificate, but said ccc officials were not responsive to
making the change that would assure the bank that it had a valid guar-
antee. Bank officials said that they need assurance that a guarantee
exists throughout the life of the loan because they have to account for
their foreign debt exposure.

The ascs Fiscal Division official responsible for claims said she tells
bank officials that claims will not be paid if there are any errors on the
required supporting documentation. The Director of the ccc Operations
Division, however, said that changes are discouraged because he does
not have the resources necessary to be making changes that are only
important if claims are filed. He said that many mistakes were the fault
of the exporters or their assignees and needed to be worked out between
them and the foreign banks issuing the letters of credit.

In another case, however, a U.S. bank official said the bank tried for 8
months to change the name of a foreign bank on a ccc guarantee. He
said that rather than make a minor revision, ccc officials wanted his
bank to get the foreign bank to provide written assurance that it would
honor the wrong name that ccc had put on the guarantee. The bank offi-
cial said that coc finally changed the name on the payment guarantee
but that too much time and effort was expended for an error that was
made by ccc. Although the concern was not raised often, it indicates
that ccC may need to be more responsive to user requirements.

Although the Office of the General Sales Manager, FAS, has made ccc
export credit guarantees available to various foreign markets, it is not
adequately managing cCC’s export credit gnarantee programs. More spe-
cifically, it has taken a hands-off management approach because it
views the programs as commercial programs that are the responsibility
of the private sector. This has resulted in ccc not adequately (1)
accounting for outstanding guarantees, (2) ensuring that guarantees are
used for U.S. agricultural commodities, and (3) providing guidance to
program users.
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In its official response to our report, Agriculture said that it addressed
one of our recommendations by sending a notice to exporters that clari-
fied program regulations, and it stated that this notice will be included
in a package given to exporters that are new to the program. It dis-
agreed with the need to add an acknowledgement of the refund policy
on Cce's guarantee application, because it noted that a program appli-
cant normally would be a person or entity knowledgeable and sophisti-
cated in the area of international sales and financing and need not be
treated as if the participant had little education or sophistication. We
continue to believe the acknowledgment on the application would help
to ensure that all users, including smaller exporters that lack the
resources of large firms, understand that the policy exists.

Definition of U.S.
Agricultural Commodity

cC’s definition of a U.S. agricultural commodity is not adequately com-
municated to program users. At 1988 appropriations hearings, the FAs
Administrator told the Subcommittee on Rural Development, Agricul-
ture and Related Agencies of the House Committee on Appropriations
that only U.S. agricultural commodities were guaranteed under the
export credit guarantee programs. The Assistant Administrator, Export
Credits, ras, told us that ccc defines this to mean 100-percent grown,
processed, and packaged in the United States.

ocC regulations and guidance provided to exporters does not specify this
100-percent qualification, and because of this, CCC has no assurance that
exporters are aware of its definition. For example, we identified one sit-
uation in which ccc reviewed and approved a sale of cola concentrate
that contained foreign agricultural contents. The manufacturer’s repre-
sentative told us that ccC never told the manufacturer that the concen-
trate could not contain some foreign agricultural contents.

While reviewing the programs’ Iraq file, we identified another situation
where buyers claimed that foreign commodities were mixed in their pur-
chase. An internal ras memorandum noted that Iraqi buyers were con-
cerned that Brazilian tobacco was mixed in with a credit guarantee sale
of 1.S. tobacco. While this allegation was not verified, the lack of a spe-
cific definition leaves the interpretation of the definition to U.S.
exporters.

In another example, we identified a situation where an exporter was in
disagreement with cc’s definition. A U.S. bank brought to ccc’s atten-
tion a seed sale that ccc determined did not qualify as a U.S. commodity.
The exporter claimed that the seeds were grown in the United States,

Page 30 GAO/NSIAD-88-194 CCC Export Credit Guarantee Programs



Chapter 3
Program Management Improvements
Are Needed

Need for Better
Guidance

22.) They told us that no controls on shipping costs were imposed. Pro-
gram officials said that in a case where the shipping cost is guaranteed,
an exporter receives a guarantee for the total sales amount, which
includes the commodity plus shipping (i.e., cost and freight, or cost,
insurance, and freight), without cCC approving or having limits on the
shipping cost amount.

Prior to cCC’s decision to expand its shipping cost coverage, we were
concerned that ccc did not check the validity of commodity prices to
ensure that importers were not using exporters to obtain a portion of the
loan for other purposes. The Chief of the Credit Sales Registration
Branch, ccc Operations Division, told us that because the guarantee pro-
grams are considered commercial, CCC does not review commodity
prices. He also said that ccc did not provide shipping cost credit guaran-
tee coverage because of the lack of control over foreign shipping compa-
nies. However, if the recent revision to provide this coverage to selected
markets continues, ccc should develop the controls needed to ensure
that only reasonable shipping costs are being covered by the program.

Program officials were concerned that we had not recognized that nor-
mal controls used by buyers and sellers have existed in commerce for
years and that additional controls to ensure that commodities actually
reached their destinations would be burdensome. We do not view normal
controls used between buyers and sellers as adequate because CCC is a
third party providing a guarantee that benefits both the buyer and
seller. Controls are needed to ensure that the buyer and seller only
obtain the benefits as intended by ccc. We believe that a system
designed to randomly verify scheduled arrivals of U.S. agricultural
exports in destination countries does not have to be burdensome. Such a
system, however, would give CCC some assurance that guarantees are
used to support U.S. agricultural exports and would also serve as a
deterrent against potential program misuse.

FAS management has taken a hands-off approach in providing guidance
to U.S. exporters and their assignees (i.e., [.S. financial institutions) and
foreign importers. Although some information is usually available to
users, improvements can be made to provide them with better informa-
tion on (1) the need for firm sales, (2) ccC’s guarantee fee refund policy,
(3) the definition of a U.S. agricultural commedity, (4) commodities that
are covered by the programs, and (5) guarantee revisions.

Page 28 GAO/NSIAD-88-194 CCC Export Credit Guarantee Programs



Agricultural Export
Shipments Are Not
Verified

Chapter 3
Program Management Improvements
Are Needed

ensure that payment schedules are submitted with exporters’ reports of
export.

As an alternative, the Operations Division Director said that ccc’s guar-
antee monitoring system could be configured to estimate outstanding
guarantees. He expressed the view that actual amounts are only impor-
tant when lenders submit claims. However, cc¢ would not have to recon-
figure its system to estimate outstanding guarantees if it enforced
regulatory compliance regarding submission of required documentation
by exporters. Furthermore, the data would not have the errors that
would be inevitably contained in estimates.

The credit guarantee programs are intended to increase or maintain U.S.
agricultural commodity exports to foreign buyers by making available
federal guarantees for commercial financing with credit terms up to 10
years. ¢CC, however, does not have sufficient internal control procedures
to verify that commodities purchased under the program reach the des-
ignated buyers.

The reports of export are the only documents received by ccc that sup-
port export credit guarantee shipments, unless claims are filed by lend-
ers, If claims are filed, exporters or their assignees are required to
provide ccc with shippers’ bills of lading. ccc, however, does not have
procedures in place to review bills of lading for guarantees that do not
result in claims or to check that commodity exports reported are actu-
ally shipped.

Our October 26, 1979, report on the direct credit provided with ccC’s
Export Credit Sales Program? identified the need for ccc to (1) ensure
that entry documents were submitted and (2) establish and implement
procedures to physically verify on a selected basis the entry of commod-
ities into designated countries. Unlike its direct credit program, ccc’s
export credit guarantee programs have no requirements for landing cer-
tificates, except when claims are filed for commodities that were
shipped by rail or truck, as are most shipments to Mexico. ccc also has
no process to physically verify on a selected basis the entry of commodi-
ties into designated countries to ensure that U.S. agricultural commodi-
ties are actually being delivered.

"Stronger Emphasis on Market Development Needed in Agriculture's Export Credit Sales Program,
(ID-80-01). -
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CCC Does Not
Adequately Account
for Its Outstanding
Guarantees

The export credit guarantee programs enable CCC to facilitate private
financing of U.S. agricultural exports without budget outlays, except for
program administrative costs, unless it pays guarantee claims to U.S,
lenders. These programs are considered commercial by CCC managers
because they involve private financing. Nevertheless, cCC assumes con-
tingent liabilities under these programs which result in outlays and
impose real costs on the U.5, government. Therefore, these programs
should be subject to appropriate management, controls.

During our review, we found deficiencies in the operations of ¢CC’s
export credit guarantee programs. Specifically, we found that ccc needs
to

accurately account for outstanding guarantees;

implement controls to ensure that guarantees are provided only for U.S.
agricultural commodities and approved associated costs (e.g., shipping);
and

improve guidance 10 program participants.

CCC cannot accurately identify its outstanding export credit guarantees.
coc understates its outstanding loan guarantees because it receives
incomplete data from exporters and has not taken action to obtain the
missing data.

Program regulations require that exporters submit reports of export to
the Assistant General Sales Manager, Export Credits, FAs, within 30
days following each export covered under the payment guarantee.
These reports are required to include payment schedules showing the
payment dates and amounts due to the U.S. lenders. The payment sched-
ules are needed by ¢CC to accurately account for its outstanding guaran-
tees. The reports of export are sent to ccc’s Operations Division which
uses the reports to monitor the types and quantities of commodities
exported with the programs. It also forwards the reports to Ascs Fiscal
Division which puts the data into the ccc system that tracks guarantees.
The Operations Division does not, however, ensure that payment sched-
ules needed to accurately account for the outstanding guarantees are
included.

When a report of export is entered into the ccC guarantee data base, a

registered guarantee commitment is converted to a disbursed guarantee.
In addition, the report’s payment schedule enables the coc guarantee
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indicates that banks are actively competing to provide financing with
the credit guarantees and that participating foreign countries have had
no difficulty obtaining loans with cCC’s 98-percent coverage. Active
competition for the guaranteed loans has created low interest rates. For
example, banks have provided credit with interest rates at 1/16 and 1/8
percent over the London interbank Offered Rate.= In fact, some U S,
bank officials said that they could not compete with the lower rates
offered by foreign affiliate banks because the rates would not cover
their costs.

ccc has provided guarantee coverage on shipping costs for breeding ani-
mals and, for fiscal year 1988, is providing it to support other agricul-
tural commodities in selected export markets. Shipping cost coverage
can be provided upon approval by ccc when commodities are sold on a
cost and freight basis or on a cost, insurance, and freight basis. This
recent change again illustrates coc’s flexibility in supporting agricul-
tural exports. Some program users noted that providing shipping cost
coverage would make ccC export credit guarantee programs more attrac-
tive. For example, Iraqi officials said they had cash problems and ship-
ping coverage would make more agricultural commodities available to
their markets. Mexican officials noted that some markets would benefit
with shipping cost coverage because Canada was providing shipping
cost coverage to selected markets.

Some program participants stated that sometimes CCC takes too long to
approve a reallocation from one commodity to another and that offering
allocations that are not commodity specific may enhance the program.
Undesignated allocations can alleviate the problem because country par-
ticipants may use the undesignated portion of their allocations without
getting ccc approval each time. We discussed this with ccc officials and
they began offering undesignated allocations to a number of countries in
fiscal year 1988. coc officials explained that the undesignated amounts
can be used for any approved commodity on the country’s list.

CCC appears to have used its program flexibility to adapt to changes and
needs in export markets. Although we cannot quantify program bene-
fits, we believe that U.S. exporters and their foreign customers benefit
from ccC’s credit guarantee programs. Credit guarantees appear to help
sell U.5. commodities because they help exporters to sell in markets

Referred to as LIBOR, it is a measure of what major international banks charge each other for large
volume loans of Eurodollars or dollars on deposit outside the United States.
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Figure 2.1: Guarantee Use of $§19.6
Billion, Fiscal Years 1979-87

Other Countries
Provide Credit
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Although little information is available on credit guarantees offered by
other agricultural exporting countries, we identified some that offer
credit guarantees to assist their agricultural exports. For example, Can-
ada, Australia, and France all support agricultural exports with credit
guarantees. We did not identify ali the details concerning this credit, but
their programs did not appear to cover the large range of products sup-
ported by CCC's programs.

Canada’s Export Development Corporation offers credit guarantees if
competitor credit is offered in one of its agricultural export markets. A
Mexican official indicated that Mexico benefits from ccc’s guarantee
programs because other suppliers, such as Canada and Australia, have
moved to match cCC credit. Both Canada’s Wheat Board and Export
Development Corporation offer credit to promote Canadian agricultural
exports, Credit offered is similar to the ccc credit guarantee programs;
however, Canada’s guarantees cover 100 percent of the gross invoice
value and interest. Some recipients told us that Canadian credit also
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Program Benefits

CCC’s export credit guarantee programs are intended to increase or main-
tain U.S. agricultural exports in foreign markets that need credit.
Although we were unable to quantify additional exports resulting from
the coc programs, the ccc credit guarantees appear to enhance agricul-
tural exports because they enable buyers with limited financial
resources to purchase commodities. Furthermore, other exporting coun-
tries also provide credit to support their agricultural exports and the ccc
guarantees help offset this foreign advantage.

Program users said that the ¢cccC programs enhance U.S. agricultural
exports by facilitating the availability of private credit for countries
with hard currency shortages and offsetting higher U.S. commodity
prices. ccC’s flexibility in administering the programs has been a useful
aspect; for example, in specific cases ¢cC has initiated program changes
to help U.S. exports by guaranteeing shipping costs and increasing guar-
anteed levels (i.e., 100 percent of principal) when it determined a change
was needed to maintain or develop an export market.

We could not quantify ccC’s export credit guarantee programs’ additions
to total U.S. agricultural exports, called additionality, because of the
many variables involved and because knowledge about foreign private
and governmental behavior is imprecise. For example, the extent to
which credit guarantee sales displace U.S. cash sales is unknown as is
the extent to which other countries’ credit programs offset the benefits
of the ccc programs. Additionally, if the ccc guarantee programs dis-
place another agricultural exporting country’s sales in one market, the
country could displace U.S. sales in other importing countries.

Interviews with exporters and foreign purchasers indicate that the
credit guarantee programs help to increase U.S. agricultural exports.
However, credit is not the only factor in decisions to purchase U.S. com-
modities; it is the total package—credit and prices—that often result in
sales. Some foreign officials said that financing provided by ccC’s guar-
antee programs does help to offset higher U.S. agricultural commodity
prices.

Export credit guarantees have been provided with ccc’s Export
Enhancement Program since fiscal year 1986. An objective of the pro-
gram is to make U.S. agricultural commodities more price competitive in
the world market by using ccc-owned commodities as export bonuses.
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Fiscal receives the reports and records the amounts as disbursed.
Remaining amounts continue as undisbursed. Several reports may be
received for each guarantee issued, therefore requiring several entries
for disbursements. The ccc data base that monitors guarantees is
programmed to cancel the undisbursed amounts 180 days after the
recorded final shipping date.

When a U.S. lender does not receive a scheduled payment from a foreign
bank, it must notify the ccc Treasurer within 10 days of the nonpay-
ment. CCC thereupon discontinues new export credit guarantee sales to
the foreign country, An exporter or assignee must file a claim within 30
days after its notice of default, unless an extension is granted. However,
a claim for a loss is not accepted if it is made later than 6 months from
the date of default, When a claim is submitted properly, cCC pays the
lender 98 percent of the payment’s principle and the covered interest.
Claims are paid from cc¢ funds (including its earnings and appropria-
tions from Congress) and borrowings from the U.S. Treasury under a
statutory borrowing authorization of $30 billion.

The Chairman of the Subcommittee on Department Operations, Research
and Foreign Agriculture, House Committee on Agriculture, requested
that we examine CCC’s export credit guarantee programs. Our September
30, 1986, testimony provided the Subcommittee with a preliminary sta-
tus report on our review, Subsequently, the Chairman of the Senate
Committee on Agriculture, Nutrition, and Forestry and Representative
Charles E. Schumer expressed interest in receiving the results of our
review.

Our review focused on the efficiency and effectiveness of the export
credit guarantee programs, including FAS’ program management and
internal controls. Our audit work was performed from April 1986
through December 1987 in

Washington, D.C.:

Atlanta, Georgia;

Chicago, [llinois;

Denver, Colorado;,

New York, New York;

Canberra, Australia;

Brasilia and Rio de Janeiro, Brazil;
Ottawa and Winnipeg, Canada;
Cairo, Egypt;
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Advisory Council on International Monetary and Financial Policies for
review,

The Council, among its responsibilities, coordinates the policies and
practices of all U .S. government agencies that participate in making for-
eign loans. The Secretary of the Treasury chairs the Council, and other
members include the Secretaries of State and Commerce; the U.S. Trade
Representative; Chairman, Federal Reserve; Chairman, Export-Import
Bank; and Director, International Development Cooperation Agency.
The Council operates mainly through a staff committee, composed of
economists and other professional staff members of participating
agencies.

Informal communications between Council and cc¢ staffs occur prior to
the Council’s review, so cec usually knows what advice will be provided
by the Council. Once the Council’s advice is received ccc decides
whether to approve allocations to countries. The Program Development
Division announces approved allocations and provides guarantee infor-
mation to exporters (e.g., country name, commodity, and length of the
guarantee).

After credit guarantees are approved by ¢Cc, a foreign buyer normally
(1) arranges financing through a U.S, financial institution, (2) purchases
an agricultural product from a U.S. exporter, and (3) arranges for a let-
ter of credit issued in favor of the exporter by a ccc-approved foreign
bank in the buyer’s country. After the product is shipped, the exporter
assigns the guaranteed account receivable to a U.S. financial institution
in exchange for a cash payment. The U.S. financial institution then col-
lects scheduled payments from the foreign bank. If the foreign bank
fails to make a payment as agreed, the 11.S. lender can file a claim with
cee, which then pays the guaranteed amount to the claimant. The U.S.
lender in return assigns the delinquent loan payment to CccC.

Exporters can notify the Sales and Registration Branch of actual or
impending commodity sales. It an exporter is unfamiliar with the credit
guarantee programs, CCC answers questions and/or sends the exporter
an information package. This package includes ccc regulations, a pro-
gram leaflet, a question and answer sheet, and an Fas announcement
clarifying the requirements for a firm sale and guarantee fee refund.?

"This FAS annotincement waus in response to our August 1987 report, Commodity Credit Corpora-
tion’s Refunds of Export Guarantee Fees (GAQ/NSIAD-87-185) which recommended that CCC better
communicate firm sale and guarantee fee refund requirements to exporters.
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Table 1.1: Claims Paid and Rescheduled
as of June 30, 1987

CCC Organization

|
Doflars in millions

pcalz;nl;s Status of Claims Paid Reschedu"ngs
Country ccc Repaid Rescheduled Unresolved Outstanding?®
Brazi 2191  $0  $2191  §0  $1957
Chie 1o 0 11000 716
Dominican ' e
Republic 140.2 0 118.3 219 126.2
Jamaica 854  (® 517 337 495
Mexico 963 0 1%.3 0 193
Morocco 7 1729 26 irc4 0 147
Nigeria 15 14 0 ot 0D
Panama 32 (® 32 0 16
Peru 2614 12 794 1809 793
Philiopines 292 09 S22 ot 273
Poland 10117 159  99%8 0 12774
Romana 345 10z 243 0 D
Sudan 52 0 842 0 625
‘Total  $2,3195  $32.0  $2,050.8 $236.7  $2,234.3

“Some outstanding amounts are higher than claims rescheduled because of accrued interest

"Payments of less than $40 D00 were made

CC assesses the likelihood of nonpayment on guaranteed loans. A July
6, 1987, internal FAs memorandum from the Assistant Administrator,
International Agricultural Statistics, to the Assistant Administrator,
Export Credits, stated that an estimated 13 of 28 countries analyzed
were likely to reschedule their debt within a 24-month period. Outstand-
ing credit guarantees to the 13 countries totaled $3.4 billion, or 71 per-
cent of ¢cC’s reported outstanding credit guarantees on June 30, 1987,
cCC’s 1988 credit guarantee allocations to 24 countries totaled $4.2 bil-
lion as of January 29, 1988. ccc allocated $2.4 billion of the total
amount, or 57.2 percent, to 9 of the countries identified as likely to
reschedule.

Decisions to provide guarantees to countries that are likely to

reschedule their debt are made for broader trade policy and foreign pol-
icy considerations in addition to promoting agricultural exports.

CCC is a government corporation established in 1933 to stabilize, sup-
port, and protect farm income and prices and assist in the maintenance
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which lowered the effective interest rate and made the financing more
favorable. However, in 1985 a court decided that the Cargo Preference
Act, as amended, 46 U.S.C. 1241, (b),* applied to the Blended Credit Pro-
gram. As a result of the impact of increased transportation costs from
the use of U.S. registered vessels, ccC discontinued the program. About
$1.0 billion of Gsm-102 guarantees was used through ccc’s Blended
Credit Program.

The Food Security Act of 1985 requires that ccc make available not less
than $5.0 billion in guarantees a year through fiscal year 1990 for Gsm-
102 and at least $500 million a year through fiscal year 1988 and not
more than $1.0 billion in each of fiscal years 1989 and 1990 for sm-103.
According to program officials, however, ccc has not been able to allo-
cate the full $5.5 billion in guarantees to importing countries because (1)
11.5. agricultural prices have not been competitive in the world market,
(2) credit and credit guarantees are also offered by other exporting
countries, and (3) ccc is unwilling to provide guarantees to some caun-
tries that are high credit risks.

In fiscal year 1987, U.S. agricultural exports totaled $27.86 billion—
$26.73 billion in commercial sales and $1.13 billion in government pro-
grams. Commercial sales include commuodities exported using the credit
guarantee programs. In fiscal year 1987, credit guarantees were used for
$2.78 billion, or 10.4 percent of commercial sales and 10.0 percent of
total U.S. agricultural exports. From fiscal year 1979 through fiscal year
1987, 41 countries have used $19.6 billion in ccC export credit guaran-
tees. (See app. 1)

The outstanding amounts due to ccc as a result of claims paid on guar-
antees have grown from about $178 million in September 1982 to almost
$2.5 billion as of June 30, 1987. (See fig. 1.1.) At 1988 appropriations
hearings, the Administrator, Fas, told the Subcommittee on Rural Devel-
opraent, Agriculture and Related Agencies of the House Committee on
Appropriations, that as of March 2, 1987, future claims for existing GSM-
102 guarantees were expected to be $714 million, or 22 percent of the
total guarantees, but that ras fully expected that this amount would be
rescheduled and cventually paid. This position reflects U.S. government

VAt the time the Act required that 50 percent of the gross tonnage of cargo generated by certain .S,
government programs inust be transported in privately owned 7S, flag vessels to the extent that
they are available at fuir and reasonable transportation rates,

“The term “used” refers (o guarantees covering export shipments reported to CCC.
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The U.S. agricultural position in the world market is changing. Global
changes in agricultural production and trading policies, accelerated
improvements in and adoption of new agricultural technologies, and an
increased emphasis on food self-sufficiency in many developing coun-
tries have all contributed to increased agricultural production world-
wide. Increased production together with changing economic conditions
in the 1980s, such as the strong dollar and the heavy international debt
service burden of less developed countries, lessened the demand for and
competitiveness of 1.8, agricultural exports. As a result, the United
States experienced declining export volume and foreign market share
and rising commodity surpluses. In 1985, Congress enacted legislation
that includes provisions to counter these trends.

The Food Security Act of 1985 introduced several export initiatives to
increase the competitiveness of U.S. agricultural exports and counter
competitors’ unfair trade practices. Department of Agriculture pro-
grams affected include the Export Enhancement Program, the Targeted
Export Assistance program, and two export credit guarantee programs.
Under the Export Enhancement Program, U.S. exporters use Agricul-
ture’s Commodity Credit Corporation (¢CC) commmodities or certificates
as subsidies in kind to expand sales of U.S. agricultural products in
sclected markets characterized by unfair competition. The Targeted
Export Assistance program uses CCC resources to counter or offset the
effects of subsidies or other unfair trade practices. ccC’s export credit
guarantee programs support U.S. agricultural exports with commercial
financing that is not available without the guarantees. While the credit
guarantee programs have assisted in increasing the competitiveness of
agricultural exports, the extent of their influence is unclear because of
the many variables involved. For example, the other export initiatives,
sharp decline in the dollar, and imposition of lower loan rates have also
improved the competitiveness of agricultural exports.

The General Sales Manager of Agriculture’s Foreign Agricultural Service
(FAS) administers cCcC’s two export credit guarantee programs. Under the
first, the Export Credit Guarantee Program, referred to as GsM-102, ccc
enters into guarantee agreements with U.S. exporters for the sale of
agricultural commodities with credit terms of up to 3 years. Under its
Intermediate Export Credit Guarantee Program, referred to as GsM-103,
guarantee agreements can extend up to 10 years. The program partici-
pants are usually U.S. exporters and their assignees (i.e., U.S. financial
institutions), and foreign governments, importers, and banks.
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Recommendations

Agency Comments

a third party providing a guarantee that benefits both the buyer and
seller. Controls are needed to ensure that the buyer and seller only
obtain the benefits as intended by ccc. GAO believes that a system
designed to randomly verify scheduled arrivals of U.S. agricultural
exports in destination countries does not have to be burdensome. Such a
system, however, would give cCC some assurance that guarantees are
used to support U.S. agricultural exports and would also serve as a
deterrent against program risuses.

Finally, Gao concluded that guidance provided to U.S. exporters, foreign
importers, and guarantee assignees could be improved. For example,
although regulations for the export credit guarantee programs note that
they are intended to increase commercial exports of U.S. agricultural
commodities, they provide no definition of a U.S. agricultural commod-
ity. Program officials said that for credit guarantee purposes they inter-
pret the definition to be 100-percent grown, processed, and packaged in
the United States, but a0 found that some exporters have interpreted
the definition differently and have obtained guarantees for products
that did not meet the 100-percent requirement.

GAO recommends that the Secretary of Agriculture direct the General
Sales Manager of the Foreign Agricultural Service to

enforce compliance with the requirement that exporters must submit
complete reports of exports to ensure the accurate accounting of out-
standing guarantees;

design, develop, test, and implement internal controls, including random
on-site verifications, to ensure that loan guarantees are used to obtain
U.S. agricultural cornmodities; and

clarify program regulations with a specific definition for a U.S. agricul-
tural commodity and require acknowledgement of this requirement on
guarantee applications.

As requested, GAO did not obtain official agency comments on a draft of
its report, However, Gao did discuss its findings with Department of
Agriculture officials responsible for ccC’s export credit guarantee pro-
grams and their comments were incorporated where appropriate.
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Purpose

Background

The Foreign Agricultural Service, Department of Agriculture, manages
two Commodity Credit Corporation (ccc) credit guarantee programs
which promote U.S. agricultural exports. These programs facilitate pri-
vate financing to foreign buyers by protecting exporters or their assign-
ees against nonpayments. The Export Credit Guarantee Program
provides payment guarantees for loans of up to 3 years, and the Inter-
mediate Export Credit Guarantee Program provides payment guaran-
tees for longer term loans of up to 10 years.

The Food Security Act of 1985 requires that ccc make available not less
than $5.0 billion in guarantees to countries each year through fiscal year
1990 for the Export Credit Guarantee Program and at least $500 million
in guarantees each year through fiscal year 1988 and not more than $1.0
billion in fiscal years 1989 and 1990 for the Intermediate Export Credit
Guarantee Program.

The Chairman of the Subcommittee on Department Operations,
Research, and Foreign Agriculture, House Committee on Agriculture,
asked GAO to review the efficiency and effectiveness of ¢CC’s export
credit guarantee programs. Subsequently, the Chairman of the Senate
Committee on Agriculture, Nutrition, and Forestry and Representative
Charles E. Schumer also asked GAO to review the programs.

The United States and other countries provide credit or credit guaran-
tees to foreign buyers to support their agricultural exports. CCC started
providing financing in 1956 for U.S. agricultural exports under author-
ity of its Charter Act (Public Law 80-806). Initially, direct credit was
provided by cc¢ under its Export Credit Sales Program.

ccc has provided export credit guarantees since fiscal year 1979. From
fiscal year 1979 to 1981, ccc supported exports with political risk guar-
antees under its Non-Commercial Risk Assurance Program. ccc cur-
rently provides export credit guarantees that cover all types of credit
risk with its two export credit guarantee programs. For fiscal years
1979-87, countries used $19.6 billion in coc guarantees for recorded
shipments of 11.5. agricultural exports.

If a foreign borrower fails to make a payment as agreed, the U.S. lender

can file a claim for the payment guarantee with ccc. After the claim is
approved, ccC usually pays the claimant 98 percent of the payment’s
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