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REAUTHORIZATION OF THE
EXPORT-IMPORT BANK

WEDNESDAY, MAY 2, 2001

U.S. HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON INTERNATIONAL MONETARY
Poricy AND TRADE,
COMMITTEE ON FINANCIAL SERVICES,
Washington, DC.

The subcommittee met, pursuant to call, at 2:10 p.m., in room
2128, Rayburn House Office Building, Hon. Doug Bereuter,
[chairman of the subcommittee], presiding.

Present: Chairman Bereuter; Representatives Oxley, Ose, Green,
Shays, Miller, Capito, Ferguson, Sanders, Waters, Frank, Watt,
Sherman, C. Maloney of New York, Schakowsky, and Bentsen.

Mr. OXLEY. [Presiding.] The hearing will please come to order.
Obviously, I am not Mr. Bereuter. Mr. Bereuter has been delayed
in another committee, and the Vice Chairman is also delayed on
the floor. So I am either in the right place at the wrong time or
the wrong place at the right time. Whatever it may be, we didn’t
want to keep our distinguished panel waiting. To that end, the
Chair would recognize himself for a brief opening statement.

I want to thank Mr. Bereuter for holding this hearing on the re-
authorization of the Export-Import Bank. The Administration is ex-
pected to send up legislation renewing the Bank’s charter beyond
its current expiration date of September 30, 2001, soon. I support
the reauthorization of Ex-Im Bank, and I look forward to working
with the Administration, subcommittee Chairman Bereuter and
others, and speedy committee consideration of reauthorization leg-
islation.

My support for the Ex-Im Bank stems from the fact that it has
been an important tool for increasing trade and providing U.S. ex-
porters access to markets that they would otherwise not be able to
reach. With the backing of the full faith and credit of the United
States, Ex-Im Bank has initiated thousands of transactions in for-
eign markets that commercial banks deem too risky to enter. The
result is that U.S. businesses export more goods and develop new
and stronger trading relationships abroad.

In my home State of Ohio, Ex-Im Bank has authorized trans-
actions to over 420 businesses valued at more than $1.1 billion
since 1994. In my district alone, in the Fourth Congressional Dis-
trict, Ex-Im Bank has worked with 10 different small businesses,
enabling them to reach markets they would not normally be able
to reach. Over $62 million in exports have been financed through
Ex-Im Bank in my district over the past 6 years.

o))
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In a perfect marketplace, there would be no need for export cred-
it agencies; however, the realities of today’s international trading
system demand that Ex-Im Bank operate aggressively to support
the sale of U.S. products abroad. Every major actor in international
trade utilizes an export credit agency similar to the Ex-Im Bank
to support its trade initiatives. Without Ex-Im Bank, U.S. compa-
nies would be forced to compete against foreign firms who are re-
ceiving assistance from their export credit agencies.

In discussing exports, most people focus on large corporate trans-
actions and tend to overlook the importance of small businesses in
the international trade equation. In 1997, Congress mandated that
Ex-Im Bank expand its outreach to small businesses and work to
facilitate more transactions among these exporters. In fiscal year
2000, Ex-Im Bank approved 2,176 small business transactions, an
increase of over 13 percent from the previous fiscal year. Further,
financing and support of small businesses increased by nearly 10
percent in fiscal year 2000 to $2.3 billion.

This improvement in small business export activities is an en-
couraging sign that Ex-Im Bank has been successful in helping
small businesses access overseas markets. I commend them on this
progress and hope that they continue to bring more small busi-
nesses into the international trade arena.

As we begin the review of Ex-Im Bank, I look forward to hearing
how we can improve the Bank in order to ensure that it has the
resources to compete in the modern international trade environ-
ment.

Mr. Chairman, I would like to thank you for your leadership in
reviewing this important program. I yield back the balance of my
time, and I also yield the chair to the distinguished Chairman of
the subcommittee, Mr. Bereuter.

[The prepared statement of Hon. Michael G. Oxley can be found
on page 82 in the appendix.]

Chairman BEREUTER. [Presiding.] Well, thank you, Mr. Chair-
man. I couldn’t have had a better person to fill in to start the sub-
committee hearing.

I apologize for being late. We are holding a markup in Inter-
national Relations, and there was an amendment which zeroed out
the Asia Foundation I wanted to oppose.

But I am pleased today that we are beginning open session hear-
ing to receive testimony on the reauthorization of the Export-Im-
port Bank, Ex-Im Bank. The Ex-Im Bank was last reauthorized in
1997 for a 4-year term that will expire on September 30 of this
year. As the subcommittee with jurisdiction over the Ex-Im Bank,
this hearing is the first step in an important reauthorization proc-
ess. So today we are hearing from representatives of the Export-
Import Bank.

I would remind my colleagues here on the subcommittee that on
May 8 representatives of the private sector, including NGOs, will
testify regarding the Export-Import Bank. We will have critics and
we will have supporters at that time. I also want to mention to my
colleagues that you probably have noticed, as I have, the recent de-
cisions coming out of the annual meeting of the IMF and the World
Bank here in the Nation’s capital, and they have important impli-
cations for our responsibilities on the international financial insti-
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tutions, those two in particular. A number of things they are pro-
posing on Africa, for example, are a major departure from the exist-
ing practice, and I know Members of the subcommittee will wel-
come a hearing soon on that subject, and it is my intention to pro-
ceed with that.

Now, back to the Export-Import Bank. Because of Chairman Ox-
ley’s comments, I will abbreviate some of my remarks and provide
all of them for the record. But I think it is important to reiterate
what the Chairman has mentioned with respect to two mandates
that were a part of the 1997 authorization act.

The first one from Congress was to expand the participation of
small and rural businesses. We will be particularly interested in
hearing from the Export-Import Bank witnesses before us today
how well they have done, what problems they have run into in that
respect. My understanding is that for fiscal year 2000, the Ex-Im
Bank invested approximately 18 percent of its lending activity in
small business. Now, that may not sound like a great deal, but it
is an increase, and I believe the number of transactions involving
small businesses was actually 86 percent, so a very large percent-
age of your activities, your transactions were focused in that area.

Second, as a mandate, we asked for an expansion of the Export-
Import Bank’s financial commitments to Sub-Saharan Africa. In
that 1997 language, we established an advisory committee to make
recommendations to the Board of Directors on how the Export-Im-
port Bank can facilitate greater support for trade with Africa. As
a response to this mandate, the Export-Import Bank created an in-
ternal African task force to coordinate its activities in Africa. Since
that 1997 mandate, my understanding is that the Export-Import
Bank has increased their activities and the number of exports in-
volving the Export-Import Bank has increased dramatically. But
we started from a low base. In 1998, the Export-Import Bank in-
vested $16 million of exports to Sub-Saharan Africa, in 1999 that
increased to $589 million, and in 2000 it is expected to have
reached $914 million. Did I say $589 thousand? I should have said
$589 million. In particular, I am interested in seeing how the Ex-
Im Bank can continue to increase its investment in Africa, and I
am sure Members have that same interest in light of our mandate.

Third, any hearing on the Export-Import Bank this year must
consider the fact that the Administration has proposed a 25 percent
reduction in Ex-Im Bank funding for fiscal year 2002. It is impor-
tant to note, I believe, that the Export-Import Bank’s budget in-
cludes the following two components: program budget and adminis-
trative budget. The program budget includes the cost of loans,
guarantees and insurance programs, administrative budget of
course is self-explanatory, but my understanding is that many peo-
ple think we have really shorted the kind of upgrading necessary
for administrative capacity.

So we have some statistics on that, and we will look for some in-
teresting information in those areas from our witnesses.

I do have significant concerns about the Administration’s pro-
posed cuts in the Export-Import Bank. I look forward to testimony
today to explain the effects that those proposed cuts would have on
the activities of the Bank.
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Lastly, I would also like to emphasize the subsidies offered by
foreign governments which have export financing agencies, the de-
veloped countries which are major export competitors. We have sta-
tistics which I will enter for the record, but the United States in
most ways you could calculate fares pretty badly in comparison
with our competitors.

[The prepared statement of Hon. Doug Bereuter can be found on
page 74 in the appendix.]

So we will now, after we hear from the Ranking Member of the
Minority if he wishes, we will now introduce Mr. Hess, the Chief
Financial Officer of the Bank. Mr. Hess has been with the Export-
Import Bank since 1966. He has been the Chief Financial Officer
since 1992. He comes highly recommended as a person who has
great institutional knowledge of the Export-Import Bank.

Next, Mr. William W. Redway, the Export-Import Group Vice
President of Small and New Business, will testify. Mr. Redway, a
graduate of the University of Pennsylvania, is in charge of the
Small Business Group outreach activities. Prior to that current po-
sition, he has been the Vice President of the Bank’s Insurance Divi-
sion and also served as New York Regional Manager of the Export-
Import Bank.

Mr. SHERMAN. Mr. Speaker, I am interested in these introduc-
tions, but I just want to make sure I am given a chance to make
an opening statement.

Chairman BEREUTER. Indeed, you will be.

Subsequently, Mr. Bert C. Ubamadu will testify. He is an attor-
ney with the Bank, where he works on project, structured, and
trade finance transactions throughout Africa. He is a member of
the Bank’s Africa Task Force. Prior to his position, he worked with
Marriott International, where he served as their representative to
the Corporate Council on Africa.

There are three other people from the Ex-Im Bank at the table
to supplement and to assist: Ms. Elaine Stangland, Deputy General
Counsel; Mr. Jeffrey Miller, Group Vice President for Structured
and Trade Finance; and Mr. James Cruse, Group Vice President of
Policy. As you make your contributions, I would appreciate it if you
would identify yourself for the hearing record beyond this introduc-
tion.

So we welcome the distinguished panel. Now I would like to see
if there are other Members who would have a brief opening state-
ment. I turn to Mr. Sherman from California first.

Mr. SHERMAN. Thank you, Mr. Chairman.

The first two opening statements lauded the Export-Import
Bank, but we would be unmindful of the thoughts and concerns of
many if we didn’t hear some of the criticisms.

The Bank is attacked very loudly as a quintessential embodiment
in the eyes of its critics of corporate welfare. The critics point out
that while a large number of transactions involve small business,
that small business as reasonably defined receives a tiny portion
of the dollars disbursed. The President of the United States has
sought to cut this bank by 25 percent, and this is a President who
is the most pro-business President, I think, in our lifetimes.

Mr. Chairman, I have not been able to find a single business in
my district, and I have worked very hard, in conjunction with bank
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staff, to try to find any business in my district who thought that
the Bank was a significant benefit to them, and we couldn’t find
one.

But that aside, I am not here just to support the narrow eco-
nomic interests of my own district. This is a bank that is important
and is viewed as important to the national economy, because it pro-
motes American exports. I hope to work with this subcommittee to
fine-tune some aspects of what the Bank does. But before we get
there, we have to deal with what I think is the biggest economic
issue facing not my district, but the entire country, and that is the
energy crisis in the western States.

The charter of the Bank in its own rules says that it should do
nothing to harm the United States economy. Yet, one concern
arises, and that is that the number one beneficiary of the Bank’s
export subsidies through export financing go to the industry that
makes electric turbines. It flabbergasts everyone in California to
hear that in our hour of extreme need, American-built turbines are
the subject of subsidies paid for by California tax dollars.

I won’t take the time, unless someone asks me to, to disprove a
couple of the, I think, rather silly attacks made against California.
The argument that you can’t site a plant in California or couldn’t
a few years ago, that is demonstrably false, and I will answer that
if somebody is concerned, or somehow that California has mis-
handled the deregulation in some way that others saw as a prob-
lem, that we ignored anyone’s warnings, there were no such warn-
ings, and that somehow the crisis that has hit California is some-
how just retribution for California’s own governmental decisions.

Now, I know the Bank has distributed documents showing how
its activities affect each of our districts. I believe the Chairman of
the full committee used the figure $61 million. Let me assure ev-
eryone here that you can take whatever figure the Bank gives you
for its impact on your district and multiply not by 100, not by
1,000, multiply that figure by 10,000, and that is the economic rela-
tionship that your district has with California.

Chairman BEREUTER. Will the gentleman try to conclude his
comments?

Mr. SHERMAN. I will conclude within 1 minute.

So these turbine manufacturers are the number one beneficiaries
of these export subsidies. And during this period of crisis, a period
that I think will not only hurt the economy of California, it will
drag down the economy of the entire country and it is beyond eco-
nomics, there will be deaths in California, both this summer and
next summer as a result of this.

Before we go forward and reauthorize this bank to do business
as usual, we must make sure that the turbine companies are not
just doing business as usual, but in this extraordinary crisis they
are willing to take extraordinary actions, because they receive and
have received for decades extraordinary subsidies to deal with this
crisis by providing California with the turbines that it needs.

Chairman BEREUTER. The time of the gentleman has expired.

Are there other Members who wish to make an opening state-
ment?

The gentlewoman from New York.
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Mrs. MALONEY. Thank you, Mr. Chairman. I join my colleagues
in the effort to reauthorize the Export-Import Bank. I have a very
long and thoughtful statement, and I will put it in the record be-
cause I would like to hear what everybody has got to say.

Chairman BEREUTER. I thank the gentlewoman, and I am sure
it is, and it will be in the record.

Now, I understand that you will share your testimony with ap-
proximately 15 minutes and then proceed to questions, so you may
proceed as you wish. Your entire written statements, if you have
them, will be made a part of the record, and I know that you pro-
vided some information already.

STATEMENT OF JAMES HESS, CHIEF FINANCIAL OFFICER,
EXPORT-IMPORT BANK

Mr. HEsS. Thank you, Mr. Chairman.

Chairman Bereuter, Members of the subcommittee, my name is
Jim Hess. I am the Chief Financial Officer of the Bank. I am happy
to testify today on behalf of the Bank’s rechartering. Thank you for
entering our full testimony into the record.

Chairman BEREUTER. Would you pull that mike just a little bit
closer, sir?

Mr. HESs. Accompanying me are five of my colleagues who are
prepared to answer your questions in their particular areas of ex-
pertise, and two of them to offer testimony.

Mr. Speaker, Export-Import Bank is a sunset agency. Its charter
expires on September 30, 2001. The Administration is requesting
a renewal of the charter until September 30, 2005, including a 4-
year extension for our Sub-Saharan Africa Advisory Committee.

The mandate of the Export-Import Bank is to sustain jobs here
in the United States by helping to finance U.S. exports that would
not take place without us. We only step in where we are needed,;
that is, where the markets are too risky for the private sector to
assume the risk, or to meet the government-sponsored export fi-
nance provided by our competitors. Also, we are required by our
charter to find a reasonable assurance of repayment for every
transaction we approve. Since our last rechartering in 1997, those
exports have totaled just——

Chairman BEREUTER. Mr. Hess, I am going to ask you to just put
the mike a little lower. We are having a hard time picking it up
for some reason. Thank you.

Mr. HESS. Those exports have totaled just over $60 billion.

We financed those exports by guaranteeing loans from commer-
cial banks to foreign buyers, lending directly to foreign buyers, of-
fering a variety of insurance policies which assure repayment, and
guaranteeing working capital loans to small U.S. exporters.

I want to emphasize that these are not giveaways to corporate
America. We get repaid. Our losses over the last 20 years are only
about 2 percent of disbursements. This compares very favorably
with commercial banks.

I would like to now turn to my colleague, Bill Redway, on my
left, who will briefly describe our small business programs.
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STATEMENT OF WILLIAM REDWAY, GROUP VICE PRESIDENT
OF SMALL AND NEW BUSINESS, EXPORT-IMPORT BANK

Mr. REDWAY. Thank you, Jim.

Chairman Bereuter and Members of the subcommittee, over 80
percent of our transactions directly benefit small businesses. These
transactions consumed about 18 percent of our authorization ex-
penditures, and this does not take into consideration the tens of
thousands of small businesses that benefit indirectly from exports
from large corporations. Small businesses account for most of the
job growth in our country. We currently directly assist some 2,000
small businesses each year.

I would like to take this opportunity to review some of the major
small business initiatives the Export-Import Bank has undertaken
since we were last rechartered.

First, we have reorganized internally to centralize all of our
small business efforts. In 1997, the Small and New Business Group
was established to provide specific services for the small business
community. This group includes the Insurance, Working Capital,
and Business Development Divisions, along with the regional of-
fices located in New York, Chicago, Miami, Houston, and Long
Beach, California. In 1998, overseas selling was transferred to the
Structured and Trade Finance Group. This move, which consoli-
dated all domestic selling, allowed us to attack the small business
market aggressively. Since then, the Small and New Business
Group has endeavored to aggressively meet the exporting needs of
the small business community.

Chairman BEREUTER. Mr. Redway, I am sorry. I need you to
move that mike a little closer.

Mr. REDWAY. To be specific, we have opened new regional offices
in San Francisco, Orange County, California, and Washington, DC.,
and given all regional officers substantial new business goals. We
have constructed a database of small exporters, which now num-
bers over 200,000 and have begun a direct mail campaign that has
resulted in over 2,000 qualified small business leads for our re-
gional offices. During this fiscal year, we have scheduled 60 nation-
wide exporter seminars, where we take Ex-Im Bank’s story to the
marketplace. We have also established an Emerging Market Sub-
group to promote Ex-Im Bank products and services to small busi-
ness in the minority, women-owned, and rural communities.

It is through our short-term insurance program that the majority
of our small business transactions are enacted. Ex-Im Bank has
adopted a detailed strategic approach in supporting and increasing
its support for small business exporters and associated lenders.
Central to this strategy are three key components: offering useful,
high-quality products that are reasonably priced and will attract a
greater number of small business exporters; providing prompt cus-
tomer service by investing in technology to support a growing vol-
ume of small transactions; and, finally, through technology, being
in a position to monitor and adapt risk-taking to the marketplace
on a real-time basis. Insurance small business authorizations in-
creased from $1.2 billion in 1999 to $1.5 billion in 2000, a 25 per-
cent increase.

Another way of assisting small business is through our Working
Capital Guarantee Program, which guarantees commercial bank
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loans to exporters so that they can tool up to meet export contracts.
The program has grown from $387 million in fiscal year 1998 to
$588 million in fiscal year 2000, an increase of about 52 percent,
of which 88 percent are small business transactions.

In addition to the hard work of our staff, this increase has been
made possible by some program changes. The program has added
additional delegated authority lenders and has increased the
amount of delegated authority afforded to lenders many times in
the last 5 years. Program documentation also has been simplified
for ease of operation. New partners have been added to broaden the
potential marketplace for this product. Asset-based lenders and
community bank initiatives have resulted in additional usage of
the program.

Finally, Ex-Im Bank has joined the Commercial Finance Associa-
tion and dedicated a business development officer to increase our
exposure to small business lenders.

Mr. Chairman, all of these efforts would be for naught without
superior customer service in all of our programs. I am pleased to
inform you that a study done by the University of Michigan, enti-
tled the American Customer Satisfaction Index, shows that Ex-Im
Bank’s customer service rating is a 70, which is termed excellent
and compares favorably to other U.S. Government agencies and
U.S. commercial banks. This study covers all of Ex-im Bank’s pro-
grams, large, medium, and small; and we are proud of these re-
sults.

Jim.

Mr. HEss. Thank you, Bill. Of course, we also deal with medium
and large businesses. About 80 percent of our program budget sup-
ports exports by larger companies. But, a job in these companies
is no less important than any other job. Also, exports from large
corporations contain inputs from businesses, large and small, all
over the United States.

I would like now to introduce Bert Ubamadu, who is with our
General Counsel’s office, to briefly explain our program in Sub-Sa-
haran Africa.

STATEMENT OF BERT UBAMADU, OFFICE OF THE GENERAL
COUNSEL, EXPORT-IMPORT BANK; ACCOMPANIED BY JEF-
FREY MILLER, GROUP VICE PRESIDENT, STRUCTURED AND
TRADE FINANCE

Mr. UBaMADU. Thank you, Jim.

Mr. Chairman and Members of the subcommittee, the most nota-
ble growth in Ex-Im Bank’s regional programs has been in Sub-Sa-
haran Africa, a market where previously both Export-Import Bank
and U.S. exporters were largely inactive. As a result of Export-Im-
port Bank’s commitment to meet its 1997 congressional mandate to
increase our programs to Sub-Saharan Africa, the Bank has seen
nearly a 15-fold increase in supported exports to the region. Also
to meet this mandate, the board of directors established both an in-
ternal Africa Task Force to direct the activities of the Bank per-
taining to Africa, and also named the Sub-Saharan Africa Advisory
Committee, as the Chairman pointed out earlier, to bring practi-
tioners from the field, to offer advice to Export-Import Bank in its
efforts.
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The importance and commitment of the Bank to this market is
also underscored by several bank delegations in fiscal year 2000,
which included missions to Nigeria, Ghana, South Africa, Mozam-
bique, Cameroon and Senegal.

As a result of these efforts, Export-Import Bank’s support to Sub-
Saharan Africa has grown substantially. Again, as the Chairman

ointed out earlier, in 1998, the Bank authorized approximately
556 million to support U.S. exports to this region. In 1999, the
Bank’s authorizations increased to $589 million. I am happy to let
you know that in 2000, the Bank’s authorizations again increased
to $914 million.

In terms of volume, Export-Import Bank authorized 103 trans-
actions in 1999 and 125 in 2000. This is a 25 percent increase. In
1998, the Bank was open for business in 21 countries and has been
open in 32 countries now for the past 2 years. We will work hard
with U.S. exporters and African buyers to continue this progress in
the future.

Thank you.

Mr. HEss. Thank you, Bert.

Regarding our budget, the Administration has requested $633
million for our program budget for fiscal year 2002. This is the
budget that serves as our loan loss reserve and is the money we
use to actually do our transactions. The requested budget is ap-
proximately a 25 percent reduction from the current fiscal year
level of $863 million. This means that we will have to manage very
carefully in fiscal year 2002. The request for our administrative
budget is $65 million, up from $62 million for this fiscal year. We
will use this increase to further improve our technical infrastruc-
ture, including computers, and to reduce our processing time, espe-
cially on small business transactions.

Mr. Chairman, Export-Import Bank is a good deal for America
and a bargain for taxpayers. For every dollar invested in our pro-
gram budget, we support $15 to $20 of exports that would not go
forward without us. This translates into good, high-paying jobs.

At this point, my colleagues and I will be happy to answer any
questions you or the Members of the subcommittee may have.

[The prepared statement of James Hess can be found on page 92
in the appendix.]

Chairman BEREUTER. Mr. Hess, thank you very much. We will
turn directly to questions. I was going to yield to Chairman Oxley
if he had been here, but we will go in the usual fashion in order
of seniority of those Members here at the beginning of the hearing
and then we will proceed to people as they appeared in order of ap-
pearance, moving from one side of the aisle to the other.

1So therefore, first, I recognize Mr. Green under the 5-minute
rule.

Mr. GREEN. I have no questions at this time, Mr. Chairman.
Thank you.

Chairman BEREUTER. Mr. Sherman is not here, Mr. Bentsen is
not here. Mrs. Maloney. Well, let’s see. We then need to move to
Mr. Shays. All right. He yields to you, Mrs. Maloney.

Mrs. MALONEY. Well, I yield to Mr. Shays, my good friend.

OK. The Bush Administration has put forth a budget that will
reduce your institution’s funding by 25 percent. What impact will
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this have on the amount of projects that the Bank can support in
the coming year, as well as the U.S.’s ability to compete in indus-
tries that the Bank supports?

Mr. HEss. Congresswoman, the budget of $633 million that is re-
quested by the Administration for the Bank is estimated to support
about $11.5 billion of U.S. exports. This figure and all of our fig-
ures are estimates of demand. We do not program funds, as you
probably know, but we respond to requests from U.S. exporters for
their export sales. We have estimated that the figure of $633 mil-
lion will be doable, but tight, for fiscal year 2002. If our demand
estimates are under what the actual call on our resources happens
to be in that year, the Bank will have to look at policy options that
could be taken to stretch our resources while still keeping U.S. ex-
porters competitive in their financing offers for their export sales
efforts. We will not know if we have to do that until we see if de-
mand actually materializes in 2002. It does promise to be tight. We
are keeping a close eye on it, but we have every intention of keep-
ing U.S. exporters competitive in our export efforts, as well as liv-
ing within the $633 million that the Administration has requested.

Mrs. MALONEY. I would like to go to questions that I raised with
the Bank in 1999 about the Export-Import Bank’s transaction for
the benefit of Halliburton and ABBM Tyumen to develop Russian
oil fields, controlled by Tyumen, a Russian oil company. At the
time a number of constituents came to my office and there were
editorials in the The Washington Post and really front-page articles
in several papers objecting to Tyumen’s business practices, telling
the American public that the company had gained control over a
particular oil field by manipulating Russian policies and through
other acts of crony capitalism. Eventually, the Administration tem-
porarily halted the transaction using the so-called Chafee Amend-
ment.

From the beginning, the Export-Import Bank defended Tyumen’s
business practices and, frankly, I am not concerned about debating
the merits of the Tyumen business transaction. What I am con-
cerned about is the general issue of whether the Export-Import
Bank has the ability to take into consideration past fraudulent acts
committed by companies it works with around the world when
making a decision about a transaction.

I asked CRS to review this question in February of 2000. CRS
responded that, and I quote: “Congress has placed a number of spe-
cific requirements on the Export-Import Bank for it to consider in
authorizing extensions of credit or guarantees to firms seeking
such assistance. These requirements, however, do not specifically
reference the disallowance of credit or credit guarantees based on
acts of fraud or corruption on the part of the beneficiary unless
such fraud occurred on the application for credit.”

My question is, would it be beneficial for Congress to specifically
give the Bank authority to disallow a transaction based on fraud
or corruption on the part of the beneficiary?
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ELAINE STANGLAND, DEPUTY GENERAL COUNSEL, EXPORT-
IMPORT BANK

Ms. STANGLAND. This is Elaine Stangland. If I can try to respond
to you, Congresswoman, I think it is important to know that the
Bank does take into consideration

Chairman BEREUTER. Will you pull that mike a little closer,
please?

Ms. STANGLAND. I am sorry. The Bank does take into consider-
ation issues of corruption, character, and good governance. We do
that within the framework of finding creditworthiness in our trans-
actions and on two levels. One is an indirect way in the ICRAS
process, which helps us determine the fee levels and our risk rating
for various countries. The ICRAS process is an interagency process
that does take into account business climate, judicial system, and
political climate in each country. But, probably more importantly,
we are required to find a reasonable assurance of repayment on
each transaction we support, and as every banker knows, char-
acter, past actions, and past performance does enter into the deter-
mination of whether a credit meets the reasonable assurance of re-
payment standard.

Earlier this year, we submitted a report to the Senate Committee
on Appropriations that outlined the considerations of the Bank,
and its procedures for dealing with issues of this nature within the
context of creditworthiness. We do due diligence, we consult with
our embassies abroad, we consult with other sister agencies, and
we believe these characteristics play an important role in deter-
mining the creditworthiness of any transaction.

Mrs. MALONEY. But you mentioned that creditworthiness was
your goal if they will repay the loan. I mean, a lot of crooks have
good credit, a lot of crooks are going to repay a loan.

My question is, given the Tyumen Oil, there was no question
that they had a shady past. Some of the major periodicals in our
country wrote about it, and it is well-known, and several American
companies were suing them, as you know.

But my question is not just creditworthiness, are you going to
pay it back, but shouldn’t we look at what the business practices
are? I mean when people take this example of Russia seeing us giv-
ing loans to Tyumen and they feel that they have manipulated the
bankruptcy laws and manipulated politicians and manipulated
this, that and the other, it doesn’t instill confidence in the Amer-
ican form of government. I was just thinking that if a company has
a history of fraud, corruption, fraudulent bankruptcy proceedings
such as Tyumen had, shouldn’t we possibly consider not giving
them a loan, even though they are going to pay us back, just based
on their method of operating?

Chairman BEREUTER. The time of the gentlewoman has expired,
but if you wish to respond, you certainly may.

Ms. STANGLAND. I just want to remind the Congresswoman that
we were aware of the various allegations that were made against
Tyumen.

Mrs. MALONEY. I know I had several conversations with your of-
fices.
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Ms. STANGLAND. We investigated this by absolutely all means
available to us and did extensive due diligence. However, we did
not find any credible evidence of misconduct.

There are provisions in our charter which allow the President,
and he has delegated that authority to the Secretary of State, to
consider non-commercial and non-financial factors in determining
credit. This happened in Tyumen. A final decision on the case was
postponed until the Chafee Amendment was removed. So there is
a mechanism that Congress has put into our charter that allows for
the consideration of factors other than commercial and financial
when determining whether Ex-Im Bank can support a transaction.

Actually, right now the company that brought most of these alle-
gations and Tyumen are strategic partners.

Mrs. MALONEY. OK. Thank you.

Chairman BEREUTER. The gentlewoman may pursue that again
later if she wishes.

The gentleman from Connecticut, Mr. Shays, is recognized under
the 5-minute rule.

Mr. SHAYS. Thank you, Mr. Chairman.

Mr. Hess, Export-Import Bank is basically supposed to be the
lender of last resort, correct?

Mr. HEss. That is correct, sir.

Mr. SHAYS. And what I am trying to determine is how you deter-
mine that you are, in fact, the lender of last resort. I happen to
think if in the end we wouldn’t have these sales without the Ex-
port-Import Bank, then thank God we have the Export-Import
Bank. But how do you know we would or would not have these
sales without your involvement?

Mr. Hess. Well, we look at this very carefully. In certain trans-
actions, the U.S. exporter is facing competition from a foreign ex-
porter who is supported by below interest rate financing from their
export credit agency. In those cases, we are directly meeting the
foreign competition and clearly we are needed to do that.

There are other instances where the U.S. exporter is selling into
a situation that the commercial sector is unwilling or unable to go,
simply because it is too risky or because they have found it

Mr. SHAYS. Let me just ask you, do they attempt to get financing
in the marketplace before they come to you?

Mr. HEss. They try to get financing in the marketplace before
they come to us; and we look at the transaction when it is pre-
sented to us to make sure that we are necessary before we author-
ize the transaction, yes, sir.

Mr. SHAYS. Some of these companies are quite large and some
are actually in my district and I am grateful they have the busi-
ness. But when you look at a company like General Electric, what
tells you that they do not have the ability to get financing, the
project itself? Certainly their financial capability is quite sound. So
what do you do, you isolate each project, and it is not important—
it has no impact that it is a large company like GE? Walk me
through something like a GE loan.

Mr. HEss. We look at all of the cases that come in, whether they
are from large companies or small companies, and we look to see
if we are needed. We have those two situations, which I just ex-
plained, where we find that we are necessary to make the trans-
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action go forward. We try to get as much private sector participa-
tion in the transaction as we can. You have to remember that we
do not do the entire 100 percent of the financing. We require a 15
percent cash payment, which is frequently financed, and it is done
at the risk of another party, either the exporter or a commercial
lender.

So we are only financing 85 percent of the transactions, and it
is very frequently a strain on resources from the private sector or
the U.S. exporter to put together the other 15 percent.

Mr. SHAYS. When we appropriated the $927 million in this year’s
budget and $62 million of it was administrative expense, does the
balance of the $62 million ultimately come back to us? In other
words, if that is a loan extended, they pay the cost of money? I
mean I am not quite sure that money doesn’t disappear. The money
that we appropriated ultimately just makes your fund larger?

Mr. HEss. That is correct. The money that is appropriated be-
yond our administrative expenses is, in effect, a loan loss reserve.
We, as a technical matter, put the money into what is called a fi-
nancing account at the U.S. Treasury where it is available to pay
losses, if necessary, for those credits.

Mr. SHAYS. And then how much of this $927 million minus the
$62 million, how much of it ends up just disappearing in terms of
loans that are not paid and so on? What is our ratio of our loan
to loss?

Mr. HEss. Over time, the ratio of our losses to disbursements is
about 2 percent. Credit reform itself has only been in place since
1992, and our medium and long-term programs generally have re-
payment terms that are 5 years to 10 years. So, we have not yet
closed out any of the year cohorts for the medium- and long-term
business under credit reform. Therefore, I can’t give you a defini-
tive answer for any of those years.

However, credit reform provides for that type of analysis to be
done, and the information will be available.

Mr. SHAYS. The basic cost to the Government is just the fact that
we are subsidizing very low-interest loans?

Mr. HEss. We are basically charging a risk premium for the risk
that is in the credit, and we are charging an interest rate that is
approximately 1 percent or so above the U.S. Treasury rate.

Mr. SHAYS. You are only having a 2 percent loss? The risk isn’t
as great as I made an assumption. I mean that is a pretty low loss.

Mr. HEgss. That is a very low and a very good loss record. This
is a different methodology than the credit reform process uses to
assess losses. That methodology will change over time as the few
losses under credit reform actually become measured, so there is a
difference in methodology there which is a slight dislink between
the two losses.

Mr. SHAYS. Thank you.

Thank you, Mr. Chairman.

Chairman BEREUTER. I appreciate you bringing that out. We
have a committee amendment in the nature of a substitute pend-
ing. We will hear from one more Member at this point and then
resume when we return.

The gentleman from North Carolina, Mr. Watt, is recognized.
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Mr. WATT. Thank you, Mr. Chairman. I will try to be expedi-
tious. I have a couple of questions, though.

Representatives of the Bank visited me recently and in the
course of that conversation advised me that you all basically have
never lost any money for the U.S. Government, that you make
money for the U.S. Government.

Mr. HEess. Well, Congressman, as I said earlier, we have lost
about 2 percent of our total disbursements. Our financial state-
ments of the last 2 years

Mr. WATT. The question I am trying to get to is does that include
the annual appropriation? Does your premium and the returns you
get on interest cover your operating cost?

Mr. HEss. It does not totally cover the estimate, the current esti-
mate of what may be the losses under our credits. We charge the
minimum fee that is allowed under the OECD agreement so that
we can keep our exporters fully competitive with the foreign pack-
ages that are offered by ECAs. But, the fees in higher risk markets
are not sufficient to cover what the Office of Management and
Budget considers to be the risk in those markets. So in order to
cover the risk, we need the appropriation.

However, those are estimates, and over time we may find that
those estimates are on the high side in terms of losses. If so, then
that money will go back to the U.S. Treasury.

Mr. WATT. I guess the question I am asking is, up to this point
in the history of operation of the Bank, have you covered both the
risks and losses that result from that risk and your operating cost,
or have you not?

Mr. HEss. Over the history of the Bank up until now, Congress-
man, we have not fully covered those losses.

Mr. WATT. How much of a shortfall per year approximately
would there be historically, I mean?

Mr. Hess. Well, for example, recently, by definition, the shortfall
that we are talking about for fiscal year 2002 would be $633 mil-
lion for an appropriation for the credit risk; and it would be $65
million for administrative expenses. So it would be about $698 mil-
lion.

Mr. WATT. Well——

Mr. HEss. Like I said, those are estimates.

Mr. WATT. Maybe I am asking the wrong question. You are look-
ing prospectively at risk, I am looking retrospectively at losses. You
are not saying that the $600 some million is needed to cover past
losses; you are saying that it is needed to cover OMB’s estimate of
what future risk of losses; is that what you are saying?

Mr. HEss. That is exactly what I am saying.

Mr. WATT. OK. The question I am asking is not that question.
I am asking a retrospective question. How have you covered the ac-
tual losses in the past by the premiums that you have charged or
user fees that you have charged?

Mr. HEss. We have not fully covered actual losses from the
Bank’s inception in 1934.

Mr. WATT. OK. I asked that question. Now, the question is, how
much of a shortfall has there been historically?
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Mr. Hess. Well, I can provide the figure for the record, but be-
cause we have been recapitalized since credit reform began, the fig-
ure is in the neighborhood of about $8 billion.

[The information referred to can be found on page 109 in the ap-
pendix.]

Mr. WATT. $8 billion ever since 1994?

Mr. HEss. No, no, since 1934.

Mr. WATT. 1934, I am sorry, OK.

Mr. HEss. But this again is a very small percentage of the total
activity of the Bank. We have supported over $400 billion of ex-
ports in that period of time and our losses have been minimal, less
than 2 percent of our disbursements.

Mr. WATT. You all gave me a list of 28 businesses in my Congres-
sional District who have benefited from the Export-Import Bank,
six of which were banks. Can you give me an example of what you
do for a bank?

Mr. REDWAY. Yes.

Mr. WATT. They are not exporting anything, I take it. They are
not exporting money.

Mr. REDWAY. Congressman, no, they are not. Speaking from a
small business standpoint, the banks will take out policies them-
selves for some of your constituents in your area and do the project
or do the transaction in their name rather than the exporter’s
name. They also may take an assignment of a policy so that they
would advance against an insurance policy that we issued for one
of your constituents and help them that way, or you could do a
working capital guarantee where they would be advancing funds
against our working capital guarantee to provide funds to produce
the export order.

Mr. WATT. Mr. Chairman, I think I am out of time, but I would
just say that I did write to all of the 28 companies in my Congres-
sional District and asked them to tell me what experience they
have had with the Bank, and that letter went out on April 4, and
I have since gotten three responses which I would like to submit
for the record. I ask unanimous consent to submit these for the
record.

Chairman BEREUTER. Without objection, that will certainly be a
part of the record.

[The information can be found on page 89n the appendix.]

Chairman BEREUTER. We need to proceed now.

Ms. Waters, I don’t know if you can come back or not, but you
can take 2 minutes now if you choose.

Ms. WATERS. Let’s go vote.

Chairman BEREUTER. We will go vote. The hearing will stand in
recess. We have one vote. We will be gone for 15 minutes. If a sec-
ond vote comes shortly thereafter, it will be a little bit longer.

The hearing is in recess.

[Recess.]

Chairman BEREUTER. The hearing will come to order. I regret we
had such a long intervention in our hearing. We had three votes
awkwardly spaced to complete the votes on the floor. It is part of
democracy. Thanks for your patience to the witnesses and to all the
people interested in the hearing today.

I will begin the questions until we have other Members return.
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Mr. Hess, I wonder if I might ask you the questions. Of course
you redirect it as you wish or supplement. One of the concerns that
I have heard expressed by the Export-Import Bank’s funding and
its operations relates to the simple technology gap within the agen-
cy, which means that you are, I am told, not able to respond as
quickly to potential American businesses, particularly small busi-
nesses who do not have the capabilities. We are talking about in-
formation technology, computers, and so on. This is the word I
have received from a variety of sources, and I wonder if you would
comment on the state of affairs when it comes to processing infor-
mation and being able to respond.

Mr. HEss. Mr. Chairman, this is a problem that we have been
working on quite diligently. We have recently put in a couple of
processes that use the internet and computers to reach out to the
exporting community and the banking community. We also have
our claims filing system now working through the internet. We
have a system whereby banks can send to us requests for cover on
disbursements through the internet.

So we are beginning to move in that direction. It is true that we
need to do a lot more. The increase that we are requesting in our
fiscal year 2002 budget will be earmarked virtually entirely for im-
provements in our automated information systems and in outreach
efforts to use the internet, to use computers, to streamline our in-
surance program and our small business programs to make them
more user-friendly and more quickly responsive to the community.
This is a valid concern of the exporting community as well as ours,
and we are actively trying to address it.

Chairman BEREUTER. Thank you. To the extent that you had a
problem or still may have a problem on being responsive because
of obsolescence, does that have a greater negative impact upon the
small businesses?

Mr. REDWAY. Mr. Chairman, I would say that the small business
programs would benefit the most from an increase in technology.
If we could basically automate some of our credit decisionmaking,
which can be done, and is being done in the private sector, it would
speed up turnaround time and would free staff for the more dif-
ficult cases. So yes, we could very much stand for an increase in
our technological capabilities.

Chairman BEREUTER. Could you provide us with a description of
the problem and what you hope to do to solve that problem during
the upcoming fiscal year based upon the resources that you have
proposed for the agency in the Administration’s budget?

Mr. HEss. Mr. Chairman, we would be happy to do that for the
record, yes, sir.

Chairman BEREUTER. And then would you go further and sug-
gest, if you had more resources, how you would devote the first ad-
ditional resources beyond that?

Mr. HEss. We will do that, sir.

[The information referred to can be found on page 107 in the
appendix.]

Chairman BEREUTER. Thank you.

Now, one of the interesting things to this committee, I am sure,
and particularly this subcommittee is, to compare the resources
that the Export-Import Bank has as compared to agencies of com-
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petitor export countries, the developed countries like Japan, the
Netherlands, Canada, Germany, France, and so on, which seem to
have substantially more resources in a direct sense than does the
Export-Import Bank of the United States.

Is the OECD a source of objective information about the com-
parative resources the agencies have, or is there another source
that you would suggest to us?

Mr. Hess. I will let Mr. Cruse address that.

JAMES CRUSE, GROUP VICE PRESIDENT, POLICY, EXPORT-
IMPORT BANK

Mr. CRUSE. Yes, Mr. Chairman. The OECD is a very good source
of information on activity of export credit agencies. But, it is not
an expert on all export promotion activity that the Commerce De-
partment types or others do.

There have been a variety of studies that have dealt with that
information, which we will be glad to provide to you.

Chairman BEREUTER. Who would be the source of some of those
studies, looking at the resources that are available? For example,
in the various categories, the two to three major categories of the
Export-Import Bank, what your competitors are able to put forth
in the way of resources? Where do we go for objective information?

Mr. CRUSE. On export credit activity, we could generate an ex-
tensive detail of activity there. For activities from the Commerce
Department, the Track Promotion Coordinating Committee—
TPCC—put together a study on this a couple of years ago in one
of the reports that they had done. So we could get that too. But,
if it is just export credit activity, we have ample and detailed infor-
mation on that.

Did you want any information on administrative budgets?

Chairman BEREUTER. That would be helpful too.

Mr. CRUSE. We could take care of that.

Chairman BEREUTER. Because we hear that in some ways we are
not able to respond because of the physical and the information
technology resource that you have at your disposal.

Mr. CRUSE. OK. We will get you both, activity and administrative
resources.

[The information referred to can be found on page 113 in the
appendix.]

Chairman BEREUTER. Thank you. I will ask one more question
to open it up and then let Ms. Waters have her 5 minutes and we
will go back for a second round for other Members as the case de-
mands.

I am going to move to Africa where we have had this mandate
in place with respect to the 1997 authorization legislation. Are
there any additional statutory changes needed to facilitate the Ex-
port-Import Bank’s supported trade with U.S. supported trade with
Sub-Saharan Africa, and has there been any internal or external
examination of our effectiveness in providing additional resources
to U.S. exporters whose markets are in Africa or who hope to ex-
ploit markets in Africa?

Mr. UBaAMADU. Mr. Chairman, with regard to the first part of
your question, any additional legislation needed, and I would have
to say that based on the experience that we have had, the answer
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would be no at this point. Congress has already provided for the
Sub-Saharan Africa Advisory Committee, as you well know, which
is a group of private sector advisors that are experts in Africa, who
meet with the Bank three times a year to give us advice on how
to increase our programs to this region. Beyond these meetings,
Ex-Im Bank is always talking to them on ways to increase our sup-
port to the region. So our answer would be no additional legislation
is needed at this time.

With regard to the second part of your question, we are con-
stantly traveling to the region. For example, I just returned in De-
cember with a four-member team where we did a bank sector study
in Nigeria to see what the needs of the borrowers are in that com-
munity, and we are then able to disperse information out to U.S.
exporters when we meet with them. But, I don’t believe we have
done a comprehensive study to see what our effectiveness is, but
I think you can certainly see by the numbers—where we started
with $58 million in 1998 and we are now up to $914 million—that
our efforts are working. We certainly hope to see an increase next
year.

Chairman BEREUTER. Is there anything you could say, in short,
about the number of U.S. firms coming to you who are asking for
your assistance on Africa-related trade as compared to U.S. compa-
nies who have interests they want to exploit in other continents?
Are we meeting a higher percentage or lower percentage of those
businesses wanting to have your assistance for Africa trade?

JEFFREY MILLER, GROUP VICE PRESIDENT, STRUCTURED
AND TRADE FINANCE, EXPORT-IMPORT BANK

Mr. MILLER. Mr. Chairman, Jeffrey Miller. We don’t have statis-
tics that compare the level of interest by continent. But the interest
in Sub-Saharan Africa has certainly increased due to the efforts of
the Sub-Saharan Africa Advisory Committee.

Chairman BEREUTER. The gentlewoman from California is recog-
nized.

Ms. WATERS. Thank you very much.

Mr. Chairman, you started down the road that I would like to
go down in relationship to Sub-Saharan Africa. I was a little bit
distracted here. I heard the response relative to whether or not we
needed additional legislation or they needed additional authority of
any kind. But what I don’t have a sense of is the level of involve-
ment we have in Sub-Saharan Africa.

Could you describe to me since the mandate, generally; basically
what have we done?

Mr. UBaMaDU. Congresswoman, are you speaking in general or
for a specific area? I can certainly tell you in general what we are
doing with regard to Africa is both on the continent and as well as
here in the U.S. We work very closely with U.S. exporters and U.S.
banks to inform them about the various programs that we have for
Africa. With regard to the banks, we are trying to encourage more
U.S. banks to get involved in working with Export-Import Bank
where we can provide guarantees for loans that they make to this
region.
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Ms. WATERS. Could you describe to me in a dollar amount how
much you have been able to do? How many loans have you made,
or loan guarantees?

Mr. UBAMADU. Last year we did 125 transaction loans in Africa
compared to 123 the year before.

Ms. WATERS. All of Africa or Sub-Saharan Africa?

Mr. UBAMADU. In Sub-Saharan Africa.

Ms. WATERS. Did you say 125 loans?

Mr. UBAMADU. I can certainly give you the breakdown. There are
a number of different programs that we have. We have what we
call working capital guarantee, where we provide a guarantee to a
bank, a U.S. bank, that has provided a loan to a U.S. company that
would export the product. Just to let you know, of that 125, 11
transactions were done under the working capital guarantee pro-
gram. Under loans and guarantees, we had 32 transactions, and for
insurance, we had 82 transactions. This is all in calendar year
2000.

Ms. WATERS. Do you consider that you have done a good job? Are
you happy with what you have been able to do?

Mr. UBAMADU. Congresswoman, if I may, I came to this bank
about 2 years ago specifically for the goal of trying to do work in
Africa, and I can certainly tell you that I have worked in a number
of other institutions that do similar things that have also at-
tempted to do work in Africa. But the answer to that is absolutely
yes. I think more absolutely has to be done, but Export-Import
Bank has a specific mandate and part of that is we have to show
reasonable assurance of repayment for a lot of the transactions
that we do. However, we are working as hard as we can within
that mandate to increase U.S. exports to Africa. We are certainly
making strong progress, but there is always more that can be done,
and we are trying to do that.

Ms. WATERS. Where are we most successful? What country do we
make the most loans to?

Mr. UBAMADU. Ghana probably is our most successful.

Ms. WATERS. Non-African countries. I want to just get some com-
parisons so I can try and understand this amount as compared to
what? Where do we do the most loans?

Mr. MiLLER. Congresswoman, Mexico is our largest market.

Ms. WATERS. And could you give me a dollar amount, total
amount of authorization?

Mr. MILLER. Our authorization amounts in Mexico were $1.4 bil-
lion in fiscal year 2000.

Ms. WATERS. And the amount for Sub-Saharan Africa, all of Afri-
ca, I guess, is how much?

Mr. UBAMADU. $914 million.

Ms. WATERS. What are your plans to increase it?

Mr. UBamMADU. Congresswoman, we have undertaken a number
of initiatives to increase our activity. First, we have staff that is
constantly traveling to Africa, and we have what we call regional
training seminars in various regions of the continent. For example,
we have one scheduled this month in South Africa, which will basi-
cally capture all of the SADC, Southern African countries, where
we are trying to work with them to explain our programs. At the
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same time, we also encourage U.S. exporters to attend these train-
ing seminars.

We also take along with us U.S. financial institutions as a way
of letting them see the market, meet the potential buyers and see
the business that is in these countries. We are doing this all over
the continent. Last year, I was able to participate in two of these
training seminars. I mentioned earlier that we think this is one of
the key aspects of working in this region because there are a lot
of U.S. banks that are looking into this region. We are also trying
to encourage African banks to get involved in our programs. This
is one of the reasons why we were in Nigeria back in December,
where we spent 2 weeks, and had an opportunity to meet with 16
banks to talk to them about the local economy, and to take a look
at their financial position. So we are going to continue these en-
deavors.

In the U.S., we are also trying to encourage meetings with U.S.
exporters, and U.S. banks to again encourage them to look into this
region.

Ms. WATERS. Mr. Chairman, I know my time is up, but I would
like to set up a meeting with the Bank to talk about a combination
of Sub-Saharan Africa and small businesses in our country and
how we can get more of them involved. Thank you.

Chairman BEREUTER. Would you like to respond to the Congress-
woman’s request?

Mr. REDWAY. Yes. We would be delighted to have such a meeting.

Chairman BEREUTER. Thank you. I think it should be productive
for all of us.

The gentleman from New Jersey, Mr. Ferguson, is recognized for
5 minutes.

Mr. FERGUSON. Thank you, Mr. Chairman.

I thank you, Mr. Hess, and the panel for your patience with our
sometimes unpredictable schedule here. I certainly appreciate your
testimony and your willingness to stay and to answer some ques-
tions, and I appreciate the chance, Mr. Chairman, to follow up on
a couple of things.

I represent the Seventh District in New Jersey and particularly
with our high-tech industry in New Jersey, I have a particular in-
terest in the health and the activities of the Ex-Im Bank, and I am
concerned, as the Chairman had mentioned before, about the cur-
rent budget funding request. I want to get into a little bit about
some of your activity, and just a couple of points I would like to
address.

There has been a lot of comment about the need for reform with
Export-Import Bank in order to make it a more effective agency for
U.S. exporters as they strive to compete with foreign competitors.
What are some of the changes that you, Mr. Hess, believe need to
be made in order to make your process more efficient and more in
line with the global economy?

Specifically, do you believe that this market window approach,
which is used by European and some of the other export credit
agencies, do you believe that to be effective? I wanted to get some
of your reaction or thought on that.

Mr. HEss. Congressman, thank you. Let me first comment on the
administrative efficiency. We have asked for an increase in our ad-
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ministrative budget to $65 million for 2002. Virtually all of that
has been earmarked for more computerization efforts to streamline
and make the Bank’s operations more efficient. It will also increase
our ability to interface with the U.S. exporting community, particu-
larly small businesses. So we are actively trying to improve in the
area because we feel other ECAs have an edge on us, and we are
not as up-to-the-minute as we should be.

So in this area, we definitely are trying to improve and we be-
lieve we will do so.

As far as programmatic changes are concerned, we are also con-
stantly looking at those.

On the market windows issue, I think Mr. Cruse can comment
on that. He has done a significant amount of work on that issue
within the OECD context.

Mr. CRUSE. Yes, thank you. On market windows and other areas,
it is important to say that the world is changing. We are very com-
petitive with our current programs, but given the world of banking
and export credit, most of the export credit agencies are trying to
find new ways to do things. One of them is to be very efficient,
which Mr. Hess just mentioned.

Another one is to provide for specially dedicated institutions
which are called market windows. In the U.S., the closest approxi-
mation might be to Fannie Mae. Just imagine to the extent that
you can, an institution dedicated with a Federal charter to exports
and doing anything it can to encourage current and future exports
out of the country without any regulation and with almost unlim-
ited access to funds. That type of an institution has not yet made
a major appearance on the export scene, but two of them are oper-
ating. We believe that some time in the future that type of institu-
tion would pose a major challenge to us.

Mr. FERGUSON. What about specifically with high-tech folks?
Lucent, for instance, is a company in my district, major company
in my district. Is there anything specifically that Ex-Im Bank is
doing to work with high-tech companies, particularly regarding our
new economy in a global economy?

Mr. MiILLER. Congressman, in the high-tech area in the last 2
years, we have increased our exposure fivefold, particularly in sec-
tors such as electronics, telecommunications, information bio-
technology, and life sciences; and we currently have a tremendous
interest in more transactions in these areas. We are also expanding
our marketing efforts in those areas.

Mr. FERGUSON. Just finally, I know my time has almost expired,
Mr. Shays was talking before about how Ex-Im Bank is a lender
of last resort and we talked about that a little bit. Does this mean
if Ex-Im Bank isn’t adequately funded or if it were to disappear
somehow that U.S. exports and their related jobs would be com-
pletely lost, or would competing export credit agencies end up fi-
nancing that competition overseas, would they fill the void? I mean
we are talking about a 25 percent reduction in your appropriation.
Can you talk just briefly about how that would affect your activity?

Mr. HEess. Well, we do have a significant reduction in the appro-
priation request for fiscal year 2002. We estimate demand in the
future, we don’t program our funds, so we do not have precise



22

knowledge today of either the amount of demand or the risk profile
of that demand that will be coming into the Bank.

To the extent that either the risk profile or the total amount of
demand exceeds the amount that it appears that we can do with
the $633 million, we will have to look at program changes with a
strong eye on competitiveness. However, if changes are necessary,
we will try to continue to keep the U.S. exporter competitive, but
at the same time stretch our resources. We have every intention of
making the $633 million last through fiscal year 2002 and pro-
viding a strong support for U.S. exporter sales.

Mr. FERGUSON. I know my time has expired. I do have more
questions, but I will be in touch with you directly on those. Again,
thank you for your patience and I appreciate your willingness to
stay and answer these questions.

Thank you, Mr. Chairman.

Chairman BEREUTER. Thank you, Mr. Ferguson. I was going to
call on the Ranking Minority Member, Mr. Sanders, for his com-
ments and questions.

Mr. SANDERS. Thank you, Mr. Bereuter. I apologize for not being
here for this important hearing, but I was on the floor of the House
offering a motion to recommit.

I want to focus on one or two very simple issues and I hope you
can educate me on them.

The United States today has the largest trade deficit in its his-
tory, over $400 billion. We have a trade deficit with China which
is over $80 billion. I think economists will tell us that these trade
deficits are costing us hundreds of thousands of decent paying jobs.
So in other words, our trade policy, from my perspective, is failing,
and I think it is hard not to acknowledge that.

Now, the question that I have is I find it ironic, and please tell
me about this, how it is that some of the largest recipients of Ex-
Im Bank subsidies, companies like AT&T, Bechtel, Boeing, General
Electric, and McDonnell Douglas, which is now a part of Boeing,
these are the major recipients of Ex-Im Bank subsidies, and these
are the very same companies that have laid off huge numbers of
American workers. In fact, just those companies that I mentioned
have reduced their overall employment by 38 percent.

So if you have companies like General Electric and if you have
the President of General Electric, he would say, “Hey, that is how
we are making so much money. We are running to China, we are
running to Mexico, we are throwing American workers out on the
street. That is why we are a very profitable company. And we are
delighted, just ever so delighted that Ex-Im Bank is supporting us.
So thank you. We thank the American taxpayers, especially those
we are throwing out of work as we go to China and Mexico for your
support. We really do appreciate it.”

So on behalf of a few hundred thousand American workers, some
of them in my own State, who were laid off by these companies
who Ex-Im Bank supports, why isn’t there a link being made?
When these companies are coming to you for their welfare pay-
ments, why don’t you say, “Well, gee whiz, you have been laying
off American workers, sorry.”? Why don’t you say to some of these
smaller companies, who have been growing companies, creating
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new jobs, say, “Thank you, we are going to support you, we like
what you are doing.”?

So bottom line is, why do you give huge taxpayer subsidies to
corgorations who are laying off huge numbers of American work-
ers’

Mr. MILLER. Congressman, we provide financing for the foreign
entities to purchase the goods of those companies you mentioned,
and some of those large corporations also do not have the resources
to stand up against government-subsidized foreign competition or
the reluctance of commercial banks——

Mr. SANDERS. Excuse me. AT&T, General Electric do not have
the resources? Did I hear you say that correctly?

Mr. MILLER. Yes, sir.

Mr. SANDERS. You said that?

Mr. MILLER. Yes, sir.

Mr. SANDERS. You want that on the record. AT&T does not have
the resources. General Electric does not have the resources.

Mr. MILLER. Foreign borrowers do not need the financing to buy
the products.

Mr. SANDERS. OK. I see. I just wasn’t clear. AT&T does not have
the resources. Sorry. All right. I find it frankly hard to believe that
these large corporations who make large sums of money do not
have the resources.

Now, you raised the issue of competing against other companies
which provide the resources, right?

Mr. MILLER. Yes.

Mr. SANDERS. Now, do you also ever raise the question that in
many of these countries, especially European countries, our com-
petitors, France, Germany, that, A, the wages in many of those
countries are substantially higher; that all of those countries guar-
antee national health care, they guarantee free college education to
their children, they have universal and publicly subsidized child
care? Is that part of the equation?

Mr. MILLER. It is not part of our

Mr. SANDERS. Not part of the equation, I see. It is only because
they don’t provide, B, subsidies.

Mr. Chairman, as I have indicated, I have a real problem with
the philosophy of the Bank. If somebody wants something from me
and they want a subsidy from the American people, it seems to me
that the representatives of the American people have a right to
say, fine, but what are you going to do for the working people of
this country? Do you want some help? No problem. Tell us about
the jobs you are going to create. But it is not good enough just to
talk about this one project when they go next door—if General
Electric were here, they would tell you that is their philosophy
now; it is to lay off American workers to go to China and hire peo-
ple at 20 cents an hour. Is that true? Do you agree with me? Is
that largely what they would tell us?

Mr. MILLER. I don’t know that, sir.

Mr. SANDERS. Would you disagree with me?

Mr. MiLLER. I don’t know what he would say.

Mr. SANDERS. Does anyone want to disagree with me, that if we
had—what is the name of—who is head of GE? What is his name?
Jack Welch. I think he writes books on this. Does anyone want to
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disagree with me that Jack Welch is not very proud of the fact that
he has laid off American workers and hired people abroad at low
minimum wages. I don’t think anyone can disagree with that.

Why do you reward companies like that with American taxpayer
subsidies? I would like somebody to respond.

Mr. MILLER. Mr. Chairman, we look at individual transactions,
foreign borrowers to buy U.S. products. We don’t discriminate
against large or small corporations. We look at creditworthiness of
the transactions.

Mr. SANDERS. Not a good enough answer. It is an answer that
says, yes, we are going to look at this particular transaction but oh,
by the way, we forgot the fact that you laid off 10,000 workers last
week; not of concern to the Ex-Im Bank.

I think we need to rethink the whole process. I think we should
provide help to those companies that are committed to the well-
being of American workers. Many of these corporations are not.
They should not receive our subsidies.

Chairman BEREUTER. I really need to recognize the gentlewoman
from Illinois, but perhaps she will yield to you and I will not take
it out of her time.

I recognize the gentlewoman from Illinois, and she can yield. It
will come out of her time. Would you like to yield to the gentle-
woman from California briefly?

Ms. SCHAKOWSKY. I would be happy to.

Ms. WATERS. Mr. Chairman, I am a little bit concerned. At this
panel today we don’t have the person that is in charge of this agen-
cy, the Acting Director, so I don’t know who is running the show.
It bothers me because I suspect that there has not been a con-
centrated, well-defined effort to take care of the mandate in Sub-
Saharan Africa and I don’t have anybody to charge with that.

Chairman BEREUTER. Well, if the gentlewoman from Illinois
would yield, just to respond briefly, I am concerned of course that
we don’t have the Chairman here today too, but we have a Chair-
man that is on the way out, and frankly I will say at least discour-
aged from testifying by the current Administration, and we have no
new Chairman in his place at this moment. But I think that we
need to hear from the Chairman as soon as there is, in fact, a
Chairman appointed and confirmed by the Bush—for the Bush Ad-
ministration.

Now, if the Clerk will start the clock over, I recognize the gentle-
woman from Illinois.

Ms. ScCHAKOWSKY. Thank you, Mr. Chairman.

I apologize to the witnesses for not being here for your testimony.
I have been looking through the testimony. I wanted to just echo
to some extent what my colleague Mr. Sanders has said.

When you look at the charter of the Export-Import Bank and it
says that contributing to the promotion and maintenance of high
levels of employment and real income, a commitment to reinvest-
ment and job creation, and so forth, that I would also say that it
would be important in making these decisions with very precious
resources of taxpayer dollars that we do scrutinize more carefully
the overall mission. I understand the mission of looking project-to-
project, but I think taxpayers rightfully may question, especially
those, as Mr. Sanders mentioned, who may be out of an a job from
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one of the very companies that is receiving support for their work
overseas. It seems a little bit like we are using taxpayer dollars
and pouring salt into a very painful wound.

Let me ask you this. I know that there is one issue, and that is,
as I understand the environment, on which project-by-project the
Export-Import Bank may decide to deny a loan, and that that hap-
pened, let’s see, the Three Gorges Dam project in China for envi-
ronmental concerns. But I am concerned about other loans that
have been made which, I guess, were not allowed to look at project
by project, but I think have some unfortunate results.

For example, the Export-Import Bank provided $298 million to
the—I am going to say it wrong, probably, Dabhol Power Project
in India, despite documentation by Human Rights Watch of serious
abuses, including beatings and harassment of protestors by state
security forces. With the Chairman’s concurrence, I would like to
submit the Human Rights Watch report on the power project into
the record.

Chairman BEREUTER. Without objection, that will be the order.

[The Committee has received the report and it has been retained
in the Committee’s permanent files.]

Ms. SCHAKOWSKY. And then recently, the Bank announced a $5
billion program to help Africans buy AIDS drugs, but it does noth-
ing to check the pricing policies of the pharmaceutical companies,
which is the biggest roadblock to slowing the pandemic, or at least
addressing parts of the pandemic which are ravaging the continent.

It would just seem to me that again, when we are making these
kinds of loans that it would be useful to have a broader scope when
we examine individual projects and would welcome anyone’s re-
sponse to those concerns.

Ms. STANGLAND. Elaine Stangland from the Office of General
Counsel, Congresswoman. I would like to address the first part of
your comments with respect to human rights. Our charter does
specifically speak to human rights. It speaks to it in the context of
what is known as the “Chafee Amendment.”

The Export-Import Bank’s staff is some 400 people with expertise
in banking, economics and law.

The Chafee Amendment is a reflection of Congress’ determina-
tion that the expertise and the resources for determining human
rights abuses and how they should impact the Export-Import
Bank’s financings best lies with the Secretary of State. So our char-
ter does speak to it specifically.

There is other legislation, including an appropriations bill, and
the so-called Leahy Amendment, which provides that we cannot do
financing to security forces of any country without going through
a pﬁ"ocess with the State Department relating to abuses of human
rights.

Ms. SCHAKOWSKY. Although those deal with countries and not
projects, right?

Ms. STANGLAND. That is correct. Leahy deals with security forces
of governments.

The Chafee Amendment tries to balance the benefit from the ex-
port with human rights concerns and our national policy and for-
eign policy with respect to those issues. The Chafee Amendment is
not limited to government deals at all; it applies to private sector
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deals as well. But, it is in the realm of expertise of the State De-
partment; and Congress has set forth this procedure to take those
types of issues into account.

Ms. SCHAKOWSKY. Exactly how does that interaction with State
happen?

Ms. STANGLAND. The State Department gets copies of all of our
board agendas and they have a representative attending each of
our board meetings.

With respect to the Chafee Amendment, the way that works is
the Secretary of State, having gotten the powers delegated from the
President, will send us a letter specifically referring to that section
and telling us that we are allowed to consider non-commercial and
non-financial factors in our determination.

But, we do have an ongoing working relationship with the State
Department.

With respect to the Leahy Amendment, we have instituted a pro-
cedure where we will notify the State Department any time we
have any request for a financing to security forces and we wait for
their clearance.

Ms. SCHAKOWSKY. My understanding is that credit has been de-
nied because of human rights reasons only twice, right? Argentina
and Cameroon, if I am not mistaken. So this is a fairly—well, a
very rare occurrence.

Ms. STANGLAND. Your facts are correct, according to my records.
On human rights, it has been twice.

Ms. ScHAKOWSKY. Under human rights, would violence against
women and issues related to abuse based on gender be included?

Ms. STANGLAND. Well, the Chafee Amendment does list some
specific concerns. They include international terrorism, nuclear pro-
liferation, environmental protection, and human rights. We have
always taken the position, and it is well accepted throughout the
U.S. Government that the list of examples is not exclusive. If the
State Department were to find that it is in the national interest
and would importantly advance our national policy, they can do a
Chafee Amendment for other foreign policy considerations.

I can’t be more specific in my response than that. I am sorry.

Ms. ScHAKOWSKY. Thank you very much.

Thank you, Mr. Chairman.

Chairman BEREUTER. Thank you for pursuing those questions.

The gentleman from Texas, Mr. Bentsen, is recognized.

Mr. BENTSEN. Thank you, Mr. Chairman.

Let me apologize if you have already gone through these ques-
tions. I am sorry for the disjointed nature of this hearing today, but
obviously the floor schedule got in the way.

The Administration has proposed a 25 percent reduction in your
budget for fiscal year 2002 and presumably that would carry on
through the outyears. I am curious, how would the Bank absorb a
reduction in that amount, and second of all, I believe this is correct
that they have argued in the past that—or they have argued in
their budget that in fact the Bank has not necessarily utilized all
of its capital resources. I am not sure that is correct. But I would
like you to comment on both of those issues.

Mr. HESs. On the budget reduction, Congressman, we do, as you
say, have a 25 percent reduction in the proposed $633 million for
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an appropriation for program budget for fiscal year 2002. The esti-
mates that the Bank makes on the resources necessary for a future
fiscal year are just that, estimates. We don’t program funds; we re-
spond to requests that come in. If it turns out that the $633 million
would be insufficient to handle the demand that comes in under
our current programs and policies, we would look to program
changes that could be made while maintaining U.S. exporter com-

etitiveness in their financing packages that would stretch the

633 million to meet the demand that would, in fact, come in.

We do not necessarily believe that the $633 million would be a
figure that would carry out into future years. We look at each year
separately. Our budget request to OMB goes over each year with
a new analysis of the projected demand for that current budget
year. So we anticipate OMB will respond to our request and our
analysis not based on just moving forward from a $633 million
level, but from the analysis that we present on the demand we
have projected.

Mr. BENTSEN. Let me ask you this, and I am not asking you for
a policy decision here. I know that is not in your bailiwick. But last
year, for the current fiscal year, your appropriated amount is $963,
the prior year it was $865, or this year it is $630, approximately.
Was the Bank fully subscribed in its lending or guarantees for fis-
cal year 2000 to the $865 figure and is the Bank on track this year
to utilizing the $963 figure? If so, obviously, if by the whims of
Congress and the Administration you end up with $663 million or
whatever the dollar amount that is in the President’s budget is ex-
actly, assuming that the trends continue, then how would you
make up that shortfall? Would you have to raise fees or just under-
write less guarantees? What would you do?

Mr. HEss. Well, the Bank’s estimates sometimes are right on the
mark and sometimes they are over or under. This past year we did
carry over $38.5 million from last year into this year, a program
budget that we did not use. The year before that, we had to budget
our resources very carefully toward the end of the year because we
had sufficient transactions presented to us that used up virtually
our entire budget. The year before that, we had a carryover. So it
goes both ways.

This year, as we look at demand coming up over the next 5
months, we believe there is sufficient demand to use up the entire
appropriation that we have this year. So there will be little or no
carryover from this year into next year’s program budget. There-
fore, we will have to rely on the $633 million plus any cancellations
of prior year commitments to carry us through next year.

Mr. BENTSEN. So assuming trends continue the way they are this
year and have been where you have been utilizing between 95 and
100 percent of your appropriated amount, then you would just re-
duce the number of guarantees that you would make, or would you
raise your fees? What would you do?

Mr. HEss. Well, there are several things that the Bank could do.
One of them, as you just mentioned, is raising fees. A second is
lowering the amount of the transaction that we would finance.
Right now we finance 85 percent of the transaction. By lowering
the overall amount of the transaction financed, we would save
budget authority. A third way would be to simply look with a more
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stringent eye at additionality and make judgments that some
transactions simply do not need us.

Now, all of these kinds of actions tend to increase the cost to the
U.S. exporter. So we would have to make any changes very care-
fully in order to ensure that the U.S. exporter’s financing packages
still remained competitive with those offered by other ECAs.

This would be a very delicate balancing act. But, we hope that
we would be successful in doing it.

Mr. BENTSEN. Mr. Chairman, with your indulgence, if I could
just ask the counsel, because I don’t know the answer to this, I was
involved with the 1997 reauthorization. To adjust the guarantee
level or the fee level, does the Bank have that authority under the
current authorization, or is that statutory authority?

Ms. STANGLAND. The 85 percent is not statutory. It is, however,
a reflection of the OECD arrangement.

Mr. HEss. But that is a minimum. We could lower it from 85 per-
cent; however, we just couldn’t go above it to 90 percent.

Mr. BENTSEN. Thank you.

Thank you, Mr. Chairman.

Chairman BEREUTER. Thank you. The time of the gentleman has
expired. I know the hour is late. I do have a number of questions
I would like to ask on a second round and perhaps other Members
do as well.

So first of all I would like to go to the question of the War Chest,
over $300 million available that has not been used now for over 3
years. What is the direction to the Export-Import Bank and from
whence did that direction come not to use the War Chest?

Ms. STANGLAND. Mr. Chairman, Elaine Stangland. Under the
legislation that established the Tied Aid War Chest, the adminis-
tration of the War Chest is lodged with Export-Import Bank. How-
ever, our ability to use the War Chest must be done in consultation
and in accordance with the recommendations of the Secretary of
the Treasury.

The legislative history of that provision we believe makes it fair-
ly clear that it is the Secretary of Treasury that has the final word
in how and when the Tied Aid War Chest is used.

Chairman BEREUTER. I would like to see the justification for that
conclusion, if you could provide that to me in writing.

Ms. STANGLAND. I would be happy to, sir.

Chairman BEREUTER. What is the value of having the War Chest
if we rarely use it? Is there any value at all?

Mr. MILLER. Mr. Chairman, obviously we are a demand-driven
organization and the transactions are not coming in, but to the ex-
tent that we see them, and we try to do it, it is helpful to many
of our exporters.

Chairman BEREUTER. Do you have any flexibility in using the
War Chest funds for other purposes at the Export-Import Bank? Do
you have any statutory authority to use it for other purposes?

Mr. Hess. Yes, Mr. Chairman, the War Chest can be used for
other purposes, for normal day-to-day business, but we can only do
that after we have consulted with the appropriate congressional
committees.

Chairman BEREUTER. And that is the authorizing committees or
the authorizing and appropriation?
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Mr. HEss. We would normally consult with both, Mr. Chairman.

Chairman BEREUTER. Thank you. Export-Import Bank has been
accused of facilitating transactions that have a net result of goods
being dumped on U.S. markets to the detriment of U.S. industries.
I know one of our colleagues from Ohio has a concern about steel.
What procedures are in place, if any, to prevent Export-Import
Bank in effect to have a dumping effect, a negative dumping effect
on our country?

Mr. CRUSE. Mr. Chairman, Jim Cruse here. There are procedures
mandated by Congress that evaluate what is called the economic
impact of any Export-Import Bank transaction on the U.S. econ-
omy. We have developed a process, rules, and principles for that
procedure. We would be glad to provide them to you if you wish.

In the context of the very specific requests about dumping, we
have added a feature to those procedures that says that if there is
a completed antidumping or countervailing duty determination
against a specific country and a specific buyer that has exported to
the United States, we will not provide any support for capital
equipment to produce the specific goods under penalty to that
buyer.

Chairman BEREUTER. But it takes that official determination?

Mr. CRUSE. Yes, to absolutely prohibit it. The larger review could
come to a same conclusion, but that could take a lot of time.

Chairman BEREUTER. All right. What statutory provision or pro-
cedure was utilized to block Export-Import Bank’s involvement in
Three Gorges Dam. Was that the Chafee Amendment?

Mr. CRUSE. No. No, Mr. Chairman. That is the provision in Ex-
Im Bank’s charter that allow the Bank to deny a transaction based
on environmental considerations.

Chairman BEREUTER. So that is not the Chafee Amendment?

Mr. CRUSE. That is not the Chafee Amendment.

Chairman BEREUTER. That is another provision that you must
take into account?

Mr. CRUSE. It is. And moreover, the Congress specifically gave us
the authority to deny a transaction, which, by the way, we did not
deny the Three Gorges. We asked the buyer a lot of environmental
questions which were never answered by the time the transaction
went to the board for a decision.

Chairman BEREUTER. Yes. I remember that. Mr. Manzullo re-
members it very well.

That provision traces only back to the 1997 authorizing act, is
that correct?

Mr. CRUSE. The environmental provision came in 1992.

Chairman BEREUTER. 1992. And how long has the Chafee
Aendment been in effect?

Mr. CRUSE. Since 1978, I believe.

Ms. STANGLAND. That is correct.

Chairman BEREUTER. I still have just enough to sneak in one
more here, I think. Can you give us examples of how Export-Import
Bank reaches out to local and regional banks to assist in financing
transactions, and what is your experience, success, or what do you
need, in addition, if anything, in the way of encouragement or stat-
utory authority?
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Mr. REDWAY. Mr. Chairman, we reach out in a number of ways.
In fiscal year 2001, we are doing 60 seminars across the country,
of which about 25 of those are lender seminars. Those are seminars
where we go into local communities and talk about Export-Import
Bank. We are doing these seminars all of the time. We also run a
training program in Washington, which we have cut back since we
have taken so many on the road. But we are doing about six in
Washington where we have invited lenders.

In addition, on a very regular basis, we talk to the people at
BAFT, the main trade association for the commercial banking in-
dustry. I think we reach out to banks just about every which way
we can do it. They are our best customers.

Chairman BEREUTER. Thank you.

Ms. Waters.

Ms. WATERS. I had raised with the Chairman the fact that I was
concerned about the head of the Bank, new or old, not being here,
because I want to ask more questions about Sub-Saharan Africa.
I was looking at—tell me how the Bank is organized so that—do
you all have organizations specifically to take care of the Sub-Saha-
ran mandate? How is it staffed? Who is in charge of it? How does
it work?

Mr. UBaMmaDU. Congresswoman Waters, as you know, in 1997
there was congressional legislation to establish the Sub-Saharan
Africa Advisory Committee. This group meets with the Bank to ad-
vise us on doing more transactions in the region. We also have an
internal task force called the Africa Task Force that is composed
of individuals from different divisions in the Bank. Just to let you
know, this is the only internal task force that is dedicated to a spe-
cific region. This group meets once every Monday to look at issues
that are related to Africa, and to look at transactions that are in
the Bank and try to find ways to move them forward.

Ms. WATERS. Who is in charge of that?

Mr. UBaMADU. The counselor to the Chairman and to the Board,
Gloria Cabe.

Ms. WATERS. Counselor to the Chairman of the Board.

Mr. UBAMADU. Yes. And we can give you specific information on
the record.

Ms. WATERS. So this counselor has as her responsibility this
issue only?

Mr. MILLER. Congresswoman, she chairs the African Task Force.
In addition to the task force and the advisory committee within the
International Business Relations area, we have a Sub-Saharan Af-
rica team that is committed just to that region, and within dif-
ferent geographic groups in the Bank that process and analyze the
transactions, there is a Sub-Saharan Africa region.

Ms. WATERS. How is it staffed? For the Sub-Saharan Africa re-
gion, describe the staff to me.

Mr. MiLLER. Within the international business relations—are
you referring, Congresswoman, to the number of staffers?

Ms. WATERS. Yes.

Mr. MILLER. In the international business relations area, we
have three; within the trade finance——

Ms. WATERS. But that is broken up into regions?
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Mr. MILLER. It is within the region of Sub-Saharan Africa, yes,
ma’am.

Ms. WATERS. Oh, I see. So go back and describe to me again how
the Bank is organized to specifically deal with the Sub-Saharan
mandate. Who is in charge of it? I understand your committees. I
just noticed that when I looked at Mr.—what is your name? Mr.
Ubamadu, there is his name, but no title; he didn’t have one. It
says you are with the Office of the General Counsel. Are you a
Deputy General Counsel?

Mr. UBaMADU. No. I am just a Counsel in the office. But, I am
a member of the Africa Task Force.

Ms. WATERS. Do you work for the General Counsel’s Office, or do
you do something else with Sub-Saharan Africa?

Mr. UBAMADU. I do work for the General Counsel’s Office, but we
also have three representatives from the General Counsel’s Office
that are members of the Africa Task Force and I am a member of
the Africa Task Force. As I mentioned before, as part of the task
force, we work very closely with our Regional Director for Africa on
various issues that are related to where there is market or trying
to structure transactions in the region.

Ms. WATERS. So I take it that with this mandate, there has never
been a structure where you have had something like a Vice Presi-
dent or other officer with the specific responsibility for Sub-Saha-
ran Africa, with the staff that is advised by a task force and an
advisory committee. What you have done is you have kind of taken
someone from the General Counsel’s Office to do some coordinating
work of the task force or the advisory group; is that what you do?

Mr. MiLLER. Congresswoman, each of the divisions within the
Bank, the General Counsel’s Office, the Small and New Business
Group, the Structured and Trade Finance Group, which includes
International Business Relations, are part of the Africa Task Force
and coordinate with the Sub-Saharan Africa Advisory Committee to
focus on activities for developing business and doing transactions
in the region.

Ms. WATERS. Who is in charge of it?

Mr. MILLER. The task force is headed, as Mr. Ubamadu said be-
fore, by Gloria Cabe. The Sub-Saharan African Advisory Committee
has a private sector chair, and the Small and New Business Group
obviously is Mr. Redway and the Structured and Trade Finance
Group is myself. So we all contribute to this effort.

Ms. WATERS. Is that the same way that you work with Mexico,
for example?

Mr. MILLER. We don’t have a specific task force for Mexico.

Ms. WATERS. How do you work with Mexico? Give me the struc-
ture.

Mr. MILLER. We have regional people within Latin America also,
yes.

Ms. WATERS. Give me the structure of your Mexico operation.

Mr. MILLER. Within International Business Relations we have a
Latin America team, and in the Structured and Trade Finance
Group we have people focused on Latin America.

Ms. WATERS. What is different about what I am hearing about
Sub-Saharan Africa and Mexico, for example, and the way that it
is staffed?
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Mr. UBAMADU. Congresswoman, if I may take that——

Ms. WATERS. I can’t hear you.

Mr. UBAMADU. Sub-Saharan Africa is the only region at Export-
Import Bank that has a task force which is specifically tasked to
work in this area. It is also the only region that has a specific advi-
sory committee that provides advice and counsel to the board on
how to improve its business to the region. So unlike let’s say Mex-
ico or other regions where you have business development officers
that are responsible for it, for Sub-Saharan Africa we have both
business development officers plus individuals on the task force
that work very closely with the business development officers, and
the board, and the advisory committee to meet the 1997 legislative
mandate.

Ms. WATERS. So is the business development officer considered
the key person with responsibility for making things happen?

Mr. MILLER. Congresswoman, to develop the business, and the
credit officer that would get the transaction would make the trans-
action happen and bring it to the authorizing decisionmaking body.

Ms. WATERS. They would bring it to the board?

Mr. MILLER. Correct. But it all feeds into the task force so that
the whole region is looked at as a whole and there is initiative to
direct the activities in the region.

Ms. WATERS. I have lots more questions, but we can’t do it today.
But I want to talk about again the staffing and I want to talk
about how the decisions actually get made.

Chairman BEREUTER. Thank you. I think it would help this
Member, the Chairman, perhaps Ms. Waters, if we had an organi-
zational chart which is specified exactly as you can about the Afri-
ca effort.

Mr. MILLER. Mr. Chairman, we will provide it for the record.

Chairman BEREUTER. At this point we are looking for some sort
of an overall organization chart for Ex-Im Bank, and either we do
not have one with us, or we have not received one.

Mr. MiLLER. We will provide it for the record.

Chairman BEREUTER. The gentlelady from Illinois, Ms.
Schakowsky, is recognized again for 5 minutes.

Ms. SCHAKOWSKY. Thank you, Mr. Chairman.

I wanted to go back to some parts of the questions that were not
answered before. I wanted to talk about the $290 million that went
to the Dabhol project in India, which is a subsidiary of the Enron
Development Corporation in India, and wondered were there any
considerations, was that even part of the debate, the human rights
abuses that took place around that project which were brought to
my attention by Human Rights Watch and are very carefully docu-
mented. And I wondered if that was even a consideration.

Ms. STANGLAND. Congresswoman, I did not personally participate
in that transaction but, I would be very happy to check with our
staff and get you a response.

Ms. SCHAKOWSKY. It is the single largest foreign investment in
India, so what we do there has an enormous implication.

Ms. STANGLAND. I don’t mean any ignorance to be taken as——

Ms. SCHAKOWSKY. And I didn’t mean that as a criticism.

Ms. STANGLAND. We will get you that answer.
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Chairman BEREUTER. And will you share that with the sub-
committee?

Ms. STANGLAND. Yes.

[The information referred to can be found on page 79 in the
appendix.]

Ms. SCHAKOWSKY. Five million dollars to help with AIDS is very
important. I guess I just wanted to make a suggestion. There are
many Members of Congress, including Representative Waters and
Representative Lee and myself and others, who are very concerned
about this issue, and when a huge investment like that is made,
is there ever any process that would involve consultation with
Members who have weighed in heavily on issues like this to look
at that kind of loan, that kind of commitment to such a project?

Mr. UBAMADU. Congresswoman, the initiative that was an-
nounced last year was to provide $1 billion per year in support to
exports that would be HIV/AIDS-related. What this program does
is allow us to export such items as medical supplies, AIDS testing
kits, hospital supplies, equipment and services, which we tradition-
ally finance right now on longer terms. So, what we basically an-
nounced was that for some pharmaceuticals and other products
that traditionally we finance on a 180-day to 1-year term, we are
now willing to provide up to a 5-year term.

With regard to consultation with the Congress, Congress has
given us legislation to carry on the program; and there really is
nothing new within this program that requires additional legisla-
tion. But, we can certainly discuss these issues with the Members
if they would like, and with the subcommittee Members if they
would like.

The key aspect of this program is that Ex-Im Bank was trying
to help in this severe humanitarian crisis. This is not really within
Ex-Im Bank’s mandate in some sense. We are not a grant agency.
We provide loans where we are required to show reasonable assur-
ance of repayment, and many of these countries are heavily in-
debted. However, we did not want to stand to the side of such a
catastrophic issue and do nothing. In the instance where perhaps
grants are not available but infrastructure products are not need-
ed, Ex-im Bank is willing to help finance this.

Clearly what we are looking at with this program is more in the
private sector, but there are some countries where we are open in
the public sector and we would be willing to look at this.

Ms. SCHAKOWSKY. I would say there is a lot of expertise on this
committee and in this Congress and interest in this particular
issue.

I wanted to just end quickly with this. While you defer to the
State Department on human rights, you are not environmentalists
either, and yet on environmental policy you do make decisions
project by project within the Bank. Why is that not also true of any
other subject, including human rights?

Mr. CRUSE. The environment is one of the two areas besides com-
mercial creditworthiness where the Bank is granted independent
authority to deny a case, and the other is economic impact. Only
in those two areas can we go beyond the issue of commercial and
financial creditworthiness. Everything else is prohibited by Chafee
and requires going through the Chafee process.
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Ms. STANGLAND. I would just add that we do have an engineering
department that has expertise in the environment. It is a much
more contained area than some of the other areas that you have
talked about; and we have an engineer who focuses solely on envi-
ronmental matters.

Ms. SCHAKOWSKY. Thank you.

Chairman BEREUTER. Thank you very much.

I would like to conclude the hearing, which is the first of at least
several we are going to be holding on the Export-Import Bank, with
a question and to encourage you, Mr. Hess, to invite members of
the Export-Import Bank to be here in the audience on May 8, when
we hear from supporters and critics of the Export-Import Bank pro-
grams.

But my question to you now, a concluding question, is, as objec-
tively as you can, as candidly as you can, without pushing you into
policy, what in your judgment are the implications for U.S. Export-
ers of a proposed 25 percent cut in the budget for the Export-Im-
port Bank?

Mr. HEiss. I think that if the estimates of demand, which are
fairly conservative, in the budget are, in fact, exceeded by the calls
on our authority, that it will be very tricky to fashion program
changes that continue to have the Export-Import Bank offer com-
petitive financing packages while still remaining within the $633
million. Candidly that will be a real challenge, but one that we will
try to meet.

Chairman BEREUTER. Thank you very much. This will be a sub-
ject of considerable discussion within the subcommittee and on
May 8 for the next hearing of the Export-Import Bank.

Again, I want to mention to Members of this subcommittee and
the staff who are here watching for other Members that I expect
we are going to be revising to some extent our proposed hearing
schedule to take into consideration some of the changes that have
been approved by the World Bank in the IMF meeting, specifically
as it relates to AIDS, HIV. And, Ms. Stangland, I am anxious to
see the information that you will provide me on which you base the
interpretation that we mention with respect to the U.S. Treasury.

Ms. STANGLAND. Yes, sir.

Chairman BEREUTER. Thanks to all of you for taking time today
to help us begin our examination of the Export-Import Bank reau-
thorization legislation. I very much appreciate it. Thank you.

Mr. Hess. Thank you, Mr. Chairman. We appreciate the sub-
committee’s attention.

Chairman BEREUTER. The hearing is adjourned.

[Whereupon, at 5 p.m., the hearing was adjourned.]



REAUTHORIZATION OF THE EXPORT-IMPORT
BANK

TUESDAY, MAY 8, 2001

U.S. HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON INTERNATIONAL MONETARY
PoLicy AND TRADE,
COMMITTEE ON FINANCIAL SERVICES,
Washington, DC.

The subcommittee met, pursuant to call, at 2:00 p.m., in room
2128, Rayburn House Office Building, Hon. Doug Bereuter,
[chairman of the subcommittee], presiding.

Present: Chairman Bereuter; Representatives Ose, Roukema,
Capito, Sanders, Sherman, Schakowsky, and Bentsen.

Chairman BEREUTER. Good afternoon. The Subcommittee on
International Monetary Policy and Trade meets today in open ses-
sion to receive testimony on the reauthorization of the Export-Im-
port Bank, the Ex-Im Bank.

The Ex-Im Bank was last reauthorized in 1997 for a 4-year term
that expires on September 30th of this year. At this hearing the
subcommittee will hear from representatives of a large corporation
and a small business which use the Ex-Im Bank, as well as organi-
zations who have differing opinions or criticisms of the Export-Im-
port Bank’s programs.

This is the subcommittee’s second hearing on the Ex-Im Bank,
and I am pleased to say we have only one panel today. I have been
concerned for some time that we tend to hear from the Administra-
tion witnesses and then we don’t have enough time for people who
come to testify about the subject matter from the private sector and
from the nonprofits.

So today we’ll have, I think, a good break in that respect. Also,
the House is not expected to cast votes until 6:00 p.m.

On May 2nd, the subcommittee heard from an experienced panel
of professional staff from the Export-Import Bank. In addition to
giving their testimony, the Ex-Im Bank submitted a legislative pro-
posal just recently which would be a straightforward reauthoriza-
tion of the Export-Import Bank for 4 years until 2005, and the ex-
tension of the life of the Sub-Saharan Africa Advisory Committee
to that date. I look forward to receiving the panel’s views on this
legislation and the bank in general.

Before introducing our outstanding panel, I am going to briefly
stress the following items which were discussed in the first hearing
of the Export-Import Bank: Proposed cuts in funding; possible net
income; small business activities; Ex-Im Bank activities in Africa;

(35)



36

and types of subsidies offered by export financing agencies in other
countries, including tied aid war chests.

I would like the witnesses today to address those issues if they
can and will and any others that they are planning to address will
be most welcome.

I am going to summarize my following remarks and ask unani-
mous consent that my entire statement be made a part of the
record, and to extend that privilege to all Members. Hearing no ob-
jection, that will be the order.

First, on May 2, the Ex-Im Bank testified regarding the proposed
reduction in funding for fiscal year 2002. The Administration re-
quested $633 million to fund its program budget which administers
the Ex-Im Bank loan, insurance and guaranty programs. This is an
approximately 25 percent cut from fiscal year 2001.

I do have significant concerns about the Administration’s pro-
posed cut, but we’ll see what this panel has to say about it.

Furthermore, the Ex-Im Bank also testified that they need addi-
tional funding for upgrading their technology. As a result, the Ad-
ministration proposed $65 million for fiscal year 2002 for Ex-Im
Bank administrative budget, which is an increase of $3 million
from the prior year.

Second, at the May 2nd hearing, some questions were asked re-
garding the annual and cumulative net income for the Ex-Im Bank.
And that’s a subject in which the membership showed considerable
interest.

Third, with respect to small businesses, the 1997 authorization
law mandated that the Export-Import Bank make additional efforts
to enhance its programs to small and rural companies. When the
Ex-Im Bank testified, they explained how they continued to try to
meet this mandate.

Today our small business witnesses will testify as to the efforts
of the Ex-Im Bank in that regard from his perspective.

And also in the 1997 authorization bill, another mandate, an in-
Xffgase in the Ex-Im Bank’s financial commitment to Sub-Saharan

rica.

I would like to pass over some comments about tied aid, but as
I said before would welcome your suggestions about whether or not
we've been successful in our efforts in OECD to reduce tied aid on
the part of the other countries or whether or not some of them have
found other ways to achieve the same purposes.

[The prepared statement of Hon. Doug Bereuter can be found on
page 118 in the appendix.]

Chairman BEREUTER. To assist the subcommittee in examining
these reauthorization issues, I am pleased we have an opportunity
to hear from a distinguished panel. First we will receive testimony
from Mr. Richard Christman, President, Case IH Agricultural Busi-
nesses. I understand you have at least a 4:00 o’clock time con-
straint to catch a flight, and I think that should be no problem.

Case New Holland, which uses Ex-Im Bank, is the number one
manufacturer of agriculture tractors and combines, the world’s
third-largest maker of construction equipment.

Next, Mr. Ian McLaughlin, the Chairman and CEO of Watson
Machinery International based in Patterson, New Jersey will tes-
tify. He will bring the perspective of a small business owner who
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uses the Export-Import Bank and lots of machinery, supplies high
performance machinery and production systems for wire, cable,
fiber optics and wireless industries.

Our third panelist is Dr. Fred Bergsten, the Director of the Insti-
tute for International Economics. Since its creation in 1981, among
other past positions, he was Assistant Secretary of the Treasury for
International Affairs. He has testified before this panel and before
the full Banking Committee and expects to be before the Financial
Services Committee on many future occasions.

Next, Mr. Ian Vasquez, the Director of Cato Institute’s Project on
Global Economic Liberty. He will testify. His writings have ap-
peared in newspapers throughout the United States and Latin
America, and we look forward to his testimony.

Dr. Brent Blackwelder, President of Friends of the Earth will
testify. He was the founder of the Environmental Policy Institute
which merged with the Friends of the Earth and Oceanic Society
in 1989.

The final witness is Mr. George Becker, the former President of
the United Steelworkers of America. He recently retired as Presi-
dent, was first elected to that position in November 1993. He is a
second generation steel worker and a native of Granite City, Illi-
nois.

We welcome the distinguished panel to our hearing. Without ob-
jection, their entire written statements will be included in their en-
tirety in the record.

But now before we proceed with the panel, I would like to turn
to the distinguished Ranking Member, the gentleman from
Vermont, Mr. Sanders, for opening comments.

Mr. SANDERS. Thank you very much, Mr. Chairman, and thank
you for putting together an excellent panel which I think will give
us different viewpoints of the pluses and minuses of the Ex-Im
Bank.

This is the major concern that I have. We do not discuss it as
a government very much, but right now the United States has a
recordbreaking trade deficit of well over $400 billion a year. And
I think that the work of the Ex-Im Bank has got to be looked at
within the context of a failed—f-a-i-1-e-d—failed trade policy, which
is costing us hundreds of thousands of jobs. So that’s the first
thing.

Our trade policy is failing, to my mind. We have a record-
breaking trade deficit. We have an $83 billion trade deficit with
China, and Ex-Im Bank has got to be looked at within that context.
And it is not good enough to say, well, gee, we have a huge trade
deficit. That’s why Ex-Im Bank is so important, that we can create
a few more jobs. I think we have to look at Ex-Im Bank from a dif-
ferent perspective.

Second of all, I think that it is bad public policy to say to some
of the largest corporations in America, companies like Boeing and
General Electric, who have made substantial reductions in their
workforce, who have laid off huge numbers of American workers,
and say to them, well, thank you very much for laying off large
numbers of American workers. Here is a subsidy from the Export-
Import Bank.
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It seems to me that if the United States is going to provide sub-
sidies to employers, what we want to say to those employers, we
are giving you this subsidy because we appreciate the work that
you have done in increasing decent-paying jobs in the United
States. And there are certainly companies in the United States who
are working under very difficult odds. Small businesses, large busi-
nesses who are saying we want to grow jobs in the United States
of America. Those, it seems to me, are the companies that we want
to give support to.

When you have a company—and I will just single out G.E.—but
there are many others. G.E., if Jack Welch were here today, what
he would say, one of the things that we have focused on in recent
years is globalization. One of the reasons that we are such a profit-
able corporation is that we are intentionally laying off American
workers at decent wages and hiring people all over the world at
very low wages. That’s what we are doing. And for the Ex-Im bank
to simply come and say, G.E., thank you for that policy of laying
off American workers. We are going to make you one of the major
beneficiaries of the Ex-Im Bank, is to me absolutely absurd.

It is not good enough to look at Ex-Im Bank from a project-to-
project-to-project basis, to say, OK, this project is creating 400 jobs,
but we are forgetting the fact that you've laid off 10,000 workers,
and that’s your intention. Your intention is to move to China and
pay people 20 or 30 cents an hour. But we don’t care about that.
This particular project will create a few jobs. Not good enough.

If you have a carrot, use the carrot, and use the carrot to benefit
the people of the United States of America who are paying for
these subsidies in general.

I am particularly impressed in reading through Mr. Becker’s
presentation to learn that the Export-Import Bank is financing a
multi-million-dollar project to modernize a Chinese steel mill that
is under investigation for illegally dumping steel into the United
States. Now, that may make sense to some people. It does not
make a lot of sense to me.

I think Mr. Blackwelder will talk in a moment about how some
of the Ex-Im Bank projects have been very anti-environmental and
at a time when every sane human being is worried about global
warming and other negative things that are happening to our envi-
ronment, I think we want to take a hard look at that as well.

So, Mr. Chairman, thank you for putting together this excellent
panel, and I look forward to participating in the discussion.

Chairman BEREUTER. Thank you, Mr. Sanders, and thank you
for your recommendations. Under the Committee rules, we will rec-
ognize other Members for opening statements of 3 minutes each.
Gentleladies? Thank you very much.

We will now proceed with testimony. First we will hear from
Richard M. Christman. He is the President of Case IH Agricultural
Business, but I failed to mention he is also appearing in behalf of
the National Foreign Trade Council and the Coalition for Employ-
ment Through Exports.

Gentlemen, we would appreciate it if you could each limit your
presentations to approximately 5 minutes. And as I said, your en-
tire statement will be made a part of the record. Mr. Christman,
you may proceed as you wish.
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STATEMENT OF RICHARD M. CHRISTMAN, PRESIDENT, CASE
IH AGRICULTURAL BUSINESS OF CASENEWHOLLAND INC.

Mr. CHRISTMAN. Thank you, Mr. Chairman and Members of the
subcommittee. My name is Richard Christman, President of Case
IH Agricultural Business of CaseNewHolland Inc. CNH is the num-
ber one manufacturer of agricultural tractors and combines in the
world, and as indicated, the third largest manufacturer of construc-
tion equipment, and has one of the largest equipment finance oper-
ations within our industry.

I am also testifying today on behalf of the National Foreign
Trade Council and the Coalition for Employment Through Exports,
whose members comprise major U.S. exporters and financial insti-
tutions.

Now at the onset, let me emphasize that CNH and the other
members of CEE and NFTC urge Congress to reauthorize the Ex-
Im Bank for 5 years. It is essential to American exporters and our
workers that the bank’s charter be reauthorized until September
30th, 2006. This would avoid the difficulty which occurred in 1977,
and then again this year, when the reauthorization occurs during
the first year after a Presidential election and in the same year as
when the Ex-Im Bank chairman’s and vice chairman’s terms ex-
pire.

And we look to your leadership in ensuring that the bank is ful-
filling its mandate to promote U.S. exports and, importantly, U.S.
jobs, by being fully competitive with other major export credit
agencies.

Now in this regard, adequate appropriations are just as impor-
tant as the reauthorization in accomplishing this critical goal. Ex-
Im Bank’s budget must be funded adequately and its policies and
procedures must recognize the realities of today’s very fierce com-
petitive marketplace.

CEE and NFTC recently issued a port on the important benefits
of Ex-Im Bank to small and medium businesses. The report high-
lights that thousands, literally thousands of what we call “invisible
exporters” across this nation by listing 35,000 primary suppliers of
goods and services to 13 major U.S. exports, and CNH was one of
those 13.

Now at CNH, our construction equipment moves the earth, and
our agricultural equipment helps feed the world. Well, how do we
do this? By exporting this construction equipment and ag equip-
ment to over 160 countries. Now why do we do it? It’s because trad-
ing gives us an opportunity to grow our business. It also gives then
our suppliers an opportunity to grow their business. Because
through our exports, their products then ultimately reach global
customers.

So each of our suppliers can be viewed as what we call an “invis-
ible exporter.”

Now many of our exports are assisted by Ex-Im Bank. The re-
sult: Exporting CNH equipment means that we are really import-
ing business to our U.S. suppliers and to our factories in the U.S.

Ex-Im Bank serves as what we call our “lender of last resort” for
U.S. exporters. And we use it when commercial bank financing is
not available for those export sales, and the U.S. exporters, when
we are confronted with foreign competitors that do have financing
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available from their governments. Currently there are some 70 gov-
ernments around the world that have ECAs similar to Ex-Im Bank.
And they provide $500 billion a year in government-backed financ-
ing.

Now increasingly, as we try and sell across the world, financing
is a key to winning these export sales. Great products are not
enough in today’s marketplace. Customers demand that exporters
arrange financing for sales. However, in many emerging markets
where the export potential is the greatest, commercial banks are
often unwilling to provide financing even for creditworthy cus-
tomers.

And at this juncture, we cannot risk foreign suppliers stepping
into these markets because of financing support from their ECAs.
Lack of a viable or a fully funded Ex-Im Bank would adversely im-
pact the ability of our company to compete against some very for-
midable foreign suppliers.

From 1977 through 2000, CNH financed more than $420 million
worth of sales of Ex-Im Bank board-approved transactions to
Uzbekistan, Turkmenistan, and Ukraine. Without Ex-Im Bank,
none—and I stress none—of these sales would have been com-
pleted.

And this does not even consider the impact of hundreds of thou-
sands of other employees at our suppliers’ factories or their sub-
suppliers in the U.S.

For example, as shown on the charts here, to build one combine,
we engage 235 suppliers from 30 states representing in total
100,000 employees.

To build a magnum tractor out of Racine, Wisconsin, we engage
200 suppliers, 27 states, and another 75,000. And while you prob-
ably can’t read all the suppliers, many of those——

Chairman BEREUTER. I hate to interrupt you, but could you sum-
marize and conclude in about 30 seconds?

Mr. CHrISTMAN. OK. Are under 100. Real life stories. In
Uzbekistan, we have sold these. We need Ex-Im Bank financing to
defend ourselves against the likes of Claas, Deuz-Fahr, Fendt. The
key success factors is to get the financing, have it at a competitive
rate, and make sure that we are competitive with those foreign
governments out there that are competing for our business.

Thank you, Mr. Chairman.

[The prepared statement of Richard M. Christman can be found
on page 128 in the appendix.]

Chairman BEREUTER. Thank you very much, Mr. Christman.

Next, we will hear from Mr. Ian McLaughlin. He is the Chair-
man and CEO of Watson Machinery International, but he is also
speaking and appearing on behalf of the National Association of
Manufacturers. Please proceed.

STATEMENT OF IAN WATSON McLAUGHLIN, CHAIRMAN OF
THE BOARD AND CEO OF WATSON MACHINERY INTER-
NATIONAL

Mr. McLAUGHLIN. Good afternoon, Mr. Chairman. As you intro-
duced me, I am Ian McLaughlin. Watson Machinery is a leading
manufacturer of machinery and production systems that essentially
make wire and cable, fiber optic cable, and wireless cable. We are
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based in Patterson, New Jersey, and I have prepared testimony
that I ask to be submitted in the written record, and I have some
brief remarks.

I am also testifying on behalf of the National Association of Man-
ufacturers.

Thank you for the opportunity to testify on the reauthorization
of the Export-Import Bank. Many might be surprised that Watson
Machinery, a small American business with 90 employees, is even
remotely interested in Ex-Im Bank. After all, the claim is often
made that Ex-Im Bank is the financial boutique of the Fortune
100.

I am here to let you know that Ex-Im Bank is actually vital to
small manufacturers such as myself and/or my company, and it
does fill a gap in the financial market that we could not find else-
where.

Bottom line is that about as much as 60 percent of the sales of
Watson are outside the United States. And without Ex-Im Bank,
these deals would go to my competitors in Italy, in France, in Ger-
many and elsewhere, all of whose export credit agencies do provide
the working capital guarantees necessary to support small busi-
nesses in their countries.

An illustration of the critical role Ex-Im Bank plays occurred at
the end of 2000 for Watson Machinery. We signed a contract to sell
capital machinery worth $4.6 million, and that machinery rep-
resented two lines of production for fiber optic cabling equipment
and two lines to manufacture radio frequency wireless cable to
Ocean Cable Communications, called OCC, in Tochigi, Japan. This
sale would not have occurred without help from Ex-Im Bank’s
Working Capital Guarantee Program.

To get to the essence of the matter, our banking facility does not
allow work-in-process inventory financing. As this order rep-
resented our first penetration into the Japanese marketplace, we
had intense competition from Europe. We did not ask for progress
payments, and that is where Ex-Im Bank came in.

Watson filed an application for an Ex-Im Bank working capital
loan guarantee. Now that Working Capital Loan Guarantee Pro-
gram encourages commercial lenders to make loans to U.S. busi-
nesses for various export-related activities, including the purchase
of raw materials, labor and overhead to produce the goods and
services which we export.

The guarantee may be used to cover working capital loans to a
U.S. business only if the lender shows that the loan would not have
been made without the assistance and guarantee of Ex-Im Bank,
and that Ex-Im Bank determines that the exporter is creditworthy.
In the case of Watson, Ex-Im Bank approved a $3 million guar-
antee that backed our ability to be able to produce $4.6 million in
equipment to sell to Japan. And I can tell you, it would not have
happened otherwise. We have been dealing with one of the largest
banks in New Jersey, and they are still skitterish on providing ex-
port financing.

I emphasize two points. Again, the transaction would not have
gone forward without Ex-Im Bank, and that this support doesn’t
come for free. Ex-Im Bank only entered into the transaction when
the lender showed that the loan would not have been made, and
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our lender in fact is a bank that’s headquartered out of Con-
necticut, that would not have been made with Ex-Im Bank’s guar-
antee. In other words, Ex-Im Bank proved that it can fill gaps in
financial markets for small companies.

No corporate subsidy here, particularly when you consider that
the export credit agencies of my competitors overseas are not hold-
ing back in this area.

We paid a $500 processing fee and an up-front facility fee of 1.5
percent of the total loan amount. And that helped ensure that
there was an adequate loan loss reserve and an acceptable risk
level for the U.S. Government.

Watson Machinery International will continue to do everything
in its power to remain competitive in global markets. And I am
here to ask you to do your part to help in filling those gaps in fi-
nancial markets.

I see that my time is up, and I will cease at that point.

[The prepared statement of Ilan Watson McLaughlin can be found
on page 144 in the appendix.]

Chairman BEREUTER. Thank you very much, Mr. McLaughlin.

Next we will hear from Dr. C. Fred Bergsten. He is the Director
and founder of the Institute for International Economics. Dr.
Bergsten, you may proceed as you wish.

STATEMENT OF DR. C. FRED BERGSTEN, DIRECTOR,
INSTITUTE FOR INTERNATIONAL ECONOMICS

Dr. BERGSTEN. Mr. Chairman, thank you very much. Let me
start with the bottom line. I think it would be a huge mistake to
substantially cut the budget and program of the Export-Import
Bank as the Administration has proposed.

To the contrary, I believe there should be a substantial increase
in funding for the Ex-Im Bank because that is the only way to as-
sure a level playing field for American exporters in world trade.

I give calculations in my paper suggesting that the increase
should be about 50 percent, and I trace what that would mean for
budget authority, the authorization ceiling, and the annual pro-
gram level.

I stress, only with such an increase will we provide a level play-
ing field for American exporters in the world economy.

I also believe the reauthorization bill, far from being a clean bill,
should give the bank new authorities to compete with the market
windows through which other competitors are eating our lunch,
and authority to compete with so-called untied aid, which often
amounts to de facto tied aid and is also eating our lunch in key
markets like power equipment in China.

We should use the current war chest availability for that purpose
and the new legislation should authorize it.

Why do I make these strong proposals? I agree with Mr. Sanders.
We have to see the Ex-Im Bank issue in a much broader context,
not just the individual transactions, important as they are, but in
the context of our whole economy and indeed our whole trade def-
icit, exactly as Mr. Sanders said.

But my conclusions are very different from his. First, we have to
recognize that export expansion has been a major driver of U.S.
economic growth for two to three decades. The share of exports in
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our economy has tripled over the last generation. It has been a
major source of the dynamic improvement of the U.S. economy,
particularly over the last decade. My Institute has published two
studies showing why this is so. We’ve another one coming in the
next few months. I'm happy to share the details on that with you
if you wish.

The second big picture reason is, as Mr. Sanders said, the trade
deficit. I'll go him one better. It’s getting close to $500 billion this
year, 5 percent of the economy. It’s a financial risk because the dol-
lar could fall sharply at any moment, and it’s a trade policy risk,
as he implies.

There are only two ways to correct the big trade deficit. One is
to reduce imports, the other is to expand exports. I would argue
that export expansion is by far and away the overwhelmingly bet-
ter way to do it. The Ex-Im Bank is not going to do that by itself,
but it can certainly help, and that’s one reason we should want to
promote it.

I should add that in both the overall economic and trade balance
contexts, according to a series of studies, including those by my in-
stitute, export jobs are considerably better than other manufac-
turing jobs, let alone other average jobs in the economy. They pay
5 to 10 percent better, benefits are even better than that by com-
parison, productivity is 20 percent higher in export firms, and they
are 10 percent less likely to go out of business and destroy jobs.

So, on both quantity and quality grounds, it’s a big plus for the
economy.

Mr. Sanders rightly asks the question, what about those firms
that get big Ex-Im Bank credits but reduce jobs? My answer is
quite straightforward. Without the Ex-Im Bank credits and the ex-
ports, they would have reduced more jobs. Indeed, the jobs they
have created with the credits are very good, high-paying, stable
jobs, and that is what we want.

Moreover, if you look at the whole economy, it has, until quite
recently, been at full employment by anybody’s definition. We can-
not look at just one firm or even one industry. We have to look at
the impact on the economy as a whole, and that is where the payoff
has been.

The final policy reason to support a stronger Ex-Im Bank is over-
all trade policy. The President is about to come to the Congress for
trade promotion authority—fast track as it used to be called—to
enable the U.S. to negotiate new reductions in trade barriers
around the world. As you know better than me, that’s going to be
a big battle. And those of us who support increased trade activity
and authority to do it need all the help we can get. This for sure
means strong support from the exporting community. That in turn
means working with them in constructive ways where the govern-
ment can help, like supporting a bigger and more effective Export-
Import Bank program.

The final point, Mr. Chairman, is to suggest that the basic strat-
egy we need for the Ex-Im Bank is a two-track strategy. We want
to get a level playing field for American industry in world trade,
which means getting foreign countries to stop providing excessive
subsidies. We want to negotiate reductions or preferably elimi-
nation, of their subsidies wherever possible.
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We know from history, not theory, that the only way to do this
is to have sufficiently serious programs of our own so that we can
bring the foreign competitors to the negotiating table.

So, we not only want to increase our own programs to support
exports on their merits but also use those programs to get others
to reduce their subsidies.

We know from history that it works. When I was running the
international part of the Treasury, we did it in the late 1970s—we
created the OECD agreement that eliminated excessive maturities
and excessive interest rate subsidies.

It was done in the mid-1980s. The war chest was used to stop
tied aid practices that amounted to export subsidies. But today,
new practices have crept in. We need to seriously deal with them.
I believe that, in your reauthorization legislation, you need to in-
crease the amounts, not cut them; broaden the authorities; and
promote an effective U.S. policy in this area.

[The prepared statement of Dr. C. Fred Bergsten can be found
on page 147 in the appendix.]

Chairman BEREUTER. Thank you very much, Dr. Bergsten.

I mispronounced the next panelist’s name, giving him the name
of our colleague. It’s Mr. Ian Vasquez, not Velasquez. Senior Fel-
low—apologize for that—Cato Institute. Accent on the last syllable
or first syllable?

Mr. VASQUEZ. First syllable.

Chairman BEREUTER. Mr. Vasquez, you may proceed as you
wish.

STATEMENT OF IAN VASQUEZ, DIRECTOR, PROJECT ON
GLOBAL ECONOMIC LIBERTY, CATO INSTITUTE

Mr. VASQUEZ. Thank you. I would like to thank Chairman Bereu-
ter for inviting me to testify. In the interest of transparency, let me
point out that neither the Cato Institute nor I receive government
money of any kind.

President Bush has called for a 25 percent cut in the funding of
the Export-Import Bank. I believe that the proposed cuts are a
good start, but that Congress should go much further in recognition
that the rationales for using the Export-Import Bank and its credit
do not justify its current level of authorizations.

The Ex-Im Bank and its proponents cite a number of reasons
that the credit agency benefits the United States. Yet because the
bank takes resources from the U.S. economy and diverts them to-
ward politically determined less efficient uses, its intervention cre-
ates distortions in the national economy and imposes opportunity
costs that surely outweigh the value of the bank’s intervention.

Moreover, as the GAO and the Congressional Research Service
and numerous economists have pointed out, subsidized export cred-
its do not create jobs, nor noticeably affect the level of trade. In-
deed, only about 1.5 percent of all U.S. exports are backed by the
Ex-Im Bank, far too small to make an impact on trade.

Other factors play a much larger role in influencing jobs and
trade, including interest rates, capital flows and exchange rates.
Rather, the effect of subsidized exports is to subsidize foreign con-
sumption and to alter the composition of employment and produc-
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tion in the U.S. economy without increasing economic activity or
levels of employment.

A principal rationale for use of Ex-Im Bank resources is that the
agency provides its services when the private sector is unable or
unwilling to do so. Yet the bank has been providing the bulk of its
services to countries like China and Mexico that have had little dif-
ficulty in attracting private investment on their own. Ten countries
account for 50 percent of the agency’s total exposure.

At best, then, the bank provides financing to countries that do
not have trouble obtaining credit, and in many cases may be mere-
ly displacing private investment. At worst, the credit agency under-
writes exports that should not be financed and would not otherwise
receive support.

Indeed, the lack of private sector finance is not an example of
market failure but rather an important market signal about a
project’s prospects or a country’s investment regime. In the cases
where the bank provides credit into a bad policy environment, it
discourages host governments from introducing the types of market
reforms that are necessary to genuinely attract private capital.

And so I believe that it is worrisome that the Ex-Im Bank has
significantly expanded its operations in sub-Saharan Africa in the
past few years since the majority of those countries lack economic
freedom and are on the World Bank and the IMF’s list of highly
indebted nations unable to pay their debts.

In sum, if the private sector is not already providing export cred-
it or insurance to a project, there are probably good reasons for
that, and the bank should not step in. The risks of government fail-
ure far outweigh that of so-called “market failure,” and examples
of that include the fact that Ex-Im Bank credit helps to postpone
market reforms, imposes large opportunity costs and finances firms
abroad that compete with U.S. firms.

The other principal rationale for Ex-Im Bank credit is that it is
used to countersubsidize competition that U.S. firms sometimes
face. But much Ex-Im Bank credit helps U.S. firms that do not face
competition subsidized by foreign governments. In 1999, for exam-
ple, only 18 percent of medium-and long-term loan guarantee
transactions went to counter government-backed export credit com-
petition, representing about $6.3 billion of the Ex-Im Bank’s activ-
ity.

Those figures suggest that the bank could significantly reduce its
activities without undermining its mission to counter foreign-sub-
sidized competition. The Bush Administration’s proposal to cut the
bank’s funding by 25 percent should be viewed as a starting point
even by those who believe that the agency has a legitimate role in
countering subsidized foreign exports. At the very least, then, the
Export-Import Bank should be limited to financing exports that
meet that criteria.

But the idea that the United States suffers from a playing field
that is not level is questionable. The United States exports about
$1 trillion of goods and services per year. The Ex-Im Bank backs
only $15.5 billion of that amount, or 1.5 percent of total exports,
only some of which face government-subsidized competition.

When only a fraction of 1 percent of U.S. exports faces competi-
tion supported by foreign export credit agencies, it is difficult to
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conclude that the U.S. economy is threatened by a playing field tilt-
ed against it.

If the goal is to help U.S. exporters, there are other, more pref-
erable ways in which to do so; namely, by making the United
States a more competitive economy, and Congress can do much by
addressing issues related to tax and regulatory policy.

It is time that Congress retire this corporate welfare agency. The
bank benefits a small number of firms at the expense of the rest
of us. Moreover, the tiny percentage of U.S. exports supported by
Ex-Im Bank shows that the U.S. economy does not suffer from a
lack of a level playing field.

Finally, and most importantly, Congress does not have the Con-
stitutional authority to use general taxpayer money to support spe-
cific groups.

Thank you.

[The prepared statement of Ian Vasquez can be found on page
162 in the appendix.]

Chairman BEREUTER. Mr. Vasquez, thank you very much.

Next we will hear from Dr. Brent Blackwelder, President,
Friends of the Earth. He reminded me he had appeared 18 years
ago before the predecessor subcommittee. We were looking at the
World Bank. And you may well have had some impact on us en-
hancing the environmental review process of the World Bank be-
cause of the oversight activities of this subcommittee and our push
to their executive director.

Dr. Blackwelder, please proceed as you wish.

STATEMENT OF DR. BRENT BLACKWELDER, PRESIDENT,
FRIENDS OF THE EARTH

Dr. BLACKWELDER. Thank you, Mr. Chairman. We are very
grateful for the opportunity to testify. And in my testimony I'm
going to stress several ways in which once again Congress could
make some decisive changes as you have in the past with respect
to the World Bank, and those produce very beneficial results in
terms of the projects which they support.

Friends of the Earth is a national environmental group. We're
part of Friends of the Earth International with member groups in
69 countries. So we bring a global perspective to these rec-
ommendations.

Before I go forward with these suggestions, I want to commend
outgoing Chairman Harmon, because the Export-Import Bank has
some of the very best environmental standards. And rather than
leading to a downward harmonization, these have led to an upward
harmonization, because Australia and Japan’s export credit agen-
cies are moving up with their guidelines to improve the environ-
mental performance.

Furthermore, those guidelines have helped us avoid giving a
blessing to projects which are environmentally damaging. So I
think there is a good thing that we can look at there.

Now I want to turn to several suggestions for changes which you
could put into the authorization bill. One is to ensure timely public
input and comment on projects, making environmental assess-
ments available. The disclosure. This could be similar to what is
required in the case of OPIC. We suggest a 120-day period.
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Second, you could put into place an ombudsman or an inde-
pendent review panel. This is what you did in the case of the World
Bank, and one of the beneficial results of that review was that they
put the red flags up on a very dangerous and damaging World
Bank project, the Western China Poverty Project, and that was
scrapped. So I think Congress, in particular this Committee, could
take credit there. And once again, the Export-Import Bank could
use some sort of ombudsman or independent review panel or func-
tion.

Next, the World Commission on Dams has just completed its se-
ries of recommendations. And we would urge that the U.S. Export-
Import Bank adopt and abide by those recommendations. They are
outstanding. And right now, there are several major dams being
proposed which may be eligible for export credit financing. Not only
would they create serious environmental and social impacts, but
some of them would actually destroy places of great cultural signifi-
cance to human civilization. I'm referring, for example, to the Ilisu
Dam in Turkey.

Next let me turn to the final and most significant area in which
I think what the Export-Import Bank does has huge and major im-
plications to the environment of Planet Earth, implications that af-
fect everybody on the Earth.

What the U.S. Export-Import Bank and OPIC did, according to
our study, between 1992 and 1998, was to provide support for fossil
fuel projects which will emit as much carbon dioxide over their life-
times as the entire world economy emitted in 1996. So, there has
been discussion mentioned earlier, is Export-Import Bank that big?
I'm telling you, in the environmental area, they are huge.

And their energy policy is undermining the climate concerns and
objectives that President Bush has articulated and others have ex-
pressed concern about. And this is typical also of what export credit
agencies have been dong around the world. They are not respecting
the G-8 communique saying that we need to be aware of climate
change and we should not with our financing be supporting
projects that keep countries like China and India hooked on fossil
fuels. And this was one of the concerns the U.S. Congress raised
about the Kyoto Treaty.

So it makes no sense on the one hand to say, well, we want to
go ahead, but we’re not going to do it if China and India are going
to stay hooked, and then with our Export-Import Bank and other
resources, provide only funding for this kind of project.

We would say that the big reform needs to be to shift to clean
energy sources. Because the Export-Import Bank’s financing has
gone from 3 percent to 28 percent of the portfolio in terms of fossil
fuel projects between fiscal’ 99 and fiscal 2000.

So you can make a decisive difference, and I would urge you to
do so. We would really support this. Because it’s absolutely crucial
to the health of people throughout the world that we shift our ap-
proach to energy, and the Export-Import Bank could help do so.

[The prepared statement of Dr. Brent Blackwelder can be found
on page 169 in the appendix.]

Chairman BEREUTER. Thank you, Dr. Blackwelder, and right on
time.
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Next we will hear from Mr. George Becker, former President,
United Steelworkers of America. Mr. Becker, you may proceed as
you wish.

STATEMENT OF GEORGE BECKER, FORMER PRESIDENT,
UNITED STEELWORKERS OF AMERICA

Mr. BECKER. Thank you, Mr. Chairman, Ranking Member Sand-
ers and Members of the Committee. It’s an honor to be with you.
You have my testimony. I'm not going to repeat the testimony. You
can read that.

I'd like to make some comments, though. I was the President of
the United Steelworkers of America. We have about 750,000 mem-
bers in two countries. We're a manufacturing union. We'’re the larg-
est steel union. We’re the largest aluminum union. When I say
“aluminum”, I'm representing the members in those industries.

We're the largest union representing rubber workers in the
United States and in manufacturing generally throughout those
countries. We had a broad diversification in our union, touching all
segments. Most people tend to think of us as steel only. That’s real-
ly not true.

I want to make one point with the Committee very clear. We are
not opposed to trade. We're a trading union. At conferences and
conventions I would many times ask the people in attendance, the
delegates in attendance, to hold up their hand if they’re involved
in exports. And so clearly some 85 percent of our members across
the boards from the representative leaders as these sessions indi-
cate that they are involved in export in one way or another.

We are opposed to unfair trade. This is clear. We're opposed to
dumping. We’re opposed to the virtual dismantling of American in-
dustry in the United States that’s taking place today. Literally
hundreds of thousands of jobs are being wiped out in the manufac-
turing sector annually.

We're under an assault like we’ve never faced, at least within my
lifetime, which is far longer than what I care to think about any-
more these days.

I guess the one thing that—we deal with trade, we deal with im-
ports coming into the country, and we know there are prices to pay,
but we want it to be fair competition. But even if it’s predatory
competition, we have to deal with that. The one thing that we don’t
understand, we don’t like, is when our institutions in the United
States, in which we contribute a lot, workers do, in supporting the
tax base, is used against their own best interest, like in the Ex-Im
Bank and the $18 million that was fed into Benxi, I think is how
you pronounce it, the iron and steel company in China, strictly for
the purpose of increasing its capacity.

We have a worldwide glut of steel in the world today. We're suf-
fering from that here in the United States, and people tell us con-
tinually—this Administration and the one previous told us that we
have to deal somehow with the world capacity. Somebody has to
deal with it, but nobody has dealt with it. This is the wrong way
to increase that capacity.

This is an export mill that’s in China, and it’s going to be used
to bring product back into the United States. We do not need to
increase capacity of that kind. We don’t need to use our tax money
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to do that. What we’re wiping out is family supportive jobs, what
I call the American Dream, where you can buy a house, you can
buy a car, you can educate your children, you can pay your taxes,
you can support the social network in the United States, you can
afford to pay the taxes on Social Security and Medicare. You can’t
do that on minimum wage jobs. We're wiping out the family sup-
portive jobs.

Let me be blunt, if I haven’t been up to now. I'm outraged over
the fact that our tax base money is being used to put our industry
in jeopardy. Right now we've got 18 steelmaking plants in bank-
ruptey in the United States. We've got hundreds of thousands of
jobs at risk. Some of these are going to be wiped out. Our pricing
structure has been destroyed by the imports coming in. You can’t
sell steel at the prices today that the import levels have driven it
to.

The answer is what? Do we want to wipe out the steel industry?
We'’re operating at 76 percent last week, 76 percent capacity in the
United States. That’s not enough to keep it going. We're going
down the drain. Big mills are going down the drain. I mean, the
third largest is in bankruptcy and is in danger of going into Chap-
ter 7, which means you turn the lights out on it, and others aren’t
far behind.

You can’t borrow money. They can’t reinvest in the industry. You
talk about Ex-Im Bank pouring money in for the Chinese to build
steel capacity to take our markets in the United States? Why don’t
they invest somewhat in the United States to where we can build
the capacity and make more efficient industry and keep the jobs
here in the United States, the kind that pays all of our freight—
yours, mine, and everybody else in this country?

I think it’s outrageous for us to deal with China this way. It’s
a predator nation. We have over a $400 billion deficit, trade deficit
with China. They don’t respect human rights. They're a repressive
government. People cannot share in a wealth they help create in
China. They can’t take collective action like we can in the United
States, and you can in the rest of democracies. I think it’s a terrible
situation.

Surely this can’t be what Ex-Im Bank was designed to produce,
to wipe out jobs.

You know, there was a comic strip I used to refer to years and
years ago. Maybe everybody’s forgot it—“Pogo”. He said, “We have
met the enemy and he are us”. Sometimes I think this is where
we’re heading right now. We should come to grips with who’s side
we're really on.

In conclusion, let me say I think this is an excellent opportunity
for your Committee to examine the functions of the Ex-Im Bank,
to take a good look at this, and let’s get it back on track while we
still have time.

Thank you.

[The prepared statement of George Becker can be found on page
173 in the appendix.]

Chairman BEREUTER. Thank you, Mr. Becker. And may I say
that I think all of you have made your points very concisely and
very ably.
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The subcommittee will now proceed under the 5-minute question
rule. And I can assure Members that we expect to have a second
round of questions, so if you don’t complete your first line of ques-
tioning, we’ll come back to you shortly.

So I'll begin with the questioning under the 5-minute rule, and
we will recognize Members here in order of seniority at the begin-
ning of the hearing and those who arrived slightly after it began,
we’ll recognize you as you appeared.

Mr. Christman, I would begin with you and ask you two ques-
tions. If it’s possible, can you estimate what effect a cut in Ex-Im
Bank funding would have on Case? Would you have had to lower
your production levels if we had this proposed level of authoriza-
tion, a 25 percent cut? And that’s a difficult one to answer, I imag-
ine.

But here’s the second one. Case is a large—I’ve got to make sure
I get “IH” in there, having some family history in it—is a large cor-
poration with a strong credit history. Please explain why a major
corporation such as yours could not finance these export trans-
actions without the Export-Import Bank.

Would you take a crack at those two questions, please?

Mr. CHRISTMAN. I’'d be happy to, Mr. Chairman. If we look at the
impact of a 25 percent reduction, let’s just put it in perspective. If
we look at the tractors that we build at a union facility in Racine,
Wisconsin and the production that goes into just those former So-
viet Union countries that require Ex-Im Bank financing, represent
one month of production at that factory.

Out of our combine factory, Ex-Im Bank finance production ac-
counts for 2%2 months of our production. So if you just do very sim-
ple math, if the budget is cut 25 percent and our share of that busi-
ness goes down 25 percent, we would have to take temporary shut-
downs at our tractor facility of an additional week, workers would
be off work. And at our combine factory it would be a little over
2V% weeks. So a major impact to our factories and the workers in
those factories for a 25 percent cut.

It’s important as we compete on a world market, relative to the
second part of your question, we are willing to compete with any
company in the world on product, on pricing and financing, com-
pany to company. It’'s when we’re up against government-sub-
sidized financing that we’re not able to compete, even with a fairly
large company. When we're up against Hermes financing from Ger-
many or Kolke from Poland or wherever, that is where we’re not
competitive, and that’s where we need Ex-Im Bank’s support.

Chairman BEREUTER. Thank you very much.

Dr. Bergsten, you have quite a discussion on page 6 on market
windows. And you’re describing a situation where the official insti-
tution of a competitor country is the official lender and a private
bank. And you suggest that together, the Canadian and German
market windows, these hybrid institutions, did $12 billion of fi-
nancing in 1999. Can you enlarge a little bit as to what you think
the overall impact of that is?

And since OECD arrangement appears not to have covered this
issue, what should be the policy of our government with respect to
these market window competition factors that we face?
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Dr. BERGSTEN. On the second question, I think our policy, as I
suggested in broad terms in my statement, should be to bring these
market windows, like all other aspects of export credit finance,
under the international restraint agreement.

The problem has been that the nature of those new market win-
dows has enabled their proprietors—particularly the Canadians
and Germans, but more are coming—to argue that they are not
covered by the arrangement. I know the Ex-Im Bank has tried to
take them to court, so to speak, but they have rejected it. As a re-
sult, those operations have clearly won contracts that our people
didn’t even know about.

Part of the international arrangement on export credits is prior
notification so that the various export credit agencies can match
the offers made by their competitors. In these cases, the foreigners
do not even notify. So our people, like Case or somebody else, wind
up losing the contract for which they didn’t even know there was
competition from an official export credit agency abroad. I think
that’s an egregious practice, and we certainly want to bring it
under control.

As I argued, however, we’re going to bring it under control only
if we're willing first to fight fire with fire.

What’s the nature of the beast? It’s an invention by foreign coun-
tries that literally provides market-type operations under a govern-
ment guise. The two countries involved have brought in a lot of pri-
vate-sector expertise—incidentally at higher salaries—people with
experience in the banking sectors, but they’ve brought them under
a government program in which the government provides the start-
up capital. It requires no payment of dividends and there is no tax-
ation of earnings, therefore that money can be plowed back into the
program. Also, where there are implicit government guarantees for
any of the credits being made.

In addition, they even shift some of their administrative cost to
the government payroll. In the German case, for example, through
an institution that does a lot of domestic finance as well as inter-
national finance.

So it’s a clever invention on the part of the foreign competitors.
It reveals once again the old truth that people in this business are
always trying to stay one step ahead of the judge. The problem is,
if we don’t catch up and match it, and then try to bring it back
under the rules, we lose.

Chairman BEREUTER. Thank you, Dr. Bergsten.

The gentleman from Vermont, Mr. Sanders is recognized.

Mr. SANDERS. Thank you, Mr. Chairman. Let me say a few words
on an issue that I think almost everybody has touched on, and then
I have a couple of questions. That is the issue of the level playing
field. And I think Dr. Bergsten and others have said that it seems
to be unfair that some of the European countries, for example, pro-
vide higher subsidies than we do and it creates an unfair level
playing field.

But let me talk about comparisons between the United States
and Europe. I find it interesting that people pick out this issue. In
Germany, wages today are about 25 percent higher than they are
in the United States for manufacturing.
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Every worker in Europe has a national health care program, and
I hope that those people who are speaking in favor of the Export-
Import Bank will tell us that they want to level that playing field
and we can count on your support for national health care pro-
gram, higher wages for our workers. I hope you’ll be talking about
leveling the playing field.

In Europe, most of the countries have very strong family leave
programs, as you know, not like we have where we don’t pay work-
ers, but in Europe I think they pay 50, 80 percent of the wages of
women who have babies, and I look forward to your support on
that issue, and it will level the playing field.

In Germany we heard college education is free, not $20,000 or
$30,000, because the government puts money into college edu-
cation. So we’ll look forward to your support for my legislation to
double and triple Pell Grants.

In Germany I think it is, the workers have 6 weeks’ paid vaca-
tion, and we want to know obviously as we level the playing field
with Europe, for your support in that area as well.

And I think probably in Europe, although I'm not an expert on
that, you probably don’t have situations where large multinationals
pay zero taxes like General Motors does in the United States. They
probably have a more progressive tax system.

The point being, Mr. Chairman, when we talk about a level play-
ing field, let’s look at all aspects of our society and not just one.
And if they want to talk about a level playing field in terms of the
social services that are provided to the working people in Europe,
let’s work together on that issue.

Also when we talk about a level playing field, I would like some
of the gentlemen who are supporting MFN either now or later to
talk about a level playing field for an American worker competing
against somebody in China who makes 25 cents an hour, who can’t
form a union, who can’t demand democratic representation for their
government. I want to talk about a level playing field in that re-
spect as well.

Let me ask Mr. Becker a question. Mr. Becker, the United States
has today something like a $450 billion trade deficit. We hear
many people telling us, as we have today, about all of the jobs that
are created through exports, and that is very clearly true. Good
jobs are created from exports. I have no argument with that. But
I seem not to hear another part of that equation. Maybe my ears
didn’t hear it. And that is if you have a $400 billion trade deficit,
there has to be at least one or two jobs that seem to be lost.

In other words, economists tell us—I know they differ on this—
that for every $1 billion of export, you create 14,000 new jobs.
What about every $1 billion of trade deficit? Mr. Becker, do you
want to comment on that?

Mr. BECKER. Absolutely. I was a member, as you’ll see on my tes-
timony, I was a member of the Congressional Trade Deficit Review
Commission that was just terminated at the beginning of this year.

The figures that they use, that the Commerce Department has
used and Labor has used, that 13,000 jobs exist for every $1 billion
of exports, and they point to that with a great degree of pride, you
can multiply that. If you use that same figure and turn it around.
Now maybe it wouldn’t be precise. Incidentally, it’s between 13,000
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and 20,000 jobs. It’'s somewhere in that range, according to the
pricing of the product and that. You turn that around with a $400
billion deficit, you’re talking somewhere in the neighborhood of six
million jobs that have been lost as a result of that.

Could I add one thing? You referred to Germany. Something
that’s always bothered me. You know, a lot of the transfer of jobs
from the United States to Mexico and other places in the world is
to escape the union. And I point out the value of having family sup-
portive jobs. We have an adversarial relationship in the United
States which bothers me. You know, it’s not all from our side. The
industry would like to move.

Industry in the United States, and in some respects a lot in gov-
ernment, has never accepted the union’s right to exist as an insti-
tution in this country in spite of the law. They will do everything
they can to break the union. They’ll do everything they can to run
from the union. One individual of a leading company in the United
States, maybe the world’s largest company, has said to—which rep-
resents a lot of union workers—ideally, every plant I own would be
on a barge”. Every plant I own would be on a barge.

Mr. SANDERS. I think that’s Jack Welch.

Mr. BECKER. And I could float it anywhere in the world to the
lowest price and move it at will.

Mr. SANDERS. That’s Jack Welch I think of G.E., isn’t it?

Mr. BECKER. You know who he is, too. Yes.

Mr. SANDERS. Thank you, Mr. Becker.

Chairman BEREUTER. The time of the gentleman has expired.

Mr. BECKER. Incidentally, they are the contractor on the Benxi
that I'm talking about. That’s the only reason I make reference to
that. They’re the ones who will be the recipient of electronics that
goes in there, into that plant.

Chairman BEREUTER. The time of the gentleman has expired.
Now, in accordance with the rules, we’ll call on those Members who
were here at the beginning of the hearing. So the gentlelady from
Illinois, Ms. Biggert is recognized for 5 minutes.

Ms. BIGGERT. Thank you, Mr. Chairman. First of all, I would like
to thank Mr. Christman for taking the time to be here. Case’s Burr
Ridge, Illinois Agriculture Equipment Research and Development
facility is located in my district. So I'm glad to welcome you here.

As the number one manufacturer of agricultural tractors and
combines in the world, certainly Case’s operations are important to
both the 13th Congressional District and the entire State of Illi-
nois. So I know that Ex-Im Bank has been a large part of the suc-
cess of Case and many other companies like Case.

In Illinois alone, the Ex-Im Bank has supported 118 commu-
nities, 285 companies, and financed a total of £3 billion in exports
over the last 5 years. So this certainly is, in addition also to the
42,000 jobs that it has helped to sustain in Illinois. So we’re very
happy to have you there.

Maybe you could expand on these numbers, Mr. Christman, and
share with us how the Ex-Im Bank benefits you and other export-
ers.

Mr. CHRISTMAN. OK. Let me just make another comment, and
also relative to production. The merger of New Holland and Case
brought some capacity rationalization. As I said, the industry is



54

down here 40 percent. And one of the decisions that CNH had to
make was relocating axial flow combine production. And we had a
choice of two factors, one in Grand Island, Nebraska, and another
in Brazil. And when we look at the differences between those two
and even the differences in labor. And in a combine, labor is only
about 8 percent of the total cost of the product. Most of it is, you
know, the iron and steel that goes in it.

One of the factors in that decision to keep that production in the
United States was Ex-Im Bank financing. As I indicated, that is a
large part of our production of axial flow combines. Had we not had
Ex-Im Bank financing, the decision could have had a very different
outcome. Because then we might have just looked at total lowest
cost of production.

But because of Ex-Im Bank and the importance—because Ex-Im
Bank only finances U.S. production, our decision was to keep not
only the production in the U.S. but the jobs in the U.S.

Ms. BIGGERT. In your testimony, you offered the example of the
Ukraine as an instance where Ex-Im Bank support was withdrawn
and a foreign corporation completed the transaction. Can you give
us more detail on why the Ex-Im Bank support was withdrawn in
this instance?

Mr. CHRISTMAN. I must confess, I don’t know the details of that.
That was before I came into this present job. That was a couple of
years ago. But I could just—on a little associated note, in
Uzbekistan where we have been very successful, not only did Ex-
Im Bank complete, you know, with the financing of the initial
sales, but our company then made additional investments for the
long term in joint ventures to service the equipment. Because as
you know, farmers look for much more than just the initial pur-
chase price.

So we are making investments, long-term investments, and
that’s why for us a very stable policy out of Ex-Im Bank is very
important for us to take that risk and make those investments.

Ms. BiGGERT. OK. Would you have any suggestions for improve-
ments or increased efficiencies that Ex-Im Bank could implement
in its transaction procedures?

Mr. CHRISTMAN. I think the flexibility. As we indicated, there are
other countries out there that are our competitors on a financing.
We need to be aggressive in those, be able to look at and evaluate
what that competition is and also make decisions on a fairly quick
basis. Because a lot of times, especially for seasonal products, you
need fairly fast decisions in order that you can complete your pro-
duction cycle and get it into a customer’s hand to be productive.

Ms. BIGGERT. Thank you. I see my time is just about up, so I'll
yield back.

Chairman BEREUTER. Thank you very much. Unless Ms. Kelly
returns, we're going to go to Ms. Roukema and Mr. Bentsen and
Mr. Sherman. The gentlelady from New Jersey is recognized.

Mrs. ROUKEMA. Thank you, Mr. Chairman. And I apologize for
not being here earlier. My plane at Newark Airport was long de-
layed, I've got to tell you, but we did make it. They repaired it and
we got here.

I see I have a gentleman from New Jersey whom I haven’t yet
met, but we should have met I’'m sure, because we’re not far from
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each other if your firm is in Patterson. And I do appreciate what
you have said here. And that’s a good example, this Watson Ma-
chinery International is a good example that we’re not talking
about corporate welfare, we’re talking about real jobs at real wages
in a small business. And I really appreciated what you said, Mr.
McLaughlin. I don’t know whether you want to add anything.

Oh, there was a part of what you said that you may want to am-
plify on, but you used the word “skitterish”. Skitterish about the
banks, both in New Jersey and Connecticut, that you were not able
to get help from or get financial assistance from, and that forced
you to the Ex-Im Bank, if I understood your testimony. Can you
amplify on that? Because that is central to this whole question of
how we deal with the global economy and how we deal with estab-
lishing a level playing field. Would you like to comment further?

Mr. McLAUGHLIN. Understood. Well, I'd like to say, on the one
hand, if we have a foreign receivable, our bank will not support
that in the way that we have our financing. In other words, we
sometimes finance our accounts receivable. And if it’s foreign, they
don’t want to have anything to do with it. And that, you know, for
a company that, I mean, we as Watson have, you know, 4 years ago
we only had about 10 percent export sales. So we're still learning
the ropes in how to do all this.

But that is one example. And when I say this happens to be
something that’s probably more specific to our company. In other
words, we’ve transitioned the company from being a distributor—
we were a manufacturer. We became a distributor of foreign equip-
ment made in Japan, and now we’ve gone back into manufacturing
ourselves. And frankly, we’ve been doing that in an environment
where the banks are not—the flow of credit today is not exactly
what it was a number of years ago, and that’s where we have run
into this problem, and that’s why we need the support and guar-
antee of Ex-Im Bank.

Mrs. ROUKEMA. Good. I think that’s very helpful to us. I appre-
ciate that. I do want to acknowledge that Mr. Bergsten really gave
us excellent, excellent testimony, and I took note of that. And
“they’re eating our lunch” phrase, I generally agreed with.

But I do want to observe that Mr. Vasquez, from a conservative
think tank group, and the labor union here seems to be the left and
the right coming to some of the same conclusions. But I'm not so
sure how we get back, as was said by the, I believe—maybe I mis-
understood you, Mr. Becker, but I believe you made a statement
about how do we deal with China and get them back on track,
some reference to that.

It seems to me that unless we can deal, Mr. Vasquez, with the
predatory lending that is out there, and countries like China, we
are really going to lose an awful lot of business and jobs, regardless
of what level the pay scale is. If the job isn’t there, the job isn’t
there. I don’t know. Mr. Becker, do you want to comment, or Mr.
Vasquez? We don’t have a lot of time here. But the conflict there
between the left and the right I thought was an interesting obser-
vation here.

Mr. BECKER. I don’t know what—I would like to think there’s
some point that me and Mr. Vasquez would agree on. I can’t grab
one right of the sky right now. But let me say this. It’s hard for
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me to imagine a steel company like Benxi getting a loan or a grant
from the Ex-Im Bank without some strong pressure from the
United States companies that’s going to supply them with the tech-
nology. I think that’s a given that that was done.

Mrs. ROUKEMA. Well, we’ll look into that.

Mr. BECKER. Pardon? Well, General Electric is going to supply X
millions of dollars worth of electronic equipment and the upgrad-
ing, which is a very laudable thing. I have no problem with that.
I was trying to say that we are in favor of exports. And I've had
some people ask me, well what about the 1,600 people that’s going
to benefit from that in the United States in doing that? And I un-
derstand that.

But I think you have to look deeper at what’s going to be the end
result. Sixteen hundred people that’s going to get a short-life job
in order to supply the electronic equipment for a permanency of ca-
pacity expansion that’s going to butcher our industry here. And I
think you have to examine General Electric. This is a company that
moved their engine division down to Mexico and held seminars and
forced all the suppliers in the United States to attend the seminars
and told them if you want to continue supplying General Electric,
you’re going to move your operation to Mexico.

That is not trade. And that’s where I draw the difference. When
you close a place in the United States and you build it in another
country and you bring the product back into the United States,
that isn’t trade. That’s relocation. That’s a transfer of technology
and wealth and capacity. And I think that’s a big difference that
we fail to come to grips with when we talk about Ex-Im Bank and
creating jobs.

Chairman BEREUTER. Ms. Roukema, you've generated a little in-
terest in the possibility for interaction here which could serve the
subcommittee. So, Mr. Vasquez, if you wish to comment, and Dr.
Bergsten I noticed thought he would like to comment, so we’'d like
to hear from each of you briefly if you wish.

Mrs. ROUKEMA. Thank you. I thank the Chairman.

Mr. VASQUEzZ. OK. Perhaps we can begin by agreeing with the
approximately correct pronunciation of my name is Vasquez.

[Laughter.]

Mr. VASQUEZ. I think that it’s important to keep the big picture
in mind. As Mr. Bergsten mentioned, in the past several decades,
exports and trade have grown tremendously as a share of the U.S.
economy. And it is an important share of the U.S. economy.

However, only 1%2 percent of that is supported by the Ex-Im
Bank, and only a fraction of that is supported by the Ex-Im Bank
in order to counter subsidies by export credit agencies of other
countries.

So the United States has done quite well despite the so-called
lack of a level playing field that is harming the U.S. economy.

One area in which we would probably also agree on is that the
United States should not be financing through the Export-Import
Bank firms such as steel mills in China that compete with United
States firms. And yet this is not an uncommon aspect of Ex-Im
Bank lending. When the Ex-Im Bank provides financing for air-
planes in other countries, those airlines that benefit from that sub-
sidized financing then compete with U.S. airlines.
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So I again see that the government failure of Ex-Im Bank lend-
ing is bigger than the so-called market failure that it is purportedly
trying to correct.

Chairman BEREUTER. Thank you.

Dr. Bergsten.

Dr. BERGSTEN. I'd like to make one comment, Mr. Chairman,
specifically on both Mr. Becker’s and Mr. Vasquez statements.
And, if we have time, I'd like to come back to some of the very
basic economic questions raised by Mr. Sanders and Mr. Becker.

But just one specific each for now. I have a lot of sympathy for
Mr. Becker’s concern about investment in additional world steel ca-
pacity. It is an industry with overcapacity. This is bad for the
world, bad for the U.S., bad for everybody. Agreed.

But here is the problem. The Chinese are going to build that
plant and we cannot stop them. The denial of Ex-Im Bank credit
to General Electric or anybody else is not going to stop the Chinese
from building that plant or adding to world capacity.

The issue is with whose equipment they will build the plant. Mr.
Becker acknowledges that if we export some of the electronic equip-
ment, we get 1,600 high-paying jobs. I'm not sure theyre only
short-term jobs; I don’t know the details. But at least we get that.
The alternative is to get nothing because we’re not going to stop
the plant. That is the conundrum, but we have to face the reality.

On Mr. Vasquez’ statements, he forgets a very fundamental prin-
ciple of economics called the “theory of the second best.” Mr.
Vasquez is giving us, as his Cato Institute does all the time, and
admirably so, good free market economics. But this is not a free
market. This is a rigged market where the foreign export credit
agencies subsidize their output.

The theory of the second best in good classical economics says
that when a distortion is created by government action the welfare-
enhancing outcome is to counter it with government intervention to
offset the subsidy. So even in welfare economics terms, it’s a win-
ner.

Mr. Vasquez has said that only a small percentage of Ex-Im
Bank transactions compete with foreigners. I just don’t believe it.
I will have to look at his numbers and his source. These may be
only those that have been notified by the foreign export credit
agencies, I'm not sure. But I can tell you, one Boeing aircraft is
worth more than all the numbers he cites for being directly com-
petitive. Yet every Boeing aircraft is competing with an Airbus sup-
ported, and to a large extent subsidized, by Europe. His numbers
just can’t be right.

The whole purpose of the Ex-Im Bank—and I trust its manage-
ment to a reasonable extent in that regard—is to cope with foreign
export credit competition. They do not have such an unlimited
budget from Congress that they can run around striking whatever
deals they want.

So I would submit that most of it is competitive with foreign ex-
port credit subsidies. To the extent that’s true, the theory of the
second best says, I think even to the Cato Institute, you match it
and then try to drive it down to a level playing field at the lowest
possible subsidy level.
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Chairman BEREUTER. Thank you, gentlemen, for this exchange.
Members may want to pull you back to it again, but I want to turn
now to Mr. Bentsen for his 5 minutes.

Mr. BENTSEN. Thank you, Mr. Chairman. I’'m going to follow up
on that. Because Mr. Vasquez, you went on to say when we sub-
sidize an aircraft for sale, a Boeing aircraft—since that’s the only
commercial aircraft manufacturer left in the United States—to a
foreign country, then it competes with our airlines.

And the next logical step, if that would appear to be a problem,
would be that we then have some form of an export control regime
on U.S. aircraft and other equipment to ensure that it doesn’t end
up in the hands of our competitors, which I think would be a catas-
trophe in the long run.

I think Dr. Bergsten is right that we are trying to sell goods and
services. The fact is the rest of the world does manufacture steel
plants, or create steel plants. They do operate airlines. They do a
lot of things that we do in this country. But aren’t we better off
that among the ingredients of providing those services are ingredi-
ents that are produced in the United States as opposed to ingredi-
ents that are produced in other industrialized countries or emerg-
ing countries around the world?

The second thing I would ask is this. And this is an issue that’s
come up in the past when we’ve talked about this, that somehow
there is a zero sum in terms of capacity in our manufacturing. That
somehow if we provide an export subsidy, we are swapping manu-
facturing or job creation manufacturing from the United States to
another locale.

And that would seem to me, the logic of that—I think it’s illogi-
cal, but it would seem to me that would be saying that there’s a
limit on, an absolute limit on what U.S. corporations can manufac-
ture, you know, the number of turbines, that we’ve hit those limits
and somehow we're either creating wealth over there or wealth
over here, as opposed to being able to create wealth in both places.

And I'm not sure that even Cato would agree with that. And I
apologize for missing your testimony. But again, I have to agree
with Dr. Bergsten that otherwise you’re taking the position that we
should be purely free market, purely classical, all others be
damned, regardless of whether it’s at our disadvantage in the long
run or not. Is that the position?

Mr. VASQUEZ. Let me begin by saying that my figures come di-
rectly from the Ex-Im Bank in terms of what size of exports the
Ex-Im Bank helps to support and in terms of the percentage of its
loans and guarantees.

Mr. BENTSEN. I'm not asking about that. That’s between you and
Mr. Bergsten.

Mr. VASQUEZ. Right. I'm answering. I'm making a point. I agree
that export controls would be a disaster. That is not something
that I would advocate. I think that that would harm the U.S. econ-
omy.

In a situation where the foreign country is subsidizing its ex-
ports, are we better off doing the same? I think we have to weigh
that with the opportunity costs that are implied by Export-Import
Bank financing—and I went through some of that at the beginning
of my testimony—because we are pulling resources from the rest
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of the U.S. economy in order to subsidize certain exports. And in
that sense, we are imposing opportunity costs that many econo-
mists have identified as potentially large. Those are difficult to
measure.

Mr. BENTSEN. OK. Well, let’s go there for a second. The oppor-
tunity costs on $800 million per year that could be spent or reduced
tag)(es or something along those lines. Is that what you were getting
at?

Mr. VASQUEZ. No. I'm saying that when you pull resources from
efficient uses to politically determined, less efficient uses, you are
reducing the productivity of the U.S. economy and increasing the
opportunity costs to the rest of us. Financing that goes to Boeing
is not available for financing that would go for something else in
the U.S. economy. That is an opportunity cost.

Proponents of the Ex-Im Bank usually never mention those costs.

Mr. BENTSEN. Let me ask you this. And that’s a legitimate issue
for you to raise. Do you have an analysis of what that opportunity
cost is or a theory beyond just the basic theory, do you have some
pro forma of where other companies that might produce and create
jobs in addition to the jobs that Boeing has that investment would
be m?ade in the United States otherwise were Ex-Im Bank not to
exist?

Mr. VASQUEZ. I have never seen the Ex-Im Bank or anybody else
even look into that in a systematic way.

hMl;. BENTSEN. But have you, has Cato or anyone else looked into
that?

Mr. VASQUEZ. No, we haven’t. It’s a difficult cost to measure.

Mr. BENTSEN. Anyone else?

Dr. BERGSTEN. Yes, I would just add a word. Mr. Vasquez is, of
course, right. There’s an opportunity cost for any dollar that we as
individuals, and we as a Government spend. So you have to ask,
what’s the cost-benefit payoff on an individual expenditure?

My view is that a dollar spent on Ex-Im Bank programs has a
much higher payoff than most dollars spent by the Federal Govern-
ment. The reason is what I said at the outset. Exporting firms and
workers in exporting firms do better, considerably better than the
average. They get higher pay. Their jobs are more stable. Produc-
tivity is much higher.

If we can use Ex-Im Bank effectively and strategically to bring
firms like Mr. McLaughlin’s, particularly small firms, into the ex-
porting business where they have faced barriers to entry and have
not played as big a role as they can, we will be making a major
contribution to raising incomes, wages, and benefits in the U.S.
economy.

In fact, expanding the share of exports in our economy is one of
the most cost beneficial steps we can take with the use of Federal
funds. And so I would submit sure, maybe Mr. Vasquez or some-
body else can come up with a still better use of the marginal Fed-
eral dollar. But this is a pretty good one, as documented by study
after study, including by my own Institute.

Mr. BENTSEN. Thank you.

Mr. VASQUEZ. May I briefly say

Chairman BEREUTER. We'll hear briefly from you again, Mr.
Vasquez.
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Mr. VASQUEZ. I am not comparing the opportunity costs of one
Federal program against another. 'm comparing the benefits of Ex-
Im Bank spending to the benefits of ordinary citizens keeping their
money and spending it on their own.

Chairman BEREUTER. I appreciate the interaction in the panel.
I think it’s probably in the best interests of the subcommittee to
let it proceed. The gentleman from California, Mr. Sherman, is rec-
ognized.

Mr. SHERMAN. Thank you, Mr. Chairman. I think that what’s be-
fore us is not just whether we reauthorize this bank for 5 years,
no changes, congratulate them on the one hand, or pull the plug
completely on the other.

We ought to explore whether to reauthorize for 1 year or 2 years.
If we do otherwise, we're basically abdicating our responsibility to
oversee this bank and giving all that authority to the Appropria-
tions Committee, which will then decide year after year whether
the bank is worthy of its appropriation, and will in that process try
to give the bank some direction.

I think we have more expertise in this subcommittee to give the
bank direction. I think that it’s particularly important that we do
so, because the witnesses here today have illustrated that some-
times the bank violates its own rule against financing activities
that hurt the United States economy.

We're told that the Chinese are going to build the plant anyway,
and therefore, Ex-Im Bank isn’t displacing the steelworkers that
we're concerned about. But one would suspect that the total
amount of subsidized financing that’s available to China is being
ratcheted up. We offer a 5 percent loan, so Europe offers a 4 per-
cent loan, so we offer a 3 percent loan, Europe offers a 2 percent
loan, so Ex-Im Bank really isn’t involved in the transaction, but the
Chinese then get a 2 percent financing of their plant. And I see
Fred even nodding.

I think that having Europe and the United States compete to
subsidize Chinese industrialization has got to lower the cost of cap-
ital to China and lead to more competition for American steel-
workers.

And so I'll ask Mr. Vasquez, have we seen the political power
that’s being used to try to get this bank reauthorized instead used
to try to get the United States to pressure the Europeans to stop
their corporate welfare? Or put another way, perhaps the best best
for the companies involved on both sides of the Atlantic is for the
United States companies to demand corporate welfare to match the
European corporate welfare, and the European companies get cor-
porate welfare to match the American corporate welfare.

Have you seen any political power whatever being used to stop
this escalating process?

Mr. VASQUEZ. There have, of course, been initiatives to reduce
this type of unfair competition globally, as Dr. Bergsten has cited.
His Institute published a book earlier this year in which it is noted
that even the Europeans that have more expensive export financ-
ing programs are now reassessing those programs.

Mr. SHERMAN. Have we had any success? Have we been able to
reduce the subsidy? I see your colleague also wants to comment,
but I get a limited—several do want to comment, but I have such
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a limited amount of time. I want to go onto what is the most impor-
tant issue.

Mr. VASQUEZ. Over the years there has been limited success, but
countries have found ways around it. Those same countries are also
finding less expensive ways to operate.

Mr. SHERMAN. All of my colleagues have been given kind of this
recapitulation of Ex-Im Bank as district pork. I was given a list 6
months ago or less of companies in my district who are helped. We
called them all. None of them thought they got any significant
help. I've been given two more companies, and we will be calling
them as well.

What concerns me is, yes, you can add up your sheet and maybe
find that in your district, $5, $10, $20 million worth of productivity
is occurring in your district supported by Ex-Im Bank. But you
have to weigh that against the adverse effect that I think Ex-Im
Bank is having on the California energy situation. And if you were
to look at the number of jobs dependent in every one of your dis-
tricts on trade with California, it would dwarf the one percent of
the five or ten percent of our economy that’s involved in exports,
the one percent of that that is somehow involved in the Export
Bank.

Do no harm to the American economy means not only don’t lead
to the production of more steel plants in China. It also means, don’t
finance those companies that are telling California, go to the back
of the line when it comes to getting electric turbines. This is a cri-
sis that will kill people in California and perhaps put the entire
country in a recession. And yet the Export Bank is, I believe their
number one category, number one or number two, is the very elec-
tric turbines that California needs.

So I would hope that through continued oversight, we can make
sure that this bank does no harm and perhaps that at least in the
electric turbine area, we restrict our subsidies to those companies
that really treat this American tragedy in California seriously.

I don’t know if I have any more time, but I know that
several—

Mr. BECKER. Could I make some comments?

Chairman BEREUTER. Briefly you may respond, certainly.

Mr. BECKER. Pardon?

Chairman BEREUTER. Briefly, you certainly may respond.

Mr. BECKER. This is something we always wrestle with. I men-
tion that we represent aluminum companies. I want you to know
what’s happening in the Bonneville Power Basin up in Washington
where the largest concentration of aluminum smelters are located,
some of them steelworkers, some of them not. The Bonneville
Power Association is trying to get them to voluntarily shut down
all of the aluminum capacity and the power will go down to Cali-
fornia.

That may sound very noble on the surface, but we shut down
steel, we shut down aluminum, we’re shutting down the rubber in-
dustry. I mean, where does this end? These are the jobs that keeps
this engine of America going. And I think we need to look at this
on a broad basis.
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You know, the Ex-Im Bank was empowered—is a creature of our
own policies in this country. And the policy of this country should
not be to create permanent competition for America abroad.

Dr. BLACKWELDER. Mr. Chairman, could I also respond?

Chairman BEREUTER. Dr. Blackwelder.

Dr. BLACKWELDER. In my testimony I tried to emphasize that the
Export-Import Bank was doing serious environmental harm by its
energy portfolio. And what it’s doing is essentially subsidizing a
very mature fossil fuel industry, neglecting all of the potential op-
portunities in wind, solar renewables and so forth that are possible
to pursue.

And so this is a very, very serous choice that I think the Com-
mittee has, what kind of policy is this bank supposed to be pur-
suing in the energy sector? Because that lending grew to 28 per-
cent of its total portfolio between fiscal 1999 and the year 2000.

Chairman BEREUTER. I thank the gentleman. I think we should
move to our second round. It’s a little difficult to be consistent with
a national energy policy, though, I can’t help saying, when we don’t
have one.

I'd like to ask briefly Mr. McLaughlin, can you tell me exactly
how you came to use the Export-Import Bank for the first time?
We’ve had questions about information technology and whether it’s
small business-friendly or not. Tell us how you first became in-
volved, if you would, just briefly.

Mr. McLAUGHLIN. Yes. I had been going to seminars by a group
called the Capital Equipment Export Council, and there was a
presentation there by Ex-Im Bank that raised our interest, and
that’s how it got started.

Chairman BEREUTER. Thank you. Have you had more than one
involvement with Export-Import Bank? Have you had more than
one export?

Mr. McLAUGHLIN. Transaction?

Chairman BEREUTER. Yes.

Mr. McLAUGHLIN. Yes. We're doing ongoing transactions at this
stage.

Chairman BEREUTER. Thank you.

Mr. Vasquez, we heard testimony, written testimony from small
businesses, that they are not able to find local and regional banks
willing to provide export financing to them. And my question to you
is how can these businesses access capital when often the private
sector is too inexperienced or unable to provide export financing to
the small businesses, particularly if they have no long-term or
demonstrated involvement in export?

Mr. VASQUEZ. There are about 200,000 medium and small busi-
nesses that export in the United States. About one percent of that
receives Ex-Im Bank credit. So I suppose that you’re talking about
the tiny proportion of companies that face this problem.

I think that they would have to begin just as other companies
begin, by looking at the options that are available in the market.

And sometimes if a company cannot find financing in the market,
there are good reasons for that. The risks may be too high. Appar-
ently this is not too much of a problem for the U.S. economy or for
small businesses.
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Chairman BEREUTER. I'll just venture a view that some parts of
the country are not served well with banks that have experience
with exports at all, and so there’s quite a differential in the quality
and experience in the banking sector across the country.

I'd like to ask Mr. Blackwelder whether or not you have raised
or if you know that anyone has raised the issue that you raise with
respect to a public comment period such as the World Bank has,
and if so, what the reaction has been.

Dr. BLACKWELDER. Well, I would just say, we have had discus-
sions with a lot of people, and most recently was with the Com-
mittee when you proceeded to provide a 60-day comment period
with OPIC. And we are suggesting that you ought to do this with
the Export-Import Bank as well, in addition to requiring disclo-
sures of their environmental assessments and so forth.

Chairman BEREUTER. Dr. Bergsten, you before wanted a chance
to respond to the basic question in which the panel involved itself,
and I have about a minute and 20 seconds left here. Do you want
to start that process, and we will hear at least from one or two
other panel members, and that will conclude my time?

Dr. BERGSTEN. Right. Both Mr. Sanders and Mr. Becker raised
the question of the effect of the trade deficit and aggregate eco-
nomic conditions on the issue we'’re talking about today.

I'm with Mr. Sanders. I would like higher wages, better pensions,
better health care, more paid vacations for American workers. But
countries make different choices about such variables. And what
happens in the big picture of the world economy is that those are
evened out by exchange rate changes.

When countries adopt fundamental national standards or out-
comes, like wages, a couple of things are in play. One is, they re-
flect underlying productivity levels. The reason German wages are
higher than American wages, the reason they take more paid vaca-
tions, and so forth, is that German productivity is considerably
higher than American productivity. They earn it.

Then in terms of the international effects, it is equated over time
by exchange rate movements. Now, they’re not perfect. If they
were, we wouldn’t have these huge surpluses and deficits. Ger-
many, incidentally, for all its high productivity, has been running
a trade deficit for the last 10 years since the unification of the
country.

But you have to look at wages and everything else in the context
of underlying productivity. There is one place where I believe that
you have to fight fire with fire. That’s when you compete directly
across borders, as with export credits or import tariffs and quotas,
where you have direct international economic competition. That’s
where I would argue you have to find a level playing field, whether
it’s on trade barriers or export subsidies or whatever.

Mr. Becker picked up the point and said we've lost six million
jobs over a recent representative period. Well, of course, he cannot
be speaking about net jobs, because over the recent 10 to 20 years,
we've created 20, 30, 40 million jobs on balance. We certainly lost
some jobs, but we’ve created many more than we lost. So there has
been net job creation.

And the point about international trade, both exports and im-
ports—I agree with him on that—is that the impact is not on the
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total number of jobs, it’s on the quality of jobs and their composi-
tion. And as I said, the export jobs turn out to be the best jobs, the
highest-paying, and the most stable. So to the extent we can shift
in that direction, we're better off.

But the fact that we’ve had a large and growing trade deficit,
which I incidentally have criticized, attacked, and tried to remedy
more than most outside economists, does not mean we haven’t cre-
ated jobs. That large and growing trade deficit has coincided with
the most dramatic period of job creation in the history of the
United States; and in recent years, with creation of good jobs with
rising wages at all levels of the income stream.

So this puts those basic economics on the table.

Chairman BEREUTER. Thank you. I think undoubtedly this ques-
tion may generate more responses, but on other Members’ time.

The gentleman from Vermont is recognized for a second round of
questions.

Mr. SANDERS. A fascinating discussion. I think we can go on a
long time with it. Let me make a few comments and then ask some
questions. Marge Roukema before mentioned that our competition
is quote/unquote, “eating our lunch”. I think she is right.

I would hope then that she would reconsider support and Mem-
bers of Congress—and I want opinions up here—about Most-Fa-
vored-Nation status for China, which has led us to an $83 billion
trade deficit; NAFTA, which has led us to a trade deficit. We can’t
say, gee, they’re eating our lunch. No kidding.

We've opened our entire market. We're competing against people
who make very terrible wages. American corporations are running
to these countries investing all kinds of money, not in Vermont but
in China, and lo and behold, they're eating our lunch. What a great
shock. I am not shocked. So I would like to ask briefly the members
up there, are you prepared to ask for revoking MFN with China?
Just go right down the line, based on the failure of an $84 billion
trade deficit.

Mr. Christman.

Mr. CHRISTMAN. No.

Mr. SANDERS. Mr. McLaughlin.

Mr. McLAUGHLIN. No.

Mr. SANDERS. Mr. Bergsten.

Dr. BERGSTEN. No. Because China is about to join the WTO.

Mr. SANDERS. I have to keep it narrow here.

Dr. BERGSTEN. When they join the WTO and you don’t give them
MFN, we lose the market and the $83 billion becomes $100 billion.

Mr. SANDERS. Sorry. I've got limited time. I'll get back to you.

Mr. Vasquez.

Mr. VASQUEZ. No. I don’t view the deficit as a sign of failure.

Mr. SANDERS. Dr. Blackwelder.

Dr. BLACKWELDER. We opposed Most-Favored-Nation for China.

Mr. SANDERS. Mr. Becker.

Mr. BECKER. Absolutely. And I'd like to have the opportunity to
respond to our steelworkers in productivity, if I could have a sec-
ond.

Mr. SANDERS. I should also point out, Dr. Bergsten is of course
correct in saying that we have seen the growth of many jobs, and
unemployment is relatively low. But we should point out that with
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the decline of manufacturing, we have also seen that real wages,
inflation accounted for wages today for the average American work-
er is 8 percent less than in 1973.

So we have seen the growth of jobs. Many of them are part-time
jobs. Many of them in fact are low-wage jobs. And I would agree
with you that manufacturing jobs and export jobs are good jobs.
But it is not in my view, Dr. Bergsten, good enough to say, well,
we are creating these jobs. They’re becoming a more important part
of our economy.

What about the issue of lost opportunity? And that has to be part
of the equation. When people are investing billions in China, they
are not investing in the United States of America. When we’re see-
ing steel going down, textiles going down, bicycles going down,
those are jobs—sneakers—those are jobs that could have been done
by American workers.

Let me get back to a point I raised earlier, and very briefly be-
cause we have very little time and I’d like all the people to speak
very briefly about it. Over and over again we’ve heard about “level
playing fields”. Does anybody up there honestly believe that when
we, quote/unquote, “compete” with China, a country where workers
are paid 20 cents an hour, can’t form a union, can’t speak up for
their rights without going to jail, how does anybody talk about that
being a level playing field?

Just go right down the line and be very brief. And I apologize
for the brief. Mr. Christman, do you believe that you can have a
level playing field under those conditions?

Mr. CHRISTMAN. Well, our competitors exist in Europe and
they’re not manufacturers in China.

Mr. SANDERS. OK. Fair enough.

Mr. McLaughlin.

Mr. MCLAUGHLIN. Well, I mean, there’s competition, and we have
to figure out a way to become better at it.

Mr. SANDERS. But we represent the American people. Do you
think we should put American workers to quote/unquote “compete”
against people who are forced to work for 20 cents an hour?

Mr. McLAUGHLIN. We have to figure out—yes. I think we have
to figure out how to do that. I think we do.

Mr. SANDERS. Dr. Bergsten.

Dr. BERGSTEN. You certainly can have a level playing field in
those conditions because of the much lower productivity in China.
Having said that, I'm with you on trying to use every lever we have
to get them to permit free association, unionization of the work-
force, and democratization of their labor force.

I think the best way to do it is to engage with them, not divorce
from them.

Mr. SANDERS. OK. Good discussion.

Dr. BERGSTEN. And therefore move in that direction.

Mr. SANDERS. I apologize. I've got to move on.

Mr. Vasquez.

Mr. VASQUEZ. I am in favor of engagement for many of the same
reasons.

Mr. SANDERS. Dr. Blackwelder.

Dr. BLACKWELDER. We should do an entirely different trade ar-
rangement with China which recognizes the unlevel playing field
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but also looks at the opportunity to improve worker rights, improve
their environmental conditions and so forth, and it’s not the kind
of trade agreement which you had the opportunity to vote on last
year.

Mr. SANDERS. Right.

Mr. Becker.

Mr. BECKER. Yes. With all of those things. If I could say, there’s
two kinds of trading partners that we have. One are like the G—
7, industrial countries that have the same kind of standards we do,
thehsame laws, the same environment, the same respect for human
rights.

Mr. SANDERS. Right. Brief.

Mr. BECKER. And then we have the other kind that comes under
those same laws like, more than China, but China for sure, Russia,
Indonesia and several of the South American countries.

Mr. SANDERS. Let me just say this. I think there is probably
widespread agreement from everybody in this room that we want
a trade policy which creates good paying American jobs. Nobody in
thif1 room is against trade. You've got to be crazy to be against
trade.

It is my feeling, and I think the evidence is overwhelming—I
cannot believe that people cannot see it—is that our current trade
policy in general is failing, and failing big time. That doesn’t meant
to say that Mr. Christman is not going to create some good jobs.
Of course there are good jobs being created.

But overall, if you look at what is going on in terms of lost oppor-
tunity, lowering wages, huge trade deficits, I think we have got to
be rethinking our entire trade policy, rethinking Ex-Im Bank, and
say how do we use these $800 million in a much better way than
we ?are currently using it to create decent-paying jobs in this coun-
try?

Thank you, Mr. Chairman.

Chairman BEREUTER. Thank you, Mr. Sanders.

The gentlelady from Illinois, Ms. Biggert is recognized.

Ms. BIGGERT. Thank you, Mr. Chairman.

Mr. Bergsten, in testimony before this subcommittee, the Ex-Im
Bank suggested some options that it might have to consider to op-
erate with the lower appropriation, including increased transaction
fees, reducing the percentage of a transaction it will finance or lim-
iting the number of high-risk transactions it undertakes.

What is your reaction to these possibilities, and do you think
that such changes in Ex-Im Bank’s operations would hurt U.S. ex-
porters?

Dr. BERGSTEN. I think all those changes would be bad, and I
think they would hurt U.S. exports. The bank’s staff apparently
has given you an honest rendition of what they would have to do
if forced to live within a tighter budget. But by definition, all those
would raise the cost of exports and thus hurt our market share or
reduce our responsiveness.

I particularly worry about the part that says they would take
less risky transactions, because—I'm with Mr. Vasquez in a
sense—wherever you've got private finance available, you use it.
The objective of government finance is to come in where the private
market fails, in part because of risk. And therefore, you want Ex-
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Im Bank to take some of the riskier business that can generate
new sales, which otherwise wouldn’t occur.

That option would be particularly harmful. But I think they're all
bad. That’s why I propose a sharp increase in the bank’s level and
certainly would strongly oppose any decrease like that proposed by
the Administration.

Ms. BIGGERT. Thank you.

Mr. Vasquez, when you were talking about how little the bank
actually takes on competition, have you done an analysis of who
competitors were? I know on page 6 you point out that less than
20 percent of Ex-Im Bank’s finance deals were justified on grounds
of foreign credit competition. Have you analyzed that 20 percent?

Mr. VASQUEZ. No. The data was not very transparent that was
available by the Ex-Im Bank. But I would be interested in getting
much more information from the agency to be able to do a more
thorough analysis so that we all know what the effects of Ex-Im
Bank finance are.

Ms. BIGGERT. Well, it would seem that when Ex-Im Bank has
been able to provide the level entry capital in regions where the
commercial banks deem that they're too risky, would it be true that
after they have helped in these transactions then that other banks
are willing to come in and be involved with that so that they really
have provided companies to bring in lenders where that wouldn’t
otherwise be—they wouldn’t be viable?

Mr. VASQUEZ. Yes. That’s what Ex-Im Bank does. And in my tes-
timony I explained why I thought that was not a good idea, be-
cause in many cases, the Ex-Im Bank is actually financing invest-
ments that would not otherwise take place and should not.

I gave examples of Sub-Saharan Africa, for example, that for
some reason many projects in many countries there are not able to
attract private capital genuinely on their own. And a large part of
the reason is because they have economic policies that are poor,
that are inimical to growth. They need to change those polices. We
should not be rewarding them with Export-Import Bank credit.
That merely discourages the spread of market reforms.

Ms. BIGGERT. So the alternative would just be not to have any-
thing to do with those markets and let somebody else come in if
they wanted to?

Mr. VASQUEZ. The alternative is to increase the pressure of the
market to those countries to introduce market reforms. In some
cases other governments will provide that financing. But that’s a
mistake both for the recipient governments and for the lenders, in
my view.

Ms. BIGGERT. OK. Thank you. My time has expired.

Thank you, Mr. Chairman.

Chairman BEREUTER. Thank the gentlelady.

The gentlelady from New Jersey is recognized.

Mrs. ROUKEMA. All right. Thank you. And with respect to my
friend from Vermont referencing the fact that I said they’re eating
our lunch, I was quoting one or two of our panel members and
asked them for an explanation of that. That was not my authority.
That was not my quote.

But they responded very directly to the question. Now I'm not
ideological on this subject. 'm a very pragmatic person. I try to
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look for pragmatic and workable solutions. And all I know is that
we are facing a global economy that’s a revolution in world history,
OK? And people like those of us in this room and those that we're
representing here are going to have deal with it and not look at
ideological resolutions and look at the past centuries, because it
won’t work, as the Boeing Airbus question pointed out.

And I don’t know if Mr. Bereuter will agree with me, but I'm a
member of the—we are members of the NATO Assembly and we
go to these NATO meeting assemblies and I serve on the Economic
Committee. And if there’s anything I've learned over the past sev-
eral years, it’s that we’re in competition. We have a lot of competi-
tion with the Europeans.

If we don’t deal with the Chinese and these other countries, the
Europeans are going to very quickly—Airbus—are going to very
quickly step in, whether it’'s WTO or not, OK?

So I just want to say, I think we have to deal with this, not
thinking that the Ex-Im Bank is perfect. I'd like to have some con-
structive recommendations on how we improve it, but recognizing
that it’s the real global world, globally economic revolution that’s
out there, and it’s not going to go away, and we can’t close our
doors and build trade barriers up and ignore it.

So I'd like to see if anybody has a closing comment in that re-
spect.

Mr. Bergsten.

Mr. BERGSTEN. Well, perhaps just two quick ones. It’s certainly
a revolution in the world, but it’s also a revolution for the United
States. As indicated, the share of trade in our economy has tripled
in a generation. That’s a stunning change for a mature industrial
economy. We could think of ourselves as self-contained, continental
economy only a generation ago.

Today, we have a bigger share of trade in our economy than
Japan, and the European Union as a group. We're deeply depend-
ent. We have to fight fire with fire to compete internationally.

The second point is to link what you said to something Mr. Beck-
er said. Mr. Becker said trade with Europe is fine because they
have the same high standards, theyre not low wage, and so forth.
He’s exactly right on that. But you are also right that they are the
ones with whom we frequently compete the most intensely in this
area. It’s the Germans who have pioneered the market window,
and close behind them are our northern friends——

Ms. ROUKEMA. I should have mentioned specifically the Euro-
pean Union as a component of this.

Mr. BERGSTEN. Well, in this area, interestingly, the individual
European countries still operate on a national basis and not as a
group. So the Germans, French, Italians, the British, all compete
with each other, as with us.

Incidentally, that’s part of the answer to Mr. Sherman’s point.
Mr. Sherman said if we offer export credit to China for a steel
plant, they’ll ratchet the interest rate down and benefit. Again,
they’ll do it with or without us. The Europeans compete with each
other, the Japanese are in, the Canadians are in. It'll still happen
the same way.

We’re no longer a dominant force. And that’s the other element
of the world revolution. We can no longer call the shots. The others
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outnumber us. Theyre bigger than we are in economic terms.
They’re even getting bigger in political terms. We're still the most
important single country, but we are subject to very intense com-
petition from others, and if we don’t forcefully try to lead everybody
to a more rational outcome, we will continue to have our lunches
eaten.

Mr. BECKER. Could I answer some of these things? They keep
referencing me.

Ms. ROUKEMA. Please, Mr. Becker.

Mr. BECKER. First of all, I'd like to back up a little bit. I want
to talk about Europe.

Ms. ROUKEMA. Yes.

Mr. BECKER. The United States steel industry, if we're talking
about steel, is the most efficient steel industry in the world. At
least there’s none higher. This is not me, this is not our industry,
this is the Department of Commerce. So when you talk about com-
petition, we’re there.

When you talk about Europe, examine their trade deficit with
China. It’s almost nonexistent. It’s not anywhere like we are now.
We're targeted here. We're the ones. We're the only free market in
the world. You don’t have a free market for goods coming in from
those countries in China or Japan, Japan the number two economy.
It doesn’t happen.

Second, the steel industry——

Mrs. ROUKEMA. If you could provide some objective data on that
score, I would appreciate it for the record. I hear testimony all the
}ime. We can accumulate it. We'll have our people put it together
or you.

Mr. BECKER. This is true. Second, the steel industry in Europe,
the government picks up all the health care costs, one of the most
tremendous costs our industry faces, the only steel industry in the
world that has to pay what we call legacy costs, health care for re-
tirees. It’s an incredible amount of money. It’s in the billions of dol-
lars. We're the only country that we have to compete against. The
Chinese don’t have it. The Japanese don’t have it. The Canadians
don’t have it. Europe doesn’t have it. England doesn’t have it. The
Scandinavians, the Italians, none of them. That’s a government
cost.

And when you talk about competition, our industry has to pay
that right straight up front. Bethlehem, that’s skirting on the edge
of bankruptcy—they're not bankrupt—their health care costs run
somewhere in the neighborhood of $250 million a year. They
haven’t made $250 million profit probably in my lifetime.

Chairman BEREUTER. If there are other panelists.

Dr. BLACKWELDER. Might I respond?

Chairman BEREUTER. The gentleman from Case IH. It’s 4:00
o’clock, and I promised you'd be out of here. Do you want to re-
spond briefly before you——

Mr. CHRISTMAN. Just very quickly, because I'm actually headed
to Europe to see some of our competitors there.

[Laughter.]

Mr. CHRISTMAN. All we ask for is something very simple. We're
looking for policies and procedures that can match the foreign gov-
ernments that we compete against. What we want to do is very
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simple: Give our U.S. workers a chance to compete on the tech-
nology and the products we build against anybody in the world.

If you just give us equal financing, we know that we can win on
the product and technology side. Just give our workers a chance.
Give us the policies, procedures, and give us the funding. Thank
you.

Chairman BEREUTER. Mrs. Roukema, yours was the last ques-
tion. Do you want to hear from any of the other panelists on it?
It looks like there are several.

Mrs. ROUKEMA. Yes, I would.

Chairman BEREUTER. Mr. Christman, if you need to leave, thank
you for your testimony, and we’ll be concluding shortly.

Dr. BLACKWELDER. If I could just give an environmental perspec-
tive on your question.

Mrs. ROUKEMA. Yes.

Dr. BLACKWELDER. Number one, I think you want to make sure
that the Export-Import Bank is not lending for socially and envi-
ronmentally destructive projects. We have suggested a number of
ways that you can improve those standards, which have actually
been a model and served to increase the environmental standards
of other export credit agencies around the world.

But second, the Export-Import Bank is loaning for highly de-
structive and damaging fossil fuel projects, as I stressed. If in fact
we are as a government going to subsidize in the energy area, we
ought to be subsidizing some of the innovative new things that are
happening in wind, solar efficiency and so forth, and not being in
the position of maximizing and augmenting and subsidizing global
pollution. And that is something fundamentally that has to change
if the Export-Import Bank is going to exist.

Mrs. ROUKEMA. All right. Thank you. I think what we’ve learned
is that there is a little more complexity to this than any of us
would like to have faced.

Chairman BEREUTER. Mrs. Roukema, I notice the gentleman
from New Jersey, who I think wants to make a couple—now you
wouldn’t want to miss him.

M)rs. ROUKEMA. Oh, absolutely. He may even be my neighbor.
Yes?

Mr. McLAUGHLIN. Thank you. I'm just going to quote very briefly
from some remarks that Chairman Harmon made recently when he
was—I guess he was in the process of leaving the bank.

“We should take note that in 1998, the U.S. ranked seventh in
terms of export credits provided. As a proportion of GDP in 1999,
France spent 16 times more on export promotion, Canada 13 times
more, and the United Kingdom 9 times more. These disparities are
a wake-up call for all who are concerned about the U.S. economy.”

Mrs. ROUKEMA. Thank you very much. I appreciate that con-
tribution New Jersey has made. Thank you.

Chairman BEREUTER. Thank you very much. Mr. Sanders and I
agree, and I think the Members of the subcommittee that partici-
pated agree that this has been an excellent panel. The interaction
among you has only added to the benefit to the subcommittee.

And I want to thank all of you gentlemen and the organizations
that you represent for your effort to help advise us, to give us your
suggestions and recommendations. We appreciate it.
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And as we conclude, I want to ask unanimous consent to include
three things in the record. One is the recent transmittal of the pro-
posed draft legislation for the reauthorization of the Export-Import
Bank. Very simple, straightforward, conveyed by letter of May 2nd.

A memorandum responding to a request to Elaine Stenglin, coun-
sel of the Export-Import Bank, which answers our question of the
previous hearing related to Treasury’s role in Export-Import Bank
tied aid program, a memorandum dated September 4, 2000.

And an Export-Import Bank press release dated January 2, 2001,
which goes to the Benxi hot steel mill modernization grant—excuse
me—assistance that went to General Electric Company of Salem,
Virginia.

Is there objection?

[No response.]

ghairman BEREUTER. Hearing no objection, that will be the
order.

Mr. SANDERS. I just want to conclude by concurring with you,
Mr. Chairman. I think this was an excellent panel, and it was a
good diversity of viewpoints, and I want to thank all the panelists
for being with us today.

Chairman BEREUTER. Indeed, thank you. The hearing is ad-
journed.

[Whereupon, at 4:05 p.m., the hearing was adjourned.]
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Subcommittee on International Monetary Policy and Trade
Export-Import Bank Reauthorization
May 2, 2001

The Subcommittee on International Monetary Policy and Trade meets today in
open session to receive testimony on the reauthorization of the Export-Import Bank (Ex-
Im Bank). The Ex-Im Bank was last reauthorized in 1997 for a four-year term that
expires on September 30, 2001. As the Subcommittee with jurisdiction over the Ex-Im
Bank, this hearing is the first step in this important reauthorization process. At this first
hearing, three representatives of the Export-Import Bank will testify. Moreover, on May
8, representatives of the private sector will testify regarding the Ex-Im Bank.

The Ex-Im Bank is an independent U.S. government agency. It provides
guarantees to loans to buyers of U.S. products, loans to buyers of U.S. exports, and
insurance products which greatly benefit small business sales. To illustrate the
importance of the Export-Import Bank, in FY2000, the Ex-Im Bank invested over $15
billion in exports through its loans, guarantees, and insurance. For example, the Ex-Im
Bank finances exports such as civilian aircraft, electronics, engineering services, vehicles,
agricultural products, etc. The Ex-Im Bank is intended to be only the “lender of last
resort” and to not compete with private lenders.

Before introducing our outstanding panel, I am going to briefly discuss four items
which I believe are very important to this hearing. These issues are as follows:

The activities of the Export-Import Bank in small business;

The activities of the Export-Import Bank in Africa;

The proposal by the Administration to cut the Export-Import Bank; and
The export subsidies offered through foreign

government financing programs.

Ealbadi s e

First, with respect to small businesses, the 1997 authorization law mandated that
the Export-Import Bank undertake efforts to enhance the Ex-Im Bank’s programs to
small and rural companies which have not previously participated in the Ex-Im Bank’s
programs. As a Member of Congress from a state with hundreds of small and rural
businesses, I am interested in what efforts the Export-Import Bank has taken to address
this mandate.

Federal law requires the Export-Import Bank to have at least 10% of its
investment in small businesses. For FY2000, the Export-Import Bank invested
approximately 18% of its lending activities to small businesses. In fact, in FY2000, the
Ex-Im Bank invested 86% of its total number of bank transactions in small business. In
addition to this data, I am interested in any quantifiable data that the Ex-Im Bank can
provide on the number of small business suppliers who work with corporations who use
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either the loan, guarantee or insurance products offered by the Export-Import Bank. I am
aware that private industry has recently conducted such a study.

Second, in regard to investment in Africa, the 1997 authorization bill required the
expansion of the Export-Import Bank’s financial commitments in Sub-Saharan Africa.
This 1997 authorization language established an Advisory Committee to make
recommendations to the Board of Directors on how the Export-Import Bank can facilitate
greater support for trade with Africa. As a response to this mandate, the Ex-Im Bank
created an internal Africa Task Force to coordinate its activities in Africa.

Since this 1997 mandate, the Export-Import Bank support for exports in Sub-
Saharan Africa has increased dramatically. In 1998, the Ex-Im Bank invested $56
million of exports to Sub-Saharan Africa. In 1999, this amount increased to $589 million
and in 2000, this total reached $914 million. In particular, I am interested in seeing how
the Ex-Im Bank can continue to increase its investment in Africa.

Third, any hearing on the Export-Import Bank this year must consider the fact that
the Administration has proposed a 25% reduction in the Ex-Im Bank funding for
FY2002. It is important to note that the Ex-Im Bank’s budget includes the following two
components: program budget and the administrative budget. The program budget
includes the costs of the loan, guarantee, and insurance programs. The administrative
budget is the cost of implementing the Ex-Im Bank programs.

For FY2001, the Ex-Im Bank received an appropriation of $863 million for the
program budget and $62 million for the administrative budget. For FY2002, the
Administration is proposing a 25% appropriation cut to the program budget which would
equal $633 million. With respect to the administrative budget, the Administration is
proposing a $3 million increase to a total of $65 million. I have been told by both the
Ex-Im Bank and by private industry that more administrative funding is needed for
technology and computer upgrades.

1 am interested in knowing what is the Administrative’s rationale for the 25% cut
to the program budget. Furthermore, I would like the Ex-Im Bank to explain what effect
this type of cut would have on their loans, guarantees and insurance products. In
addition, I am interested in any recalculation of international risk associated with the
investment portfolio of the Export-Import Bank and its effect on the appropriation for the
Ex-Im Bank.

I do have significant concerns about the Administration’s proposed cut to the
Export-Import Bank. I look forward to the testimony today to explain the effect that
these proposed cuts could have on the activities of the Ex-Im Bank.

Lastly, I would also like to emphasize the subsidies offered by foreign
government export financing agencies. Examples of these export subsidies include,
among others, market windows and untied aid. First, market windows are official
institutions that conduct themselves as both a government lender and a private bank.
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Canada and Germany both have these market windows which have advantages over both
private banks and government export financing agencies. Second, untied aid, which is
utilized in particular by Japan, is bilateral aid given to a developing country with no
persay requirement that the recipient country buy goods from the donor country.
However, in actuality, the recipient country does indeed buy the products from the donor
country.

Unfortunately, untied aid is not covered by the Organization for Economic
Cooperation and Development (OECD) Arrangement, of which the U.S. is a member.
The OECD Arrangement conducts negotiations and reaches agreements between
countries to reduce government export financing programs. The OECD Arrangement
commits member countries to decrease certain types of export subsidy. For example, the
OECD Arrangement covers tied aid. Tied aid is a direct export credit where the recipient
country is required to buy products from the donor country.

Unfortunately, despite the efforts of the OECD, all 30 members of the OECD still
have an export financing agency similar to the U.S. Ex-Im Bank. In fact, according to the
most comprehensive data available for 1998, the following countries had higher
government export credit subsidies than the U.S.: Japan, France, Korea, Canada,
Germany, and the Netherlands. 1 am interested in any more recent data that the Export-
Import Bank can provide on this subject.

To assist the Subcommittee in examining these reauthorization issues, I am
pleased that we have the opportunity to hear from our experienced panel of witnesses
from the Export-Import Bank. The new Chairman of the Export-Import Bank has been
nominated (Mr. John Robson), but due to the backlog of Executive Branch nominees, it
may be some time before he is confirmed. As a result of the September 30th
reauthorization statutory deadline, the Subcommittee is moving forward with testimony
from this experienced Export-Import Bank panel.

We will receive testimony from Mr. James Hess, the Chief Financial Officer of
the Bank. Mr. Hess has been with Export-Import Bank since 1966. He has been the
Chief Financial Officer since 1992. Mr. Hess comes highly recommended as a person
with great institutional knowledge of the Export-Import Bank.

Next, Mr. William W. Redway, the Export-Import Group Vice President of Small
and New Business will testify.
Mr. Redway, a graduate of the University of Pennsylvania, is in charge of small business
group outreach efforts. Prior to his current position, Mr. Redway had been Vice-
President of the Bank’s Insurance Division and he also served as the New York Regional
Manager of the Export-Import Bank.

Subsequently, Mr. Bert C. Ubamadu (A-bomb—a-du) of the Office of General
Counse! will also testify. He is an attorney with the Bank where he works on project,
structured, and trade finance transactions throughout Africa. He is a member of the
Bank’s Africa Task Force, which is an intragency group that coordinates and facilitates
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the Bank’s Africa initiative. Prior to his current position, he worked for Marriott
International where he served as their representative to the Corporate Council on Africa.

In addition to the testimony provided by these three gentleman, three other
individuals from the Export-Import Bank will be available to answer questions. They are
as follows: Ms. Elaine Stangland, Deputy General Counsel; Mr. Jeffrey Miller, Group
Vice President for Structured and Trade Finance; and Mr. James Cruse, Group Manager -
Policy. Mr. Cruse, who was born in Lincoln, Nebraska, located in Nebraska’s 1%
Congressional District which I represent, is involved with OECD negotiations.

We welcome the distinguished panel to our hearing. And, without objection, your
written statements will be included in their entirety in the Record. Thank you.
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Press Release

FACT SHEET
January 2, 2001

BENXI HOT STRIP MILL, MODERNIZATION, LIAONING, CHINA

The Export-Import Bank’s Board of Directors on December 19, 2000, approved an $18 million
comprehensive medium-term guarantee {o support the $21.7 million sale of computer software,
control systems and main drive power supplies by General Electric Co., Salem, VA, and various
U.S. suppliers to Benxi Iron & Steel Co., Benxi, Liaoning, China.

The other U.S. suppliers on the transaction are CIC Co., Glenshaw, PA, and Carlen Controls
Inc., Roanoke, VA,

The equipment will be used to modemize, and improve production at the Benxi hot strip steel
mill.

The borrower and primary source of repayment is the Industrial & Commercial Bank of China,
which is backed by the full faith and credit of the Chinese government.

The guaranteed lerder is Deutsche Bank North America, New York, NY.

Ex-Im Bank found the transaction worthy of support after conducting a credit analysis, analyzing
its economiic impact on the U.S. economy, and determining that it complies with Ex-Im Bank’s
environmental guiaelines and standards. The economic impact analysis concluded that the
transaction would have a net positive impact on the U.S. economy.

GE said the transaction directly supports 300 union jobs at its 1,600-employee Salem, VA plant,
and represents 10% of the Salem plant’s production.

Had the Board declined to approve the financing of this transaction, the buyer stated that it would
procure the equipment from French and German companies, thus permitting the same plant
modernization, but with no benefit to U.S. exporters’ jobs and profits.

iz

Visit Ex-Im Bank's Website at www.exim.gov
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MEMORANDUM

To: File

From: Elaine Stangland

Date: September 4, 2000

Re:  Treasury Role in Eximbank’s Tied Aid Program

The Office of General Counsel has been asked its views on whether the Treasury
has a “veto’ over the Bank’s use of its Tied Ald “War Chest” and, in particular, whether
the Bank may initiate (as opposed to match) tied aid without Treasury’s concurrence.

The Bank’s existing Tied Aid Program was cnacted in 1986 (P.L. 472) and
significantly amended (for purposes of the issues raised in this memo) in 1989 (P.L. 101-
240) and 1992 (P.L. 102-429). Prior to 1586, P.L. 98-181 had established z predecessor
program at the Bark, administered in cooperation with TDA. While the 1986 legislation
obviously responded to the same concerns over increased use of tied aid, it appears to be
a substantial departure from the 1983 law and is clearly the legislative starting point for
an analysis of the current charter provisions.

The legislative history of the 1986, 1989 and 1992 tied aid legislation is quite
extensive and has been informally summarized in a separate merma to file (still in draft
form). An excellent history of the Tied Aid War Chest is contained in Senate Report
102-320, which accompanied S. 2864, the bill which was ultimately enacted as the
Export Enhancerment Act of 1992 as P.L. 102-429. A copy is attached.

1. Role of Treasury. The threshold question of the Treasury’s ability 1o “veto”
use of tied aid by the Bank revolves around an analysis of Section 10(b)(2) of the
Charter. This section, captioned “Administration of the Program” reads, in relevant part,
as follows. The text is unchanged since 1986,

“The tied aid credit program shall be administered by the Bank—

(A) in consultation with the Secretary [of the Treasury] and in
accordance with the Secretary’s recommendations on how such credits
could be used most effectively and efficiently to carry out the purposes
described in subsection (@)(5);......” (emphasis added),

The legislative history of this section leaves little doubt that the Secretary of the Treasury
had ultimate responsibility for the use of the War Chest, not only on a policy level, but on
a deal by deal level.
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“The responsibility for administering funds under this section lies with the
Secretary of the Treasury” Report 99273 on S.2247 March 18, 1986.

“Thus, though the War Chest is lodged administratively in the Bank, the
secretary’s role is assured by the language in this section [cites subsection
10(b)(2)(A)]. Conference report on H,R, 5548 October 2, 1986.

“Its [i.e. the Tied Aid Program] overriding purpose is to strengthen the
hand of the Secretary of the Treasury in negotiating a comprehensive
agreement to limit the use of mixed credits.” Comments of Mr. Dole on
H.R. 5548, Congressional Record, September 24, 1986.

Significantly, the House version of the bill, which ultimately became P.L. 101-
240, deleted the italicized language of subsection 10(b)(2)(A) quoted above. This was
proposed to transfer control of the fund to the Bank in a belief that the Bank would more
aggressively used the War Chest and that “since Eximbank’s mandate is to ensure the
competitiveness of U.S. exporters, they should have primary control in administering the
fund”. House Report 101- 271 on H.R. 2494. This provision was struck from the bill
however, because “Reinstatement of Treasury’s oversight of the Eximbank’s war chest is
needed in order to ensure compliance by other countries with an international agreement
of tried aid credits.” Comments of Mr. Wylie on H.R. 2494, Congressional Record
October 18, 1989.

atching vs. Initisting Offers. The purposes for which the War Chest may be
used are governed by subsection 10(6)(1) of the Charter. The current language of the
these provisions has not changed since 1992. A copy is attached.

As summarized in the attached Committee Report, the initial use of the War
Chest was 10 give the U.S. Treasury team negotiating with the OECD members leverage
in reaching an agreement on restricting tied aid. It was used “aggressively “ until the
conclusion of the first OECD agreement conceming tied zid in 1987. Thereafier, its use
was restricted to enforcement of the agreement. The 1989 amendments to the Bank
Charter represented, in part, Congress” disagreement with this passive use of the War
Chest. Both the language of the statute and the legislative history dictated “aggressive”
use of the War Chest in an effort to reach a more effective and restrictive OECD
agreement.

The 1952 Helsinki agreement on Tied Aid resulted in another shift in policy as to
the use of the War Chest.  The poliey was to use the War Chest only if foreign
governments utilized tied aid in violation of the Helsinki agreement. The 1992
legislation clearly provides for both “defensive” und “offensive” use of tied aid. The
Bank may match tied aid offers of other countries when they violate the agreement and
even if they comply with the Helsinki agreement so long as it is in the trade or economic
interest of the U.S. to do so. (subsection 10(b)(1)(A). In addition, the 1992 amendments
also allow the Bank to “offensively™ use.tied aid if the Bank determines that other
countries engage in predatory officjal export financing in the relevant market and such
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practices “Impedes negotiations to eliminate the use of such credits for commercial
purposes”. (Subsection 10(b)(1)(B)). Finally the Bank may use tied ajd “to supplement
the financing of United States exports under such other circumstances as the Bank may
deemn  appropriate for carrying out the purposes of this section,” (Subsection

10(bX1X(CY.

In testimony given on May 25, 1994 before the House Subcommittee on
Economic Policy, Trade and Environment of the Committee on Foreign Affairs, then
Bank Chair Kenneth D. Brody announced a “two prong” strategy to reduce the use of tied
aid. The first prong was “an aggressive defense” which would be used to match foreign
tied aid credits even if permitted under the OECD agreement. Chairman Brody stated
that “Ex-Im Bank™ will not commit the U.S. to be the first OECD government to initiate
tied aid credit financing into any particular competitive sitvation. However, Ex-Iim Bank
will preemptively counter potential foreign tied ajd offers, even before they are notified
to the OECD.” The second prong of the policy involved working with Treasury to
strengthen the comumercial viability case law being developed under the OECD
arrangement; working with the Treasury to negotiate new OECD rules covering untied
aid credits; and defending the OECD rules by matching tied aid offers which violate
those rules.

Thus, while the Bank has limited power to initiate ted aid under subsection
10(b)(1)X(B) and (C); it appears that it has, in conjunction with the Treasury, a policy of
not doing so. I am unaware of any further changes in the Bank tied aid policy in this
regard and by copy of this memo to Jim Cruse ask that he advise me of any updates since
Mr. Brody's testimony. ’
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Opening Statement

Chairman Michael G. Oxley

Committee on Financial Services
Subcommittee on International Monetary Policy and Trade

May 8, 2001

Export-Import Bank Reauthorization

Thank you, Chairman Beureter, for holding this second hearing on the
reauthorization of the Export-Import Bank. This opportunity to hear from
individuals who actually use the Export-Import Bank will give members of
the Subcommittee real world examples of the activities of the Ex-Im Bank.

I applaud the Administration for sending up legislation to renew the
Bank’s charter beyond its current expiration date of September 30, 2001.
However, there are several additions that may have to be made to the
legislation in order to ensure that the Ex-Im Bank remains competitive in the
international trade arena. I look forward to working with the
Administration, Subcommittee Chairman Bereuter, and others in speedy
Committee consideration of reauthorization legislation.

I would like to commend the Chairman for organizing this hearing,
which will give the members an opportunity to hear different perspectives,
both pro and con, on the Bank. The goal of our hearings is to give all voices
an opportunity to be heard, and this will certainly occur today.

Ex-Im provides assistance to both large and small corporations across
the United States. Without the guarantees, insurance and direct loans
provided by Ex-Im, many of these businesses would not reach high risk, or
emerging markets with their products. As a result production levels would
be lowered, the U.S. trade deficit would be larger and fewer Americans would
be employed in high paying manufacturing jobs.

I look forward to hearing from both Case TH Agricultural Businesses
and Watson Machinery today. Case, one of America’s largest manufacturers
of agricultural machinery, employs thousands of people both directly and
through suppliers across the country. Watson Machinery is a small business,
employing 90 people, and is on the cutting edge of high-technology
manufacturing. Both of these very different businesses rely on the Ex-Im
Bank to help finance transactions in international markets. Today’s
testimony should give members valuable insight into the need for a strong
Export-Import Bank.
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I am also very interested in the testimony of the other witnesses on
today’s panel. Both the Institute for International Economics and the CATO
Institute are highly respected think tanks. While they may disagree on the
need for the Bank, their insightful opinions arc highly valued and respected.
Additionally, the United Steel Workers and The Friends of the Earth will
give our members important perspectives on issues which might have been
overlooked had they not been part of today’s proceedings.

As we continue our review of Ex-Im, I look forward to hearing
recommendations on how we can improve the Bank in order to ensure that it
has all the resources at its disposal to compete in the international trade
environment of the 21st century.

Mr. Chairman, I would like to join you in welcoming these witnesses
and to thank you for your thorough review of this agency. I yield back the
balance of my time.
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U.S. REPRESENTATIVE KENNETH E. BENTSEN, JR. BEFORE THE
SUBCOMMITTEE ON INTERNATIONAL MONETARY POLICY AND TRADE
WEDNESDAY, MAY 2, 2001
HEARING REGARDING EXPORT-IMPORT BANK REAUTHORIZATION

Thank you, Mr. Chairman for holding this hearing today. I appreciate the opportunity to
address the importance of the EX-IM Bank to our nation’s economy, and particularly to exporters
in our home states.

Twould like to commend EXIM Bank and Mr. Redway from our panel for their
commitment to small business. Because this is a reauthorization hearing, and because I realize
the panel members work for the Executive Branch and may not be able to comment on funding
levels, I will try to focus my questions on the overall competitiveness of the Agency, while
touching on some concerns related to the Administration’s proposal.

Mr. Chairman, as we’ll hear today, the President’s budget proposal included a 25 percent
reduction in EXIM’s budget. The reduction would occur in the Bank’s Program Budget account,
which provides the loan-loss reserves needed to comply with the Credit Reform Act of 1990. In
accordance with this Act, the loan-loss reserves increases relative to the risk level of the country
involved. Tam concerned that the impact of the Administration’s proposed budget cut would
significantly affect the Bank’s ability to finance U.S. cxports to many developing nations,
including sub-Saharan African countries, because they continue to require high loan-loss
reserves.

It is also my understanding that the U.S. Treasury is considering a two-year moratorium
on new EXIM financing for transactions with the 41 HIPC countries. While I understand that the
moratorium is in part, a response to a British-led effort to reduce credits to these countries, I am
concerned that if such a policy were implemented, the EXIM bank would be effectively closed in
much of sub-Saharan African, including the 22 HIPC countries that have already entered the
World Bank/IMF debt relicf program. T also understand that the Treasury is considering a
limitation on export financing for impoverished countries to “productive expenditures,” requiring
evidence that the proposed transactions contribute to poverty relicf and sustainable economic
development. As it stands, the 63 poorest nations arc sometimes cligible for loans only from the
concessional window of the International Development Agency. If implemented, [ am concerned
that the EXIM Bank would take on an entirely new role in promoting social and economic role,
which conflicts with its statutory requirement to provide financing for U.S. exports. In short, I
am concerned that the Bank’s effectiveness as a “lender of last resort” for U.S. exporters would
be impaired.

Turning to the broader effects of the Administration’s proposal, I believe that the
proposed 25 percent cut would greatly undermine the EXIM Bank’s ability to provide a level
playing ficld for U.S. exporters, especially small businesses. Since Ex-Im Bank's last
reauthorization in 1997, Ex-Im Bank has supported over $45 billion worth of US goods and
services. Last year, 86% of all Ex-Im Bank transactions were with small businesses. These
export sales simply could not have happened without EXIM Bank. In fact, every EXIM Bank
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dollar leverages S15 - 20 worth of exports. In my state of Texas, the EXIM Bank has supported
124 communities, 850 companies and financed a total of $5.3 billion in exports during the last
five years.

I'understand that, even facing a budget reduction of possibly as much as 25%, the Bank is
determined to ensure that sufficient Program budget is set aside to meet all qualifiable small
business export needs. [ am encouraged by this commitment. However, T continue to be
concerned that small business and U.S. jobs will be harmed by the proposed budget reduction.
While directly supporting small business may require a smaller portion of the program budget
because of the generally short-term nature of their deals, limiting support for medium and larger
transactions will affect small business. Fifty percent of total U.S. exports are generated by large
corporations, with thousands of smaller sub-suppliers also participating. Large corporations buy
many of their components from small business and reducing support for thesc corporations will
result in lost export sales for small business. Boeing, for example, spent more than $13 billion in
obtaining goods and services from US companies in 1999, and many of those companies are
small businesses. No concrete measurement can be made regarding the toll of these cuts, but I
remain concerned that jobs will be lost if export opportunities are lost.

I am also concerned about how these cuts will be perceived internationally. As foreign
buyers look at where to source from, the US Government reducing EXIM Bank by 25% certainly
sends an ominous signal. Iam concerned buyers will look for suppliers located in other countrics
that can provide aggressive financing with relative certainty, and which do not have government
backing that is being noticeably reduced.

Mr. Chairman, by targeting financing gaps and officially supported competition, the
EXIM Bank supports export sales that otherwise could not move forward. These export sales
cxpand employment in sectors where jobs are among the highest paid in the country, and has an
important effect on the overall strength of our economy. I am hopeful that in their testimony
today, the panel can address some of these important issue areas, and better describe the role of
the Bank in creating jobs and creating opportunity for businesses across our nation. I want to
thank the panel again today for testifying, and I look forward to hearing their testimonies.
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Statement of Rep. Carolyn B. Maloney
Subcommittee on International Monetary Policy and Trade
May 2, 2001

It is my pleasure to join my colleagues in the effort to reauthorize the Export-Import
Bank.

The Export-Import Bank is a unique institution -- a successful government agency
that facilitates American business and worker interests by promoting exports to
areas of the world that would be closed to U.S. companies without its support.

Primarily through its loan guarantees, insurance and direct lending programs, Bank
programs were responsible for approximately two percent of U.S. exports per year.
At the same time, the U.S. experienced a trade deficit in 2000 of $369.7 billion on
goods and services measured on a Balance-of-Payments basis for the year.

Unfortunately, the Bush Administration has proposed a 25 percent decrease in
funding for the Bank in the FY2002 budget. Currently, the Bank funds 2,500 U.S.
exporters. In my state of New York the Bank has assisted 385 businesses since
October 1995, 95 of which are located in my district. 1 do not believe the
Administration has made a case for their reduction which will severely adversely
affect these businesses and their employees.

As we examine the activities of the Bank I look forward to a constructive process
that builds on the past success of this institution. I look forward to hearing from the
Banks proponents and critics and am open to any proposal the will improve its
operations and mission.
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Export-Import Bank Hearing
Statement by Rep. Maxine Waters
May 2, 2001

I would like to thank Chairman Doug Bereuter and Congressman Bernard Sanders for
organizing this hearing on the Export-Import Bank.

I am concerned about the fact that the Chairman of the Export-Import Bank, James
Harmon, is not here today to testify. Neither is the Chairman-designee, John Robeson, who was
nominated by the Bush Administration and is currently awaiting Senate confirmation. It will be
difficult for Members of this Subcommittee to carry out an informed discussion of the myriad of
issues involved in the reauthorization of the Export-Import Bank without the benefit of input
from the current or incoming chairman.

One of the issues that concerns me is the impact that the HIV/AIDS pandemic is having
on developing countries. Every day, 15,000 people become infected with HIV, and 95% of them
live in developing countries. In sub-Saharan Africa alone, an estimated 25 million people are
living with the AIDS virus.

Last year, the Export-Import Bank announced that it would offer $1 billion a year in loans
to sub-Saharan African countries to support the purchase of HIV/AIDS medicines from
American pharmaceutical companies. I opposed this initiative, which South Africa and Namibia
immediately rejected. African countries need access to AIDS medicines at prices they can afford
-- not more loans they will never be able to repay.

Today, I am introducing The Export-Import Bank HIV/AIDS Medicine Access
Promotion Act. This legislation would prohibit the Export-Import Bank from promoting

exports by pharmaceutical companies that are attempting to overturn laws and policies in
developing countries that promote access to affordable AIDS medicines. Specifically, my bill
would prohibit Export-Import Bank guarantees, insurance and credit for the benefit of American
companies that are trying to overturn developing countries' AIDS access laws through legal
challenges or complaints to the United States Trade Representative (USTR) or the World Trade
Organization (WTO).

In 1997, the South African government passed a law to allow the distribution of generic
HIV/AIDS medicines. A total of 39 pharmaceutical companies sued the South African
government to prevent this law from being implemented. These companies faced tremendous
international opposition, and on April 19, 2001, the companies agreed to drop their lawsuit. I
commend the pharmaceutical industry for dropping this devastating lawsuit. However, [ remain
deeply concerned that multinational pharmaceutical companies are continuing to pressure other
developing countries to sacrifice the lives of people living with AIDS for the sake of their profits.
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Brazil has developed a model program for the treatment and prevention of HIV/AIDS in
developing countries. The program is based on the local manufacture and free distribution of
generic AIDS medicines. This program has cut the number of AIDS-related deaths in half within
only four year. Nevertheless, Brazil is now facing pressure from pharmaceutical companies to
discontinue the program. USTR is supporting the pharmaceutical industry's claim that Brazil is
violating intellectual property rights. The WTO has granted a request from USTR to establish a
panel to rule on whether Brazil is in violation of WTO intellectual property laws.

On March 7, 2001, T introduced H.R. 933, The Affordable HIV/AIDS Medicines for Poor
Countries Act. This bill would allow developing countries like South Africa and Brazil to
expand the availability and affordability of HIV/AIDS medicines without worrying about
whether USTR or the WTO will challenge their laws. This bill, which was referred to the Ways
and Means Committee, already has sixty cosponsors.

The legislation I am introducing today will ensure that the Export-Import Bank is not
subsidizing American pharmaceutical companies while those same companies attempt to deny
poor people access to life-saving AIDS medicines. If American pharmaceutical companies want
support from the American taxpayers to export their products, they should make those products
available at prices that people in developing countries can afford. However, if American
pharmaceutical companies are determined to deny access to AIDS medicines, they have no
business asking the Export-Import Bank for assistance with export promotion. [ urge my

colleagues to support The Export-Import Bank HIV/AIDS Medicine Access Promotion Act.

I yield back the balance of my time.
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April 16, 2001

The Honorable Melvin L. Watt

United States House of Representatives
2236 Rayburn HOB

Washington, DC 20515-1512

Dear Representative Watt: .
I'was most pleased to receive your letter dated April 4, 2001, regarding the

Export-Import Bank. It ts great to have our representatives reach back to their
constituents and get their opinion on important issues such as the ExIm Bank.

Our experience with the bank has been fantastic as it has allowed us, as a small
company, to more confidently enter the international markets. As I am sure you
are aware, our ability to collect bad debts from international accounts would be
severely hampered without this invaluable assistance.

We would appreciate all of your efforts to reauthorize the ExIm Bank. If I may
provide you with any further information, please do not hesitate to call me at
336/744-5100, Ext. 237.

Best regards,

Richard A. Brenner
President

B:RepWatts

cc: Frances Frazer
Greg Gilmer
Jeff Mick
Gerry Hardes
David Reed

5831 Grassy Creek Boulevard + Winston-Salem, North Caroling 27105
PO Box 288 « Winston-Salem, North Carolina  27102-0288
(336) 744-5100 = Fax {336) 744-0895
www.armarr.com
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AN 1SO 9001 CERTIFIED COMPANY

April 12,2001

Office of Representative Mclvin L. Walt
1230 W. Morehead Street, Suite 306
Charlotte, NC 28208-5214

Atlention:  The Honorable Melvin L. Watt

Subject: Support for US ExIm Bank
Your Letter Dated April 4, 2001

Dear Sir:

I was very pleased to receive your letter regarding the reauthorization of the US Exim Bank. In fact, I thought that your
letter was going 1o reference our current project under development in Australia (please see the attached letter from our
Vice President - Sales, Mr. Rob Klawonn, transmitted to you in March). This Australian project will have a total value
of US$3 billion, and our contract sharc in this project will be over US$300 million. Our proprietary technology is
featured prominently in this high profile project. Although we are not an equity investor in the project, our role will be
very significant, thanks to the support of US ExIm Bank.

The financial advisor {(IBJ) is scheduled to meet with US ExIm and Midrex in Washington sometime in the next sixty
days to formally introduce the project concept and to discuss the anticipated schedule, A project Information
Memorandum will be issued shortly thereafter to officially kick off the financing effort.

It is imperative that US ExIm Bank remain strong and committed to supporting U.S. companies in order to enbance
their competitiveness. This project, when implemented, will be a perfect case study of why US ExIm Bank should
remain available to alt U.S. companics wishing to capitalize on overseas opportunities.

We are thankful for the financial support we have received from US ExIm Bank in the past. In 1995, we worked
directly with ExIm on a project Lo provide engineering services, equipment, and site scrvices to Ispat Mexicana, SA de
CV (Mexico). Our revenue from this project was approximately US$73 miilion: approximately USS$21.5 million of the
revenue was supported by an ExIm guaraniee.

In 1996. our parent company. Kobe Steel, Ltd. (Japan), reccived Exlm guarantees for the U.S.-sourced scope of a
spouge iron plant that they provided to a client in Venczuela. We benefited indirectly, for our parent company
subcontracted the cngineering scope (over 200,000 man-hours) to us.

The, above examples illustrate why we feel that US Exim Bank is a vital link in the export of goods and services from
the U.8. We enthusiastically support the reauthorization of US ExIm Bank.

[ look forward to receiving your comments on the Australian project and hope to reccive your support with US ExIm
Bank accordingly

With best regards,

Winston 1.. Tennies
President

M ! D R E X T E C H N O L O G I E 85 1 N
7+ USA e Phcae. 704-373-1800 « Fax 704-373
www.midrex.com
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WAU |

Facsimile Transmission

gglgngusmes, inc,

1845 N. Lee Staet
Spancer, NC 28158
704,637, 7414
883.288,5255

Fex: 704.837.2434

Number of Pages{including cover): 2

N >
Recipient: Senderz

Facsimile Number: 202 225.1512 Facsimile Number:  704.785.8486

Individual Name: Melvin L. Watt Individual Nams: Stanley Swider
Company Name: U.S. Congrass Company Name: Wall Industrigs
Telephone Numbser: 202 .225.1510 Telephone Number.  704.785.8484 €T 204

delivering it to the intended racipient, yow are hereby notifisd that you have received this

Ff the reader of this message is not tha ;mtendEd reciplent or an agsnet regponsible for

docwmeat in error and that any revisw, dissemination, distribution or copying of

is strictly prohibived. If yon hava receiwed this commurication in arrer, please notify the

sender immediately by teleshone,

and return the original message by mall immediataly.

this messags

Re: Exim Bank
Dear Mr. Watt:

| have received your corespondence dated Aprit #, 2001 regarding the above noted matter.

Wall Industries has been a client of the Ex
provided Wall with the ability to sxport our

expand our business base by exporting.

We utilize First Union Bank as our financial institution. First Union as well as other similar banks

m Bank for a period of 2 years. This oppertunity has
products. Without this insurance we simply could nat

do nef loan money on foreign receivables . This simply means that if Wall or any other smail

company cannol use export business sales as loan collaterat we simply cannot export. In addition
#Wall was firancially able to internally finance exports, we stil could not take the credit risk of not

collecting the raceivables. [tis extremely difficult to collect a foreign debt. First Union does accept

aforeign receivable with Exim bank insurance!

in summary, the Exim Bank insurance allows us to utilize our sxport recsivables as loan collateral,
This provides us the opportunity to export our products, grow our business and expand our job

base at a reasonable cost with minimum risk.

Wall could not have achieved this opportunity without the Exim Bank.

Sincerely,

Stodey Swider

f
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EXPORT-IMPORT BANK OF THE UNITED STATES
RECHARTERING TESTIMONY
HOUSE COMMITTEE ON FINANCIAL SERVICES
SUBCOMMITTEE ON INTERNATIONAL ECONOMIC POLICY AND TRADE
MAY 2,2001

Mr. Chairman, T am pleased to be here today representing the Export-Import Bank of the
United States (Ex-Im Bank). Ex-Im Bank’s Charter states:

It is the policy of the United States to foster expansion of exports of manufactured goods,
agricultural products, and other goods and services, thereby contributing to the promotion
and maintenance of high levels of employment and real income, a commitment to
reinvestment and job creation, and the increased development of the productive resources
of the United States.

Working in partnership with business and labor, we support exports in order to create and
sustain jobs here in the United States. This has been the task of Ex-Im Bank in the past, and with
Charter renewal, the Bank will continue its vital work as long as foreign competition has to be
met and our partnership with the private sector is necessary to assure that exports go forward and
jobs are sustained.

The charter goes on to tell us that our programs have to be “fully competitive with the
government-supported rates and terms and other conditions available...from the principal
countries whose exporters compete with United States exporters.” And we focus our resources
on financing exports where the private sector cannot meet the financing terms and conditions
necessary to enable our exporters to offer a competitive financing package. Because of this, Ex-
Im Bank supports 2% or less of total US exports, the balancc financed by the private market.
This is near the bottom for all industrialized countries, reflecting the comparative depth of our
capital markets. Our support helps businesses finance transactions in risky countries where the
private sector does not want to get involved, or meet offers from competing export credit
agencies. We rcach out to small businesses and communicate with underserved exporters in
inner-cities and rural areas through speeches, briefings, and our internet site.

We arc also constantly making sure that US taxpayers’ monies are committed with the
ereatest care. Our loan officers are careful to assure that Ex-Im support is necessary for a
transaction to go forward. The Ex-Im Bank Board frequently asks this question specifically
when considering a transaction. I would also emphasize that Ex-Im Bank is not a free service.
We charge fees which serve to offset some of the monijes we must set aside to reserve against
possible loan losses.

Mr. Chairman, Ex-Im Bank is a “‘sunset” agency. Our charter needs to be renewed by
Congress by Scptember 30, 2001. In this preauthorization, we are requesting a renewal of the
Bank’s charter for four years, through September 30, 2005
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We are also requesting that our sub-Saharan Africa Advisory Committee be extended for
four yvears. This advisory committee has offered valuable advice which has been instrumental in
our ability to increase our business in sub-Saharan Africa.

Let me take some time to explain how Ex-Im Bank assists exporters and sustains US
jobs. Our basic programs consist of direct loans to forcign buyers of US goods and services,
guarantees of commercial loans to foreign buyers, and providing a number of insurance programs
that are of great assistance for short-tenm, small business sales. In FY 2000, the Bank authorized
$932.6 million in loans, $8.4 billion in guarantces, and about $3.3 billion in insurance,
supporting a total US export value of $15.5 billion. Since our last rechartering in 1997, we have
supported approximately $60.2 billion in US exports. For every 51 dollar of taxpayer money
invested in Ex-Im Bank’s program budget, there have been returns of $15-$20 dollars in exports.
Export-driven jobs typically pay 4-6% above the average in the United States.

Thesc are not give-aways to large corporations. Ex-Im Bank programs finance exports
from businesses of all sizes, large and small. Also, we are being repaid. Losses over our 67 year
history are less than 3% of disbursements, and while this obviously can vary depending on world
economic conditions, I weuld put our record up against any commercial bank. It speaks well for
our credit judgments, and it alse speaks well for our Asset Management Division, which does a
very good job at recovering assets when a buyer gets into financial difficulty.

FY 2002 BUDGET REQUEST

The request for our program budget for FY 2002, the budget that allows us to carry out
our guarantee, insurance, and loan programs, is $633 million. This is approximately a 25%
reduction from the 2001 enacted level of 5863 million. We will manage carefully to assure that
we do not run short of funds for our medium and long-term transactions. There will be sufficient
funds to service all of our small business customers. These management decisions could include
increasing fees, reducing the percentage of any given transaction that we will finance, or miting
the amount of riskier transactions we undertake. All of these steps will balance our role as lender
of last resort against Ex-Im Bank’s role to ‘level the playing field’.

We are also requesting $65 million for our administrative budget, a $3 million increase
over this year, The bulk of that increase is accounted for by pay raises for our staff and our
continuing effort to improve our case processing procedures, especially our computers. Qur goal
is to improve our overall efficiency and decrease our case processing time.

SMALL BUSINESS

The benefits of the increased exporting Ex-Im Bank makes possible extend to businesses
of all sizes in almost all states. In FY 2000, 86% of Ex-Im Bank’s transactions directly
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benefitted small businesses, These transactions consumed about 18% of our lending levels.
And this does not even take into consideration the tens of thousand of small businesses that
benefit indirectly from exports from large corporations such as Boeing.

Small businesses account for most of the job growth in our country. We currently
directly assist some 2000 small businesses each year, but this represents just a small fraction of
the small businesses which export. While we are making every effort to expand our small
business base, there is much more that needs to be done. The only way to reach the thousands of
small businesses that could make use of our services is to expand our technological base,
ultimately by making use of the internet, which involves significant capital investment.

I would like to take this opportunity to review some of the major small business
initiatives the Ex-Im Bank has undertaken since we were last rechartered. First, we have
reorganized internally to centralize all of our smali business efforts. In 1997, the New and Simall
Business Group (NSBG) was established 1o provide specific services for the small business
community. This group included the Insurance, Working Capital and Business Development
Divisions along with the Regional Offices located in New York, Chicage, Miami, Houston and
Long Beach, California. Since then, the NSBG has endeavored to aggressively meet the
exporting needs of the small business community with supcrior customer service. This has
included the establishment of an Emerging Market sub-group to promote Ex-Im products and
services lo small business in the minority, women-owned and rural communities. 1 would like to
add at this point that the results of a survey entitled the American Customer Satisfaction Index
show that Ex-Im Bank’s customer service rating is a “70", which is “excellent” and compares
well to not only other US govermument agencies but also commercial banks.

Our regional offices have also changed to emphasize small business initiatives. Ex-Im
Bank has:
-- changed from a reactive to proactive approach to marketing and selling Ex-Im
products to achieve small business goals, and

-~ opened a Mid-Atlantic regional office and West Coast satellite offices in San
Francisco and Orange County to attract small business in those areas.
Business Development

Starting in 1998, we transformed from a reactive to proactive business development
philosophy. We have developed:

- an Exporter Database, that includes 180,000 cxporting companies (two-thirds of all
exporters).
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— aDirect Mail campaign aimed at small businesses. We have sent out more than
200,000 pieces of mail each year to exporters. We have developed about 2,000
qualified leads for immediate sales follow-up with new ACT contact management

software.

— aprogram of Nationwide Exporter Seminars, which cover the entire US. These
have proven to be very popular and are large cost and time-savers for exporters,
because it means they do not have to travel all the way to Washington for our multi-
day seminars.

In addition, we forged strategic alliances with our partners in the US Export Assistance
Centers (the Department of Commerce and the Small Business Administration) to facilitate small
business outreach; we have overhauled our web site to make it more user-friendly and logical so
the first-time visiting exporter can easily understand it; and we are utilizing more than 100
partnerships with trade associations and our City/State partners to reach small businesses at the

local level.

Starting in 2000, we have increased our efforts to promote our activities linking Ex-Im
Bank with the Congress, state and federal agencies, and trade promotion groups. We have been
proactive in working with a variety of these organizations to promote exporting opportunities
through speeches, briefings, and informal meetings. In addition; we have performed the
following:

-~ Ex-Im Bank trade briefings have been coordinated for ten Members of Congress.
Such programs are joint efforts between Ex-Im Bank’s City/State partners, local
Chambers of Commerce, and the offices of various Senators and Representatives.
In addition, packages of information have been sent to several other Members of
Congress interested in preparing for a trade event in their respective districts.
Using these briefings as an outreach tool, Ex-Im Bank has been able to develop
and strengthen relationships with a growing number of first-time users of the

Bank.

-- Memoranda of Understanding (MQOU’s) have been signed with the Governor of
New Jersey. Signing a MOU allows Ex-Im Bank to work together with state
commerce departments and economic development agencies.

Insurance

Mr. Chairman, it is through our insurance program that the majority of our small business
transactions are enacted. Ex-Im Bank has adopted a detailed strategic approach in supporting
and increasing its support for small business exporters and associated lenders. Central to this
strategy are three key components: offering useful, high quality products that are reasonably
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priced and will attract a greater number of small business exporters; providing prompt customer
service by investing in technclogy to support a growing volume of small transactions; and finally,
through technology, being in a position fo monitor and adapt risk-taking to the marketplace on a
real time basis. Since 1997, the following initiatives in the Insurance program have been
undertaken in support of these strategic objectives relating to small business.

Short-Term Credit Standards: In 1999, Ex-Im Bank introduced Short Term Credit Standards
(SACS) designed to achieve greater transparency, predictability and consistency of application
outcomes for small business exporiers under the short term insurance program. Prior to the
introduction of the SACS, exporters and lenders were not sure what credit information would be
necessary and under what circumstances Ex-Im Bank would approve an application. With the
SACS, all participants are informed as to what credit information is required and on what basis
Ex-Im Bank will approve an application. A critical additional benefit derived from SACS is an
improvement in application turnaround time.

Ir addition, the SACS have also enabled Ex-Im to take a more aggressive posture with
regard to risk assumption and with a faster turnaround capability on smaller exporter applications
because the standards offer the means to quickly evaluate the critical eredit components. The
SACS will also serve as the platform for automated credit scoring (See Automation below).

Small Business Product Enhancements: At the same time the SACS were introduced, Ex-Im
Bank also modified a number of its policies to provide greater (Texibility and incentives for small
business exporters and their lenders to use the short-term credit insurance program, These
included the following:

o We have made it even easier for small businesses to sell to private buyers by
extending the use of Enhanced Assigmments, which transfer the risk of
exporter performance from the commercial bank lender to Ex-Iim Bank. This
is also helpful to lenders, when exporter performance risk may be too high to
allow for the provision of any financing

o Reduced the Minimum Annual Premium for small business (and other
applicants as well}

o Expanded use of delegated authority to small business exporters

Automation: In recognition of Ex-Im Bank’s commitment to support an ever-
growing number of small dollar sized transactions from small business exporters
and the availability of technolegy to efficiently and effectively support this effort,
the insurance program’s strategic plan incorporated the “Automation Project” as a
key component in assisting Ex-Im Bank to achieve its small business goals. This
effort, which is dependent on receiving sufficient administrative budget, will
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provide a number of key benefits to the US SME exporting community and to
Ex-Im Bank as well:

-~ Ability to handle a significantly larger volume of applications, most of
which will be generated by small business exporters and/or their lenders in
an expedited manner

- Expedited turn around time on up to 80% of all applications

--  Ability to monitor, evaluate, and modify the risk of the short term portfolio
on areal-time basis

-- Provides the framework for expanded risk taking because of the portfolio
approach versus a case by case approach.

30-40% broker commissions for small business: To encourage greater broker
participation in marketing and selling Ex~Im Bank’s shori~term insurance, we
increased the commissions to be paid o brokers who are able to sell a minimal
number of policies to small businesses from the standard 10% commission rate to
either 30 or 40% with the commission rate based on number of policies sold.

Threshold increase for small business from $3 to $5 million: Ex-Im recently
changed its maximum annual export credit sales “small business enhancement”
threshold from $3 million to $5 million. This change allows for a greater number
of small business exporters to be eligible 1o receive the enhancements available
under its Small Business Policy.

GMAT Short-Term Mexico Program: Ex-Im Bank recently agreed to insure
short term transactions under a commercial paper funded program set up by
GMAT, which focuses on providing export financing support for and between US
small business exporters and Mexican small business buyers.

Short-Term Insurance Pricing: In order to provide simplified insurance
premium pricing for small business exporters, Ex-Im Bank adopted the use of a
short-term fee table in which the Bank charges a flat fee based on term and buyer
type, and excludes the variability of country risk as a factor. Thus, the fees charged
can be known up-front regardless of the country where the exporter may be
shipping to (e.g., more predictable), as opposed 1o a fee based on term, buyer type
and country risk formula that can also change without warning to the exporter (e.g.,
less predictable). Moreover, the small business exporter benefits when the country
of the buyer is a relatively higher risk hecanse the fee charged is typically lower
than the higher risk fee,
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Working Capital

Mr. Chairman, we have made great strides in our Working Capilal program since 1997,
The program has grown from $387.7 million in FY 98 10 $588,3 millicn in FY *2000, an increase
of about 52%. About 88% of these transactions arc for small businesses, In addition to the hard
work of our staff, this increase has been made possible by some program changes:

=~ The program has added additional delegated authority (DA) lenders and hag
increased the amount of DA afforded to lenders many times in the last 5 years.

-~ The program documentation has been simplified for ease of operation.

New partners have been added to broaden the potential marketplace for this
product. Asset based lenders and community bank initiatives have resulted in
additional usage of the program. Ex-Im Bank has joined the Commercial Finance
Association and dedicated a business development officer to enhance this
relationship.

The attached charts depict activity under the Insurance and Working Capital programs
along with overall business growth over the preceding two years,

SUPPORT FOR LARGER COMPANIES

We also, of course, deal with large corporations and help support their exports to markets
which are risky. We do it because even large corporations do not have the resources to stand up
against government subsidized foreign competition or the reluctance of most commercial banks to
deal in many emerging markets. These transactions result in high-paying jobs for the individuals
whao work for these corporations. And as Istated above, there has been a good record of
repayment.

Let me address the issue of our support for large companies such as Boeing, which seems
to have attracted more than its share of attention. I am pleased that we have been able to help
Boeing export, because when we have done so, we have helped them compete against their highly
subsidized competition and defend a US industry. The Europeans have been very candid about
their ambition to make Airbus, Boeing’s anly competitor in the large commercial jet aircraft
market, the dominant manufacturer in this industry. We want to make sure that Boeing can
compete with them on the basis of quality and price, not the availability of finance subsidized by
our European competitors. There is a lot at stake. Thousands of companies in all fifty states
contribute to the building of a Boeing aircraft. In 1999, Boeing paid approximately $23.5 billien
10 35,000 companies in the United States. 1am no more or less proud of the exports we support
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for Boeing and the jobs we support there than I am of the exports we support for small businesses.
They are all equally valuable.

Let me make it very clear that when we are asked to support an export, we make every
effort to assure that it cannot be supported commercially, or that there is officially supported
finance from our competitors. We call this “additionality”, assuring that the export would not
proceed without us. We take this task very seriously, and we are always open to suggestions as to
how we can do this job better.

Also, we do not arbitrarily “pick winners and losers.” We accept transactions on a first
come, first served basis, and judge them as to whether or not they are creditworthy and, in some
mstances, whether they meet our environmental] guidelines.

And, of course, we make sure to follow our Congressional mandate that there is a
rcasonable assurance that the loan or guaraniee will be repaid.

THE ASIAN FINANCIAL CRISIS

Twould now like to highlight some of Ex-Im Bank’s activity of the last four years. In
Tune of 1997, the economies of Asia experienced a severe financial downturn. Korea, Thailand,
and Indonesia, three major economies, virtually ceased importing US goods and services. The
private sector in the industrialized world placed a hold on further dealings with these countries.
Hundreds of millions of dolars of US exports were literally sitting on US docks, injuring US
exporters large and small and costing US jobs. Ex-Im Bank concluded that short-term
transactions were still viable in most of these countries, and we offered short-term lines of credit
for §1 billion in each. This was meant to signal that Ex-Im Bank would remain engaged in these
markets, that we expected to be repaid and would continue to do our best to stick by US exporters
who were trying to maintain trade flows. Iam convinced that the role of Ex-Im Bank proved
crucial in promoting recovery and sustaining US exporters.

Our efforts had an immediate impact in Korea and demonstrated the unigue role Ex-In
Bank played at a crucial time. Through our efforts, over $2 billion dollars in US exports went
forward that otherwise would have been lost, much of it from small business. In the first ten
months, from March through December, over 2,500 transactions were processed, compared with
fifty ransactions the previous year. Most importantly, when we reviewed our repayment records,
we discovered that there was not a single loss. This was obviously a great benefit to US exporters
end workers, but it was also a siabilizing factor for Korea and all of Asia. And because we stayed,
the private sector banks were encouraged to return to the market. Through this experience, Ex-Im
Bank showed the value of its presence during a financial crisis.

Indonesia has been the most difficult of our markets in recent years. Our current exposure
there is about $3.3 billion, down from $3.8 billion at the end of FY ‘97. At that time, the
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exposurc comprised about 7% of Ex-Im Bank’s total portfolio. Qur best current estimate is that in
the end, our losses in that country will probably be about 5% of our exposure there.

These challenges in Asia have put Ex-Im Bank staff to the test and here, as in Russia and
in other troubled areas, the Bank has met the challenges. Our losses are modest. The Bank’s
portfolio has solid industry and regional balance. The Bank has sustained US exports and jobs
during periods of economic instability.

ENVIRONMENT

In 1995, at the direction of Congress, Ex-Im Bank adopted a comprehensive
environmental policy, that included an aggressive program to promote environmentally beneficial
and renewable energy exports, and adoption of a set of environmental procedures and guidelines
applicable to its support of foreign projects. This was in recognition that the US is a leader in the
manufacture of environmental technology, yet the level of our exports did not reflect this.

During the next generation, the world market for environmental technology will grow to
nearly $1 trillion. As evidenced in its Annual Performance Plan, Ex-Im Bank is committed to
increasing the level of support it provides to exporters of environmentally beneficial goods and
services as well as fo exporters participating in foreign environmental projects. To achieve this
objective, Ex-Im Bank offers enhanced financing support with its Environmental Export Credit
Insurance and under its Loan, Guarantee, and Medium-Term Insurance programs. These
programs are intended to maximize US government support for environmenta! technology,
thereby enhancing substantially the competitive position of U.S. environmental exporters. Since
1995, Ex-Im Bank has supported $3 billion in environmentally beneficial U.S. exports and
environmentally beneficial projects.

In addition 1o proactively encouraging U.S. companies to export environmentally friendly
goods, Ex-Im Bank instituted review procedures to ensure the projects it supports are
environmentally responsible. If a project does not meet all Ex-Im Bank environmental measures,
the Bank will work with the exporter to implement mitigating measures.

1In 1997, we initiated discussions with heads of G-7 export credit agencies to persuade
them to work with the OECD 1o adopt environmental policies with meaningful environmental
guidelines. Ex-Jm Bank is recognized internationally for its progressive environmental policy and
it spearheaded U.S. governmen: efforts at recent G-8 Summits to encourage leaders of other
nations to require that their export credit agencies adopt effective environmental guidelines.

Ex-Im Bank’s environmental guidelines add significant value to the projects it finances.
Emissions of project pollutants and effluents have been reduced, and the ecological effects of
Bank supported projects have been mitigated extensively. Ex-Im Bank’s environmental
guidelines have prompted foreign buyers to purchase additional U.S. exports of goods and
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services totaling over $250 million 1o mitigate the environmental effects of their projects.
Examples of these exports include pollution control equipment, highly efficient electric power
plants, effluent dispesal systems, and services to mitigate regional ecological impacts.

NEW MARKETS

Over the past few years, Ex-Im Bank has made a concerted effort in expanding our support
to U.S. exporters in new markets such as sub-Saharan Africa, Russia, and the NIS as well as
retooling in older markets such as India. As aresult, Ex-Im Bank will expand U.S, export
opportunities into markets that may hold great potential for U.S. export growth. These are either
markets where the private sector will not provide financing, or where Ex-Im must act to meet
competition from foreign export credit agencies.

The most notable growth in Ex-Im Bank’s programs has been in sub-Saharan Africa, a
market where previously both Ex-Im Bank and U.S. exporters were largely inactive. As a result
of Ex-Im Bank’s commitment to meet its 1997 Congressional mandate, the Bank has seen nearly a
15-fold increase in supported exports to the region. Also to meet this mandate, the Board of
Directors established both an internal Africa Task Force to direct the activities of the Bank
pertaining to Affica, and named a sub-Saharan Africa Advisory Committee to bring practitioners
from the field to offer advice to Ex-Im Bank in its efforts.

The importance of this market was also underscored by several Ex-Im Bank delegations in
FY 2000, including missions to Nigeria, Ghana, South Africa and Mozambique, Cameroon and
Senegal.

As aresult of these efforts, Ex-Im Bank’s support o sub-Saharan Africa has grown
substantially. Whereas in 1998 the Bank authorized approximately $56 million to support U.S.
exports, it authorized $589 in 1999 and $914 million in 2000. In terms of volume of business,
Ex-Im Bank authorized 103 transactions in 1999 and 125 in 2000, a 25% increase. In 1998 the
Bank was open in 21 countries and has been open in 32 countries for the past two years.

The Bank is also working to maximize trade opportunities for U.S. exporters in Russia as
well as the other NIS countries. The Asian and Russian financial crisis had a large impact on
activity in these markets, and we are just starling to sec a resumption of activity in some of these
markets.

In Russia, Ex-Tm Bank is working with that country’s leadership to find ways to expand
U.S. exports and encourage Russia’s development as a trade partner with the U.S. Reflective of
this effort, authorizations supported by Ex-Im Bank rose from zero in 1999 to $223 million in
2000. Some of the transactions invelved the sale diamond mining equipment, aircraft equipment,
and medical equipment for a Moscow children’s hospital.
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Ex-Im Bank also moved to expand its programs in Russia by initiating a program to accept
the risk of Russian Commercial Banks. After extensive due diligence by staff, compiled in a
banking scctor study, the Bank’s Board of Directors chose 15 Russian banks as creditworthy
partners, eligible for short and medium-term financing.

The Bank also assisted its first Azerbaijan transaction last year, which supported $66
million in asset-based financing for two aircraft to Azerbaijan’s Airlines.

The Bank is also developing tools to enter new market places as well as to expand in old
markets. For instance, in August of 20000 the Bank has announced a new subsovereign program
that will help foreign borrowers with municipal, state and provincial support gain access to Ex-Im
Bank financing to buy, among other things, medical equipment, construction vehicles, information
technology, and environmentally beneficial goods and services. This program is aimed at
optimizing U.S. export support while helping many emerging market cities and states strengthen
their economies by addressing critical infrastructure needs, including their access to cutting-edge
information technology. Transactions of this nature could also be used for entities in many
countries, including Russia, Malaysia, Argentina, Brazil, Bulgaria, China, Colombia, Croatia, the
Czech Republic, Estonia, Latvia, Poland, Slovakia, and South Korea.

Essential to U.S. export growth and utilization of Ex-Im Bank in particular is a general
broadening of the Bank’s focus on maximizing exports through increased creativity in financing
and flexibility in structuring transactions so that they meet the Bank’s creditworthiness criteria.

FOREIGN CONTENT, LOCAL COSTS, AND COFINANCING

Over the past 18 months, in cooperation with several exporting organizations and in
consultation with representatives of organized labor, Ex-Im Bank has formulated new polices in
foreign content, local cost, and co-financing. In all three areas, the idea is to use greater flexibility
10 achieve higher US export and job levels.

The premise behind these changes is that U.S. exports would benefit by: (a) providing
exporters with greater flexibility; (b) creating efficiencies (such as minimizing paperwork); and
(c) enhancing U.S. exporter competitiveness through co-financing arrangements. The validity of
our premise will be measured over the next 18-24 months as transactions that benefit from these
changes flow through the Ex-Im Bank process and we review the results to determine if the
changes are accomplishing the intended results — to encourage U.S. exports. This review process
is an integral component to the changes we have implemented and will provide an important
feedback loop on the effectiveness of these changes.

Let me begin by explaining “foreign content”, which is the amount of goods and services
in aU.S. export supply contract that were not produced in the United States. The basic
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parameters of Ex-Im Bank’s foreign content policy continue to be the same. That is, Ex-Im Bank
will support the lesser of 85% of the U.S. export supply contract or 100% of the U.S. content.
The difference between the current and previous foreign content policy is the way in which
cligible foreign content is calculated.

Prior to the change in procedures, the production cost of cach good and service in the U.S.
supply contract must have been a minimum of 50% U.S. content and the foreign content must
have been Incorporated in the United States; all content must have been shipped from the United
States. Each item of supply had to meet this criteria to be included in the Ex-Im Bank financing
package. In contrast, the new foreign content procedures calculate foreign content on an
aggregate basis. That is, instead of applying our foreign content procedures to each item of
supply, we apply them to the aggregate U.S. supply contract.

Local costs are costs incurred in the buyer’s country. Local costs are generally related to
the US exporter’s contract and can be an important factor in helping the US exporter win the
contract. Notwithstanding, local costs do not directly benefit the US economy and therefore, Ex-
Im Bank has developed procedures and policies to limit the extent to which Ex-Im Bank provides
support for these costs. Ex-Im Bank policy allows it to provide support for locally originated
goods and services for up to 15% of the US contract price.

Ex-Im Bank has recently approved changes in the local cost policy that will significantly
improve US exporter competitiveness. The specific changes fall into two broad categeries —
availability rules for obtaining local cost support, and eligibility requirements.

Ex-Im Bank has eliminated the availability criteria for long-term transactions that required
proof of foreign competition or evidence of insufficient private financing for local costs. As a
result, Ex-Im Bank may provide support for all Jong-term transactions providing there are local
costs associated with the US exporter’s contract.

Regarding eligibility, in order to ensure Ex-Im Bank support for local costs benefitting a
US export contract, former Ex-Im Bank policy required the US exporter to explicitly document
the local costs portion in the exporter’s contract. In some countries this requirement made the
local cost appear to be a US (i.e. imported) cost and was taxed as such by the host government.
Thus, to avoid this unintended tax consequence, Ex-Im Bank now allows the exporter to
document local costs in a variety of ways that establish a “functional” relationship between the
local costs and the US exporter’s contract. Moreover, for non-recourse project finance
transactions, the eligibility criteria has been broadened. Ex-Im Bank may support local costs
outside of the US exporter’s contract, provided that the local costs benefit the project as a whole.

Let me now turn to the subject of co-financing. The content procedure changes made co-
financing possible as previous Ex-Im Bank procedures did not lend themselves to these types of
agreements.
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Co-financing is sometimes referred to as a “One-Stop-Shop” arrangement that allows
buyers to source products from two or more countries withont having to negotiate separate
finarcing packages with each export credit agency {(EA.). The US exporter enhances its
competitiveness by offering foreign buyers the administrative simplicity of a seamless co-
financing package that contains a common documentary structure for the entire transaction -- one
set of terms, conditions and procedures. The buyer interfaces with only one ECA who leads the
financing. The lead ECA secures a counter-guarantee from the “follower” ECA for its portion.

Ex-Im Bank will continue to ensure compliance with its legal and policy requirements by
either making certain that the transaction has met its standard procedures or by requiring side
certifications and information from the US exporter that demonsirate compliance.

Ex-Im Bank currently has a bilateral agreement with ECGD of the UK and is concluding
discussions with EDC of Canada. [Other ECAs — most notably Coface of France and Hermes of
Germany are on the horizon to sign bilateral agreements as well.]

CONCLUSION

Mr. Chairman, Ex-Im Bank is in its 67" year of operation, helping to sustain US jobs by
supporting exports which would not go forward without us. We meet the export finance offered
by competing governments, and we work to eliminate market imperfections to assure that
creditworthy deals can go forward. 1am pleased to be the representative of a dedicated career
staff, many of which have accompanied me here today. We will be happy to answer any questions
you or other Members of the subcommittee may have.
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ExPORT-IMPORT BANK
- OF THE UNITED S7aTES

May 2, 2001

Dear Mr. Speaker:

I'have the honor of submitting herewith a draft of the legislation “To amend the
Export-Import Bank Act of 1945, as amended.”

This Tegislation would provide a four-year reauthorization of the Export-Import Bank
of the United States and a four-year extension of its authoritics under Section 2(b)(9), the
sub-Saharan Affica provisions.

The Office of Management and Budget has advised that there is no objection to the
submission of this proposal and that its enactment would be in accord with the program of the
President.

Sincerely,

4
/4
%L/z%‘
James K. Hess
Chief Financial Officer

Enclosure

The Honorable

I. Dennis Hastert

Speaker of the U.S. House of
Representative

H-209, U.S. Capitol
Washington, D.C. 20515

811 VERMONT AVENUE, N.W.  WaskinGToN, D.C, 20571
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A BILL

To reauthorize the Export-Import Bank of the United States
the Export-Import Eenk Act of 19485 (12 U.8.C. €35 ef seq.)

Be it enacted by the Senate and the House of Representatives of
the United States of America in Congress assembled,

SECTION 101, EXTENSION OF AUTHORITY.

Section 7 of the Export-Import Bank Act of 1945 {1z U.5.C. §
635f) is amended by striking "2001" and inserting "20057.

SECTION 102Z. SUB-SAHARAN AFRICA ADVISORY COMMITTEE
Sectiom 2(Db) (%) {B) (iii) of the Export-Import Bank Act of
1845 (12 U.S.C. § 635(b) {9} (B) {iii)} is revised to read as

follows:

"The sub-Saharan Africa advisory committéé shall terminate
on September 30, 2005.°" -
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The question of how much of a shortfall the Bank has had historically is complex. The
Bank’s initial capital when it was created in 1934 was $11 million. This was later increased
several times and eventually reached a total of $1.0 billion by 1947. No additional capital was
added until FY 1992. Ex-Im Bank used this capital, borrowings from the U.S. Treasury and the
private market, and retained earnings to fund its operations.

From its inception through FY 1981, the Bank reported a profit on its operations, paid a
total of $1,051 million in dividends on its capital stock, and had accumulated retained earnings of
$2,199 million as of September 30, 1981,

Beginning in FY 1982, the Bank reported net losses on its operations and this continued
through FY 1995. By the end of FY 1987, funding and net claim losses had reduced retained
earnings 10 $312 million. The following year, the Bank established loss reserves on its loan,
guarantee and insurance portfolio. This caused the Bank’s retained earnings to drop to a negative
$3,151 million as of September 30, 1988. Retained earnings continued to grow more negative
until 1991, the last year before the Credit Reform Act of 1990 made available permanent
indefinite appropriations. By the end of FY 1991, negative retained earnings reached $7,451
million.

Beginning in FY 1992, appropriations made available by the Credit Reform Act began to
recapitalize the Bank. From FY 1992 through FY 2000, the Bank received appropriations from
permanent indefinite authority totaling $6,442 million to meet cash flow needs principally related
to commitments made prior to FY 1992 and appropriations of $6,860 million to cover estimated
losses on new credit commitments. The Bank also received appropriations of $420 million
during that period for administrative expenses.

After taking into account $5,350 the Bank has returned to the U.S. Treasury during the
period FY 1992 to FY 2000 through loss re-estimate procedures, the net addition to the Bank’s
capital since credit reform has been $8,372 million.

The additions to capital enabled the Bank to pay down its debt, thus decreasing interest
expense. This, together with only a modest provision for losses in some years, has enabled the
Bank to report net income in some recent years, and in FY 1999 and FY 2000 the Bank reported
net income of $214 million and $346 million respectively. However, even with the net income,
cumulative retained earnings at the end of FY 2000 were a negative $1,622 million and total
equity was a negative $173 million. These totals include an estimate for future losses on the
Bank’s current portfolio. The actual losses could be lower or higher than the estimates.

The Bank believes that the best way to view the Bank’s credit losses over time is to relate
these to total disbursements and shipments made. These losses have been less than 2% of total
disbursements and shipments since the Bank’s inception. This is a lower loss ratio than many
commercial banks, and is particularly impressive since the Bank has been taking risk in the
higher risk markets where commercial sources of funds are generally unwilling or unable to go.
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Question: What are Ex-Im Bank’s technology needs in FY 2002 and if provided with additional
funding how would the funds be used.

Answer: During FY 1999 and FY 2000, the focus of Ex-Im Bank's Information
Management and Technology Group (IM/T) was on the Y2K problem and the upgrade of the
existing infrastructure. With those tasks completed, in late FY 2000 IM/T turmed its attention to
E-Commerce and improving Ex-Im Bank's core applications. These two large and
complementary projects will continue to be primary projects of Ex-Im Bank's IM/T Group
through FY 2001 and FY 2002.

In FY 2001 Ex-Im Bank will begin the migration of all the Insurance applications from
the existing AS/400 to a modermn, web-enabled database. In addition fo the migration of the
existing legacy applications, new functionality such as credit scoring, portfolio management,
work flow and E-Commerce features will be added. This is a major project and it is anticipated
that the total time to completion will be 13-16 months. A major portion of this project will be
carried over to FY 2002.

IM/T plans to continue its efforts in FY 2002 to provide paperless Internet based
transaction capabilities to all employees, customers, and partners. IM/T expects to maintain an
aggressive approach to fulfilling the Bank's E-Commerce Strategy which includes web site
updates, redesign and development; expanding the online Working Capital Guarantee application
form to additional platforms; and moving into phase 2 and 3 of the Invitation to Submit Proposal
(ISP) Intemet model designed to established a public/private sector technology partnership for
the delivery of Ex-Im Bank products and services as well as providing value-added export
services delivered through our technology partners.

In FY 2002, PCDocs will require an upgrade of the software (currently 3.9 Docs Open) to
new Fusion Release expected to be released in late 2000. PCDocs is evolving into an enterprise
information system and the new software will enable integration into the new insurance project
and allow further workflow and information portal accessibility. In addition, all of the current
library databases, running various versions of Qracle will be combined into a few number of
more comprehensive enterprise libraries in order to better support Ex-Im Bank's Business
Development Group's ACT Contact Database and Outreach Contact Databases (Exporters,
Lenders, Banks, Small and Mid-Sized Businesses, Conference and Seminar Attendees).

During FY 2002 Computer Security will continue with the ongoing requirements of
access control, awareness briefings, and policy development. Recommendations resulting from
the external audit and penetration testing will be implemented. Appendix I of OMB Circular
A-130 requires critical systems to undergo a risk assessment every three years. This risk
assessment will begin during FY 2001 and carry over into 2002.

Additional requirements include the cost of running and maintaining existing legacy
(mainframe) systems, web development, implementation of electronic workflow processes
including digital signatures, maintenance of the existing network infrastructure, and periodic
replacement of equipment as it reaches the end of its life cycle.

If additional funds are made available to the Bank, these funds would be used to
accelerate the insurance project mentioned above and to further expand E-Commerce initiatives.



EXPORT-IMPORT BANK
PRESIDENT AND CHAIRMAN OF THE UNITED STATES

May 24, 2001

The Honorable Janice Schakowsky
515 Cannon House Office Building
Washington, D.C. 20515

Dear Representative Schakowsky:

Thank you for your question posed at the May 8, 2001 hearing of the Intemational
Monetary Policy Subcommittee for the reauthorization of the Export-Import Bank of the United
States (Ex-Im Bank) regarding (i) the alleged human rights violations at the Dabhol power plant
project in India, and (ii) the financial role Ex-Im Bank played in the financing of the project.

At the hearing you expressed an interest in both the human rights considerations Ex-Im
Bank applies when reviewing a project, and the criteria Ex-Im Bank uses to determine that no
human rights have been violated when considering a transaction approval.

Since the passage of the 1978 amendments to the Export-Import Bank Act of 1945, as
amended, Ex-Im Bank can only deny its financing for human rights violations if the President,
(acting through the State Department) determines that such a denial would be in the national
interest. As a general rule, Ex-Im Bank relics on the expertise of the State Department with
respect to human rights and foreign policy issues.

As you may know, the State Department can specifically exercise authority in this area
through a legislative vehicle known as the Chafee Amendment. Short of formal Chafee
determinations, Ex-Im Bank has worked with the State Department to establish a set of
standardized procedures for examining human righis concerns in countries where the Bank
provides medium and long-term support. Transactions of more than $10 million are generally
subject to human rights review by the State Department. This review is delivered to Ex-Im Bank
for its consideration in evaluating a case.

811 VErMONT AVENUE, N.W., WastvcTon, D.C. 20571
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Ex-Im Bank’s Board of Directors approved financial support for U.S. exports for Phase I
of the Dabhol project in September 1994 and again in May 1996. These decisions were reached
after numerous consultations with the State Department (including diplomatic personnel in India)
and other U.S. government agencies.

The Human Rights Watch report to which you referred was released in January 1999, five
years after Ex-Im Barnk initially approved the transaction. To date, Ex-Im Bank has completed
its disbursements and is now in the repayment phase of the transaction.

CEIe

ames A. Harmon

cc: International Monetary Policy Subcommittee
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May 21, 2001

MEMORANDUM

SUBJECT: International Comparisons of Official Export Credit/Export Promotion
Activity and Administrative Resources

As promised in Jim Cruse’s testimony, attached is information regarding G-7 export
credit activity levels, G-7 export credit staff levels, and a comparison of G-7 export promotion
expenditure prepared as part of the Trade Promotion Coordinating Committee’s Seventh Annual
Report to the Congress of the United States (March 2000). If staff per $billion of medium and
long-term activity can be a fair proxy for the level of administrative resources committed to
official export credit, a rough comparison of the two data sets on export credit activity and
personnel indicates that — consistent with the TPCC finding on export promotion expenditure —
the US is at the low end of the scale.
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The following is a comparison of staff levels for the G-7 for 1999:

1999 1999

Full Staffing Levels Medium/Long-term Staff Levels (est.)

United States 390 - 440 United States 300 - 350

United Kingdom' 390 - 440 United Kingdom 375 - 425

Canada®
France’
Germany”
Ttaly®
Japan®

Footnotes:

L.

780 - 830 Canada 325-375
770 - 820 France 275-325
460 - 510 Germany 300-350
310-360 Italy 175 - 225
750 - 800 Japan 350 - 400

The United Kingdom no longer provides short-term export credits, although it
does have the authority to offer reinsurance to the private market insurers in
the event of a lack of adequate private market reinsurance. A small
adjustment based on the estimate for staffing related to the reinsurance
business has been made.

Canada provides extensive short-term export credits (approximately 2/3 of
volume in 1999), as well as other financial products such as investment
insurance and performance bond cover. A major adjustment based on the
estimate for staffing related to the non-medium/long-term export credit
business has been made.

France is a private insurance company that operates the official export credit
program (medium and long term) on behalf of the French government. The
staffing figures include those ministry personnel assigned to oversee Coface.
An adjustment based on the estimate for staffing related to the non-
medium/long-term export credit business has also been made.

Germany is a private insurance company that operates the official export
credit program (medium and long term) on behalf of the German government.
The staffing figures include those ministry personnel assigned to oversee
Hermes. An adjustment based on the estimate for staffing related to the non-
medium/long-term export credit business has also been made.

Italy’s figures include staff from Simest, the Italian entity that administers
Italy’s interest make-up program. An adjustment based on the estimate for
staffing related to the non-medium/long-term export credit business has also
been made.

Japan does substantial volumes of short-term export credits (over 90% of
activity in 1999). JBIC provides non-export credit loans (e.g., investment and



116

Export Promotion Staffing

Domestic & Foreign Personnel Engaged in Export Promotion as a
Percent of GDP - 1999, non-financial and non-agricultural

1.65 (Staffing per
billion dollars !
(U.S.) of GDP)

[=)
[}

France Canada Italy UK  Germany** USA Japan*

* Figures for Japan are difficult to interpret because the government of Japan maintains that its
nen-financing ade promotion activities are devoted to import promotion. Commerce believes that
there is substancial suppert for export promotion that is supplemented by industry associations with
close ties to gevernm:
** Cerman figures are also likely to be understated since they exclude German Economics Minisery
headquarters personnel.

Source: Based on Commercial Service staffing estimates and OECD GDP figures

Export Promotion Spending

As a Proportion of GDP_1999-non-financial and non-agricultural

$0.60

3.49

$0.50

{Spending per
thousand dollars
(U.S.) of GDP)

$0.40

$0.30

$0.20

France  Canada UK Italy Germany** USA Japan*

* Figures for Japan are difficult to interpret because the governmenc of Japan mainrains that its
non-financirg trade promation activities are devoted to tmport promotion. Commerce believes that
there is substantial support for export promotion that is suppiemented by industry associations with
close ties to government.

** German figures are also likely to be understated since they exclude German Economics Ministry
headquarters personnel.

Source: Based on Commercial Service staffing estimates and OECD GDP figures

Working for America
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Opening Statement
The Honorable Doug Bereuter
Chairman
Subcommittee on International Monetary Policy and Trade
Export-Import Bank Reauthorization
May 8, 2001

Good afternoon. The Subcommittee on International Monetary Policy and Trade
meets today in open session to receive testimony on the reauthorization of the Export-
Import Bank (Ex-Tm Bank). The Ex-Tm Bank was last reauthorized in 1997 for a four-
year term that expires on September 30, 2001. At this hearing, the Subcommittee will
hear from a representative of a large corporation and a small business which use the Ex-
Im Bank as well as organizations who have different opinions on the I:x-Im Bank’s
programs

This is the Subcommittee’s second hearing on the Ex-Im Bank. On May 2nd, the
Subcommittee heard from an experienced panel of professional staff from the Export-
Import Bank. In addition to giving their testimony, the Ex-Im Bank submitted a
legislative proposal, which would reauthorize the Ex-Im Bank for four years until 2005. 1
look forward to receiving the panel’s views on this proposed legislation.

Before introducing our outstanding panel, I am going to briefly stress the
following items which were discussed in the first hearing on the Ex-Im Bank: proposed
cuts, possible net income, small business activities, investment in Africa, and types of
subsidies offered by export financing agencies including the U.S. tied aid war-chest. [
would like the witnesses today to address these issues, among others.

First, on May 2nd, the Ex-Im Bank testified regarding the proposed reduction in
funding for FY2002. The Administration requested $633 million to fund its program
budget which administers the Ex-Im Bank loan, insurance, and guarantee programs. This
is approximately a 25% cut from the FY2001 enacted level of $633 million. To
accommodate this possible cut, the Ex-Im Bank testificd that they may have to increase
fees, reduce the percentage of loans, guarantees, and insurance that they finance, and/or
limit their amount of higher risk transactions.

I do have significant concerns about the Administration’s proposed cut to the
program budget of the Ex-Im Bank as it could likely result in fewer U.S. exports. In light
of the slowdown in the U.S. economy, this proposed Ex-Im Bank reduction comes at a
particularly bad time for American businesses.

Furthermore, the Ex-Im Bank also testified that they need additional funding for
upgrading their technology. As a result, the Administration proposed $65 million for
FY2002 for the Ex-Im Bank administrative budget, which is an increase of $3 million
from the prior year.
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Second, at the May 2nd hearing, some questions were asked regarding possible
net income for the Ex-Im Bank. According to the 2000 Annual Report from the Ex-Im
Bank, they had a net income for FY2000 of $345.8 million. Moreover, for FY1999, the
Ex-Im Bank had a net income of $214.4 million. This net income is given to the U.S.
Treasury rather than being used by the Ex-Im Bank in its next fiscal year.

Third, with respect to small businesses, the 1997 authorization law mandated that
the Export-Import Bank make additional efforts to enhance its programs to small and
rural companies. When the Ex-Im Bank testified on May 2nd, they explained how they
continue to meet this mandate. Today, our small business witness will testify as to the
cfforts of the Ex-Im Bank in this regard. In addition, I would like any data that the
witnesses can provide on the number of small business suppliers that work with
corporations which use the products offered by the Export-Import Bank.

Next, the 1997 authorization bill required an increase in the Export-Import Bank’s
financial commitments in Sub-Saharan Africa. Moreover, in this mandate, Congress also
required the Ex-Im Bank to establish a Sub-Saharan Africa Advisory Committee.

On May 2nd, the Ex-Im Bank testified that that they have dramatically increased
their support for U.S. exports to Sub-Saharan Africa since this mandate. Moreover, the
Ex-Im Bank pointed out that the authorization for the Sub-Saharan Africa Advisory
Committee will expire this year. As a result, the Ex-Im Bank has requested a four-year
cxtension for this Advisory Committee.

Lastly, the Ex-Im Bank also testified as to the type of subsidies offered by
government export financing agencies including the tied aid war-chest of the U.S. In
particular, T am interested in any of the panel’s thoughts on these different types of export
subsidies. Examples of these export subsidies include, among others, market windows
and untied aid. Market windows are state sponsored institutions that conduct themselves
as both a government lender and a private bank. Canada and Germany both have these
market windows which have advantages over both private banks and government export
financing agencies.

Another example is untied aid, which is utilized in particular by Japan. It is
bilateral aid given to a developing country with no requirement per se that the recipient
country buy goods from the donor country. However, in actuality, the recipient still feels
compelled to buy the products from the donor country.

Unfortunately, untied aid is not covered by the Organization for Economic
Cooperation and Development (OECD) Arrangement, of which the U.S. is a member.
The OECD Arrangement conducts negotiations and reaches agreements between
countries with the intent to reduce government export financing programs. For example,
the OECD Arrangement covers tied aid. Tied aid is a direct export credit where the
recipient country is required to buy products from the donor country.
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With respect to tied aid, there is a war-chest which can be used by the U.S. to
match tied ajd offers by other countries. This war-chest, which is administered by the
Department of Treasury, has not been used since 1998. 1 have concerns with the apparent
veto power of the U.S. Treasury over the use of the tied aid war-chest.

To assist the Subcommittee in examining these reauthorization issues, I am
pleased that we have the opportunity to hear from our distinguished panel of private
sector witnesses with diverse views on the Ex-Im Bank. First, we will receive testimony
from Mr. Richard Christman, the President of Case [H Agricultural Business. Case IH is
one of the brands for CaseNewHolland agricultural products. CaseNewHolland, which
uses the Ex-Im Bank, is the number one manufacturer of agricultural tractors and
combines in the world, and the third largest maker of construction equipment. Mr.
Christman has been with the company since 1975 in a varicty of capacitics.

Next, Mr. Tan McLaughlin, the Chairman and CEO of Watson Machinery
International based in Paterson, New Jersey, will testify. Mr. McLaughlin will bring the
perspective of a small business owner who uses the Ex-Im Bank. Watson Machinery
supplies high performance machinery and production systems for the wire, cable, fiber
optic and wireless industries.

Mr. McLaughlin has been the CEO of Watson Machinery since 1989. In addition to this,
he has been a member of the Ex-Im Bank Advisory Committee since 1998.

Our third panelist is Dr. Fred Bergsten, the Director of the Institute for
International Economics (IIE) since its creation in 1981. Among his many past positions,
he was the Assistant Secretary of the Treasury for International Affairs from
1977-1981. Dr. Bergsten received his Masters and Ph.D. degrees from the Fletcher
School of Law and Diplomacy. It should be noted that in January of 2001, the IE
published a very comprehensive book entitled, “The Ex-Im Bank in 21* Century. A New
Approach?”

Next, Mr. lan Vasquez, the Director of CATO’s Institute Project on Global
Economic Liberty, will testify. His writings have appeared in newspapers throughout the
United States and Latin America. He received his Bachelor’s degree from Northwestern
University and his Master’s degree from the School of Advanced International Studies at
Johns Hopkins University.

Subsequently, Dr. Brent Blackwelder, the President of the Friends of the Earth,
will testify. He was the founder of the Environmental Policy Institute, which merged
with the Friends of the Earth and the Oceanic Society in 1989. Dr. Blackwelder has
received degrees from Duke, Yale, and the University of Maryland.

The final witness is Mr. George Becker, the former President of the United
Steelworkers of America. Mr. Becker, who has recently retired as President, was first
elected to this position in November of 1993. Mr. Becker, a second-generation
steelworker, is a native of Granite City, Illinois

We welcome the distinguished panel to our hearing. And, without objection, your
written statements will be included in their entirety in the Record.  Thank you.
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EXPORT-IMPORT BANK HEARING #2
HOUSE COMMITTEE ON FINANCIAL SERVICES

SUBCOMMITTEE ON INTERNATIONAL MONETARY POLICY
AND TRADE

MAY 8, 2001

OPENING REMARKS
REP. JULIA CARSON

Mr. Chairman, I would like to thank you for convening this important hearing.

This hearing is important because it addresses an institution that directly affects the small
businesses and workers in our districts. Just as importantly, the Export-Import Bank
reflects the values of U.S. taxpayers to governments and people all over the world.

For these reasons, 1 take very seriously our jurisdiction over the legislation to reauthorize
the Export-Import bank.

Mr. Chairman, fossil fuel projects release carbon dioxide into the atmosphere, contributing
to global warming. In its fiscal year 2000 annual report, Ex-Im reported that the loans and
loan term guarantees it authorized totaled $7.8 billion.

The agency devoted 28 percent of that total-or $2 billion- to fossil fuel projects. These
investments pollute local communities and the global environment.

However, the most troubling aspect of the bank’s fossil fuel investments is that it
contradicts the 1997 Resolution authored by Senator Bird and Senator Hagel.

In this resolution, the Senate unanimously demanded that developing countries, such as
China and India, commit to reducing their global warming emissions before the U.S. takes
similar action domestically.

Thus, at the same time that the U.S. is demanding better energy policies from developing
countries, we allow the Ex-Im Bank to support destructive energy policies around the
world.

The bank’s support of fossil fuel projects comes at the expense of cleaner, renewable energy
sources and oftentimes portrays the U.S. as insensitive to local demands around the world.

For example, the Ex-Im Bank recently considered supporting a coal-fired power plant in
Bo Nok, Thailand that was opposed by local communities. The police injured dozens of
peaceful protestors who were concerned about the project, and local communities are now
threatening to burn the plant down if it is built. T.ocal residents have stated they would
prefer clean, renewable energy.
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Mr. Chairman, these are not the projects that U.S. taxpayers want to fund.

Mer. Chairman, the reauthorization of the Ex-Im bank provides this subcommittee with an
excellent opportunity to respond to these alarming issues.

To address these problems, the Ex-Im bank must:

#1. Increase its accountability by establishing an independent evaluation office, or
an ombudsperson. This position would provide the public with a mechanism to
ensure that the Ex-Im bank is following its own environmental policies.

Furthermore, the Ex-Im bank would be following a precedent set by other
international financial institutions—such as the World Bank—that have
recognized the importance of transparency and accountability.

2. The Ex-Im Bank has a 15-member Advisory Committee that advises the agency
on its program and reports to Congress on whether or not it is following its
mandate.

Finance, agriculture, services, commerce and labor are represented on the
committee. The committee should be further expanded to include at least two
representatives from the environmental community.

3. The Ex-Im Bank should be required to publicly disclose environmental impact
assessments of applicable projects, and to provide the public with 120 days to
comment.

Disclosure and public comment periods are key elements of project finance at the
World Bank and U.S. Overseas Private Investment Corporation. They improve the
quality of projects, ensure against negative environmental impacts, and make the
institutions more accountable to the public.

4. The Ex-Im Bank energy lending has overwhelmingly supported fossil fuel
projects, from coal fired power plants to oil and gas extraction. The Ex-Im bank
should move away from this type of energy lending and toward renewable energy
and energy efficiency.

1 support the proposal by Green Scissors to cut the 28 percent of Ex-Im subsidies that
support destructive energy projects.

Mr. Chairman, while the Exim bank reports that 86% of its transactions directly benefit
small businesses, the reality is that just 20% of the bank’s subsidies go to small businesses.

Meanwhile, 80% of the bank’s subsidies go to Fortune 500 companies. Nearly half of that
money goes to just 15 big firms.

Mr. Chairman, this lending pattern must change. U.S. taxpayers should NOT be funding
the exports of big business. To the contrary, the reauthorizing legislation of the ExIm Bank
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must require the bank to return to its founding mission: to finance export projects that
would otherwise not be possible.

My colleague Chris Shays asked a wonderful question during the hearing last week and
that was—“how is it possible that a company such as GE is unable to finance its export
projects?”

Mr. Chairman, I don’t believe that question was adequately answered and it remains a
question to which I would like an answer. I do not believe that the Ex-Tm Bank follows its
mandate to provide assistance to those who could not otherwise export. This must change.

One of the most oft-repeated justifications for the Ex-Im Bank’s funding for big business is
that through export-assistance, the bank creates jobs. Mr. Chairman, I am wondering how
this argument can be supported when two of the Bank’s biggest recipients either halved
their work force or are employing more people in other countries than in the United
States?

IBM has received over $20 million in direct loans and loan guarantees from the Ex-Im
Bank. However, IMB now has more workers employed abroad than it does in the U.S.

Mr. Chairman, beginning in 1987, companies have been allowed to receive Ex-Im assistance
as long as 50 percent of the products they want to export are made in the U.S. This policy
must be followed.

Then there is the case of General Motors, which has received over $500 million in direct
loans and loan guarantees from Ex-Im Bank. GM has shrunk their U.S. workforce from
559,000 to 314,000.

Mr. Chairman, I support small business and 1 support efforts to foster employment and
create jobs. However, from every indication we have received, the Ex-Im Bank is
subsidizing the same companies that are exporting good, U.8. jobs overseas.

Finally, I would like to go on the record to support the efforts of Congresswoman Maxine
Waters who has introduced a bill to address the role of the Ex-Im Bank in the global fight
against the HIV/AIDS crisis.

As many of you know, on April 19, 2001, the 39 pharmaceuticals that had brought suit
against the South African Government responded to worldwide opposition and dropped
their 4-year lawsuit.

Though I, along with my colleagues on the Congressional Black Caucus, applaud this
decision, we are fully aware that these same companies continue to pressure developing
countries to enact programs that benefit pharmaceutical interests.

Mr. Chairman, the case of Brazil is telling. Brazil has developed a model program for the
treatment and prevention of HIV/AIDS through the local manufacture and free distribution
of generic AIDS medicines. This program has cut the number of AIDS-related deaths in half
in just four years.
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However, as speak, Brazil is facing pressure from pharmaceutical companies to discontinue
the program. The U.S. Trade Representative is supporting the pharmaceutical industry’s
claim that Brazil is violating intellectual property rights. The WTO has granted a request
from the USTR to establish a panel to rule on whether Brazil is in violation of WTO
intellectual property laws.

Mr. Chairman, these disciplinary actions in the face of a worldwide pandemic that is killing
6,000 Africans every day are scandalous. 1 DO NOT support the Pharmaceutical
companies, the USTR, or the WTO in this regard and I urge them to withdraw their request
and focus the world’s attention on getting cheap drugs to the millions of people worldwide
who are living with HIV and AIDS.

Mr. Chairman, until Ex-Im Bank financing supports the environment and American
workers, this institution will continue to come under attack.

Again, I thank you for convening this important hearing. Ilook forward to hearing from
our witnesses and I look forward to the subcommittee’s involvement in ensuring that
import reforms are made at the Export-Import Bank.
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Opening Statement

Chairman Michael G. Oxley

Committee on Financial Services
Subcommittee on International Monetary Policy and Trade

May 8, 2001

Export-Import Bank Reauthorization

Thank you, Chairman Beureter, for holding this second hearing on the
reauthorization of the Export-Import Bank. This opportunity to hear from
individuals who actually use the Export-Import Bank will give members of
the Subcommittee real world examples of the activities of the Ex-Im Bank.

I applaud the Administration for sending up legislation to renew the
Bank’s charter beyond its current expiration date of September 30, 2001.
However, there are several additions that may have to be made to the
legislation in order to ensure that the Ex-Im Bank remains competitive in the
international trade arena. I look forward to working with the
Administration, Subcommittee Chairman Bereuter, and others in speedy
Committee consideration of reauthorization legislation.

I would like to commend the Chairman for organizing this hearing,
which will give the members an opportunity to hear different perspectives,
both pro and con, on the Bank. The goal of our hearings is to give all voices
an opportunity to be heard, and this will certainly occur today.

Ex-Im provides assistance to both large and small corporations across
the United States. Without the guarantees, insurance and direct loans
provided by Ex-Im, many of these businesses would not reach high risk, or
emerging markets with their products. As a result production levels would
be lowered, the U.S. trade deficit would be larger and fewer Americans would
be employed in high paying manufacturing jobs.

I look forward to hearing from both Case IH Agricultural Businesses
and Watson Machinery today. Case, one of America’s largest manufacturers
of agricultural machinery, employs thousands of people both directly and
through suppliers across the country. Watson Machinery is a small business,
employing 90 people, and is on the cutting edge of high-technology
manufacturing. Both of these very different businesses rely on the Ex-Im
Bank to help finance transactions in international markets. Today’s
testimony should give members valuable insight into the need for a strong
Export-Import Bank.
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I am also very interested in the testimony of the other witnesses on
today’s panel. Both the Institute for International Economics and the CATO
Institute are highly respected think tanks. While they may disagree on the
need for the Bank, their insightful opinions are highly valued and respected.
Additionally, the United Steel Workers and The Friends of the Earth will
give our members important perspectives on issues which might have been
overlooked had they not been part of today’s proceedings.

As we continue our review of Ex-Im, I look forward to hearing
recommendations on how we can improve the Bank in order to ensure that it
has all the resources at its disposal to compete in the international trade
environment of the 21st century.

Mr. Chairman, I would like to join you in welcoming these witnesses
and to thank you for your thorough review of this agency. I yield back the
balance of my time.
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Statement by
Congresswoman Marge Roukema
Subcommittee on International Monetary Policy and Trade
Export-Import Bank Reauthorization
May 8, 2001

I want to commend Chairman Bereuter for holding this second hearing on the
reauthorization of the Export-Import Bank. I was had hoped to attend the first hearing on
May 2, however, I was detained in a markup in the Education and Workforce Committee.
But today, I want the record to show that I support the reauthorization of the Ex-im Bank
and look forward to working with Chairman Beureter to make sure that we get the job
done in a timely and responsible manner. Since coming to Congress in 1981, the Bank has
been reauthorized seven times, and I have supported cach and every one of these
reauthorizations.

The Bank plays a very significant r role in U.S. trade policy. It ensures that U.S.
businesses will not be denied access to overseas markets because of market imperfections
that prevent them from obtaining financing from the private sector or because of unfair
competition from foreign export agencies.

The last time we reviewed the Bank’s charter was 1997 when it was reauthorized for
four years, the Bank was instructed to reach out to small companies that have not
previously participated in the Bank’s export financing programs. The Bank was also
required to expand its lending for exports to Africa. I look forward to hearing today from
the Bank officials on how the Bank is accomplishing these 1997 mandates.

In addition, Congress has inserted into the Bank’s charter a provision requiring it to
look at the environmental impact of its lending programs. The U.S. is the only major
developed country that has placed this pro-environment requirement on its export credit
agency. It is my understanding that the U.S. is now leading international negotiations to
get other countries to follow the U.S. lead on this matter.

In our review of the Bank, we will also want to make sure that the Bank is in good
fiscal and operational shape. The world of finance and the international trading system are
changing fast. Other countries are finding more sophisticated ways of assisting their
exporters and new financing mechanisms are being developed. One question we will want
to ask is whether the Bank has all the tools necessary to assist U.S exporters in this global
economy.

Finally, while the Bank has historically focused on financing the exports of planes
and other manufactured goods, so called “old economy” exports, I will be interested in
learning what role the Bank can play in assisting high tech businesses in exporting their
products overseas.

In closing, Mr. Chairman, I was struck by a statement the outgoing Chairman of the
Bank made last month at the Bank’s annual conference. He noted that the most significant
and fundamental changes of the Bank have not come from within the Bank nor from the
Adminstration, but from Congress. Mr. Harmon cited Congressional led efforts on tied-aid
credit, small business lending and the other reforms I mentioned earlier. Mr. Chairman, I
look forward to working with you, Chairman Oxley and others in continuing Congressional
leadership in making the Bank a more effective instrument of U.S. trade financing in the
future.
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TESTIMONY OF RICHARD M. CHRISTMAN, CASENEWHOLLAND INC.
ON BEHALF OF
THE NATIONAL FOREIGN TRADE COUNCIL
AND
THE COALITION FOR EMPLOYMENT THROUGH EXPORTS
ON
REAUTHORIZATION OF TIHE EXPORT-IMPORT BANK
MAY 8.2001
Mr. Chairman and Members of the Subcommittee, [ am Rich Christman, President of

Case IH Agriculturat Business of CaseNewllolland Inc. (CNH). CNH is the number one
manufacturer of agricultural tractors and combines in the world, the third largest maker of
construction equipment, and has one of the industry’s largest equipment finance operations. Iam
testifying today on behalf of the National Foreign Trade Council (NFTC) and the Coalition for

Employment Through Exports (CEL), whose members comprise major U.S. exporters and

financial institutions.

SUMMARY: EX-IM NEEDS A 5-YEAR REAUTHORIZATION

At the outset, let me emphasize that CNH and the other members of CEE and the NFTC
urge Congress to reauthorize the Export-Import Bank of the United States (Ex-Im Bank) for five
years. It is essential to American exporters and workers that the Bank’s charter be reauthorized
until September 30, 2006. This would avoid the difficulty which occurred in 1997 and again this
vear when reauthorization occurs in the first year after a Presidential election and in the same
year when the Ex-Im Chairman’s and Vice Chairman’s terms expire.

We look to your leadership in ensuring the Bank is fulfilling its mandate to promote U.S.
exports and jobs by being fully competitive with other major export credit agencies (ECAs). In

this regard, adequate appropriations are as important as reauthorization in accomplishing this
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critical goal, Ex-Im’s budget must be funded adequately and its policies and procedures must
recognize the realities of today’s fiercely competitive global market place. Its independent status

also must be reaffirmed and strengthened.

BACKGROUND ON CASENEWHOLLAND

CNH is the number one manufacturer of agricultural tractors and combines in the world,
the third largest maker of construction equipment, and has onc of the industry’s largest
equipment finance operations. Revenues in 2000 were over $10 billion. Based in the United
States, CNH’s network of 10,000 dealers and distributors operates in over 160 countries. CNH
agricultural products are sold under the Case IH, New Holland and Steyr brands. CNH
construction equipment is sold under the Case, Fiatallis. Fiat-Hitachi, Link-Belt, New Holland,
and O&K brands.

CNH is engaged in three principal lines of business: agricultural equipment, construction
equipment and financial services. These businesses are organized globally with separate, brand-
driven commercial organizations and distribution networks. CNH was formed in 1999 through
the merger of New Holland and Case Corporation. CNH is building on the legacies of both
organizations, which together have a combined 265-year history. Jerome Increase Case founded
the J I Case Company in 1842 and soon gained recognition as the first builder of a steam engine
for agricultural use. In 18935 New Holland Machine Company was founded in Pennsylvania
specializing in agricultural equipment.

In maintaining the leading brands of both companies, while combining manufacturing,
engineering, purchasing and other business functions, CNH is preserving choice for its

customers, furthering its industry leadership position and creating value for shareholders.
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CNH EXPORTS BENEFIT OUR SUPPLIERS

CEE and NFTC recently issued a report on the important benefits of Ex-Im to small and
medium businesses. The report highlights the thousands of invisible exporters across the nation
by listing more than 35,000 primary supplicrs of goods and services to 13 major U.S. exporters.
CNH was onc of the 13 participants in the study.

At CNH our construction equipment moves the earth and our agricultural equipment
helps feed the world. How do we do this? By exporting our construction machinery and our
agricultural machinery to more than 160 countries around the globe. Why do we do this?
Trading gives us an opportunity to grow our business when we go abroad to sell our products. It
also gives our suppliers an opportunity to grow their business because, through our exports, their
products also reach our global customers. Lach of our suppliers can be viewed as an “invisible
exporter.” Key to these accomplishments is our continuing relationship with our suppliers.
These solid relationships are integral to our manutacturing and exporting success as well as the
success of our suppliers. Many of our exports are assisted by Ex-Im. The result, exporting CNH

equipment means importing business for our suppliers and us.

EX-IM BANK IS VITALLY IMPORTANT TO CNH

One of the things that continuously surprises CNH is how misunderstood international
trade, as an issue, is with opinion leaders. American workers, and even our global trading
partners. As a result, CNH has embarked upon a very aggressive trade education program. One

aspect of the program is the discussion of Ex-1m.
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Ex-Im Bank is a federal agency serving as the “lender of last resort” for US exporters
when commercial bank financing is not available for export sales and when the US exporter is
confronted with foreign competitors which have financing available from their government.
Currently, some 70 governments around the world have ECAs like Ex-Im, providing about $500
billion a year in government-backed financing.

Increasingly, financing is a key to winning export sales. Customers now demand that
exporters arrange financing for sales. However, in many emerging markets, where the greatest
export growth opportunities now exist, commercial banks are often unwilling to provide
financing, even for credit-worthy customers. In these cases, government export credit agencies
step in to finance the sales, either through direct loans to the customer, or through guarantees and
insurance that a commercial lender will be repaid by the customer. With guarantees/insurance,
comumercial banks are willing to provide financing.

Ex-Im is not corporate welfare. The Bank charges interest on its direct loans and
premiums for its guarantees and insurance, costs that the U.S. exporter usually passes through to
its overseas customer. These charges usually range from 5-17% of the financing obtained,
depending on the risk. From the exporter’s and customer’s point of view, the Bank does not
subsidize the cost of financing an export transaction; Ex-Im is no less expensive to use than a
commercial bank or other financial intermediary.

During the many vears we have worked with Ex-Im Bank, it has become clear that Ex-Im
is vital to the success of our export business. For one, it counters the aggressive financing
programs found abroad and, secondly, its assistance has allowed CNH, along with many other

comparnies, to increase revenues and strengthen the size of the work force in the United States.
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Of particular importance to CNH is the former Soviet Union where farm conditions are
ideally suited to our production agriculture equipment. We have invested considerable effort
during the last five years in developing marketing plans and are now only starting to reap the
benefits which will create many jobs in the CNII family, its sub-suppliers and related US
agribusiness suppliers for years to come. The ability to provide pioneering finance through Ex-Im
has given us a leading edge in breaking into these new markets and ensuring an ever-increasing
market share, resulting in jobs for American workers in Illinois, Kansas, North Dakota,
Minnesota, Pennsylvania, lowa, Nebraska and Wisconsin from our plants. The effect on our
hundreds of sub-suppliers and their industries magnities the overall job creation effect
significantly.

At this juncture, we cannot risk foreign suppliers stepping into these markets because of
financing support from their own ECAs. Lack of a viable and fufly funded Ex-Im Bank would
adversely impact the ability of our company to compete against formidable forcign suppliers.
Last year, Ex-Im Bank provided some 2,500 US exporters with $12.6 billion in financing. This
supported $15.5 billion in export sales. The sales figure is higher because Ex-Im never finances
100 percent of a sale, always requiring other parties to take at least 135 percent of the risk.
However, based on CEE/NFTC projections, we believe that in order to fully fund Ex-Im to cover
anticipated demand in FY 2002, the Bank necds $1.5B in appropriations. However, the
Administration has announced a 25% reduction in their program budget below the current level
of $927 million. The mission of Ex-Im is to support US jobs, and having more money available
is needed to do this, not less. If Ex-Im experiences a short-fall in funding, then US exports -- and

export-related workers -- will feel the impact. Ex-Im is the major US agency available to help
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US exporters meet the competition. If Ex-lm is not available, the sales will go to our foreign
competitors.
From 1997 through 2000 CNH financed nearly $420,000.000 worth of Ex-Im Board
approved transactions to Uzbekistan. Turkmenistan, and Ukraine. Without Ex-Im none of these
sales would have been completed and many of our workers at our Racine, W1 tractor plani, East
Moline, IL, combine and cotton picker plant, Grand Island, NE, combine plant would not have
had jobs. This does not even consider the impact on the hundred of thousands of other
cmployees at our supplier’s factories or even their sub-suppliers. Approximated 30-70% of our
machinery’s cost is purchased parts. This, consequently, has a dramatic impact on our suppliers
and their bottom line.
For example:

o [t takes over 235 suppliers in 30 states. representing about 100,000 employees to build and
export just one of the combines manufactured by Case [H.

e It takes nearly 200 suppliers in 27 states, representing about 75,000 employees to build and
export just one of the tractors manufactured by Case IH.

¢ It takes 180 suppliers in 26 states, representing about 63,000 employees to build and export
just one of the loader backhoes manufactured by Case.

Let me call you attention to the attached brochures: Who Benefits When Case Exports a Tractor?

and Who Benefits When Case Exports a Combine?

In the 16 states represented by Members of the International Monetary Policy and Trade
Subcommittee of the House Financial Services Committee States we have suppliers in 12 of 16
states. Moreover, just focusing on three of the fourteen plants (Racine, East Moline, Wichita) we

have in the US, we have over 500 suppliers in 34 states.
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We simply could not have achieved this degree of success without Ex-Im’s valuable
assistance. No commercial entity exists or is planned to replace the risk absorption capacity of
Ex-Im Bank and the future role of agribusiness in US exports depends on its continued viability.
Currently, the United States ranks seventh behind The Netherlands in support for exports.
Without the support Ex-Im Bank, US agribusiness will be at a distinct disadvantage against

foreign competitors.

CNH’S U.S. MANUFACTURING FACES GROWING FOREIGN COMPETITION

The decade of continuous economic growth and fast technology development left us all -
the businessmen and politicians alike - pretty much assured that North America remains the
largest market in the world with the demand capacity being practically unlimited. But is it the
right assumption?

Let me challenge this supposition by sharing with you some market data that we at CNH
are being faced with now and then in exploring new business development opportunities in the
world markets. Our company is one of the global leaders in agriculture machinery. In fact we
are the number one manufacturer of agricuttural tractors and combines in the world. We
manufacture and sell combine harvesters and tractors in North America. The annual production
capacity of our East Moline, IL combine plant is over 6,000 units, while our tractor factory in
Racine, WI is capable of assembling more than 15,000 units per year. This supply capacity is
more than enough to cover the current demand of the American farmers and more! Currently,
we are producing about 2,600 combines and 5,700 tractors at these facilities, respectively. You

might be genially surprised to know that the potential demand for these products on just one of
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the many export markets — Russia — is estimated by authorities at 100,000 combines and 300,000
tractors.

Getting access even to a small share of this huge market would have resulted in creating
many extra job opportunities not only in the US industrial factories, but in service industry,
transportation and other sectors of the economy. More than that, given stable positions on large
emerging markets like Russia, we could easily cope with such serious economic problem like the
cyclical North American agriculture machinery sector, supposedly the biggest market in the
world.

Why then is the impact of the exports to Russia — with annual sales of not more than 400-
500 combines and approximately the same amounts of tractors — so negligible? The answer is
simple — availability of financing.

] am sure you are aware that most of the modem agriculture equipment is being
purchased by farmers on credit terms allowing them to repay the value of the machines over time
from the revenues generated with the use of combines, tractors, ploughs, seeders, etc. As future
proceeds from agriculture yields are very unpredictable, financing of equipment purchases is
associated with high risks. In most of the markets suppliers are sharing these risks with all kind
of specialized organizations — banks, financing firms and leasing companies.

With export markets becoming more and more competitive, the traditional private
sources of financing are supplemented with the government budget funds used to support the
domestic suppliers through the financing facilities of the ECAs like the Ex-Im Bank. ECA
financing works primarily as an insurance, where the full faith and credit of a government is used
to guarantee the repayment of the credits p'rovided to the exporters through syndicated loans

from the private financial institutions. As arule, ECAs sign the credit agreement with the
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importer’s goverrument that provides the sovereign guarantee of the repayment to the ECA.
Among other things the use of such financing opens to an importer access to the most beneficial
borrowing terms and conditions, supporting the competitiveness of exported products in foreign
markets.

In the emerging markets increasing agriculture productivity becomes not only economical
but more a political priority, as the basis for the necessary socio-economic transformations and
market reforms. The massive imports of modern, highly productive agriculture equipment is the
shortest way to ensure the sustainability of the agricultural production. But extremely weak state
finances, undeveloped banking sector, high investment risk environment of the markets in
transition very often prohibit the effective use of imports. In these circumstances Ex-Im
financing become the only feasible solution to break the vicious circle in an inefficient, under-
invested farming industry that is unable to generate enough revenues to support the purchases of

necessary equipment.

HOW CNH IS USING EX-IM BANK

Let me share with you some of the real life stories in our company experience in the

export markets.

Uzbekistan — a former Soviet Union republic in Central Asia — is a classic illustration of the
successful use of US government resources allocated through Ex-Im to support the export
activities of a US manufacturer. During the last seven years our company has been able to
supply this comparatively small market, experiencing basically the same financial problems as

.

Russia, with 6,000 combines, tractors and cotton pickers. Case TH brand enjoys the dominant
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position in this market, successfully defending it against the efforts of such formidable
competitors as Claas, Deuz-Fahr, Fendt and others.

What are the key success factors of our business in Uzbekistan? The answer is evident —
availability of Ex-Im financing support to promote the sales of our equipment. The effectiveness
of this support from the US side has been reinforced by CNH’s active engagement in cooperation
with the Uzbekistan government. From the very beginning CNH has been focused on aligning
its business model with the agriculture development priorities of Uzbekistan. The efficiency of
this mutually beneficial cooperation that goes beyond traditional export deals and involves CNH
participation in the manufacturing, service and financing joint ventures, ensured the generation
of revenues in the sector to cover all the repayment obligations to the US Ex-Im bank in a timely
and disciplined manner. As a result, Ex-Im’s credit line to Uzbekistan purchases of farming

equipment has remained open.

Ukraine may be just an opposite case study. In mid 90s the US Ex-Im credit lines helped the
American manufacturers to enter this very big agricultural market that used to be called “the
bread basket of Europe.” Case IH started exploring the opportunities of a broader cooperation in
the sector to develop this market to its full potential, comparable to that of Russia. But after the
Ex-Im bank support was withdrawn all of our attempts to fight German suppliers in Ukraine
have failed. As a result, the market has been virtually closed to the American ag machinery
manutacturers during the last 3 years. Retail financing problems disrupted all other entry
strategies including those through the joint venture production. On the other hand, the market is

being filled with German used equipment sales by Claas, CIS suppliers using government swap
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deals or exporters from the countries like Poland trying to use government export credits of
KUKE.

And finally we are getting back to Russia. For more than 2 years CNH has been trying
to develop and implement a viable entry strategy into the market. CNH has been able to explore
some of the regional markets in the country, successfully competing with the European suppliers.
But frankly speaking the market full potential has yet to be tapped. And Ex-Im financing
support is the focal point of any strategic initiative there.

First, the level of competition in Russia is considerably higher than in any other CIS
market — German Hermes, Italian SACE, Belgian OND, Japanese Ex-Im bank are actively
supporting their own exporters. Besides the fact that German exporters have been traditionally
enjoying the benefits of very strong brand recognition in Russia, some of them have been
aggressively pushing their oversized inventory to attack CNH positions in the market. Russian
producers of combines and tractors demand and receive tax breaks and direct government
financial support to revive their production and sales.

Furthermore, the memories of the August 1998 default still impact the attitude of the
Western private banking institutions towards large-scale projects and business opportunities in
Russia.

We do appreciate the latest US Ex-Im bank efforts to find appropriate solutions for
providing the necessary support to the Russian agriculture. The Bank’s initiative in working
with the non-sovereign regional or private bank guarantees might open new opportunities for the
American exporters.

Our last decade of experience in the emerging markets is a compelling case for the

crucial importance of the Ex-Im’s support to successful export activities of domestic
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manufacturer. It is the proof of the effectiveness of the Ex-Im agenda — to support the
competitiveness of the American manufacturers in their export drive creating new employment
opportunities in the US, through exports. We are counting on the US government’s continued

understanding and cooperation in this area.

EX-IM BANK IS FINANCIALLY SOUND AND IS NOT A CORPORATE SUBSIDY

Not only is Ex-Im vitally important to the ability of CNH and other U.S. companies to
compete for export sales, but we are paying the government’s costs of operating the Bank. Ex-
Im charges interest on its direct loans and premiums for its guarantees and insurance. There is a
widespread mis-conception that taxpayer funds are used to subsidize the terms of a Bank-backed
export transaction. In fact, this is not true; Ex-Im financing is both costly and time-consuming to
arrange. We always prefer private financing, but private financing is usually not available in
many of the markets where our greatest growth opportunities exist: the emerging markets.

According to the Bank’s FY 2000 annual report, the Bank generated $1.7 billion in
revenues through its interest, premium and fee charges. [ts total expenses, including borrowing
costs, totaled $1.4 billion. Thus the Bank generated a net $345 million surplus for the U.S.
government. Unfortunately, under the Credit Reform Act of 1990, the Bank cannot utilize its
own revenues to cover its costs. Instead, the Bank must obtain annual appropriations for both its
operating expenses and its loan-loss reserves. On OMB’s books, the Bank appears to have spent
$927 million, even though the Bank’s own financial statement shows a surplus. Thus, the Bank
is handicapped by the government’s own budget rules.

Moreover, the Bank has a very low loss rate, historically about 2 percent. In FY 2000,

the Bank paid out $249 million in claims, even though the federal government’s process for
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estimating losses required reserves of $938 million for the $12.6 billion in credit which was
issued that year. The actual loss rate is far lower than the estimated loss rate that is used to
calculate the loan-loss reserves that are required in annﬁal appropriations. As a result, the Bank
has accumulated $10 billion in reserves, against its approximately $61 billion in current

exposure. That reserve rate is far higher than comparable commercial bank reserves.

EX-IM IS BEING OUTGUNNED BY OTHER EXPORT CREDIT AGENCIES

The United States is significantly behind its major trade competitors in supporting its
exporters in emerging markets through competitive export financing. This is true in terms of
both quantity and quality. While we debate the latest round of proposed budget cuts for Ex-Im,
other countries are increasing their budgets for similar programs, leading to increased exports
and jobs. Based on 1998 Berne Union data, for example, Ex-Im financed $13.8 billion in U.S.
exports that year, while Japan financed more than $130 billion and France financed more than
$50 billion. Korea, Germany, Canada, and the Netherlands all financed significantly more
exports than the United States.

In fact, the United States ranked 7™ among eight advanced industrialized countries in
terms of the amount of exports it supported with official export financing programs.

Not only do America’s trade competitors have more export credit backing from their
respective governments, they also have more innovative programs that are increasingly being
used to finance their exports. Additionally, these ECAs do not have the range of policy
conditions and restrictions, as well as periodic unilateral sanctions that have been imposed on

Ex-Im.
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For example, Germany, Canada, and other foreign governments have created and are
aggressively using so-called “market windows.” These are quasi-official financing arms that
operate outside of the OECD rules and borrow and lend money with the full faith and credit of
their governments on much more attractive terms than Ex-Im or private banks. These market
windows, such as Germany’s KfW and Canada’s EDC, claim that they operate on a commercial
basis, however, there is no transparency or reporting on these activities to verify such claims.
One thing is clear. U.S. private financial institutions cannot match these terms. Moreover, Ex-
Im Bank believes it does not have a clear enough legislative mandate to combat these ECA
practices by creating its own market window or by matching market window transactions when
needed on behalf of U.S. exporters. We hope that the reauthorization legislation can rectify this
serious problem and challenge faced by U.S. exporters.

In examining the practices of other foreign governments - in Europe, Japan and Canada -
- the one common theme among them is that they are aggressively competing against U.S.
exporters and tailoring their export finance programs with the single objective of promoting their
respective country’s exports. Ex-Im Bank must have a similar focus if American exporters and
their workers are to succeed in the global marketplace. Without a level playing field, U.S.
exports and jobs will be lost.

While Ex-Im Bank has made recent progress in updating some of its procedures to
improve its competitiveness, changes which U.S. exporters have urged be adopted for years,
much more remains to be done. In line with its mandate of leveling the playing field on behalf of
U.S. exporters and jobs, needed additional steps include combating tied aid and “untied aid”
Rractices through aggressive use of the tied aid war chest. We also can no longer afford to

ignore the phenomenon of market windows. Ex-Im should have the legislative mandate to
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combat these practices, alongside a focused government wide effort to negotiate rules to bring

these practices within the OECD Arrangement.

U.S. EXPORTERS AND WORKERS NEED A STRONGER EX-IM BANK.

Our experience at CNH and that of other major U.S. exporters leads us to one over-riding
conclusion: we need a stronger Ex-Im Bank, with more robust financing products and a more
aggressive approach. We can compete with anyone in the world on quality, service and price,
but no U.S. company can compete on its own against foreign companies which have the backing
of well-funded and aggressive government-backed export credit agencies.

Increasingly, finance determines who wins export sales. Our customers expect us to
bring financing to the table. If our competitors are able to utilize their governments’ export
credit agencies and we do not have Ex-Im backing, we will lose out and the jobs flowing from
those sales will go to foreign workers.

The U.S. government must look on Ex-Im as an essential component of our overall trade
competitiveness. The Bank’s mix of products must be calibrated to match those of other export
credit agencies. The Bank’s budget must be large enough to allow the Bank to issue the volume
of financing that U.S. exporters request — every year. When other export credit agencies develop
innovative financing mechanisms, such as market windows, Ex-Im Bank must bring equivalent
mechanisms on line. To do otherwise would put U.S. exporters and their workers at a serious

competitive disadvantage.

THE ADMINISTRATION’S PROPOSED BUDGET CUTS WILL COST U.S. EXPORTS AND

‘

JOBS
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While not a reauthorization issue per se, we must alert you to our grave concerns about
the Administration’s proposed budget cut for Ex-Im next year.

The Bush Administration has proposed a 25 percent cut in the Bank’s FY 2002 budget.
All of this reduction would be taken from the Bank’s loan-loss reserve funds. With fewer funds
for loan-loss reserves, the Bank would have to reduce the amount of financing available for U.S.
exporters.

OMB indicates that it would implement the budget cut through a combination of
unilateral fee increases in some mmkets, reductions in the amount of a transaction which the
Bank finances, restrictions on the availability of financing to some U.S. companies and a
recalibration of the amount of loan-loss reserve required for a given amount of credit.

Of those four specific proposals, the first three all would have the effect of reducing the
competitiveness of the Bank and U.S. exporters. Unilateral fee increases, cuts in the Bank’s
share of a transaction and added hurdles for qualifying for Ex-Im financing all would make U.S.
exporters’ financing proposals more costly and less attractive to our overseas customers. Asa
result, loss of export sales would be inevitable.

Of particular concern to us is the fact that the Administration’s proposed cut comes while
other governments are increasing their own export credit agencies. Canada, for example, has
increased the volume of its export credit agency to $30 billion in 2000, up from $19 billion in
1998. By contrast, Ex-Im’s financing volume in FY 2000 was $12.6 billion.

In sum, the Administration is headed in the wrong direction, to the detriment of U.S.
exports and American jobs. We urge you to indicate to the Appropriations Committee your
concerns about the Administration’s ill-advised reductions.

Thank you. I"ll be happy to answer any questions at this time.



144

Testimony of

Tan Watson McLaughlin
Chairman of the Board and Chief Executive Officer
Watson Machinery International

on behalf of
the National Association of Manufacturers
before the

Committee on Financial Services
Subcommittee on International Monetary Policy and Trade
U.S. House of Representatives

on

Reauthorization of the Export-Import Bank

May 8, 2001

Good morning, Mr. Chairman. My name is Ian Watson McLaughlin. I am the Chairman
of the Board and CEO of Watson Machinery International, a leading manufacturer of high
performance machinery, production systems and process solutions to the wire, cable, fiber optic
and wireless industries, based in Paterson, NJ. Thank you for the opportunity to testify before
the House Financial Services International Monetary Policy and Trade Subcommittee on
reauthorization of the Export-Import Bank (Ex-Im Bank). I am testifying on behalf of the
National Association of Manufacturers (NAM) — “18 million people who make things in
America” — the nation’s largest and oldest multi-industry trade association representing 14,000
members (including 10,000 small and mid-sized companies) and 350 member associations

serving manufacturers and employees in every industrial sector and all 50 states.

Many might be surprised that Watson Machinery, a small American business with 90
employees, is even remotely interested in Ex-Im Bank. After all, the claim is often made that

Ex-Im Bank is the financial boutique of the Fortune 100. Tam here to let you know that Ex-Im
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Bank is vital to the “little guy,” filling in the gaps in the financial market for small exporters such
as Watson Machinery. The bottom line is that 60% of my company’s sales are outside the
United States, and that without Ex-Im Bank, these deals will go to my competitors in Italy,
France, Germany and elsewhere, all of whose export-credit agencies do provide the working

capital guarantees necessary to support small businesses in their countries. ~

Watson Machinery International began in 1845 as The Watson Machine Company
supplying production machinery to the manufacturing companies in Paterson and across the
growing United States. Watson became a leading maker of waterwheels and heavy shafts and
gearing, as well as casting iron and brass in our foundry. Our water turbines and steam engines

helped provide the power for the great economic boom following the Civil War.

Watson Machinery’s long life as a successful family business is attributed to its ability to
adapt to new technologies and service new industries. The latest change occurred in 1998, when
we completely overhauled our corporate strategy -- from a distributor of value-added machinery
produced by Kinrei of Japan, to a leading global supplier of high performance machinery,
production systems and process solutions to the wire, cable, fiber optic and wireless industries.
This change did not occur by accident. We recognized that in order to grow and prosper, to
continue to provide jobs to our employees, and to continue to fund the R & D efforts necessary

to our success, we have to export and be experts in doing international business.

Superior after-sales service and timely global customer support are fundamental
components of Watson’s varied product line for the fast growing global telecommunication
infrastructure. Today, communications move at the speed of light through fiber optic cables.
Many millions of strands, created under incredibly high and exacting tolerances, are produced on
Watson machinery. For 150 years, as American industry has moved forward so have we. We
plan an equally impressive future, but I'need your help. I urge you to support renewal of Ex-Im

Bank’s charter, which expires on Sep. 20, 2001.

An illustration of the critical role Ex-Im Bank plays occurred in 2001, when Watson
Machinery signed a contract to sell capital machinery worth $4.6 million — representing two lines
for the production of fiber optic cabling equipment and two lines (to manufacture) radio
frequency wireless cable — to Ocean Cable and Communication (OCC), of Tochigi, Japan. This
sale would not have occurred without the help of Ex-Im Bank's Working Capital Guarantee

Program.



146

To get to the nub of the matter, our banking facility does not allow for financing work-in-
process inventory. As this order represented our first penetration of the Japanese marketplace,
and the European competition was intense, we did not ask for progress payments. That's where
Ex-Im Bank came in. Watson Machinery filed an application for an Ex-Im Bank working capital
loan guarantee. The Working Capital Guarantee Program encourages commercial lenders to
make loans to U.S. businesses for various export-related activities, including the purchase of raw
materials, labor and overhead to produce goods and/or to provide services for export. The
guarantee may be used to cover working capital loans to a U.S. business only if the lender shows
that the loan would not have been made without Ex-Im Bank's guarantee, and Ex-Im Bank
determines that the exporter is creditworthy. In my case, Ex-Im Bank approved a $3 million
guarantee to back Watson Machinery's sale of $4.6 million in equipment to OCC of Japan

I want to emphasize two points: that the transaction would not have gone forward without
Ex-Im Bark, and that this support doesn’t come free. Ex-Im Bank only entered into the
transaction when the lender showed that the loan would not have been made without Ex-Im
Bank's guarantee. In other words, Ex-Im Bank proved that it can fill gaps in the financial market
for small business. No corporate subsidy here, particularly when you consider that the export-
credit agencies of my competitors overseas are not holding back. For this I paid a $500
processing fee, and an up-front “facility fee” of 1.5 percent of the total loan amount, which help

ensure adequate loan-loss reserves and an acceptable risk level to the U.S. government.

‘Watson Machinery International will continue to do everything in its power to remain
competitive in the global markets. I am here today to ask you to do your part — help fill the gaps
in the financial market for small exporters and level the playing field so our people, our
technology and our products can compete in the global market. Level the playing field by
reauthorizing the Ex-Im Bank. Don’t force us to compete with barriers that our competitors

overseas do not have to face.

I know more than 80% of Ex-Im Bank’s transactions have provided financing for small
exporters, but I don’t need government reports, statistics or business experts to tell me that that
small businesses are an important source for job growth and that they can become even more so
through exporting, especially if they have access to competitive financing. For small business,
Ex-Im Bank is not a luxury we can afford to do without, but a critical filler of the gap in export
financing, without which our international customer base — currently 60% of our sales — will

quickly disappear. Thank you.
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C. Fred Bergsten
Director, Institute for International Economics

Subcommittee on International Monetary Policy and Trade
Committee on Financial Services
U.S. House of Representatives

May 8, 2001

Exports and the American Economy

Exports of goods and services have been a major source of US growth for 40 years.
Since 1960, the share of US gross domestic product accounted for by exports has
tripled—a stunning increase in globalization for a mature industrial economy. In the
1990s, even as US growth-—powered by the forces of the new economy—turned in one
of its best performances ever, the export share rose further from 9.2 percent to 10.3
percent. Globalization is likely to continue to accelerate and the share of exports in the
US economy is thus likely to grow substantially further in the future.

When other characteristics of companies are held constant, exporting firms perform

much better than nonexporters. Worker productivity is 20 percent higher. Export jobs

! This statement draws extensively on Gary Clyde Hufbauer’s “The US Export-Import Bank; Time for an
Overhaul,” Economics Policy Brief PB01-3, Washington, DC: Institute for International Economics, March
2001, and also on The Ex-Im Bank in the 21" Century: A New Approach? eds. Gary Clyde Hufbauer and
Rita M. Rodriguez. Washington, DC: Institute for International Economics, January 2001. The latter
volume includes the papers contributed to a major conference hosted by the Institute on the occasion of the
65™ anniversary of the Export-Import Bank. The volume also includes presentations by former Secretary
of the Treasury Robert Rubin, Secretary of the Treasury Lawrence Summers, Secretary of Commerce
William Daley and chairman of the House Financial Services Committee James Leach.
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are better jobs: production workers in exporting firms earn 6.5 percent more. They are
also more stable jobs: exporting firms are 9 percent less likely to go out of business than
comparable nonexporting firms.’

Despite the dramatic export expansion, the United States will run a trade deficit that
could reach $500 billion in 2001—almost 5 percent of our GDP. The deficit is no cause

for panic but it is clearly unsustainable as it requires us to borrow almost $2 billion, net,

from the rest of the world on every working day.’ There are only two ways the deficit
can be reduced: fewer imports or more exports. For the health of the United States and
the world economy, more exports are far better than fewer imports. Ex-Im can contribute
importantly to that goal.

There is another key policy reason to support a stronger Ex-Im Bank. To its great
credit, the Administration is seeking Congressional support for Trade Promotion
Authority (aka “fast track”) that would enable it to participate in new negotiations to
reduce trade barriers multilaterally (especially in the World Trade Organization),
regionally (especially to create a Free Trade Area of the Americas) and bilaterally. Such
negotiations are vital to enhance the access of US firms to world markets and to avoid
new discrimination against the United States as other countries, in our absence from
major negotiations, create regional deals of their own. It will be a difficult challenge for
the Administration to garner a Congressional majority to support the needed authority,

however, and the full support of the export community is an essential ingredient of

% J. David Richardson. 2001. “Exports Matter... And So Does Trade Finance”, in The Ex-Im Bank in the 21=
Century: A New Approach?, eds. Gary Clyde Hufbauer and Rita M. Rodriguez. Washington DC: Institute for
International Economics. Also see J. David Richardson and Karin Rindal. 1996. Why Exports Matter More!
Washington, DC: Institute for International Economics and The Manufacturing Institute.

* Catherine L. Mann. 1999. Is the U.S. Trade Deficit Sustainable? Washington, DC: Institute for International
Economics as updated by Catherine L. Mann. 2001. “Is the US Trade Deficit Still Sustainable?” Washington,
DC: Institute for International Economics. March 1.
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assembling a successful coalition. It would make no sense to reduce official support for
export activities just when the strongest possible assistance from that quarter is so
necessary.

Ex-Im is only one way—and a comparatively modest way at that—of promoting US
export growth. However, it has two unique functions: it helps secure a level playing field
for US exporters, in the face of foreign export credit competition, and it corrects market
failures in trade finance. These missions have challenged Ex-Im for at least three decades
but the Bank, and the United States as a whole, now face a wholly new environment of

world export competition.

The New Environment of World Export Competition

Ex-Im and similar official export credit agencies (ECAs) in other countries
traditionally finance exports of capital goods, mainly but not entirely to developing
countries. Competition in these markets has changed dramatically since the 1970s, when
the industrial nations first agreed to a “ceasefire” in export credit competition under the
auspices of the OECD Arrangement on Officially Supported Export Credits.

Thirty years ago, the dominant users of ECAs were vertically integrated “national
champions” like Siemens, Hitachi, and General Electric. In that era, large firms were not
nimble at changing the source of components for major capital goods. Instead, each firm
would strive to produce components at designated factories within its corporate structure.
The goal of ECAs was to ensure that their national champion won the order; and the goal
of the OECD Arrangement was to limit highly subsidized competition between the

ECAs. Today, things are different:
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B No longer are major capital goods, such as power plants and civil aircraft, made in
vertically organized firms based entirely in a single country. Instead, economic
efficiency requires enormous amounts of outsourcing. The value-added chain is sliced
up and the slices are located wherever production costs are lowest.

B Responding to this new reality, important trading nations are using export credits
(among other industrial incentives) in a strategic fashion to attract procurement and
direct investment from multinational corporations that can choose from a range of
locations around the world. Most other countries depend even more heavily on
exports than does the United States; the competition in global markets is thus
becoming tougher all the time.

B Small- and medium-sized companies are becoming a bigger factor in the export
picture. One reason is the slicing and dicing of the value-added chain. Another reason
is falling communication and transportation costs: air freight, fiber optics, and the
Internet are all helping smaller firms reach new customers overseas. But small
companies are still handicapped by the cumbersome character of trade finance.

B Meanwhile, foreign ECAs have invented clever ways around the OECD Arrangement
to the disadvantage of US exporters. Unlike the Ex-Im Bank, where operating
procedures are rooted in the bureaucratic practices of the 1980s, many foreign ECAs
have acquired the streamlined characteristics of market competitors while retaining

the advantages of government support.
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Securing a Level Playing Field: A Two-Track Strategy

In the field of export credit competition, as in many dimensions of international
affairs, the olive branch is diplomacy. Through continued negotiations under OECD
auspices, the industrial countries have whittled down the subsidies offered by official
government export financing programs. Despite US efforts, however, the OECD
Arrangement has not been extended to cover new practices and institutions that indirectly
distort credit terms and export competition.

This is where the arrows come into play—specifically Ex-Im. Unless the United
States, through Ex-Im, is prepared to counter the financing terms offered outside the
letter of the OECD Arrangement, foreign governments have little incentive to extend the
rules, through OECD negotiations, to cover the new practices and institutions.

In the 1970s and 1980s, the United States successfully used both carrots and sticks to
curb wasteful competition among OECD countries in the export credit realm. Substantial
increases in Ex-Im program levels in the late 1970s enabled us to negotiate the original
OECD Agreement that brought subsidized interest rates, unrealistic loan terms, tied aid,
and bargain insurance terms back to commercial norms.* The creation of the “war chest”
in the 1980s had a similarly salutary effect in checking competition in the use of tied aid
to support exports. But in recent years Ex-Im has been hampered both by a shortage of
money and its own legislative constraints from effectively supporting US diplomacy. The
result is the growing importance of financial practices that skirt the edges of the OECD

Arrangement on Official Supported Export Credits.

4 . er : L
Peter C. Evans and Kenneth A. Oye, 2001 “International Competition: Conflict and Cooperation in
Government Export Financing”. In Hufbauer and Rodriguez, op. cit.
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In an era of high US trade deficits, it is not acceptable for the US government simply
to sit back and accept the market-distorting practicés that have crept into the export credit
picture. Over the last few years, three financial practices have badly eroded the value of
the OECD Arrangement, disadvantaging US exporters: market windows, untied aid, and
interest make up.

Market windows. These are official institutions that operate both as official lenders
and private banks. Canada’s Export Development Corporation and Germany’s
Kreditenanstalt fiir Wiederaufbau are the leading exemplars. The Canadian and German

market windows are hybrid institutions with advantages over both private banks and

official ECAs.> Together, they did $12 billion of financing in 1999.

Unlike private banks, market windows get start-up money from the government.
They pay no corporate income taxes. They raise funds with an implicit government
guarantee. They can shift some of their administrative costs to the government payroll.
Unlike official ECAs, market windows can respond rapidly and flexibly to commercial
opportunities, and they can pay competitive salaries to attract talented personnel.

Market windows have so far insisted, against US objections, that they are nof subject
to the OECD Arrangement and its reporting requirements. Ex-Im may not even know that
it faces competition from a foreign market window until a deal is lost.

Untied aid. In principle, untied aid is bilateral aid extended to a developing country
with no requirement that the recipient procure goods and services from the donor country.

The annual volume of untied aid is running about $11 billion. Supposedly the recipient

3 Allan [ Mendelowitz. 2001. “The New World of Government-Supported International Financing”. In Hufbauer and
Rodriguez, op. cit.
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country can use the aid funds to procure goods and services from the cheapest source
worldwide.

In practice, “untied aid” is often an oxymoron. The recipient country knows very well
who is providing the funds and places orders accordingly. Japan is the most important
donor of untied aid. Peter C. Evans and Kenneth A. Oye provide a detailed case study of
Chinese power plant purchases demonstrating that, for practical purposes, Japanese
untied aid finances procurement from Japan.®

Unlike tied aid, nominally untied aid need not have a minimum 35 percent grant
element. And unlike normal export credits, untied aid need not observe minimum
commercial terms of the OECD Arrangement (interest rate, down payment, and maturity
terms). Putting these two loopholes together, untied aid amounts to a backdoor route for
subsidizing export credits.

Interest make up. Several European ECAs (e.g., France, Italy, Spain, and the United
Kingdom) use this method to provide official export credits at the fixed rates permitted
under the OECD Arrangement. In this method, commercial banks are guaranteed a return
equal to the cost of borrowed funds (say the London Interbank Offer Rate, Libor), plus a
spread of 40 to 150 basis points a year, when they provide official financing to overseas
borrowers. Thus the ECAs “make up” the difference between the permitted OECD
Arrangement rate and the commercial cost of funds.

There is nothing wrong with this in principle. However, the size of the “make up”
may be excessively generous, relative to the services provided and the risks taken by the

commercial bank. In turn, the generous spreads may induce European commercial banks

© Peter C. Evans and Kenneth A. Oye. 2001. “International Competition: Conflict and Cooperation in
Government Export Financing”, in Hufbauer and Rodriguez, op. cit.
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to provide export financing for projects and countries that US commercial banks would
not extend to US exporters. In extreme cases, the European commercial banks may even
“kick back” some of the extra spread to the borrower, providing an additional inducement

to buy European exports.

Market Failures in Private Trade Finance

Over the past decade, innovation in the private financial markets has moved at a
breathtaking pace—but not in the realm of export finance, where the trend has been more
retreat than attack. Commercial banks have merged with investment companies and
insurance firms, and a whole new menu of financial products has been invented. These
innovations have not, however, transformed the world of trade finance, and export credits
are nowhere nearly as efficient a market as home mortgages. Market failures today are

different than they were 20 years ago but they are no less important:

B On average, in 1995-98, the United States exported $128 billion of capital goods
annually to developing countries (table 1). Many of these developing countries
enjoyed reputations for economic stability—before the 1994-95 Mexican crisis and
the 1997-98 Asian crisis. In the wake of the financial crises of the 1990s, however,
commercial banks reevaluated the risks of trade finance. Today they are less willing

to accept medium- and long-term export credit risk (terms over 1 year), even for

shipments by major US corporations to steady markets such as Brazil and Korea.”

7 William R. Cline. 2001. “Ex-Im, Exports, and Private Capital: Will Financial Markets Squeeze the Bank?” In
Hufbauer and Rodriguez, op. cit.
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B Meanwhile, small- and medium-sized exporters (whose ranks grew by 65 percent in
the 1990s) report difficulty getting export credits, even for shipments to Europe or
Japan. Small exporters are not big enough to establish strong client relationships with
giant banks, and their trade finance business is not worth the hassle for medium-sized
banks. Dot.com trade finance is still on the drawing boards. Banks have not yet

securitized trade credits the way they have routinely bundled home mortgages.

Meeting the Challenge

Our competitors abroad have found new ways to play the export financing game at
the official level while oue private financial markets at home have not yet perfected
export financing packages. This has left many US exporters between the proverbial rock
and hard place. Ex-Im is the arm of the US government that should buttress US
diplomacy in curbing export credit subsidies (however disguised). Ex-Im should also step
in when private export finance is not available for particular foreign markets and aspiring
US exporters.

But Ex-Im is seriously disadvantaged in fulfilling its two core missions—providing
arrows to reinforce the US stance in official negotiations and stepping in when private
markets fail. Ex-Im is limited by the modest size of its financial muscle, relative both to
competitor ECAs and the needs of the export market (see table 1). Ex-Im is also limited
by a series of crippling legislative constraints. Hence Congress should give the Bank new
financial muscle and relax the legislative constraints that hamper Ex-Im.

Financial muscle. Table 1 compares Ex-Im’s financial muscle with its major

competitors. The focus is on medium- and long-term credits (credits over 1 year), the
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arena where competition is hottest. In recent years, Ex-Im’s medium- and long-term
credits amounted to about 4 percent of US capital goods exports to the world and 8
percent of US capital goods exports to less developed countries (LDCs). The figures for
competing G-7 industrial exporters were 6 percent and 15 percent respectively.

These comparisons, coupled with business experience recorded in our volume The

Ex-Im Bank in the 215! Century, point to a clear recommendation. Ex-Im should increase

its medium- and long-term credit activity by at least 50 percent so that it can effectively

carry out its dual mission. With this increase, Ex-Im’s total annual budget for new export
credits, guarantees, and insurance would rise to about $20 billion, up from the current
figure of about $13 billion annually.®

Under its current authorizing legislation, Ex-Im is permitted a total of $75 billion of
loans, guarantees, and insurance outstanding at any one time.” Of this amount, $61.6
billion had been used at the end of fiscal year 2000. Annual repayments of outstanding
loans, and expiration of guarantees and insurance, amount to about $10 billion annually.
To support $20 billion of new activity each year in FY 2002 and FY 2003, and to

provide a cushion for extraordinary circumstances, the Ex-Im ceiling should be raised to

at least $110 billion.'°

® An argument sometimes made against increasing Ex-Im’s budget is that Ex-Im will turn into another giant
government credit agency, like Freddie Mac or Fannie Mae. The comparison is totally misleading. Together,
the two home finance agencies have floated about $1.4 trillion of securitized loans. By comparison with these
elephants, Ex-Im is a mouse.

2 Export-Import Bank of the United States. 2000 Annual Report, p. 42.

1o The rough calculation is as follows. Two years of new credit activity at $20 billion per year equals $40
billion. Two years of repaid loans and expired guarantees and insurance at $10 billion per year equals $20
billion repaid. Additional authorization for extraordinary activity (matching untied aid and short-term crisis
loans) equals $10 billion. Cushion at the end of FY2003 equals $5 billion. Total authorization ceiling equals
present authorization of $75 billion plus $40 billion minus $20 billion plus $10 billion plus $5 billion equals
$110 billion.
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The immediate constraint facing Ex-Im, however, is nor the ceiling on loans,
guarantees, and insurance. Instead, it is the comlbination of annual appropriations to
cover possible losses together with the schedule of required reserve ratios. Annual
congressional appropriations have been running about $800 million to $900 million. For
FY 2001, the figure is $927 million. The OMB (in consultation with Ex-Im) sets
required reserve ratios on loans, guarantees, and insurance for different countries and

sectors to cover potential losses. The ratios are very conservative and Ex-Im reserves

have now reached $10 billion to cover possible losses on assets of $60 billion."'

In order to support a 50 percent increase in annual activity, a combination of two
measures should be taken. OMB should modestly reduce the required reserve ratios for
seasoned loans. In addition, Congress should raise the current level of appropriations
from $927 million in FY 2001 to about $1.3 billion in FY 2002.

By contrast with this recommendation, President Bush’s budget calls for a 25 percent

cut in Ex-Im’s appropriation to $699 million in FY 2002.'> Ex-Im’s total activity would
be slashed from $12.6 billion in FY 2000 to $8.5 billion in FY 2002. Cutting Ex-Im’s
budget at this time would be a major mistake. It would undermine US commercial
diplomacy and US exporters just at a time when faster export growth is needed to
strengthen our economy and reduce the trade deficit in a constructive manner.

I should note that Ex-Im’s budget has been cut before. There were sharp reductions
in the middle 1970s and again in the early 1980s. In both cases, such steps clearly turned

out to represent mistakes and the policies were quickly reversed. We should not repeat

! Under the Federal Credit Reform Act of 1980, Ex-Im is required to set aside very generous reserves for
potential credit, insurance, and guarantee losses. Annual appropriations cover these reserves. According to
Allan 1. Mendelowitz, op. cit., Ex-Im’s excess reserves over probable losses may total $10 billion.

2 as reported in Inside U.S. Trade, vol. 19, no. 9, March 2, 2001.



158

the historical errors of the past and, once again, lose market share for US exports that has

to be made up by redoubled efforts at a later time after much ground has been lost.

Besides increasing Ex-Im’s financial muscle, Congress should give Ex-Im legal

authority to compete in the 21st century of export finance—both to support US exports

and to bolster the OECD Arrangement. The legal authority would have several

components, any of which could be implemented with Treasury approval:

Power to match market-distorting “market window” activity both in third world
markets and within the United States.'®
Power to use the so-called “war chest” funds to match officially untied aid.'

Power to launch an “interest make up” program similar to the European programs.

Legislative contraints. Ex-Im faces several congressional mandates that also make it

a sluggish competitor. Three should be singled out for correction in the 2001 charter

renewal:

B Under existing law, Ex-Im must ensure that that there is less than 15 percent foreign

content in the exports it supports.”> While the Ex-Im changed its procedures in 2000
to apply the foreign content rule more flexibly, the requirement can still be at odds
with the new ways of slicing and dicing the value-added chain with components from
a range of countries. Ex-Im should be permitted to act as the umbrella finance agency
when a major project is predominantly built with US capital equipment even if US
exports do not amount to 85 percent of the total. However, Ex-Im should also keep a

running set of records with other ECAs to ensure that they either refinance part of the

" To match market window finance within the United States, the powers under Section 1912 of the Ex-Im
statute should be widened.

14 The “war chest” was created in the mid-1980s so that the Ex-Im could match tied aid. It succeeded in
invigorating negotiations that significantly curtailed tied aid. See Peter C. Evans and Kenneth A. Oye, op. cit.
15 Allan I. Mendelowitz, op. cit.
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project or that, in their role as the umbrella finance agency for other projects, they
finance an equivalent amount of US exports.

W Over the last 20 years, Congress has given Ex-Im multiple tasks with wide-ranging
national interest objectives. Ex-Im is mandated to meet official competition
worldwide, make sound credit calls on risky transactions, create new financial
instruments to access US capital markets, manage more than $60 billion of global
assets in a wide range of legal and financial systems, and aggressively help small,
rural, and environmental exporters. Yet, over the same period, Ex-Im has been

administratively starved. It has roughly the same staff numbers as 20 years ago, it has

minimal flexibility in its pay and average grade structure,'® and its information
technology system is outdated. Congress should scale up Ex-Im’s administrative
capability to the size and scope of its mission.

8 There are times when economic sanctions are necessary, whatever the cost in terms
of exports.17 For Ex-Im, however, economic sanctions are more an issue of
reputation than reality. In 1999, for example, Ex-Im, was closed for foreign policy
reasons in only five markets: Cuba, Iran, Iraq, Libya, and Pakistan. To reduce the
“reputation cost” of sanctions, however, Congress should eliminate the Chafee
Amendment requirement that Ex-Im Bank transactions be withheld for foreign policy
reasons under certain circumstances. If the Amendment is retained, it should be

implemented only upon direct approval of the President, after consultation with the

! £x-Im can hire only 35 employees outside the normal civil service pay structure.

' But unilateral US sanctions seldom succeed and sanctions of all types have decreased sharply in
effectiveness over the past several decades. See the comprehensive analysis in Elliot, Kimberly Ann,
Jeffrey J. Schott, and Gary Clyde Hufbauer. Economic Sanctions Reconsidered (3rd edition). Washington,
DC: Institute for International Economics. Forthcoming (2001).

5
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appropriate congressional committees; currently, the power to curtail Ex-Im

transactions for foreign policy reasons, is delegated to the Secretary of State.

Conclusion

With more financial muscle and a new legislative mandate, Ex-Im can fuifill its twin
missions. On the one hand, it can reinforce US diplomatic efforts to update the OECD
Arrangement to curtail untied aid, and to bring market windows and interest make up
plans fully within the purview of official discipline. On the other, it can fill the holes in
private trade finance. Both missions will provide essential support for US exports.
Without new authority from Congress, Ex-Im will sink into irrelevance. US exporters
will be put at a severe disadvantage in world markets. The US economy will suffer
substantially. Iurge the Congress to make the recommended changes when it passes

legislation to renew the Bank’s authority later this year.
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Table 1. Medium and Long Term Official Export Credits Related to Capital Goods Exports,

annual average 1995-1998. ($ billions and percentages)

Totals for G-7,

US Canada Japan France Germany Italy UK except the US
($ billions)
Medium/long term credits 10.5 3.5 109 8.0 10.7 1.8 3.2 382
Capital goods exports (% billions)
World 270.9 34.4 212.1 86.8 1736 720 913 670.2
LDCs 128.1 32 110.8 29.2 56.1 269 293 255.3
Medium/iong term credits
as percent of capital
goods exports (percentages)
World 4% 10% 5% 9% 6% 2% 4% 6%
LDCs 8% 112% 10% 27% 18% 7% 1% 15%
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Re-Authorize or Retire the Export Import Bank?
Testimony of

[an Vésquez
Director, Project on Global Economic Liberty
Cato Institute

before the Subcommittee on International Monetary Policy and Trade
of the Committee on Financial Services
U.S. House of Representatives
May 8, 2001

My name is [an Vasquez and I direct the Project on Global Economic Liberty at
the Cato Institute. I would like to thank Chairman Bereuter for inviting me to testify. In
the interest of transparency, let me point out that neither the Cato Institute nor I receive
government money of any kind.

President George W. Bush has called for a 25 percent cut in the funding of the
Export Import Bank, which provides loans, guarantees and insurance that benefit U.S.
exporters. The proposed cuts are a good start, but Cofigress should go much further in
recognition that the rationales for using Export Import Bank credit do not justify its
current level of authorizations. The Bank’s two main rationales—that it should provide
support where the private sector does not or where U.S. exporters face subsidized
competition abroad—are specious.

The Export Import Bank and its proponents cite a number of reasons, ranging
from jobs created to maintaining American competitiveness, that the credit agency
benefits the United States. Yet because the Bank takes resources from the U.S. economy
and diverts them toward politically determined, less efficient uses, its intervention creates
distortions in the national economy and imposes opportunity costs that are surely higher
than the added value of the Bank’s intervention.

Moreover, subsidized export credits do not create jobs nor noticeably affect the
level of trade. Indeed, only about 1.5 percent of all U.S. goods and services exports are
backed by the Ex-Im Bank—-far too small to make an impact on trade. For that reason,
those who mistakenly view the U.S. trade deficit as a sign of weakness rather than as a
sign of strength should not expect the Ex-Im Bank to correct the perceived malady. As
the General Accounting Office has noted, “Eximbank programs cannot produce a
substantial change in the U.S. trade balance.”! Other factors play a much larger role in
influencing jobs and trade, as the Congressional Research Service recently noted.

Most economists doubt . . . that a nation can improve its welfare over the
long run by subsidizing exports. Economic policies within individual
countries are the prime factors which determine interest rates, capital
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flows, and exchange rates, which, in turn, largely determine the overall
level of a nation’s exports. This means that, at the national level,
subsidized export financing merely shifts production among sectors within
the economy, rather than adding to the overall level of economic activity,
and subsidizes foreign consumption at the expense of the domestic
economy. This also means that promoting exports through subsidized
financing or through government-backed insurance guarantees will not
permanently raise the level of employment in the economy, but it will alter
the composition of employment among the various sectors of the
economy.

Thus, the Bank benefits particular firms and their shareholders at the expense of
taxpayers and the vast majority of U.S. exporters that do not receive the agency’s
subsidies. When the “market failure” and “level playing field” rationales of Ex-Im Bank
finance are also scrutinized, reasons to fund this example of corporate welfare are
difficuit to find.

Government Credit and the Market

A principal rationale for use of Ex-Im Bank resources is that the agency provides
its services when the private sector is unable or unwilling to do so on its own due to
perceptions of excessive risk. Yet the Bank has been providing the bulk of its loans,
guarantees and insurance to countries such as China, Mexico, and Brazil that have had
little difficulty attracting private investment on their own. As Table 1 shows, 10 countries
account for 50 percent of the agency’s total exposure. Table 2 shows that the pattern did
not change in FY 2000.

Table 1
Top 10 Countries Benefiting from Ex- Im Bank
(Ex- Im Bank Exposure 8/30/00)

Country Exposure Percentage of Total
1 China $ 6,197,191,835 10.06]
2 Mexico $ - 4,600,777,599 731
3 Brazil $ 3,576,223,094 5.81
4 Turkey. $ 3.623,429,372 5.72
5 Indonesia $ 2,826,993,322 4.59
: Saudi Arabia $ 2,526,989,512 4.10
F Korea $ 2,389,778,130 3.88
8 Russia a$ 2075983988 | 3.37
9 Venezuela 3 1,833,180,504 2.98
10 Philippines $ 1.756,985,326 : . 285

TOTAL $ 31,207,532,652 50.67

Total Exposuré:
$ 61,595,682,783
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Source: Export- Import Bank, 2000 Annual Report
(Washington, D.C.: Export- Import Bank, 2000)

Table 2
Top 10 Countries Benefiting from Ex- im Bank in FY2000
Total Actual Authorizations

Country Total Actual Authorizations | Percentage of Total
1 Mexico $ 1,454,768,716 11.51
2 Turkey. $ 1,247,240,959 9.87,
3 Malaysia 3 837,215,177 6.63]
3 Taiwan $ 607,848,319 481
5 Saudi Arabia $ 551,227,643 4.36
6 Thailand $ 502,615,844 2,98
7 China $ 498,339,026 3.94
8 Brazil § 487,064,993 3.85
9 Venezuela $ 371,945,750 2.94
10 Korea $ 336,629,641 2.66
ITOTAL $ 6,894,896,068 54.56

Total Authorizations:
$ 12,637,061,926

Source: Export- Import Bank, 2000 Annual Report
(Washington, D.C.: Export- Import Bank, 2000)

In short, Ex-Im Bank activity has largely mirrored that of private credit markets.
This was even so during the Asian financial crisis that disrupted trade and private credit
flows, despite claims by the Bank that its lending at the time played a crucial role in the
recovery of the affected countries. Rather, economist William Cline notes that only in
Korea did the Bank provide much short-term credit, but that policy “was not very
successful elsewhere in the region.” Although the merits of such a policy are dubious,
Cline adds that the agency’s “longer-term operations have not been used much for
systemic §tability purposes and, arguably, have been pro-cyclical rather than counter-
cyclical.”

At best, then, the Bank provides financing to countries that do not have trouble
obtaining credit and in many cases merely displaces private investment by funding
ventures that would otherwise have taken place. At worst, the credit agency underwrites
exports that should not be financed and would not otherwise receive support. Indeed, the
lack of private-sector finance on acceptable terms is not an example of market failure, but
rather an important market signal about a project’s prospects or a country’s investment
regime. In cases where the Bank provides credit into a bad policy environment, it
discourages host governments from adopting market reforms necessary to genuinely
attract private capital. When the policy environment is overlooked by export credit
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agencies, economic development begins to suffer. In 1969, the Pearson Commission,
which assessed international development policies, warned of that danger.

More than one project rejected for financing by the World Bank Group on
economic grounds has been promptly financed by an export credit. This is
the most unfortunate aspect of export credit finance: it provides a
temporarily painless way of financing projects conceived by over-
optimistic civil servants, by politicians more concerned with immediate
political advantage than with potential future economic problems, and by
unscrupulous salesmen for the manufacturers of capital equipment in
developed countries.

Of course, the result of such an approach is debt instead of development. In the
worst of cases, the accumulation of debt becomes unpayable and its reduction must be
financed by Western taxpayers who funded the credit agencies to begin with. The current
debt relief initiative led by the World Bank and the International Monetary Fund has
identified 41 highly indebted poor countries whose foreign debts cannot be repaid. In
many cases, credit from official export agencies accounts for a high proportion of that
external debt.’ Since the majority of those highly indebted countries are in sub-Saharan
Africa, it is especially worrisome that Ex-Im Bank has significantly expanded its
operations the region in the past few years and plans to continue expanding there. Indeed,
of the 14 sub-Saharan African countries that received Ex-Im Bank credit or guarantees in
the past three years, all rank poorly in terms of economic freedom and 10 are on the
World Bank’s and IMF’s highly indebted country list.

The Ex-Im Bank undermines the spread of free markets and economic
development in other ways. For example, a large portion of the agency’s credit finances
public-sector borrowers. In 1999, 45 percent of Ex-Im credit financed the public sector.®
Numerous loan guarantees to Mexico’s state owned oil and electricity monopolies, loans
to Korea’s Development Bank, and loan guarantees to Air China during the past few
years have certainly not accelerated the move to the market and their provision sends a
contradictory message to countries where the United States presumably wishes to
promote free-market reforms.

Thus, while private credit markets are not perfect, the unintended consequences of
subsidized credit loom large and, as my colleague William Niskanen, former head of
President Reagan’s Council of Economic Advisors has observed, “Any effects of market
failure are likely to be small and transient in comparison to the effects of government
failure.”” Those effects include the fact that Ex-Im Bank operations are often harmful to
economic development, often displace private-sector finance, impose “potentially
significant” opportunity costs,® finance firms abroad that compete with U.S. firms, and
politicize the market by providing a few large firms with government loans and
guarantees. Indeed, as Table 3 shows, the top 10 U.S. companies that benefit from Ex-Im
Bank loans and guarantees receive 86 percent of those Bank services. Boeing alone
accounted for 43 percent of total Ex-Im Bank loans and guarantees in FY 2000. By
contrast, small businesses account for only 18 percent of all Ex-Im lending. Yet even if
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more lending went to small businesses, the Bank would still not be able to avoid the
perverse effects that have accompanied lending to its larger clients.

In sum, if the private sector is not already providing export credit or insurance to a
project, there are probably good reasons for that outcome and little reason for the Ex-Im
Bank to step in. Nor should the Bank have a role if the private sector is willing to provide

finance or is contemplating it.

Table 3
Top 10 U.S Beneficiaries of Ex- Im Bank Loans and Guarantees FY2000

U.S Cempany
Revenues* | Total (Loans & ) | Percentage of Total

41-Boeing Co. $ 51,3211% 3,384 431
2 Bechtel Internationai 3 14,300( $ 1,475 18.8
3 Varian Associates Inc; $ 7041% 874 8.6
4 United Technologies (1) $ 26,5831 % 334 4.3
5 Willbros Engineers $ 314180 200 2.5
6 Halliburton Co. (2) ) $ 11,9443 172 22
7Raytheon Engineers:& Constructors | $ 16,8951 % 150 | 1.9
8 Enron Development Corp. $ 100,789| % 132 1.7
9 General Electric Co. $ 129,853} 3. 121 1.6
10 Schlumberger Technology Corp. $ 10,0341 $ 87 1.1
TOTAL : $ 6,735 85.9

GRAND TOTAL $ 7,844

* In milfions of U.S dollars

Sources: Export- Import Bank, 2000 Annual Report
{(Washington, D.C.: Export- import Bank, 2000); and the
2000 annual reports from each of the listed companies.

Notes:

(1) The figure for United Technologies includes loans and guarantees for Sikorsky Aircraft Corp.,
which is a wholly owned subsidiary of United Technologies.
(2) The figure for Halliburton Co. includes loans and guarantees for Brown and Root International, inc.,
which is a wholly owned subsidiary of Halliburton Co.

Using Government Credit to Level the Playing Field

The other principal rationale for Ex-Im Bank finance is to counter the subsidized
competition that U.S. firms sometimes face. Although U.S. companies should not have to
compete in a world where their competitors receive support from their governments, U.S.
policy should be consistent with the goal of maintaining a prosperous national economy
as opposed to promoting the welfare of particular groups. Fortunately, Europe and Japan
are already re-appraising the utility of their export programs in light of fiscal constraints
and as a reaction to each other’s subsidized export policies.” The consistently poorer
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economic performances of Western European countries and of Japan in comparison to
that of the United States argues against the United States adopting the types of policies—
including more expensive export-finance programs—that have hindered growth in
Europe and Japan.

It is important to recognize, moreover, that much Ex-Im Bank credit helps U.S.
firms that do not face competition subsidized by foreign governments. In FY 1999, for
example, only 18 percent of medium and long-term loan and guarantee transactions went
to counter government-backed export credit competition, representing $6.3 billion of the
Bank’s activity. In the same year, only 15 percent of the Bank’s total dollar amount of
medium-term insurance, or $89 million, went to counter officially supported foreign
competition.10 Those figures suggest that the Bank could significantly reduce its activities
without undermining its mission to counter foreign-subsidized competition. Because Ex-
Im Bank credit to companies that do not face this type of unfair competition cannot be
justified on economic grounds, the Bush administration’s proposal to cut the Bank’s
funding by 25 percent should be viewed as a starting point even by those who believe that
the agency has a legitimate role in countering subsidized foreign exports. At the very
least then, the Export-Import Bank should be limited to financing exports that meet this
criteria.

But the idea that the United States suffers from a playing field that is not level is
questionable. The United States exports about $1 trillion of goods and services per year.
The Ex-Im Bank backs only about $15.5 of that amount, or 1.5 percent of total exports,
only some of which face government-subsidized competition. When only a fraction of 1
percent of U.S. exports faces competition supported by foreign export credit agencies, it
is difficult to conclude that the U.S. economy is threatened by a playing field tilted
against it.

Retiring the Ex-Im Bank entirely might reduce the profits of the few large
corporations that have received the bulk of the agency’s finance over the years. But
surely firms such as Raytheon and Enron—with annual sales of more than $16 biltion and
$100 billion respectively—can cope in a world without Ex-Im Bank subsidies. Likewise,
small business that do not have recourse to the vast financial resources of large
corporations, already seem to be doing well without the Bank’s help. The agency
supports only 2000 small businesses, or about 1 percent of all small and medium
exporting firms.

If the goal is to help U.S. exporters, there are other, preferable ways in which to
do so, namely by making the United States a more competitive economy. U.S. tax levels,
regulations, and the complexity of the tax code are routinely cited as factors that hinder
the competitiveness of U.S. firms. As one report by Price Waterhouse found, “The U.S.
system has also diverged in a number of respects from the policies and practices of other
major industrial countries—often to the detriment of U.S. businesses striving to compete
in foreign markets.”!! Thus, there is much Congress can do to help the business sector. I
suggest it begin by eliminating the $65 billion dollars worth of corporate welfare that
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exists in the federal budget—of which Ex-Im Bank is a part—a move that would generate
savings sufficient to eliminate the capital gains and federal estate taxes.

Conclusion

Tt is time Congress retire the Export Import Bank in recognition that the Great
Depression-era agency has no relevance in an increasingly liberal world economy. The
Bank benefits a small number of firms at the expense of the rest of us. It does not correct
for so-called market failures, but does create perverse effects at home and abroad,
including by imposing opportunity costs and discouraging the spread of market reforms.
The tiny percentage of exports that the Ex-Im Bank helps to counter subsidized
competition overseas, moreover, demonstrates that the U.S. economy does not suffer
from the lack of a level playing field. Most important, Congress should not finance this
negative sum game because it is nowhere authorized in the Constitution to use taxpayer
funds to benefit politically favored groups.
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GREENING THE EXPORT-IMPORT BANK

Mr. Chairman, Ranking Member Sanders, thank you for the opportunity to testify
before the International Monetary Policy and Trade Subcommittee today. Friends of the |
Earth is a national environmental advocacy organization. We are also part of Friends of
the Earth International, the world’s largest environmental federation with active members
in 69 countries. We believe that U.S. economic policy should promote environmental
stewardship and sustainable development. We appreciate the opportunity to discuss ways
in which the Export-Import Bank (Ex-Im) can meet this goal.

There are four main areas where Ex-Im can improve its environmental practices
in a manner that also creates more US jobs and increases our competitiveness in the
global marketplace: 1) improved information disclosure, 2) better accounfability, 3)
implementation of the World Commission on Dams recommendations, and 4) increased
lending for clean energy.

Friends of the Earth believes Ex-Im. has taken several steps in the right direction
when it comes to protecting the environment. The bank now has environmental standards
that are among the world’s best, and we commend Chairman Jim Harmon for supporting
them. Not only have Ex-Im’s environmental guidelines often helped prevent U.S.
taxpayer support of environmentally destructive business ventures, they have also led -
other countries to upgrade the environmental standards of their own export credit
agencies (ECAs). Under the Clinton Administration and now under President Bush, the
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U.S. continues to push for binding standards and transparency for ECAs. Others are
catching on. Australia’s ECA has instituted standards that exceed Ex-Im’s, and JEXIM,
Japan’s ECA, is in the process of developing stringent environmental guidelines.

The JEXIM example is important because Japan is our closest competitor when it
comes to export finance. Rather than seeking to get a leg up by financing
environmentally destructive ventures that Ex-Im’s standards might prevent, JEXIM chose
to follow the U.S. lead. We applaud Chairman Harmon for promoting this race toward
the highest common environmental denominator in international forums like the G-8 and
Organization for Economic Cooperation and Development (OECD), and hope the new
administration will be equally committed to the issue.

Despite these successes, however, Friends of the Earth belicves Ex-Im still has a
long journey ahead of it. We were particularly disappointed that the bank chose to
simply extend its current environmental guidelines, which were set to lapse this April,
rather than improving upon them. The U.S. position publicly has been in favor of World
Bank standards, but Exim is not practicing what it preaches. Adopting such standards
reduces financial risk for U.S. taxpayers. Although the bank’s guidelines exceed those of
most ECAs, it needs to be more transparent and more accountable. Ex-Im requires
environmental impact assessments of projects it finances, but does not provide adequate
opportunity for public discourse around projects’ environmental impacts, particularly for
local communities in developing countries directly affected by large infrastructure
projects. Ever since the Pelosi amendment of 1989 the U.S. has demanded that
multilateral financial institutions provide 120 days for public comment on projects. This
gives citizens in the U.S. and around the world ample time to analyze and suggest
improvements to projects before the institutions’ Boards of Directors make a final
decision.

This public comment period applies not only to public institutions, but to the
World Bank’s private sector arms. Two years ago, Congress voted to institute a 60-day
public comment period at the U.S.’s other ECA, the Overseas Private Investment
Corporation (OPIC). Congress also required OPIC t6 disclose environmental impact
assessments in the host countries where proposed projects are sited. This empowers the
communities most affected by U.S. export finance to have a voice in decisions affecting
them. Friends of the Earth believes Congress should follow this precedent and require
Ex-Im to institute a public comment period and to release environmental assessments in
host countries. This would go a long way toward making the bank more transparent and
accountable to citizens at home and around the world.

Similarly, we believe Congress should require Ex-Im to create an independent
office that evaluates its investments. This office, or “ombudsperson,” would scrutinize
Ex-Im’s investments after the bank approves them, holding the agency accountable to its
own environmental standards. Congressional leadership led to the creation of the World
Bank’s independent Inspection Panel in 1994, a mechanism that most recently proved its
worth when it exposed violations of environmental and social policies in the China
Western Poverty Reduction Project. The Bank has created a similar evaluation office for
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its private sector arm, the International Finance Corporation (IFC). Recently, Ex-Im
approved the controversial Chad-Cameroon oil pipeline project but to date has refused to
reveal the contractual conditions placed upon the project. An ombudsperson position
could help create the level of accountability that every government institution ought to
have for the public.

As many on the subcommittee know, large hydroelectric dam projects often have
environmental and social impacts. Perhaps the most devastating impact in developing
countries is involuntary resettlement with hundreds of thousands of people displaced
without adequate compensation. This practice increases poverty and public disdain for
large dams. Recently, the private sector, World Bank and non-governmental
organizations completed the findings of the World Commission on Dams. The report
provides specific lending guideline suggestions for export credit agencies. We note that
the private sector has approved the report findings. These recommendations promote
sustainability not destructive hydro endeavors like the proposed Ilisu Dam in Turkey.
We encourage Ex-Im to take a leadership role in adopting such standards.

Friends of the Earth’s central concern with Ex-Im, however, is the agency’s
contribution to global climate change. The Bush administration’s decision to back out of
the Kyoto Protocol in part because of a need for developing country commitments to
reduce greenhouse gas emissions underscores the policy incoherence of Ex-Im’s energy
investments. Through Ex-Im, the U.S. underwrites billions of dollars of greenhouse gas
intensive development around the world including places like China and India—the same
countries the administration castigates for not doing enough to stem climate change.

According to the World Resources Institute, Ex-Im led all ECAs in direct
financing of energy-intensive projects and exports in developing countries between 1994
and 1999. The bank also surpassed everyone in its guarantees and insurance for energy-
intensive projects and exports. And Ex-Im’s own annual reports show that the problem
isn’t getting any better. In fiscal year 1999, about three percent of the agency’s overall
investment portfolio of $8 billion underwrote fossil fuel development. In fiscal year
2000, the bank’s support of fossil fuels skyrocketed to 28 percent of its overall portfolio,
or nearly $2 billion. That’s why the Green Scissors Campaign, a coalition of
environmental and fiscally conservative groups, is urging Congress to slash 28 percent
from Ex-Im’s appropriations. The U.S. should be demonstrating leadership in the effort
to fight climate change, but Ex-Im is doing the exact opposite. -

At the same time it spends billions of U.S. taxpayer dollars promoting polluting
exports, Ex-Im does little to finance clean energy. Renewable energy and energy
efficiency are the fastest growing energy markets globally.

When Ex-Im is urged to do more for renewable energy and energy efficiency, it
claims it can’t pick favorites among businesses. Unfortunately, its financial services—
which are by nature tailored to meet the needs of large, already-established industries like
coal and oil—amount to an implicit system of preferences. Ex-Im loans and guarantees
are given to projects and exports on the basis of the revenues they’ll generate to permit
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repayment. This favors fossil fuel projects and shuts out repewable energy and energy
efficiency investments, which are smaller and may requirs mere time before they can
repay the Initial costs.

Friends of the Fanth believes Ex-Im must move aggrossively away from dirty
fossil fuel investments and toward clean energy sources. Congress should seize the
bank’s reauthorization as an opportunity to do this. We believe that as a first step, the
subcomuittes should require Ex-Im to establish an advisory board comprising public and
private sector intercsts, that would assist the bank in tailoring its financial services to
berter meet the needs of renewable energy and clean energy associations. This
requirement should be coupled with a requirement that Ex-Im shift a portion of its energy
portfolio away from fossil fuels and toward clean cnergy. These steps will increase U.S.
competitiveness in the global marketplace and increase U8, manufacturing jobs.

Again, we applaud the positive offorts of Ex-Im Chairman James Harmon ard the
ongoing Administration efforts to obtain common envirenmental standards, But we
strongly believe the UL.S. can and must do beter.
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Mr. Chairman, Ranking Member Sanders, Members of the Committee. [ want to thank
you for giving me the opportunity to testify before you today on the reauthorization of the
Export-Import Bank. This is a key issue facing this Congress and I look forward to working with
you and your Subcommittee as the reauthorization process proceeds.

I appear before you today in several capacities. First, while I recently retired as President
of the United Steelworkers of America, I remain deeply involved in the policy formulation and
implementation activities of that union. And, I continue to serve as a member of the Executive
Council of the AFL-CIO. Second, I recently served as a member of the Congressionally-created
Federal Trade Deficit Review Commission — a Commission charged with reporting to Congress
on the causes, consequences and potential policy approaches necessary to address our nation’s
huge trade deficit. Finally, I am honored to have been appointed to the recently formed U.S.-
China Security Review Commission. It is in these capacities that T would like to address you
this morming.

The Ex-Im Bank has the laudable goal of seeking to create jobs through exports. Indeed,
the Ex-Im Bank claims that in the 65 years that it has been in existence, it has supported more
than $300 billion in U.S. exports. The Ex-Im Bank claims that it is “focusing on critical areas
such as emphasizing exports to developing countries, aggressively countering trade subsidies of
other governments, stimulating small business transactions, promoting the export of
environmentally beneficial goods and services, and expanding project finance capabilities.”

I do believe that there is sometimes a need for our government to provide export
financing to promote our interests and to combat the financing activities of other countries.

Unfortunately, the evidence of Ex-Im Bank’s success is sorely lacking. Indeed, it appears
that, in many ways, the Ex-Im Bank is undermining the very goals that it claims underlie its
actions.

Last year, as a member of the Federal Trade Deficit Review Commission, I was joined by
a majority of the Commissioners in concluding that our nation’s trade deficit was unsustainable.
While differing on the point at which it would become unsustainable, or what policy approaches
we should take — this was, indeed, a very important conclusion to be reached by the Commission
which included several officials chosen by President Bush to be chief policy players in his
Administration: Secretary of Defense Rumsfeld, USTR Zoellick and Council of Economic
Advisors nominee Anne Krueger. Ishould also point out that former USTR Carla Hills also
served on this Commission.

Last year, our nation’s trade deficit in goods reached almost $450 billion. While free
trade ideologues are quick to claim that every $1 billion in exports creates somewhere between
13,000 and 20,000 jobs, they refuse to state the alternative: the flood of imports into our country
takes a toll on jobs as well. Using this same equation, last year’s trade deficit cost the U.S.
between 5.8 and 9 million jobs.

Now we all know that despite a slowing economy, we didn’t have that many people out
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of work — most of those adversely impacted by trade were absorbed back into the economy in
other jobs. But, unfortunately, the majority of those who lost their jobs found themselves in new
jobs that paid lower wages and often came with lower benefits, if they paid benefits at all.

In the last decade, according to Time Magazine, “just 10 companies account(ed) for half
of the $70 billion in financial deals identified in the Export-Import Bank’s annual reports. Time
went on to note that "The justification for much of this welfare is that the U.S. government is
creating jobs. Over the past six years, Congress appropriated $5 billion to run the Export-Import
Bank of the United States, which subsidizes companies that sell goods abroad. James A.
Harmon, president and chairman, puts it this way: "American workers...have higher-quality,
better-paying jobs, thanks to Eximbank's financing." But the numbers at the bank's five biggest
beneficiaries--AT&T, Bechtel, Boeing, General Electric and McDonnell Douglas (now a part of
Boeing)--tell another story. At these companies, which have accounted for about 40% of all
loans, grants and long-term guarantees in this decade, overali employment has fallen 38%, as
more than a third of a million jobs have disappeared.”

And, as we found out during the hearings held by the Federal Trade Deficit Review
Commission, many of these companies are, in fact, some of our largest importers as well. So, in
providing Ex-Im Bank financing to these companies, we have to determine whether we are
actually undermining U.S. employment, rather than expanding it? Since money is “fungible”
are the Ex-Im Bank benefits necessary to ensure these exports or are these funds also providing
the wherewithal for these and other firms, to underwrite their import purchases as well?

It is getting harder and harder for business to argue that Ex-Im Bank funds are vital to
their efforts and that they share the desire of the original authors of the Bank to promote U.S.
jobs and exports. In 1934, only products made with 100% domestic U.S. content could qualify
for Ex-Im financing. Through an aggressive campaign by U.S. business over the years, that
requirement has been whittled down to a 50% requirement. We need to seriously examine the
claims of those who argue that we need to trade away the domestic content requirement so that
we can compete against the export financing activities of countries like Canada and Germany.
Our efforts should be targeted at ensuring compliance with OECD protocols and other efforts,
rather than simply trading away our jobs with our financing.

Ex-Im Bank’s activities hit home for the Steelworkers early this year.

As many of you know, the steel industry has been ravaged by a flood of unfairly priced
imports for several years. Beginning with the Asian financial crisis, imports have displaced large
amounts of domestic production. Despite a booming economy, the U.S. steel industry has been
unable to compete effectively. Today, 18 companies have declared bankruptcy and the jobs of
tens of thousands of steelworkers are ultimately at risk.
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In responding to this crisis, the Clinton Administration took limited action. They
recognized that global over-capacity was one of the principal causes of the industry’s and the
workers problems. Indeed, the U.S. Commerce Department study on the steel crisis
recommended a ban on multilateral lending institutions financing projects that would increase
steel production capacity and exacerbate the world’s steel-making over-capacity.

Against this backdrop, we were outraged to learn that the Ex-Im Bank would help finance
the purchase of millions of doflars in equipment and services to modernize Benxi Iron & Steel
Co. Ltd., a Chinese steel mill and exporter. The contemplated assistance will allow the Chinese
steel-maker to increase production by 1.5 million metric tons a year.

Joining together with major U.S. steel companies, we spoke as a coalition earlier this
vear: we called the Ex-Im Bank’s decision “unconscionable and utterly inconsistent with
explicit, broader U.S. policy interests.” We called the Bank’s rationale “flawed and
indefensible.”

In December of last year, the U.S. International Trade Commission made a preliminary
determination that China was among those countries that was illegally dumping hot-rolled steel
in the United States. Benxi, the Chinese company that is the intended beneficiary of the Ex-Im
financing, is currently under investigation for illegally dumping steel into the U.S.

The labor-industry coalition said: “It’s disgraceful that the U.S. government is bank-
rolling Chinese steel production when U.S. steel companies are declaring bankruptcy and
American steelworkers are being laid-off. Every American taxpayer should be outraged by the
Export-Import Bank’s action.”

As a member of the U.S.-China Security Review Commission, I also intend to examine
whether the Ex-Im financing is strengthening China’s military-industrial infrastructure. We
should ensure that our financing adds to our economic security, not undermines it both
economically and militarily.

During these reauthorization hearings, this Subcommittee needs to thoroughly review the
Bank’s activities not only on this matter, but to determine whether the bank is fulfilling its
original mandate. At a minimum, I would urge the Subcommittee examine and review all of the
Bank’s financing and put it through a stringent analysis of what its impact is on our economic
health, our standard of living and our employment.

This means not only an initial round of examinations. Clearly sending a machine tool to
another country may count as an export, but if in providing the financing for these exports we are
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dramatically enhancing the productive capacity of a competitor who will then corrode our jobs
base here at home, we should say that’s not in our nation’s interest.

We also must demand that our financing activities enhance, not undermine, our interest in
promoting adherence to internationally recognized workers rights and not undermine
environmental standards. It’s clear that these issues must be integrated into our policy-making
institutions more aggressively. The public is increasingly concerned that our policies undermine
rather than advance our interests. The Ex-Im Bank’s reauthorization gives us a perfect
opportunity to thoroughly examine their activities and set out guidelines and benchmarks for
future activities.

Congressman Sanders has raised an issue recently that, I believe, should be a key
component of Ex-Im Bank reform: prohibiting Ex-Im financing from going to profitable
companies that are reducing the pension or retirement health benefits of U.S. workers and
retirees. The Steelworkers strongly support Congressman Sanders’ efforts.

We must send a strong message that there are certain standards we expect from those who
are to benefit from our nation’s programs. One of those standards is that we will not subsidize
activities that undermine the livelihood and future of our workers.

Many have targeted the Ex-Im Bank as a symbol of corporate welfare. Let us use the
coming months to aggressively and thoroughly examine the activities and practices of the Ex-Im
Bank to guide Congress on a path to reforming the institution. Its principal goal must be to
enhance our standard of living and the future of our workers. Right now, the Ex-Im Bank
wouldn’t pass that test.

Thank you.
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Statement for the Record by Citigroup Inc.

Citigroup welcomes the opportunity to submit this statement upon the occasion of hearings
related to the proposed reauthorization of the Export —Import Bank of the United States
(Eximbank). We believe that Eximbank plays a vital role (1) in stimulating the export of goods
and services from the United States and (2) in establishing and maintaining a “level playing
field” upon which corporations around the world, with support from or in partnership with their
Export Credit Agencies (ECAs) and other official agencies, compete to win export sales in the
global economic arena.

In this Statement for the Record, we would like to make five primary points:

1. Eximbank support is, in many cases, the single most important factor in determining whether
U.S. companies succeed in winning contracts to export goods and services to customers in
international markets.

2. Eximbank is a sound, well managed financial institution that prices its services compatibly
with the risks it bears, that analyzes, underwrites, and manages risks effectively, and that incurs
losses, net of recoveries, at ratios well within the ranges that would be expected given the
markets it serves. In recent years, Eximbank has produced substantial surpluses that have been
returned to the U.S. Treasury.

3. Eximbank does not displace private sector lending; rather it serves as a catalyst for private
financial flows into markets and to borrowers that generally would not qualify for private sector
finance.

4. Eximbank provides no subsidies to exporters or financial institutions. Critics who assert that
Eximbank is a mechanism for the extension of “corporate welfare” to U.S. exporters or their
customers seem to discount the reality that nations are engaged in fierce economic competition to
support their national interests.

5. Eximbank provides the United States with a competitive tool to mount a partial defense to the
aggressive tactics of the ECAs and related official agencies of other countries intent on securing
advantages for their exporters.
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Eximbank’s Vital Role in Stimulating Incremental Exports

Eximbank plays an exceptionally important role in stimulating exports from the U.S. which in
many, if not most cases, would not have otherwise occurred. Eximbarnk, as the official export
financing agency of the United States, is able to capitalize on its ability to forge government-to-
government understandings which enable Eximbank to reasonably bear financial risks that
private sector financiers are not in a position to take without the participation of a party such as
Eximbank.

Eximbank’s role as a “lender of last resort” should not imply that it takes unreasonable risks.
Because of its stature as an official institution, Eximbank is simply able to accept certain
commercial and political risks that exceed the thresholds of the commercial market. The
relatively modest loss record of Eximbank suggests that it has made prudent financing decisions
and it has effectively administered its portfolio.

The availability of financing on reasonable terms can be a major factor in tilting the purchase
decision of an emerging markets customer from one supplier to another. We believe that access
to financing support from Eximbank plays a valuable role in “paving the way” for broader
acceptance within a target market for goods and services exported from the United States.

Eximbank Does Not Displace Private Sector Lenders

Eximbank does not displace private sector financing. Eximbank serves as a catalyst for
incremental private sector financial flows into the emerging markets. Eximbank has frequently
been effective in securing legal protections and contributing fo the establishment of regulatory
regimes within specific countries, which benefit all lenders.

In serving this function, Eximbank assists in opening doors to U.S. companies seeking to export
products and services to these markets. With options to finance the acquisition of goods and
services from the United States with support from Eximbank, potential foreign buyers may be
generally more inclined to consider U.S. based sourcing alternatives.

Eximbank as Tool in Globally Competitive Marketplace

Every major OECD country sponsors an official Export Credit Agency (ECA) such as
Eximbank. Non-OECD countries have also created ECAs to assist in export promotion. Several
countries officially sponsor other financing agencies, which are frequently involved in providing
capital directly to borrowers in the emerging markets on terms outside of the regulations
governing the policies of the ECAs.

It is widely understood that other governments make aggressive use of their ECAs and related
financing agencies to pursue national interests. Eximbank provides the United States with a
“threat of retaliation” in the arena of world trade to combat excessively aggressive tactics of
other governments in linking financial assistance to procurement.
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We observe that a sort of “strained equilibrium” currently exists among the various ECAs,
related agencies, and their sponsor governments with respect to the scope, nature, and cost of
support provided by the respective ECAs. Even so, we note that the U.S. plays a much smaller
role overall in supporting its exports than do most of the other major OECD countries. Should
the U.S. weaken, de-emphasize, or unusually constrain Eximbank, other nations could be
emboldened to make even more aggressive use of their agencies in support of their national
agendas, at a likely cost in U.S. jobs and exports.

Citigroup’s Role in Eximbank Financing

Citigroup has had the privilege of working with Eximbank and the exporters it supports over a
period of decades. Last year, Citigroup was authorized to arrange Eximbank related financing
which supported in excess of $2.0 billion in U.S. exports. We believe we are the largest
aggregate arranger of Eximbank supported financing and we were pleased to have been selected
to advise Eximbank on risk management and transfer techniques designed to improve
Eximbank’s efficiency and reduce the risk inherent in its operations.

As a U.S. based multinational financial institution with a presence in over 100 countries and
territories, Citigroup has been a global leader in the arrangement of medium and long-term trade
related financing in the emerging markets. In serving our clients, we have gained familiarity
with a number of the ECAs and other financing agencies sponsored by governments around the
globe.

We list this information only to suggest that we are qualified to make the following observations
and recommendations:

1. Eximbank should be reauthorized for a period of five years, in order to promote stability and
continuity among the staff and programs and to avoid the current circumstance of having
reauthorization deliberations proceeding at a time during which the nominee for the position of
Eximbank President has not been duly appointed and confirmed.

2. Eximbank’s program budget for the upcoming fiscal year should be approved at a level
designed to permit Eximbank to provide financing support consistent with that which it has
provided in recent years.

3. Eximbank should be granted authority to engage in risk management and transfer techniques
practiced in the private sector designed to permit Eximbank to better manage the risk in its
portfolio, promote a more efficient use of program subsidy, and ultimately to leverage tax payer
dollars by attracting more private sector finance in support of Eximbank programs.

4. Eximbank should be granted additional operating budget funds to continue to upgrade
systems, staff and facilities.
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5. Eximbank’s status as an independent agency whose mandate is export promotion should be
affirmed, in order for exporters, financing partners, and customers to be able to depend upon
Eximbank, and other administrative bodies should generally defer to Eximbank in the
determination of the creditworthiness of potential borrowers applying for Eximbank support.

Conclusion

Citigroup estimates that ECAs and other bilateral financing agencies based abroad supported
amounts in excess of $500 billion in exports last year. Eximbank authorized approximately $13
billion. On a relative basis, the U.S. makes significantly less usage of its official agencies to
support its exporters than do most of the other leading industrialized nations. If economic
competition is replacing military conflict as a means to secure national advantage, a decision to
cut back or curtail Eximbank authority to support U.S. exports could be viewed as akin to an act
of “unilateral disarmament”.

‘While the total percentage of U.S. exports supported by Eximbank is quite small, Eximbank
plays a critical role in promoting U.S. economic competitiveness in the emerging markets.
Citigroup also observes that Eximbank support benefits an entire spectrum of companies in the
United States, not just larger corporations. We appreciate and support Eximbank efforts to assist
smaller U.S. companies in the process of expanding into international markets, and we continue
to be impressed that the larger corporations who make use of Eximbank secure components and
services from large numbers of smaller companies throughout the country.

If Eximbank financing were not available to the emerging markets customers of smaller U.S.
based businesses, those businesses would likely be ineffective in competing with companies
whose export sales are supported with ECA financing. Such a circumstance would thwart job
creation that might otherwise have been anticipated. If Eximbank support were not available to
larger multinational corporations, the U.S. would face a perhaps more ominous risk that
companies would simply shift production away from the U.S. to other markets, at a cost of
existing jobs. If access to ECA supported financing is a determinant in a customer’s choice of a
supplier, multinational corporations increasingly have the capacity to divert production from one
country to another.

In an era when U.S. trade deficits continue to expand, when long term economic growth in the
U.S. is vitally dependent upon the successful expansion into international markets by more U.S.
companies, and when other governments make aggressive use of agencies they sponsor to gain
economic advantages for their own companies, an invigorated Eximbank makes good sense for
the United States.



		Superintendent of Documents
	2023-02-14T14:38:32-0500
	Government Publishing Office, Washington, DC 20401
	Government Publishing Office
	Government Publishing Office attests that this document has not been altered since it was disseminated by Government Publishing Office




