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THE ROLE OF THE EXPORT-IMPORT BANK IN
DEVEIQPING THE EXPORT POTENTIAL OF AIRCRAFT SAL#S

by Chosei Kuge
Export-Import Bank of the U.S.

July 20, 1972

Abstract

A description of the current patterns, terms, and
conditions of Eximbank commercial jet aircraft export
financing will be given. As time permits, some discussion

. of the factors affecting export financing will be noted.
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Let me make a few basic observations, Dumber one, Eximbank is a
US Govermment agency. Numbor two, its principle objective is to
facilitate US exports; you con forget about the "Import" in our name.
Humber three, we are to supplement and not competo with private sources
of financing, MNumber four, any loan that we raie must have z reagonable
assurance of repayment; in other words. we are suvnosed to zet as a
banker and not as an ilD-type zyency. To give you an ideo of ximbani:tz
authorized size, we can have total outslunding loans, guarantees and
insurance of up to 32C billion, ¥We have $1 billion of outstanding
capital stock held by the U3 Treasury Dejaricswzi erd ;1.3 billion of
roserves. We could borrow from the Trsasury lepartment at any given
time up to $6 billion. As of June 30, 1971 we have total assets of 5.8
billion., Substract »2,3 billion net worth from that and our liabilitiss
were about %35 billion, In fiscal year 1971 we earnczd close to 3120
million and paid a dividend to the Treasury Lenazrineut of ST million,

The balance of our sarnings go into our reserve account.

question: Vhat kind of a return on investment iz that?

inswer: The net income is about a 5% return on net worth,

Let me give you an idea of the amount of financing we have besn
doing for commercial aircraft. In 1957, we financed four szircraflt

worth about $30 million and loaned 163 nillion dollars to do that,
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Over thisz pericd we have been involved in more and more transactions
and the dellar velume has been going up., However, the amount of money
we aectuslly put up per transaction, on a percentage basis, has gone
down, In other words we are utilizing more and more private finanecing
in specific transactions.

On a 10 miliion trunsaction, a typical financing vattern would |
call for o cash peymwent from the buyer of 10=-2C#. The buyer raises the
cash paymert Troem non-UZ sources. The other 80-90% of contract price
is the finsnc23i portion, oximbank puts up one-half and the other
one-half gomes from private sources, either in the U.S5. or from foreign
sources, Tr. rerayment tcxm on the financing would be 10 years for a
new commercial jet aircraft or anywheré from 5-7 years for used commercial
jet aircraft, 'The amount of cash pzyment varies somewhat depending
on who the buyar is., If youlre talking about the major Liuropean
airlines, cash payment will be 20% or greater. 1f you're talking
about a weakor buycer in africa, Asia or Latin America, it would probably

be closer to the 10. figure.

-.uecstion: You reguire a hisher down payment from the Europeans-—what's
the theory behind that. Usually the better the credit is, the lower the
down payment? They are the biggest customers of the US, It seems to me
that we should try to firure out some way to encourage greater sales,.
Ansver: uzlmbank has to balance various objectives of the US Government,
including the encourasemcnt of greater sales through lower cash payments

versus balance of payment improvement through highsr cash payments.
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We don't require supplier participation any more as a general rule,
Supplier participation being Boeing, McDonmnell-Douglas, or Lockheed
extending credit to the buyer, We used to, and will continue to in a
certain number of transactions involving higher risk buyers. Our
present interest rate is 6% per annum. We charge a commitment fee on
our loans of 1/2 of 1% per annum, If we guarantee the private financing,
as we do in many cases, we charge 1/2 of 1% guarantee fee., On loans
to strong European buyers, we try to get as much of the private portion
from off-shore as we can. In many cases the buyers are able to raise

financing equal to 20-25% of total contract price from offshore sources,

Question: When you say 6% interest charge--is that your current rate?

Answer: That's our current rate,

Question: Can you tie that somehow to your own cost of funds?

Aﬁswer: Since 1945, Eximbank's lending rate has been consistently higher
than its borrowing rate at the U, 5. Treasury and has never been lower than
the average rate on the total public debt, On a cumulative average,

Eximbank's operations have never entailed a subsidy cost.

Question: Wouldn't it be difficult for Pan Am and TWA to compete with foreign
airlines against this kind of loan?

Answer: What you've got to take into account 1s the fact this difference
between 6% and whatever Pan Am has to pay for their borrowing is only

one element of total cost., There are other national interest reasons
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why you would want to keep this rate at 6% and try to sell aircraft
zbroad. One basic reason is if we don't sell these aircraft abroad,

our balance of payments and balance of trade are going to deteriorate and
weaken the dollar in the world money markets, This could hurt Pan Am

and TWA more than any 6% interest rate we charge the foreign airlines,

Tn addition, this 6% only relates to possibly 40% of the transaction,

The foreign buyer still has to pay a market rate on the other half of the
financing. Also what you are talking about is 10 year Exim financing

in vontret +o Pan Am and TWA borrowing at 15-20 years.

M.estrien: That could still be a huge difference though. If you're
lendin~ mouey at 6% co KLM and Pan Am has to pay 10% or 11% and the
airlines have a huge part of their capital structure on debt, that's
going tc be a significant factor,

Answer: We have no reason to believe that Pan Am or any other major U, S.
carrier is »aying interest rates approaching 107 or 11% for their equip-

ment pu-chases,

We have other programs to help finance U, S. exports, including
guaranteeing aircraft leases., Many small aircraft are financed through
our FCIA insurance and commercial bank guarantee programs described in
cur brochure. We have a coouperative financing facility and a discount

loan facility through which many of the small to medium size transactions
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are handled on terms up to say five years. Follow-on spares and other
airline equipment are financed through these programs., We also finance
U. 5. goods and services which go into the airport construction and
facilities,

Over the ten years I have been working at the Bank, the programs,
methods of financing and outlook of the bank have changed, and I believe
that is going to be the case in the future. Thus, if you're interested
in how Exim is going to change in the next 10 years in financing U. 8.
exports, you have to keep in mind such factors as balance of trade and
balance of payments. When you see them getting bad, greater efforts will
have to be made to encourage and increase U, S. exports. If we don't we
are going to have to cut back on other things that we are doing abroad or
limit imports. International political and economic dzveloprents will
also affect U. S. export financing. Eximbank's life is extended every five
vears. Thus, Congressional support in the following vears is essential.

Money market conditions, availability of funds, and iunterest rates
are going to affect what Exim does. Some critics say Exim should not
. finance jet aircraft exports today because ample funds are available at
this time from the U. S, commercial banking sector. They fail to ceonsider
 that U. S, commercial banks have a liquidity situation, resulting in limited
funds from this source on repayment terms exceeding 5-6 years. Teoday it
is very difficult to find commercial financing for new jet commercial
aircraft on anything like 7# or 10-year terms. On the other hand, the
overseas buyer, as well as Boeilng, McDonnell Douglas and Lockheed would

like to see Eximbank start supporting terms up to 12 years, .
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inother factor is that Lximbank is a U3 Government agency subject
to annual review of its operations by the Administration and Congress.
Aximbankt does not operate on annuwal appropriationa, however, and pays

all its expenues out of earnings.

GJuestion: hat kind of debt security do you take versus commercial baﬁks?
Ansver: In typicel trencactions, we get notea from the buyer, The
conmercial bank does exactly the same thing., The notes are usually
suaranteed by financial institutions or governmenta, Illortgages are

not required in most instances.

wuestion: Yho has first rights to proceeds from foreclosure when
nortgages are token’
inswer: If the mortzaces were required to secure all lenders on a

pro-rata bases, then the proceeds would be disiributed accordingly.

I should 2lso mention that in a 10 year transaction, Exim is prepared
to take the last 5 years maturities and allow a commercial bank to
talke the earlier nzturities., In this way, we are able to meet the

conmercial banik?s requirenent for liguidity.

duestion: Arc these figures tywical of all transactions or do you
differentiate betucen aerospace and other products?
Answer: ihen we're tulliing in terms of large projects and products,

the typical {runsaction would ve a 10% cash payment and 9Qﬁ financing
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of which BEximbank's share would be one-half, As an exception, we have
been able to get 209 cash payments from major Buropean carriers for jet
aircraft sales begause of the coupetitive advantage of the US aircraft
industry in recent years. In other transactions, the typical cash

payment is 10%.

Guestion: Do you know what the buropeans arc offering in Latin Arerica?
Answer: Basiocally, it's 10% cash, 10 year repayment torm with a subsie-
dized interest rate. The BALC 11i, Caravelle, and A-300E are zll offerod

on thoss terms,

Questicn: Are the interest rates comparable?

Answer: The British interest rate is about 6:=7% to the borrover on
the total financing, They will change theirs as time gocs along,
Eximbank charges &% on one-half the financing, while the commercial
banks usually charge the prime rate plus a mark-up on a fluctuating
bases, Af this time, the Tates are probably reasonably coupetitive,
Wuestion: You said you had a & interest rate, pius a % guarantee
feqa and another fee, Could you ezplain?

Answer: Eximbank charges a & of 1% per annum comnitmnent foc on the
amount of Bximbank's loan from 30 deys after authorization unil the
loan funds are drawn down. The borrower paye a 6. interest raie on

amounts which are drawn down, If sximbenk guarantees the pri-ato
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finaneing, the Eximbanl: guarantee fee of % of 1% per annum is charged
on the private financing from dates of draw down until repayments are

made,

tuestinn:  Could you comment on luasian YAl~40 financing rates being

so lout

imswer: 14 reoally deesn't male any difference bedeuse the RBussians can
chanse the vrice of their product and the interest rate in any manner
they want, vrofit isntt their mein consideration,

Guestion:  hove Duropecan manmufacturers offered concessionary terms?
fngwers » gome instances in the past, British and French panufacturers
have gotteon soft loan asulstance for thelr buyers., US AID funds have

not been used to finsnce commercial jet zircraft sales,

I think the extent of non-US5 content in US commercial jet aircraft
will require more and more attention, It's becoming more and more
difficult to sell aircraft abroad without some non-US content, Also,
the prospzcts of & major new commercial jet aircraft being manufactured
with 100, U5 compenies involved nay be vory difficult, OGther factors
requiring considoration are (1} the importance of the non-US market to-
any mnew aircraft project, (2) exporting US technology, (3) foreign

competition and (4) develowient of foreign aerospace industries.
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Question: When you have multi-national interest and foreign equipment,
is the bank precluded from loans on the portion that's foreign?

Answer: As a basic policy, Eximbank finances goods and services of

U. 5. manufacture and source only. If the amount of foreign content is
sizeable, it would be deducted from the contract price and all

percentages applied to the net U. S.content.

GQuestion: What effect will the proposed Civil Aviation Financing Plan
have? Can that help finance aircraft for foreign airlines?

Answer: Dr. James could answer that question better than I, though it is
my understanding that the intent of the legislation is to provide capital
to make possible the manufacture of new aircraft and not to provide

financing for the ultimate purchaser.

Question: Wouldn't a reduction in cash payments increase sales?

Aﬁswer: Possibly, but the question is whether a reduction in the cash
payment would increase U. 8. exports sufficiently to make an appreciable
difference and will increased sales be offset by the reduction in

balance of payments from reduced cash payments.

Question: How is the policy of the bank established?

Answer: 3Basic policy is established by Congress and is set forch in
our legislation., To carry out that policy, we have a five-man board aof
directors appointed by the President with advice and consent of the
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Question: JAre you prepared to say that you look upon your activities

as a venefit as opposed to whether you exist or whether you didn't exist,
In other vwords, you stimulate sales by existing and if you didn't exist
you wouldn't.

Answers I beliove ithe ensver is affimmative. There are many cases

there US manufacturers, US commercial bankers, and other financial
institutions cannct afford to take the risk that's involved in
foreign sules. The only source available_in the US to take that risk

is the U3 Government., It is z legitimate objective of the US Government
to talie such political and economic risks. All of the other countries

around the world do the same thing. lie're in a buyer's market today.
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