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Export-Import Bank: Cronyism Threatens American Jobs

Diane Katz

he Export-Import Bank (Ex-Im) funnels billions
of taxpayer dollars each year to overseas busi-
nesses for the purchase of American products. This
subsidized financing is supposedly a win-win prop-
osition for exporters and their customers abroad.
But rare is a subsidy that does not produce disparity
elsewhere. In the case of Ex-Im, the losers include
domestic companies that are left to compete against
foreign firms bankrolled by the U.S. government.
This and other drawbacks of Ex-Im are impor-
tant to acknowledge as Congress considers whether
to reauthorize the bank before its charter expires on
September 30. The decision should be an easy one.
Ex-Im effectively ignores the impact of its actions
on American workers, as well as the risks to taxpay-
ers, while exaggerating the benefits of those actions.
Government authorities have documented a vari-
ety of problems with bank operations,' but the fact
that Ex-Im financing handicaps at least some Amer-
ican businesses is sufficient reason to end it. Recent-
ly, for example, the bank approved $694 million in
financing for U.S. equipment to develop an open-
pit iron ore mine in Australia (owned by the coun-
try’s richest woman).? The deal was consummated
despite warnings from the United Steel Workers, the
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Iron Mining Association, and all four Senators from
Minnesota and Michigan that the subsidies would
jeopardize thousands of U.S. mining jobs.?

Global trade benefits the U.S. economy, but Ex-
Im subsidies confer a competitive advantage to a
select group of favored firms. Rather than perpetu-
ate this cronyism, Congress should allow the bank’s
charter to expire and undertake tax and regulatory
reforms that would strengthen the competitive posi-
tion of all U.S. businesses.

Economic Impacts Ignored

Foreign firms receive Ex-Im financing to pur-
chase U.S. equipment for manufacturing and
resource extraction or to provide commercial ser-
vices. However, the bank’s charter* prohibits financ-
ing under three conditions:

1. The recipient’s production is likely to create a
surplus in world markets;

2. The recipient competes with U.S. production of
the same, similar, or competing commodity; or

3. The financing would cause “substantial injury”
to American producers of the same, similar, or
competing commodity.

These statutory prohibitions are intended to bal-
ance the interests of U.S. exporters and the domestic
firms that would compete against subsidized busi-
nesses overseas. But there is a major loophole: The
charter allows the bank’s board of directors to over-
ride the constraints if they decide that a transaction
would produce a “net benefit” to the U.S. economy.
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In order to determine the potential effects of an
export subsidy, the bank is supposed to perform an
economic impact analysis, but a review by Ex-Im’s
inspector general (IG) of the analyses conducted
between 2002 and 2009 found that the bank

did not address directly several elements of
economic impact contemplated by the Charter,
omitted relevant data and analysis beyond that
considered necessary to support the staff’s rec-
ommendation, did not state the limitations and
qualifications of the data, assumptions, estimates,
methods and analysis, did not fully address the
sensitivity of the staff’s conclusions to possible
changes in assumptions and estimates that could
be reasonably anticipated.®

Indeed, none of the Ex-Im personnel interviewed
by the IG’s office possessed professional training or
expertise related to economic impact analysis. More-
over, the bank does not consider the impact of any
finance deal involving less than $10 million, which
excludes some 80 percent of Ex-Im transactions.

All of this means that bank officials dole out bil-
lions of taxpayer dollars to foreign firms without a
meaningful consideration of the impacts on Ameri-
can workers and the businesses that employ them.

Distorting Competition

Every type of industry undergoes booms and
busts. Neither one typically results from a single
cause but instead is a product of myriad factors,
including changes in demand, currency fluctuations,
and innovation. But government policy can dampen
gains and exacerbate losses, which is the case with
export subsidies. Ex-Im financing of coal mining
in Colombia, copper excavation in Mexico, and air-
planes for India has been identified as contributing
to losses among domestic firms.¢

The following Ex-Im deals have been cited
by lawmakers and industry experts as examples
of just some of the billions of dollars in taxpayer
subsidies that put domestic firms at a competi-
tive disadvantage:

m Australia’s Roy Hill mine ($694 million).
The mine’s expected output (over the life of the
financing) is expected to displace nearly $600
million worth of U.S. iron ore exports and cause
a reduction of some $1.2 billion in U.S. domestic
sales.”

m South Africa’s Kusile Coal power plant ($805
million); India’s Sasan coal power plant and
mine ($917 million). Notwithstanding the
Obama Administration’s war on coal,® Ex-Im
has been a generous source of public financing
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for coal projects abroad.” These and other proj-
ects have exacerbated a 70 percent decline in coal
prices since 2008."°

= Mongolia’s Oyu Tolgoi copper mine ($500
million). The copper from this open-pit and
underground mine competes with excavations
in Arizona, Utah, New Mexico, Nevada, and
Montana just as global refined copper produc-
tion is expected to exceed demand by more than
390,000 metric tons this year.!

m Papua New Guinea’s Liquid Natural Gas
Project ($3 billion). Despite regulatory chal-
lenges faced by U.S. producers of liquid natural
gas, Ex-Im approved $3 billion in financing for
development of gas fields, on-shore and off-shore
pipelines extending 400 miles, a gas liquefaction
plant, and marine export facilities.

m Air India ($3.4 billion). The financing will guar-
antee the purchase of 27 Boeing aircraft intended
for international service, including U.S. destina-
tions. According to the Air Line Pilots Associa-
tion, Air India will enjoy rates and terms that
are not available to U.S. airlines, giving it a cost

advantage of about $2 million per airplane. Sur-
plus seat capacity resulting from Ex-Im airline
subsidies—totaling about $50 billion between
2005 and 2011—has resulted in the loss of approx-
imately 7,500 U.S. jobs.'?

A No-Brainer

Ex-Im beneficiaries argue that export financing
preserves American jobs, but the vast majority of
bank subsidies benefit very large corporations that
could self-finance or obtain private investment—as
is the case for 98 percent of all U.S. exports. Rather
than perpetuate these subsidies, Congress should
help all American businesses by reducing corporate
tax rates and regulatory burdens.

Allowing the bank’s charter to expire should be a
no-brainer for lawmakers. (Even Barack Obama, as
a presidential candidate, endorsed its end.'®) With
strong growth in privately financed exports, there
is no justification for maintaining this Depression-
erarelic.
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