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Export-Import Bank: Propaganda versus the Facts

Diane Katz

June 29 posting on The Hill’s Congress Blog

carried the headline: “The Arguments for Ex-
Im No One Can Rebut.” The author, John Murphy,
the senior vice president of international policy of
the U.S. Chamber of Commerce, claimed that, in a
recent hearing, “no one was able to rebut my argu-
ments about the indispensable role the bank plays
in specific circumstances.” Herewith is a rebuttal of
the arguments, which he repeated in The Hill blog.

Claim: “Ex-Im is necessary because—in the case
of many small businesses—commercial banks often
refuse to accept foreign receivables as collateral for a
loan without an Ex-Im guarantee.

For example, Bridge to Life Solutions of Columbia,
South Carolina, provides state-of-the-art cold stor-
age organ transplant solutions. As John Bruens, Chief
Commercial and Business Development Olfficer for
Bridge to Life, explains: ‘Without Ex-Im, I would have
to tell my customers, “prepay everything up front, or
we can’t do business.”””

Fact: Advocates of Ex-Im rely on such anecdotes
because their claims cannot be substantiated empir-
ically. (It is, of course, no surprise that subsidized
firms value their subsidies.) The reality is that small
businesses account for 98 percent of all export-
ing firms,® and exports have reached record levels
in recent years.* That makes one thing very clear:
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Export financing obviously is not a problem for small
firmsin the aggregate. Moreover, Ex-Im benefits are
a mere 2 percent of all exports, which means that
the vast majority of small-business exporters do not
need—and do not receive—taxpayer subsidies.

This is further validated by the fact that small
businesses ranked “Exporting My Products/Servic-
es” as the least problematic of 75 business problems
assessed in an annual survey by the National Fed-
eration of Independent Business (NFIB) Research
Foundation.® (The cost of health care ranked as the
most severe problem.)

In the event that a small business cannot access
private capital, it can seek to export through whole-
salers or associate its business operations with larg-
er firms or with global supply chains.

Bank proponents focus on small firms to deflect
attention from the fact that the vast majority of Ex—
Im beneficiaries are major corporations.® The top
10 beneficiaries profited from 75 percent of bank
financing in fiscal year (FY) 2013. These included
Boeing ($91 billion market capitalization); General
Electric ($267 billion); Bechtel (2013 revenues: $39.4
billion); and Caterpillar (2013 sales and revenues:
$55 billion).

In many instances, Ex-Im actually harms small
business by providing their overseas competitors
with financing at artificially low rates.

Claim: “/Bfuyers overseas increasingly expect
vendors to offer financing. Without Ex-Im, many U.S.
small businesses would be unable to extend terms
to foreign buyers and would have to ask for cash-in-
advance. In these cases, sales would most likely go
to a firm from another country that can count on the
backing of an official export credit agency (ECA) like
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Ex-Im. These realities are among the chief reasons
why small businesses account for nearly 90 percent of
Ex-Im’s transactions.”

Fact: The number of “transactions” bears no
relationship to the dollar value of Ex-Im financ-
ing. In fact, only about 20 percent of Ex-Im autho-
rizations benefit small businesses. The number that
do receive aid is artificially inflated by the bank’s
expansive definition of “small,” which includes firms
with as many as 1,500 workers, as well as companies
with revenues of up to $21.5 million annually.

Requiring upfront payment does not result in lost
sales. Itis very common among small businesses—69
percent of exportersina2013 survey say they demand
payment in advance of shipping.? Only 12 percent
utilize any type of “payment enhancement,” such as
credit insurance. Nor do most small businesses lack
access to private capital, as Ex-Im proponents claim:
73 percent of small businesses report that they access
export financing from a bank or credit union.

Meanwhile, the number of small businesses that
export (and the value of their exports) has grown
significantly in recent years,’ which belies the claim
of Ex-Im proponents that small firms are unable to
compete without Ex-Im financing (since the vast
majority of these firms do not get such assistance).

Between 1997 and 2007, for example, the value of
exports per small and medium-size businesses
increased by 80 percent, and the number of these
exporting firms grew by 30 percent, according to the
U.S. International Trade Commission.? (Firms with
fewer than 20 employees accounted for 95 percent of
the growth.)

Claim: “/TJens of thousands of smaller companies
that supply goods and services to large exporters also
benefit from Ex-Im’s activities. This includes compa-
nies such as GE, which has more than 30,000 small
and medium-size suppliers, or Boeing, with more than
14,000.™M

Fact: General Electric and the other major benefi-
ciaries of the bank (and their suppliers) are well-posi-
tioned to prosper without Ex-Im subsidies.!? They
do not lack access to private capital—including their
own finance subsidiaries. All have billions of dollars
of backorders with which to keep production going.

Boeing, the largest beneficiary of Ex-Im, oper-
ates a financing division which, just like Ex-Im, pro-
vides credit guarantees for purchasers with less than
investment-grade credit. (The guarantees are large-
ly collateralized by the aircraft being purchased.)
Boeing Capital posted customer-finance assets of
$3.4 billion in the first quarter of 2015.'3
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Indeed, both Standard & Poor’s and the Govern-
ment Accountability Office effectively have concluded
that Boeing, with a market cap exceeding $97 billion,
would manage well without taxpayer subsidies.*

Commercial financing for Boeing planes is also
availabledirectlythroughthe capital markets. Under
a customized provision of federal law, investors may
obtain an “enhanced equipment trust certificate,”®
which allows them to quickly obtain possession
of collateral (aircraft) in the event of a bankruptcy
petition by the borrower—notwithstanding the stay
provisions that apply to other debtors.

Caterpillar (market cap $54 billion) also oper-
ates a finance division, with more than $35 billion
in assets.!® The world’s leading manufacturer of con-
struction and mining equipment posted 2014 sales
and revenues of $55.2 billion. Caterpillar’s backlog
currently exceeds $17 billion.

General Electric enjoys a market cap of $275
billion. The company began the year with a record
backlog of $261 billion. Its finance arm, GE Capital
Corporation, holds assets of $499 billion and its 2014
net income was $7 billion."”

Claim: “Ex—Im is necessary because ECA support
is often required even to bid on a wide variety of for-
eign business opportunities. This includes requests for
tender from both public and private sources, includ-
ing opportunities as diverse as infrastructure projects,
nuclear power plants, and contracts to provide medi-
cal equipment to hospitals. For example, the New York
Times reported last month that a $668 million drink-
ing water project in Cameroon will go not to U.S. ven-
dors but to their Chinese competitors if Ex-Im is not
reauthorized.”™®

Fact: Foreign developers can demand support
from export credit agencies for the simple reason
that such support is available. In its absence, devel-
opers hardly ignore the vast majority of U.S. firms
that have access to private financing.

It is important to remember that Ex-Im benefits
just 2 percent of exports. And, to claim that the entire
2 percent would vanish without Ex-Im subsidies is
preposterous. Finance costs are only one among a
variety of factors that affect a purchaser’s choice of
supplier. Availability, reliability, and stability all play
significant parts in purchase decisions. There should
be no question that U.S. firms are capable of compet-
ing successfully without corporate welfare.

Demand for Ex-Im financing declined in recent
years, too. Authorizations dropped by 24 percent
between FY 2012 and FY 2013, and decreased by 25
percent between FY 2013 and FY 2014.

Claim: “Ex-Im is indispensable to the nuclear
power sector. Just five nuclear power plants are under
construction in the United States, but 61 are under con-
struction overseas, and an additional 165 plants are in
the licensing and advanced planning stages—nearly
all abroad.”™

The U.S. nuclear industry is prized for its reliable
and efficient products, its operational excellence, and
its culture of safety. It is the gold standard for nucle-
ar power generation. American products and exper-
tise are highly desirable in international markets. As
itis, the U.S.industry has been competing on a tilted
playing field, winning contracts over companies that
are directly financed by foreign governments.

The biggest threat to the competitiveness of the
American nuclear industry may in fact be the U.S.
government. The Nuclear Regulatory Commission
currently has 60 rulemakings underway and enforc-
es an outdated regulatory system that inflates costs
and makes bringing new technologies to market
prohibitively difficult. Commercial nuclear exports
are likewise inhibited. The commercial nuclear
export regime is convoluted and burdensome and
spread among three different federal agencies—
all of which increases costs, imposes delays, and
limits innovation.
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Claim: “Ex-Im is necessary because it is par for
the course for expensive capital goods to be sold world-
wide with unashamed ECA backing—the support of
which can make or break a deal.”°

Fact: “Parfor the course” is not synonymous with
sound policy. Nor does it equate to the 98 percent of
U.S. exports that do not rely on Ex-Im financing.

As noted above, the manufacturing titans that
disproportionately benefit from Ex-Im are well-
positioned to profit without export subsidies. In fact,
export subsidies create economic distortions that
harm the U.S. economy and consumers more than
they help. As noted by the Congressional Research
Service, “Ex-Im Bank’s credit and insurance pro-
grams...draw from the capital and labor resources
within the economy that would be available for other
uses, such as alternative exports and employment.”*

Moreover, America should not emulate China
and other foreign governments that provide massive
subsidies to state-owned enterprises.

As Ronald Reagan said: “We’re in the same boat
with our trading partners. If one partner shoots
a hole in the boat, does it make sense for the other
one to shoot another hole in the boat? Some say, yes,
and call that getting tough. Well, I call it stupid. We
shouldn’t be shooting holes; we should be working
together to plug them up.”??

Claim: “Refusing to reauthorize Ex-Im would put
U.S. companies selling expensive capital goods such as
aircraft, locomotives, and turbines at a unique com-
petitive disadvantage because their foreign competi-
tors all enjoy ample financing from their home-coun-
try ECAs—enough to easily knock U.S. companies out
of the competition. For some industries, executives
will face the question of whether to shift production to
locations where ECA support is available.”

Fact: This is fearmongering. Economist Vero-
nique de Rugy of the Mercatus Center has docu-
mented?® that only about a third of Ex-Im financing—
which benefits just 2 percent of all U.S. exports—is

designated in bank records as necessary to counter
subsidized foreign competition. A whopping 66 per-
cent of the financing classified as necessary to coun-
teract foreign competition went to the Boeing Cor-
poration, which hardlylacks access to private capital.

In other words, Ex-Im Bank financing counter-
acts foreign subsidies for less than 1 percent of U.S.
exports—with more than half the benefit accruing
to Boeing.

The claim of “competitive disadvantage” is fur-
ther belied by the agreement among 31 member
countries of the Organization for Economic Cooper-
ation and Development to abide by a set of financing
rules covering loan term limits, minimum fees, and
other practices.?*

Thereisrarely such athingas a “level playing field”
in trade. Every country has advantages that others
lack. The ingenuity and drive of American compa-
nies can trump the comparatively measly export
subsidies doled out by foreign governments—assum-
ing, of course, that tax and regulatorybarriers do not
further restrict free enterprise.

Conclusion

Subsidized financing is an attractive govern-
ment-provided perk for some large, well-financed
American companies—particularly Boeing, which is
the largest beneficiary of the bank. But Ex-Im sub-
sidies carry considerable costs—for taxpayers and
for the American businesses that are left to compete
against foreign firms that receive export subsidies
from the U.S. government. Given the vast resources
of Ex-Im’s beneficiaries and the abundant supply of
private export financing, there is no need to lament
the recent expiration of the bank’s lending authority.
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