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GE. 94-50772 (E)
EXECUTI VE SUMVARY

(i) The availability of nodern trade-related finance, paynent and risk
managenment products is a critical element in the expansion of internationa
trade within the developing world. This paper evaluates the market for
trade-related financial services and identifies potential opportunities for
Trade Points to inprove their clients' access to nodern finance and insurance
products.

(ii) Section | reviews policy considerations for Governments seeking to

i mprove the domestic environment for trade finance and insurance providers.
The di scussion focuses on three specific policy areas that have a significant
i npact on trade efficiency in financial services, including:

- The effect of regulatory barriers to foreign financial services
firms.

- The need to harnonize finance-related trade |aws and regulations in
order to inprove the provision of crossborder financial services.

- The impact of poorly designed or adm nistered forei gn exchange
controls on the utilization of nodern financing and risk nanagenment
t echni ques.

(iii) Section Il presents several approaches through which the Trade Points
can facilitate the distribution of trade-related financial products. The
primary recomendati on concerns the devel opnent of a financial services
referral function within each Trade Point. The proposed advisory function
woul d be supported by a conprehensive conput er database which catal ogues the
capabilities of relevant financial service providers.

(iv) Section Il reviews the major financing, paynent and risk management
mechani sms currently utilized in international trade. UNCTAD consultants have
identified several opportunities to introduce or nore effectively deliver key
financi al products through the Trade Points. Each of these opportunities is
summari zed al ong with guidelines and inpl enmentation considerations for the
Trade Points.

(v) In section IV the potential role of the Trade Points in investnent
pronmotion, both inward and external, is evaluated. Details are presented
concerning a new effort, led by the Multilateral Investnent CGuarantee Agency,
to link investnent pronotion organizations via a specialized comunications
net wor k.

(vi) The benefits to Trade Point clients of incorporating nodern trade
finance, paynent and risk nmanagenent instrunents into the Trade Point service
of ferings include: (1) reduced financing costs, (2) nore rapid paynents,
(3) mtigation of financial and credit risks, and (4) the ability to conpete
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nmore effectively in world markets by offering nore favourable terns to their
cust omers.
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I NTRODUCT! ON

1. One of the chief inpedinents to increased international trade is

i nadequat e access to conpetitively-priced trade finance and insurance
products. This problemis particularly acute for small and medi um si zed
enterprises (SMEs) in devel oping and transitional econonm es. However, SME
managers in the United States and other industrialized countries also cite
the unavailability of trade finance and inefficiencies in the provision of
financi al services as key obstacles to further trade devel opnent.

2. Trade inefficiency in financial services can have a significant inpact
on the ability of SMEs to participate in international trade or to compete
effectively with exporters fromother countries. For exanple, in many markets
the ability to offer extended paynent terns to custonmers is a key factor in

t he buyi ng decision. Also, inadequate paynent and cl earing nechani sns can
prol ong the paynent cycle and increase the capital requirements associated
with a given trade transaction. Snaller exporters which nmust finance foreign
trade transactions through internal resources, due to the |ack of avail able
trade finance, will be less able to price their products conpetitively or fund
future export grow h.

3. There are a nunber of factors that contribute to supply constraints or
i neffective service delivery in the financial services market, especially
wi t hin devel oping and transitional econom es. These include:

- General unavailability of financial capital or insurance capacity.

- H gh cost of service delivery, commonly the result of inadequacies
in tel ecomruni cati on systens, information on tradi ng counterparties
(e.g., credit data) and other elenents of the financial market
infrastructure

- Regul atory constraints (e.g., exchange controls) or State
nonopol i es of certain financial products.

- Lack of access to necessary financial market expertise and
i nformati on system technol ogy.

4, Trade-rel ated finance and insurance can be viewed as a "tool -box" of
financing and ri sk managenent techni ques, each designed to performa specific
task within a transaction. By distributing or facilitating access to the
broad spectrum of trade finance and insurance products, the Trade Points can
ensure that their clients have the financial tools required to conpete
effectively in the international market-place.

5. This report exam nes potential opportunities to increase efficiency in
the provision of trade-related financial services, focusing at two |evels:

- Section | discusses policy initiatives which Governnents can
undertake to renove regul atory barriers, develop their financial
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sector infrastructure and better integrate their financial markets
with those of their trading partners.

- Section Il discusses mechani snms t hrough which the Trade Points can
better informtheir trading clients about available finance and
i nsurance alternatives, and facilitate the provision of financial
products through the Trade Points. Section Ill reviews trade
finance, paynment and risk nmanagenent techni ques in common use
today. This analysis nainly considers private sector alternatives,
al t hough certain programmes offered by State-run and nultilatera
agencies are al so addressed. This section also presents sunmary
details of several opportunities to introduce or nore effectively
deliver certain products through the Trade Points. These include
products that are otherw se unavailable or inefficiently delivered
in many devel oping and transitional econom es.

6. A separate analysis in section IV reviews potential nechanisns through
whi ch the Trade Points can facilitate foreign direct investment.

. THE ROLE OF GOVERNMENT | N PROMOTI NG TRADE EFFI Cl ENCY
I N FI NANCI AL SERVI CES

A. Background

7. At several levels, Governnents have a significant inmpact, both direct and
indirect, on the availability and quality of trade-related financial services.
This influence extends fromthe influence of nonetary policies on access to
credit through the effect of educational programres on the capabilities of

i ndi genous financial professionals. This analysis will focus on three
particul ar policy areas that directly affect the provision of trade-rel ated

fi nance and insurance products:

- Regul ation of financial institutions, particularly barriers to
entry inposed on foreign financial services providers.

- Integration of international standards and agreenents into the
domestic | egal infrastructure.

- For ei gn exchange restrictions and the inpact of poorly designed or
adm ni stered control procedures.

8. The implications of unduly restrictive policies on trade efficiency

are evaluated as well as the beneficial effects of free trade in financia
services. The general conclusion is that the devel opnent of a free market for
financial services will facilitate increased international trade in goods and
servi ces, through inprovenents in the products and | evels of service provided
by the trade finance conmunity.

B. Regulation of trade-related financial activities

9. In nost countries the banking and insurance industries have traditionally
been heavily regul ated by government. Due to the critical role that financia



TD/ B/ WG. 2/ 11/ Add. 3
page 6

institutions play in a nation's economy, regulation and supervision of these
institutions is a key aspect of public policy. Many countries that are
seeking to protect energing domestic institutions or maintain strong contro
over their financial industry have inposed restrictions on the |oca
activities of foreign financial institutions. These controls over

trade-rel ated financial services have taken many forms, including:

- Limtations or outright bans on subsidiaries or branches of foreign
financial institutions, including insurers. In nost of these
cases, financial institutions are only allowed to maintain
representative offices, which cannot directly engage in financial
transactions. For exanple, Governments in several transitiona
econom es have restricted the nunber of foreign bank branches and
subsidiaries in order to protect their fledgling banking
i ndustries.

- Prohi biti ons on foreign banks or insurers doing business with
| ocal | y-owned conpanies. This policy has cut off nany otherw se
credi tworthy conpani es fromaccess to the international financial
mar ket s.

- Requi rements for traders to insure overseas shipments with an
i ndi genous i nsurance conpany.

10. Concerning the latter issue, the International Union of Marine Insurance
has identified over 60 countries inposing restrictive neasures affecting

the freedom of transport insurance. These include: (1) restrictions on

i ndi genous exporters or inporters insuring overseas shipments, (2) prohibition
of exports on an f.o.b. basis or inports on a c.i.f basis, and (3) specia
taxes and currency restrictions affecting prem um paynments (Al MJ, 1992).

I nsurance brokers estimate that marine rates in some of these countries are as
much as 20 per cent above prevailing rates in the international insurance

mar ket, which is keenly conpetitive.

11. Governnents in many devel opi ng and transitional economies have realized
the limts of these policies. The negative consequences include:

- Limtations on access to private debt nmarkets overseas,
particul arly where soverei gn debt capacity has been exhaust ed.

- Ret ar ded devel opnment of the indigenous financial industry due to
t he absence of regional or international conpetition

- Reduced ability of indigenous exporters to conpete internationally
due to financial constraints.

12. As a result, many countries are now beginning to open their financia
markets to international conpetition. For exanple, China has recently

perm tted several foreign insurance conpanies to establish |ocal subsidiaries
and sell policies to Chinese insureds. Egypt has rel axed regul ations
restricting foreign banks from providing services to Egyptian comnpani es.
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Al so, many of the transitional economes in Eastern Europe, such as Hungary
and Pol and, have allowed foreign investnent in privatized insurers and in new
i nsurance ventures. A nore detailed analysis of existing regulatory obstacles
in selected countries is currently being planned by the Special Programe for
Trade Efficiency (SPTE)

13. Over the | ast decade, there has been a strong trend towards the

gl obal i zati on of financial services providers. Thi s suggests a grow ng
acceptance that many trade-related financial products are nost efficiently
provi ded by transnational financial institutions. This is particularly

true in the case of credit insurance, where the |iberalization of

financial services regulations in the European Union (EU) is creating
greater trade efficiency. Until the late 1980s credit insurers were either
gover nment - sponsored schemes (for export insurance only) or private insurers
restricted to underwiting in their home market and perhaps one or two

nei ghbouring countries. This was not an effective industry structure owing to
the foll owi ng factors:

- Underwriting volunes and results were very sensitive to |oca
econom ¢ conditions, with limted opportunity for geographic
di versification.

- Credit underwiters were often distant fromthe markets they
anal ysed, with little local support in the buyer's country.

- The limted size of the individual national markets made it
difficult to achieve the scale econonmes required to support needed
i nvestments in conputer and tel ecomrunications technol ogy.

14. The European Commi ssion, recognizing the uni gue econonic
characteristics of credit insurance, fornulated a separate directive as
part of the 1992 Single Market refornms which effectively allowed a credit
insurer domiciled in a nenber State to offer credit insurance throughout
the EU. The European credit insurance market is at present formng into
smal | er groups of well-capitalized regional insurers. Wth operations in
several countries, they are now better able to nonitor the sol vency of
forei gn buyers. Leveraging upon their increased capacity and market
know edge, they are al so devel opi ng underwiting operations in many
underserved foreign markets, such as the United States. |In addition, as
stronger private market insurers enmerge, Governnents are reducing their
expenditures on the State-sponsored export credit insurance programres or
privatizing themoutright, as was the case in the United Kingdom

15. At the tinme this report was prepared, the financial services negotiations
within the latest GATT round were not fully conpleted. Many of the
initiatives being discussed in this context would significantly reduce the
barriers to free trade in financial services and inprove trade efficiency in

t he provision of finance and insurance products.

Gui del i nes
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16. Governnent policy-making in the area of financial services regulation
shoul d, at the very |east, consider the unique structural aspects of the

mar ket for trade-related financial services. Market access restrictions
shoul d be elimnated for financial products that cannot be effectively
delivered by a solely donestic provider, such as credit insurance. Policy
makers shoul d al so evaluate the indirect inpact of protectionist restrictions,
particularly on the conpetitiveness of |ocal exporters.

17. Trade Points should al so evaluate the new opportunities arising fromthe
GATT Uruguay Round of nultilateral trade negotiations, once a final agreenment
on the financial services conponent has been successfully concl uded.

C. Harnonization of trade-related financial laws with
i nternational standards

18. Al t hough there have been many nultilateral efforts to harnonize | aws and
regul ations affecting international financial transactions and procedures,
signi ficant variations continue to persist fromcountry to country. These

i nconsi stencies and the |l egal uncertainties they give rise to have proven to
be a maj or inpedinent to the broader use of nodern financing and paynent

met hods, particularly in the devel oping world. The rules, Incotermnms and

uni form custons and practice devel oped by the International Chanber of
Commer ce have hel ped to standardi ze many procedures and contract term nol ogy
relating to traditional finance and paynment techni ques, such as collections
and documentary credits. Efforts are also being nade to develop a | ega
framewor k to accommodat e paperl ess transactions, particularly title docunents
such as bills of lading. However, nmany of these recent efforts are proceeding
very slowy.

19. An illustration of the problemis the Convention on Internationa
Factori ng, which was approved at a diplomatic conference in May 1978 by

del egates from 55 countries. Wrk on the Convention had begun 15 years
earlier under the auspices of the Institute for the Unification of Private
International Law (UNIDRO T). The Convention addresses the assignnent of
current and future crossborder receivables under a factoring or invoice

di scounting contract and the transfer of the exporter's rights under the
contract of sale, anong other issues. Unfortunately, only France and Italy
have ratified the Convention to date, although the United States and Hungary
are expected to vote on this issue in the near future.

20. In the area of insurance, a controversy continues over the rules
concerning shipowners' liabilities with respect to cargo that is lost or
damaged while on board. |ssues surrounding the allocation of |osses between

the carrier and the cargo owner were initially addressed in the so-called
"Hague Rul es" of 1924. Updates to these rules were agreed at a conference at
Vi sby, Sweden, and went into effect in 1977. However, at a subsequent
conference held at Hamburg, Germany*, in 1978, a significant set of revisions,
known as the "Hanmburg Rul es” was devised. However, nmany countries have
refused to ratify this latter convention. Unfortunately, no solution to this
i npasse has been found in subsequent years.
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* Federal Republic of Gernmany at the tine.
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Gui del i nes

21. Governnments should review their current |aws and regul ati ons affecting
trade finance, insurance and international paynents to ensure that they are
consi stent with accepted international practices. |In particular, governnments

shoul d consider ratifying and inplenenting the follow ng conventions, which
seek to further harnonize international trade finance |aw

- The Convention on International Factoring, described above.

- The Convention on International Financial Leasing, which was agreed
at the sane conference as the International Factoring Convention
and has |ikewi se not been ratified by a sufficient nunber of
countries to bring it into force.

- The United Nations Convention on International Bills of Exchange
and Promi ssory Notes, which addresses paynent instruments used in
international trade. The United States and several Latin Anerican
countries are considering ratification, which would bring this
Convention into force

Fi nance-rel ated docunents should al so be incorporated into the nationa
al i gned systens, where relevant.

D. Foreign exchange controls

22. Many devel opi ng nations utilize exchange controls in order to nmanage
nore closely their country's foreign exchange reserves, which are frequently
a constrained resource. Trade-related restrictions typically require that
exporters repatriate and exchange into local currency all or a portion of
their foreign exchange earnings fromoverseas sales. Oher restrictions
include limtations on the Iength of paynent terns for inmports or exports.
These typically extend to prepaynents for inports as well, with a maxi mum
period stipul ated between paynment and the physical inportation of goods.
Conmer ci al banks, custons authorities or central/foreign trade banks are
normal |y responsible for adm ni stering exchange control procedures.

23. Many exchange control regulations currently in effect predate nodern
trade finance and paynent procedures and thus rmake the use of nore efficient
mechani sms unduly conplex or inpractical. For exanple, some countries stil
mandat e the use of docunentary credits for export transactions. In many cases
m ni mum val ue threshol ds have not been updated and thus have been effectively
reduced by inflation

Gui del i nes

24, Governments shoul d evaluate carefully existing exchange contro

regul ations to ensure that they do not inhibit the use of current financing
and paynent techniques. In particular, control procedures that address

non- bank providers of export finance, such as factors and invoice discounters,
shoul d be devel oped, as appropriate. Exporters should be allowed to use a
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portion of foreign exchange earnings to purchase nodern financial products
(e.g., credit insurance) which enhance their conpetitiveness but are not
avai |l abl e I ocal ly.

I'l. THE ROLE OF TRADE PO NTS | N I NCREASI NG THE EFFI Cl ENCY AND
AVAI LABI LI TY OF TRADE- RELATED FI NANCI AL SERVI CES

A.  Overview and policy considerations

25. The Trade Point Programme of fers several unique opportunities to
channel nodern trade finance and insurance products into many traditionally
underserved markets. The devel opment of the Trade Point Network can have a
catalytic effect on the provision of trade-related financial services,
particularly to SMES using the Trade Points. Successful Trade Points in
devel oping or transitional econonies will become the |locus for a significant
vol une of trade activity. The achievenent of sufficient transaction vol unes,
conbined with the tel ecommunications and information-gathering capabilities
envi saged for the Trade Points, will |ower service delivery costs. This wll
make it feasible for donestic and foreign providers to offer a wi der array of
financial products to Trade Point clients.

26. There are three nmajor avenues though which Trade Points can facilitate
nore efficient access to trade-related finance and insurance products. They
are as foll ows:

(1) Devel opi ng a financial services referral capability within each
Trade Point, supported by a conprehensive database of donmestic and
foreign financial service providers. A nore detailed description of this
proposed referral capability is presented in section Il.B bel ow.

(2) Recruiting specific financial service providers into the Loca
Trade Efficiency Associations (hereafter referred to as "LTEAs"),
acconpani ed by a physical or "virtual" presence in the relevant Trade
Points. These institutions should be encouraged to devel op or adapt
finance and insurance products that address the needs of the Trade Poi nt
clientele (particularly SMEsS). They should also exert |everage upon the
conmuni cati ons and information resources of the Trade Point Network.
This relationship would ideally be on a non-exclusive basis or with
exclusivity restricted to specific co-devel oped products.

(3) Acting as an agent or broker, on a non-exclusive basis, for
donestic or foreign financial institutions that offer products or
services not easily obtainable in the lIocal financial markets. There are
a nunber of international financial services providers, particularly in
the areas of foreign buyer credit information, factoring services and
credit insurance, who have an interest in expanding their market coverage
but lack the necessary local distribution channels. This is particularly
true in those devel oping countries that do not offer the market potentia
necessary to justify the establishment of a |ocal subsidiary. The

t el ecomruni cati ons capabilities and transaction flows within the Trade
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Points would nake it feasible in many instances for the Association or
a menber conpany to establish such an agency/broker capability.
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Speci al i zed services with linmted demand, such as forfaiting or |easing,
may be nore appropriately facilitated through the aforenmentioned referra

servi ce.
27. The bal ance of this section discusses the devel opnent of a financi al
services referral service. Section IlIl reviews the various categories of

trade-rel ated financial services products and descri bes how they m ght be
enhanced and di stributed through the Trade Poi nt Network

B. Considerations for a financial services referral service

28. A conmon problem faced by exporters involves selecting the appropriate

m x of trade finance and insurance products that nost cost-effectively
addresses their international trade requirenments. Snaller exporters
frequently do not have the requisite in-house expertise and require externa
advice. In many cases their banks do not have this expertise either or else
specialize in particular trade finance products, which potentially conprom ses
t he i ndependence of their advice.

1. Cui del i nes

29. To support export clients effectively, particularly SMES, the Trade
Poi nts should be able to provide conprehensive information on avail abl e
finance, paynent and risk nmanagenent alternatives. This financial advisory
function would ideally be staffed by a trained advi ser who can anal yse the
client's export business and recomend appropriate financing and insurance
alternatives. The advisory function should be supported by an extensive
dat abase addressing the capabilities of available financial services

provi ders.

2. | mpl ement ati on consi derations

30. The Trade Point financial advisers can either be seconded from
participating financial institutions or recruited fromthe |ocal financia
conmmunity. Training programes, which provide an overview of the various
financi ng, paynent and risk managenent techniques in commopn use, can al so be
utilized to ensure that the advisers are working froma common base of

know edge. A key issue for the LTEAs to consider is howto maintain the

i ndependence of the Trade Point financial advisory function. Although
financial institutions selected to participate in the LTEA should be
recommended i n those situations where they can provide the requisite
capabilities, the advisory function should also have the flexibility to
recomend al ternatives, as appropriate. This is particularly inportant when
the nost effective solution for the Trade Point client is not available froma
LTEA nenber. The database descri bed bel ow woul d support the identification of
the nost appropriate finance and insurance nechanisns. The ability to provide
i ndependent financial advice can be a key selling point in marketing Trade
Poi nt servi ces.
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31. The conputerized database supporting the financial advisory function
shoul d contain detailed information on qualified financial service providers.
For exanple, information regardi ng comercial banks shoul d incl ude:

- Name, size and donmicile of the institution

- Location of institution and overseas branches or subsidiaries that
provide trade-rel ated services, including contact information.

- Types of exporters served (e.g., pre-exporter, newto-export,
newt o- market, and ol d-to-nmarket).

- CGeographical markets where the institution has had ri sk exposures
or has provided services (particularly where the institution has
speci al i st capabilities).

- I ndustries for which the institution has provided services
(particularly areas of specialization).

- Types of finance, paynent and risk managenent products which the
institution has experience with or prefers.

- Preferred client size, or mnimum standard.
- Preferred transacti on size and tenor, or m ni num standard.

- Experience with governnent or nultilateral agency guarantee or
i nsurance progranmes.

- Speci al services targeted to SMEs.

- Speci al Trade Point-rel ated progranmes or involvenent in a LTEA
- Credit information services.

- O her services avail abl e.

- O her relevant information

The dat abase shoul d al so be capabl e of catal oguing conments fromthe Trade
Poi nts concerning their past experience with a given institution.

32. The initial priority should be to devel op a database for providers of
financi ng, paynent services, credit insurance and credit information. Cargo
insurance is normally sold through i ndependent brokers who have al ready
devel oped their own internal databases of insurers.

33. A possi bl e nmodel for this database has been devel oped by the Bankers
Associ ation for Foreign Trade (BAFT), which is an multinational trade

associ ation based in Washington, D.C. The BAFT dat abase, which contains npst
of the information described above for over 200 international banks, is used
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to support the Association's Access To Export Capital (AXCAP) Programre.
AXCAP is a referral service, established this year by BAFT, for United States
exporters seeking trade-related financial services. The devel opnment of the
referral service and database was partially financed by USAID and the

United States Departnent of Comrerce

34. The AXCAP service has already been extensively utilized, particularly by
United States-based SMEs, which have historically had difficulty obtaining
adequate trade finance services within the Anerican banking system BAFT
reports that they have provi ded advice to several hundred exporters in the
first two nonths of the progranmme’'s operation. A simlar |level of demand can
be expected in nany devel opi ng countries as well.

35. BAFT managenent has indicated informally that they would be willing to
di scuss future coll aboration with UNCTAD to expand the database further and
make it available to the Trade Point Network.

36. The Bangkok Trade Point Devel opnent Centre is also working with ESCAP
countries to develop a finance referral capability.

37. The next section addresses specific products which can be nore
effectively distributed through the Trade Poi nt Network

I'11. REVI EW OF TRADE- RELATED FI NANCI AL PRODUCTS AND
DI STRI BUTI ON ALTERNATI VES

A, Overview

38. This section reviews current devel opnments in the narket for trade-rel ated
financial services. It also discusses specific opportunities for the Trade
Poi nt Network or individual LTEAs to facilitate increased access and nore
efficient delivery of these products to their clients. For purposes of this
anal ysis, trade-related financial services have been grouped into the
foll owi ng six categories, although sone products cross nore than one category:

- Credit and related information on tradi ng counterparties.

- Fi nanci ng services, both with and without credit internediation

- Documentary credit/coll ections/paynents services.

- Credit insurance products.

- Non-credit financial risk managenent services.

- Cargo/ mari ne insurance.
39. The anal ysis of each product category includes guidelines for Trade Point
management. Further details are presented for several specific product

di stribution opportunities identified in the research phase of this study.
These shoul d be considered for a pilot inplementation programe involving
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sel ected Trade Points. The evaluation includes an assessnent of
i mpl enent ati on consi derations, including costs, "user friendliness",
portability, infrastructure requirenments and security, as appropriate.
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40. Wt hin the above context, the analysis al so addresses, where appropriate,
the foll owi ng issues:

- Trade finance and insurance problens facing SMEs.

- Opportunities to utilize technol ogy-based solutions to pronote
greater trade efficiency in the provision of financial services.

- The potential role of nultinational financial institutions in
supporting the Trade Point network with technol ogy, finance and
expertise.

- Opportunities to make better use of existing national and
mul tilateral trade finance, guarantee and insurance progranmes,
particularly in support of SMEs.

B. Credit and related information on trading counterparties

41. The availability of accurate and objective information regarding the
creditworthiness of firms in devel oping countries and countries in transition
is a mpgjor requirenment for increased international trade. Currently, such
information is difficult and expensive to obtain and dissem nate. As a
result, firns exporting to or anmong devel opi ng econoni es have traditionally
had to rely on costly external guarantees, such as letters of credit (L/Cs),
rather than trading on an open account basis. Table 1 bel ow shows the
disparity in paynent terns offered by United States exporters in 1989 for

shi pnments to various regions of the world. The significant reliance on
confirmed L/ Cs for exports to developing countries reflects the lack of the

i nformati on needed to justify extending unsecured credit terms as well as the
concern felt by many exporters over buyers' creditworthiness.

Table 1
PAYMENT TERMS UTI LI ZED BY UNI TED STATES EXPORTERS -

BY REG ON OF EXPORT DESTI NATI QN, 1989
(percent ages)

Regi on of export Open Si ght Ti me Unconfirmed Confirmed
desti nati on account draft draft L/ C L/ C
EU 65% 16% 18% 0% 1%

O her Europe 52 11 9 6 22
Latin America 3 9 11 1 76
Africa - 0- - 0- - 0- - 0- - 0-

M ddl e East 6 10 15 - 0- 69

Asi an LDCs 10 15 12 14 49

Source: Wirld Bank Report (Schilling, 1992).
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42. Credit information is currently available fromtwo major sources:

- Banks obtain buyer credit information for their clients from
financial institutions in the buyer's country with whomthey have a
correspondent relationship. This has been a fairly unstructured
service, usually provided as an accommopdati on for clients rather
than a maj or fee-earning service.

- Credit reporting agencies sell information which they collect on
conpanies in their market. Financial information on a given
conpany i s obtained through questionnaires directed to the conpany
management, paynents information collected fromother firms doing
business with the target conpany as well as regulatory filings and
ot her public disclosures as provided for under local law. In sone
countries this information is available fromon-1ine databases, but
nost providers of credit information fax witten reports to their
clients.

43. The provision of credit information in industrialized econonies is

dom nated by a few conpani es with extensive international networks.

Dun & Bradstreet is the industry |leader in terns of overall volume. O her
maj or firnms include TRW IntrumJustitia and G aydon International. The

| atter conpany is owned by a consortium of European credit insurers. Most
countries have at |east two indigenous credit reporting agencies, except in
parts of Africa, Eastern Europe and the former Soviet Union. However, the
actual |evel of market coverage varies greatly fromcountry to country. There
are al so a nunmber of banks and private conpanies that provide anal yses of
paynment conditions in various devel oping countries and countries in
transition. These services assist exporters and financiers in assessing the
political risks of non-paynent.

1. Gui del i nes

44, Trade Points should be able to facilitate access to foreign credit

i nformati on, either by bringing a nenber conpany of a credit reporting network
into the LTEA or by acting as a distributor for overseas credit reporting
agenci es.

2. | mpl ement ati on consi derations

45, Several representative credit reporting agenci es have been interviewed as
part of this initial study. At |least one international network sells credit
reports at a discount to a trade association of credit nanagers, which then
sells themat a small mark-up to association nmenbers. This particular conpany
is also able to transnmit reports via e-mail. A sinmilar arrangenent for the
Trade Point Network should be evaluated, as the Trade Points offer significant
distribution potential as well as the requisite telecomunications
capabilities. It would be advantageous for interested LTEAsS to negotiate as a
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group with informati on providers, in order to extract the maxi mum | everage
fromtheir combined distribution capabilities.
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46. The resale of externally-sourced credit information would be relatively
strai ghtforward, assuming that the participating Trade Points have e-nmai
access. Little additional investnent is required except for the devel opnent
of a local marketing and delivery capability.

47. The collection and distribution of credit-related information on | oca
buyers through the Trade Point Network may al so be a viable option for certain
Trade Points. The devel opnent of a credit reporting function could be a
comerci al opportunity for the Trade Point or a LTEA nenber conpany in those
countries where this capability is lacking. Such a capability would al so
contribute to the devel opnent of the local trading and financial market
infrastructure. However, this is a nuch nore conpl ex undertaki ng and woul d
involve a significantly greater investnment than the resale alternative

descri bed above. A Trade Point entering this business would need to hire and
train a staff (at least 2-3 individuals) to gather information on |oca
conpani es for overseas clients as well as devel op supporting information
systens and tel ecommuni cations capabilities. The feasibility of this concept
depends upon the anticipated |level of foreign demand as well as the
capabilities and conpetitiveness of existing |local providers. Therefore
proposals to establish an internal credit reporting capability should be

eval uated by individual LTEAs on a case-by-case basis.

C. Financing products

48. Trade finance has evol ved consi derably since the Renai ssance era, when
bankers in Italian city-States such as Florence, Cenoa and Veni ce devel oped
the antecedents of traditional trade finance mechani sms, such as letters of
credit and acceptance financing. Although the nodern variants of these
instruments are still utilized in many trade finance transactions today, a
nunber of other financing and ri sk managenment techni ques have been devel oped
to meet the unique requirenents of certain industry sectors or to address
capital shortages in devel oping countries. The increasing availability of
nmoder n tel ecomruni cati ons, conputing power, risk managenent tools and

i nformati on enables trade financiers to tailor financing transactions to the
speci fic needs of the trading counterparties. Thus the possible conbinations
of funding and risk managenent techni ques avail abl e today nunber in the

t housands.

49. This analysis therefore will focus on the major trade finance nechani sns
that are particularly useful in facilitating North-South as well as
Sout h- South trade. Sone financing techniques involve funding only, while

ot hers, such as factoring, incorporate both financing and credit

i nternmedi ation. These techniques are divided into three broad categories:

- Pre-shi pment export financing.
- Short-term post-shi pnent export financing.

- Structured finance techniques, particularly those used in medi um
and | ong-term export financing.
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50. The analysis will also consider the role of external funding mechanismns,
such as rediscount facilities and secondary markets. Considerations for
financing small and micro-enterprises are also discussed. This evaluation
focuses largely on private sector financial services providers; however, there
are al so approxi mately 90 national export credit agencies (ECAs) in the world
whi ch provide various types of pre- and post-shipment finance (including
direct loans). Many also offer guarantees and credit insurance. Although
certain of these programmes are noted bel ow, a conprehensive review of the
specific financing facilities offered by each country is outside the scope of
this analysis. However, Trade Points should be aware of the progranmes

of fered by their national ECA

51. Several specific opportunities to utilize the Trade Point Network in
facilitating the delivery of nodern trade finance instruments, particularly in
devel oping and transitional economies, are identified.

1. Pre-shi pnent export financing

52. This type of financing provides the working capital required to produce
or inventory goods for export. Sone enterprises can generate this working
capital frominternal resources or have a bank overdraft facility for this
purpose. For firns that require further external resources, several financing
mechani sms have been devel oped. Usually backed by various fornms of collatera
or guarantees, they include but are not Iimted to the follow ng:

- Loans secured by a L/C fromthe buyer and a pledge of the
exporter's assets. This can be very expensive for SMEs, for
frequently the assets which nust be pledged will greatly exceed the
| oan amount, even with the L/C as additional collateral

- Many countries operate programmes to provide pre-export finance
guarantees so as to facilitate borrowing by providing a collatera
substitute. These progranmes exist in several developing countries
wi th nmore advanced financial systems, such as the Republic of
Korea, the Philippines, India and |Indonesia.

- Some countries have established specific programres to provide hard
currency funds required to purchase foreign-sourced production
i nputs. The Wbrld Bank has assisted in the establishment of
several revolving funds during the 1980s. Facilities devel oped in
countries such as Mexico, Costa Rica and Zi nbabwe offer short-term
pre-shi pnent finance in hard currency.

- There are a nunber of specialized finance houses and trading
conmpani es who offer pre-shipnent finance but actually take a lien
on (or title to) the production inputs purchased, in |ieu of other
collateral. Were title is taken, the exporter in effect acts as
an agent for the financier until the goods are shipped. Frequently
a separate post-shipnent financing nmechanismis then utilized and
the financier is repaid for the inputs plus a mark-up. This
technique is used in nmany countries for products ranging from
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agricultural commpdities to personal conputers.
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- In many countries indirect exporters play a major role in the
export econony. These enterprises can include conponent producers
for firms that export an assenbled final product or producers of
fini shed goods which are | ater exported by tradi ng conmpanies. As
many of these firns are SMEs, they also frequently require
pre-shi pment financing but may not have access to the facilities
descri bed previously. Several countries, such as Mexico and
Mal aysi a, have therefore devel oped donmestic letter of credit
systens which facilitate the use of a techni que known as
back-to-back letters of credit. Under this nechanism a direct
exporter issues donestic or inport (for foreign-sourced inputs)
L/Cs to its suppliers, backed by a confirmed L/C fromthe ultimate
buyer. The domestic indirect exporter can then obtain a
pre-shi pment | oan backed by the donestic L/C.

53. A key obstacle facing SMEs in obtaining access to these facilities is
gai ning the trust of the | ender or guarantor involved. Mral hazards aside,
many SMEs seeking finance have not yet established a track record for
delivering export orders in accordance with the contract terms. Although
these financing transactions are self-liquidating, the | ack of adequate
information or trust increases the level of perceived risk to the financia
internediary. The Trade Points, in their role as export counsellors to the
SME, can help to increase the confort level of the financial institutions

i nvol ved.

(a) Gui del i nes

54. Trade Points should be positioned to advise clients on the pre-shipnent
financing facilities available in their country or region. In addition, Trade
Poi nts can devel op support programmes to assist exporters in structuring and
delivering on their contractual conmitnments, so that participating financia
institutions can offer pre-shipnment finance without assum ng undue ri sks.

55. The individual LTEAs should also work with national and multilatera
agencies to draw up finance and guarant ee programes, such as pre-shipnent
fi nance guarantees or donestic letters of credit, which are appropriate to
their clients' needs and the capabilities of the donestic financial system
These types of pre-shipnment financial support have been inpl enented
successfully in devel oping countries and economies in transition. However,
nost have been inplenmented by governnent institutions, which have the
necessary financial resources, access to external finance and ability to
nmodi fy the legal infrastructure

(b) | mpl ement ati on consi derati ons

56. Several financial intermediaries which offer specialized types of
pre-shi pment financing have been identified in the initial research for this
report. Also, the Wrld Bank has been extensively involved in establishing
pre-export finance facilities and donestic L/ C systens on a national basis.
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2. Short-term post-shi pnent export financing
57. Short-term post-shi pnent financing generally involves transactions with

paynment terns of 180 days or |ess although certain financing techniques can be
applied to trade on nore extended ternms. These mechani snms usually involve

di scounting invoices or bills of exchange that have been guaranteed by a bank
(accept ances).

58. However, many commerci al banks in devel oping countries lack the capita
resources for adequately backing their letters of credit or acceptances. In
these cases third party guarantees, such as credit insurance or a L/C
confirmation froma well-capitalized bank, are required to support a financing
transaction. Many countries, particularly in Africa, do not have an adequate
banki ng systemto support any of these techniques. In these cases,
alternative nmechani sns such as barter and countertrade nust be enpl oyed

These are described later in this section

3. Acceptance financing or bill discounting
59. Acceptance financing (or bill discounting) is one of the nobst frequently
utilized types of trade finance. This technique involves the creation of a
banker's acceptance, which is a termbill of exchange (or usance bill) drawn

by the importer on a bank (frequently under a L/ C), which has been accepted as
the bank's commitnent to pay the exporter a stated sumat a specified future
date. The exporter can then discount the acceptance with his bank to obtain
funds. Mbdst commercial banks already offer sone form of acceptance financing
or bill discounting facility to their clients.

60. Al t hough these transactions are self-liquidating, a nmajor problem which
many banks encounter is the lack of available capital, particularly if there
is no secondary acceptance market where banks can resell these instrunments to
rai se cash. Mny central banks operate rediscounting facilities to purchase
acceptances and inject liquidity into the banking system

61. There is also a growi ng nunber of regional finance progranmes that

are designed to provide |oans and rediscounting facilities in support of

i nternational trade. Perhaps the nopst successful progranmmre i s BLADEX, which
is based in Panama and provides financing and redi scount facilities throughout
Latin Anerica. Oher regional programmes include the Inter-Arab Trade
Facility, which is operated by the Arab Monetary Fund, and several trade

fi nanci ng nechani sns operated by the Islanm c Devel opnment Bank (1DB). The |IDB
facilities provide export and inport financing in accordance with Islamc
banki ng princi pl es.

62. A private sector investnent fund is al so being established in London to
provi de short- and nediumterm funding (up to three years) for trade finance
transacti ons arranged by other financial institutions.

Cui del i nes
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63. The individual LTEAs should include conmercial banks capable of offering
post-shi pnent trade finance. These institutions should have access to

nati onal or regional refinancing facilities to ensure that adequate liquidity
is available to finance routine transactions facilitated by the Trade Points.
The LTEAs should also participate in |ocal and regional efforts to devel op new
financing and redi scounting programes, particularly in support of SMEs.

4, Factoring and invoice discounting

64. Factoring has energed as an effective nethod of financing and credit

risk intermedi ati on for exporters in devel oping countries and econonmies in
transition. Modern factoring first developed in the United States as a

means of financing donestic trade, particularly in the textile and garnment

i ndustries. Since the 1960s the factoring industry has expanded
internationally, with a fourfold growth in factoring volume in the decade from
1982 to 1992. Today there are over 750 factors in nore than 40 countries,

accounting for a total volune of $264 billion, of which 5.6 per cent, or
$15 billion, represents crossborder transactions.
65. The term factoring actually enconpasses a package of services that can be

accessed individually or in conbination. These typically include:
- Eval uati on of buyer creditworthiness;

- Credit internediation, with up to 100 per cent of the risks assuned
by the factor;

- Col | ection services, including foll owup on past-due receivabl es;

- Accounts receivabl e | edger adninistration

- Fi nanci ng through cash advances agai nst accounts receivable.
66. The latter service, when utilized alone, is often referred to as invoice
di scounting or confidential receivables finance. Banks will also provide
i nvoi ce di scounting services, particularly when the overseas credit risk is

mtigated through an export credit insurance policy.

67. A maj or advantage of factoring is that it allows the exporter to quote
open account paynent terns for buyers which have been approved by the

factoring house. In nmany industrialized countries trade is normally conducted
under open account terms, as is illustrated in table 1 for trade between the
United States and the European Union. In order to conpete effectively, a firm

exporting to these countries nust either assune the credit risk itself or |ay
off the risk through a credit insurer or factoring house. Firms trading with
devel opi ng countries can also gain an el enment of conpetitive advantage by
offering simlar terns, thus saving the inporter the expense and

adm nistrative effort of opening an L/C.

68. The international factoring industry is dom nated by a small nunber
of firms and factoring networks, principally Factors Chain Internationa
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(FCl'), International Factors Goup, Heller International and Lonbard

Nat West Conmerci al Services. For exanple, FCl consists of approxi mately
100 i ndependent factoring houses in nearly 40 countries, representing about
50 per cent of total industry volune.

69. Banks have recogni zed the special role of factoring and have been active
in acquiring factors and consolidating the industry within the industrialized
econom es. For exanple, in the United States and the United Kingdomvirtually
all the major factoring houses are now subsidiaries of conmmercial banks.

Al so, over half of the FCl nenber conpanies in devel oping countries and
econom es in transition are either commercial banks or have banks anong their
maj or sharehol ders.

70. In a factoring rel ati onship, the exporter typically assigns his trade
receivable to a local factor (known as an export factor), who advances funds
agai nst invoices presented. The export factor reassigns the receivables to a
factor in the buyer's country (an inport factor), who assunmes the credit risk
and col l ection responsibilities. The inport factor collects the receivable
and remts the funds to the export factor, less his fee.

71. The cost of full export factoring services usually conprises two

el ements: (1) the financing cost, which is normally the factor's cost of
funds plus a nmargin, and (2) a service charge covering the credit

i nternmedi ation and collection services. For exanple, Lonbard Nat West
advertises service charges in the 1-3 per cent range, depending on the buyer's
| ocati on.

72. Factoring is a particularly useful source of finance for SMES that have
sonme experience in exporting and generate a significant |evel of export
turnover. For exanple, Lonmbard NatWest considers an annual export (or inport)
turnover of at |east US$ 750,000 as a mininumthreshold. Factors in

devel opi ng countries frequently have |lower requirements. Factors generally
prefer not to handl e one-off transactions.

73. The factoring industry has been particularly active in incorporating

t el ecomruni cati ons technology and EDI into their operations. Factors Chain
International (FCl) has had an EDI system (FACT) in place for several years to
facilitate inter-factor communi cations. They have al so formed a working group
(EWG), under WEEB- M4 of the UN ECE' s Wbrking Party 4, to devel op specialized
messagi ng formats for the factoring industry. FCl is now devel oping a new
system usi ng EDI FACT standards, known as EDI FACToring, which is designed to
facilitate data comunications anong factors, sellers, buyers and banks. This
systemis currently in the inplenmentati on phase. Lonbard NatWest has al so
devel oped proprietary systens, which support EDI capabilities between the
conpany and its clients.

(a) Gui del i nes

74. Trade Points should facilitate access to export factoring services for
their export clients. Support for new exporters in mastering internationa
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trade procedures and building export volune will help themto achieve the
threshol ds required to access factoring services.

(b) | mpl emrent ati on consi derati ons

75. Facilitation of factoring and invoice discounting services can be
acconpl i shed in several ways:

- Recruiting an existing factor into the Trade Point, preferably one
that has access to an international network of correspondents or
branch offices. The Trade Points could play a significant role in
supporting the disseni nation of the ED technol ogi es being
pi oneered by organizations such as FCl, particularly within
devel oping countries. This would be the sinplest solution from an
i mpl enent ati on standpoi nt.

- One of the financial institutions participating in the LTEA can
establish a factoring capability. The financial institution should
devel op overseas correspondents, either by joining an existing
network or by forming bilateral relationships with factors in
target markets. In this way they can lay off the overseas credit
ri sk and obtain collection services. Factoring networks such as
FCl have as part of their mssion the devel opnent of factors in
mar ket s not adequately served at present. |Individual factors, such
as Lonbard Nat West, frequently accept business from overseas banks
whi ch are factoring invoices involving buyers in the EU Al so,
certain nmultilateral agencies, such as the |IFC, have provided
techni cal assistance and capital to several factoring start-ups in
devel opi ng countries and econonies in transition

- A third alternative, assunming that the devel opnent of an indigenous
factor is not feasible at present, is for the Trade Points to act
as brokers or agents in distributing overseas collection services.

I mport factors will offer collection services and bad debt
protection to overseas exporters but typically will not advance
funds abroad because of the exporter perfornmance risks involved.

- Final ly, banks participating in the Trade Point can offer invoice
di scounting services for transactions covered by an export credit
i nsurance policy, underwritten by a local insurer or one located in
the buyer's region. This is a technique conmonly used by banks in
the EU, where credit insurance is readily available. There are
several issues to consider in setting up such a facility,
including: (1) acceptance of insurer's security by the financing
bank, (2) the ability of the insurer, if based overseas, to
underwrite in the exporter's country, and (3) policy | anguage which
permts assignment of clainms to the financing bank

76. Requirenments for the inplenentation of a factoring capability
include: (1) adequate tel econmunications, (2) software and training, which
are both available, and (3) an appropriate legal infrastructure. The |lega
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structure should allow, anong other things, for the assignment of current and
future receivables under a factoring contract as well as the transfer of the
exporter's rights under the contract of sale. Ratification and inplenentation
of the International Factoring Convention di scussed previously would be
useful .

5. Structured finance techni ques

77. Trade financiers have adapted many of the securitization and financia
engi neering techniques first pioneered in the corporate finance industry for
use in structuring trade transactions. These are frequently used to finance
trade invol ving devel opi ng countries or economes in transition, particularly
for high-value exports and construction projects where | onger repaynent terns
are desired. A significant amount of nedium and long-term finance is also
facilitated through guarantees provided by export credit agencies in the
seller's country. In addition, age-old trading techniques, such as barter and
countertrade, have been updated through the use of nodern risk nanagenent

i nstruments.

78. This analysis will focus on forfaiting, countertrade and | easing, which
are mechani sms commonly used today, particularly for capital goods exports.
There are a variety of other techniques available, but many of them are nore
appropriate for situations requiring long-term project finance.

(a) Forfaiting

79. Forfaiting was extensively used in financing East-Wst trade during the
Cold War era but is widely used today to finance exports, particularly capita
equi pnent, to and anmong devel oping countries and economies in transition

80. A typical transaction involves the delivery of goods by the exporter in
return for bills of exchange or prom ssory notes fromthe inporter. Usually
these are drawn in a series with sem -annual maturities, the total nunmber of
bill s/ notes bei ng dependent on the anpunt borrowed and the credit period.
Maturities can range from3 nonths to 5 years. These bills/notes are
frequently guaranteed by the inporter's bank or another third party, either
through a "Per Aval" endorsenent or a separate letter of guarantee. The
exporter then discounts these bills/notes (wi thout recourse) with the
forfaitor, who will either hold themto maturity or sell themin the informa
secondary market that exists for this type of security. Institutions that
make a market in forfaited notes are generally located in Europe and include
i nternati onal banks and specialized investors.

81. Advant ages of forfaiting include reasonable interest rates (usually a
spread above LIBOR appropriate to the maturity structure of the transaction)
and the ability to lay off political, transfer, credit and docunentary ri sks.
(i) Gui del i nes

82. Trade Points should be able to refer clients to qualified forfaitors and
assist client inporters in obtaining the requisite guarantees. As forfaiting
transactions are tailored to the specific requirenments of the trading
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counterparties, the tel econmunications capabilities of the Trade Points can be
i nvaluable in facilitating the flow of information

(ii) Inplementation considerations

83. Representatives of several forfaiting houses have been interviewed as
part of this initial study. Although many forfaitors have branch offices in
devel opi ng countries, nost are based in the United Kingdom and conti nenta
Europe. Consequently they are continually seeking institutions in devel opi ng
countries and econom es in transition which can refer business.

(b) Barter and countertrade

84. Barter and countertrade are estimted to conprise over 10 per cent of
world trade today, and are particularly common in transactions involving

devel opi ng countries and econonmies in transition. Countertrade differs from
barter in that part of the transaction involves a cash paynent. These
transactions are usually much nore conpl ex today due to the use of various
techniques to mnimze the risks to one or both of the counterparties or the
countertrade internmediary, if one is involved. The risks relate to the tinely
delivery of goods prom sed, quality of goods delivered, and pricing. Sone of
the techni ques developed to facilitate barter and countertrade include:

- Ext ernal perfornmance guarantees on one or both counterparties,
whi ch can be issued by a bank or take the form of an insurance
policy. For exanple, sonme Lloyd' s syndicates underwite policies
covering non-delivery risks. Also, inspection agencies are
frequently used to ensure that the quantity and quality of goods
are consistent with the contractual agreenent.

- Barter by L/C involves the exchange of L/Cs between the
counterparties, with the release of funds fromthe sale of the
bartered goods bei ng contingent upon shipnment of the primary goods.

- Escrow accounts are used to hold funds arising fromthe sale of
bartered goods until paynents are due to the prinmary goods
exporter. The account is usually nanaged by a bank which acts
strictly in accordance with the terns of the countertrade
agreenent. This mechanismis particularly useful as it can be used
repeatedly over tinme and can be accessed by several exporters
dealing with one counterparty.

85. Countertrade brokers play a very inportant role in finding buyers for the
goods offered in the exchange and in arranging the risk nmanagenent mechani sms.
They are usually conpensated on a comm ssi on basi s.

86. New techniques to facilitate countertrade are being refined in the
transitional econonies of Eastern Europe and the former Soviet Union. These
i ncl ude:
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- Buy- back transactions, in which one conpany exports equi prment and
techni cal assistance to another, taking products produced by the
equi pnent as paynent and selling themat a mark-up
- Internal switch trade, where a local hard currency exporter
finances cash purchases on behal f of another conpany, which pays
the exporter with its own goods.
Gui del i nes
87. Trade Points should recruit qualified countertrade brokers into the

LTEAs, if justified by potential trade volunmes. Oherw se, the Trade Points



TD/ B/ WG. 2/ 11/ Add. 3
page 31

shoul d be able to refer clients to qualified countertrade brokers and
financial institutions which specialize in facilitating countertrade
transactions.

(c) Leasi ng

88. Crossborder leasing is a formof financing that is increasingly utilized,
particularly for equi pnment exports between devel oped countries. Although the
nore visible exanpl es of crossborder |easing in devel opi ng countries or
econom es in transition involve high value itens such as aircraft, |easing of
smal | er equi pment is becom ng nore conmon.

89. The use of |easing can enhance an exporter's conpetitiveness in severa
ways:

- Leases provide a neans of offering extended credit terns, thus
hel pi ng the buyer to conserve working capital. The nature of the
credit risk assunmed differs froma direct sale in that the exporter
or financial internediary witing the |ease retains title to the
assets.

- Operating | eases can be booked in npst countries as
of f - bal ance-sheet liabilities, which may be useful if the inporter
has exhausted its borrow ng capacity.

- The exporter or financial internmediary my be able to take
advant age of tax incentives and accel erated depreciation provisions
to increase their margins or offer a lower rental rate to the
importer. This can be particularly significant if the exporter is
in a higher tax regine.

90. Many countries, however, do not have well-devel oped | easing | aws.

Mor eover, international tax and accounting issues can increase the complexity
of the financing transaction. The issue of longer-termcredit risk nust also
be addressed. Frequently a |ocal bank guarantee is required to support the

| easi ng contract.

Gui del i nes

91. Trade Points should deternmine the potential demand for |ease financing
servi ces based upon the |ocal volune of capital equiprment exports. The
current legal framework in the local market and potential target nmarkets
shoul d be evaluated to determne if crossborder leasing is feasible. Loca
financial institutions with a |easing capability or international |easing
speci alists should be included in the financial services referral service.

6. Fi nanci ng considerations for snmall and m cro-enterprises
92. The availability of external financial resources can be particularly

i mportant for small and micro-enterprises, which frequently need externa
finance in order to purchase the donestic or foreign-sourced inputs to
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manuf acture the export product. However, many snall businesses do not have
the resources or easy access to overdraft |ines because of insufficient net
worth. Many countries have special small or mcro-enterprise | oan programmes.
The experience of such programres sponsored by USAID has shown that, given the

costs of adm nistration and nonitoring, the nmobst successful small | oan
programmes are not those that support specific activities, such as exporting
or new product devel opnent. Instead, loan facilities that sinply provide

di scretionary working capital to small and mcro-enterprises have proved to be
the nost viable in the long term

D. Documentary credit/collection/paynment services

93. The application of docunentary credit, collection and paynment techni ques
i s addressed concurrently in this section as financial institutions frequently
utilize comon information systens and tel ecommuni cations networks in
delivering these services.

94. Documentary credits (also referred to as "L/ Cs") are the formof credit
risk intermedi ati on nost frequently offered by banks to facilitate trade
transactions. The insurance-based fornms of credit risk intermediation, export
credit and political risk insurance, are addressed in section E. below. The
col l ection and paynent nechani sns descri bed bel ow can be used with either type
of credit risk nanagenment technique.

95. Under the docunentary credit process the issuing bank will make paynent
(imediately or at an agreed future date), upon the presentation of title,

shi pping and rel ated docunents conpleted in accordance with the specific terns
set forth in the letter of credit. The exporter is thus insulated from buyer
credit risks as the issuing bank is providing a guarantee of paynment.

However, many banks in devel oping countries and economes in transition have
insufficient capital, so their perceived ability to back L/Cs is sonetines
guestionable. Confirmation of an L/C by a another financial institution is an
addi ti onal source of security; however, many banks in industrialized countries
are reluctant to assume these risks.

96. Documentary collection refers to the process of delivering title,
shi pping and rel ated docunents for the goods exported to the inporter in
exchange for a witten undertaking to nmake paynment, such as a bill of exchange

or prom ssory note. This service is normally provided by comerci al banks.
The I evel of credit risk assunmed is greater than under docunentary credit
terms, as no bank guarantee is involved. However, the credit risk exposure is
| ess than under straight open account ternmns.

97. Payment services refers to the process of transmitting funds fromthe

i mporter's bank account to that of the exporter. This is usually performed by
a comercial bank and there are nany potential nmechanisns for effecting this
transfer.

98. The docunentary credit process has been described by nmany as expensive
and cunbersone. Since the banks deal only with docunents and are potentially
liable if the terns of the L/C are not observed strictly, small errors or
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variations in the docunments presented usually result in rejection by the

i ssui ng banks. SITPRO has noted that in the United Kingdom an esti nated

50 per cent of documents presented under L/Cs contain errors that result in
settl enent del ays, frequently for nore than two weeks. The physica
transmttal of docunents to the inporting country is another source of
col l ection problens, with docunents that are misdirected or late in arriving a
frequent occurrence. SITPRO has also noted that the term nol ogy and
docunentation requirements stipulated in many L/Cs, particularly from

devel opi ng countries, are often out-of-date or incorrectly applied, thus
giving rise to further delays. However, the docunentary credit is stil

wi dely used, particularly in Asia.

99. The bal ance of this section describes initiatives to streanline these
processes through the application of nodern information and tel ecomuni cations
technol ogy. Current devel opnents in paynment and clearing systens are al so
eval uated, including relevant SWFT initiatives.

1. Trade banki ng systens

100. The banking industry is attenpting to deal with the problens inherent in
the docunentary credit and coll ections processes through the application of
nmodern i nformati on nanagenent systems and EDI. Several banks and software
vendors now of fer integrated trade banking systens which automate nmany
clerical tasks. These systens also help to mninze the amount of informtion
that must be re-keyed from one conputer systemto another, which is a | eading
cause of docunentation errors

101. These systens typically contain application nodul es that address the ful
range of trade banki ng services, including:

- Documentary credit issuance/advi sing/confirmation/ negotiation

- Export and inport collections.

- Bills financing.

- Creation and adnministration of banker's acceptances.

- O her | oans and advances.

- Rei mbur senents to and from correspondent banks.

- Funds transfer.
102. Many trade banking applications, such as Hong Kong Shanghai Bank's
Hexagon system and Citibank's Citibanking system now feature renpote access
capabilities. Exporters and inporters can thus access the bank via nodemto
open L/ Cs or review their account status. These systens also are able to

interface directly with comuni cati ons systens such as SWFT, so that L/C
advices can be transmtted directly to the advising bank's conputer system
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thus elimnating further sources of error. Security features can include data
encryption and the use of private conmuni cati on networks.

103. In addition, several institutions and software devel opers are
i mpl enenting systens that utilize EDI or imaging technologies to transmt
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el ectronic copies of collection docunents. These systens facilitate tinely
i nspection and anal ysis before the physical docunents are presented to the
i nporter. For exanple:

- Citibank is currently inplenmenting an in-house imagi ng-based system
that will allowit to consolidate its trade docunent processing
functions into four regional centres around the world. These
centres will handle all docunent exami nation and transaction
accounting operations while the |ocal branches facilitate the
physi cal presentation of docunents.

- Conpl ex Systems, Inc., a New York-based trade finance software
devel oper, has introduced a systemthat will allow banks (or their
branches) and clients using the sane software to exchange
col l ection docunents electronically. In addition, the inmporter can
transmt the underlying |ogic of the docunent bundle stipul ated
under the terns of the L/C. Thus the exporter will have, in
effect, a detailed checklist of the L/C requirenents.

104. Although these devel opnents will reduce settlenent delays, fully
paperl ess settlenment of docunentary transactions still |acks the necessary
| egal framework, particularly with respect to the acceptance of title
docunents in electronic form

(a) Gui del i nes

105. Financial institutions associated with the Trade Points shoul d

consi der the inplenentation of nodern trade banking systens as a neans of
increasing the efficiency of service delivery and reducing transaction costs.
Institutions should al so review current docunentary credit/collection
procedures and contract term nology to ensure that they are up to date and
conformto international standards.

106. UNCTAD and the Trade Point Network al so should follow closely the
initiative of the Wrld Trade Centers Association (WICA) to create a new
EDI - based col | ection/ paynent/financing systemto serve Trade Centre clients.
This initiative, which is still in the design stage, is an attenpt to

re-engi neer the traditional trade finance nechani sns descri bed above. The
WICA has al so indicated an interest in collaborating with UNCTAD i n devel opi ng
this technol ogy.

(b) | mpl emrent ati on consi derati ons

107. Trade banki ng systens can be purchased fromcertain international banks
as well as specialized software vendors. A major vendor estinmated that the
installed cost of a mniconputer-based systemranges from US$ 120,000 to

$1 mllion, depending upon the configuration. Many of these systenms al so
have PC-based renpte access software which can be sold or given to clients

to facilitate data comunication. Sone systens marketed by |arge

i nternational banks also offer the opportunity to use the bank's internationa
t el ecomruni cati ons systens to facilitate nessaging with overseas
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correspondents. This is a useful feature if the purchasing bank is not a
SW FT nenber.

108. Alternatively, several international banks offer "private |abel™

servi ces, wherein the transaction processing and adm nistrative tasks are
handl ed by the servicing bank. The purchasing bank markets the service under
its own name and is connected to the servicing bank's operations centre and

i nformati on systens. The cost of these services is normally volunme based.

2. Payment and cl earing systens

109. The settlement of financial obligations arising fromforeign trade can be
handl ed by a nunber of nethods, which are revi ewed bel ow.

110. Many paynents are effected through the correspondent banking accounts

of the financial institutions involved in the transaction. |In the sinplest
case, where the inporter's bank has an account with the exporter's bank
instructions are sent (usually through SWFT) to debit the account and
transfer the proceeds to the exporter's account. Frequently, intermedi ate
correspondents are utilized where a direct relationshi p does not exist between
the two banks. Many |arge international banks specialize in facilitating
(clearing) such payments between foreign countries and their hone markets (or
paynments in their home currency). For exanple, Chase Manhattan in Frankfurt
is a mpjor clearing bank for dollar-based paynments. |In addition, many of

t hese banks, such as Citibank and Anerican Express Bank, have internal paynent
handl i ng systens which can facilitate the rapid transm ssion of internationa
rem ttances through their branch networks. For small transactions the

transm ssion of instructions or paynent instrunents still frequently takes

pl ace by airmail or courier

111. Paynents al so can be nade by the inporter's bank though an internationa
clearing and paynents system Many of the |argest banks utilize the Cearing
House I nterbank System (CH PS) systemto clear dollar-based obligations anong
t henmsel ves. The devel oping world has a nunber of regional clearing and
paynment networ ks, including:

- Latin Anerican Integration Association Paynents and Reci proca
Credit System (ALADI). This is the only one with an autonated
clearing systemin place.

- The Asian Cl earing Union (ACU)

- The West African Cl earing House (WACH)

- The Central African Cl earing House (CAFCH)

- The Preferential Trade Area Cl earing Arrangenent (PTA) (East and
West Africa)

- The Central American Cl earing House (CACH)
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- The Cari bbean Conmunity Multilateral Cearing Facility (CMCF).

112. Unfortunately, nmany of these clearing houses are not automated and suffer
I ong settlenent delays as a result of arrearages by nenber countries
(Ritter, 1992).

113. There are a nunber of initiatives under way to create new specialized
paynment systens, particularly in Europe. Exanples include:

- TI PA, which Iinks cooperative banks.

- | BOS, which connects a group of European commerci al banks.

- Eurogiro, which is a network service post office and giro banks.
- Visa International, which Iinks ATMs across Europe.

114. New clearing and paynent systens are energing in devel oping countries and
econom es in transition as well. Exanples include:

- MEGALI NK, which is a consortiumof 75 banks in 6 Asian countries,
i s devel oping systens to facilitate trade paynents and |ink ATMs.

- A consortium of Russian and East European banks as well as
Sao Paul o Bank have announced plans to create an ecu netting system
linked through SWFT. They are receiving support fromthe EBRD as
wel | .

115. However, none of these systens is sufficiently global to serve the entire
Trade Point Network, as it is currently envisaged. They represent the first
steps in a process that is very likely to result in a network of regiona
paynment systens and cl earing houses. UNCTAD and the relevant LTEAs within the
Trade Point Network should closely nonitor or participate in these

initiatives, as appropriate.

116. Further details regarding SWFT-rel ated devel opnents are presented bel ow,
as this nmessaging systemis the najor conmunications nmediumfor interbank data
comuni cati ons.

3. SW FT devel opnent s

117. The primary neans by which banks exchange transaction-rel ated
instructions internationally are via telex, fax and SWFT (Society for
Wor | dwi de | nterbank Financial Tel ecomrmunications). |In addition, many

i nternati onal banks have inplenented private phone and data networks to
facilitate inter-branch comunications worl dw de.

118. SWFT is the nmajor interbank nmessagi ng systemin use today. From
the network's inception in 1977, SWFT nmenbership has grown to over
3,600 institutions in alnpst 100 countries. SWFT nenbers utilize a standard
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set of messaging formats, transmtted over a secure packet-sw tching network
to exchange transaction-rel ated nmessages and information.

119. Set-up costs for new menbers are significant, ranging from US$ 100, 000
upwar ds dependi ng on the configuration and |location. Variable costs, however,
can be nuch lower than for telex or other conmmuni cati ons nodes.
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120. Initially, paynent nessages handl ed by SWFT invol ved instructions
relating to single transactions (e.g., trade paynents), which were handl ed
t hrough the correspondent banking accounts of the institutions involved.
However, SWFT has since extended its activities into the foll ow ng areas:

- The Interbank File Transfer Service facilitates the transfer of
bul k paynents data, usually multiple | owvalue remttances as well
as adm nistrative information, which traditionally is sent by fax.

- The ECU Netting Service is used mainly by European banks to net
their ecu-denonminated liabilities.

- ACCORD is a confirmation matching system for foreign exchange and
noney mar ket trading.

- The PREM UM servi ce has a nessage copying feature which facilitates
the use of the SWFT network in automated cl earing-house
applications. France is currently using SWFT as the transfer
mechanismw thin its national settlenment system for high-value
paynments.

121. SWFT is also in the pilot stages of an international financial ED
project to facilitate the direct collection of donmestic and crossborder trade
paynments (non-L/C). This will occur through direct debit instructions issued
by the seller's information system These nessages contain remttance advice
i nformati on, which will be transmitted to the buyer's information systens at
the tinme their account is debited. This approach will require all transaction
partici pants to make nodifications to their information systems. At present,
it is only feasible between counterparties that have substantial trade
transaction volunmes. However, it is an initiative which UNCTAD and the Trade
Poi nt Network shoul d cl osely nonitor

122. Another SWFT initiative in the design stage is a nass paynents facility,
which is intended to facilitate crossborder payments between banks and

aut omat ed cl eari nghouses (ACHs) as well as ACH to ACH paynents. Although this
initiative is in its early stages, UNCTAD and the Trade Point Network shoul d
also closely follow its devel opnment. The successful inplenmentation of these
capabilities, conbined with its current ACH technol ogi es, woul d present

signi ficant new opportunities to enhance paynent systens in the devel opi ng
wor | d.

Cui del i nes

123. As the Trade Point Network is still in its early devel opnent,
consideration of a proprietary paynents systemis prenmature. However, UNCTAD,
the LTEAs and affiliated financial institutions should seek to participate in
nati onal and regional efforts, both public and private, to devel op or enhance
paynment and cl earing systenms. |In particular, they should seek to ensure that
t he devel opment process for new systens addresses the foll ow ng issues:
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- The EDI capabilities should be designed under EDI FACT standards.

- The system design should facilitate |linkages to other nationa
and regional clearing systems. Mreover, nechanisnms to finance
short-termdeficits by nenber countries should be incorporated to
prevent settlenment del ays.

- Devel opnents in docunentary credit/collections techniques should be
reflected in the system design

124. 1f a significant volume of inter-Trade Point trade does materialize,
nore rapid paynments could be facilitated, if necessary, by involving an

i nternational bank with a proprietary express paynents systemin the rel evant
Trade Points.

E. Credit insurance products

125. Credit insurance, the insuring of sellers against insolvency or default
by their donestic and/or overseas buyers, is comonly utilized in Europe and
Japan to protect trade transactions. It is also increasingly used in other
devel oped and devel opi ng markets. This product is typically purchased by:
(1) firnms desiring to protect their donestic and export trade against credit
risk, and (2) financial internediaries who are financing donestic and
international trade but wish to limt their credit risk exposure. It is one
of the primary credit intermnmediation techniques utilized in internationa
trade and is a frequently used alternative to docunentary credits,

particul arly when open account paynent terns are preferred.

126. This insurance is generally underwitten on a whole turnover basis,
wherein all of the insured' s donestic and/or overseas sales are covered in
exchange for an annual prem um based upon sales volume. The insurer wll
restrict his exposure by setting alimt on the insured receivables
outstanding froma given buyer at any one tine. |In addition, the majority of
policies issued cover only transactions involving paynment terns of 180 days or
| ess.

127. Credit insurance covers only the commercial risks in a transaction
however, in many cases an export credit policy is conbined with political risk
cover, which insures against certain governnment actions (e.g., foreign
exchange controls) that nmay prevent the buyer from nmaking paynent.

128. The benefits of using credit insurance are that it normally allows the
exporter to sell on open account terns, thus avoiding the costs and conplexity
associated with docunentary credits. Many banks will accept a credit

i nsurance policy as security for trade finance as long as the policy is issued
by a well-capitalized insurer

129. As noted previously, the credit insurance industry, particularly in the

i ndustrialized countries, is undergoing a restructuring as a result of

regul atory liberalization and the conpetitive opportunities offered by nodern
comuni cations technol ogies. |In developing countries nost credit insurers are
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State-control |l ed conpanies. However, several new private and nultilatera
credit insurers are emerging in the devel oping world. These include:

- The Islamc Corporation for the Insurance of Investnent and Export
Credit, which is being forned by the Islam c Devel opment Bank to
insure trade and i nvestnent between Mislim countries in accordance
with Islamc Law.

- G obal Trade Insurance, a subsidiary of the People's |Insurance
Conpany of Singapore, which is the first private market credit
i nsurance underwriter in Asia. This conmpany insures Asian trade
wi th Europe and the Anericas as well as exports fromthese markets
i nto sout h-east Asi a.

- The new African Export-Ilnport Bank, which is exploring the
devel opnent of a credit insurance subsidiary.

130. Credit insurance is normally distributed through direct sales by the
credit insurers or through specialist brokers. However, in many devel opi ng
countries the distribution of private market credit insurance is conducted
t hrough general insurance brokers or trade banks. Service |evels,
particularly to SVMEs, are frequently uneven due to the |ack of product
expertise in the | ocal market.

1. Gui del i nes

131. The Trade Points should facilitate the availability of credit insurance
to their clients through the devel opnent of a brokerage or underwiting
capability within the Trade Point or a LTEA nenber conpany.

132. Export credit insurance services should be targeted at experienced
exporters who sell on a frequent basis to a fairly regular group of overseas
custoners and who wish to switch fromdocunentary credits to open account
terms of paynent without incurring significant additional credit risk. It is
al so useful when selling to markets, such as Western Europe, where L/Cs are
not commonly denmanded and their use may influence the purchase deci sion

2. | mpl ement ati on consi derations

133. Discussions have been held with several private narket credit insurers
concerning possible distribution of their products through the Trade Point
Network. One insurer in particular has extensive experience in working with
banks and i nsurers in devel oping countries to distribute or co-underwite
credit insurance. Due to regulatory and financial considerations, it will be
necessary to address the nmarketing of credit insurance on a country-by-country
basi s.

134. There are several distribution approaches which the Trade Points can
consider. These include:
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- Recruit a qualified credit insurance broker or a |loca
State-owned/ private credit insurance underwiter into the LTEA
If a local underwiter is involved, the Trade Point should seek to
devel op newto-export policies for SMEs. These policies should
al so involve intensive export counselling services by the Trade
Point to mtigate the additional risks to the insurer stemming from
exporter inexperience. Newto-export policies are used in many
devel oped countries to assist SMEs in trading abroad on open
account ternms wi thout assum ng excessive credit risks.

- The Local Trade Efficiency Association could act as an agent/ broker
for one or nore credit insurers. The tel econunications
capabilities of the Trade Point would be very useful for exchanging
adm nistrative information with a foreign insurer and facilitating
the rapid approval of new buyers under the policy. |If the insurer
is domciled overseas, there may be regul atory issues that have to
be addressed before the insurer can offer a policy to a donestic
exporter. Brokerage fees for credit insurance can range up to
15 per cent of prem um paid.

- It is also possible for a qualified insurer affiliated with the
Trade Point to develop a credit insurance capability without a
massi ve i nvestnment in personnel and systens. One particul ar
European credit insurer has been establishing co-underwiting
programes with property/casualty insurers in several devel oping
countries. Under this nechanismthe indigenous insurer, which
could be a licensed insurance subsidiary of a conmercial bank
mar ket s the product and issues a policy in accordance with |oca
regul ati ons. The European insurer conducts the underwiting
anal ysis and must approve all foreign buyers (usually in OECD
countries) which are to be covered under a given policy. The
i ndi genous insurer also automatically reinsures up to 90 per cent
of the risks assumed by the European insurer and handl es | oca
marketing and adnministration. Thus the |ocal insurer can gradually
gain the expertise to assune additional underwiting
responsibilities. There are also a nunber of regulatory and
foreign exchange issues which nust be addressed in inplenenting
this type of programme, particularly in licensing and rei nsurance.

135. The above approaches permit the Trade Point to offer a broader range of
credit risk internediation products as an alternative to docunmentary credits.

F. Non-credit financial risk managenent services

136. This section evaluates financial risk nmanagenent techniques in use today,
except for those which directly address credit risk and the insurance of goods
while in transit to the inporter. Credit risk managenment products offered by
banks are discussed in section D above while credit insurance products are
evaluated in section E. Cargo/ marine insurance issues are addressed in
section G
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137. The use of nodern financial risk managenent techniques is quite
comonpl ace in private sector conpanies within industrialized econonmes and is
utilized increasingly by State-run and private enterprises in devel oping
countries. However, there are serious structural barriers that prevent them
frombeing used in many countries or in being applied to trade anong
devel opi ng countri es.

138. Numerous risk managenent instruments and techni ques are avail abl e today,
covering a range of w dely-traded financial instruments, currencies,

commodi ties and precious netals. Instrunments which should be particularly

rel evant to Trade Point clients include:

- Commodity and precious metal futures, options and swap contracts.
These all ow exporters to hedge agai nst future fluctuations in the
price of the underlying commpdity. Products for which derivative
instruments are widely traded include oil, gold, corn, wheat,
coffee, livestock, |umber, sugar, copper, cocoa, cotton, silver and
platinum Most of these instrunents are exchange traded; however,
many financial institutions and trading firms will arrange bespoke
contracts.

- Currency-based derivative instrunents including forward contracts,
futures, options, swaps and related techniques. Once limted to
short-termmaturities, traders can now hedge currency exposures on
trade and financial transactions for up to several years. Mny
of these instrunents are exchange traded; for exanple, the
Phi | adel phi a Stock Exchange specializes in foreign currency
options. However, the mpjority of contracts are arranged on a
bespoke basis by financial institutions and traders.

- Financial instrunment and interest rate derivatives include forward
rate agreements, futures, options, swaps and a range of related
techni ques. The exchange-traded contracts are usually based on
wi dely traded debt and equity securities as well as nmjor narket
i ndexes. Exanples include United States governnent bonds and the
Ni kkei Index. These are commopnly used to hedge interest rate and
equity market exposures. Many exporters and inporters use interest
rate swaps and related instrunments to fix or reduce their costs of
borrowi ng when financing a mgjor trade transaction or construction
proj ect.

139. A recent Wrld Bank report cited estimates that nore than 25 per cent

of the funds raised in 1989 by 16 devel oping countries on the internationa
capital markets utilized sonme type of risk managenent instrument

(Cl aessens, 1993). The report also noted that some United States exchanges
specializing in livestock and currenci es have estimted that 15-25 per cent of
the foreign participation in their markets cones from devel opi hg countries.
Exampl es cited include Eurodollar futures (Chile), oil price hedging (Mexico),
currency options (lndia, Indonesia and Turkey), loans with oil options

(Al geria).
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140. Sone devel opi ng countries and econonmies in transition have established

i ndi genous exchanges for trade currency and comodity instrunments. For
exanpl e, the Budapest Conmodities Exchange began offering currency futures in
March 1993 and facilitates trading in a nunber of other currency-based
derivative instrunents.
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141. Potential barriers to the increased use of financial risk managenment
servi ces incl ude:

- Credi tworthiness of the firns purchasing risk managenent
i nstruments.

- Upfront costs or prem uns.

- Donestic structural barriers, such as national nmarketing boards or
exchange control s.

- Government intervention or risk assunption where market
alternatives are avail abl e.

- Lack of liquidity in hedges involving devel opi ng country currencies
or lack of appropriate market-traded instrunents.

142. In May 1993 UNCTAD convened a neeting of a group of experts in Geneva

to explore approaches to pronoting the increased use of commodity futures
contracts. The participants identified nmany regul atory and technical barriers
to the utilization of these instruments and devel oped proposals to dismantle
many of the obstacles. One of the mgjor inpedinments cited was an insufficient
under st andi ng of the function and use of derivative instruments anong
Governments and potential users in developing countries. |nmproved training
and advi sory services, including those provided by UNCTAD, were anong the
recommendati ons arising fromthe second session of the expert group in

Sept enber .

Gui del i nes

143. Local Trade Efficiency Associations (LTEAs) should determ ne the
financial risk managenent needs of their clientele and devel op senmi nars or

trai ning programmes to explain the rel evant techniques. For exanple, UNCTAD
has sponsored training programmes in the use of commodity futures. |If
potential demand is adequate, the LTEAs should also facilitate access to risk
management services by their clients. These services could either be provided
through affiliated financial institutions (e.g. forward contracts in foreign
currencies) or by qualified foreign institutions/brokers identified through
the financial services referral function

144. Local Trade Efficiency Associations should also consider |obbying their
nati onal governnents if legal/regulatory barriers are inpeding the utilization
of nodern financial risk managenent tools.

G Cargo/ Marine insurance

145. Cargo and marine insurance is one of the ol dest, nobst regul ated and nost
tradition-bound sectors of the insurance industry. It is also a relatively
smal |l part of the industry and thus has not been the target of the
technol ogi cal innovations that are affecting other insurance lines. The

di stribution of cargo and marine insurance is |argely broker driven, while
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underwriting considerations focus on the naintenance rating of the ship and
the safety record of its operators.

146. Coverage can vary between "m ni num cover” policies and "all risks”
policies, at the discretion of the insured. Insurance can be purchased for a
speci fic shipment or cover all shipnents for a set tine period (open cover
policy). Lloyd s insurance market has had a great deal of influence on the
devel opnent of specific policy |anguage and terns.

147. The property/casualty insurance industry has begun to devel op

t el ecomruni cati ons networks, such as RINET in Europe, to facilitate the
exchange of clains-related and adm nistrative information between direct
insurers and reinsurers. Marine/cargo insurance underwiters do not yet
participate to any significant degree in these networks, relying instead on
tel ephone, fax and telex. Mdreover, in many countries insurance docunents are
not included in the aligned system of docunents.

148. A mmjor obstacle to the further nodernization of the cargo/ marine

i nsurance industry is the continued existence of regulatory barriers to

i nternational conpetition, as noted previously. Wthout regulatory reform
there are limted opportunities for Trade Points in devel oping countries and
econom es in transition to increase trade efficiency in the provision of
cargo/ marine insurance services.

Gui del i nes

149. Local Trade Efficiency Associations should recruit at |east one marine

i nsurance broker or underwriter into the Trade Point in order to facilitate
easy access to insurance services. A full range of insurance alternatives
shoul d be avail abl e, although the open cover policy is the nost efficient from
an adm nistrative point of view

150. Local Trade Efficiency Associations should also consider |obbying their
nati onal Governnent to permt an easing of |ocal-sourcing requirenents for
trade-rel ated i nsurance and to work for the harnonization of internationa
procedural conventions in marine insurance.

I'V. FACI LI TATI NG FOREI GN DI RECT | NVESTMENT THROUGH THE
TRADE PO NT NETWORK

151. The facilitation of foreign direct investnent in devel oping countries and
economies in transition is currently being addressed at several |evels,
i ncluding the foll ow ng:

- On a national basis within industrialized econom es by various
organi zati ons such as devel opnent finance institutions (DFIs),
i nvestment pronotion agencies (lPAs), devel opnent cooperation
organi zati ons, government mnistries, chanbers of comerce and
trade associations. Some countries, such as the United States and
Japan, have several agencies that have investnent pronotion in
devel opi ng countries as a mmjor conmponent of their mssion. These
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agencies frequently rely on their enbassy conmerci al departnents or
the host Governnment to performinformation collection and
adm nistrative tasks within the countries targeted for investnent.

- At the nmultilateral |evel through the various agencies and
organi zations which are currently assisting devel oping countri es,
including: (1) the United Nations, through UNI DO and the
International Trade Centre UNCTAD/ GATT, (2) The World Bank G oup,
particularly the IFC and M GA, and (3) the European Union, through
the Centre for the Devel opment of Industry and the Internationa
I nvestnent Partners. Although nany of these organi zati ons have
| ocal offices in developing countries they also rely on host
country CGovernnments and busi ness associations for information on
i nvest ment opportunities.

- In a limted nunber of devel oping countries through mnistries for
foreign economc relations and international cooperation agencies.
Exampl es include the Agency for International Cooperation and
Devel opnment in Russia and Mal aysia's Industrial Devel opnent Agency.
There are al so inward investnment pronotion progranmes in many
devel opi ng countries, such as Egypt, Chana, Hungary, Indonesia, the
Phi |'i ppi nes and Thail and. However, many of these programmes are in
their early stages and nost suffer froma |lack of adequate
resources to address their tasks assigned to them

152. The services nost commonly offered by these organizations (collectively
referred to in the subsequent discussion as "IPAs") include:

- Informati on on investnent conditions in foreign countries as well
as relevant |laws and regul ations. These services can al so include
data on specific direct investnent opportunities or host country
initiatives to attract foreign investnment. For exanple, the
Overseas Private Investment Corporation in the United States
operates an Opportunity Bank where investnent proposals from over
100 devel opi ng countries have been registered.

- Mat chmaki ng programes, which are generally designed to inform
potential investors or technol ogy providers about opportunities in
devel oping countries within their industry or area of expertise.

- I nvest nent m ssions and conferences that bring together potential
partners, either physically or through video-conferencing.

- Programmes to pronote investnent opportunities within specific
i ndustry sectors, which conbine elements of the latter two services
on a nore targeted basis. This is an increasingly popul ar service
because of its high perceived cost-effectiveness.

- Subsi dy programres to support feasibility studies on potenti al
i nvestment projects. Many of the organizations operating these
programes al so provide other financial and technical support,
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including (1) project preparation services, (2) subsidies for
expatriate managers or training/apprenticeship progranmes conducted
for local nationals, (3) loan or equity capital, and (4) politica
ri sk insurance (FIAS, 1991).

153. Although this plethora of organizations and programes plays an inportant
role in facilitating foreign direct investnent, the |ack of coordination anong
these institutions inevitably leads to certain inefficiencies, including the
fol | ow ng:

- ot ai ni ng i nformati on on investnent opportunities can be difficult
due to resource constraints at the local level. The approaches to
qual i fying investment proposals as well as the content and format
of investnment infornmation provided to | PAs are generally not
st andar di zed.

- Broadcasting specific devel oping country investnment opportunities
to all of the appropriate I PAs can require a significant
adm nistrative effort.

- Many investors, even seasoned nultinational corporations,
experience difficulties in identifying and accessing the
appropriate programres and services.

154. Trade Points in devel oping countries and econom es in transition can play
a useful role in addressing the former two areas of inefficiency, that is,
identifying prom sing investment opportunities and liaising with the
appropriate PAs. Many Trade Point clients, particularly SMES, are |ooking

for foreign partners to provide finance, expertise or technology. Trade

Poi nts in devel oped econonies can steer inexperienced firms to the appropriate
national or multilateral |PA

155. In addition, many Trade Point users nmay be seeking joint venture partners
to distribute their products abroad, particularly if after-sales service is a
maj or consideration. This area is frequently not a high priority for |PAs

al t hough sone trade pronotion organi zati ons of fer matchnaki ng services.

1. Gui del i nes

156. The Local Trade Efficiency Association should first consider whether

to provide services in this area. Unlike trade facilitation, many of the
benefits to the Association nenbers will be derivative and realized over a

| onger period, as the export volume of local joint ventures increases. There
may al so be some |inited opportunities to earn fees by providing | ocal support
or consulting services to | PAs, particularly if the host Governnent is unable
to field the appropriate resources.

157. The Trade Point Network should attenpt to facilitate the efficient flow
of information within the investnent pronotion community rather than duplicate
exi sting programmes. This can be acconplished at several |evels:
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Providing |ocal resources to identify and qualify investnent
proposal s and direct themto the appropriate |PAs, particularly
those that maintain formal investnment opportunity databases.
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- Col | aborating with I PAs in pronoting and conducting investnent
m ssions, particularly those focusing on an industry sector that is
wel |l represented within the Trade Point's clientele. Many |PAs
rely on host Governments or business organizations for |oca
support in organizing these n ssions.

- Participating in the establishnment of common approaches and
standards that address the qualification of investnment proposals as
well as the information content of nessages that comunicate these
opportunities to the I PA comunity.

- Participating in the devel opnent of a network and dat abase(s) to
coll ect and dissem nate information on investnment opportunities in
a nore cost-effective manner. |In particular, UNCTAD and the LTEAs
shoul d consider participating in the initiative described below to
create an I PA Electronic Network |inking the investnent pronotion
conmuni ty.

2. | mpl ement ati on consi derations

158. A possible framework for the devel opnent of an investnment pronotion
capability is the I PA El ectronic Network, which is being spearheaded by the
Mul til ateral Investnent Guarantee Agency (M GA), a nmenber of the World Bank
Group. The project is currently in the organizational stage and severa

i nstitutions, including UNCTAD, have been invited to participate in its
developnent. It is envisaged that the Network will eventually include

i nvest ment pronotion organizations, chanbers of conmerce, trade associations,
DFl's, investment advisers, consultants, information and tel ecommunications
provi ders, and the nedia.

159. In the initial phase, the participating organizations will devel op
directories and bulletin boards that facilitate the exchange of information
and experiences, the advertising of relevant services, and the showcasi ng of
upcom ng events and opportunities. After the Network is fully operational

M GA expects that it will include "gl obal databases on actual and prospective
foreign and donestic investors, the business operating conditions and

i nvestment opportunities in developing and transitional countries, and gl oba
mar ket condi ti ons and opportunities in selected industries and sectors". The
| PA Network will use the INTERNET as its tel ecommuni cations nedi um

160. The association of institutions involved in devel oping this network
will also provide an excellent forum for addressing issues relating to the
har moni zation of information requirenents, nessage formats and qualification
met hodol ogi es, which were rai sed above.

V.  CONCLUSI ON

161. A key requirement for the continued devel opnent of international trade
among devel opi ng countries and econonies in transition will be the creation of
a financial environnment in these countries in which nodern financing and

i nsurance techni ques can be freely utilized, regardless of the directions of
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trade. This should be viewed as a long-term process, with effort required on
many fronts - legal, regulatory, financial, educational and technol ogical
However, the international and nultifunctional capabilities of the Trade Point
Network offer an excellent platformfromwhich to address these issues.

162. This paper presents a nenu of options which the Trade Points can consider
in their continuing efforts to provide their clients with a full range of
financing and insurance alternatives. The next step in the process is for

sel ected LTEAs to choose particular options to be inplenented on a pil ot

basis, with support fromthe UNCTAD secretariat. The results of these pil ot
projects will then be presented at the United Nations International Symposium
on Trade Efficiency (UNI STE) along with detail ed guidelines for the other
Trade Points to follow if they choose to undertake simlar initiatives. 1In
this way these and other financial techniques and nmechani sns can be propagated
t hroughout the Trade Point Network without the need to "re-invent the wheel"”

i n each individual case
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Appendi x A
LI ST OF ORGANI ZATI ONS CONTACTED FOR THI S STUDY
American Institute of Marine Underwiters
Arthur J. Gallagher Internediaries, Inc.
Bankers' Association for Foreign Trade
Bank of New York
Berry, Palmer & Lyle, Ltd. (LIoyd's Brokers)
Bl S Banki ng Systens
CI'T Goup
Citi bank
Conpl ex Systens, Inc.
Devel opnent Alternatives, Inc.
Eur opean Capit al
Factors Chain |International
First Washi ngton Associ ates, Ltd.
& Sullivan, Inc.
d obal Trade | nsurance Managenent Pte Ltd.
Graydon Anerica
Hungari an | nternational Bank
I nternational Bank for Reconstruction and Devel opnent
Justitia International
Lonbar d Nat West Conmerci al Services
Samuel Montagu & Co. Ltd. (M dland Bank)
Mul til ateral Investnent Guarantee Agency
Nati onal Westninster Bank

Opal Trade Corporation



Overseas Private Investnent Corporation

SI TPRO

SW FT

Trade Point -
Trade Point -
Trade Point -
Trade Point -
Trade Point -
Trade Point -
UNCTAD

US Agency for
US Chanber of

US Depart ment

Bangkok
Cairo
Cart agena
Mani | a
Santi ago

Tuni s

I nternati onal Devel opnent
Commer ce

of State - Legal Affairs

WFS Group, Ltd.

Worl d Trade Centers Associ ation
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