Credit Crunch Issues facing Australian Exporters

Around the world, the commercial markets are severely constrained in their capacity to supply credit. Bank limits are decreasing at the same time security values are declining, which is resulting in limited access to working capital. 
As an exporter, the critical issues arising from the credit crunch are, "How will I finance my activities?”, and secondly, "How will I get paid for what I have done?".

John Collins, chief credit officer at EFIC, says, “The Australian experience to date has been better than most countries due to the way our banking system is set up and our conservative lending policies. But this shortage of working capital is certainly becoming a trend in developed economies, so depending on the depths and duration of the crisis, it may develop into an issue for our exporters.”
Financing export activities
In the past, when there was an excess amount of liquidity, the main way exporters would have got access to funds was either through their bank or by raising capital through bond issuances.  However, as banks scale back these sources are no longer readily available. 

Financing projects of scale is now becoming difficult, even in the Australian market. This reflects the difficulties which most banks are facing in having to pay higher rates for borrowing.  As a defensive measure, banks may reduce their exposures, resulting in a decrease in short-term trade lines and postponing of decisions about longer term funding of customer projects.  

In these circumstances, EFIC’s role is to step forward and help exporters to continue growing their business internationally. We have a range of solutions available to assist exporters with otherwise sound business strategies encountering difficulties in the current situation. 
EFIC can provide export loans or a working capital guarantee such as our EFIC Headway product. 
EFIC Headway provides a guarantee to a participating bank to enable it to lend additional funds to eligible exporters, without requiring additional security from the exporter.  It has been specially designed to meet the needs of SME exporters when facing a working capital shortage while growing their business.
Sometimes overseas buyers require Advance Payment Bonds or Performance Bonds as assurance that exporters will meet their obligations under an export contract. A bank might be able to provide such a bond, but if this is not feasible, EFIC may provide the bond, where eligibility requirements are met. This could free up an exporter’s working capital, providing them with the security to compete in global markets. 

EFIC is also willing to contemplate a longer length of time for risks which are still manageable but are now beyond the risk appetite of the banks. 

Influences effecting how exporters will get paid
While the recent weakness in the Australian Dollar has helped exporters become more competitive in their pricing, the cost of funding export business with the Australian Dollar equivalent value has increased. In addition, the growing demand from exporters for working capital, credit insurance and letters of credit is met with a shortage of supply in the commercial markets.


The “How will I get paid for what I have done?" question is more complex with various influences:

(i) open account sales overseas is increasingly risky particularly in developed economies as corporate default rates increase, the economic situation worsens and the A$ bounces around.

(ii) bank payment instruments (i.e. letters of credit) are increasingly risky in some banking systems, and

(iii) limits for credit insurance are being slashed by the major insurers in all developed economies.

John Collins says, “Recent discussions with a range of Australian financiers, including one of the major banks, indicate that methods of payment that expose exporters to the risk of failure of their overseas buyer are coming under increased scrutiny.

“There has been a recent increase in requests for banks and other commercial lenders to take on these risks through the issue of credit insurance and confirmation of letters of credit issued by overseas banks, particularly in China and India.  While Australian banks are well placed to assess those risks and still has capacity to absorb them, this capacity is not unlimited. “
This is the point where EFIC can supplement the banks and overcome financial barriers facing exporters. We can provide reassurance regarding payments to exporters for their exports through documentary credit guarantees and medium term payments insurance. 
For example, we offer export payments insurance for contracts of over two years.  This cover is designed to reduce the risk of loss in an export contract arising from defined events, such as the insolvency of an overseas buyer. 

If an export contract is worth more than $A5 million or more, EFIC may be able to issue a guarantee to an approved bank. The bank can then use the EFIC guarantee as security to provide a loan to an overseas buyer, enabling the deal to go ahead. 
In some circumstances, we can also provide a loan facility directly to an overseas buyer, if the export contract is worth A$5 million or more. 

Increase in transactions as a result of the credit crisis

Over the past 12 months, the tightening credit conditions have seen EFIC be able to support a number of transactions which would not normally have needed our assistance. Examples of this include EFIC providing an export finance guarantee for a strategic investment in the construction industry in United Arab Emirates, as well as providing project finance to support Australian participation in the construction of a large-scale aluminium smelter, also in the Gulf region.

The demand for EFIC’s services 
Peter Field, executive director, origination and portfolio management says, “On the one hand, the tightening credit conditions and a lower risk tolerance in the global markets have resulted in an increase in opportunities for EFIC to assist Australian exporters, in particular for EFIC to provide loans directly. 
“Sound projects with strong economic prospects are still on the drawing board with exporters or project sponsors leaning toward export credit agencies (ECAs) and development financial institutions (DFIs) in order to get funding, instead of relying on banks.

“On the other hand, we are also seeing marginal projects being delayed or shelved altogether because financing is very limited. Before the financial market turmoil, we would have seen these projects funded by banks with ECAs like EFIC providing Political Risk Insurance to lessen country risks to the lenders.

“Generally, we expect an increase in demand for our services, but completed transactions will still rely, to an extent, on the involvement of banks.”
For more information, please contact Export Finance and Insurance Corporation (EFIC) on 1800 093 724, or visit our website www.efic.gov.au   
