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7 Kerela Avenue 

WAHROONGA  NSW  2076

20 April 2008

Review of Export Policies and Programs

c/- Department of Foreign Affairs and Trade

BARTON  ACT  2600
Dear Sir or Madam

This submission is specifically concerned with the Export Market Development Grants Scheme (EMDG).

The topics for input and comment are listed below followed by my responses.

First topic
· How effective is the EMDG scheme, as currently structured, in the following terms:
· Increasing the number of businesses that develop into exporters?
· Increasing the value of exports by grant recipients?

· Increasing the number of businesses that achieve sustainability in export markets and generate additional exports?

· Develop an export culture?

Previous reviews of the EMDG scheme have addressed the issue of the extent to which the EMDG scheme stimulates export activity. Analysis of the EMDG data has led to the conclusion that the existence of the EMDG scheme results in a greater level of export promotion activity than would have occurred in the absence of Government funding. However, this conclusion has never been totally convincing.
The Productivity Commission, in its recent report titled Trade and Assistance Review 2006/2007
 discusses empirical techniques and principles for evaluating assistance. In Box 6.5, page 6.19, the third dot point reads:
Distinguishing between correlation and causation – For example, although there is a positive statistical relationship between export promotion expenditure and the size of EMDG grants, this does not indicate whether the grants cause promotion expenditure to increase: it is possible that firms that spend more on promotion qualify for larger grants.

Under the heading: Appropriate structuring of review arrangements the report says (pages 6.17-6.18): “Evaluation processes can also be bolstered by providing…sufficient time for thorough research, deliberation and reporting.”

It is recommended that any review of the data to assess the effectiveness of the EMDG Scheme in stimulating exports be reviewed by the Productivity Commission, and that the Productivity Commission’s assessment of the analysis be incorporated in the final report on the current review of the EMDG scheme.
Second topic
· Could the Scheme’s performance be improved? Could its rules including on eligibility be simplified while retaining a high degree of accountability and consistency with overall government policy?

Recent reviews of the Scheme have followed a trend towards simplifying the rules of the scheme. Examples of such simplification include the watering down of the Grants Entry requirements for first-time claimants and the removal of the export earnings test. These changes have made things easier for applicants but have added to the discretionary element in the assessment of eligibility for grants in what has traditionally been regarded as a “rules-based” rather than a “discretionary” scheme. Any further simplification could exacerbate bureaucratic difficulties in grant assessment.
The reference to “overall government policy” begs the question as to which “overall government policy” is being referred to? Is it the “overall government policy” that export support is in the national interest? If this is indeed the case then it should be clearly stated. The Productivity Commission’s report Trade and Assistance Review 2006/2007 includes a review of the EMDG Scheme at pages 6.24-6.25. The report says (6.25) that “…the fundamental rationale for the scheme appears never to have been satisfactorily resolved, making it difficult to target assistance under the scheme, and to evaluate it.”
It is recommended that the current review of the scheme seriously address the “fundamental rationale for the scheme” in line with the concerns of the Productivity Commission.

Third topic
· Should the scheme be extended, and if so, for how long?

It is recommended that any decision to extend the scheme only be taken after a thorough review of the core issues raised by the Productivity Commission as to whether export support is in the national interest and whether the EMDG scheme is effective in stimulating exports.
Fourth topic
· Are there alternative approaches to the EMDG that would deliver support more effectively or efficiently? Provide details of any models, including at the international level to support your argument.

The Productivity Commission’s report Trade and Assistance Review 2006/2007 includes Box 6.4 (page 6.14) titled: “Some options for improving additionality”. Under the heading “Contingent repayment assistance” the report says:
Repayable assistance schemes have been used in Australia (for example, as part of the R&D Start scheme) and overseas, partly as a means of limiting assistance to non-induced activity. If the targeted activity proves not to generate sufficient revenue for the firm to cover the costs it incurs (even though it may generate important spillovers), the firm retains the assistance. But where projects prove to be profitable in their own right, the assistance is returned to the government.

An alternative approach to the EMDG is the program of the French government called “Assurance Prospection” which is administered by the French insurance company COFACE, on behalf of the French Government. The activities of COFACE are similar to those of EFIC. The program is described on the COFACE website at http://www.coface.fr/dmt/rubb_asspro/ap01_descr.htm
The product description can be translated roughly as follows.

“Assurance Prospection” is a policy that insures the policyholder against the failure of a marketing drive. The policy is available to French companies operating in the industrial, commercial or services sector, or to consortia. Turnover must not exceed 150 million Euros except in the case of international trading companies. The objective of the program is to encourage businesses to research foreign markets by providing financial support and by guaranteeing the companies against the failure of their promotional activities. During the guarantee period, at the end of each 12 months an account is drawn up showing:

· on the debit side, approved expenses up to the budget limit, and

· on the credit side, a percentage of the revenue generated in the target countries 

(7% for goods, 14% for services, 30% for licences, royalties and other rights)
If the balance of the account is negative, an indemnity is paid. The indemnity is usually 65% of the balance but may be higher for some types of companies (innovative companies or companies which have demonstrated a record of success in export). An indemnity can be paid twice in the course of an exercise if an indemnity advance has not already been paid.
During the payback period, at the end of each 12 month period, repayment of a percentage of the revenue achieved during the period in the guarantee zone (the same percentages apply as during the guarantee period) up to the limit of the indemnity paid.
The duration of the guarantee period is 4 years maximum. The payback period is at least as long.
The program covers all the costs incurred by the company for its marketing drive in the target markets; different expenses from those it incurs in its usual activities; or costs additional to those of its normal activities.

For example:

· market research,

· costs of travel and accommodation for company staff,

· salaries of those staff while they are travelling,

· product modification to meet standards,

· fixed costs of local agents overseas,

· costs of running an office or a commercial branch

· publicity costs

· costs of website development,

· participation in approved international trade shows,

· legal and tax advice concerning the countries covered,

· costs of registering brand names or patents,
· costs of financing marketing activities,

· etc
Indemnities not reimbursed because of insufficient revenue at the end of the payback period are retained by the company.

Indemnity advances are restricted to businesses whose turnover is less than 
1.5 million Euros, and to business with an innovative character whatever their turnover. At the company’s request, indemnities can be paid at 32.5% of the guaranteed annual budget, following the signature of the contract, or on the renewal of the contract. The balance of the indemnity is paid at the end of the exercise.
The (company’s) bank can agree to provide finance required to cover the marketing drive above the guaranteed budget, such finance being subject to a specific guarantee agreement with the bank.
The premium is 3% of the budget for the marketing expenditure guaranteed for each agreement, and 5% where the indemnity is provided in advance.

On 17 January 2008, Mr Hervé Novelli, Secretary of State in charge of Businesses and Foreign Trade announced certain changes to the “Assurance Prospection” program. The text of his press release is at http://www.exporter.gouv.fr/exporter/Pages.aspx?iddoc=1253&pex=1-2-5-1301-1303-1235-1253
The changes are aimed at making the scheme more accessible, increasing the level of support available to companies who have have a good track record in the use of the scheme, and extension of the scheme to include guarantees for companies investing abroad.
“Assurance Prospection” has some similarities to the International Trade Enhancement Scheme (ITES), a loan program which was administered by Austrade. This program was closed to new applicants in 1997.
A program where funds for promotional purposes are lent to exporters rather than provided in the form of a grant could be a useful complement to the EMDG scheme.

In previous reviews of the EMDG scheme, submissions were lodged that were critical of the limit on the number of grants payable and recommended some additional support after the end of the maximum period of grant entitlement. To address this concern, there would seem to be a case for re-introducing a repayment assistance scheme, possibly along the lines of “Assurance Prospection”. Access to the scheme could be limited to companies which have already received the maximum number of grants allowable under EMDG. “Assurance Prospection” has features in common with some EFIC programs and could perhaps be administered more effectively by EFIC than by Austrade. Based on the French experience, demand for the funding under an Australian equivalent of “Assurance Prospection” is likely to be small.
In summary, it is recommended that consideration be given to introducing a repayment assistance scheme along the lines of “Assurance Prospection” which could run alongside EMDG. The new scheme could initially be approved for a limited period to judge its effectiveness.

A copy of this submission has been emailed to trade.review@dfat.gov.au
Yours sincerely

Frank Ledwidge
� Trade & Assistance Review 2006-07, Annual Report Series, Productivity Commission, Canberra, March 2008.





