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CHAPTER I. INTRODUGTION

At the Ninth Natiomal Foreign Trade Con=
vention, among resolutions adopted‘ in the Group
Meeting on Foreign Credits and Credit Informa-
tion, was the following: "Resolved, that 1t is
the sense 4f this conference that at the present
Juncture of our affairs, and what we may face
in the future, it will be negessary for those
who are exporting, and those who wish to enter
the export fleld, that they must consider the
necessity of a oredit granting policyfor the
px-em#ian of their business and for the inter
esting of fore ign buyers,"

: This was a recognition of the faect that
exporters of the United States must compe te

with European firms on a credit as well as a

quality and price basis, In order to do this,
however, they must have the proper facilities

for the obtaining of eredit information and
the protection of credits ‘granted,
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It is the purpose of this 'muia to discuss
the zervice offered American exporters by credit
insurance compenies in the United States, and to
analyze this service in the light of the afbatdu
ments made by ite advocstes that it is an mpor-
tant aid to the exporter in the gmnt‘im and ex=
tension of eredit,

The first part of this thesis deals with
export trade methods end an amalvsis of the eredit
risk involved, The second part deals with the
history and development of oredit insurance in the
ijnimd States and an analysis of the service étu
fered by oredit insurence companies, The third '

part deals with an evaluation of this service,
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CHAPTER II. EXPORT TRADE METHODS AND AN ANALYSIS
: OF THE CREDIT RISK INVOLVED

OUTLINE: = 4

Methods of exporting
Direct
Indirect
Export commission house
Export merchant
Manufacturers agent

Direect exports may be financed s follows
4 Bank letter of credit
Revoeable
Irrevocable ;
Irgevoecable confirmed
Direet credit ececount with the importer
Terms of payment
Cash with order
Documents ageinst Payment
Docume nts ugaimt acceptence
Opén accoun
Credit stending of the foreign house

The ecredit risk analysged
Definition
Divisions
Insolvency
loral or commercial hazard
Breach of contrect
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CHAPTER II.
EXPORT TRADE METHODS AND AN AWALYSIS OF HE
CREDIT RISE INVOIVED

A manufacturer may export directly to the
foreign importer, or indirectly thmu a middle-
man, In direct sesles the manufacturer carries
the risk as to the credit standing and solvency
of the importer, In indirect sales this risk ds
borne by the middlemmn, Although there seems
to be a goowing tendency towards direct export-
ing, middlemen have been the dominant fecotors
in the export trade of the United States,
Middlemen are classified as follows: export
commission houses, export merchants, and manu-

(1)
facturers” agents,

Export commission houses acting 2s buying
agents for the foreign firms, charge thom a
commission for the purchasing of goods in the
United States, These hcusés customarily maintain
a corps of experts in buying, shipping, insuring,
and financing, With these fgcilities they are

able to relieve the American manufaoturar of all

-

(1) "Export Merchandis inﬁ"-Wyman.
"practical Expcrti?z ;-Hough.
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problems gsonnected with the placing of his
goods in foreign hands. The credit status

or risk is generally assumed by tian commisse |
ion house,

E;port mepchants buy and sell goods on
thelr own account, Their profit consists in
the difference between the buving and selling
price of the commoditles, lese the exponse of
handling the transaction, The manufacturer i
selling thru the export merchant assumes the
eredit risk as to the merchant himseld, and
not the foreign buyer, :

Manufecturers' agente are located in the
foreign territory to bve served, It is customary
that exclusive rights be given by the exporter
to these agents, The sgent meintains a sales
force throughout the territory, and receives &
amiavcion from the exporter on all orders
turned in, It is customery for him to et as
"Del Credere" sgent, guaranteeing the accounts
to the exporter. The exporter's credit risk

then is only as to his agent,



Sales on credit, made either directly or
indirectly, carry the credit risk es tc the
willingness and abllity of the importer to
Pay. In direct sales the risk 1s carried by
the menufacturer; in indirect sales the middle-
man carries the risk, Thus credit insurance
foellities ere of interest to both the manufact=
urer and the middleman,

If the manufacturer exports directly the
sale may be financed wither by a letter of credit
thru a bankbr by & direct eredit account with
the importer, lLet us take up the first of these
| m¢theds, When saleé are financed under a lettar
of credit the eredit risk depends upon the
gtability of the bank, for when & commercial
letter of eredit is issued by a bank, the exw
porter looks to this bank to discount drafts
drawn under this eredit, Such drafts are custom-
arily drawn & rectly against the bank thru which
the letter was established, letters of credit are
{ssved for both documentary payment and documen-
tary acceptance shipments, |
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The procedure under a letter of credit
is as follows, The exporter A calls upon the
importer B to establish a letter of credit.
The importer B then goes to his bank X and
asks for the letter of credit to A, The bank
X grants this, at the time authorizing bank
Y ( the exme bank) to accept drafts
drawn upon bank X by A, Bank ¥ notifies A
of the establishmemt of the oredit, and A

draws his drafts upon Bank X, discounting
or selling them to bank Y.

There are three classes of letters of
credit: those revocable and not confirmeds
those irrevocabls and not confirmed; those
irrevooable and confirmed. The gensral under-
standing of the term revocable, as applied
to letters of oredit, is that it may beg
cancelled at the option of the issuer, Lon-
firmed is accepted as meaning confirmd by
the advising bank,

A revocable letter of eredit is am authe
orization from bamk X to the exporter A to

draw drafts against it up to & ntipulétaa BuMe

(8)



The letter of credit however provides that the
bank X may revoke the letter at eny time prioxr
to the presenting of the draft drawn against
the eredit. This reveocable clause makes this
type of credit of little protection to the exp-
orter,

Irrevoceble but not econfirmed letters of
eredit are the same as revoeable, excopt that
they oan be cancelled only by the mutual consent
of both the issuer and the cne in whose favor
the lstter 1s drawn,

Irrevocable eonfirmed letters 61’ eredit
are tm-most acceptible to the exporter, Under
this type the credit la confirmed by bank 'y,
and the exporter generally draws his drafts
directly egainst bank ¥ instesd of bank X. The
chief credit risk to the exporter 1s then the
solveney of the bhank with whom the letter of
eredit is lodged,

Fimaneing under a confirmed 1rmonb101
letter of eredit is a good method of finmeing

from the exporter's viewpoint, The importer,

(9)



however, has certain objections to this type of
financing, the most important of which is the
following: an importer buying under a letter of
eredit is virtuslly remitting cash with ordew,
for when he establishes credit thru his bank

his account is debited for the amount of the ere
edit, Other objections are the length of time
taken to establish the credit, and the cost of
having to work thru two benks,

Financing in this manner is acceptable to
the exporter, but simce 1t doss not actually
connt:lf:ute an extens ion of credit we shall elike
inate this system of finmancing from the future

(1)
discussion.

o muach for the firmancing of exports thru
& bank 'by meens of a letter of credit, let us
now teke up financing methods under a direct
credit sccount with the importer. The credit rink
under this form of firancing varies with the
terms of peynent, andfhe eredit standing éf the
foreign house,

(1) Page 538~ Ninth Natiomal Foreign Trade,
Convention Minutes,
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The terms of payment in ﬁfro‘.lgn trade are
cash with order, documents on ‘p-ymont s documents
on acceptance, and opon aeoount., Shipments which
are finaneced ecash with order 1nv*a1w no eredit
risk to the exporter, However, oply a sml]l portion
of our foreign trade 1s thus financed, Cash orders
are prineipally obtained in that type of trade
where the monopolistic character of the commodity
allows the exporter to demand this form of payment,
Sales, documents against payment, provide for
the payment for the goods before documents transfer-
ing the title to the goods are surrendered to the
importer., Payment for documents mey be made either
at port of exit or port of entry, The eredit risk
under this type of financing 1s largely the morel
or commereial hazard, which will be defined later

in this chapter,
Sales, documents against aceeptance , provide

for the passing 6f the titlo‘ot the goods to the
importer upon his acceptance of drafts drawn agnvinst
him, After acceptansce the eredit risk depends upon
the importer's solveney and willingrnees to pay the

1% )



draft when due., The risk under this method of
finaneing increases with the lemgth of time that
the draft runs,

Opén account sales carry the maximum of eredit
risk, The custom is now prevalent te offer the

importer cash discounts where open a2ceount sales
are made in order to encourage a prompt remitte

ance on account,

Singe most of these methods of fimancing
éxport sales involve the credit risk, in ome or
more of 1ts phases, it might be well for us o
analyze this risk, It mey be defined as the une
certainty of receiving payment for goods which
are delivered to another party upon a mere prom-

ise to pay. There are three phases of the eredit
risk: First is the insolveney risk, The buyer

is umable to pay because of insolvency or banke
ruptey. Second is the moral or commercial hagzard,
The buyer refuses to accept the shipment and 2
trade dispute arises, Trade disputes are generai.
ly based upon claims of inferiority of pl"odmt

or breach of sales contract by the emporter, and

(12 )









CHAPTER III,

HISTORY AND DEVELOPMENT OF CREDIT INSURANGE
AND AN ANAIYSIS OF THE SERVICE OFFERED

OUTLINE: =
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CHAPTER III.

HISTORY AND DEVELOPMENT OF CREDTT INSURANCE
AND AN ANAIYSTS OF THE SERVICE OFFERED

Foreign coredit insurance in the United
States 1s new in the field of insurance, In
the spring of 1918 a plan far the insuwrance
of foreign credits of manufacturers within the
United States was presented to a group of éx-
porters by the president of the Illinols Mane
ufacturers Associntion, In February, [1921, a
company began operations organized under this
plan, This company i1s a mutual reciprocal ors
ganization, having the “Mdhl endorsement of
the: T11inois mnufactmrl Association, and
‘fﬁmtionﬁ under the caption, "American Manue
fagturers Foreign Credit Insurance Exchange.,”
The company operates theu an attorney-in-fact
the "American Foreign Credit Underwriters, Ine",
and starting with about 100 members has over
1000 at the present time.
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The agreement with the attorneyein-fact
provides that the attormey , for a compensation
of 30% of earmed premiums, pay all costs and
oipomel of operating the exchange (except taxes)
insurance and attorney fees, court costs, tele-
greams, ‘eable tolls, the per diem allowance and
@xpenses of the Trustees, and all other necessary
costs and expenses of handling, investigating,
adjusting, and paying claims and losses,

The 1iability of the Exchenge is then limite
ed to _50% for operating expenses, the other 70%
of the earmed premiums applying as & reserve /
against losses incurred on the policies issued,
Reeinsurance contracts are entered into by the
Exchange pro#iding that other companies tale
over & portion of all of the excess loss, The
customary contract progides that the company
with which re-insurance is taken sssume all ex-
cess losses over a fixed mémimum not over $1000
to §2000, up to & fixed maximum normelly not
over §400,000, Some contreacts provide for the

lriginal insurer's participating in excess losses,

{ 4% )



Membership in the Zxchange 1s by applice
ation, A firm, in order to be eligible for
mubership, must be incorporated and operating
in the United States, have an insurable interest
in the goods sold, and have & net worth of at
least §20,000, These provisiéons are mede so as

to protect all the members inasmuch as this is
& mutual Exchangs,

The cost of membership is §250 per year,
which entitles the subscriber to all departne nts
of the service as follows: |

(1) The ability bo get & rating on any
buyer in any part of the world,

(2) The privdlege of insuring credit ex-
tensions to foreign buyers in any part
of the world, guaranteeing the full
invoive velue of the merghandise :
against the insolvency of the buver,
The obligation of the Exchange to
renew insurence certificates further
emphasizes the value of the insurence
protection,

(3) The automatic and {mmediate advice of
any shdnge in the ceredit rating of any
end all of their customers in any
part of the world, regardless of whether
insurance has been requested or issued
on eredit shipments to such buyer.

(4) 4 copy of either market guide., In case

both guides are desired, $100 additional
is charged,

(18)



The services of the compauny mey then be
divided into two mein classes, credit rating
or informationm, end insurance, Since the Exe
change is the only compeny in the United States
undertaking to irsure foreign credits, this
thesis will deal with the services offered by

the Exchange.,
The :oundera of the Exchange realiged

that tb credit risk in any oredit transacte
ion is directly dependent upon the integrity and
financial stending of the foreign firm, They
knew that for years members of certain induste
ries had found it to their mutual advantage to
exchange their ledger experience on forsign
customers, These firms operated thru a central
organization to whom they geve informtion, and
from whom they demanded ecertain things in return,
The founders of our present foreign credit ine
surange system realized the valuve of this method
of obtaining eredit information, They also saw,

after a study of domestic credit insureance come

panies, that thepe must be credit information

(19 )



upon whieh to base their judgment for the
fixing of insurence premiums, The Exchange

therefore combined the pooling of credit in-
formation and the um'qrwrtting of ecredits withe ‘
in one mutual company.,

Insurance, as written by tin Exchange, 1s
oh the basis of a unit coverage, Under this pro-
tection the member 1s allowed to select those

shipments which he wishes to caorer by :lmuram, ‘
instead of having to cover all shipments, This

method of operation calls for the issuing of

& laster Policy, under which a certificate of
insurence is 1ssued for each shipment covered,

An exporter hbld:lng a master policy makes ape
plication for insurance upon a form known as &
Nomination for Ihdurrence, end insurance is
furnished in acocordance with this application
dpon an individual negotiable insurance certif-
foate, The procedure and regulations covering
the nomination for insurance and the issuing of :
the insurance certificates will be teken up hﬂr.(”

(1) Sppies of forms mey be found in the appendix.,
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There is no limit placed upon the face
value of the master policy issued by the Ex-
change, There isy however, a single account
1imit placed upon each indidfdual forefgn firm,
whéch varies with the eredit standing of the

1
£irm, This limit 1s of two kinds: first, e
limit on the total amount of coverage available
to all members of the Exchange selling to that
buyer; second, a limit on the total amount
of insurance aveilable to any one member of the
Exchange at any one time, These limits are de-
termined by an analysis of the data relative
to the firm. The main factors governing the
assignment of the maximum lines of credit ape:

(a) The financial responsibility represented,

(b) The nature, extent, and respective pro-

portions of known resources and obligations,

(69 The moral risk,

(d) The lines of merchandise handled, end

facilities for turnover,

(e) The tendency to restrict purcheses to

a few suppliers,
(f) The number of known scurces of lupply.
An individual member's shipments to a for-

eign firm are counted as debits against that fim-’

(21 )



eand remittences received, as credits to that
£irms meximum line, A member mey obtain insure
ance only up to the amount of the maximum ine
dividual 1limit, and the total insurance issued
to all members must be within the insurable 1ie-
mit. The limits are placed by the Exchange, as

it has a more adequsate means, then any individual
member, of understanding the strength of the
buyer,

One of the mest important duties of a esmber
of the Exchange is to contribute to the Exchange
2ll gereral information and ledger experience
contained in his own records relating to the fore
éign buyer, All details in this connection are
taken cere of by the Exchenge, which maintains
2 permanent stgﬂ' of file checkers, The extracts
from the records of the members are placed upon

a file conclusion folder under the nember's code

number, These records are kept exclusively for
the use of the Exchange in deciding upon fasur-
ance risks, Membership &#f the Exchange comprises

(22 )



representative exporters of nearly all lines of
business, and thus the files contain information
relative to a vast number of importers of pro-
ducts of the United States,

After the member's files sre checked, he
is required to keep the Exchange notified of any
new information scquired. A specisl form is pro-
vided by the Exchange for the use of the member
in notifying them,

Another duty of the insured is to maintain
with the Exchange a premium deposit ( minimum $50)
ageinst which she amount of :the actual premiums
is debited. This account iz beslanced monthly.
The epplication provides that the Exchaenge shall

maintein with each member & separate account,
so that there is no scocumulation of joint funds,
Another duty of the insured is to stend
assessable, in case of need, for an assessment
up to 100% of the amognt of earned premiums
paid for inswrance over the period foi' which the
policy is 1ssued, usually one year, This pro=-
tects the Exchange in cese an undorseen number

of losses occur, and is in accordence with the
matual plan of the Exchange,

(25)



The rirtt right of the insured is to one
copy of the market guide published by the Ex-

change , This guide is published in the interest,
and for the exclusive uge of, members of the
Exchange, It contains the names, eddresses,
1ine of merchandise handled, and credit retings
of buyers listed with the Exchange, This infor-
mation is indexed alphebetically and geographe
icelly, the guides thus presenting to the member
& pre-analyzed market for his products in the
countries covered, The guides are not = 1é, but
are loaned to the member, and are revised nnd
republished at intervals as part of the Exchange
service. lLatin Americs and Orient Australia are
the two world zones now covered, The individuel
eredit files of the members forms the basis for
the rating, but this information is supplemented
by the staff of eredit investigators ma inte ined
by the Exchange, This staff ecells upon internate
fonal banks, non-rember trade end export houess,
etc, The Exchange also mainteine & number of fore

eign correspondents who gather information upon

( 24 )

‘



the ground, and keep the Exchange notified as
to any changes within their own particular ter=
ritory.

vThe last number of the Latin Americen Ghide
carried credit informetion upon over .forty thou~
sand importers of these countries, The Orient-
Australia volume had listings upon about fifteen

thousand firms., Eeech foreign firm listed in the
volumes has assigned a basiec reting -- at present

elther A, B, or C -« representing respectively
first, second, or third grade rating classificce

tion, and indiesting high, good, or fair typemof
risk, Buyers who camnot be thus reted are given
either an X or XX rating.

The X classification is used where the files
of the Exchange contain insufficient informmtion
upon which to rate the firm, It is also used where

the information available is of such a conflicte
ing nature that it is deemed unwise to assign a
definite rating at the time, The X classification

does not mean that the buver is an un-insurable
risk; it merely indicstes that inquiry should be

(28)



made of the Exchenge as to the latest informae
tion relative to the firm in question,

The XX classification is given where the
Exchange feels that t;hé standing of the firm
is such that it would be unwise to insure its
account. feasons for the rating wili' be given
to individual renbers upon spplication to the
Exchange ,

411 eredit ratings and classifications are
subject to chenge, This 1s only netursl, as ed-
ditionsl information is added to that already on
hand a8 it is received by the Exchenge from
various Sources, The Exchange undertekes to report
automatically to the members interested any change
in the ratings of those firme with vhom they do
business, A specimen confidential notice is given
in the appendix, :

Another privelege of the member is to insure
accounts of foreign customers which have mtings

with the 'Exehnngo. This insureance must be in sec-
cordance with the maximum insurance limits as

already defined, The premium rete upon this in-

surance is dependent upon: the credit stetus of

(26 )



the firm, the economic conditions within the
country, the terms of sale, the period of time
of nccount, special items, such as the market
abllity of the commodity shipped.

The credit status of the buyer is approxe
imately indicated by the rating symbol as given
in the ‘gulde, The econcmic conditions of the
country in which the buyer is leaatad‘, in cone
Junetion with the credit status of the buyer

determines into which of the "classes of accownts”
( five in all ), asshown by the table of premfum

retes, the buyvers reting fells,

The terms of sale ( draft or open account)
also make a difference as to the premium rate,
As en insurence risk, a transaction which is
¢losed by acceptence of a sight ob time draft
is naturelly more desireble than ome en which
open aeeount tom are upplioa. m pmctico,
if a firms basic rate is high or 1%, the minimum
actual premium rate governing the insurance of
a sight or time draft of two months umnéa,
would be 1% 6f the value of the shipment, while

on an open ieceunt transaction with the same® buyer

( 27 )



and for the same period of coverage the mine
imum ectual premium rate weuld be 1-1/4%,

The period of time for which coverage is
gronted 1s also a vital factor in the determ
mining of the actual premium rate, Each {nsurs
ance certifisate insures against insolvency far
2 specified period, This peridéd is slways stated
in maltiples of even calendar months, the mine
imum period being i:wo‘ months, An estimate is
made by the member of the approximate time for
which coversge will be required the time being
reckoned from the date of shipment to the time
when the remittsnce should be received, iu case
1t is desired to have protection while goods
are in proo@as of mnuﬁ_otm & certificate may
be 1ssued taking effect any date prior to the
actuel shipping date of the sommodity. The
table of rates indicates the varfous rate ine
creases for the pericds of cove:ﬁgo between tle
two months minimum and the six months maximum

for which ceﬂ;iticatel are issued,
Special underwriting fagtors sugh as

commodity shipped and other items relative to

(28 )



the individuel account are, in certain cases,
telen into sccount by the Exchenge when detere
mining the premium rete, ‘he excess charge is
not fized by rule, but is decided by the judg-
ment of the Exchange officlals,

The Exchange is prepared to serve its members

either on an in=yranee of all or partisl accounts,
8lightly preferred rates are given to nembers who

moke it a poliey to insure all shipments,

Por insurance on a shipment amounting to
$1000 to = buyer rated "high" other circumstances
being such as to bring the buyer into a Claws
I aecount ( full acedunt insurance ) the premium
gharge s

on sight or time Usanee  Rate  Premium
draft terms up to 2 months 1% $10.00

5 1-1/8 11.25
2 ® 1-1/4 12.80
5 " 1-1/2 15,00
6 " 1-7/8 18,75

On open sccount

terms up t0 e..s g ifl/6 12,80
. " 1-3/8 13,75
4 " 1el/B  18.00
5 ° 1-3/4 213,50
g ¥ 2-1/8 21.25

(20 )



If & member under-estimmtes the period

of coverage negessary, or for any other reason

the time sllowed dn the originel insurence cer-
~ tificate should prove Insufficient to bring the
tm:mi@tion to 1te comlmioh, the master policy |

| provides that the Exahangc is ebngatad to amnt:
to the mmber automtiaauy such mmml S.nm‘am'
‘BS may prove to be necessary.,

For renswal premiums & charge of one azght
of one percent is charged for the fivst calendar

mca'nth.‘ one fourth 6£‘ ‘dne_ fﬁmenb for the second
and third months, &nd one half of one percent
for the fourth to eigth celendar monthe inclusive,
After the eight mﬁth’ the account must‘b‘é placed
in the hands of the Exchange for collection and
renewal premiue cease, |

‘ Payments veceived by mmbam on 1n‘em‘d “.. :
counts when reported in time to the Kxichma are
dedustsd rrom the amunt originally insured, and
rﬁmu‘l" premium 1is then charged on tho actual
balance autut_anding at the time of mmﬁl- It t’tn_

menber falls to report in time, the remewal premfum

( 50 )



is charged on the amount of the originsl ine
suranoe .,

Ageording to a ruling of the beard of
trustees, no original insurence gertificate
5hall be written for a premium of less than
£1,50, The minimum charge on 2 renewsl ine
surence certifieste 1s 19 cents, on ome eigth of
the £1.50 nminimm originel premium,

By way of 1llfistration of the 2pplication
of the premfium rate 16t us assume the case of
2 member 1nsur1ng a $2000 shiprent to & Mexican
customer whose primary rate is 1%, terms of
sele being 60 days sight draft.,

In the origimml nomination of ahipment
three calendar months peried of inswanes =
requested, d ating from time of shipmont Jan-
‘uary lst, This protects the sgcount until April
1st, by which date he should normally recdive
his fundsy or at least an advice of payment for
the draft from his bank. The premium charge on
the original certificate would be 1-1/8% of

$2000 or $22,50, However, on April 1st the member

(31)



is still without receipt of payment, or, due
to unforeeen delay, has lenmd that the draft
was not a’eéopted until February 15th, so that
1t will not actually fall due until about April
15th, The Exchange &fter awalting 6 days for
receipt of notice from the member, will advise
him that his insurence mr{:‘irieata is automat-
leallt renewed until May lst, The premium cone
sideration for this fivst remewal would be 1/Bth
of 1% of $2000 or $2.50 making 8 total premium
(original and remewal) of $25.00.

Continuing the {llustration, if on May 1st,
~ the member advises the Exchange that 1t had peen
‘mouum to grent a months extension to the custe
omer and the draft consequently will nmot fall due
until about Mey 1S5th, the Exchange will them
advise the member that his insurence certificate
has again been automatically renewed untii .‘nw
lst. mz this second rixnnl for one month the
prémium charge will be 1/4 of 1% of $2000, or
#8.00 mking a total premium (original and remewal)
of §30,000 |
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Still using the same illustration, if on
or before May lst, the member reported to the
Exchange thet the customer had paid $1000 of the
$2000 draft on maturity date #n& had been granted
a month extension for the remaining balance of
$1000 due Mey 18th, the Exchange would thenm ad-
vise the menmber that autc-atic remewal had been
‘grented for the outstanding balance until Jume
lst, On this renewal the premium churge» wonld be
1/4 of 1% of $1000 or $2.50.,

A third privelege of the member is to ber=
minate the poliey by 60 davs notice in writing j
at the end of any poliey period.

A fourth privelege is thet of casting one
vote in electing each member of the board of ‘
tmstoes, This 1= in agcordsnce with the mutuel
- organization of the eompany,

So much for the duties and priveleges of
the menber, Let ur now ‘takw up the duties end
priveleges of the Exchange, one of the most

importent duties being to insure all accounts
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émaented to 1t by members, provided that twe
nomiretionis "in order" and the sccount imminb‘
Tet us see what constitutes an appiicetion t’ér
insurance ”;in order”,

As steted earlier, the member wishing
ingupance mskes an application for it upon &
nomination for insurance form. A copy of this
form will be found in the Apmpndix, Upon oxame »
immtion of the form it eill be seen that it
~ may be smed either for a nomination far actuel
insurence, or merely for a rate inquiry., if a
menber is already acquainted with the appmxim&u

credit rating of a forelgn buyer as set forth in
| the merket gulde, he mey submitv the nominatien '
for insurance without firat inquiring ss to the
eredit rating of the sustomsy; otherwise her‘m
make & rate inquiry and if this 1s satisfectory
insure the ﬁcaem later,

Upon this nomination of shipment farm thek
member places any subsequent information resarding ey
the foreign firm, to that which the Exchange weoiwd
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from the mombers books upon his admittance to
membership in the Exchange, In case 1t 18 ime
possible for the Exchange to answer immediately
the nom:lmtiéu, a special fomm 1s sent to the
member steting this and promising notisce of
credit status as soonm as obtalned. Simce rating
as given 1in the foreign guides is indicative of
the credlt status only st the time guides are
published the member will find it to his advan-
tage to verify it at the time that aétual use is
to made of the rating, Frovisions are made which
enable members to make their rate inquiry by wire
if this seems advisadble,

In response to 2 nomination for rate inquiry,

the member is advised that either:

(8) The buyer is insurable for the amount asled
cxr & epecified porticn therveof, at a spec-
kfied basic rate, or :

(b) The buyer is rated un-insurable for reasomms
stated, or ' -

(c) The buyer is reted es insurable, but the
insuraiple line is temporarily clesed, or

(d) That information is so incomplete or
conflicting that the Exchange is unable

_to give a rating at the time.
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The Exchange will undertake to secure casble
reports from foreign correspondents in cases where
the member desires this information, The charges 1s
Such case are at actual cost,

All basic rate and insurable line gquotations

mede by the Exchange are for immediate acceptance
and subject to change if not so accepted.

In addition to sending informetion on rating
- ehanges, the Exchange each month notifies all in-

terested members as to the amount of the insurable
_line open on their customers,

When & nomination for insurance is made, the
mumber does not have to supply the Exchange with
& copy of the invoice of goods, but only agrees to
furnish such a copy in case it is called for.

Each credit insurance certificate is negot«
fable and 1ssued in duplicate, ‘hese two copies
plus a file copy are mailed to tho member as men.
as issued, ;

Provisions are made for the automatie remewal

'of the poliev as already ttateé; This gives the

Exehange a fairly definite cheeck upon the account
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against which insurence has been isswd, for
irall probabllity if a menmber has received
payments he would have notiffed the Exchange
to keep from having to pay the renewal premium.

The member reports the receipt of payments
upon & special form prepared for this purpese,
the Pay experience form. The automatiec romswal
~ clause remains in foree until canselled by one
of the following:

?) Final payment of account has been reported,

b) Member has notified Excha in writing
that renewal is no longer desived,

(¢) A claim in comnection with the account has
been admitted against the Exchange,

(d) Eight renewals have taken place, after

¢h the agcount has been taken over

by the legel department for collection,

A umﬁd duty of the Exeham is to pay :
any losses from insolvensy on insured accounts,
provided that they ave presented with satisfactory
proof of loss, “he polley states clearly wmt will
be considered as constituting insolvensy under
~ the contract, There are ten provisions as given
 under the insolvenscy clause of the poliey quoted
below, A brief comment of the writer is givenm
below each provision,
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"A foreign debtor shall be considered in-

solvent under the terms of this policy

when it shall be established that:

() The aggregate of the prope of suech

debtor at & fair valmt:lonr:‘u not
be sufficient in smount to pay his :
debts and such debtor shall have failed
to pay his debts as they matured withe
out legal excuse thorefore, gt

~ Note:= This covers a case shere there
is an insufficiency of assets
at & falr valuation to meet the
liabilities, and failure on the
part of the debtor to meet the
maturing obligations,

(b) A voluntary petition in ba ote
insolvency shell have been filed
the debtor aecox‘ding to the laws of
the country in which the debtor resides
or has his business establishsemt or
the debtor shall have been adjudieated
2 bankrupt or insolvent.

Note:= This covers both voluntary and
inveluntary bankruptey.

(¢) The ddbtor shall have made an assigne
ment of his assets for the bensfit of

Note:= This includes all forms of ass
ments and liquidations, informal
as well as formal, for the benefit
of his creditors.

(d) The debtors stock in trade shall have
been sold under a writ of execution,

Note:« This relates to a judicial sale
of assets,
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(e) A writ of execution or attachment in

(£)

(g)

(h)

the Jurisdiction where the principal
place of business of the debtor is losated
shall have been returred unsatisfied,

Note:« This covers a case where the
debtor has insufficient sssets,
and provides that a writ of exe
ecution returned unsatisfied shall
ecﬂutuw insolvency under the
policy.

The debtor shall have compromised with
the majority in number and mmount of
his c¢rediters for less than the amownt
of his indebtedness to them.

“ote:~ This 1s simikar to the provisions
of our bankruptey law with regar
to compositions, except that it
does not require any judicial
action, or confirmation, Henge,
the debtors making a comoromise
out of court with the MEMW
in number and amount of hi: ;
creditors constitutes insolveney,

A roceivzr f‘gr g:; dob;.oi' uha%i. have been
appointed and confirmed in a bankruptey
or insolveney prodeeding.

gotoh- This needs no explamation,

A certificete shall have been made by
the attornevs for the Amerisan Manufacte
urers Foreign dit Mmﬂtana Ine,
to the effeect that the amount is "not
colleetible at law", which certificate
nz be based upon evidence submitted
either by the member or by the under-
writers, :

Note:« This provision is eimed to cover
difficult or doubtful cases, It
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(h) eont,
net.!'- cont .
sometimes happens that the

foreign debtor, although ine
solvent, is able to carrv on
his business without paying his
debts, and because of judicial
delavs has 1§ttla to fear from
litigation, “his izion ene
ables the member to get a settle-
ment upon the statement of the
legal department without the
trouble and expense of useless
litigation.

(1) The debtor shall hav ¢ trensferred or
80ld in bulk his stock in trade withe
out having mede due end proper provise

o8 for the full séttelssmt of his ine
iobtodmu.

Note:~ This covers a transfer of stock
in trade made in disregard of the
creditors, and is similar to the
"Bulk Sales law" which has been
énacted in many states, :

(3) The debtor shall have absconded,
Boterw Ihis covers the debtor who MI‘% :
aiiats to mess n1s RILGANIOREE
The member usually has little trouble in
presenting proof of the actual bmnkruptey or ine
solvency of the debtor. In the case of bankruptey,
insolvency, or assignment to creditors, a letter ’
from the referee or receliver or commttee of crede

itors is suffiecient.
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In all cases where the evidense of loss is
act easily obtainable, t:hai ninhw has the faeile
ities of the legal department of the Exchange. The
member may, by registering the claim with the le-
gel department, either foree collection or secure
evidence that the account 1s uncollectibdle at law,
VWhen the member is satisfied that & loss has ocour=

ed he should commmicate with the Exchange and

secure from it a Proof of Loss form. *his 18 then

filled cut end returmed to the Exchange for its
ution.s,l)

The Exchange does not itself operate a legal
department but undertakes to offer legel facilities

to its members under a contract with the international
law firm of Mervin and Pleasant., This contragt was
entered into beceuse it was realized by the Mxchange
that the cost would be excessive to build up a firm -
of international lawyers, and it was also realized
that such a firm as a part of the Exchange would

be unable to do any business for firms not members

of the Exehange,
(1) see appendix for form/118.
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Marvin and Pleasant have their head office
in New York, their staff oonsil‘tving of 26 lewyers
in the home office, Branch houses are established
in London, Pafis, Havana, Milen, Mexico City, amd
Chicago. In addition they have 14 assoclate offices
gnd over 3100 foreign correspondents, This firm in
addition to private practice, and its contract with
the Exchange is foreign council for the United
States bepurtmant of Commerce,

The service offered by ¥arvin end Pleasant
may be summarized as follows: :

(a) Supplying the Exc with informetion
regarding buyers in dangerous condition
throuwghout the world, and making invest-
igations regarding the legal standing of
insured buyers abroad,

(b) Diverting shipments which are in course
of transit to a buyer who has becorm® ine-
solvent, or whom bad credit information
has been received against after the account
has been insured,

(¢) Reselling merchandise abroad in order that
the Exchange mey avoid loss through ine
solvency of probable insolvency a fare-
eign buyer,

(@) passing on loss elaims submitted by members,
(e ) Securing proof on behalf of members, that

an insolvent or uncollectible condition
exista,
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(f) Colledting selvage on behalf of the Exe
change in those cases where loss claims
have been admitted and paid, ~

1, Serving on creditors committees
and dealing with offers of comw
promises, -

2. Prosecuting debtors who have effecs
ted freudulent compromises, or have
gone into fraudulent bankruptey.

3e Desling with the receivers of or
trustees of bankrupt estates,

4, Putting embargees or asttachments
on property of debtors where the

i td al amount was originally une
‘ collectible at law,

(g) Handling of insured claime on behalf of

~ members, in an endeavor to collect against
the foreign debtors, either by pressure
of by litigation.

(h) The collection of uninsured sccounts for
members or for any other clients,

(1) The hendling for clients, whether reme
bers of the Exchange or not, of all fore-
eign legal matters such as, foreign
incorporetions, patents qn& trade makks,

A third duty of the Exchange 1s to refund to
menbers pro rata sny surplus in the wey of dividends
at the end of the various fiseal perieds,

The Exchange elso has the option of termine
ating the master poliecy with 60 deys written notice
at the end of any fiscal pericd.

(43)






CHAPTER IV,

EVALUATION OF CREDIT INSURANCE SERVICE

OUTLINE: =

Protection against eredit risk
Insclvency
Direct insurance
‘Moral or ecommercial hazard
Moral force« examples
Breach of contract
Morel force

Collection fecilities

Credit information
Sources of credit information
Exporters ledger
Exporters saléesmen

Importers references
Banks

Commerelal agencies

Exchenges of informtion
Insuranee Exchange,

Market guides as a merchandising aid
Mailing list

Advertising
Sample orders
Traveling salespmen

Objections to the insurance as offered
Pocling of ledpger experience

Tack of stock compenies in the field
Expense of insurance premiums

Insplveney only insured against



CHAPTER IV,

_EVALUATION OF CREDIT INSURANCE SERVICE

Altho the foregoing chapter contained an an-
alysis of the service offered American exporters
by foreign credit insurance no attempt was made
to give a deteiled evaluation of this service, It
will be the purpose of the present chapter to do
this, A study of credit insurance reveals thﬁt
thie serviee is of value tc the exporter in three
waya: it provides him protection sgainst the cre=
dit risk; it supplies him with credit information;
end it furnishes merket guides which serve as a
distinct merchandising aid,

In the preceding chepter it was pointed out
thet credit incurence provides & 1007 coverage
against insclveney, and since the particulars ﬁa—
lating to that coversge have beenm fully presented,

it will not be negessary to discuss further the

insolvency division of the eredit risk, Oredit
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insurance however, does nore than this Ter it also
offers a protection against the moral hegerd, Ine
formation comes from so many soureces that it is
prectice 11y imnossible for a foreign firm to de=-
oceive the Exchange.

For example, & certain Mexisan importer sube
mitted statements from local agencies, and & bank
report, to the effect that he hed & capital of
$65,000 and the best of credlt stending, Invests
igation revealed, however, that he had five cred-
itors %o whom he owed asmounte ranging from 31600
to $5000, a fact that probably would not have
been found out in time except for the pooling of
the eredit Infermetion of & numbsy of nmf”

Instances have tended to show that there is
smil doubt that o foreign firm, when informed of
the character and nature of the Exchange, will
attempt to keep his eredits good with members of
the Exchange, realizing that if he does not, he
will eventually be denied credit by a large nume
ber of firms in the American market. A few specif«
1¢ instances of this will serve to strengthen ow
conclusions upon this point, v

'(1') Examples of moral force from Safer Exporting
Augn_lt 1922« Fobmn? 415928)'



1, A St. Louis member of the Exehange, in
advising the Exchange that e eertsin customer in
Mexico Gity had paid her bill in full, sdded the
following comment: "We believe that she would have
further deleyed payment but for the fact that we
mentioned whenw riting to her that wo had become
Wabeva of $h8 Amrioan Mexudndbirers Foreign
Credit Insummé Ezchange, and we &id not want to
report heb a8 being slow pay to the membership at
lapge through vou." ,

2. AL New England concern hed rather an intere
esting experience recently in speeding up 2 slow
acoount, ! shee desler in Central Americs bought
e bill of goods totaling some al,ﬂoo.?frecmny
beceuse of a heavy decline in prices, the buyer
left the goods at the Custom House refusing to me-
¢ept the shipment on the plea that the mﬁhnﬂiu
was not up to sampls. The following quotation from
the members letter shoiu the culmination of the
action,

o wrote them that thelr plea was unfounded,

and wé should insist upon payment of the draft, and
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that unless it reveived inmediate attention, as
mmbers of the Amerdean Manufacturers Foreign Cre
edit Insumance Exchange it would be our duty e
report to them the unsstisfactory ctmditiozis y ani
that their reting, which was first-class at the
present, would sutomatically become questionable,
‘hey made no reply to the letter, but irmedlstely,
or within & few davs after reeeipt of it, them
paid the full amount of the d reft, and we realy
beligve thet it was the srgument used that brought
about the prompt vettlerent "

Se A representative of oneé of the merbers In
Havena, was encountering difficulties in effecting
sollection of an a ccount there, and called upon
My, Wiupured the Havana agent of liapvin end pleasant
oxi his recent trip to Cuba, r Wupurd called with
him on the buyer, and expilained to him the way in
‘which the Exchange funotiomd, and the importance
to hime of mainteaining his credit with the Exchangs,
The buyer mﬂ astonished teo leoarn that any orgtn-

isﬁtion of Ameriean oxparters was watching his

business eo cerefully, He made an appointment with
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his bankers, to discuss the situation and then
aprenged to effect the liquidation of his se~
count in a series of payments, In settling his
~ ageount, the debtor asked the member 's repe
resentative to use his influence with the Ex=
change, in order that his present good rating
might not be changed,

4, The Quaker City Rubber Compeny, after
presenting their papers sixteen times, ahd
been unable to obtain payment from a firm,

Upcon the advice of the Exchenge the company wrote
the buyer advising him of the functions of the
Exchange , Word was promptly received from the
buyer that he would accept the draft for payment
plus storage charges, 'he buyer slso frankly
admitted the unpbusiness like methods followed
and apologixed for the same,

The Exchange endeavors :in every way possible
to promote the moral force of the Exchange, For
example, it encourages members to print on their
letter heads a statement of their conmection with

(48 )



the Exchange., In order to facilitate this esach
mmber is offered the use cf the Exchange's

electrotype which is sebt us as follows:

Member of
American Manufecturers
Foreign Credit
Insurance Exchange

A member of the Exchange, commenting on this
feature remarked: "With the pioneering work that
is mow being done by the Exchange in all parts of
the world, looking towards the edusation of the
foreign buyer on the subject of the activities of
our Exchange, the member will undoubtedly find it
to his advantage to imprint his letter heads, with
evidence of his membership in the Exchange, and
take steps which will meke the foreign buyer real-
ize that he is dealing with a member, Such realization
on the part of the buyer is a very effective deter-
ment against non-performence of contract, because
he is beginning to realize that his credit can be
severely injured 1f an unfavorable experience of
a member is listed in the files, and if the legal
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department is compelled to take steps ageinst
him,"

The Exchange then offers protection against
the moral hazard division of the eredit risk, aml
with the increase in the nunber of members and
scacpe of the Exchange there seems little doubt
but that this foree will continue to increase,
and §wntmlly play an even more importent part
than at the present time,

The Exchange also offers protection against
the third division of the eredit risk, The breach
of contract, The moral forsce of the Exchange acts
es & deterent to breach of contract, FProbably the
most important servige acting to minimize the loss
from a breach of contract is the collection and
legal facilities offered by the Exchange, These
facilities are of course available to exporters
outside of the Exchange, but at & cost about 25%
 higher than to members,

In case of breach of contrect or trade dispute
involving legal serviges the member of the Exchange
1s entitled to the serviges of the law firm of

Marvin and Pleasant st & nominal rate, Thus instead
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of having to arite diroatly to thﬂ fez;oi_gu firu ,
of lawyers he has at his disposal the services of
2 relieble and responsible lew firm in the ccuntry
which will undertele to make collecticms from the
inpefrtez? for him, Acting thru this firm the exporter
r«miwn all of his correspondence mmlatod Mo '
English without charge } and since the firm of lh'ﬂn
and pleasant is composed of highly pai& and trained :
men, and has the highest type of correspondents bbroad,
1% ean handle the matter with dlgnity, thus causing
less offense to the foreign firm, who mighﬁ be
slow pay and yet offer petentialities t;cr future
development to the Ameriean firm,

There 1s cne other way in whidh the credit
insurance serviees offered protest agsinst the
eredit risk., It tends to prevent the foreign
firm from overbuying. Meny exporters have sgreed
thet the hablt of overbuying is one of the worst
evils exintins in the export trade, and represents
‘8 hagard that must 1 overcome if the operation 0f '
the export department is ta be suscesful. Bnqmn‘m,
ably many foreign buyers visiting our marksts have
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a complete check on their nqumumh and buy
sccordingly. The principle tourble is with the
firm which is interested in placing orders amy-
where just so that it my obtain eredit,

~ Only last year a buyer frem a foreign rm
succeeded in resceiving $32,000 eredit from firms
in New York, where statements from the local bane
kers indicated that he should reveive $10,000
or less, Exporters in New York had no way of mv»
ing that he had received credit against this states
ment from & number of firms and in view of the
statement extended from $5000 to ;&éooo eredit
against it.

The Exchange 1s sugh eases has a change tb
pick up the fact that the foreign firm is overe
buying, thur the nominations for insurance as %ipy
are sent to the Exchange. :hil service will become
ewen more important with the growth in the member
thip of the Exchange , :

So much for the value of the services offered
#s protection against the eredit risk, 4 second

value of the service to the exporter is that 1t
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furnishes him with eredit information, It is true
that there are various other sources from whish

an eéxporter can obtain credit informetion. But

all these other sources have a certain amount of
weakness, A brief discussion of these other Sourees
will not be irrevalent here, because it will ine
dicete the comparative strength of the information
supplied by the Exchange,

One source of information 1s the exporters
own ledger, The value of this information varies
with the length of time and the number of trans.
actions consummated, Its wealmess 11es in the faet
that 1t 1a easy for the exporter to draw from his
ledger experience a false ploture, for the impore
tor may be deliberately manlpulating his credit
standing so 88 to mislead particular exporters:
‘he may have a good record with some firms and &
bed record with others,

A second source from which sn exporter W
receive oredit information if filom his salesmen)

and brench houses, But 18 1s only matural that
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information furnished by the salesmen should be
optomistic, The same 1s largely true of the branch
houses, altho probedbly not to so large an extent,
because there is likely to be competition I?Otnu

branch heuau for the minimizing of losses,
A third available source of information is in

the referencges sent by the customer, The prineipal
objection to this information iz that good refer-
ences are so easy to bbtain, The foreign firm will
n;:tmlly give as references only those firme with
which he has & good credit standing,

4 fourth source of informetion fs in the re«
ports of banks, Bank information mmst be discounted
to zome extent, for some of the most costly failures
have been those upon which the banks have given
excellent credit information, An example of one
trade practice used aﬁon American exporters by me
foreign firm will serve to point out the weakness
of relying entirely upon bank information,

A firm of importers in Yexiso City began
buying in the American market by placing 2 few
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small sample crders, These orders were followed
by & re-order of & small amount, The banks mean-

while had been giving the credit status of this
firm as good, with a good capital rating, Remit-
tange vas promp?tly' made for the sample orders ami
the other re-orders, and with this ds a basis a
large extension of eredit was asked for, In those
u@u where 1t was granted the goods were th!pphcl
and refused by the Wexlean firm on the pounnds of
inferiority of product or poor packing, A com=
promise was entered into by the firm in which 1%
bought the goods from the American firm at a
reduction, the e xporter standing the loss,

It 18 not our purpose here to belittle the
réliability of bank information but merely to
show 1ts inadequecy and to i1llustrate the ime
portance of the mberohnnge of ledger experience
as conducted by the Exchange, which would quibm
have revealed this bad practice.

A £ifth and probably the best am of Ine

formation is the-cormereial agencies, The two welle
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known domestic commercial agonaug » Dun and Brad-
sipest, maintain foreign serviees, The Dun sgeney
requires an applicant for information to be & sube
seriber to their regular foreign service, The fees
charged vary from $3 to $10 per repert, and tm
$50 for a twenty report subseription to an average
of $1.25 per report for & gubscripkion service of
500 reports or more, The Bredstreet reports are
practically the same except that Bradstreet will
supply individual reports to non-subscribers pro-
vided that they are reputable merchants, As a rule
the informat ion obtained from these agencies is
conpiled over a suffiefent perlod to tie to be
relisble, The chief objection to this information
is that usuelly 1t 12 not as up to the as that
of the Exchange,

A sixth souree of credit information 18 that
supplied to members of the Foreign Credit Imterchange
Bureau of the National Association of Credit Menm,
This is & mutual interchenge of eredit information
similar to that of the Exchange which we have been
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discussing, The chief weakmmss of this informate
ion is that it 1s not kept as well up to date as
that of the Insurence exchange, since no provision
18 mwade for a report from members as to pay x=
perience of rinu whose deals are consumated,

Ve see then that each of these sources of
information has ik it some weskness, The credit
information of the Insurence Exchange on the other
hand, because it 1s secured from & vast number of
gources, over & long period of time, and is ;
constently kept up to date, has _fomr weaknesses,
It is apecifié, adequate, and reliable and its
cost is nomimml as compared with thet of the
me reantile agencies,

We have now to consider the third valwe of
tho.Emhaw service, that of the 'mr}mt‘ guides
as a merchandising ald, An exporter given a poe-
tential market for his products always wants to
know what foreign houses are handling his product,
which of these houses is buying in the American
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market, and what the financial and moral respons
81bility of these houses is. The reting guide glves
the exporter this informetion, without his havirg

to read thru iengthy reperts, snd the information

18 up to date, It is true that werious other lists
of buyers in foreign merkets are avellable to the
exporter, but these do nct differentiate between
the good and the bad, and also are oft-times mot

up to date, The guldes of the Exchange, howwi';
becausze they point out the credit standing of
foreign firms serve as o selected mailing list,

and tend to reduce costs in the promotion of fore
eigm trade thru the mails, Thus the merket guides

by eliminating un-profitable and expensive clerical
wark, save the cost of semding expensive advertising
to firms who will not make good customers.

Tt has been customary for certain foreign
firme to prey upon exporters by asking for samples
from them, ‘fm guides furnish information which
aids the exporter in meking a judicious response

to reguests for samples, This 48 a valusble mer-

chandising aid for shipments of samples are ofttimes
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very cestly to the exporter, especislly if many
are sent,

The guldea agein act a5 a merchandising aid
in the metter of plemning salesmen's iteneraries,
‘he cost of sending out salesmen into the foreign
field 1s very high, and any saving in the»tm or
effort expended by the salesmen is to be regardsd

a6 @ distinet saving, i‘he galesmen when approaching
firms pre«gelected from the market guide, may
heve in mind suitable credit terms as determined

advisable from a study of the guide, and thus
compete from the first approach upen & credit as
well % quality and price basis,

| One member of the Exchange, Brockton and Rand
Co. claims that in soliciting business in ‘atin
America it used the names of shoe mepchants rated
1% and 1=1/8% and that they secured seven very

satisfs ctof'g sample orders as a reswlt, and thus
opensd up & profitable South American business,

Up to this point this chapter has been peinte
ing ottt the sdventages of credit insurance serviee
to the exporter, as against the advantages of this
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service however, there are oertain ebjoet:olkl. 1

which it will be well to emr. Om eb:cet!on
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raised by the exporter is tbﬁt of having te tiu'h \‘;,,_
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over to en Exchange, where ctkuu heve equal m L

of it, infermation gathnrod ovqr a peried of yoam
at a large expense, In oomiaoring this qmatian
the exporter 1s likely to lose a‘ight of the Mmet
that 1t is the eo-operation of the many that n.m.,
for suceess, If the exporter is .}w inefficient t&t
he cannot meet his competitors éam, it means

that he is only holding his trade beceuse of some
monopoly, privelege or power. :bo momber in pooling
his ledger experience is not onlry giving infarmation,
but alsg receives the dats ‘compﬂlﬂd by many other
firms with equal expense to th-m"g.

Another eriticism of eredit 1mmm is the
lack of steokecompanies in the rfeld. }'m chief
objections to the mutual company are the asseesment
feature, and the power given to the attormeveine
fagt, Undoubtedly there will he stoeck companies
in the fleld after sufficient information isowaile
able for the prediecsting of rates, but before stoek
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companies can enter the field the present insur-
ance lews which do not permit the combining of twe
lines of insurance in one company, such as Marine
and Credit Insurance, must b e revereed,

A third objection to eredit insurance is thht
the expense of an insureance vremium places an
additonal burden upon export business, Reverting
to our previous discussiono on premiums we see
that the Exchange has a basie premﬁum of 1%,
1-1/8%, and 1«1/4% for a period of sixty days,
depending on the credit rating of the firm in
question, The loss experience of the Exchange
during the year 1922 was a trifle less than 1%,
Thus this premium chargs seems adoqunto from the
point of view of the Exchange, This premium when
compared with charges made by banks for cellnatiehl,
and reserves set sside by firms for bad debts shows
that the cost of this insurance 1s indeed nominal,

A fourth and perhaps the most important ocre ‘
iticism of eredit insurance is that solvemmy only

is amma, and re jection of goods and trade disputes
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are not insured against., It is quite matural that
insurance against rejection and trade disputes
should seem very desirable to the exporter, because
in such a cese he would be out of the transastion
88 soon as the shipment wes made, Ordinarily the
tendency is to place the entire plumo for reject-
ion upon the importer and such cases unquestione
ably need soim kind of insurance, ﬁwvave:', if in-
surance nro aepailable for this risk, there i,n
two additional risks that might arise: first,

that the buyer and seller would get togethor to
force the merchandise upon the insurance company;
and second, that the seller would become lax in
the filling of exporttarders, knowing that he was
fully protected €gainst any loss oceasioned there-
by.

Re Jections on account of condition of goods
hermed in transit could be more nearly met if come
bined with merine insurance, If this were the cese
the home office would know more nesrly the condition

of goods upona rrival and the reassons for re jection,
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because the representatives of the marine ins=
urance compeny would necessarily have té know
the condition of goods on arrivel, This wonld
tend to minimize re fection losses except those
primarily dependent upon quality and nature o

goods . ‘
In spite of the fact thet only insolvenecy

is insured eagainst by the Exchange, the re jec-
tion and trade dispute hazerds, es we have already
pointed out, are minimized by the moral force

of the Exchange, & meral force which 15 bound

to play, as the Exchenge incresses in size, a
more important pert in the bullding up of une
iform trdde prectices and the eliminfition of
freudulent buyers from the American market,
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CHAPTER V.,

CONCLUSION

TO one who has become enthusiastic over the
serviees, both actual and potential, which foreign
eredit insurance can render, its futurs appom
quite certain, An exporter in order to compete in
foreign trade must bea ble to compete upon a credit
basis with those sountries which have made it a
préctice to extend adequate credit terms., In order
to edmpete and offer credit terms the exporter
must have financial fecilities, which are avail-
eble thru banking machinery established in the
United States; credit information which he may
obtain from & number of sourees; and insurance
facilities for the transfer of the eredit risk to
speoialists,

Credit Insurance facilities available to the
American exporter offer services in the obtaining
of ecredit information, and the insurance of accounts

so0ld, In credit infemation service the exporter
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recelves information compiles from the exper-

lence of over a thousand firms, aupplerented by
edditional information from benks and other sour
@88, This information 18 put up in & concise form
that enables the exporter to use 1t in the fore
mation of his mailing lists, the planning of trips
for his traveling salesmen, and in the passing
upon requests from foreign firms for sample ordt'a;
This information is kept up to date and cormes at

8 cost which in comparison to other services is

reasonsable ,
The exporter as an Insurtnce against the

eredit risk 1s supplied with 1007 insurence against
insolvency, The moral foree of the exchange helps

to eleviote the moral or commersial risk, and the
collection services offered by the Exchénga, at en
expense less than to nom-members £irms, tend to
promote a minimum of loes in the salvaging of ac-
counts, The costs of this insurence against insole
vency are nominal, being determined on & cost plus
basis, any saving in the coets being returned to the
members of the Exchange .
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Since credit insurance tends to reduce the
total of loss In foreign trade it is economice
ally sound, Any loss or risk causes an increase
in the sost of production, and any cost of prode
uetion 1s eventually borne by the ultimate cone
sumer, In the development of & new petrolewm
field & geologist is justified in thet he decreases
the risk in drilling for new welle, Credit insure
ance performs the same service for the e xpart trade,
This recduction of riesk results in cheeper coa ts
of production which in twn 1s reflected, all
other factors being equal, by cheaper prices to
the ultimate consumer,

In passing 1t might also be well to mention
the service of credit insurance in the reduction
of worry and feer to the exporter, Vriting on this
point B,0lmey Hough, editor of the American Exporter
savs: "Undoubtedly the credit Insuwrence idea has
a strong eappezl to & great mwmber of American
houses which are a little distrustful of thelr
own ability in the export fleld., Ve have considered
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i1t worth while recommending a consideraticn ot‘

foreign credit insurance to swh menufacturers,

that thewy mey undomm the expansion of their

business in rbmign markets with more oonfidnn“!"
Credit insurence 1s still in its'infanty Just

as casuality Insurence wes e few yoears ago, but

facts seem to 1ndioat¢}§%hat in the future it

will some into ints owﬂ" and play an even more

important part than at the present time, It

appears then thet through the developpent of

the fecilities which havebeen deseribed the

great méc of pobdential exporters can safely

enter into competition with foreign firme upon
a ecredit basis,

(1) Persomal Communicatin to the writer,
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AMERICAN MANUFACTURERS FOREIGN CREDIT INSURANCE EXCHANGE

Specimen listings from Orientale-Australian Market Guide.

AUSTRALIA

Me lbourne
City Mercers and Hatters ...cese

Colo, E W, 30)1 Bourke St.sssvess
Cappar, EH, 61 Williams BBesias

CHINA

Shanghai
China Merican Co. Sesesssssssass

China Press, 41 Canton Road ..e.
Chong & Co, E, sevsesnanss

INDIA

Bombay
Bhagirathl Stores, Abdool St..es

Breul & Co,; Farbes Bldgsesessses
Bulsaria & Bros, Dhan H sceeeses

JAPAN

Tokio

Narwia & Co SssIENRINsEENEIBIBED
NESRIDER BhOBOR cisssoviscrsnavs
Nishimura Shojf Co, Itdssesvsoes

Line of Business %

Hats and mens ware,, 1-1/8
Books esssbennsosnse ) 4
Plp'r Seessssssnen e 1“1/“

Import exXport seeese XX
Publishers sc.eeees 1

Generel MASe ...se. ¢0-1-1/4

?Mﬂl YAS® sssseuns x
otton GoodB.vvsvense 1
Hardware esssssevsne 1"‘1/‘

Woolens sessvesenses 1
BioyeleSisesovvonne 1~m
Weaving MillS..veee X



PAY EXPERIENCE

AMERICAN MANUFACTURERS FCREIGN CREDIT UNDERWRITERS,INC,

130 William Street
New York

Date Janusyy.28%th, 1925,

We have received payment on the following sccount,

Insured onxicnoc-oo Not Insured seesssse

Name ,.0¢00¢ Garcia ¥ Gonzalez ( 8 en 0)
Address oioaoohﬁ“,ugﬂh.octu‘nw11h “)

Certificate No, 20250«
Amount Paid $4,987.20 Date Peid 1/24/28
Payment in Full sesseeXee OF on Q0COWE suivetsnn

Involce dat@ssvivsosnsss

TOXRE siesaneneiain
If not insured give

nt es0cesovunne

Remarks seovsesesseVory P!‘mti Seesesvsessasenans

PHEOPINBPCEORR0IPNNREEIRISIAIVIBIROOOIORROIIY

Sigrned .e040 John Dee 2Co. /Qnte'

B'cﬁ .Q'.".‘Q./Q'Q'.Q'

EXps DRES siossvnssvess

Form 178



THE RATE QUOTATION FORM

CHICAGO NEW YORK

AMERICAN MANUFACTURERS FOREIGN
CREDIT UNDERWRITERS, ING,

New York City, .oct, 15, 1924,

John Doe & Co.p
1144 Fulton gt:'-:et ’
Chieago, Illinois,

Gentlemen:

Replying to vour inquiry regarding
Garecia y Gonzalex ( S en C ) Havana Cuba
we beg to advise that this account is at
present insurable at a basie rate of  1-1/4%
for an individual amount up to $5000.

If you desire Insurance Certificate
gloue at once submit your Nomination of
hipment, Form No, 102 to this office.

The basie rate quoted represents the
rate at which the Exchange is today prepared to
grant insurance on this buyer for a reriod of
two monthe on draft terms, For agtusl rate applice
able to & longer coversge period or to open
account terms, please refer to printed table
of premium rates,

This rate quotation is, of coursg,

for immédiate acceptance and is subject to
change at any time,

AMERICAN MANUFACTURERS FOREIGN
CREDIT UNDERWRITERS, INC,

By Sesssbvssesesesnase

Form 112



AMERTCAN MANUFACTURERS FOREIGN
CREDIT UNDERWRITERS, INC.

130 William Street
New York

CONFIDENTIAL NOTICE

Degembe r 19, 1024,

BWER Garcla y Gonzalez ( S en C ) «+ Havana Cube

Lamparills 44
Wholesale D.G. &
Mfr, Shirts,
RATE CHANGED FROM 13 TO XX

~ Our records show that you are interested
in this buyer, but his notice must not be
construed in any way as an acceptance or bindey
on any rete inquiry or nomination that may have
previously been submitted,

any recent information you may have
received regarding this buyer should be sube
mitted to the New York office of the Exchange.

If you are no longer interested in this
buyer, kindly notify us,

form 113 j2
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