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ABSTRACT

Authorization for the Export-Import Bank of the United States recently lapsed
for the first time in more than 80 years, though it may be reestablished at any
time. We present an economic efficiency analysis of bank’s activities in a sim-
ple open-economy model. This analysis brings clarity to the ongoing political
debate regarding this institution. We discuss key arguments in support of and
against the bank’s continued activities. We highlight the special privileges that
the bank offers to a few domestic businesses, negatively distorting the private
market opportunities in the markets in which these favored businesses operate
and widely distributing the economic costs across nonfavored constituencies.
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uthorization for the Export-Import Bank of the United States

(Ex-Im Bank) recently lapsed for the first time in more than 80

years, though the bank may be reestablished at any time. The

debate continues over whether the United States government
should reauthorize funding for the Ex-Im Bank. We hear that “without an
Ex-Im Bank...there’d be little incentive for American manufacturers to actu-
ally make their goods in the United States” and that the Ex-Im Bank is needed
to balance the competitive disadvantages created by similar banks of foreign
nations. Indeed, the Ex-Im Bank itself holds this view:

All major exporting countries, including America’s fiercest
competitors in the global marketplace, have their own export
credit agencies (ECAs), which support their respective coun-
tries’ exports. In fact, nearly 60 countries operate an ECA.
Many of the world’s ECAs provide larger levels of financing
than Ex-Im Bank, without being subject to the rules and restric-
tions that Ex-Im Bank follows. For example, China financed
more than $100 billion of Chinese exports in 2013, compared to
Ex-Im Bank’s support of $37.4 billion worth of US exports last
year. Likewise, it is estimated that South Korea, which has an
economy that is less than one-tenth the size of the US economy,
also finances more than $100 billion per year to support exports
from South Korea. In contrast, Ex-Im Bank steps in, only when
needed, to help level the playing field against aggressive financ-
ing by foreign governments so US companies and workers can

1. Simone Pathe, “Stop Pretending You Know What the Export-Import Bank Is,” PBS Newshour,
September 15, 2014, http://www.pbs.org/newshour/making-sense/stop-pretending-know-export
-import-bank/.
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“There is, in fact,
a deadweight loss
in the domestic
economy when

a government
offers an export
subsidy.”

compete on the basis of the price and qual-
ity of their goods and services.

Against that view, we offer a simple, open-economy
trade model to demonstrate that there is, in fact, a dead-
weight loss in the domestic economy when a government
offers an export subsidy.? In addition to a loss in economic
efficiency, the Ex-Im Bank amounts to a special privilege
for the connected few—big subsidies to powerful com-
panies. For example, nearly $8 billion of the $12 billion
in Ex-Im Bank loan guarantees in 2013 went to support
Boeing exports. In fact, of that $12 billion, 97 percent sup-
ported the sales of only 10 firms.* While Ex-Im Bank pro-
grams may indeed benefit select domestic firms, we will
demonstrate that the bank’s overall impact on the US econ-
omy is negative.

THE EX-IM BANK’S TOOLS

The Ex-Im Bank’s main tools are loan guarantees, working
capital guarantees, direct loans, and export-credit insur-
ance.’ Table 1 reports the 2014 approved totals for each
program.

Loan guarantees are the largest portion of the Ex-Im
Bank’s financing. These guarantees allow foreign and
domestic lenders to finance foreign buyers of US exports
at a reduced risk. The bank charges a foreign buyer of US
exports a fee based on the loan’s length, size, and risk. The
bank then guarantees lenders that it will cover up to 85 per-
cent of the contract value of the loan’s outstanding principal

2. Ex-Im Bank, “Facts about the Export-Import Bank,” 2014.

3. Paul Krugman, “The Narrow and Broad Arguments for Free Trade,”
American Economic Review 83, no. 2 (1993): 362-66.

4. Veronique de Rugy, “The Biggest Beneficiaries of the Ex-Im Bank,”
Mercatus Center at George Mason University, April 29, 2014, http://mercatus
.org/publication/biggest-beneficiaries-ex-im-bank.

5. For a detailed overview of Ex-Im Bank products, see Shayerah Ilias,
“Export-Import Bank: Background and Legislative Issues” (Report No.
R42472, Congressional Research Service, Washington, DC, April 2, 2012).
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and interest if the foreign buyer of US exports defaults.® The bank approved $1.8
billion in loan guarantees in 2014.

The working capital guarantee program guarantees short-term loans
made to qualified US exporters to fund everyday operations of a company.
These guarantees are made on a one-time basis or as a revolving line of credit.
The Ex-Im Bank guarantees to pay up to 90 percent of the outstanding balance
of the working capital loan to the lender if the borrower defaults.” The bank
approved $659 million in working capital guarantees in 2014.

The direct loan program provides loans to foreign buyers of US exports
for up to 80 percent of the US contract value. The Ex-Im Bank is responsible
for the total value of the loan’s outstanding principal and interest if the foreign
borrower defaults.® The bank approved $998 million in direct loans in 2014.

Last, the Ex-Im Bank provides loss insurance to US banks and exporters
that extend credit directly to foreign buyers. The exporter pays a fee to the
Ex-Im Bank that serves as an insurance premium. The Ex-Im Bank approved
$1 billion in export-credit insurance in 2014.

TABLE 1. 2014 EX-IM BANK PROGRAM APPROVED AMOUNTS AND SHARE OF US EXPORTS

Program Approved amount Share of US exports (%)
Loan guarantees $1,812,139,049 .080
Working capital guarantees $659,080,540 .029
Direct loans $998,066,462 .044
Export-credit insurance $1,008,478,169 .045
TOTAL $4,477,764,220 198

Source: Ex-Im Uncensored, https://eximuncensored.com/.

In 2014, total US exports were $2.26 trillion. In the same year, the esti-
mated export value of Ex-Im Bank activity was $4.48 billion. Ex-Im Bank
activity, therefore, amounted to 0.198 percent of total US exports in 2014.

6. Veronique de Rugy and Andrea Castillo, “The US Export-Import Bank: A Review of the Debate
over Reauthorization” (Mercatus Research, Mercatus Center at George Mason University, Arlington,
VA, July 2014).

7. 1bid.

8. Ibid.
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SIMPLE INTERNATIONAL TRADE MODELS

We model the Ex-Im Bank’s actions as a subsidy to US exporting firms. The
Ex-Im Bank’s programs provide financial assistance that ordinarily would be
unattainable, would have less favorable terms, or at minimum would be more
expensive in the open market. As long as the Ex-Im Bank intervenes in markets,
crowding out private market participants, we cannot know the true market
terms and rates.

To better understand the economics behind the Ex-Im Bank, let’s con-
struct a simplified story for one market, the market for tires. Suppose tires are
made in many countries around the globe and the global market for tires is large.
We will use a competitive open-economy model to show how a country’s wel-
fare changes when governments subsidize international trade.” Assume that our
economy—Ilet’s call it Henrystonia—is small relative to the world market and
that its domestic decisions have no effect on the international marketplace.!

The pleasant nation of Henrystonia has all that a free community would
desire, including the right to import or export goods and services. Citizens of
Henrystonia are price takers in the world marketplace; domestic consumers
and producers are so few in number relative to the world market that they
can’t influence the price. Thus, no consumer would pay more than the world
price and no producer would accept less than the world price. Consumers and
producers base their decisions to exchange in the world marketplace on the
world price.

A SMALL-ECONOMY MODEL

Figure 1 depicts the market for tires in Henrystonia. The curve labeled “domes-
tic demand” represents domestic consumers and the curve labeled “domestic
supply” represents domestic producers.

Henrystonia, however, is an open economy that participates in interna-
tional trade. Domestic producers sell tires at the world price, which is assumed
to be $150 per tire. We’ve illustrated this price in figure 1 by inserting the hori-
zontal line labeled “world price” at $150. The world price is the equilibrium

9. The model presented here is similar to those presented in N. Gregory Mankiw, Principles of
Economics, 7th ed. (Stamford, CT: Cengage, 2014); and R. Glenn Hubbard and Anthony O’Brien,
Microeconomics (Upper Saddle River, NJ: Pearson, 2015).

10. We use the small-economy assumption to simplify the model, but the conclusions we reach and
the lessons we learn hold true when the small-economy assumption is dropped. For example, the
small-economy assumption would not accurately show the magnitude of the impact of an export sub-
sidy to Boeing, but it does demonstrate the direction of the impact.



FIGURE 1. HENRYSTONIA AND THE INTERNATIONAL MARKET FOR TIRES
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price in the international market for tires, made up of an international supply
curve and an international demand curve.

Table 2 summarizes Henrystonia’s tire market when the world price is
$150 per tire. We make three observations: (1) The world price is higher than
the domestic price, so local producers are interested in exchanging 120,000
tires at $150 per tire. (2) Domestic consumers are only interested in buying
80,000 tires at the higher world price. (3) Because of international trade,
domestic producers are able to export 40,000 tires outside of Henrystonia.

TABLE 2. SMALL-ECONOMY INTERNATIONAL TRADE MODEL WITHOUT AND WITH FOREIGN
PRODUCER SUBSIDY

World price + foreign pro-

World price = $150 ducer subsidy = $125 Change
(a) @ -
(b)
Quantity demanded domestically 80,000 100,000 +20,000
Quantity supplied domestically 120,000 100,000 -20,000
Quantity exported 40,000 0 -40,000
Consumer surplus A A+B+D B+D
Producer surplus B+C+D+E+F C+E -(B+D+F)

Total economic surplus A+B+C+D+E+F A+B+C+D+E -F




Table 2 reports how economic surplus in the domestic tire market is
distributed in Henrystonia, as shown in figure 1. Domestic consumers have
a consumer surplus equal to the area A. The producer surplus equals the area
B+ C+D+E +F. The total economic surplus, which measures how much better
off consumers and producers are because they have exchanged tires, is equal
toA+B+C+D+E+F.

Now, we want to measure this free-market outcome against two alterna-
tive cases: (1) all countries except Henrystonia offer their producers a subsidy,
and (2) Henrystonia’s government decides to retaliate by offering its producers
a subsidy to level the playing field.

Let’s assume that all countries except Henrystonia offer their producers
a subsidy for each tire they sell in order to compete with Henrystonia’s produc-
ers. The net impact of the foreign subsidy causes the world price to decrease
to $125 per tire."! We’ve demonstrated this price in figure 1 with the horizontal
line labeled “world price with foreign subsidy.”

Table 2 summarizes Henrystonia’s tire market with a world price of $125
per tire. Local producers are interested in exchanging 100,000 tires at $125 per
tire. Domestic consumers are interested in buying 100,000 tires at the world
price. Because of the lower subsidized world price, domestic producers no lon-
ger export tires outside Henrystonia.

Because of the lower world price, domestic consumers have a higher
consumer surplus equal to the area A + B + D shown in figure 1. The domestic
producer surplus decreases to the area C + E, and the total economic surplus
decreases to equal A + B + C + D + E. The net impact of foreign governments’
subsidizing their exports harms Henrystonia—it causes Henrystonia’s total
economic surplus to decrease by an amount equal to area F.

The next question to investigate is, Does it make sense for Henrystonia
to retaliate—to level the so-called “international playing field”—by subsidizing
the production costs of local Henrystonia producers?

Suppose Henrystonia offers a $25 subsidy for each tire produced
in Henrystonia. Table 3 summarizes the results. Domestic consumers in
Henrystonia do not receive a subsidy and therefore continue to pay $125 per
tire. At this price, domestic consumers buy 100,000 tires. Each domestic pro-
ducer receives $125 per tire from consumers (domestic or foreign) and $25 per
tire from the government of Henrystonia. So at the combined price of $150 per

11. The economic incidence of a direct subsidy to domestic producers or a direct subsidy to foreign
consumers in a small-economy model is identical. The legal incidence of the policy is different. We
chose to model a direct subsidy to domestic producers for ease of demonstration.



tire, local producers are willing to produce 120,000 tires. Because of interna-
tional trade, domestic producers are now able to export 20,000 tires outside
Henrystonia.

TABLE 3. SMALL-ECONOMY INTERNATIONAL TRADE MODEL WITH FOREIGN PRODUCER EXPORT
SUBSIDY AND HENRYSTONIA SUBSIDY FOR PRODUCERS

World price with foreign
World price + foreign producer subsidy and a

producer subsidy = $125 Henrystonia producer g;a_n(g;
(a) subsidy
(b)
Quantity demanded
domestically (P =125) 100,000 100,000 0
Quantity supplied domestically 100,000 120,000 +20,000
(P=150)
Quantity exported 0 20,000 +20,000
Consumer surplus A+B+D A+B+D 0
Producer surplus C+E B+C+D+E+F (B+D+F)
Henrystonia subsidy B+D+F+G (B+D+F+G)

Total economic surplus
(consumer surplus + producer A+B+C+D+E (A+B+C+D+E)-G -G
surplus — Henrystonia subsidy)

Because the price has not changed for consumers, domestic consumer
surplus has not changed—it is equal to the area A + B + D in figure 1. The pro-
ducer surplus now increases to the area B+ C + D + E + F. The net gain of
B + D + F is a rent. Producers are willing to exhaust real resources—on politi-
cal activity and inefficient production decisions—to obtain and maintain this
rent.!? The subsidy’s total cost equals the area B + D + F + G ($25 for each of the
120,000 tires produced in Henrystonia). The total economic surplus is the sum

12. Though it is difficult to know the size of these losses, in some models they can exceed the size of
the entire rent, which is known as “overdissipation.” For more, see Gordon Tullock, “The Welfare
Costs of Tariffs, Monopolies, and Theft,” Western Economic Journal [Economic Inquiry] 5, no. 3
(1967): 224-32; Tullock, “Efficient Rent Seeking,” in Towards a Theory of the Rent-Seeking Society,
ed. Robert D. Tollison and Gordon Tullock (College Station, TX: Texas A&M University Press, 1980),
97-112; Roger Congleton, Arye Jillman, and Kai Konrad, eds., “Forty Years of Research on Rent
Seeking: An Overview,” in 40 Years of Research on Rent Seeking 1: Theory of Rent Seeking (New York:
Springer, 2008), 1-9; and Dennis C. Mueller, Public Choice ITI (New York: Cambridge University
Press, 2003), 333-58.



“If Henrystonia
retaliates by
offering its own
subsidy to ‘level
the playing field,’
Henrystonia s
actually made
worse off.”

of the consumer surplus and producer surplus minus the
subsidy,orA+B+C+D+E-G.

The bottom line is that if Henrystonia retaliates
by offering its own subsidy to “level the playing field,”
Henrystonia is actually made worse off by the value of area
G. When a foreign government decides to subsidize the
production of its local producers, Henrystonia is better
off—in terms of efficiency—by not retaliating. Specifically,
if Henrystonia retaliates consumers are indifferent, pro-
ducers win B + D + F, and taxpayers lose B+ D + F + G.
Retaliating is inefficient because taxpayers lose more than
producers win by area G.

A LARGE-ECONOMY MODEL

Our small-economy model captures important features
of many markets in which the Ex-Im Bank operates.
However, a large-economy model is more appropriate for
some of the Ex-Im Bank’s most conspicuous operations,
such as wide-bodied aircraft financing. The key difference
between a large-economy and a small-economy model is
that changes to the demand and supply in a large economy
affect the world price. Small-economy demand and supply
shocks have no effect on the world price.

Consider Boeing, a prominent player in the world
market for wide-bodied aircraft. If the Ex-Im Bank offers
a subsidy to finance Boeing exports, Boeing will increase
the quantity of wide-bodied exports. Because Boeing has
such a large share of the world market, when it increases
its exports, the world price for wide-bodied aircraft
declines.

Figure 2 offers a stylized demonstration of the impact
of a $3 million per unit subsidy on wide-bodied aircraft
exports out of Henrystonia. The export subsidy causes the
world price to decrease from $163 million to $162 million
per unit.®* Domestic producers now receive $165 million per

13. The magnitude of the decline in the world price depends on the elastici-
ties of demand and supply in the world market.



FIGURE 2. HENRYSTONIA AND THE INTERNATIONAL MARKET FOR WIDE-BODIED AIRCRAFT
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unit. This price equals the new world price plus the $3 million per unit export
subsidy. Because producers in Henrystonia will receive $165 million for each
exported unit, they require domestic consumers (e.g., Delta) to also pay $165
million per unit. Thus, the net impact of the export subsidy is to increase the
price of wide-bodied aircraft in the domestic economy from $163 million to $165
million. At $165 million per unit, domestic producers increase their quantity
sold to 129,000 units, domestic consumers decrease their quantity purchased
to 68,000 units, and exports increase to 61,000.

Table 4 summarizes Henrystonia’s wide-bodied aircraft market with and
without the $3 million subsidy. Because of the higher domestic price, domestic
consumers have a lower consumer surplus equal to the area A. Domestic pro-
ducer surplusincreasestoareaB+C+D+F+G+H+I+L+M+N+0. The cost
of the export subsidy equals the areaC+ D+ E+ G+ H+1+J + K, which equals
$3 million for each of the 61,000 exported wide-bodied aircraft. Total economic
surplus decreases toequal A+ B+ F+L+ M+ N+ O - (E +J + K). The export
subsidy generates a deadweight loss equal totheareaC+ E+G+H+1+J+K.



The diminution of economic efficiency observed in the large-economy model is
greater than what would be observed a small-economy model, ceteris paribus.**

TABLE 4. LARGE-ECONOMY INTERNATIONAL TRADE MODEL WITHOUT AND WITH EXPORT SUBSIDY

Old world New world price + Change
price = $163 export subsidy = $165 @ - (gb>
(@ (b)
Quantity demanded 80,000 68,000 -12,000
domestically
Quantity supplied 120,000 129,000 +9,000
domestically
Quantity exported 40,000 61,000 +21,000
Consumer surplus A+B+C A -(B+C)
Producer surplus F+G+H+I+L+M+N+Q  DFYCrDrFrGrHrivLs B+C+D

M+N+0O

Export subsidy - C+D+E+G+H+I+J+K C+D+E+G+H+I+J+K
A+B+F+L+M+N+0O-

E-J-K

A+B+C+F+G+H+I+L+
M+N+0O

Total economic

“(C+E+G+H+I+J+K)
surplus

UNFAIR COMPETITION

Different countries have different regulations, subsidies, and rules of the game.
These differences are perceived to make international trade unfair. Thus, par-
ticular constituents often ask their governments to intervene with programs
such as the Ex-Im Bank’s to make international trade “fairer.”

For example, as we have demonstrated, national governments often
intervene and give production subsidies to their domestic businesses. Most
economists would regard those subsidies as a bad policy for the foreign gov-
ernment (in terms of the foreign country’s own economic efficiency)."” Foreign
subsidies would also put domestic producers at a disadvantage, but domes-
tic consumers would benefit because the price they pay for goods and ser-
vices would decrease, compliments of the foreign government. However, if

14. For a demonstration of a large-country export subsidy, see Mike Moore, “Large Country Export
Subsidy,” YouTube video, 10:26, December 2, 2013, https://www.youtube.com/watch?v=nBIN3I9wryl.
15. See James A. Brander and Barbara Spencer, “Export Subsidies and International Market Share
Rivalry” (NBER Working Paper No. 1464, National Bureau of Economic Research, Cambridge, MA,
1984); Mihir A. Desai and James R. Hines Jr., “Market Reactions to Export Subsidies” (working paper,
2003); and Arvind Panagariya, “Evaluating the Case for Export Subsidies” (Policy Research Working
Paper No. 2276, World Bank, Washington, DC, 2000), available through SSRN at http://papers.ssrn
.com/sol3/papers.cfm?abstract_id=629126.
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the domestic government does intervene and retaliates to
“level the playing field,” there will be a deadweight loss for
the overall domestic economy. The gains from a retaliatory
subsidy are less than the costs of that subsidy.!

DISCUSSION

Different groups view the proposal to fund the Ex-Im Bank
differently. If we use economic efficiency to judge how the
bank helps or harms various groups, we learn from the
small-economy example presented earlier that domestic
producers benefit from the subsidy, domestic consum-
ers are neutral, and Ex-Im Bank interventions lead to a
net reduction of total economic surplus for the domestic
economy. Specifically, a broad base of domestic taxpayers
(who are both consumers and producers) bears the brunt
of the loss in economic surplus (area B+ D + F + G), but
the subset of US producers that receive Ex-Im Bank assis-
tance are better off to some degree (area B+ D + F). Beyond
this wealth transfer from the many to the few is a net loss
in economic surplus for the US economy (area G). In the
large-economy example, the export subsidy creates a dead-
weightloss (C+E+G+H +1+J+K), domestic producers
benefit from the subsidy (B + C + D), and domestic consum-
ers are made worse off (B + C).

A basic question remains: Why do we have an Ex-Im
Bank? Many people maintain that government should
not intervene in international trade because it negatively
affects overall economic efficiency. Thus, there should be
no Ex-Im Bank, and its charter should not be reauthorized.

Others argue that government must intervene and
the bank’s current authorization should be renewed.
There are two common arguments in support of Ex-Im
Bank intervention: (1) protection of domestic jobs and (2)
unavailability of traditional financing. In the next sections
we briefly explore each argument for intervention.

16. Panagariya reaches a similar conclusion in “Evaluating the Case for
Export Subsidies.”

“A broad base

of domestic
taxpayers

(who are both
consumers and
producers) bears
the brunt of the
loss in economic
surplus.”



Regardless of the Ex-Im Bank’s effect on economic efficiency, the ulti-
mate decision about whether to intervene is political. Economic analysis, how-
ever, can help decision makers better understand the benefits and costs of their
political decisions.

PROTECTION OF DOMESTIC JOBS

Many producer groups are proponents of the Ex-Im Bank because it protects
some domestic jobs. Many of these protected jobs may indeed be eliminated
without the bank’s subsidies because these goods and services would be pro-
duced outside the country at alower cost. However, the concept of comparative
advantage reminds us that even if a country is better at producing everything
(that is, it has an absolute advantage), each country is still better off trading.
That is, free and open trade creates jobs at the same time that it destroys jobs,
and it leads to better and lower-priced goods. Upon removal of a special privi-
lege to one business or industry, other jobs may be created within other, more
efficient businesses or industries.”” The reallocation of resources to more effi-
cient uses can be a painful process, especially in the short run. But the Ex-Im
Bank’s subsidies lower total economic efficiency because they retain workers
in less-efficient industries—a so-called allocative inefficiency that adds to the
deadweight loss demonstrated previously. The overall level of domestic job
creation is diminished, not enhanced, as a result of Ex-Im Bank interventions.

UNAVAILABILITY OF TRADITIONAL FINANCING

Ex-Im Bank supporters argue that private banks do not offer the services pro-
vided by the Ex-Im Bank. Further, proponents point out that the institution
returned $1.057 billion to the US Treasury in FY 2013 and approximately $2
billion over the past five years.”® Proponents say that these returns demonstrate
that the bank’s services are needed and that the bank is well managed.

We must ask, though, why private financial institutions cannot provide
the loans and loan guarantees rather than a government agency. In our eco-
nomic analysis, we characterize the financial intervention of the Ex-Im Bank as
a government subsidy of the domestic producers. The implication is that those

17. See Donald J. Boudreaux’s succinct piece on the benefits of free and open trade: “The Benefits
of Free Trade: Addressing Key Myths,” Economic Perspectives, Mercatus Center at George Mason
University, April 20, 2015, http://mercatus.org/publication/benefits-free-trade-addressing-key
-myths.

18. Ex-Im Bank, Annual Report 2013, April 2014.
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financial products would otherwise not be available to the domestic exporters,
or that if they were available, they would be priced higher. In fact, a vast major-
ity of export transactions—99.802 percent in 2014—are financed privately, with
the Ex-Im Bank stepping in to support marginal transactions that private com-
mercial banks do not want to fund or do not want to fund on the terms that the
Ex-Im Bank is willing to offer.

It appears that the US government is bearing financial risk at below-
market prices to promote additional exports. As long as the Ex-Im Bank is able
to price these transactions below market rates, the private market will not be
competitive in those marginal deals. The Ex-Im Bank is not solving a failure
of private markets, but is instead crowding out properly priced and structured
private-market transactions. If the bank were to be eliminated, we should not
assume that the marginal export transactions would be unable to secure fund-
ing. The private market would likely step in for most of those transactions,
though perhaps at a higher price or with additional requirements. The transac-
tions that did not receive private funding would be ones that lenders deemed
too risky at that price. Economizing on scarce capital, steering it toward the
best projects and away from the worst, is a key feature of a well-functioning
financial market; it is not a flaw.

Supporters often point to the Ex-Im Bank’s successes in managing its
portfolio of transactions. For example, the Ex-Im Bank’s active default rate was
0.175 percent—less than one-fifth of 1 percent—as of September 30, 2014.” If
the Ex-Im Bank can manage its portfolio of transactions, why couldn’t a private
firm do the same, and price the risk competitively at prevailing market prices?

CONCLUSION

The Ex-Im Bank provides financing for US exporters and their foreign buyers.
There is an open debate over whether the United States should reauthorize
funds to support the Ex-Im Bank. We’ve presented an economic efficiency
analysis of Ex-Im Bank activities in a small and large open-economy model.
We find that a domestic economy should not offer an export subsidy, whether
a foreign government offers its own export subsidy or not. Finally, regardless
of the Ex-Im Bank’s impact on economic efficiency, the ultimate decision about
whether to intervene is political. Economic analysis can help political decision
makers better understand the benefits and costs of their decisions.

19. See Ex-Im Bank, “The Facts about EXIM Bank,” accessed May 8, 2015, http://www.exim.gov
/newsandevents/the-facts-about-ex-im-bank.cfm.
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