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The relentless speed and ferocity at which the Covid-19 pandemic has swept 
around the world has been cruel, despite all efforts to stop it. With the current 
number of cases surpassing 10 million in July, the WHO Director-General Dr 
Tedros Adhanom Ghebreyesus believes that we are not yet at the peak of this 
tragic health crisis.

At the start of April, 1 million garment workers in Bangladesh were furloughed 
or made redundant due to a decline in global orders, at a time when just 60 
cases and 6 deaths were reported, in a country of 160 million people. In some 
cases, the economic impacts of the virus were felt before the health impacts.

Lockdown measures have hit all areas of trade hard - Covid-19 is worsening 
trade restrictions and reducing trade volumes significantly. For merchandise 
trade, year on year volumes shrunk by 3% in the first quarter of 2020, with an 
estimated 18.5% drop for the second quarter, according to the WTO. “For output 
and trade to rebound strongly in 2021, fiscal, monetary, and trade policies will 
all need to keep pulling in the same direction”, said outgoing WTO Director-
General Roberto Azevedo. 

In this ‘locked down’ digital issue of Trade Finance Talks, we showcase some 
of the actions and extraordinary efforts of global associations and bodies, 
Multilateral Development Banks (MDBs), public and private financiers and 
trade practitioners, who are softening the blow of both the health and 
economic impacts of Covid-19.

But are the immediate responses for financial support from MDBs enough, 
and is Covid-19 exacerbating the trade finance gap? Although some $200 
billion of MDB financial support has been pledged to support emerging and 
Less Developed Countries (LDCs), continued advancement of trade policy, 
regulatory reform and trade education is also critical. All this will help ensure 
SMEs do not drift further away from global value chains and remain in the 
international trade system.

Finally, the digitisation piece. Like it or hate it, digital trade is here to stay. With 
the Covid-19 pandemic, trade finance’s paper-based settlement system has 
suddenly stopped working. It is now time for businesses to adopt paperless 
and digital workflows to safeguard trade finance operations. But the current 
challenges are manifold, and require global standards, education/awareness 
and a public-private approach to truly enable digital trade.

I would like to thank World Economic Forum’s Ziyang Fan for his support and 
contribution towards this issue. Themed ‘Coronavirus and the Fourth Industrial 
Revolution’, we focus on the technological revolution that trade is undergoing; 
a transformation unlike anything humankind has experienced before.

trade Finance Global | editor’s note

1.1

Deepesh patel

Editorial Director
trade Finance Global

Board Member,
Emerging Leaders Committee

ItFa



5
tradefinanceglobal.com

TRADE FINANCE TALKS

The world is in crisis. Over 12 million people worldwide are confirmed to have the 
Coronavirus at the time of this writing, and more than half million have died. The 
global economy is facing its biggest challenges in decades. Global trade has 
been hit hard: the WTO estimates a drop of 18.5% of merchandise trade in the 
second quarter of 2020, and predicts a fall of as much as 32% in 2020. 

There is one silver lining amid this crisis– the digital technologies in the Fourth 
Industrial Revolution have emerged to be the heroes to help fight and treat 
Coronavirus, keep our societies functioning, and speed up economic and 
trade recovery. At the same time, how to close the digital divide and deploy 
these technologies in a human-centred approach are just as important and 
challenging. 

When it comes to global trade, the COVID-19 pandemic has made one thing 
clear – the future of trade is digital. As the physical movement of goods and 
people is restricted, digital trade has played a crucial role in keeping trade 
flowing. From replacing physical documents with electronic records, to cross-
border e-commerce and digital payments, to teleconferencing with business 
partners around the world, the adoption of digitally enabled transactions in 
goods and services have accelerated dramatically. 

Trade finance is no exception. A process notoriously reliant on paper, trade 
finance has been forced to digitise as the lockdown traps physical documents 
in different places, and the staff of banks and ports work remotely. As a result, 
according to a recent Economist report, cargo companies are issuing more 
electronic bills of lading, 60 chambers of commerce have adopted electronic 
certificates of origin, and some countries have finally recognized e-signatures 
and e-documents. 

However many challenges remain: for example, rules on digital trade are 
outdated and inadequate, digital protectionism is on the rise in certain regions, 
the lack of interoperability of digital standards, platform, and technologies 
slows down the progress gained from physical to digital, and digital 
transformation is a process that requires mindset change and leadership. 
Moreover, we must address the digital divide between developing and 
developed countries, and among different social and racial groups within any 
countries, which the current crisis may exacerbate.

The Fourth Industrial Revolution not only gives us the digital tools to fight the 
Coronavirus, it also offers us the rare opportunity to reset and shape the world 
we live in. Ready or not, the world has been slingshot into a more digitally-
enabled future. We, the trade community, need to capture this moment to 
modernize trade processes and rules, create interoperable systems, close the 
digital divide, and build an equitable and inclusive global trading system for all.

1.2

ZIyaNG FaN

Head of Digital Trade
World economic Forum

Foreword: Coronavirus & the 
Fourth Industrial Revolution
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 “Global trade �nance will be one of the sectors that 
really has to pull out all the stops to boost economic 
recovery in the months and years ahead. At the same 
time, it will have to manage fundamental change. We 
are delighted to be able to play our part in ensuring 
that trade �nance professionals can deepen and 
share their expertise with others to meet these 
challenges.”

“Even before the coronavirus outbreak, the changing 
business models facing banks have remained 
paramount. Trade �nanciers face increasing 
requirements from customers and �ntechs, and 
developing skills among sta� is critical. We’re 
delighted to be able to o�er this programme in 
partnership with LIBF, by providing free yet crucial 
education to help industry practitioners move 
towards a digital environment, as well as keep on top 
of fast-moving regulatory challenges and economic 
demands continue.”demands continue.”demands continue.”
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INTERNATIONAL TRADE
PROFESSIONALS
PROGRAMME
This year The London Institute of Banking & Finance (LIBF) and Trade Finance Global (TFG) have 
launched their International Trade Professionals Programme (ITPP). The ITPP gives international 
trade professionals the chance to write for TFG’s publications. The top 10 writers from this year's 
group will also be enrolled onto an LIBF certified trade finance course, a globally recognised 
benchmark of professionalism. This issue contains some of the top articles from trade profes-
sionals on the ITPP cohort.

ALEX GRAY
HEAD OF TRADE AND TRANSACTION BANKING,
LONDON INSTITUTE OF BANKING & FINANCE

DEEPESH PATEL
EDITORIAL DIRECTOR,

TRADE FINANCE GLOBAL
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What is BaFt? BAFT is the leading global industry association for International Transaction Banking.  It 
helps bridge solutions across financial institutions, service providers and the regulatory 
community that promote sound financial practices enabling innovation, efficiency and 
commercial growth.

What are the key BaFt 
updates this year?

BAFT continues to promote thought leadership and best practices, conduct advocacy and 
provide needed education and training.
 

 � sCF / payables Finance: BAFT has engaged standard setting bodies (FASB, IFRS) on 
accounting treatment and disclosure concerns for payables finance. Additionally, we 
have worked with our partners in the GSCFF to document guidance for Payables Finance 
market practices.

 � IBOR transition: BAFT is engaged on the creation of a forward-looking term SOFR – 
deemed critical for discounted trade products. BAFT is also assessing the feasibility 
of alternate calculation methodologies should a forward-looking term SOFR not be 
available before the transition.  

 � DlpC: BAFT outlined guidance for technical and business requirements to conduct a 
distributed ledger payment commitment (DLPC), which has now been put into practice 
with live transactions.

 � Continuing to build a global community, BAFT launched two new councils, the africa 
Council, providing leadership for member services in sub-Saharan Africa, and the 
Global payments Industry Council (GpIC), driving the payments/cash management 
agenda for the association.

What are the key COVid 
related initiatiVes yOu’Ve 
WOrked On and hOW 
Can We eFFeCtiVely ‘turn 
trade On’ as We head intO 
reCOVery?

 � Hosted a series of Member Briefings addressing Financing Trade during the Pandemic 
“force majeure”, the challenges to present physical documents and certain ECs/MLA 
programs designed to assist during the pandemic

 � BAFT published a joint industry paper – Digital Rapid Response Measures taken By 
Banks Under COVID 19 – highlighting practical approaches undertaken by various FIs 
following a brief survey initiated by BAFT

 � Advocacy initiatives to e-enable trade product delivery (e-documents, e-signatures, 
e-bills of lading and e-negotiable instruments) in the context of local law.

 � Advocacy to export credit agencies to expand support to institutions and consideration    
for private trade credit insurance to ensure liquidity for trade finance.

 � Preparing an updated response to our previous communication with the European 
Commission in light of the impact of COVID-19 on trade finance in the context of the final 
Basel III framework.

key dates and prOjeCts 
FOr 2020

 � Digital ledger payment Commitment (DlpC) Business and technical Best practices, 
april 2020
Paper and webinar on same topic.

 � BaFt Class of 2020 Future leaders program, May 2020
      Graduating class of 30 completed papers and webinars on Sustainability, SWIFT gpi, 

Faster Payments and IBOR transition.
 � Cross-Border Real time payments Barriers whitepaper, fall 2020.
 � Virtual events/Webinars, Q3 and Q4 2020
 � BAFT MENA Forum (Sept.) and BAFT International Convention (Nov.) will now be virtual 

events. BAFT MPA and Islamic MPA workshops will be held virtually (Sept.). Check www.
baft.org/events for the latest updates on programs and webinars.

 � two New BaFt Certificate programs, Q3 2020
       BAFT Certificate in Introductory Transaction Banking (CITB) will provide an entry level 

overview of the primary functions of transaction banking, while BAFT Transaction Risk for 
Trade Professionals will address the skills to identify, mitigate and price transaction risk 
while developing products and services.

 � two New BaFt Certificate programs, Q3 2020
 � All papers and recordings available on www.baft.org

       

AN UPDATE FROM GLOBAL ASSOCIATIONS AND INTERNATIONAL BODIES

tOD BURWell,
President and Chief exeCutive OffiCer
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What is the Berne 
uniOn?

The Berne Union is the industry association for export credit and investment insurance. 

Our members include government-backed export credit agencies, private credit and political 
risk insurers and multilateral institutions who provide insurance products, guarantees, and 
finance in the support of cross-border trade – vital to ensuring the flow of goods, services and 
investment capital world-wide.

We provide a forum for professional exchange, sharing of expertise and networking among 
Members and stakeholders from across the trade finance industry, actively facilitate cross-
border trade through the acceptance of sound principles in export credit and foreign 
investment.

Collectively, members provide payment risk protection for approximately 13% of world annual 
cross-border trade in goods and services.

the Berne uniOn’s 
COVid initiatiVes

The sudden explosion of the COVID19 Pandemic in the first quarter of the year has presented 
a huge challenge for the export credit insurance industry. As our members and colleagues 
across the industry have been working incredibly hard to mitigate the economic damage, the 
Berne Union too as been busy working to keep our members informed and to promote positive 
industry engagement to tackle these issues. 

In April we published a report on the initial industry response to the crisis, noting a remarkably 
quick reaction and good cooperation between public and private sector. We are currently 
working with our Members to build upon this work with the creation of a COVID-specific peer-
to-peer information exchange and in due course plan to release some additional research 
assessing the impact of the various support measures introduced.

What are the key Berne 
uniOn updates this 
year?

In July we will publish our industry report and statistics for 2019 business, with a comment on the 
changed situation in 2020, due to COVID, oil prices and other issues. This report will feature more 
detailed information on industry sector and domestic credit products, collected for the first time 
since our multi-year project to improve the depth and quality of Berne Union data.

Our Legal and Regulatory Task Force has been busy working to educate and increase awareness 
of the role and impact of export credit insurance. In April, we contributed to a joint industry 
initiative (along with ITFA, BAFT, IACPM, IUA and LMA) to raise awareness amongst European 
policy makers of the complementary and comparable role of private credit insurance to public 
guarantees, relevant in their consideration of provisioning requirements for bank lending, in the 
context of the European policy response to the COVID-19 pandemic.

prOjeCts FOr the 
remainder OF 2020

One practical implication of the COVID19 lockdown for the Berne Union is that we have been 
unable to hold any physical meetings. Despite this, we have already conducted several webinar 
and Q&A sessions online, and are currently preparing for a fully-digital AGM in mid-October.
 
Over the coming months we are holding a series of specialist webinars for Members’ claims and 
recoveries experts and towards the end of the year will hold specialist meetings on regulation 
and SME business.
 
In the Autumn we will continue our engagement with external stakeholders through a set 
of online gatherings of our Capacity Sharing Marketplace (CSM), which is our platform 
for promoting cooperation and innovation between the trade and development finance 
communities, as well as public and private sector.
 
With the current pace of evolution not just in our industry, but across international finance, it 
is more important than ever to engage with our counterparts in other spheres to learn and 
collaborate together and the Berne Union is dedicated to be at the forefront of these initiatives.

       

VINCO DaVID,
seCretary General

AN UPDATE FROM GLOBAL ASSOCIATIONS AND INTERNATIONAL BODIES
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What is FCi? FCI was set up in 1968 as a non-profit global association for factoring companies around 
the world. Today, FCI has grown into the world’s representative factoring and receivables 
finance business network and association with close to 400 members in more than 90 
countries. Today, FCI is truly the global representative body for the Factoring & Receivables 
Finance Industry.
FCI offers three major areas of activities:
CONNeCt: the Business network supports cross-border factoring activities through which its 
members cooperate as export and import factors
eDUCate: FCI promotes and develops best practices in both domestic and international 
factoring and related Open Account Finance products
INFlUeNCe: FCI promotes and defends the Industry with stakeholders and policy makers 
worldwide

What are the key FCi 
updates this year?

The world factoring statistics for the Factoring and Receivables Finance Industry volume 
showed solid growth in 2019, indicating positive trends in most regions of the world. The 2019 
volume of EUR 2,917 billion represents a growth of over 5% as compared with the previous 
year’s 2,767 billion euro. FCI announced recently the launch a new IT project, to develop 
a state of the art global receivables finance platform, in part based on a decentralized 
database using Blockchain/Distributed Ledger Technology (DLT). This system will replace the 
current EDI based platform that members use today to conduct cross border international 
factoring using our system and proprietary rules. FCI has also invested in capacity building 
and advocacy in numerous countries. We support the creation of sound policy and good 
regulatory framework for the healthy development of factoring. FCI also made investments 
into building a new global reverse factoring platform, what we call FCIreverse.

What are the key COVid 
related initiatiVes yOu’Ve 
WOrked On and hOW 
Can We eFFeCtiVely ‘turn 
trade On’ as We head intO 
reCOVery?

Since the beginning of this crisis, FCI has taken action & strengthened the links with its 
members, together with the support of the Legal & Executive Committees.  Four important 
circulars were issued, Payment term extensions: they are rising, up to 90 days, sometimes 
180 days. FCI has adopted a 3-phase approach (green, orange and red) to guide our 
members during this disruptive period. After entering the orange phase in March, the 
Legal Committee drafted a new “model deviating agreement” that allows members, if all 
parties agree, to extend the terms of trade. At the request of our members, we issued a 
Q&A, detailing various questions received by the Secretariat, dealing with term extensions, 
force majeure as well as impact on credit limits by credit insurers. FCI offered 10 webinars, 
all free & for the benefit of our members during these difficult days.   Subjects included the 
impact of COVID-19 on Factoring, Technology/Blockchain, Legal Matters, FCIreverse, Credit 
insurance, and Fraud in Factoring.  Lastly, FCI together with other industry stakeholders 
submitted letter to various governments to support the implementation of a “credit 
insurance shield” for the continued health and growth of the credit insurance sector during 
this COVID-19 crisis period.  The factoring & receivables finance sector is tremendously 
reliant on the credit insurance sector for line availability.  In a recent survey conducted 
by FCI, we conclude that nearly half of the nearly $3.2 Trillion factoring activity globally is 
backed by some form of risk mitigation product like credit insurance.

key dates and prOjeCts 
FOr 2020

 � Launch of 2020 FCI Annual Review - 24 June
 � Webinar:  Factoring and Receivable Finance in Africa amidst COVID-19 – A Wake-up Call! 
- 7 July

 � Publication of FCI Newsletter In-Sight - 30 August
 � FCI “Virtual” Annual Council - 23 September
 � FCI online courses open-to-all: every month: introduction to Factoring and Receivables 
Finance and Fundamentals on Domestic and International Factoring

       

peteR MUlROy,
seCretary General

AN UPDATE FROM GLOBAL ASSOCIATIONS AND INTERNATIONAL BODIES
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What is iCisa? The International Credit Insurance & Surety Association (ICISA) represents the world’s 
leading providers of private trade credit insurance and/or surety bonds. 

With almost USD3 trillion in trade receivables insured, representing almost 95% of private 
trade credit insurance underwritten, and billions of dollars worth of construction, services 
and infrastructure guaranteed, ICISA members play a central role in facilitating trade and 
economic development domestically and internationally. 

ICISA promotes sustained technical innovation, product integrity and good governance 
within the sector, as well as representing our members’ interests to international 
governmental and regulatory authorities.

What are the key iCisa 
updates this year?

The lockdown has understandably led to cancellation or postponement of a number of our 
scheduled meetings, but our members have adapted well to the circumstances. This has led 
us to host a range of successful events virtually, including webinars, committee meetings, 
and even our recent AGM.

We have been heavily involved this year in discussions on government guarantees for 
credit insurance, as well as wider discussions on efforts to keep economies afloat in these 
unprecedented times. We continue to follow key ongoing topics elsewhere too, including 
Basel III implementation (and the EU’s approach to credit insurance within banking rules), 
the 2020 Solvency II Review, IFRS17 implementation and many other issues. 

While regulators and standard setters have taken the welcome decision to delay or defer 
certain plans allowing firms to focus on responding to the crisis, challenges still remains for 
members to respond to the significant levels of regulatory change ongoing in the sector. 

What are the key COVid 
related initiatiVes yOu’Ve 
WOrked On and hOW 
Can We eFFeCtiVely ‘turn 
trade On’ as We head intO 
reCOVery?

The 2008/09 financial crisis forced the credit insurance industry to learn a number 
of hard lessons. As a result, ICISA responded quickly to the challenge posed this time 
around, including producing a position paper which has been widely used as the basis for 
discussions on credit insurance support schemes in a number of countries. 

The aim of most schemes has been to ensure existing cover remains in place while avoiding 
disruption for customers. While schemes vary in scale and application in each country, these 
have meant that there has been no widespread withdrawal of cover in comparison to the 
last crisis.
Throughout the crisis, ICISA has promoted the need for closer coordination of responses 
by governments. This is particularly the case as we look to kick-start global and domestic 
economies. Many support schemes have designated end dates, but the pandemic does not. 
Ensuring clarity about how schemes will work going forward will be key.

key dates and prOjeCts 
FOr 2020

Despite disruption, ICISA has had an exceptionally productive year so far. Key points include:
 � On 2 March 2020, the hosting of our annual Open Forum in London alongside 

representatives of the IUA, LMA, and Berne Union.
 � On 31 March 2020, the release of our position paper on public support schemes for credit 

insurance, which included our call for close coordination of such plans.
 � The development of a standalone section of our website for information on the 

pandemic, including a regular update on key policy developments for credit insurers and 
surety businesses.

 � On 13 May 2020, hosting a joint ICISA and IHS Markit webinar on “the Economic Impact of 
Covid-19 on Trade and Global Supply Chains”

 � On 10 June 2020, we held our Annual General Meeting via videoconference, where 
amongst other decisions made, our President and Vice-President (Patrice Luscan 
(Coface) and Kay Scholz (R+V Re), respectively), were re-elected to their posts for the 
2020-2021 period.

       

ROBeRt NIjhOUt,
seCretary General

AN UPDATE FROM GLOBAL ASSOCIATIONS AND INTERNATIONAL BODIES
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What is itFa? ITFA is a global community covering the broad trade finance market both in terms of specialisms 
and geographical location. It operates at multiple levels: personal, professional and product-wise.

ITFA is run by a voluntary board consisting of 11 board members, each of which represent regions, 
or are in charge of technical areas, such as insurance, market practice or fintech. Our most recent 
addition is a board member to represent the Americas.

ITFA currently has more than 300 members located in over 50 different countries.

What are the key 
itFa updates this 
year?

We have become very active over the last few years; specifically we have launched a number of 
strategic initiatives, and established more working groups to dig into areas of market concern. We 
will continue to engage our members so that we are dealing squarely with the problems that matter 
to them most.
 
A few of the key ITFA updates in 2020 involve fintech. The first is the Trade Finance Distribution 
Initiative (TFDI), which we’re going to ensure contributes to the wider industry. The other is the Digital 
Negotiable Instruments Initiative (DNI), where the issue is less technical and more legal in nature, 
so we’re advocating for legal changes and have provided interim solutions. We have recently 
announced the formation of a new technology-centric advocacy task force: The Technology Experts 
for Regulatory Action (TERA).
 
During the year, our Insurance Committee has been very active in lobbying in the interests of our 
members, mainly regarding the implementation of the recent changes to Basel III into European law 
(CRR and CRD) and have prepared a briefing note.
 
Another project we are excited about is our structured letters of credit whitepaper which we will be 
producing later this year.
 
We are also looking at LIBOR discontinuation.

What are the key 
COVid related 
initiatiVes 
yOu’Ve WOrked 
On and hOW Can 
We eFFeCtiVely 
‘turn trade On’ 
as We head intO 
reCOVery?

The most important COVID related initiative is definitely the E-signatures paper which ITFA released 
back in April.  We had a lot of enquiries in the first couple of weeks of COVID on e-signatures, with 
issues around operational feasibility or efficiency being front and centre in getting  deals over the 
line. We have since published our guidance on digital signatures, which people have found very 
helpful. Many members have thanked us for helping them keep their businesses going with this 
advice which is very heartening.
 
Digitalisation has also been an important topic, not only for trade documents, such as letters of 
credit, but also for practical day-to-day operations, with people now working from home. So we 
have been focussing on these more operational areas.
 
Another area we have focussed our attention on is insurance. Members need to know the status 
of the insurance market given that some banks have closed their lines and are re-evaluating their 
portfolios.  ITFA has  led another industry wide initiative to draw the attention of governments and 
regulators to the importance of the continuous support of all the different insurance tools in times 
of crisis. In the US, we are working with brokers to convince the US Fed to provide backing for trade 
credit insurance.

key dates and 
prOjeCts FOr 2020

 � Webinars - as many of you have seen, ITFA is organising weekly educational webinars on various 
areas and topics; fintech, insurance, legal and regulatory, regional etc. And we are pleased to  
see that all our webinars were well attended, with positive feedback from many registrants.

 � Conference - regrettably, our annual conference which was to be held in Singapore this coming 
September, is being postponed. Our priority at the moment is health and safety, so once it is safe 
for our members to travel, we will announce details of an annual conference hopefully early in 
2021. An AGM will be held electronically in October.

 � Release of Whitepaper - the ITFA market practice committee is working hard to release a 
whitepaper on Structured Letters of Credit - watch this space!

       

seaN eDWaRDs,
Chairman

AN UPDATE FROM GLOBAL ASSOCIATIONS AND INTERNATIONAL BODIES
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What is WOa? WOA is the online professional community for key stakeholders in the global open 
account business. It is open and accessible for everyone, collaboration-based and 
digitally driven, with a focus on innovation and knowledge. In WOA you can network 
with trusted professionals in a safe and structured environment, exchange information, 
discuss business opportunities and create cooperation. WOA gives access to a unique 
knowledge hub on receivables finance, developed by the community for the community. 
Discover technology and discuss the latest trends at WOA events and on WOA Forum, our 
unique community initiative.

What are the key WOa 
updates this year?

WOA continues to grow in stature and reputation; we now have almost 1000 active 
participants in the community and we are being approached as subject matter experts 
by third party organisations. WOA has given input to the EU’s recent review of SCF and 
has been one of the first organisations approached to participate in the upcoming 
UNIDROIT Model Factoring Law deliberations.

Our innovative online digital approach with a series of highly topical and relevant 
webinars has created a trend in the Industry with other organisations now emulating our 
approach; we are delighted by this; as the saying goes imitation is the sincerest form of 
flattery.

During 2020 WOA is also launching a new initiative: “WOA Advice & Support”. This new 
breakthrough service will assist financiers in their development and transformation and 
assists corporates in finding and implementing the best-fit working capital solution.

What are the key COVid 
related initiatiVes yOu’Ve 
WOrked On and hOW Can We 
eFFeCtiVely ‘turn trade On’ 
as We head intO reCOVery?

Our survey on the effects and attitudes of the COVID pandemic on the global RF 
community has just been published in June and readers can see a presentation on the 
outcomes on our website. We asked questions on the impact of the pandemic: How is 
business affected? What are the implications for Demand, Process, Staff, Sentiment and 
Expectations?
Some key take-aways include:

 � A major impact for 66% of businesses – only 13% feel relatively unscathed. 
 � For most it has meant a real increase in focus on operational activities. Most 

companies have maintained their staffing levels but there has been a massive shift in 
the way that those staff work.

 � Confidence about the future of their business is mixed; for a majority there is a real 
sense that the impact is going to be unprecedented. 40% think recovery will be within 
a year, 60% believe it will take a year or more.

 � And the overwhelming majority believe the changes in their businesses will be 
permanent

key dates and prOjeCts FOr 
2020

 � June: Webinar – The COVID crisis and RF: Impact and Future
 � 1-3 July UNIDROIT discussions
 � July: launch of new service WOA Advice & Support
 � 7 July: Webinar - A tour in the world of Funding Platforms
 � August to December: A regular stream of webinars with topics and speakers to be 

announced
 � 5-6 October. Annual Conference Vienna Austria. Having been the pioneers of online 

meetings, we hope to be the first major organisation to return to physical meeting 
with our planned conference. We will of course make a final decision based on 
the prevailing conditions closer to the time, but it is our hope to show that the RF 
community is open for business!

       

eRIk tIMMeRMaNs,
fOunder

jOhN BRehCIst,
direCtOr

AN UPDATE FROM GLOBAL ASSOCIATIONS AND INTERNATIONAL BODIES
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INTERNATIONAL
TRADE AWARDS

2020

TRADE FINANCE GLOBAL

IN COOPERATION WITH BAFT

Following a year of geopolitical uncertainty, technological disruption 
and competition, the 2020 International Trade Finance Awards 
by Trade Finance Global recognise and award those who have 

succeeded and provided an outstanding contribution to international 
trade. Trade Finance Global Awards are totally independent and 

judged by an expert panel of trade specialists.

International trade awards 2020: steering panel

sean edwards, ITFA
Cecile andre leruste, Accenture
peter Mulroy, FCI
Rudolf putz, EBRD
Mark abrams, TFG
alisa DiCaprio, R3
erik timmermans, WOA
johanna Wissing, Lloyds Bank
Robert Besseling, ExxAfrica
silja Calac, ITFA, SwissRe
harri Rantanen, Standardised Trust
emmanuelle Ganne, WTO
David Bischof, ICC Banking Commission
Vinco David, Berne Union
stacey Facter, BAFT
Ian sayers, International Trade Center
Dr. Benedict Oramah, Afreximbank
Ziyang Fan, World Economic Forum
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GlOBal
Best tRaDe FINaNCIeR

Best tRaDe FINaNCIeR IN 
eUROpe

Best tRaDe FINaNCIeR IN 
aUstRalIa paCIFIC

Best sUpply ChaIN FINaNCIeR

Best tRaDe FINaNCIeR IN asIa

Best tRaDe FINaNCIeR IN 
NORth aMeRICa

Best tRaDe FINaNCIeR IN 
latIN aMeRICa

Best ReCeIVaBles FINaNCIeR Best eXpORt CReDIt aGeNCy

Best MUltIlateRal
DeVelOpMeNt BaNk

ReGIONal
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Best tRaDe FINaNCIeR IN the 
MIDDle east aND
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Best tRaDe FINaNCIeR IN 
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Best lOGIstICs pROVIDeR

Best IslaMIC FINaNCIeR MeNa FINteCh INNOVatOR 
aWaRD

Best tRaDeteCh COMpaNy

sUstaINaBle FINaNCe aWaRD

INNOVatOR IN GlOBal tRaDe

Best tRaDe CReDIt 
INsURaNCe pROVIDeR

speCIalIst

MeNa speCIFIC



18

Trade Finance Talks

tradefinanceglobal.com



19
tradefinanceglobal.com

Trade Finance Talks

Featured

4



20

Trade Finance Talks

tradefinanceglobal.com

the “key” to digital trade finance: 
Public key cryptography explained

4.1

pOppIe sIMMONDs
Trade Professional
tFG’s International trade 
professionals programme

Corporate & Institutional Trade Sales
lloyds Bank

We all use public-
key cryptography 
every day, but what 
actually is it, and why 
is it so important in 
our transition to a truly 
digital trade finance 
industry?

Why is this releVant?

The move towards digitisation 
in trade finance is an extremely 
popular discussion at the 
moment, and as we read, 
watch and listen to all of the 
various articles, webinars and 
podcasts on the topic, it’s easy 
to be blindsided by lots of 
technical terms that may arise. 
From blockchain to bitcoin and 
everything in between, one such 
term you might have heard 
is public key cryptography 
(also known as asymmetric 
cryptography), often referenced 
in trade when talking about 
solutions to validate that a 
digital instrument is the original 
rather than a copy, or to verify a 
sender’s identity.

Historically, there’s been a certain 
comfort that paper seems to 
give us, providing the ability to 
physically hold a document, see 
the wet ink signature, or mail it to 
its recipient. One might think that 
these attributes are not easy to 

replicate in an electronic format, 
or just simply rather not trust 
that the electronic version gives 
the same security as paper, but 
that’s where important technical 
concepts such as public key 
cryptography come into play.

What is puBliC key 
CryptOgraphy?

We’re all familiar with keys in 
the real world, but in digital 
format, a key is simply a long 
string of numbers – really long 
in fact, sometimes up to 4096 
characters. The good news is 
you don’t need to task yourself 
with creating one, but rather 
the systems we use that utilise 
public key cryptography do this 
for us on the fly, often without 
us even being aware that this is 
happening in the background.
What’s interesting about public 
key cryptography, is it’s not just 
about locking and unlocking only, 
but there’s multiple uses for the 
system depending on what you 
are trying to achieve. Essentially, 
it all boils down to having two 
digital keys – one that’s public 
which you share with whoever 
you are communicating with, and 
one that’s private which you need 
to keep safe, secure and never 
provide to anyone else.
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These keys are mathematically 
related in such a way that a 
message encrypted (locked) 
by the sender with the intended 
recipient’s public key can be 
decrypted (unlocked) with the 
recipient’s private key, and vice 
versa. By clever manipulation, 
we can use these keys in various 
different ways to either secure a 
message, add a digital signature, 
or verify that signature to check 
the sender is who they say they 
are. What’s important about the 
maths behind all of this – and 
whilst the detail of modular 
arithmetic and prime numbers is 
perhaps a touch too much for this 
article – is that it hinges around 
the fact that these are “one 
way functions”. With the output 
alone, it’s practically impossible 
to work backwards to get the 
original message – even with a 
supercomputer, it would take 1 
billion billion years to crack by 
using brute force.

enCryptiOn

One of the main uses for public 
key cryptography is encryption, 
to secure a message in a way 
that nobody except the intended 
recipient can view its contents. 
Let’s say we’ve got two people, 

Alice and Bob (as are often used 
in explanations of cryptography), 
who wish to share secret 
messages between themselves. 
Alice and Bob have spoken 
previously and shared their public 
keys with each other beforehand, 
and now Bob is preparing to send 
Alice his next message.

Bob encrypts his message for 
Alice with her public key, which is 
freely shared, meaning the only 
way to decrypt that message is 
to use Alice’s matching private 
key. Therefore, Bob has ensured 
that the only person that will be 
able to decrypt his message 
is Alice, (provided nobody else 
has managed to get hold of her 
private key of course) preventing 
unwanted attackers from being 
able to read its contents.

VeriFiCatiOn

Another important application 
of public key cryptography is 
verification – how do we know a 
message has really come from 
who we think it has, rather than 
an attacker impersonating the 
sender? Using the Alice and Bob 
example once more, Alice is now 
going to use her private key to 
attach a digital signature to her 

message. When Bob receives 
this, he can use what he knows to 
be Alice’s public key to verify this 
signature, allowing him to know 
it was really Alice that sent the 
message.

An interesting point to call 
out, and as is the case in the 
diagram, is that a message does 
not have to be encrypted to 
be signed, or vice versa. Alice’s 
message of “Hello Bob!” was sent 
in plain text, meaning anyone 
that intercepted the exchange 
would have been able to read it, 
the signature was simply there 
to allow Bob to verify this had 
come from her. Just because 
a message is signed does not 
mean it is encrypted, nor does an 
encrypted message always bear 
a signature. Equally, both can be 
utilised simultaneously to send an 
encrypted, signed message – it 
all depends on what is required 
by both parties for that particular 
exchange.

hOW is this appliCaBle tO 
trade FinanCe?

Let’s think about one particular 
use case with one aspect of 

Alice
52ED879E
70F71D92

Big random
number

Alice’s
public key

Alice’s
private key

Key generation
function

Bob

Alice

Hello
Alice!

Hello
Alice!

Encrypt

Decrypt

6EB69570
08E03CE4

Alice’s
public key

Alice’s
private key

Alice

Bob
True, this
message is
authentic

Hello
Bob! Sign

Verify

Hello
Bob!

Alice’s
private key

Alice’s
public key

BE459576
785039E8
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public key cryptography – 
guarantees and the verification 
of digital signatures. If Alice and 
Bob were actually a bank and 
the beneficiary of a guarantee, 
we can start to put the pieces 
together as to how this would 
work in a real life scenario. 
When the bank issues a digital 
guarantee to the beneficiary, 
the bank would attach a digital 
signature which the beneficiary 
can verify, providing them with 
the comfort that they are in 
possession of a valid, operative 
instrument from the institution 
they believe it to be from.

This also works in reverse, if 
the beneficiary needs to send 
instructions to the bank during 
the life of the guarantee, 
whether that may be consenting 
to amendments or even 
cancellation – instead of sending 
a signed letter or returning the 
original paper copy as we often 
do at present, the beneficiary 

can simply send an electronic 
instruction to the bank with the 
appropriate digital signature. As 
the bank will have the correct 
public key for the beneficiary 
from the original issuance of the 
instrument, the signature can 
be easily verified and therefore 
the instruction acted upon 
accordingly.

Whilst for the purpose of 
explanation, it has been made 
to seem that adding a digital 
signature is a manual act 
that would be done by the 
bank and beneficiary, it would 
more realistically take place 
automatically within whatever 
platform is used to manage the 
transactions, with keys being 
generated, exchanged and used 
in the blink of an eye when the 
user clicks a button.

However, it is not just guarantees 
and digital signatures that are 
the only applications of this 

technology. There are a lot 
of efforts in the trade finance 
industry to work towards 
proper recognition of electronic 
instruments, addressing the 
issue from a number of angles, 
of which the technological 
capability is only one small 
part. ITFA’s Digital Negotiable 
Instruments initiative, focusing 
on the digitisation of Bills of 
Exchange and Promissory 
Notes, has given birth to the 
electronic Payment Undertaking 
(ePU), of which public key 
cryptography forms an integral 
part of its definition – “The 
underlying technology solution 
required for the ePU must […] 
be a cryptographically secured 
electronic document […] 
linked to a public key (one of a 
cryptographic key pair, the other 
being private)”.

Whether it’s the little padlock 
showing you’re on a secure site 
when you browse the internet, 
or WhatsApp’s end to end 
encryption, we all use public 
key cryptography every single 
day, just often without even 
knowing it. Whilst it’s not essential 
for the average trade finance 
professional to understand the 
nuts and bolts of all of the various 

technical concepts out there 
such as public key cryptography, 
having a general appreciation 
for these technologies and how 
they can be applied to the trade 
finance industry can only aid in 
faster adoption across the board.

It’s vital to recognise that not only 
are we just trying to find suitable 
digital equivalents to directly 

replace paper like for like, but 
rather that the digital solutions 
available go even further, offering 
enhanced security, efficiency and 
convenience. The utopia of a truly 
paperless trade finance industry 
will eventually happen, however 
one simple question remains: 
when? 

COnClusiOn
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How the collapse of Hin Leong
trading should accelerate the 
adoption of technology for trade 
finance

4.2

jOhN khaW
Trade Professional
tFG’s International trade 
professionals programme

Cofounder
lucidity

Hin Leong Trading’s, 
founded by 
Singaporean oil tycoon 
Lim Oon Kuin, collapse 
sends shockwaves 
through industry 
leading businesses to 
significantly embrace 
digital transformation.

an insight intO the 
COllapse OF hin leOng 
trading in singapOre

In mid-April, while Singapore and 
the rest of the world had their 
hands full amidst the COVID-19 
pandemic, bombshell revelations 
about Hin Leong Trading’s 
woes shocked Singapore and 
its markets worldwide. Its 
reverberations were felt across 
the globe, with the many pointing 
to the oil price volatility as one of 
the major causes of its collapse. 
With the world focused on the 
fate of American oil producers 
following the WTI negative prices 
for the first time in history, little 
does one expect that the 2020 
Russia–Saudi oil price war would 
claim its first major scalp on the 
other side of the world, albeit 
unexpectedly, in the form of one 
of Asia’s largest fuel traders, Hin 
Leong Trading.

As the dust settles following 
its phone call with its bankers 

about a debt moratorium, it 
revealed the scale of the scandal 
to the disbelief of many trade 
bankers in the industry. Hin 
Leong racked up US$3.6b of debt 
owed collectively to 23 banks, 
with more than US$598m owed 
to its largest lender HSBC. With 
Hin Leong’s founder Lim Oon 
Kuin further admitting that the 
oil pledged for collaterals worth 
$800m had been sold to raise 
cash instead of repaying debt 
liabilities, their bankers are staring 
at the possibility of recovering 
just 18 cents for every dollar lent 
in the best-case scenario. Hin 
Leong Trading has since been 
successfully placed under interim 
judicial management of PwC as it 
seeks to restructure its mountain 
of debt.

the meChaniCs OF letters 
OF Credit

As a commodities trading 
company, where profits are made 
of razor-thin margins, access 
to letters of credit is one of the 
most important financial tools 
a trading company could have. 
Letters of credit (more commonly 
known as LCs) are essentially 
a payment undertaking by the 
buyers’ bank to the supplier, 
in exchange for compliant 
document presentation against 
the terms and conditions of 
the LCs. Letters of credit are 
commonly issued according to 
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ICC’s Uniform Customs & Practice 
for Documentary Credits, more 
commonly known in its current 
iteration as the UCP600. In an LC, 
trade documents are channelled 
through the banking channel 
while the goods are in transit to 
its destination, providing security 
to both the buyer and the seller of 
the transaction.

“As a commodities trading 
company, where profits are 
made of razor-thin margins, 
access to letters of credit is one 
of the most important financial 
tools a trading company could 
have” 

By the virtue of a complying 
presentation, suppliers can 
accelerate the receipt of funds 

by requesting their banks to 
“negotiate” the documents 
in the case of where credit is 
available by negotiation, a form 
of prepayment that provides 
the supplier instant access to 
capital whilst at the same time 
offering competitive payment 
terms to their buyers, whom may 
not have to pay until much later, 
commonly up to 90 days after the 
shipment date.

As a buyer, by a combination 
of collaterals pledged and the 
market reputation, can request 
their banks to issue LCs on their 
behalf at a significant leverage 
ratio that enables commodities 
traders to trade at many times 
their actual asset positions, 
thus further strengthening the 

position of the reputable trader 
in the market as a market mover. 
By combining prepayment 
availability in an export 
transaction with the LC issuance 
leverage in an import transaction, 
it is clear to see why LCs are the 
clear favourite of commodity 
traders, who are one of the most 
important groups of customers 
to any bank with a trade finance 
business, compared to SMEs 
who have long baulked at its 
exorbitant charges and its 
peculiarity and sensitivity on 
documentation accuracy.
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the dOminO eFFeCt

Hin Leong’s woes began when 
its bankers refused to issue 
LCs on its behalf and started 
demanding repayments on loans 
extended to them, most likely in 
the form of trust receipt loans. 
With the understanding of how 
LCs provide leverage for trading 
companies, it is easy to see how 
an overextended commodity 
trader would struggle in the face 
of such events.

As banks scramble to the safety 
of the known, many would 
freeze credit facilities such as 
LCs to companies under similar 
industries. And then the domino 
effect would happen. Companies 
who would have avoided such 
circumstances suddenly find 
themselves in a bind and it didn’t 
take long before one surfaces in 
the form of Zenrock Commodities 
Trading. Founded by two former 
executives from well-known oil 
traders Unipec and Vitol, Zenrock 
was revealed to have owed more 
than $600 million to its creditors, 
of whom 6 are banks, including 
HSBC and 10 unsecured creditors 
such as French oil major Total’s 
Totsa Total Oil Trading Trading SA.

A Bloomberg law article recently 
quoted an insider within Societe 
Generale regarding the halt of 
fresh funding to oil trading firms 
in the Asia Pacific and the review 
of its global businesses, in light of 
the collapse of Hin Leong. Societe 
Generale’s stance is unlikely to be 
an isolated one, with many banks 
now considering a similar course 
of action behind closed doors.

What’s next? enter 
teChnOlOgy

While the scale of Hin Leong’s 
collapse is massive, it pales in 
comparison to a similar scandal 

in 2014 involving the metals 
warehouse scam in Qingdao, 
China where metals stored in 
bonded warehouses were found 
to be traded and/or financed 
several times, resulting in losses 
of more than $10bn to the 
affected creditors.

Recently, Agritrade Resources, 
also in Singapore, has defaulted 
on its debt and collapsed in 
February 2020. As Agritrade 
has a substantial interest in 
palm oil trading and coal, it is 
discernible that trade in fungible 
commodities are susceptible 
to trading risk and subsequent 
defaults in poor credit 
environments, as is the case with 
Hin Leong’s.

With that considered, one must 
now ask, is there truly nothing 
that can be done? Has the 
industry truly learned nothing 
about its failures of the past? The 
fundamental basis in a bank’s 
relationship with its client is, 
foremost, the element of trust. 
Trust enables a bank to extend 
credit lines, offer favourable 
repayment terms, and lend 
its credibility to its clients’ 
customers. And when this trust 
is broken, we often see the full 
scale of its impact, not just to the 
affected organization, but many 
in the same industry.

Whilst no longer at the peak of 
its hype back in 2018, blockchain 

still offers much to address trust 
in any banking relationship. Using 
its immutability and the need for 
consensus attributes, it offers a 
tangible form of trust that can be 
leveraged in many ways.

One such instance would be 
to deploy blockchain solutions 
to offer transaction visibility 
beyond that of what is currently 
offered by paper documents. 
By utilizing blockchain, 
lenders’ concerns regarding 
transaction authenticity and the 
management of related party 
transactions can be alleviated 
with the visibility of trade flows via 
a platform or solution based on 
blockchain.

Collateral management by 
utilizing blockchain-based IoT 
solutions would provide banks 
with an unprecedented window 
into the state of asset health of 
their customers, thus preventing 
knee-jerk reactions that would 
cause a negative credit shock 
to their clients, industry, and 
financial system. Clients with 
prudent management of their risk 
exposure and financial discipline 
will reap the rewards of the trust 
established by the use of such 
solutions by possessing a reliable 
and mutually beneficial banking 
relationship that they can fall 
back and rely on in challenging 
times.
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the need FOr a COnCerted 
eFFOrt By stakehOlders

With Hin Leong’s collapse, some 
questioned if the lack of oversight 
from the regulators was one of 
the contributing factors. The truth 
was Hin Leong Trading was an 
exempt private company with no 
disclosure requirements typically 
required from companies listed 
on public securities exchanges. 
The question of how Hin Leong 
accumulated such an enormous 
debt given its opaqueness is 
one that banks and financial 
institutions today have to ponder 
and ask themselves. Was the 
prospect of growing revenues 
at all costs too attractive to 
turn down, or was it a case of 
becoming unwitting conspirators 
to a dishonest client?

“The adoption of technology, not 
just that of blockchain-related 
ones, in trade finance is sporadic 
and anaemic, often occurring 
only in the form of pilots or within 
close circles of the banking 
community with customers and 
their related entities”

The adoption of technology, 
not just that of blockchain-
related ones, in trade finance 
is sporadic and anaemic, often 
occurring only in the form of 
pilots or within close circles of 
the banking community with 
customers and their related 
entities. These solutions now have 
to be a part of conversations 
surrounding the consolidation of 
standards regarding the use of 
electronic documentation and 
transaction monitoring from now 
on, to establish a fundamental 

understanding amongst industry 
participants to prevent another 
repeat.

There are major roles in 
technology adoption to be 
played by regulators and global 
industry-standard players to 
participate in such endeavours, 
as trade by itself is facilitated 
by various instruments that are 
invariably created, validated and 
recognised by these stakeholders. 
Current iterations of technology 
solutions often preclude one 
or more key stakeholders. This 
needs to change if we are 
to avoid another repeat of a 
scandal of this magnitude or 
greater in trade finance. 
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FCI perspective: 10 factoring 
predictions in a post-CoVID world

4.3

Will history repeat 
itself, or will we see 
a new normal post 
the COVID-19 crisis? 
Unpacking previous 
events, TFG heard 
from FCI’s Secretary 
General Peter Mulroy, 
comparing how 
the factoring and 
receivables industry 
has fared during 
previous crises and 
what we can learn 
moving forwards.

Considering the times, it’s only 
appropriate to share some 
views regarding the impact the 
COVID-19 crisis is having on our 
members globally and provide 
some insight into the future. We 
have all heard many different 
views about its potential impact, 
so I don’t necessarily want to 
take a guess on what will come, 
but instead look back in time 
as a means to determine what 
tomorrow will bring. History does 
have a way of repeating itself and 
if it is any indication, factoring 
should see a significant rebound 
in 2021 and the years that will 
follow. One just has to look at 
the past as an indication of the 
future.

the great depressiOn 
1929-1939

The Great Depression was a 
worldwide economic event which 
began on “Black Thursday,” 
October 24, 1929 when stock 
prices fell 22% within four days.  
Factoring at the time was 
predominantly practiced in the 
US.  A notable and interesting 
story is that of my previous 
employer, SunTrust Bank, which 
established its factoring business 
in 1939 at the tail end of the great 
depression. This was a time 
when we saw the first major rise 
in new forms of secured lending 
including factoring, as it became 
clear that receivables were 
appreciably better collateral than 
mortgages due to its short term 
and “self-liquidating” nature.

At SunTrust, the bank 
management saw the great 
depression as an opportunity 
to “finance small businesses 
through the collateralization 
of their accounts receivables”. 
Others also led the charge. 
James Talcott, one of the largest 
players at the time (later to 
be acquired by CIT) expanded 
rapidly in the 1930s.  Just in a 
few months after the notorious 
stock market crash of 1929, 
CIT invested and built its first 
factoring operation.  Consumer 
spending rose dramatically and 
CIT prospered due to its secured 
finance business in factoring, 

peteR MUlROy
Secretary General
FCI
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consumer appliance, furniture, 
and automobile financing.

This period also marked a time 
of consolidation of the early 
factoring industry in the US, who 
were forced to diversify their 
clientele, expanding beyond 
their traditional base in textiles, 
apparel and woolens. Around 
1930, CIT expanded its receivables 
financing by buying five well-
known factoring companies in 
the space of four years, including 
Morton H Meinhard & Company 
and William Iselin & Co, two well-
known brands at the time. By the 
start of the war, new factored 
markets included chemicals, 
cosmetics, electronics, furniture, 
glassware, home furnishing, and 
many more. During this period, 
factoring volume boomed 
(certainly supported by the 
economy during the war years). 
Between 1935 and 1948, the US 
factoring industry grew by an 
unprecedented 13% CAGR, a four-
fold increase during this 13 year 

period.

The Great Depression had gutted 
the nation in the 1930s and its 
effect cast a long shadow that 
can still be seen today. One 
economist, Miguel Faria-e-
Castro of the Federal Reserve 
Bank of St. Louis recently raised 
eyebrows when he estimated 
that the unemployment rate 
could increase up to 30% by 
the end of the second quarter 
2020 in the US, far exceeding 
the record held during the peak 
period of 25% in 1933. Fortunately, 
we did not experience such a 
calamity, as Europe has fared 
much better with an expected 
increase of 9% this month. And at 
the beginning of June 2020, the 
official unemployment rate in the 
US stood at nearly 15%.

the great reCessiOn 
2008-2009

Now, let’s look at the great 
recession and its impact on the 

global economy between 2008-
2019.

Not since the great depression 
had the financial community 
witnessed a period of time quite 
like it. First Bear Stearns collapsed 
in March 2008 and was ultimately 
rescued by the US Government. 
They received an emergency 
bail-out from the Federal Reserve 
and was then taken over by JP 
Morgan Chase. Lehman Brothers 
filed for bankruptcy protection in 
September 2008, which within six 
months led to a domino effect, 
adversely impacting such giants 
as Merrill Lynch, AIG, CIT, Freddie 
Mac, Fannie Mae, RBS, Fortis and 
others, all coming perilously 
close to following Lehman’s 
demise, most rescued through 
large bail outs by their respective 
governments.

Risk increased dramatically 
and global trade was severely 
affected. SMEs were particularly 
hard hit as banks pulled back 
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funding. Large bank-led SCF 
programs concentrated in Spain 
and the US began to witness 
numerous reductions or complete 
program shut downs, impacting 
the continuous liquidity needs for 
SMEs.  Unemployment peaked 
during this period in the US to 
10.0%.  This was much lower than 
during the great depression and 
the current COVID-19 inspired 
recession. The factoring industry 
only declined modestly in 2009 
by -3%, generating EUR 1.3 Trillion 
in volume that year. However, a 
decade later, this figure would 
rise to nearly EUR 3.0 Trillion, a 
more than two-fold increase, 
growing by a staggering 9% 
CAGR, similar to the surge 
experienced after the great 
depression.

The extreme global economic 
and political volatility since 
the Great Recession in 2009 
has given rise in nationalism 
and protectionism. Trade wars 
have since arisen, which has 
contributed to a slow-down 
in global trade.  Despite all of 
this, factoring has remained 

resilient during this period.  
Throughout the past ten years, 
and especially during and after 
the financial crisis, the factoring 
community took up the slack 
left behind as banks pulled out 
of financing arrangements. In 
fact, the receivables finance 
industry played an important 
role in the continued health 
and eventual growth in global 
trade, particularly by continuing 
to finance SMEs during this 
challenging period.

COVid-19
reCessiOn 2020 – ?

There are the stark differences 
today as compared to the 
other two crises.  This crash has 
been driven by the mandatory 
cessation of business due to the 
shutdown in most countries, and 
has not yet been driven by a 
collapse in the financial sector. 
Unlike the great depression, 
banks in the US had either been 
shut down or placed on “bank 
holiday” by closing the banks for 
a three-day cooling off period. 
The most memorable line from 

the President Roosevelt’s speech 
was directed during the banking 
crisis, “The only thing we have to 
fear is fear itself.”

“The only thing we have 
to fear is fear itself.”
President Roosevelt

In the last crisis, governments 
around the world who for 
years boasted about the self-
evident benefits of limited 
regulation had to sink trillions 
of dollars to prevent the global 
banking system from collapse. 
However, this crisis is different 
as governments are more 
prepared, due to the increase 
in capital stemming from the 
requirements of Basel II-III, 
including the numerous stress 
tests that both US and European 
banks had undertaken, leading 
to a system that so far has been 
able to weather the storm.  Also, 
governments this time have 
injected trillions of dollars into the 
system in the form of economic 
stimulus via direct payments 
to consumers, low interest 
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loans to SMEs, targeted bail out 
funds to economically hard hit 
industries such as travel, leisure, 
hospitality, etc… In the US alone, 
the government has directly or 
indirectly pumped in nearly $5 
Trillion into the economy over the 
past several months, a historical 
record accounting for nearly a 
quarter of annual US GDP.  This 
all bodes well for a potential 
recovery in 2021.

There will certainly be winners 
and losers coming out of this 
dark period.  Sadly SMEs and 
consumers will be the most 
impacted by this crisis. Retailers 
who have already undergone 
great strain from the evolution to 
e-commerce are already feeling 
the pain. Some have begun to 
file for bankruptcy protection, 
including such brand names 
in the US like JC Penneys, Pier 
1 Imports, J Crew, Hertz, and 
Neiman Marcus. Over a third 
of those large restaurant and 
retail chains are under “watch” 
by the rating agencies as likely 
candidates for bankruptcy.  The 
“mall” culture around the world 

is in for a big shock, stemming 
from this crisis. If there were any 
doubts about their eventual 
demise, the impact of the 
pandemic will likely dispel them.

This disruption will have a 
significant impact on the industry. 
However, the need for liquidity 
and risk mitigation will be greater 
in the coming months than at any 
time before. And this gets back to 
why the factoring and receivables 
finance industry matters now 
more than ever. I had estimated 
last year that the combined open 
account trade volumes financed 
by such means like traditional 
factoring, reverse factoring, asset 
based lending and other forms 
of receivables finance accounts 
for well over US$5 Trillion globally, 
representing approximately 
6% of global GDP. A significant 
portion of this figure is targeted 
to SMEs, the engine of economic 
growth and employment around 
the world. And as history has 
shown us repeatedly, we can 
count on a surge of growth in 
receivables finance, as indicated 
in the past two major economic 

calamities over the past century. 
But for those who do invest must 
do so carefully, ensuring they 
implement strong operational 
controls, proper underwriting 
procedures, increased awareness 
of potential fraud (always an 
enhanced risk in times such as 
these) and heightened analysis 
of dilution risk in these sensitive 
times. As such, even though 
volumes will be challenged due 
to the recession, the demand 
for secured finance in the form 
of factoring will only increase.  If 
these past two economic events 
are any indication, I estimate 
that the industry could excel this 
decade, potentially achieving 
US$10 Trillion in volume globally 
by 2030, increasing by a 7% CAGR. 
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As we have seen, this recession 
has unique characteristics that 
can take a page from almost 
every economic calamity 
mentioned above.

From it, we can make some 
predictions for the future:

1.   Commercial bank lending 
tightened

Expect commercial banks 
to become much more 
conservative, pulling lines 
especially on SMEs. This will 
create a significant uptick in new 
business opportunities for the 
industry, which we are already 
beginning to hear from our 
members.

2.   less abundant liquidity 
which affects non banks and 
commercial factors 

Liquidity will be not as abundant 
as before. Non-Bank Financial 
Institutions (NBFIs) and 
Commercial Factors will feel the 
pinch most, with reduced liquidity 
to support SMEs. And corporates 
will want to diversify their funding 
sources to ensure stability.

3.  Collections will slow and 
portfolios will age

Collections will continue to 
slow and ageing portfolios will 
increase due to delinquency, 
breaching eligibility ratios and 
covenants with funders which 
will lead to the cancelation of 
committed lines. We have already 
seen by FCI members a 160% 
increase in past due invoices 
assigned via edifactoring as of 
30th April 2020 compared to 31st 
December 2019.

4. term extensions to rise

Term extensions will rise, 
demanded by debtors around the 
world. One of our larger members 
report that they are seeing over 
30% of their outstanding portfolio 
of receivables extended for a 
period of up to 90 days, others 
seeing extensions as far out as 
180 days.

5. Credit insurance lines reduced 
or cancelled

Credit insured lines will be 
affected, impacting customer/
debtor credit availability, both 
underwritten in-house or by the 

credit insurance community.  We 
hear this already from a number 
of members that lines are being 
cancelled or reduced. However, 
numerous governments in Europe 
have created “credit insurance 
shields” to support the industry, 
providing guarantees to ensure 
credit lines are not reduced or 
as severely impacted due to 
COVID-19. FCI together with other 
industry stakeholders are also 
supporting similar measures in 
the US.

6. Dilution to increase

Expect to see dilution to increase, 
as supply chains become 
disrupted due to increased 
geo political uncertainty. Just 
this year, FCI has witnessed 
amongst its members a 40% 
increase in dilution as reported in 
edifactoring as of 30th April 2020 
compared to 31st December 2019.

7. Business volumes will dry up

Business volumes will be severely 
impacted, especially in the 
2Q2020. Volume will dry up, as 
new invoices contract in part due 
to the declining economy, in part 
due to plummeting commodity 



33
tradefinanceglobal.com

Trade Finance Talks

prices. However, we expect that 
inflation is inevitable, which will 
have a positive affect on volumes 
in the coming year. However, 
we can certainly predict a 
significant drop in global volumes 
in 2020, more than the 3% drop 
experienced in 2009.

8. Businesses to borrow less

Businesses are borrowing less 
due to increased efficiency and 
inventory management, and the 
ability to borrow cheaper from 
banks. However, with the crisis, 
we anticipate an increase in 
the percentage of advances to 
factoring accounts, even though 
we expect volume to decline. 
However, we expect that inflation 
is inevitable, which will have a 
positive affect on volumes in the 
coming year. We can certainly 
predict a significant drop in global 
volumes in 2020, more than the 
3% drop experienced in 2009. This 
is in part based on the 6-month 
international factoring figures in 
FCI’s edifactoring.com platform 
as reported for the first half 2020, 
which shows a -42% decline YTD 
broken down by region: W. Europe 
-23%, NE Asia -58%, SE Asia -72%, 
Americas -29%, CEE/SEE/ME -26%.  

However, if you compare this with 
number of invoices/assignments 
during the same period 
compared to the previous year, it 
shows a decline of only -28%.

9. Fintechs go out of business

What is interesting is the rise of 
fintechs and their success that 
they have experienced over these 
past years. However, I predict that 
you will see numerous fintechs go 
out of business, stemming from 
losses, frauds and an increased 
challenge to raise capital.

10. sCF / Reverse programmes     
might be frozen or eliminated

SCF/Reverse Factoring users will 
feel the pinch. Most SCF/Reverse 
programs are uncommitted 
and will most likely be frozen or 
eliminated in their entirety, in 
particular impacting programs 
from non-investment grade 
companies BB+ or lower. We are 
already seeing this in the auto 
sector around the world, a repeat 
of the great recession, resulting 
in long term memories of 
corporates to ensure their liquidity 
sources are diversified.

the Future OF FaCtOring

Factoring will be in high demand 
during and after this crisis, as 
banks pull out of credit facilities, 
especially SMEs and companies 
looking for new alternative 
sources of working capital 
financing. With the significant 
increased volatile environment, 
companies will look to mitigate 
the risk of their receivables.
However, receivables as an 
asset class will be tested like 
never before. Nonetheless 
their secured nature and the 
controls that factoring affords 
will make them more attractive. 
Also, the UNIDROIT has now 
launched the first phase of the 
creation of a new Model Law on 
Factoring, which will only elevate 
and accelerate the growth of 
the factoring and receivables 
finance industry, especially in the 
emerging markets.
“As the Oracle of Omaha recently 
quipped, “don’t bet against” 
factoring as it will continue to 
surprise and support companies 
around the world, especially 
SMEs!”
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Rejigging Africa’s trade position 
post CoVID19: the AfCFtA option

4.4

akINBOBOla OlUkayODe 
OlUGBeMI
Trade Professional
TFG’s International Trade 
Professionals Programme

The impact of COVID19 
on African states and 
their steps to curtail 
it has seen African 
economies shrink. What 
options are available in 
the AfCFTA to revitalize 
trade in Africa?

COVid-19 and the aFriCan 
trade dynamiCs

Just like other countries in the 
world, African states were not 
prepared for the spread of the 
novel coronavirus. Interestingly 
and as expected, two powerful 
African states, Egypt and Nigeria, 
recorded the first cases of the 
virus in Africa and sub-Saharan 
Africa. Of 54 countries in Africa, 53 
countries have recorded cases 

of the virus and only Lesotho is 
yet to record any. This record in 
Lesotho has perhaps been linked 
to a lack of testing materials and 
not that the country is indeed free 
from the virus.

Trade in Africa has primarily been 
a case of a producer exporting 
raw materials to foreign countries 
for production and the original 
producer importing the finished 
products. This situation has 
seen Africa contribute so much 
to global trade than it is given 
credit for. Indeed, Africans have 
a penchant for foreign goods, 
without necessarily producing the 
same goods. Producers who have 
made what can be referred to as 
“Made in Africa” products have 
not reaped much profit as much 
as their foreign counterparts 

because the 
African market 
is saturated with 
foreign products. 
For instance, 75% of 
the world’s cocoa 
is sourced from 
Africa yet Africa 
imports most of 
its chocolates. 
The oil-producing 
states in Africa 
contribute 
significantly to 
global crude 
but almost 
all petroleum 
products in Africa 
are imported.
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The Economic Development 
in Africa Report 2019 suggests 
that the total trade record from 
Africa to the rest of the world was 
about US$760 billion between 
2015 and 2017 and contributed 
between 80-90% of the world’s 
export between 2000-2017. 
However, intra-African export was 
merely 16% in 2017 while intra-
African trade was an abysmal 
2% between 2015-2017. This is not 
sustainable. If Africa is to truly 
become a globally competing 
trade powerhouse, it must set out 
to increase intra-African trade 
as well as boost its production 
capacity.

The 2019 ICC Trade Register 
Report reports that with the 
impact of the coronavirus, 
trade revenues are set to fall in 
2020 and with this fall, will have 
significant effects for Africa. Thus, 
it is time for Africa to reconsider 
its trade options with other 
African states as well as with 
the world. This author suggests 
that the AfCFTA is a viable option 
for the promotion of intra-
African trade and rejigging the 
continent’s trade post-COVID19.

the aFriCan
COntinental Free 
trade agreement 
(aFCFta)

The AfCFTA was signed on the 
21st March 2018 and came into 
effect on 30th May 2019, marking 
30 days since the deposit of the 
22nd ratification instrument. The 
AfCFTA is an agreement seeking 
to establish a free trade area in 
Africa. While trading under the 
agreement was to commence on 
1st July 2020, this date has now 
been rescheduled to a later date 
because of the coronavirus.

The AfCFTA is an all-
encompassing agreement that 
seeks to integrate the entire 
African trade and investment 
space. Article 6 of the Agreement 
provides that the agreement will 
cover trade in goods, services, 
investments, intellectual property 
rights, and policies. The aim is to 
bring together the entire 54 states 
of the African continent, integrate 
their trade and investments 
through trade liberalization 
mechanism, eliminating tariffs 
on about 90% of goods with total 
eradication of tariffs being the 
ultimate goal, eradicating import 
duties and creating the largest 
free trade area in the world. 
 

While the Coronavirus has not 
allowed for the commencement 
of trade under the AfCFTA 
arrangement, the Agreement 
seems to have come at the 
right time. With a very high debt 
profile and substantially weak 
economies, the International 
Monetary Fund has predicted 
a deep recession in Africa. With 
a recession comes a weaker 
trading power.

Thus, it is believed that with the 
massive impact the COVID19 is 
having on African economies, 
it may be helpful to consider 
maximizing continental and 
regional trade. This is even more 
important considering that many 
African states have imposed 
lockdowns that have practically 
shrunk their economies. Taking a 
peek into the future, participants 
in Africa’s trade will battle with 
the impact of the coronavirus 
for years to come. More so, it 
appears that the new way of 
life of reduced physical contact 
will be here for long. It has, 
therefore, become necessary to 
adopt continental and regional 
collaborative trade policies and 
mechanisms, one of which is the 
AfCFTA. This trade mechanism will 
ensure that the continent is able 
to sustain itself whilst also having 
a global impact.
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listed below are some of the challenges that may be experienced:

1. Lack of strong state institutions;
2. Smaller African economies might find it hard to compete
3. Possibility of poor Rules of Origin may grossly defeat the purpose of the AfCFTA;
4. Lack of a uniform currency may make price determination and regulation difficult;
5. Cross-border quality checks and control;
6. Existing trade obligations with non-African states as well as existing obligations under Article 2 of the  
 World Trade Organization’s Trade Facilitation Agreement;
7. Long time desire for non-African produced goods by Africans;
8. The full impact of the AfCFTA may be long-term while most African states require short-medium  
 term effects;
9. Corruption as well as rigorous legislative processes for the ratification and domestication of the  
 AfCFTA by African states.

It is believed that implementing the AfCFTA may have the following advantages for trade in Africa:

1. Easy movement of goods within African states by the elimination of tariffs;
2. Less volatility in foreign exchange and currency control;
3. Reduced regulatory charges;
4. Boost of Pan-Africanism, the industrialization of the collective economy and local production;
5. Increase in research and development to boost local production;
6. Long-term effect of a strong united African economy;
7. Promotion of healthy trade competition within African states;
8. Ultimate reduction in foreign debt of African states; and
9. The repositioning of Africa as a global giant in international trade

Implementing the AfCFTA may not be a very easy task for African states, although several 
organizations are already stepping up to support this laudable initiative by the African Union. 
Trade Finance Global reports that the Afreximbank has commenced the development of the Pan 
African Payments and Settlement System (PAPSS) for intra-African trade net settlements, while the 
International Islamic Trade Finance Corporation has also signed a Memorandum of Understanding 
between itself and the African Union to boost inter-regional trade upon the commencement of the 
AfCFTA. However, existing trade obligations, lack of strong state institutions are some of the challenges 
that may be encountered in implementing the AfCFTA.

“Existing trade obligations, lack of strong state institutions are some of the 
challenges that may be encountered in implementing the AfCFTA”



37
tradefinanceglobal.com

Trade Finance Talks

Why a Free trade area 
may Be the Way FOr 
aFriCa pOst-COVid

As noted by the UK Department 
for International Trade’s Rapid 
Evidence Assessment on 
the impacts of FTA between 
developed and developing 
countries, free trade agreements 
usually result in some sort of 
trade liberalization through 
redirection in trade partners 
and policies. Effectively, this 
redirection can occasion either 
trade creation or trade diversion. 
It is trade creation when the 
removal of barriers occasions 
better produced imports and 
serve as alternatives to previously 
domestically produced goods 
that were largely inefficiently 
produced. On the other hand, 
there is trade diversion when 
goods that have been well 
produced but usually imported 
from sources outside the FTA 
are replaced by goods that are 
less efficiently produced but 
are made within the FTA. While 
a trade creation creates more 
benefits for the consumers in 
terms of increased options for 
more efficiently produced goods, 

trade diversion creates relatively 
cheaper products, though may 
be deficient in quality.

Considering the possibilities of a 
trade agreement like the AfCFTA, 
Africa seems to be able to benefit 
not just trade diversion but also 
trade creation. The removal of 
barriers and reduction in rates will 
lead to increased imports from 
other African countries, thereby 
creating alternatives to products 
commonly sourced or imported 
from the rest of the world. It 
may be expected that the initial 
quality of these products may 
not be as refined as the Western 
products that African consumers 
have been used to. However, two 
possibilities can be foreseen from 
this scenario:

1. The increased availability 
of “Made in Africa” products, 
coupled with cheaper prices 
will cause a cultural change in 
taste and expectation, thereby 
making the products more 
acceptable. This acceptability 
will in turn yield greater profits 
for traders, who in turn can 
carry out the possibilities in B 
below; and

2. Increased access to 
greater market demand, 
reduced production as well as 
distribution costs, increased 
revenue and market feedback 
will lead to greater investment 
in research and development 
to occasion improvements 
in the quality of goods being 
produced.

With many African countries 
having already ratified the 
World Trade Organization’s 
Trade Facilitation Agreement, 
the African continent seems 
positioned for improvements in 
its international trade indices. The 
Trade Facilitation Agreement has 
as its pillars trade simplification, 
harmonization, and transparency. 
Merging this objective with the 
AfCFTA’s trade liberalization 
objective, Africa may just be set 
for a new horizon in its trade, 
post-COVID19.
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trade Goes diGital

5
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negotiable instruments are going 
through a makeover – the who, 
what, where, why

5.1

Blockchain technology 
has been described 
as a game-changer 
in trade finance for 
its capacity to digitize 
the most complicated 
sector. But legal 
challenges hamper the 
transformation process, 
as current outdated 
laws in most countries 
and jurisdictions do 
not recognize the 
digital version of the 
negotiable instruments.

What is a negOtiaBle 
instrument?

A document containing a 
payment order or undertaking is 
a negotiable instrument, given 
that:

It is capable of being transferred 
from one holder to another by 
delivery (or endorsement and 
delivery) so that the holder of 
the instrument may sue on it 
in his name. If the instrument is 
payable to a bearer, it may be 
transferred by delivery to the 
transferee. If the instrument is 
payable to a specified payee or 
his order, it must be endorsed 
(that is, signed on the back by the 
transferor) and delivered to the 
transferee.

It gives the bona fide purchaser 

for value legal title to the 
instrument free from any equities 
or defects of title of the transferor 
and any other prior holder of 
the instrument, as long as the 
purchaser had no notice of any 
such equity or defect in the title 
before the transfer being made.
There are three types of 
negotiable instruments: bills of 
exchange, promissory notes, 
and checks. Bill of exchange & 
promissory notes  are the most 
widely used in trade transactions.

Why dO We need 
negOtiaBle instruments 
in trade & supply-Chain 
FinanCe?

To enter new markets and 
compete with other suppliers, 
exporters take the risk of selling 
and shipping goods on an open-
account basis against buyers’ 
accepted bills of exchange or 
other negotiable instruments.

Selling goods on an open 
account basis imposes a burden 
on the working capital of the 
exporter and leads its liquidity to 
a shortage. Exporters, therefore, 
use these receivables to secure 
immediate funding from their 
financing providers using 
Receivable Finance techniques.

The same applied to importers 
wanting to extend their payable 
tenors to establish a good 
relationship with their suppliers at 
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the most attractive rates to get 
finance on their payables.

About 80% of the export trade 
finance business and long term 
growth expectations are driven 
by open account transactions, 
forcing banks to provide fully 
digitized solutions as well as cost 
savings combined with payment 
assurance and financing options.

According to ICC’s Trade Register 
Report, open account trading 
generates revenues of around $21 
billion, representing 46 percent 
of total trade finance revenues, 
compared to 42 percent five 
years ago, with expectations of 2 
percent growth per year, taking 
into consideration that there is a 
short shift towards documentary 
trade (collections & LCs) as a 
result of COVID19. It’s expected 
that documentary trade to jump 
from 54% of the total in 2019 to 
59% in 2020. For the best scenario, 
an absolute decline in trade 
finance revenues may fall from 
USD 46 billion in 2019 to USD 40 
billion this year. 

The application of the new 
technology helped to promote 
the rapid adoption of SCF by 
making it more operationally 
viable and thus scalable. As such, 
technology is used to minimize 
operational costs, and efforts.

Supply Chain Finance techniques 
work on both sides “the importer 
on his payables leg & the 
suppliers on his receivables leg”

Current legal 
impliCatiOns, Where 
shOuld We start?

Negotiable instruments are well-
established antiquated tools that 
have been invented to facilitate 
trade between parties instead 
of carrying money, Therefore, 

the laws and regulations were 
compatible with the market 
needs at that era, for instance, 
the English bills of exchange 
act was issued in 1882 which is 
considered a reference for the 
majority of many jurisdictions till 
now. That’s why efforts should 
be targeting it to have expedited 
and expanded effect.

The majority of laws across 
different jurisdictions require the 
negotiable instruments to be 
signed in writing form, moreover, 
to be physically on a paper 
form. Moreover, the electronic 
signature is not recognized in 
many jurisdictions.

Any disputes will encounter 
the digital form of negotiable 
instrument won’t have any legal 
backbone to protect participants, 
that’s why, it is not an option 
to update the legal framework 
clearing up the legal uncertainty 
status, and encouraging financial 
institutions to grasp the benefits 
of the new technology and 
paving the way for achieving 
the ultimate goal of digitizing 
trade finance documents and 
processes.

The problem is that changing 
laws across the globe requires a 
lot of time and sincere efforts that 
have to get aligned to expedite 
the reforming process of the legal 
framework.

Using a rule guide for the use of 
electronic negotiable instruments 
between participants as 
governing rules like UCP for LCs 
without changing the current law 
won’t give full protection in case 
any dispute raised, as rules are 
not codes and courts will always 
refer back to the law.

It is complicated to force all 
participant to use blockchain 

technology or other digital 
networks, one of the main 
characteristics of a negotiable 
instrument that it could be 
transferred by delivery to any 
sub holder who may don’t use a 
digital platform.

According to ICC, TFG, and 
WTO survey on DLT in trade, 
legal clarity over ownership 
and jurisdiction of data and 
transactions is a significant 
challenge. By implementing rights 
for certain nodes to retroactively 
edit the contents of blocks will 
raise break the main features of 
DLT and will be less secure than 
the other centralized database it 
seeks to replace.

market respOnse, WhO 
leads the Change?

Market players are pulling 
together their efforts to set the 
Standards for trade digitization 
and develop new technological 
solutions that overcome the legal 
barriers, let’s have a glimpse on 
the market response and who are 
the key players in the market.

the Digital trade standards 
Initiative “DsI”

The International Chamber of 
Commerce (ICC), after setting 
a road map for digitizing trade 
finance, has launched the DSI - to 
benefit from what has already 
been done by other initiatives 
and collaborate with stakeholders 
in the standardization of data 
formats and processes and 
facilitate interoperability between 
other platforms, rather than 
duplicating existing efforts.

the adoption of the (UNCItRal) 
Model law on electronic 
transferable Records

ICC encouraged lawmakers 
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and governments to adopt the 
model and use its provisions that 
don’t differentiate between the 
manual and electronic form of 
transferable records as long as 
they are functionally equal and 
by applying the standards for 
verifying the electronic signature 
and other security aspects will 
expedite the trade process, and 
cover the legal concerns.

ItFa Digital Negotiable 
Instruments (DNI) Initiative

The International Trade and 
Forfaiting Association cooperates 
with Enigio using the DLT 
technology combined with 
electronic signature and data 
management technology to 
provide a fully digital version of 
bill of exchange and promissory 
note that have the same 
attributes of the traditional paper 

version by identifying the legal 
options, market use cases, and 
documents tags in liaising with 
English law-makers and ICC 
United Kingdom to align the law 
with technology.

andre Casterman, Managing 
Director, Casterman Advisory and 
Chair Fintech Committee, ITFA 
said, “The move to digital trade 
finance needs to be mandated, 
not just enabled.”

Innovations in trade finance 
instruments are targeting 
specific segments and clients. 
To be relevant, they need to be 
highly specialized and digital. 
New entrants such as fin-tech 
platforms and alternative lenders 
represent a target market for new 
instruments, as those players 
have no legacy to protect, are 
keen to act as pioneers, and win 

market share quickly. We witness 
this today in the SME financing 
space. However, to move the 
bulk of the market, regulatory 
intervention is needed to increase 
the digitization of trade flows 
and trade finance practices. 
We witnessed such a regulatory 
move in electronic invoicing 
which has become a common 
practice in many countries 
around the world.

electronic payment Undertaking 
“e-pU”

As an interim solution, the 
initiative has proposed to create 
a functional equal version of 
negotiable instruments under the 
English bill of exchange Act 1882. 
The solution represents a digitally 
irrevocable, unconditional, 
and independent payment 
undertaking that fulfills all 
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requirements of a traditional 
negotiable instrument subject to 
contract law rather than common 
law.

lars hansen, Partner at Enigio 
Time AB said, “We are applying 
an evolutionary approach to the 
digitalization where paper and 
digital documents can be used in 
parallel in the same trade finance 
workflow”

As for the trace: original 
technology it is designed to cater 
to any document where original is 
required or practical. The solution 
creates a digital document 
with the same properties as its 
paper equivalent. The document 
is stored “of a chain” in the 
possession of the holder, it can 
be delivered (endorsed) and the 
holder in due course can add text 
to the document but not change 
anything previously written. 
The trace original document 
is furthermore readable by 
both man and machine, it is 
freely transferable by the safe 
electronic messaging system, 
e.g. secure mail, SWIFT, or through 
a blockchain consortia such as 
Marco Polo, Contour, Komgo, 
etc. If you have access to the 
internet and a browser, you can 
possess and manage a trace: 
original document. You can think 
of the trace: the original solution 
as adding a new “digital printer” 
to your trade finance system. 
The first trade finance software 
supplier that has implemented 
the trace: original technology is 
China Systems.

joel schrevens, Global Solutions 
Director at China Systems 
said, “The first instrument we 
have implemented is a Digital 
Guarantee, which allows us 
to substitute a paper-based 
transaction with a fast and 
secure digital document 

exchange between the different 
Guarantee parties, using the 
same processing flows and 
capabilities defined for SWIFT 
and paper-based Guarantees. 
We can now reuse the framework 
to provide support for the ePU 
and replace the printing and 
physical exchange of other trade 
documents with a fully digital 
process, irrespective of business 
content, standard, or network.”

Digital ledger payment 
Commitment “DlpC” by BaFt

In June, BAFT (The Bankers 
Association for Finance and 
Trade), published the Initial 
Release of DLPC Technical Best 
Practices and DLPC Digital 
Best Practices. The technical 
best practices specify the 
how to structure the payment 
commitment embedded in a 
traditional negotiable for use on a 
blockchain. Because the structure 
is standardized, a DLPC should 
be able to operate as designed 
within any blockchain solution. 
The business best practices 
provide a set of business 
rules for the DLPC that, when 
followed, result in its validity and 
enforceability under law.

samantha pelosi (sp), Senior 
Vice President, Payments and 
Innovation, BAFT commented 
“Because the industry is just 
beginning to implement 
trade finance solutions on DLT 
platforms and using the DLPC, 
BAFT anticipates periodically 
releasing updates to the best 
practices to keep pace with 
expanding knowledge and 
experience.”

Q: The Technical Best Practices 
and Business Best Practices were 
available for industry review, 
what are the main comments 
that have been received?
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sp: Members of industry provided 
few formal comments on 
the “best practices that BAFT 
issued for trial use in April 2019”. 
To obtain input, the working 
group members individually 
and proactively approached 
technology, banking, and legal 
experts involved in building 
various blockchain solutions 
for trade and trade finance. 
These conversations led the 
working group to add detail 
and examples. No substantive 
changes were made.

Q: What are your expectations 
about the DLPC’s market 
adoption?

sp: BAFT expects that the BAFT 
DLPC technical and business best 
practices will be widely adopted 
by the industry for all trade 
finance transactions leveraging 
a blockchain solution or platform 
because they meet the needs of 
the trade finance industry and 
facilitate the interoperation of the 
emergent technology.

Catalyst’s factors

The COVID19 pandemic has 
emphasized the importance of 
the digitization trade finance 
documents and processes and 
release the legal obstacles. 
As a swift action, ICC has 
urged governments to take 
swift measures to remove the 
legal restrictions on the use 
of electronic documents and 
amend the regulations to get 
aligned with the application of 
the new technology.

Tech developers have tackled 
most of the technical issues 
and are ready to provide a fully 
automated process, like Marco 
polo & Bolero.

jacco De jong (jD), Global Head 
of Sales at Bolero International 
said, “The biggest challenge is 
to enable this change in a rather 
conservative trade finance 
business environment, this 
requires domain expertise and 
persistence”

Q: Bills of lading and bill of 
exchange are negotiable 
documents in terms of its ability 
to transfer the ownership from 
one holder to another, how did 
bolero pass the legal barriers 
and get the identification of the 
electronic version of BL?

jD: Allow me to take the first 
pass at explaining how we 
managed to get e-B/L working 
all around the world for over 2 
decades now; It all starts with 
the Bolero dedicated Legal 
Framework, which we call the 
Rulebook. All the parties in the 
electronic chain of the e-B/L 
over Bolero have adopted this 
Rulebook which is subject to 
English Law. Next to that Bolero 
act also as a sort of notary by 
having a dedicated Title Registry 
functionality to ensure there 
can be no misunderstanding on 
authenticity, holder, transferring 
and pledging of e-B/L’s

Since all parties (e.g. carriers, 
corporates, and banks) agree 
to the same (Legal) rules and 
the title registry, you can use 
this structure all over the globe, 
regardless of the underlying 
Laws in the respective countries. 
In a way it is somewhat similar 
to having ICC Rules for Letters 
of Credit (UCP600). L/C’s work 
around the globe because all 
parties know and stick to the 
rules.

The devil is in the detail, whereby 
one major detail is realizing the 
acceptance and adoption, which 

is a task we have been focusing 
on for over two decades now. It 
also requires an excellent user 
experience, that is why we are 
now rolling out our new platform 
named Galileo which put us 
ahead of that curve too.

The unfortunate COVID 19 
crisis has a spin-off effect too, 
never before we have seen this 
much interest in e-B/L’s and 
e-presentations as we do now.
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it’s a marathOn, nOt a 
raCe

Negotiable instruments play a 
vital role as a tool for facilitating 
trade and finance, therefore, the 
current paper-based negotiable 
instrument will not be replaced 
on the foreseen future, while the 
electronic form will get the legal 
recognition by time and both 
types will be used in parallel 
depending on the participant’s 
readiness and the applicable 
laws.

The change in law will come 
but, it needs sincere efforts of 
governments, lawmakers, and 
international bodies, changing 
efforts should be targeting 
the English Law and the G20 
lawmakers to curtail the changing 
period and get an expanded and 
faster effect.

Technology will always be faster 
than law, and both are existing to 
serve and protect the people and 
businesses, therefore, lawmakers 
should keep an eye on the 

technology applications and set 
a mechanism to make sure that 
the regulations don’t consider as 
an obstacle against the business 
and people’s needs.

In my view, trade digitization 
and electronic documents will 
be the new-norm as a result of 
the COVID19 pandemic which will 
accelerate the transformation 
process and the way we are 
doing business won’t be the same 
as before. 
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IaIN MaCleNNaN
VP Trade & Supply Chain Finance
Finastra

Innovating to close the trade
finance gap

5.2

TFG heard from Iain 
MacLennan, VP Trade & 
Supply Chain Finance, 
Finastra on how 
technology can help 
close the trade finance 
gap experienced by 
SMEs.

The trade finance gap facing 
SMEs is an estimated $1.5 
trillion, according to the Asian 
Development Bank, with the 
majority of these SMEs being in 
the developing world. This was 
prior to the uncertainty caused 
by the Covid pandemic. The 
World Economic Forum estimates 
this gap could reach $2.5 trillion 
by 2025, preventing trade and 
growth. Since the 2008–09 global 
financial crisis, international 
banks have been reducing the 
banking relationships used to 
clear cross-border payments and 
guarantees.

From over a million such 
relationships before the crisis, 
200,000 have disappeared, 
affecting trade finance flows 
to Africa, the Caribbean, 
Central and Eastern Europe 
and the Pacific Islands. The 
trade finance gap particularly 
affects microbusinesses: the 
MSME finance gap in developing 
countries is estimated to be 
approximately $5 trillion – 1.3 
times the current level of MSME 
lending.  Significantly impacted 
are female entrepreneurs, 

according to research from 
the Asian Development Bank, 
women-owned firms fared the 
worst when accessing trade 
finance, with 44% of requests 
for financial backing to support 
their exporting or importing 
needs rejected. Once rejected, 
these firms are less likely to 
seek alternative finance. This is 
troubling when you consider that 
women lead 6.6 million SMEs and 
39 million micro-businesses in 
emerging markets. Quite simply, 
the trade finance gap debilitates 
those communities we most need 
to flourish.

Post the 2008 banking crisis, 
procedures were put in place to 
make trading and transacting 
safer, with more robust customer 
authentication for example. 
Ironically this has led to financial 
institutions being far more 
restrictive with how they do 
business. A major operational 
complexity for financial 
institutions is regulation: more 
than three-quarters (76%) of 
the Asia Development Bank’s 
surveyed banks reported that 
anti-money laundering (AML) 
and know-your-customer (KYC) 
regulations are major obstacles 
to expanding their trade financing 
operations.

These regulations put in place 
for the best of reasons, have 
inadvertently made it harder for 
SMEs, particularly in emerging 
markets to access funds. This 
can be because many SMEs lack 
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the organisational roles that 
are required to address these 
regulations to the satisfaction 
of potential financing bodies. In 
addition, financial institutions 
may find that protracted 
regulations do not justify the time 
invested into managing relatively 
small transactions delivered by 
SMEs in the developing world. 
Particularly as we are now 
entering a global recession.

A Finastra survey of over 700 
financial institutions and banks 
around the world underscores 
the problem of regulatory 
barriers to growth. Almost half of 
respondents believe regulations 
are holding back innovation. 
Accordingly, there is now an 
urgent call for harmonisation: 83% 
of financial institutions and banks 
agree that regulations regarding 
fintech innovation should be 
harmonised across different 
geographies to promote growth.

Can technology help the 
industry respond to the trade 
finance gap? Over 40% of 
the UK respondents to the 
survey thought paperwork, 
and not enough automation, 
hampered trade finance and 
54% of our survey respondents 
in the UK thought a better use of 
technology would improve trade 
finance with over 30% thinking 
cloud-based solutions would 
aid collaboration. Looking further 
ahead, machine-learning and 
AI are effective for operational 
processing, data analysis, 
document checking and anti-
fraud. Blockchain and distributed 
ledger technology can address 
immutability, verifying data 
across a disparate supply chain, 
but are yet to operate at scale. 
What they need to address is 
adoption and interoperability, this 
is where the concept of networks 
of networks could help drive 

scale. To scale 
blockchain 
networks 
must be 
interoperable, 
across the 
flows (Physical, 
Documentary 
and Financial) 
associated with 
global trade.
Technology 
innovation, 
irrespective of sector is 
associated with speed and 
efficiency, the removal of friction 
from processes and interactions. 
This is where fintechs can be 
effective, enabling faster and 
frictionless improvements 
across processes, for instance 
by allowing access to working 
capital finance for your business 
in a seamless manner. Fintechs 
are unhampered by legacy 
technology and protracted 
governance processes and 
hierarchies. This allows them 
to move quicker than other 
organisations, such as financial 
institutions that could for 
instance, have a significant 
legacy infrastructure.

Fintechs can also specifically 
target those processes that 
are manually intensive such as 
trade services or commercial 
lending, with their high reliance 
on physical documentation. 
In addition to addressing in-
house manual processing, they 
can build solutions that would 
allow banks to take assets off 
their balance sheet to facilitate 
further trade, via distribution and 
syndication.  Another advantage, 
is that “local” fintechs, can 
understand their market and be 
more sensitive to the needs of 
local end-users. Whereas other 
multi-country organisations 
could adopt a one size fits all 
approach.

Some financial institutions are 
responsive, and can meet the 
needs of their market, but there is 
a growing concern with regards 
to the potential for the current 
trade finance gap to widen. 
Fintechs can play a key role 
in helping the market address 
systemic inefficiencies to enable 
the funding of key businesses. 
Speed of response is critical 
when we look to support the 
most vulnerable in society, and 
never forget SMEs are often the 
strongest drivers of employment 
and innovation within their 
societies.

Access to finance is a significant 
barrier to growth for SMEs, 
themselves critical companies 
for their communities across the 
world.  It has never been more 
important to ensure we support 
global trade and all parties 
involved in it. The challenge was 
significant prior to the current 
pandemic, but to quote Alan 
Turing:

‘Those who can 
imagine anything, can 
create the impossible’.

In the current situation, we must 
innovate to ensure the future of 
finance is open and available to 
all. 
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Bitter sweet:
Global trade disruption and its
impact on sugar flows

6.1

The ongoing impact 
of the global Covid-19 
pandemic has severely 
impacted many 
businesses. Alongside 
the downfall of the oil 
industry and many 
others, we discuss 
the impact on a 
common commodity in 
everyone’s household – 
sugar.

TFG heard from Tanya Epshteyn 
(TE) and Stephen Geldart (SG) 
of Czarnikow discussing in detail 
the impact of Covid-19 on sugar 
supply chains. Czarnikow buys, 
sells, and moves sugar, food 
ingredients, packaging, and 
ethanol around the world.

Deepesh Patel (DP): Thank you 
for joining us, here on Trade 
Finance Talks. So to begin with, 
a quick overview, who are you, 
where are you from, and what do 
you do at Czarnikow?

tanya epshteyn (te): My name 
is Tanya Epshteyn, I joined 
Czarnikow right at the start of this 
year and it’s fair to say that I am 
very excited to be on this side 
of the barricade in the current 
environment. I have been working 
with Czarnikow since 2009 
when I joined Bank Leumi where 
Czarnikow was already a client 
for well over a decade.

In fact, until Jan this year my 
career has been dedicated 
entirely to banking, and so I’d like 
to think I am reasonably familiar 
with how the infrastructure of 
a commodity finance bank 
operates.

Although I am no longer part of 
that world, I have sympathy for 
what my former colleagues in 
the sector are currently going 
through.

Either way, be it banks or 
corporates, we are in this 
together and when it comes 
to weathering the storm, if 
we choose our partners with 
diligence and care before it 
starts, it is likely such partnerships 
will see us all through the worst of 
it and back to the good weather.

stephen Geldart (sG): Hello, I’m 
Stephen Geldart and I’m the head 
of analysis at Czarnikow. I joined 
the company 12 years ago as an 
analyst having previously worked 
for a few years in the oil industry. 
Today I’m responsible for a team 
of 15 analysts around the world 
who make sure we understand 
the markets we operate in as 
well as we can and to try to 
identify opportunities to help our 
customers.

taNya epshteyN
Head of Structured Finance
Czarnikow

stepheN GelDaRt
Head of Analysis
Czarnikow
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sugar and ethanOl – 
market OVerVieW and 
impOrtanCe

DP: Could you tell us a little 
more about Czarnikow? What’s 
the importance of both sugar 
and ethanol, can you give us a 
market overview, and who are the 
biggest producers and buyers?

te: As a global supply chain 
service, Czarnikow buys, sells and 
moves sugar, food ingredients, 
packaging, and ethanol around 
the world. Czarnikow has been 
operating for over 150 years 
and was founded by a rather 
eccentric character called Julius 
Ceasar Czarnikow, who was born 
in Germany to Polish parents in 
1838. His work and legacy led to 
the expansion of the business all 
over the world and has meant 
that for many years Czarnikow 
was best known as a player in the 
sugar industry.

Czarnikow buys, sells, and moves 
both raw (unrefined) and white 
(refined) sugar around the world, 
but in recent years we have also 
extended our product portfolio 
to include food ingredients and 
packaging.

Last year, Czarnikow bought, 
moved, and sold 4.3m mt of 
raw sugar, nearly 1.3m mt of 
refined sugar, and 39,000mt of 
ingredients. This year, we have 
incorporated a new JV in Brazil 
which will be dedicated entirely 
to trading ethanol. So in many 
respects, although we are an old 
business, we are working with the 
same entrepreneurial spirit that 
our founder introduced in the late 
19th Century.

sG: I hope everyone is familiar 
with sugar. Virtually everyone in 
the world eats it and it’s one of 
life’s little inexpensive luxuries; 
it tastes good. In fact, as a food 
ingredient sugar has a lot going 
for it. The other thing to note 
about sugar is you get all these 
benefits for a very low price. Sugar 
is cheap.

Sugar is grown from two different 
plants – cane and beet. Cane 
is tropical whereas beet is 
temperate. Cane dominates. 
Most of the world’s biggest sugar 
producers and exporters make 
sugar from cane. When looking 
at the major producers we are 
thinking about Brazil, India, and 

Thailand. Europe and the USA 
make a lot of sugar from beet 
but most of this is consumed 
near where it’s made. Sugar also 
comes in different grades. Pure 
sucrose is a white crystalline 
substance. Virtually all sugar 
in the world has some form of 
impurity. Sparkling white refined 
sugar has very little impurities. 
The expensive organic dark 
brown sugar my wife likes to buy 
for baking actually has quite a 
lot of impurity. That’s where the 
depth of flavour comes from, or 
so she says. Refined sugar and 
many other special brown sugars 
are food grade products that 
need to be transported in proper 
conditions. However, you can 
also make raw sugar from cane, 
which is an industrial product 
which is loaded directly into a 
rail car, truck, or ship’s hold and 
transported to a sugar refinery 
for further processing. Czarnikow 
helps the supply chains for both 
raw sugar and white sugar. The 
big buyers are exactly who you’d 
expect. Everyone eats sugar. The 
world’s largest food and beverage 
companies use a lot of it.

In some countries, sucrose is also 
converted to ethanol for use as a 
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road fuel. This happens notably 
in Brazil. The cane industry there 
is one of the more interesting 
ones in the world because mills 
can choose whether to make 
ethanol or sugar depending on 
the amount of money they will 
earn from each. India, Thailand, 
and China are trying to roll out 
ethanol programmes, or at least, 
they were before coronavirus hit 
road fuel demand around the 
world. American ethanol comes 
from corn, not sugar. As well as 
being a biofuel and so renewable 
and low carbon, ethanol helps 
oxygenate gasoline and so helps 
make engines more efficient.

trade FinanCe Vs 
struCtured trade 
FinanCe

Dp: Now, of course, the financing 
of sugar and ethanol is key, i.e., 
pricing risk, physically trading 
commodities, and financing 
the complex supply chain. For 
commodity traders and the 
commodity finance industry, a 
lot of this is done through trade 
finance. Can you explain the 
difference between the two main 
types of pre-payment finance; 
trade finance and structured 
trade finance?

te: The two are extremely similar 
and there is a massive overlap, 
especially since globalisation 
has practically erased borders 
in international trade and travel. 
However, there remains a subtle 
difference.

Traditionally, trade finance 
managed all aspects of the 
relationship between producers, 
sellers, and buyers, assisting 
them all with bridging the trade 
cycle funding gap. For the sake 
of explaining it in a simple way, 
an exporter requires an importer 
to pay for goods delivered. 

To protect their cashflow, the 
importer would ask the exporter 
to show documents which 
demonstrate that the goods have 
been shipped, provided by 3rd 
party, for example, a shipping 
company.

In turn, the exporter’s bank 
will assist by issuing a letter of 
credit to the importer, therefore 
providing assurance of payment 
upon presentation of documents. 
This basic principle provides 
a standard transactional 
documentation chain which then 
serves as the basis for a lender 
to make a loan to the exporter 
backed up by export contract.

For a bank, this serves as a base 
for a self-liquidating transaction 
where the movement of goods 
is evidenced by standard 
documents. This then obviously 
gives a role to play to forwarders, 
shippers, warehouse operators, 
independent inspectors, agents, 
etc. The role of trade finance 
specialists, be it at a bank or 
trading company, is to connect 
all these parties, like a conductor 
of the orchestra would manage 
timely contribution from the 
different instruments to produce 
a perfect sound. Trade finance 
professionals will make sure that 
every party on the chain steps 
in at the right time, ensuring 
that cashflow moves in unison 
with the documentation chain, 
which in turn correlates with the 
movement of goods.

Turning to structured finance, 
we tend to look further up the 
risk curve. It would normally 
entail a structure which enables 
a producer to get financing 
before material is produced, and 
carries performance risk which 
cannot be covered by the classic 
documentation chain evidencing 
the movement of goods, quite 

simply because the goods do 
not yet exist. Another example 
of that would be a stock carry in 
a commodity which cannot be 
hedged. Stakeholders in such a 
transaction would look at other 
types of security, be it alternative 
collateral, price, and risk 
management strategy, locations 
swaps, etc.

In simple terms, structured 
finance products would look to 
offer design to create cash flow 
which can be made available 
ahead of production, with the 
intention of repaying the loan 
once exports begin, whereby 
performance or price risk are 
protected by an alternative asset 
class, made available from a 
pool of collateral which is not 
directly linked to the commodity 
contracted for in the export 
contract. Structured commodity 
finance is there to design tailor-
made financial products which 
help manage supply, demand, 
or price shocks, in multiple 
jurisdictions.

However, as I said before, overlap 
is big, and close collaboration 
between TF and structured 
finance is absolutely paramount 
to offering a farm to fork service 
to clients.

COVid-19’s impaCt On 
sugar supply Chain: 
maCrO-eCOnOmiC 
perspeCtiVe

DP: Let’s start with a macro-
economic perspective – what’s 
the impact of halted supply 
chains, the closing down of the 
hospitality/entertainment sector, 
and economic shock on sugar 
supply chains?

SG: Corona and social distancing. 
In many countries, the majority 
of sugar consumption was out of 
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home and is now lost. In-home 
has of course increased, but 
can’t make up the gap. Think 
for example about going to the 
cinema. In England the regular 
drink size you used to be able to 
buy, regular (!), was more nearly 
two-thirds of a litre. A large drink 
was more than a litre. Drinking 
that volume of soda at a movie 
or sports event or concert was 
normal behaviour in the old days. 
But imagine doing this at home. 
Imagine if my wife and I decided 
to watch something on Netflix 
tonight and I walked into the 
room with a litre of soda and a 
bowl of ice cream. She’d think I’d 
gone mad. If we look in a bit more 
detail, there are winners and 
losers. Soft drink consumption has 
fallen sharply this year, because 
bars, restaurants, cinemas, and 
theatres are shut and sporting 
events and festivals aren’t being 

held. But confectionary and 
biscuit consumption is up. Sugar 
is a little luxury and we all need 
some help right now with the 
stress of the pandemic. The in-
home/out-of-home consumption 
divide is also rather a first world 
problem. But in other parts of the 
world, the problem can be far 
more profound. India went into 
lockdown at the end of March. 
Millions of people there are 
employed as casual labourers 
for daily cash payments. These 
people now cannot work and 
so cannot afford to buy sugar 
at all. This is why we think sugar 
consumption has fallen in 2020.

This is incredibly rare. For all 
the bad press it gets, sugar 
consumption generally doesn’t 
fall each year, not on a global 
level. The last time global sugar 
consumption fell in a year was in 

1980, when raw sugar prices were 
incredibly expensive and hit 45c/
lb. Today they’re close to 10c/lb, 
which is rather cheap. So we’re 
into unchartered territory with 
coronavirus.

Despite all of these challenges, 
sugar supply chains have been 
very robust. It’s been remarkable. 
The sugar supply chain is fully 
globalised. Cane is grown in the 
interior of Brazil, it’s made into raw 
sugar and driven 1,000 kilometers 
to the port and then loaded onto 
a bulk ship. This ship sails to a 
refinery in the Middle East – Dubai 
or Saudi Arabia, for example 
– where it is processed into 
high-quality refined sugar. It’s 
then bagged and loaded into a 
container which is moved by ship 
to East Africa where the sugar is 
used at a bottling plant or biscuit 
factory, before being ultimately 

Sugar Consumption Over Time
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consumed in Kenya or Uganda. 
It’s a remarkable process. Despite 
our initial worries, every link in 
the chain has operated well and 
we’ve not heard of any major 
stockouts anywhere in the world. 
Ports are operating close to 
normal with some quarantine 
measures in place, factories are 
operating with social distancing.  
If anything, it’s the supply chain 
to the final retail consumer which 
is the hardest. As a commodity 
industry, I think this is something 
we can all be proud of. During the 
biggest challenge in a generation 
the world’s food supplies have 
so far continued to flow close 
to normally. Finally, if you’re 
interested in monitoring all of 
these developments live as they 
happen, we are updating the 
situation daily on Czapp. We have 
a map of current port disruptions 
and when we see problems 
emerging we write about them to 
tell you exactly what they mean 
on the ground and how they 
might be resolved.

COVid-19’s impaCt On 
sugar supply Chain – 
FinanCing perspeCtiVe

DP: We’ve seen commodity 
markets go into oblivion in recent 
weeks following the outbreak of 
the COVID-19 pandemic. From 
rock bottom (and even negative) 
oil prices to a shift in ownership 
of commodities, and also a 
material change in lender and 
insurer appetite, what have you 
seen from your perspective? 
Starting with lenders, i.e., banks, 
FIs and funds, what’s been the 
impact so far?

TE: What we saw when the 
Coronavirus first struck in January 
this year, was a gradual but 
determined reduction in risk 
appetite from across the sector.

It is very interesting how these 
things often correlate. Taking 
example of the quarantine today, 
peoples’ incomes have dropped 
however prices for groceries have 
increased. Latest government 
advice in the UK is not to take 
public transport unless absolutely 
necessary however the 
congestion charge in London has 
just been increased.  
 
Business liquidity

Same with liquidity. International 
borders having to shut down 
and people forced to disburse 
lead to the severe disruption to 
transportation channels and the 
physical movement of goods, 
escalating counterparty risk.

International borders having to 
shut down and people forced 
to disburse lead to the severe 
disruption to transportation 
channels and the physical 
movement of goods, escalating 
counterparty risk. At present, 
the environment for lenders is 
unprecedented, with businesses 
drawing on every available 
USD, Euro or any other currency 
permitted by pre-pandemic 
agreed loan terms. Rather like 
those who we’ve seen rush to 
the supermarket to buy far more 
pasta than they normally would.

Conversely, the disrupted 
transport infrastructure is 
showing signs of a clogged up 
storage system, generating 
unprecedented demand for 
financing stocks at origin. If we 
look at Brazil again, we can see 
this happening in real time. 

This current preference for sugar 
comes at a time of bumper 
exports for soya and corn, 
meaning that supply chain 
infrastructure will be put under 
pressure. We expect that demand 

for vessel loading at the port of 
Santos will exceed maximum 
capacity from July to October 
this year, meaning goods will 
therefore need to be in storage 
longer and thus require financing: 
a situation that is normally 
perfect for banks. Not so much 
right now, as due diligence visits 
are impossible and price risk is 
very pronounced.An alternative 
is to leave the crop in the field 
longer and process more slowly.

In light of overflowing stocks and 
governments stimulus, anyone 
operating within the commodities 
space is currently puzzled by just 
how little interest, or indeed base 
rate reductions, has filtered down 
to the borrower.

The answer is simple. Banks 
assess lending risk on the basis 
of three principal questions – am 
I going to get my money back, 
how, and when? In basic terms, 
the entire investment banking 
infrastructure is centred around 
a repayment schedule driven by 
the timely movement of goods. 
However, when shipments are 
delayed or postponed due to 
port closures, this has a knock-
on effect on the repayment 
schedule.

Delayed shipments, coupled 
with massive drop in the price 
of oil, means that banks’ credit 
infrastructure is inundated with 
the tsunami of waivers, and 
is forced to prioritise existing 
business over anything new, like 
the NHS trying to first take care 
of the sick while the healthy are 
asked to stay at home. The entire 
finance community is currently 
working on making sure existing 
borrowers continue to have 
access to funding and are not 
subject to a default. 

However, we are seeing some 
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examples of banks adapting 
their funding terms to specifically 
address the pandemic, such as 
pivoting their activity towards 
short-term solutions and support, 
prioritising emergency funding 
for medical equipment and food. 
This is also true for insurance 
companies, and we will touch 
on this later. It is important 
to remember that banks and 
insurance companies are all 
remunerated on the basis of the 
absolute value of the trades, 
not physical volume. Given the 
falling price of most commodities 
coupled with low interest rates, 
incomes will fall while risks will be 
perceived as having increased.

Consequently, there has been 
talk of repricing however this 
exercise alone is not the driver 
in better managing risk. What it 
really means is that banks will 
strengthen their origination and 
credit teams, who will be more 
discriminating in the type of 
deals they work on. These are 
likely to be bigger in value and 
have potential for scalability. 
Such deals are work-intensive, 
requiring larger teams and 
therefore more expensive to 
implement.

The sector looks worse than it is. 
It is easy to forget that we have 
all been through the crisis before. 
Banks, much like insurance 
companies, will learn their lessons 
and come out the other side. But 
this will take time. Time creates 
an opportunity for alternative 
lenders to step up, as they are 
able to act with more flexibility 
than banks, and may be able to 
fund collateral that sits outside 
of the Basel-imposed collateral 
valuation rules. I am talking about 
the funds community of course 
but they have their own fires to 
fight in the short-mid-term. 

Firstly, funds are not too dissimilar 
to banks in terms of their 
assessment of risk, except their 
stakeholders are faster to react. 
On a positive note, one would 
expect that a term view would 
be less sensitive to immediate 
market volatility, as uncertainty 
would be expected to settle over 
longer periods of time. However, 
post declaration of the global 
pandemic and in the absence 
of any visibility in the medium 
term, an opportunity for a private 
investor to exit is attractive. 
Private and institutional investors 
want to better understand risk 
already on the books. Quite 
simply, the physical location of 
goods within the supply chain 
and who holds the title. This 
means due diligence visits, but 
the borders are closed.. so it’s a 
catch 22 scenario.

All in all, it is clear that the normal 
finance community infrastructure 
is under stress. Return on capital 
becomes less important versus 
getting your money back.

 insurer’s perspeCtiVe

DP: And now moving into an 
insurer perspective. Given that 
the risks and exposures are the 
same, and the expectation that 
defaults will increase, what have 
you seen?

TE: Insurance companies follow 
the banks’ strategy and risk 
appetite very closely, albeit a 
step removed from the front 
line. It is important for them to 
trust the controls of their insured, 
make sure that all the necessary 
tools remain in place, and 
that the cash cycle continues 
to be transparent. Insurance 
companies, like banks or indeed 
trading companies, choose their 
partners with diligence and care, 
and when the infrastructure is 
stress tested and proves robust, 
relationships continue. At a time 
like this, information sharing 
and transparency is key and 
the more your partners know 
about your business, the more 
open they will remain to doing 
business with you. Business 
partners and colleagues from my 
banking days know that I always 
liked to compare bank – client 
relationship to a barter exchange 
– provided there is the right flow 
of reliable, verifiable information, 
liquidity will be made available. 
Insurance is just the same. 
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oBoR – Why macroeconomic
policies are needed to drive
China – eU supply chains

6.2

FRaGkOUlIs kakaRIs
Trade Professional
tFG’s International trade 
professionals programme

The $1.2 Trillion 
initiative is promoting 
regionalism by 
means of investments 
in infrastructural 
development, an 
opportunity which 
China can exercise 
to influence beyond 
countries’ foreign 
policy choices. Why 
is there a necessity of 
macroeconomic policy 
coordination and how 
China perceives them 
as a bridgehead to 
the EU market and a 
crucial transit corridor 
to its supply chains?

What is OBOr?

One Belt One Road (OBOR), the 

brainchild of Chinese President 
Xi Jinping, is an ambitious 
economic development and 
commercial project that focuses 
on improving connectivity and 
cooperation among multiple 
countries spread across the 
continents of Asia, Africa, and 
Europe. Dubbed as the “Project 
of the Century” by the Chinese 
authorities, OBOR spans about 78 
countries.

Where is it at sO Far?
 
In the beginning, the initiative 
started with the 16+1 sub-regional 
cooperation format brought 
together China and most of the 
former communist countries 
of the region, including 11 EU 
member states (Estonia, Latvia, 
Lithuania, Poland, Czech Republic, 
Slovakia, Hungary, Romania, 
Bulgaria, Slovenia, Croatia) and 5 
Balkan countries (Albania, Bosnia 
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and Herzegovina, Macedonia, 
Montenegro and Serbia). In 2018, 
Greece became a full member 
of this grouping, turning it into 
17+1 cooperation mechanism. It is 
worth noting that so far Belarus 
and Ukraine have not been 
invited to cooperate under the 
17+1 initiative. Perhaps the reason 
is that China recognises these 
countries as an area of Russian 
influence. In turn, in the case of 
the Central and Eastern European 
(CEE) countries, China perceives 
them as a bridgehead to the 
EU market and a crucial transit 
corridor within the OBOR towards 
Western Europe supply chains.

OppOrtunities Within 
Balkan

One of the most important part 
of OBOR in Europe is its Balkan 
part. New Silk Road on the 
Balkans starts in Greece and goes 
through Macedonia and Serbia to 
Hungary. China is now combining 
its vast economic resources 
with a muscular presence on 
the global stage. It is, to a large 
extend, the outcome of Chinas’ 
‘open door’ policy expression of 
a foreign policy agenda aiming 
at increasing commercial 
ties, through improvement of 
infrastructural connections, 
specifically in relation to 
overland the maritime transport 
infrastructure corridors.

key trade inFOrmatiOn 
FrOm key markets

As globalization and regional 
economic integration progress, 
oceans have become a 
foundation and bridge for market 
and technological cooperation 
and for information sharing. 
China supports the Silk Road 
Spirit – “peace and cooperation, 
openness and inclusiveness, 
mutual learning and mutual 

benefit”, and exerts efforts to 
implement the United Nations 
2030 Agenda for Sustainable 
Development in the field of coasts 
and oceans. China is willing 
to work closely with countries 
along the Road, engage in all 
dimensional and broad scoped 
maritime cooperation with 
cooperation platforms and 
establish a constructive and 
pragmatic Blue Partnership 
to create a “blue engine” for 
sustainability.

Why is pOliCy needed?

The geographic expanse covered 
by the initiative includes many 
nations with levels of corruption. 
Traditionally Chinese companies 
being less transparent that their 
international competitors and 
Beijing’s intensity to curb bribery 
and corporate malfeasance 
limited to its domestic economy, 
a massive inflow of Chinese 
funds into countries with weak 
governance is likely to boost 
ongoing corruption. Given 
that some projects are linked 
to geopolitical objectives, like 
gaining control over assets with 
military uses, Beijing may well 
manipulate political elites to 
look favorably on its offers. From 
the above we determine the 
necessity of macroeconomic 
policy coordination.

FiVe pillar pOliCies

The magnitude and complexity 
of the OBOR project creates 
numerous policy challenges for 
countries in the region seeking to 
benefit from its implementation. 
These challenges are significant, 
ranging from a critical 
assessment of the project’s 
objectives, the process of 
stakeholder inclusion, regulatory 
capacity-building and trade 
co-financing requirements. 

Such policy challenges require 
advisory services and institutional 
guidance from international 
organizations such as EBRD which 
is familiar with the host country 
and capable of interpreting the 
challenges and opportunities 
of the Chinese initiatives. 
Counting the EU as one, a total 
of 15 governments enacted 
policies that distorted more 
than $10 billion of trade on 73 
occasions during the Populist era. 
President Trump’s trade wars and 
foreign reaction to them were 
responsible for ‘only’ 14 instances 
of such jumbo protectionism.

1.   policy Coordination

Ministries, regulatory agencies 
and municipalities subject 
to investment initiatives 
within the framework of the 
OBOR project are frequently 
overstretched regarding the 
licensing requirements, financial 
implications, zoning regulations 
and European Union legal 
obligations that encompass 
cooperation with Chinese 
counterparties. In cooperation 
with institutions such as the 
EU Delegations, there will be 
easier compliance to projects 
which require compliance with 
environmental standards to that 
extent.

2.   Financial Integration

An area of strategic trade policy 
dialogue concerns the lending 
practices of Chinese banks. Trade 
Structured loans offered to EU 
counterparties reduce or even 
abolish the need for co-financing. 
This business practice affects 
banks’ lending policies, including 
the subsequent tendering 
process with local authorities, 
pricing levels and transparency 
requirements. It is crucial and 
required capital markets to 
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be supported in all structural 
changes in the real development 
levels including technological 
developments aiming at a 
common purpose.

3.   trade Facilitation

As the OBOR project is more 
about trade expansion, the 
Trade Facilitation programme 
should make full use of its 
opportunities in the countries 
of operation. This could include 
guarantees to commercial 
banks concerning payment 
risk of trade transactions. The 
banking sector involved is 
crucial to offer guarantees in 
line with the memorandum of 
understanding signed between 
those countries. The existing 17+1 
format focuses on investments 
and the willingness of countries 
in central, eastern and south-
eastern Europe to expand trade 
cooperation with China.

4.   people to people 
exchanges

The existing business model of 
Chinese companies active in 
the region is hardly supportive 
of the local economy. Providing 

lending and foreign workers 
bypasses domestic banks as 
well as local expertise on the 
ground. In this respect, even 
concessional lending by Chinese 
banks, frequently praised for 
its lower costs, may in fact not 
be as cheap without spill over 
effects materializing on the local 
economy. The more infrastructure 
projects along the OBOR take 
root, the more people and 
businesses have opportunities to 
be connected.

5.   Investment Dependency

The final field of engagement 
in policy dialogue concerns 
a critical assessment of the 
project in terms of establishing 
Investment Dependency for 
countries in the region. Medium 
to long term growth perspectives 
in individual countries subject to 
the OBOR are at risk of excessive 
dependence on Chinese state 
investment. Chinese authorities 
should balance the investment 
plans for business within their 
country and their subsidiaries in 
EU Trade Region as well.

Securing investments in a region 
of extreme geopolitical volatility 

will be a tough test for China’s 
foreign policy in the coming 
years. China does not have an 
overall strategy regarding the 
Mediterranean Trade region’s 
affairs. Instead, Beijing prefers to 
deal with each country bilaterally. 
The policy towards the EU region 
is still dominated by economic 
factors, particularly trade and 
investment. Beijing will have to 
forgo strict compliance with its 
principle of noninterference if it 
wants to earn the appropriate 
benefits. For the time being, 
however, this process is hardly 
visible, since China’s behavior in 
the EU region is cautious, aimed 
at keeping a low profile, and does 
not seek to significantly alter 
existing dynamics. China prefers 
to act wisely and to avoid being 
involved in confrontations in the 
region. Whether this approach 
fulfills Beijing’s One Belt, One Road 
dream, however, remains to be 
seen. The question is in the pace 
and the scope of this process. The 
distance between geographical, 
economic, social and cultural will 
continue to be relevant only in the 
short term. 
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Patience will pay off in 
europe-Africa trade relations

6.3

jeFF FallON
Head of Client Coverage
BaCB

Momentum behind 
updating the 
framework for Europe-
Africa cooperation 
may have slowed as 
nations tackle the 
Coronavirus outbreak, 
but the pause will only 
be temporary. Jeff 
Fallon, Head of Client 
Coverage at British 
Arab Commercial 
Bank (BACB), argues 
that deeper Africa-
Europe integration 
will be challenging in 
the new environment, 
but specialist banking 
partners are on hand to 
help

2020 was set to be a pivotal 
year for Europe-Africa trade. 
In March, the EU published its 
“Comprehensive Strategy with 

Africa” which laid out a forward-
looking roadmap to further 
deepen the inter-continental 
relationship in areas such as 
green growth, energy access and 
digitalisation. But a few months 
down the line, and regions have 
had to divert their efforts almost 
exclusively onto mitigating the 
impacts of the Coronavirus 
outbreak. 
While controlling the social 
effects of virus remains the 
priority, Africa now must manage 
the economic ramifications of 
the pandemic. In practice, this 
means keeping trade flowing 
as much as possible with key 
trading partners. The continent’s 
largest, in this respect, is the EU: 
in 2019, the EU-27 represented 
31% of Africa’s exports, mostly 
comprising of primary goods 
such as energy, raw materials 
and food products.  Similarly, 
29% of Africa’s imports – largely 
manufactured goods – are from 
Europe.
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Fulfilling the aims of the 
“Comprehensive Strategy with 
Africa” is, therefore, crucial in 
the recovery years ahead for 
both regions, but a pause in 
proceedings may well be an 
opportunity for reflection. Since 
global supply chains already 
re-routing due to lockdowns, 
Africa may well stand to further 
increase its trade with Europe 
in the longer term – particularly 
given the closer geographic 
proximity compared to some 
other key partners, such as China. 
But the commercial benefits 
must outweigh the risks to ensure 
that this trade corridor remains 
attractive to corporates and 
FIs alike, and the Coronavirus 
has changed this landscape 
considerably.
 
aFriCa’s respOnse

Africa’s response in limiting the 
social effects of the Coronavirus 
so far have been notable – 
better, in fact, than many had 
anticipated. Demographics may 
have helped – 60% of people on 
the continent are under the age 
of 65. But the level of coordination 
between African nations and the 
proactivity of their governments 
in implementing the “delay” 
phase of the virus response 
was also impressive, and 
demonstrates the advantages of 
preparedness and experience in 
tackling pandemics.
 
The economic ramifications 
across the continent have 
been plain to see, as largescale 
lockdowns restricted global 
commerce and triggered 
widespread economic 
contractions. Indeed, overall 
trade volumes between Europe 
and Africa experienced a slow-
down in late Q1 and Q2 this year. 
Oil-exporting economies in Africa, 
such as Angola, Algeria and Libya, 

were then dealt a secondary blow 
when the price of oil slumped to 
below zero in mid-April.

While the current economic 
pressure is certainly attributable 
to Coronavirus- and oil-related 
external shocks, Africa’s trading 
prospects also face some 
systemic challenges that pre-
dated the crisis and may have 
exacerbated the current situation. 
With some 41 currencies serving 
the region, many of which are 
rarely-traded on the global 
markets, hard currencies needed 
for trade can be in short supply 
at the best of times. Available 
resources contracted further 
during the crisis, as pressure was 
exerted on foreign exchange 
reserves to support monetary 
policy and defend currency 
positions.

The types of goods that African 
countries chose to import 
therefore narrowed in scope, 
with priority being placed on 
“essential” goods, such as food, 
energy or medical supplies. 
In turn, demand for trade 
instruments, such as letters of 
credit (LCs), slowed in line with 
the overall decline in global trade.

FinanCial institutiOns 
Change taCk

The fast-moving trade conditions 
have required financial 
institutions facilitating flows to 
the region to be nimble. Banks, 
like many sectors, were quick 
to initiate contingency plans by 
migrating to remote-working 
arrangements or establishing 
skeleton or segmented staff set-
ups.

Traditionally a paper-based 
industry, trade finance was 
challenged to implement a 
large-scale and rapid overhaul 

of standard procedure. In some 
cases, there has been little choice 
but to turn to digital alternatives 
in order to keep essential trade 
flowing (and funding reaching 
where it is most needed).
 
What’s more, the risks, both 
perceived and actual, of 
supporting such flows have 
understandably increased in 
the new environment. Delays on 
payments have been a more 
common occurrence and, in 
some cases, payment terms have 
been shortened to 90 days to 
cope with the uncertain longer-
term picture. Growing uncertainty 
may deter lenders less familiar 
with, or less committed to, African 
markets from maintaining credit 
lines. However, fears around 
defaults on letters of credit (LCs) 
remain unsubstantiated, at least 
in our experience. The risk of 
default on LCs in African trade 
transactions was actually already 
very low. Between 2016 and 2017, 
for instance, weighted by obligor, 
default rates declined from 0.59% 
to 0.05% for export LCs and 0.48% 
to 0.14% for import LCs. Countries 
are all too aware that market 
has a long memory – defaults 
on payments are generally 
avoided at all costs even in times 
of crisis, as they can prove more 
detrimental in the long-run than 
the alternative. 

a reViVed partnership

Now only a few months later, the 
future is looking brighter: oil prices 
are gradually recovering and 
African countries have to some 
extent defied some pessimistic 
expectations in managing the 
myriad economic and social 
assaults that have arisen through 
the crisis. Commodity trade is still 
flowing (albeit at far lower levels), 
and despite all the challenges, 
African FIs have proved 
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remarkably robust, adjusting 
well to the changed working 
environment.

It remains to be seen whether 
European trade partners will 
still see Africa as the land of 
opportunity that they had 
before. But we remain hopeful 
that appetite will bounce 
back. After all, the EU is Africa’s 
closest and largest trade and 
investment partner, as well as 
the main supporter of the African 
Continental Free Trade Area 
(AfCFTA), according to official 
sources.  Not to mention that the 
EU’s “Comprehensive Strategy 
with Africa” includes plans on 
how to boost trade, and the 
future partnership will be a key 
topic of conversation during the 
EU-African Union (AU) Summit in 
October 2020. 

The timing of this dialogue is 
fitting as we begin to move 
towards the recovery phase of 
the crisis, in which the market will 
begin to see exactly how (and to 
what extent) trade routes have 

been affected.
 
One possible consequence 
we may see is large-scale 
reshoring of supply chains to 
African countries, where possible, 
as European companies look 
to diversify their exposures to 
safeguard business continuity in 
the future. Of course, commercial 
incentives will always prevail, but 
production and manufacturing 
capabilities are increasing in 
number and sophistication on 
the African continent, and may 
well increasingly provide viable 
alternatives. Not to mention that 
reshoring to African providers 
could also offer reduced 
transportation costs and less 
margin for time delays.
 
While the recalibration of global 
trade may have some welcome 
consequences, there is no doubt 
that the impacts of the crisis 
will linger for some time yet. 
Demand for commodities will 
likely not recover to usual levels 
immediately, particularly as 
much of the disruption has been 

linked to the futures markets. 
And soft commodities that rely 
on production capabilities (such 
as cashews and cocoa) will 
continue to experience a host 
of logistical challenges until 
global lockdown measures are 
eased and commercial activity 
begins to normalise. But Africa’s 
potential, while perhaps on hold 
for the time being, is still there. 

No matter how the winds change, 
banks operating in specialist 
markets, like BACB plc, will remain 
on hand to provide support, and 
can help manage risk on both 
ends of the transaction to ensure 
that trade continues to flow to 
and from Africa. In times of crisis, 
partners with niche expertise truly 
show their worth in maintaining 
these vital connections between 
markets. Specialist banking 
partners, that bring deep-rooted, 
expert knowledge of trade in 
African markets, will be key to 
restoring confidence within the 
important, and potentially fruitful, 
Europe-Africa trade corridor.
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Anti-dumping Agreements – 
UK prepares to impose its own 
duties on foreign exporters

6.4

saRah hURst
Founder
Castle knight

A heavy burden is 
left upon both the UK 
government and the 
private sector as they 
comply with WTO rules 
in anti-dumping cases 
to impose duties on 
foreign exporters that 
are undercutting UK 
manufacturers.

The UK will be responsible 
for its own trade remedies 
investigations when the Brexit 
transition period ends on 
December 31, taking over this 
function from the European 
Commission. This is an expensive 
burden both for government 
and the private sector, as an 
enormous amount of data must 
be gathered over a period of up 
to a year to comply with WTO 
rules in anti-dumping and anti-
subsidy cases. The purpose 
is to impose duties on foreign 
exporters that are undercutting 
UK manufacturers.

The trade remedies cases 
should be overseen by a new 
public body called the Trade 
Remedies Authority, but that was 
not established as planned last 
year because the Trade Bill was 
never passed. The government is 
now reintroducing an amended 
Trade Bill and the TRA may soon 
come into existence. In the 
meantime the cases are being 

dealt with by the Trade Remedies 
Investigations Directorate 
(TRID) of the Department for 
International Trade.

Until the end of the transition 
period the UK still implements 
all EU trade remedies measures, 
but the TRID has already started 
to review about 43 EU measures 
that the government intends 
to keep after this year. The first 
reviews are being conducted for 
cases on welded pipes and tubes 
from Russia, Belarus and China, 
and rainbow trout from Turkey. 
Any UK companies that produce 
welded pipes and tubes or breed 
rainbow trout could participate 
in the cases, as well as those that 
import them or have some other 
connection to the products.

What is anti-dumping?

If a company exports a product 
at a price lower than the price 
it normally charges on its own 
home market, it is said to be 
“dumping” the product. The WTO 
Agreement does not regulate the 
actions of companies engaged 
in “dumping”. Its focus is on how 
governments can or cannot 
react to dumping — it disciplines 
anti-dumping actions, and it is 
often called the “Anti-dumping 
Agreement”. – Source: WTO

uk prOCess questiOned

Companies wanting to maintain 
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the duties must provide evidence 
that the imported products are 
being sold in the UK at prices 
below their “normal value” in their 
home countries, and in the anti-
subsidy case on rainbow trout 
they must show that Turkey’s 
rainbow trout producers are 
receiving subsidies. They must 
also supply evidence of injury to 
their own business that has been 
directly caused by the relevant 
imports. The TRID then also 
conducts an “economic interest 
test” to decide whether additional 
duties on the products would be 
in the interest of the whole of the 
UK.

Importers of the products from 
the countries concerned may 
wish to oppose the duties. Foreign 
exporters have already indicated 
that they will strongly resist the 
UK’s planned measures, with 
Russian group TMK writing to the 

TRID to argue that the UK imports 
negligible quantities of welded 
pipes and tubes from Russia, 
and that the “transition reviews” 
should actually be treated as 
completely new cases, since 
the WTO does not envisage a 
transition review process. TMK 
said:  

“The Transition Review appears to 
be substantially different from a 
review in the meaning of Article 11 
of the [WTO] AD [Anti-Dumping] 
Agreement due to the unique 
character of Brexit. The UK’s exit 
from the EU has totally changed 
the market and conditions of 
trade.”

WtO in Crisis

Another complication is the 
chaos in the WTO itself: its 
Director-General Roberto 
Azevedo has said he will step 

down early, and a US Republican 
senator has introduced a 
resolution calling for the country 
to withdraw from the WTO 
altogether. The dispute resolution 
system is in crisis, with many 
countries trying to establish 
an alternative appeals system 
without the involvement of the 
United States. Whether countries 
will continue to follow the WTO 
trade remedies process or start 
imposing more tariffs without 
recourse to it is unknown.
From January 1 next year the TRID 
will also have to consider any 
new requests for trade remedies 
cases from UK manufacturers. 
Since trade flows and volumes 
will be very unpredictable, it’s 
hard to know what cases might 
crop up, but manufacturers and 
importers should understand how 
these investigations work and be 
ready to participate in them. 
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Brexit: What duty does the eU have 
to offer trade preferences to the 
UK?

6.5

ChRIs BRyaNt
Partner
Bryan Cave leighton paisner

As Brexit starts to make 
its way back to the 
front pages after a few 
months when it was 
quite rightly usurped by 
the far more pressing 
issue of the Covid-19 
pandemic, the tensions 
in the negotiations to 
date and the significant 
gaps between the 
parties have been 
laid bare. TFG heard 
from Chris Bryant, 
Partner at Bryan Cave 
Leighton Paisner, to find 
out the latest on the 
Withdrawal Agreement 
and what’s next.

Following the completion of the 
UK’s Withdrawal Agreement 
in January 2020, there was an 
understandable expectation 
in many quarters that the 
government had (to use its 
election slogan) “Got Brexit 
Done” and that everything 
had been agreed.  The fact 
that negotiations had only just 
then started for a free trade 
agreement and that a deal was 
not a foregone conclusion has 
come as a surprise to many. 

In this vein, the publication 
of a report by the European 
Parliament in which it was 
noted that the EU has no legal 

obligation to offer any trade 
preferences to the UK came as a 
surprise to some observers.  The 
report was drafted in response 
to a letter from the UK’s chief 
negotiator, David Frost, in 
which the UK had complained 
that it was not been offered 
arrangements offered to some 
of the EU’s other trading partners.  
Indeed, some on the right of the 
Conservative Party have even 
claimed that, if the EU does 
not grant the UK what it wants 
from a trade deal, it is in breach 
of its obligations under the 
Withdrawal Agreement, such that 
the UK could then refuse its own 
obligations under the agreement 
(most notably the multi-billion 
euro financial settlement to 
which the UK agreed to settle its 
liabilities). 

sO, What is the pOsitiOn, 
and What dOes it mean 
FOr the uk and its 
trading partners?

In short, the legal position is a 
simple one and the European 
Parliament report is entirely 
correct.  The EU has no legal 
obligation, either under the UK’s 
Withdrawal Agreement or under 
international trade law more 
generally, to offer the UK any 
preferential treatment (and, 
for completeness, it is worth 
saying that the UK has no such 
corresponding obligation towards 
the EU). 
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The UK’s Withdrawal Agreement 
requires both the EU and the UK 
to use their “best endeavours … in 
good faith to … take the necessary 
steps to negotiate expeditiously 
the agreements governing 
their future relationship” as set 
out in the Political Declaration 
agreed between them at 
the time of the Withdrawal 
Agreement.  This falls well short 
of any legal requirement that 
either party must offer the 
other any particular trading 
preferences.  There is not even a 
legal obligation to stick to what 
the parties agreed in high-level, 
non-binding terms in the Political 
Declaration.  (And, if anything, 
the EU probably has the bigger 
complaint here, given that the 
Political Declaration contains 
statements that the parties will 
seek a level playing field between 
them, something that recent 
comments from UK government 
ministers have cast into doubt.)
 
Similarly, WTO rules are silent on 
how deeply countries must go in 
free trade agreements.  The WTO 
agreements do require FTAs to 
have significant breadth (so, for 
example, if an FTA covers goods, 
it must cover substantially all 
goods, and not limit itself to a 
select few).  However, there is 
nothing to suggest that a country 
such as the UK must be offered 
the same trading benefits as 
other countries. 

In fact, the EU’s existing FTAs 
themselves indirectly restrict the 
benefits that the EU can offer 
to the UK.  Several of the EU’s 
FTAs (for example, with Canada, 
Japan, South Korea and Mexico) 
contain what are known as “Most 
Favoured Nation” or MFN clauses.  
These are essentially clauses 
meaning that, if one party to 
the FTA offers better terms to 
another country in respect of 
certain things (e.g. access to 
financial service markets), they 
must also offer those terms to 
their counterparty in the existing 
FTA.  (Think of it like when a 
supermarket offers to “price 
match” a deal from another 
store.)  Therefore, although there 
is no legal obligation on the EU 
to offer the UK particular trade 
preferences, there are obligations 
on it not to do so unless it also 
wants to offer those same terms 
to Canada, South Korea, Japan 
etc.

sO, Where dOes all OF 
this leaVe the uk and the 
eu iF they dO nOt reaCh 
an agreement? 

If no agreement is reached, we 
will start to hear the words “No 
Deal Brexit” a lot, and all over 
again.  The default position is that, 
immediately after the end of the 
current transition period (which is 
due to end on 31 December 2020), 
the UK and EU will trade with each 
other on WTO terms.  This means 

that goods traded between the 
two will be subject to tariffs and 
customs checks, and there would 
be no preferential access to each 
other’s services markets.  This 
would put the UK on the same 
terms as any other country with 
whom the EU does not have an 
FTA (which includes many smaller 
countries, but also some global 
powerhouses like the United 
States and China). 

From the point-of-view of other 
countries around the world, 
it is likely to lead to the UK 
government placing a heavy 
focus on securing trade deals 
elsewhere, as there will be much 
political clamour to offset (or 
at least give the impression of 
trying to offset) the inevitable 
losses arising from the change 
to the UK-EU trading relationship.  
Governments around the world 
would be naïve not to see this 
as an opportunity to effectively 
“name their price” and it is clear 
from comments made by US 
politicians and officials that the 
US Trade Representative’s office 
sees itself in a strong negotiating 
position vis-à-vis the UK.  If this 
occurs, we will likely see a raft of 
trade agreements struck with the 
UK in relatively quick succession, 
with many opportunities for 
non-UK businesses and their 
governments to set out their 
demands. 
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Globalization has opened 
new business opportunities 
for emerging-market 
enterprises including small 
and medium enterprises. 
A modern supply chain 
process that links buyers, 
suppliers, and their 
financial institutions, 
helps local producers and 
exporters to participate in 
the global supply chain 
to grow their businesses, 
expand into new markets, 
and contribute to the 
economy.

But are products such as Supply 
Chain Finance really helping 
MSMEs or just larger banks? TFG’s 
Deepesh Patel (DP) caught up 
with Qamar Saleem (QS), Global 
SCF Lead and Regional Manager, 
Asia & Pacific at International 
Finance Corporation (IFC), on 

supply chain financing trends 
and its role in Micro, Small and 
Medium Enterprise (MSME) 
access to finance.

supply Chain FinanCe 
(sCF) – a COrrespOndent 
Bank perspeCtiVe

Deepesh Patel (DP): Supply 
chain finance is relatively new in 
comparison to traditional trade 
finance. What is supply chain 
finance (from your perspective), 
who does it help, and how does it 
benefit smaller businesses?

Qamar saleem (Qs): In 
this context, supply chain 
financing (SCF) is becoming an 
increasingly common vertical 
within the banking industry. The 
global credit crisis of 2008 forced 
trade finance seekers to look for 
alternatives as liquidity in supply 
chains became a major concern 
for businesses. This spurred an 
increased demand for SCF as 
businesses worked to maintain 
liquidity and their competitive 
edge.

Most international banks that 
work globally with multinational 
corporations to facilitate 
their suppliers and buyers in 
developing countries are familiar 
with the concept of SCF. However, 
it is a relatively new concept for 
domestic banks, which are more 
likely to have relationships with 
small and medium enterprises 
enabling a local SCF environment 
across clients, especially MSMEs, 
which are typically left behind in 
large cross-border SCF programs.
Against this backdrop, it is 
imperative that SCF is viewed 
beyond the ambit of loan-based 

products and instead is more 
integrated with the ecosystem 
rather than simply providing 
transaction loans. SCF can 
significantly contribute towards 
solving MSMEs’ access to finance 
while creating efficiencies for the 
real sector corporations.
To realize the full potential of 
the opportunity, a coordinated 
approach would be needed 
under a five-corner model where 
regulators, financial institutions, 
corporations, MSMEs, and SCF 
technology platforms collaborate 
and make concerted and result-
oriented efforts. IFC is committed 
to creating SCF markets and 
engaging all stakeholders to 
ensure SCF for MSMEs becomes 
an impactful solution to support 
the growth of MSMEs across 
emerging markets.

asia, and the ‘trade 
FinanCe gap’

DP: Can you give us a market 
overview of some of the 
developing markets in Asia?
       
Qs: In Asia, manufacturing 
contributes over 25 percent of 
GDP in most countries including 
India, Bangladesh, Indonesia, 
and Vietnam. This leads us 
to establish estimates on the 
size and scale of supply chain 
networks in these countries, 
which is primarily based on the 
selection of industries most 
conducive to SCF. Some of these 
include size and number of 
corporates in specific industries, 
percentage of exports, and 
exposure of banks to those 
industries.

We have developed a top-

supply Chain Finance – An enabler for MsMe 
growth and fi nancial inclusion?7.1

QaMaR saleeM
Global SCF Lead and Regional 
Manager, Asia & Pacific
International Finance Corporation
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down approach to quantify the 
opportunity in Asian countries. 
The model is based on the input-
output data — quantitative 
economic information that 
represents the interdependencies 
between different sectors of a 
national economy, showing how 
output from one industrial sector 
may turn into input for another. 
Based on this methodology, we 
have assessed the SCF market 
opportunity for the following 
countries: Pakistan ($18 billion), 
India ($176 billion), Bangladesh 
($13 billion), Indonesia ($81 
billion), and Vietnam ($36 billion), 
coupled with over 40 percent SME 
contribution toward GDP. 
IFC estimates a US$4.7 trillion 
finance gap for small and 
medium enterprises (SMEs) in 
emerging markets. Working 
capital and trade finance are 
key components of that gap. 
In addition, an estimated $2.9 
trillion potential demand from the 
informal sector brings the total 
financing gap to $7.6 trillion. 
Our report on SME Finance Gap 
2017, delves into a regional 
assessment of the SME finance 
constraint characteristics by 
region and firm size. The East Asia 
and Pacific region represent an 
overwhelming majority of the 
finance gap due to longer cash 
cycles, followed by Latin America 
and the Caribbean.

In terms of the domestic supply 
chain finance gap in emerging 
markets, IFC estimates that 
at least 20 percent of the $4.7 
trillion SME finance gap, is capital 
locked in supply chains, either 
in the form of receivables or 
inventory. Data from a World 
Bank survey show that while more 
firms use financial institutions 
for working capital (as opposed 
to investment capital), the 
proportion of working capital 
needs fulfilled by financial 

institutions is only 11.6 percent in 
emerging markets.

digitalizatiOn OF supply 
Chain FinanCe

DP: What are the top current 
trends in digitalization of supply 
chain finance, do you see the 
impact of the rise in Fintech on 
the financial institution business 
models?

Qs: In a segment traditionally 
led by financial institutions, 
technology is shifting the market 
structure. Fintechs — supply 
chain finance providers, peer-
to-peer (P2P) lenders, platforms 
and marketplaces — are testing 
new business models aiming 
to expand the reach of supply 
chain finance through better unit 
economics and tailored product 
offerings, thereby emerging as 
competitors as well as partners to 
banks.

Increasingly, domestic financial 
institutions are partnering with 
technology platform providers 
to offer working capital solutions 
to key clients and their trading 
partners (for example, suppliers 
and distributors). To help the 
SMEs with their bottom-up 
request for financial support, 
financial institutions are taking 
the strategic approach of 
building strong partnerships with 
fintech firms and P2P platforms.
As a result, the initial model 
of bank-centric supply chain 
finance platforms — whereby 
financial institutions were both 
originators and funders — is 
changing into a model where a 
variety of specialized participants 
can cover a wider spectrum 
of needs to offer more tailored 
solutions. 

DP: SCF programs have only 
been recently implemented in 
developing markets in Asia – 
what are the key trends in EDEs 
economy?

Qs: Supply chain finance has 
evolved with the transformation 
of supply chain management. 
Before the impact of technology, 
supply chain finance meant 
optimizing working capital 
ratios and providing funding 
sources to companies. Today, 
supply chains have shifted 
toward a more collaborative and 
diffused structure. As a result, 
corporate anchors at the head 
of a supply chain need to ensure 
that a wider range of supply 
chain partners (for example, 
suppliers and distributors) have 
adequate working capital to 
ensure production and business 
continuity.

At the same time, continued 
digital innovation and broader 
connectivity access has led to 
increased data accumulation 
and advanced analytic 
techniques. Mobile networks 
and end devices — phones, 
tablets, and point-of-sale (POS) 
devices — have enabled even the 
smallest players to participate 
in digitized supply chains. To 
further facilitate participation, 
new applications for ordering, 
purchasing, stock management, 
sales, and payments have been 
introduced — and are regularly 
updated — to the market. As 
a result, financial institutions 
and other providers can offer 
these services to previously 
underserved businesses, 
including those in emerging 
markets. 
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$5 trillion and counting – the MsMe 
finance gap

7.2

MattheW GaMseR
CEO
sMe Finance Forum (IFC)

Managed by IFC (International 
Finance Forum)

Micro, Small and 
Medium Enterprises 
(MSMEs) are one 
of the strongest 
drivers of economic 
development, 
innovation and 
employment. Access 
to finance is often 
identified as a critical 
barrier to growth 
for MSMEs. Creating 
opportunities for MSMEs 
in emerging markets is 
a key way to advance 
economic development 
and reduce poverty. 

Following on from TFG’s recent 
announcement of an industry 
partnership with the SME Finance 
Forum, TFG’s Deepesh Patel (DP) 
heard from SME Finance Forum’s 
CEO, Matthew Gamser (MG).

Creating opportunities through 
MSMEs, particularly in emerging 
and developing markets is 
crucial, as it can help advance 
economic development and 
reduce poverty.

However, there is an MSME 
financing gap, to the magnitude 
of over $5 trillion USD according 
to the IFC’s recent analysis by 
the SME Finance Forum. Some 
200 million businesses worldwide 
need financing to invest, grow 

and create new jobs, and 
they account for 9 out of 10 of 
business, half of global GDP, and 
two-thirds of job worldwide.
We wanted to investigate this, 
and discuss why governors, 
financiers and private sector 
players need to come together 
to support developments in the 
MSME sector.

Deepesh Patel (DP): Can you 
give us a 30 second elevator 
pitch – who are you, where are 
you from, and what do you do?

Matthew Gamser (MG): I’m Matt 
Gamser. I run the SME Finance 
Forum, which was created by the 
G20 countries and is managed 
by the International Finance 
Corporation (IFC). It is a place 
for the finance industry to come 
together for shared learning, 
networking and public-private 
dialogue in the field of small 
business finance. We’re helping 
the finance industry grow 
stronger so that SMEs can get a 
better deal from them.

the $5 trilliOn usd msme 
FinanCe gap(?)

DP: So following on from your 
introduction to the SME Finance 
Forum, we can jump straight 
into the G20 Agenda and how it 
directly ties in with the $5 trillion 
USD MSME Finance Gap. How did 
you come up with this figure, and 
why is it so large? Do you think 
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COVID-19 is likely to widen this 
gap amongst MSMEs, why so?

MG: I’m chuckling because I’ve 
tried to make this not too long 
a story(!) – the G20 was formed 
in the teeth of the last financial 
crisis and they decided that 
financial inclusion was something 
that needed to be a concern; 
not just restabilizing the financial 
sector and restoring its integrity, 
but also trying to make it serve 
more of the world. Their second 
decision was that inclusion needs 
to think about enterprises and not 
just about individuals. So the G20 
decided to make ‘SME finance’ a 
part of their core agenda. 

At that time, my colleagues from 
IFC, along with McKinsey, did 
some extrapolation to estimate 
what the gap might be for 
Micro Small Medium Enterprises 
(MSMEs), for credit around the 
world. They came up with a 
report called ‘$2 trillion and 
counting‘, because the number 
at the time was $2 trillion USD. 
Low and behold, a few years 
later, I was asked to join and 
form the SME Finance Forum 
and was challenged on this ($2 
trillion) number. So, along with 
the IMF, World Bank and IFC, to 
recalculate the figure; we were 
wrong. Unfortunately, we were 
wrong on the low side, not on 
the high side! The figure only 
for emerging markets and for 
‘formal’ Micro, Small and Medium 
Enterprises, this figure came to 
$5.2+ trillion USD. If we add in rich 
countries and informal sector 
enterprises, it becomes much 
more of a heroic extrapolation, 
but we can be looking at figures 
more like $8-9 trillion.

In addition, we’ve found that 
people who are talking about 
cash locked up in payables and 
receivables to SMEs, the figure 
is north of $15 trillion USD. So if 
SMEs that are engaged in trade, 
are waiting on $15+ trillion of 
receivables it doesn’t seem that 
heroic to extrapolate that there’s 
possibly a credit gap and in the 
area of $9+ trillion USD.

WOrld Bank’s iFC – 
helping smes during the 
COVid-19 pandemiC

DP: Let’s take a step back and try 
to connect the dots. And I think 
it’s worth bringing the impact of 
COVID-19 into the mix here. How 
do governments provide finance 
that can support MSMEs, and how 
does this money flow, from say, 
a government, to a multilateral 
like IFC / World Bank, to an MSME? 
Has this changed since the onset 
of the pandemic?

MG: An institution like the IFC, 
doesn’t get much in the way of 
‘government grants’ to do its 
business. It is like an investment 
bank owned by 184 countries. 
It operates off its own balance 
sheet, and uses its own capital, 
and borrows in the market to do 
everything from straight lending, 
to equity, to structured finance, 
as well as other capital markets 
initiatives.

What we’ve got right now from 
our government owners is some 
fast track approvals to put 
some liquidity into the system 
to help our clients around the 
world; whether they’re financial 
institutions, or real sector 
institutions. We’ve been initially 
concentrating on making sure 

that liquidity is preserved, to deal 
with the initial emergency. Now 
we’re turning our attention to the 
recovery mode and how to make 
sure that our resources are going 
to get to Micro Small and Medium 
Enterprises.

IFC helps SMEs indirectly in two 
basic ways: we have 800 or so 
financial institutions around 
the world that we support, and 
we make sure that they have 
the liquidity in hand so that 
they can be supporting in their 
local markets, a second way 
is we’re also supporting large 
corporations, which may have 
supply and distribution chains 
that involve thousands and 
thousands of SMEs, making sure 
that their liquidity also preserved.

DP: Is there a mandate for 
financial institutions which are 
supported by the IFC to provide 
financial support to MSMEs, 
particularly as they are perceived 
as high risk?

MG: IFC is slightly different from 
a straight investment bank in a 
couple of important respects: 
we have two preconditions 
for every relationship that we 
establish, whether with a financial 
institution, or a real sector 
company. The first thing is that 
there has to be a development 
impact – a clear, measurable 
development impact of what 
our money is going towards, and 
that’s with a focus on emerging 
markets. The second one, is 
that our deals have to have 
additionality. This means that our 
deals have to do something that 
wouldn’t already happen with the 
private sector doing the deal by 
itself. That becomes often one of 
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the most complex discussions we 
have with our government official 
board about whether we should 
do a deal or not. So Micro Small 
and Medium Enterprise support is 
very often a key element of both 
the development justification and 
the additionality in the deals we 
are involved in. 

DP: So let’s talk about solutions, 
perhaps starting with technology, 
which we’ve seen a rapid 
advancement in over the past 
decade due to more data, 
integrated systems and changes 
to the way we work and do 

business. Can you discuss some 
ways technology IS helping 
MSMEs access finance?

MG: Absolutely, technology is the 
critical factor. Up until recently, 
SMEs have been a real trouble 
for financial institutions. And the 
reason that they’re becoming 
more of an opportunity for 
the institutions is because of 
technological change, and even 
more specifically; the more 
that SMEs are moving their 
commerce and their payments 
from analogue to digital. In 
other words from paper and 

cash to electronic, the more 
opportunities are opening up to 
solve the fundamental problem 
that existed before, which was 
the excessively high cost of 
gathering the information you 
needed about SMEs, in order to 
manage the risk of your financial 
relationship with them. FIs had 
no problem knowing in principle 
on how to manage the risks of 
dealing with SMEs, the trouble 
was, we couldn’t afford to at any 
scale; the people intensive ways 
that are better suited to dealing 
with corporates were not suited 
to dealing with SMEs. Now things 
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are changing. Those that are at 
the forefront of the change are 
the ones who are figuring out how 
to help SMEs make this transition 
and how to capitalise on it 
through making sure they have 
a hold of that data, and that they 
have a hold of it real time.

DP: Where are the largest 
opportunities for technology 
within MSME finance and how 
can we drive more innovation in 
this sector?

MG: I often say that trade finance 
really has seen very little change 
today from 14th century Venice! 
Maybe we don’t have the sealing 
wax on the documents, but we 
still have all the paper we don’t 
need, and all the intermediaries 
we don’t need. I like notaries 
as much as anybody else, but 
they’re not needed in this digital 
era.

The combination of the physical 
side of trade and the money side 
of trade, is why it’s so hard for 
small businesses to trade across 
borders, even though we know 
that those that can succeed 
there tend to grow faster and 
create more jobs. In principle, it’s 
better to have a diversified way 
to export, but our system hasn’t 
supported that. And so there’s 
a huge opportunity there. There 
are also huge opportunities in 
supply chains. With new digital 
processes and platforms, we’re 
seeing ways that a full supply 
chain can be financed. And 
similarly, we see the way that 
full distribution chains can be 
financed. 

It’s the non-banks that are 
making the biggest strides, but 
they don’t have the easy access 
to capital that banks do. But we’re 
seeing breakthroughs here. That’s 
where I think the breakthroughs 

are going to come – either in 
alliances between banks and non 
banks or through some of the 
big technology companies, such 
as Alibaba, Amazon and Google. 
They don’t need banks to have 
access to money. Right? So they 
might come in and take over the 
whole thing. 

gOVernments and the 
digital island eFFeCt

DP: Can governments and 
policymakers accelerate the 
digitisation and implementation 
of technology within financiers, 
financial systems and MSMEs?

MG: The main problem, I would 
say, is still institutional; you need 
institutional buy in at scale, to 
demonstrate what technology 
and certain platforms can do, 
and that’s where governments 
and policymakers can come in. 
It is not in the natural inclination 
of the big players in different 
systems to come together and 
figure out how to be interoperable 
and harmonised right now. And 
that’s where the intervention of 
governments can be helpful. 
What governments don’t need 
to do, in my opinion, is build the 
systems themselves. I think these 
systems are already largely built 
by the private sector. 

But the problem is that they are 
fragmented and there are too 
many different groups going their 
own way.

msmes – lOOking BeyOnd 
COVid-19

DP: As an MSME right now, what 
are three pieces of advice you 
would give to them during these 
uncertain times?

This would have been advice 
before, but it’s even more 

important now. Don’t be satisfied 
with low levels of service from 
your partners (e.g. technology 
suppliers); be ready and willing to 
change because there are more 
and more alternatives for you out 
there. Being patient now could be 
the difference between survival 
and failure. So if your provider 
isn’t doing the right things now, 
e.g. to get you on the government 
programmes, find somebody 
else, because there are people 
out there that are looking for you. 

The second piece of advice; SMEs 
need to keep lobbying to be 
considered in all this because the 
politicians tend to say ‘yes, SMEs 
are really important’, but when 
you actually look at when the 
programmes are implemented, 
they don’t get out there to the 
SMEs  – whether we’re talking 
the emergency programmes, or 
whether we’re talking to regular 
programmes, but since we’re in 
COVID-19, you have to keep a 
special eye on the emergency 
programmes and make sure 
that the government’s are 
following up. There is also a 
long time lag between when 
the parliamentarians make the 
policy and when the policy gets 
implemented by the agencies. 
And unfortunately, we’ve seen 
a lot of problems arise in that 
transition. 
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Has trade finance pulled the plug 
on correspondent banking?

7.3

MathIeU saaDatI
Trade Professional
tFG’s International trade 
professionals programme

Founder
Fitracor

Correspondent 
Banking should in 
the future reinvent 
itself to accompany 
initiatives provided 
by multilaterals and 
Development Financial 
Institutions in the 
African market.

Correspondent Banking is 
the process connecting two 
banks enabling the execution 
of foreign currency (‘FC’) 
denominated transactions. 
In an interconnected world, 
access to reliable and efficient 
correspondent banking partners 
is of paramount importance to 
properly conduct the financial 
institutions’ business, support 
domestic economies and 

rightfully settle trade finance 
operations.
Why has this become a 
challenge for financial institutions 
in emerging countries and 
particularly in Africa since 2009?

Why are Correspondent Banking 
matters complex and what are 
the tools to efficiently address 
these concerns and support the 
continent’s potential and steady 
sustainability?

What is COrrespOndent 
Banking?

Correspondent Banking 
basically refers to a bank (‘the 
Correspondent’) providing 
remote services to another one 
(‘the Respondent’).
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While the Correspondent may 
offer the Respondent FX and 
treasury services, this paper 
focuses on Correspondent 
Banking as a Trade Finance 
enhancer and therefore primarily 
refers to two separates but often 
complementary concepts:

1. The access to trade limits, 
usually unsecured, whose 
most common form is a 
guarantee provided to an 
exporter securing the importer 
credit and country risks and 
at times short-term debt 
accommodating the contract 
cash-cycle of the importer;

2. The access to foreign-
based institutions providing 
FIs current accounts in a 
denominated currency 
given the non-presence of 
Respondent in said country 
(e.g. a Senegalese bank 
requiring the opening of a EUR 
account given its non-physical 
presence in Europe) 

Where lies the 
COrrespOndent Banking 
Challenges nOWadays?

It looks common sense that any 
particular, corporate or institution 
deserves to hold an account in 
any currency required. In recent 
years, digitalization across 
Africa has facilitated the access 
to the banking system of the 
most fragile ones. This remains, 
however, a major concern for 
most Sub Saharan African 
financial institutions. The 2009 
crisis had a profound effect on 
how international banking players 
considered correspondent 
banking in Africa.

three main factors explain to the 
on-going stress following 2009 
crisis:

1. the regulatory requirements

They struck hard on the financial 
market. Among collateral 
damages, an overall reduction 
of exposure on financing 
capital-intensive activities 
such as project financing and 
trade finance, with Africa and 
Asia being the two continents 
suffering the most. The more 
fragile countries and institutions 
are, the higher are the capital 
and KYC monitoring constraints. 
The acceptable balance between 
risks and costs were overdue 
for many banking players. Thus, 
leading to this derisking process.

2. exit of historical players

Along with Barclays and BPCE, the 
French BNP Paribas seceding its 
subsidiaries in Burkina Faso, Mali 
and Guinea Conakry illustrates 
the long-standing process of 
international first-class players 
exiting the continent. By their 
size, market knowledge, and 
reputation, these banks were 
and are the players which are 
in the best position to offer 
correspondent banking services 
in USD/EUR to African FIs.

So what is next? One can argue 
this had a very positive effect by 
enabling pan-African banks to 
expand at a spectacular pace 
during the 2010s. For instance, 
the Burkinabe CORIS Bank has 
expanded across the 2010s in 9 
countries, have multiplied by 5x 
its revenues and by 4x its asset 
base. And they would be right to 
be proud of such achievements: 
African banks for African people 
should be the law. However, these 
‘new’ players do not entirely 
fill the gap left by Europe & 

America. It is currently market 
practice to see African FIs being 
restricted – on top of usual KYC & 
compliance checks – on their USD 
transactions. Sometimes for a 
lack of settlement capacity or by 
Respondent’s inability to provide 
a certain minimum required 
of EUR and/or other currency 
transactions to the fold.

3. Business model reshaping

Aforementioned constraints 
led to two choices: step away 
or show flexibility. Either banks 
reduced or sometimes eliminated 
these services which were no 
longer considered as strategic, 
or pushed alternative choices 
to serve their client base. For 
example, the Mauritius based 
MCB now promotes random 
advisory services for African 
banks in the likes of IT set-up 
and support & risk management 
services: commissions-based 
rather than credit-risk orientated 
services.

the threats OF 
‘derisking’

The COVID-19 pandemic gives 
rise to the same concerns as 
international players active 
in Africa have had since the 
2009 crisis: fear of sovereign 
downgrade, increased credit 
risks and liquidity shortfall. More 
than 10 years apart, different 
causes may beget the same 
consequences:

 �Endanger right conduct of 
African FI trade business, 
be it through open account 
transactions or trade-related 
transactions (LCs, SBLC, 
avalised drafts); 
 �Damage continent 
sustainability in the long run 
by not being in a position to 
accommodate key imports 
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(commodities and semi-
finished products for industrial 
aims) and exports – potential 
lack of FC access being 
another key risk;
 � Impair domestic and 
international reputation i.e. « 
is this bank still viable? » and 
eventually narrowing its steady 
assets and liabilities base (less 
trust leads to less deposits);

What has 
COrrespOndent Banking 
tO dO With aFriCa’s 
trade FinanCing gap?

The AfDB currently estimates 
the lack of trade financing in 
the continent at US$120 billion. 
This key topic has been largely 
covered in the common literature. 
Several key Development 
Financial Institutions as The 
Trade Development Bank – TDB 
(Kenya) – bring tremendous 
value to reduce it thanks to their 
guarantee programs. Among 
recent initiatives, CDC – the UK 
Development Financial Institution 
– has reached a monthly record 
last march with an exposure of 
more than $500m across 350 
transactions in Africa.

As essential and precious these 
initiatives are, addressing the 
correspondent banking on the 
cash-clearing account side 
of things is also of importance 
to fully meet the objectives of 
reducing the gap. The AfDB 
estimates that only 30% of the 
continent’s total trades are 
bank-financed and among those 
30%, circa 50% are executed 
without off-balance sheet 
products (i.e. without LCs). All 
other things being equal, should 
Correspondent Banking not 
be a concern for any financial 
institution in subsaharan Africa, 
one can imagine the trade 
finance gap being somewhat 

reduced.

This assessment lies also on 
the author’s study conclusions 
established in early 2020. It 
highlights that among a sample 
of 90 banking and financial 
institutions active in Africa, only 
circa 30% provide cash-clearing 
services in USD – while more than 
half of the world’s trade is settled 
through the US dollar. As a result, 
many Tier 2 & 3 banks across 
Africa have been largely suffering 
from this derisking process, 
making at times very difficult 
to achieve their transactions. 
In Mauritania, for instance, the 
topic was so sensitive that its 
Central Bank took the initiative to 
launch a due-diligence in the US 
last year to meet the regulator 
and banking players to reassure 
them. This topic is all the more 
manifest in the most fragile 
countries and small economies. 
They sadly happen to often be 
the lesser-known countries by the 
international banking & insurance 
market, compared to the usual 
suspects with the likes of Nigeria, 
Senegal or Ivory Coast.

gateWays tO address 
suCh COnstraints

Correspondent Banking by 
definition is necessary but not 
sufficient of course. Enhancing 
trade finance in Africa requires 
on-the-ground first and foremost 
capital, client creditworthiness, 
accurate information data 
and visibility. With the ongoing 
endeavours made within 
the fintech and blockchain 
worlds, major improvements 
on Correspondent Banking are 
expected within the next 5 to 10 
years:

 � Enhanced credit worthiness 
monitoring abilities – partially 
based not on collateral (over 

100% cash & real-estate 
securities are still the law in 
some jurisdictions) but rather 
from a cash-flow perspective: 
the credit scoring approach;  

 � Facilitated technical 
assistance and increased 
transparency on actors 
involved across the supply 
chain – hence reducing risk 
of compliance, reputation 
and AML;

 � Capital relief to 
accommodate such trade 
finance transactions and 
SMEs financing overall; 

Correspondent Banking should 
in the future reinvent itself to 
accompany such initiatives 
provided by multilaterals 
and Development Financial 
Institutions. International 
and domestic commercial 
banks have a key milestone 
potential ahead for the Africa 
market: enhance advisory in 
the correspondent banking, 
facilitate steady, regular quality 
communication sharing, improve 
the rising of KYCC – Know Your 
Customer’s Customer – and push 
the value further along the supply 
chain. 
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ICC sos – save Lives. 
save Livelihoods. save our sMes

7.4

jOhN W. h. DeNtON aO
Secretary General
International Chamber of 
Commerce (ICC)

The coronavirus crisis 
has affected MSMEs 
disproportionately 
and has revealed their 
vulnerability to the 
supply and demand 
shock, particularly 
around liquidity 
and cash flow. It’s 
estimated that 40-60% 
of small businesses 
might not reopen 
after the Coronavirus 
pandemic. 200 million 
full-time job losses are 
expected between April 
and July 2020.

TFG’s Deepesh Patel (DP) heard 
from John W. H. Denton AO (JD), 
Secretary General, International 
Chamber of Commerce (ICC).

MSMEs are the backbone of the 
global economy, ensuring the 
day-to-day provision of so many 
goods and services around 
the world. They’re estimated to 
contribute around 80% of OECD 
employment in many countries 
around the world, employing 
billions of people.

The novel coronavirus is an 
unprecedented health and 
economic crisis, forcing 
millions of MSMEs to close up 
shop, and some say, that on 
average, MSMEs have just 30 
days of working capital to 
last in such crises. World Bank 

Group President David Malpass 
recently said that “The pandemic 
and shutdown of advanced 
economies could push as many 
as 60 million people into extreme 
poverty – erasing much of the 
recent progress made in poverty 
alleviation.”

More action is needed from 
governments, private sector 
leaders and international 
institutions to ensure the 
continued viability of our MSMEs.

iCC’s saVe Our smes 
initiatiVe (sOs)

DP: Tell me about ICC’s SOS 
or ‘Save our SMEs’ campaign 
and how you’re working with 
other ICC national committees 
to amplify this campaign all 
around the world?

jD: Well, thanks a lot. I mean, 
we launched SOS – Save Our 
SMEs about two weeks into 
the COVID-19 crisis. And, as 
you know, one of the problems 
with COVID-19, is it’s not only 
pernicious and cruel in its 
human effects, the way it plays 
out is deeply troubling as well. 
It’s asynchronous. So it’s not as 
though it’s coordinated across 
the world. It happens at different 
times and at different intensities 
in different parts of the world. And 
so in the Northern Hemisphere, 
obviously, I’m sitting in Paris – 
we didn’t necessarily feel the 
economic effect as quickly as we 
felt the health effect.
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So the health effect, the 
consequences, the lockdowns, 
etc., were pretty intense. But I 
think what most people hadn’t 
realised was that, before COVID 
even hit, so a lot of emerging 
economies like in Sub Saharan 
Africa, the actual physical 
impact, the economic impact 
was already there, because of 
the collapse of consumption, 
which destroyed a number 
of value chains particularly, 
best example’s always in the 
garment industry, where the 
fact that people couldn’t go 
out to shop in the US, which is 
the largest consumer market 
in the world, had an immediate 
impact on retailers, which had 
immediate impact on their 
ordering of inventories, on how 
they’d actually bring together 
their supply chains, all the way 
down to the millions of men and 
women in Bangladesh, in an 
economy which it actually has 
bet on the garments industry, and 
quite quickly we saw a million 
people out of work. And so at that 
point in time, we saw the speed 

with which this was happening, 
we also realised that a number 
of policymakers had not fully 
understood that this was what 
we call a ‘real economy shock’; a 
shock to the real economy.

And they were still looking at it 
through the prism of how they 
handled, relatively successfully, 
the global financial crisis in 
08/09. But the reason we focused 
and characterised this as ‘Save 
Our SMEs’, is because we had to 
shift their focus and help them 
understand that as policymakers, 
they are actually using the 
playbook from the wrong crisis. 
The playbook for the global 
financial crisis is not the playbook 
you need for a real economy 
crisis.

In a real economy crisis, liquidity 
is actually key, how you get the 
funds as quickly as possible into 
the real economy. And saving 
jobs is actually critical.

In a real economy crisis, liquidity 
is actually key, how you get the 

funds as quickly as possible into 
the real economy. And saving 
jobs is actually critical. As you 
said before, and it’s a truism, that 
we can see that from even from a 
relatively significant, but nowhere 
near as consequential shock, like 
Hurricane Katrina – 60% of SMEs 
never reopened their doors after 
that shock, imagine what this 
could be like. And that’s why we 
had to shift the focus as quickly 
as we could, on mobilising to 
help in the real economy, and 
also mobilising the reality that 
this was not synchronous. And so 
we’re going to have to deal with 
this at different times in different 
places. And one reason that’s 
important for us, is that not only 
are we concerned about saving 
lives here, we’re also concerned 
about saving livelihoods.

So we launched the Save Our 
SMEs campaign simultaneously. 
And we started working with the 
WHO. All of those sort of things 
we did all around, Save Our SMEs. 
And frankly, we’ve had, I think, a 
pretty extraordinary impact with 
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it. And last week, in the midst 
of our Action Group on Latin 
America, we also announced 
a bold ambition to enable the 
digitization of a million SMEs, 
Micro SMEs, across the world 
because this is going to be 
another necessary step to Save 
Our SMEs, we not only need to 
rescue them, we need to help 
them rebuild. And a lot of them 
are only going to have a chance 
if we can help them digitize.

aCCelerating digital 
trade pOliCy – an iCC 
perspeCtiVe

DP: So let’s go into a bit more 
detail on the trade policy and the 
digitization element of it. What 
has ICC been doing to speed up 
some of those interventions that 
allow easier trade?

jD: Well, I think, one of the truisms 
of trade is that it still functions 
very much in an analogue world. 
What that actually means is it’s 
a paper-based world. Similarly 
with customs, they’re both the 
essential elements of trade, both 
from the movement of goods, 
and also the movement of 
documentation – this is all paper-
based. The actual application for 
trade finance is often just paper-
based and person-based, the 
actual application for customs 
clearance – paper-based, for 
a lot of food, for example, food 
movements, you actually need 
what’s called paper and wet 
signatures. That’s the level in a 
sense of the dominance of the 
analogue world in the trade 
world. So we’ve been arguing 
for some time, this was under 
my leadership, I’ve focused 
particularly on this shifting trade 
from analogue to digital. We have 
used this opportunity to first of 
all, flex our own rules on trade 
finance, to enable the shift to 
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digital.

We’ve also worked with the 
World Customs Organisation 
to facilitate more access to 
digital, we’re actually working 
with UNCITRAL on how you can 
actually pick up and ensure that 
governments can give the same 
legal force of recognition to 
digital documentation as they do 
the paper-based documentation. 
We’ve worked hand in glove, for 
example, in India with the Central 
agencies there to facilitate this 
as well. So in a way, we’ve really 
sped up more than anything 
else rather than suddenly 
come upon digitalization as 
an asset. We’ve sped up our 
whole process of facilitating the 
transfer of the trading world from 
analogue to digital. There’s still 
more work to be done, because, 
governments, you know, and it’s 
really interesting, just looking in 
Africa, for example, so I’ve been 
doing a fair bit of work on this 
Africa Continental Free Trade 
Agreement, which will be delayed, 
but we still think this is critical in 
terms of the economic trajectory 
for Africa and the support it might 
have.

But what I was putting out to 
policymakers there, is that the 
models already exist to do this. 
Like in Singapore, for example, 
they have effectively picked 
up the UNCITRAL model laws 
on this area, and are actually 
implementing them. You don’t 
actually have to feel like you were 
bleeding pioneer here, there are 
actually models all around the 
world that you can pick up and 
use – you can actually dictate 
this from a policy position that 
you can simply recognise these 
documents and there is legal 
force, there are legal prevention’s 
that can support that, and there 
are models elsewhere, like in 

Singapore, etc.

pOst-COVid

DP: Okay what do you think are 
the key actions required by ICC 
to help us members reverse 
some of the downward trade 
patterns we’re seeing as a result 
of this pandemic?

jD: Well, one of the first things we 
did, and as you correctly point 
out, we’re the institutional voice 
of 45 million businesses, one of 
the challenges with that, is the 
businesses and not all in one 
spot, they’re all around the globe. 
They’re in the north, they’re in 
the south, they’re in developing 
or emerging economies, they’re 
in less developed countries, 
there are large businesses, 
small businesses, some are in 
the informal economy, as well. 
And many of them are actually 
entrepreneurs, seeking to build 
their careers.

There are lots of different types 
of businesses. But for example, 
in emerging economies, one 
of the things we’re particularly 
focused on, was helping them 
build resilience into their business 
models. You know, for a lot of 
businesses, they did not have 
access to business continuity 
plans. So one of the first steps we 
took, was to ensure that we had 
an easy to use set of business 
continuity plans, which we were 
able to make manifest and make 
available across the whole of 
all the emerging economies in 
which we work. We also had them 
translated into six languages, so 
that they could work, and we then 
worked with various UN agencies 
to ensure their distribution. So 
these are sort of things – there 
are a lot of practical things we’re 
doing. And I mean, there’s going 
to be a really big issue, I think in 

terms of the financing side, as 
you say.

I think it’s a truism that most SMEs, 
micro SMEs, really have about 
some people say two months, the 
reality is often only two weeks, 
which is actually pretty sharp 
there. So ensuring that they’re 
thinking about their financing, 
as you know, in the end, a lack of 
cash is actually generally what 
kills businesses, ensuring that 
they’re actually thinking about 
those sorts of issues. Ensuring 
that by having a business 
continuity plan, they improve their 
prospects for access to finance, 
and also realising that there are 
alternate sources of finance these 
days. It’s not just banks, we’ve 
been talking a lot with the various 
e-commerce platforms. What 
we’re trying to do is see if we 
can see what their best practice 
model is that can operate across 
the globe. We use it to link up the 
learnings from an e-commerce 
platform operating in Turkey, 
about how they’ve sought to 
support SMEs and micro SMEs 
through payment terms, then 
apply that potentially in Africa, 
where there’s another set of 
African e-commerce payment 
platforms, then use some of those 
learnings in Latin America and 
elsewhere. 
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March marked International Women’s Day, a global day focusing on women’s equality – 
calling on us all of us to challenge stereotypes, fight bias, broaden perceptions, improve 
situations and celebrate women’s achievements.

This year’s theme is ‘Each for Equal’. TFG celebrates the economic, cultural, political and social 
achievements for women, because an equal world is an enabled world.

The conversation about gender equality at work needs to continue, and Trade Finance Global 
continues to discuss the lack of progress achieved across the trade and financial services 
sector and looks to ensure improvements continue to be made across the board.

TFG’s Persiana Ignatova spoke to several female role models within the trade space, asking for 
their stories, advice and challenges on the way to becoming the inspirational leaders that they 
are today. Here are some of the highlights:

Women in trade 2020

8
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What specific tasks and 
responsibilities does your job 
require? What things do you like 
most about your job?

Becoming a CEO is one of the 
most amazing professional 
experiences. As the highest-
ranking individual in the 
company, I am responsible for the 
overall success of the business 
and for making top-level 
managerial decisions, leading 
the development and execution 
of long-term strategies, with the 
goal of increasing shareholder 
value. In a smaller company such 
as komgo, the CEO also takes 
on a more “hands-on role”, such 
as making lower-level business 
decisions (e.g., hiring of staff).

In other words, 50% of my time 
is dedicated to managing our 17 
shareholders, 50% is dedicated 
to clients, communication, 
maintaining awareness of the 
competitive market landscape, 
expansion opportunities, industry 
developments, 50% is dedicated 
to the team and 50% to setting 
strategic goals and making 
sure they are measurable and 
describable, assessing the risks of 

the company and ensuring they 
are monitored and minimized.

What is the most important 
message you want to send out 
to young women thinking about 
their careers?

My advice to women in the 
workplace would be to work hard 
and know your stuff. The more 
you know, the more powerful 
you are. Always be thorough. 
Don’t just sit at the table; talk 
at the table! Make it a point to 
contribute at least once in every 
meeting you attend. If you’re at 
a total loss for what you might 
contribute, make it a point to ask 
at least one question. Establish 
a group of mentors to whom 
you can turn to bounce an idea 
around or check in about a 
possible career move. Remember 
that even a mentor relationship 
is two-way and you should 
bring something to it. Always 
think and be clear on what is 
key for you and what you agree 
to compromise on. Last but not 
least, be patient and never give 
up!

“The more you know, the more 
powerful you are. Always be 
thorough. Don’t just sit at the 

table; talk at the table!”

“Always have your 30 second 
intro about yourself, your project, 

your plan as you never know 
when your 5 minute slot will be 

cut”

In your opinion, why is it 
important that more women 
take up trade as a career in the 
near future?

It is incredibly important and 
something I spend a lot of my 
time on – mentoring women in 
my team, but also in the industry 
to inspire the next generation of 
female trade finance leaders. The 
trade finance industry is known 
for being male-dominated and 

the number of times I walk into 
an all-male room or watch an 
all-male panel does amaze me 
– how it is statistically possible? 
But positively, I can say, diversity 
in trade is here. My trade finance 
team at AIG is already highly 
diverse. I have always seen 
diversity as a critical part of 
building our trade finance team. 
Trade finance is all about goods 
and services being exchanged 
across borders with a wide 
variety of participants. We have 
to have a team that reflects 
today’s globalized trade world 
and supports diverse points 
of view and styles to generate 
better solutions and a strong 
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Why did you choose a career in 
this sector?

The job of macro economist has 
immediately seduced me given 
its complexity and dynamism. 
Since I have started working 
back in 2010 there has not been 

a single year without a new risk 
to assess. As macro economists 
we have the luxury to come every 
day at work and think, innovate 
and write !

In your opinion, why is it 
important that more women 
take up trade as a career in the 
near future?

I firmly believe more diversity, and 
particularly gender diversity is 
a plus to the industry as several 
reports show that diverse mind 
sets and ways of thinking bring 
higher value added to companies 
and make them more profitable 
and innovative.

Is now an exciting time to be in 
trade finance? Why?

Trade has always been a 
passionate field to work in, but 
recent years have increased 
its complexity. The record high 
uncertainty we are living in, be 
it from the protectionism, the 
political risks or the Coronavirus 
outbreak perspectives make the 
job even more challenging and 
therefore interesting ! Getting to 

live these times and understand 
where global trade is heading 
and what are the economic 
consequences for companies but 
also people is a great opportunity 
for everyone working in trade 
finance nowadays!

Do you find that there is a gender 
gap at the top in trade?

As long as companies would 
not have build enough their 
pool of next leaders women 
the gender gaps at the top 
will remain. And it’s a normal 
process to go through after 
several years of little action! 
What is important is that we keep 
working on this, all together, men 
and women! #EachForEqual 
#StrongerTogether

What is the most important 
message you want to send out 
to young women thinking about 
their careers?
Keep your values and believe in 
your strengths while improving 
your weaknesses ! If you project 
is clear and you make full usage 
of your means you will certainly 
succeed! #BelieveInYou

team culture, which ultimately 
empowers us to best serve and 
understand our clients.

What’s the most important piece 
of advice you’d give to a woman 
thinking of starting a career in 
trade finance?

It would have to be focus on 
execution and your elevator 
pitch.  I was once asked by 
one of our employee resource 
groups to give a presentation on 
my journey as a female leader 
and advice I would give. So I did 
an interactive session called 
“Strategic Execution Planning”. 

The session ranged from tackling 
scenario and outcome analysis, 
meeting and momentum driving, 
stakeholder management with 
relationship maps (who’s who to 
get things done), the power of 
the informal (what is your golf?) 
and finally my favourite, elevator 
pitches. Always have your 30 
second intro about yourself, your 
project, your plan as you never 
know when your 5 minute slot will 
be cut or you’ll run into the CEO 
in the elevator –this happened 
to me as a junior lawyer and 
he asked me “What do you do 
for Hogan Lovells?” and there I 
realised that I better get a new 

short elevator pitch. In fact being 
able to get any point across in 
30 seconds is a great skill and 
key to advancement. Admittedly 
this wasn’t the expected topic, 
but it ended up resonating widely 
with the women (and men) in 
the group. Thinking about these 
strategies to secure execution 
of any goal and get your point 
across quickly allows one to 
foresee hurdles and interestingly 
also tackle gender differences. 
And in the end, successful 
execution of tasks, deals, 
negotiations, relationships and 
your points is what builds a great 
career. 

“What is important is that we 
keep working on this, all together, 
men and women! #EachForEqual 

#StrongerTogether”
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“Girls, be brave! Do what inspires 
you! Do it today, right now! Think 

big! And demand equality! 
Because if you don’t, you will 

never have it.”

What does the International 
Women’s Day slogan, 
#eachforequal mean for you in 
your work life?

Every year PwC is doing research 
called Women in Work Index, 
covering 33 OECD countries. 
The situation is improving but 
women still face inequality. 
According to the latest Women 
in Work Index 2019, the average 
gender pay gap is 15%. Iceland 
and Sweden are ranked with 1st 
and 2d place respectively and 
have the best Female boardroom 
representation index (38% and 
43% respectively) and the Wage 
gap index 15,4% in Iceland and 
12,8% in Sweden.

The best results from the Central 
& Eastern Europe region come 
from Slovenia (having 4th 
place) with a Gender wage gap 

8,3% and Female boardroom 
representation 28%, and Poland 
(having 8th place) with Gender 
wage gap 5% and Female 
boardroom representation 11%.

According to PwC’s calculations, 
increasing the female 
employment rate could increase 
GDP even by 30%.

So, it’s time to celebrate women 
at International Women’s 
Day with equal opportunities, 
payment, and motivation for 
entrepreneurship!

Banks are doing a great job in 
this area by creating women 
entrepreneurship programs. 
From the latest examples – this 
year Santander UK launched a 
campaign to inspire and support 
female entrepreneurs.

Why did you choose a career in 
this sector?

Trade is a powerful instrument to 
promote growth, foster economic 
transformation and open 
opportunities, and I have always 
felt strongly about working with a 
purpose and having impact. Over 
the years, I have had the privilege 
of contributing to my own 
country’s trade integration with 
the world, fostering economic 
diversification, creating new jobs 
and fueling growth. I have also 
seen first-hand the benefits of 
trade across the world in places 
as diverse as Ethiopia, Vietnam, 
Peru or India, including how trade 
can help empower women via 
access to new jobs. Trade is also 
about connecting people and 
countries, and learning about 

others and I like this. Be it  in 
government or the private sector, 
international organizations or 
academia, it is very exciting to 
work in the trade field. 

What is the most important 
message you want to send out 
to young women thinking about 
their careers?

Think about what you like, learn 
as much as you can, work hard 
and do not be afraid. Good work 
will take you from one place to 
another. Ask for help and help 
others. Build resilience. Cherish 
the opportunity.

“Ask for help and help others. 
Build resilience. Cherish the 

opportunity.”
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What specific tasks and 
responsibilities does your job 
require? What things do you like 
most about your job?

My day to day job involves 
providing loans and other debt 
facilities to clients. I have to 
identify risks and mitigate those 
risks in order to ensure that the 
Bank gets repaid. The different 
types of risk include financial risk, 
commodity price risk, competitor 
risk, political risk, foreign 
exchange risk and repayment risk 
etc.

In addition to the transactional 
side of my job, I also lead and 
manage a team and ensure that 
they deliver to a high standard 
whilst remaining motivated. I’m 
also responsible for executing 
the strategy of the Bank and 
delivering results in line with the 
budget.

The one thing that I like most 
about my job is making my 
clients happy by delivering on 
their requirements because 
the outcome of what I do 
results in job creation or job 
preservation and for every job 
saved or created, there’s a family 
benefitting. This makes my job 
very fulfilling.

In your opinion, why is it 
important that more women 
take up trade as a career in the 
near future?

I think skilled trade professionals 
are a scarce resource generally 
and more so when it comes to 
women. Trade is the engine of 
any economy, so it’s important 
that more women look to 
banking and in particular trade 
financing as there are many 
fulfilling career opportunities 
in this particular stream of 
banking. Trade financing can be 
a quite fast paced environment 
and women thrive due to their 
innate ability to multitask. 
Trade financing can play a key 

role in empowering women 
economically and since women 
understand the challenges that 
women in general face, women in 
trade can also be a driving force 
when it comes to advocating for 
and supporting women owned 
businesses.

Is now an exciting time to be in 
trade finance? Why?

I believe now is a very exciting 
time to be in trade finance 
because the world of trade is also 
changing and evolving along with 
the changes occurring globally 
in other areas. Digitisation of 
trade is a topical issue that 
seeks to make trade more 
efficient and cost effective. In 
addition, the focus on alternative 
means of financing trade such 
as Supply Chain Finance or 
financing through Fintechs, 
the use of blockchain in trade 
finance etc. All these are exciting 
developments that will contribute 
to the wave of change in the area 
of trade finance. Being a part of 
this evolution of trade is certainly 
very exciting.  In addition, trade 
continues to face a static trade 
financing gap, so it is probable 
that these innovations and 
alternative means of financing 
trade, may be the solution to 
bridging the ever persisting trade 
financing gap that exists globally.

“Women in trade can be a 
driving force when it comes to 
advocating for and supporting 

women owned businesses”
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Why did you choose a career in 
this sector?

Even though I graduated from 
a school which had a focus 
on mathematics; geography 
was my favourite subject and 
I was the only pupil in school 
(in my graduation year) to pick 
geography for one of my final 
exams. I was always particularly 
fascinated by economic 
geography, as we learned what 
grows where, which country 
manufactures what and how 
these goods travel around the 
world (over which seas, rivers and 
canals). I believe this is also the 
reason for my wanderlust. When I 
started my career at the EBRD, my 
curiosity about the world of trade 
has only been piqued further. So 

as Douglas Adams put it: “I may 
not have gone where I intended 
to go, but I think I have ended up 
where I needed to be.”

What specific tasks and 
responsibilities does your job 
require? What things do you like 
most about your job?

In my work at the EBRD’s Trade 
Facilitation Programme, I am a 
“jack of all trades”: I structure 
trade finance transactions by 
arranging cover for the political 
and commercial payment risk; 
communicate with and visit 
banks in the EBRD’s regions 
on a daily basis to support 
development of their trade 
finance business; lead the 
EBRD’s work in the area of 
green trade finance; negotiate 
legal documents; and explore 
innovations in trade finance. 
What I love about my job is that 
I can help where others cannot 
(additionality is one of the EBRD’s 
core operating principles) and 
that I still learn at least one new 
thing every day!

Is now an exciting time to be in 
trade finance? Why?

Trade finance is undergoing 
many changes right now – 
sustainability and digitalisation 
are very high on every bank’s 
agenda. I am fortunate to be 
involved in both areas. I lead the 
EBRD’s work in the area of green 
trade finance and represent the 
EBRD in the working group on 
sustainable trade finance within 
ICC Banking Commission. These 
are exciting times as we work on 

defining what sustainable trade 
finance is! As for technological 
innovations in trade finance, so 
many projects are happening 
in this space! While distributed 
ledger technology, artificial 
intelligence and digitalisation 
are only buzzwords to some, 
for me they mean enormous 
opportunities for trade finance. 
And, as with all changes, we must 
embrace them (or at least try 
to!) and observe what they bring 
to trade finance in the next few 
years.

how do we attract more women 
into careers within the trade / 
trade finance industry, that has 
traditionally been dominated by 
men?

There are many women in trade 
finance, especially among 
the junior and mid-career 
professionals. Women do enter 
the trade and trade finance 
profession but they do not 
seem to reach the top, which 
is traditionally dominated by 
men. The question is whether 
one is aiming for equality of 
opportunity or equality of 
outcome. I am a strong believer 
in equal opportunities – I think 
the opportunities are there, and 
there will be even more as trade 
finance evolves and becomes 
more digitised and sustainable. In 
my opinion, it is the most curious 
and knowledgeable who will rise 
to the top. 
 

“What I love about my job is that 
I can help where others cannot 
and that I still learn at least one 

new thing every day!”
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KYP (Know Your Policy) – Learnings 
from CPRI in a post-Covid world

9.1

sIMON BessaNt
Director
the texel Group

CaROl seaRle
General Counsel
the texel Group

It is estimated that some EUR 600bn of support 
to real economy businesses is provided by the 
credit risk insurance market, according to a 
recent survey by ITFA. Credit insurance is crucial 
in facilitating bank lending and in supporting 
trade flows. Trade credit insurance cover is 
largely used to provide capital relief – i.e., non-
payment credit risk insurance, surety and risk 
participations. COVID-19 has certainly changed 
the behaviour of underwriters, and we wanted to 
find out where the CPRI market might be headed 
in a post-pandemic world.

TFG’s Deepesh Patel (DP) caught up with Private insurance and risk 
mitigation experts Simon Bessant (SB) and Carol Searle (CS) from The 
Texel Group, speaking on policies, types of insurance product, where 
the CPRI market might be headed in a post-pandemic world and 
appetite in 2020.

Cpri: the Vital COg in 
trade FinanCe

Deepesh Patel (DP): Credit 
insurance is a vital cog in the 
world of global trade and finance. 
Given the current situation, can 
you highlight the importance of 
trade credit insurance and why 
it plays such an important role in 
the real economy?

Simon Bessant (SB): Thank you 
Deepesh. I think it’s important 
to identify and split the market 
by product. Firstly, there are 
the trade credit insurers, who 
predominantly support the 
export or sales of goods and 
commodities on a short-term 
basis, normally offering their 

product on a ‘whole turnover’ 
or ‘named buyer’ basis. In this 
market, policyholders can cancel 
limits or reduce their levels of 
cover. On the other side of the 
market, sits the ‘structured credit 
insurance’ product or ‘non-
payment’ insurance product, 
where the main users are banks 
and commodity traders who are 
using this for various regulatory 
capital optimisation or balance 
sheet protection. This product 
is non-cancellable and often 
serves longer tenors, with policy 
sizes often running to hundreds of 
millions. 

Both of these market products 
are incredibly important for 
mobilising lending and economic 
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development both in the good 
and the bad times. 

In light of the COVID-19 
pandemic, there has recently 
been a lot of press coverage 
around how we can bring back 
our economies into a ‘V-shaped’, 
or ‘ tick-shaped’ bounceback, as 
opposed to a long and depressed 
form of recovery; credit insurance 
will form a vital part of that. The 
trade credit insurance market 
certainly needs support in 
order to help those short term 
economic indicators to be 
improved to allow retail supply 
chains to be put back in place. In 
addition, on the structured credit 
insurance market side, support is 
also needed in the international 
lending space so that 
international trade can continue. 
To summarise, both sides of the 
credit insurance market have a 
vital importance in their various 
economic drivers or economic 
incentives over the coming years, 
particularly when we’re looking 
at an economic recovery post 
pandemic.

tOp tips FOr Credit 
insuranCe pOliCies

DP: Carol, can you give our 
listeners some top tips and also 
tell us a little bit more about why 
policies are important and some 
of the duties and obligations 
here?

Carol Searle (CS): Here are my 
top tips in terms of key principles, 
duties and obligations, as well as 
dealing with potential problems 
or making claims.

We can look at this into two 
stages: firstly, the principles that 
apply if you’re using an insurance 
policy, and secondly, what 
the key duties and obligations 
are. Then it’s worth looking 

at what happens when there 
are problems and one makes 
a successful claim because 
ultimately, the starting point in all 
of this, is that a company buys an 
insurance product to protect itself 
against the risk of loss.

(1) key principles that apply in 
using an insurance policy

It’s vital for any company or bank 
buying an insurance policy to 
understand exactly what it has 
purchased, as well as what it has 
to do to make sure that if there 
is a loss, the company is able 
successfully to make a claim.
Many banks buy insurance 
policies for capital relief, so the 
policy may have a dual-use.  The 
non-payment cover for banks is 
clear, it is comprehensive cover, 
meaning that if there is a non-
payment for any reason, a loss 
should be covered, unless it is 
excluded in the policy.

Whilst we are working in 
extraordinary times with 
COVID-19, non-payment policies 
for banks are unlikely to have 
COVID/Pandemic exclusions 
and so availability of cover 
under these policies should be 
straightforward.

It is crucially important that 
an insured party understands 
the scope of the cover under 
the policy as well as its terms 
and conditions – where cover 
is straightforward it is unlikely 
that there would be any dispute 
concerning scope of cover 
in event of loss, rather the 
risk of encountering issues in 
successfully presenting a claim 
are likely to arise out of a failing 
to comply with duties and 
obligations under the policies. So, 
understanding duties owed under 
English insurance law and the 
policy terms is vital.

(2) key duties and obligations

There are two distinct spheres of 
considerations when we explain 
the duties and obligations under 
policies:

There is a duty under English 
insurance law to give a fair 
presentation of the risk, which 
applies before the contract 
begins, and includes a duty to 
disclose material facts about 
the risk itself. The scope of 
this duty and who / how it will 
be discharged may be dealt 
with expressly in the insurance 
contract.

The second area that companies 
need to be aware of is what 
exactly the contract says and to 
understand the key provisions 
of the contract, including how 
a breach of different types of 
provisions may prejudice the 
cover. To this, there needs to 
be an understanding of the 
remedies for the breach of 
different terms.

In terms of the key obligations 
that you would find, particularly 
in a bank non-payment 
comprehensive cover, that these 
are drafted carefully so that 
banks are able to comply. By way 
of example of key obligations: the 
underlying obligation must be 
legally enforceable; the insured 
must keep a minimum retention 
(market usually requires 10% 
minimum); and there will be 
specific terms which deal with 
material amendments to the 
underlying transaction. If there is 
going to be an amendment to the 
transaction that’s been insured, 
there is often an obligation to 
consult and obtain the prior 
consent of insurers. So, these 
are the types of things that an 
insured need to have in mind 
when managing a policy.
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(3) What happens if there is a 
potential problem?

If you have an insurance policy 
and there is a problem with 
the underlying risk, whatever 
it might be, an insured should 
always check their policy to see 
what it has to do, because the 
policy will normally provide for 
the circumstances which have 
to be notified. If there is anything 
that is likely to give rise to a 
loss, you have to let the insurers 
know. The policy will also have 
provisions which require an 
insured to act with due diligence 
or to take reasonable measures 
to avoid and minimise that loss, 
because an insured must take 
any precautions that they know 
it ought to take. This is ultimately 
designed to prevent an insured 
from acting recklessly.

(4) how do I make a credit 
insurance claim?

If there is an actual loss and an 
insured wants to make a claim, 
it’s important to understand 
the process and the next steps. 
For starters, it’s not often that a 
loss occurs and that a claim will 
immediately be submitted and/
or paid. Most credit insurance 
policies will have a ‘waiting 
period’ or ‘claims assessment 
period’, which is typically 180 
days. This is the period which 
passes from the date of the loss 
to the date that a claim is due 
to be paid under the policy. The 
time period allows time to see if 
any underlying issues of payment 
are going to be resolved. But In 
the event that they’re not made, 
the claim will be presented in 
a form which may have been 
pre-agreed as an annex to the 
insurance policy.

Insurance brokers are there to 
assist the bank or the insured 

party, as well as explain what 
should be expected to be dealt 
with in that claim form and how 
it should be presented. During 
this waiting period, the insured 
still has an ongoing obligation to 
continue to mitigate loss and take 
whatever steps it needs to take 
to preserve any recovery rights. 
During this period, it’s absolutely 
vital that the insured continues to 
consult with the insurers on the 
steps that are taken during this 
period.

In most cases, the insurers will 
appoint a loss adjuster. The loss 
adjuster is someone who will 
come to review the claim figures, 
make sure that the insured has 
complied with their duties and 
obligations, and also have a look 
at the recovery prospects and 
what’s being done to recover 
the loss. In many cases, the loss 
adjuster will visit the insured to 
collect information and then will 
report back to the insurers and 
there may be a further period of 
question and answers. Ultimately, 
the insurers will decide on the 
claim using the facts that have 
been obtained from the loss 
adjuster. And then of course, 
following that process, a valid 
claim should be paid. The policy 
will contain terms which will 
make express provision for these 
matters. This is a process which 
insurance brokers have been 
through often with their clients, 
and they will always be there to 
provide guidance and assistance 
to the insured party.

summary OF key steps 
and pOints:

 � Date of loss and waiting period
 � Broker assists the insured 

with presenting the claim to 
insurers

 � Insured submits its claim, form 
may have been pre-agreed 

at the time the policy was 
negotiated

 � During the waiting period,
•	 Insured has an on-going 

obligation to take steps 
to mitigate loss and to 
preserve any recovery 
rights that it may have

•	 Continue to consult with 
insurers to agree any 
actions to be taken during 
this period

•	 Insurer appoints a loss 
adjuster to review the claim, 
ensure compliance by the 
insured of duties and terms 
and assess the loss

 � Loss adjuster may visit the 
insured to collect information, 
and may also consider and 
report on recovery options

prOduCt types Within 
trade Credit insuranCe – 
nOn-payment insuranCe 
Versus pOlitiCal risk 
insuranCe

DP: What are the different 
product types in the market, 
and how does capacity for each 
differ? 

SB: For simplicity, we would 
always split our market into the 
non-payment insurance product 
and the political risk insurance 
product (capacity wise).

market CapaCity FOr 
nOn-payment and pri

On the non-payment insurance 
side, you have somewhere 
betweenUSD2-3 billion of 
capacity available, depending on 
the underlying ownership of the 
private or public (government 
owned) counterparty.

On the political risk side, you’re 
slightly above USD3 billion in 
potential capacity. Whenever we 
say these large numbers and talk 
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to clients about these, I think it’s 
probably almost an irrelevant 
figure – what we really want to 
understand is the capabilities of 
these pots of capacity available 
from the market.

It will be highly unusual for a bank 
or even a commodity trader, for 
example, to buy an insurance 
policy covering a single non-
payment event with billions of 
USD of exposure; the reality is that 
the insurance policies themselves 
are much smaller than those 
figures, but it just shows the scale 
that’s available from our market 
were it to be needed on any 
transaction.

duratiOn OF tenOr and 
a FOrWard-lOOking 
OutlOOk

If you look at the tenors, there has 
been a significant trend towards 
increased tenors over the past 
3-5 years maybe as they have 
looked to broaden their exposures 
that they’re able to take away 
from some of the emerging 
market commodity transactions 
into the structured credit space, 
where they’re looking at project 
finance or reserve based lending 
transactions, potentially as they 
offer a slightly higher implied 
credit rating. But those types of 
deals often require a longer tenor. 
So, insurers have extended their 
capabilities here on a private 
counterparty credit risk.

Insurers have almost in their 
entirety, been able to offer up to 
seven years in tenor and then 
on a public counterparty, it’s 
10 years plus, and what we’ve 
seen in the more recent past 
is insurers looking to support 
longer tenors if they are sitting 
behind a Development Finance 
Institution (DFI), or a Multilateral 
Development Bank (MDB), 

which brings a form of preferred 
creditor status or halo effect in 
their member countries.
Historically, the non-trade market 
has been asked to cover the 
liquidity backstops (the revolving 
credit facilities), in which banks 
often provide or extend cover 
to their corporate clients or 
commodity trading houses. 
Though attractive from a ratings 
perspective, this is often to 
improve the portfolio that insurers 
have written and in today’s 
market disruption it will be 
interesting to see in the coming 
months whether or not these 
transactions and deals that have 
been in their crossover rating 
space in the BBB- to BB+ rating 
space will be as well supported 
by insurers. I would expect to 
see quite a significant level of 
retrenchment from the insurers in 
offering support for those types of 
deals.

There’s also been a number of 
new entrants in the market. We’ve 
seen the recent arrival of CONVEX, 
and then there’s another new 
entrant coming in, backed by a 
German insurer in the coming 
weeks, and hence, it’s good to 
see that our market will grow. It 
will just be interesting to see what 
types of deals they’ll be willing 
to underwrite in the coming 
weeks and months, and how their 
portfolios will be shaped in these 
times.

COVid-19 and Cpri – 
Where tO lOOk next?

DP: We’ve seen significant 
changes in commodity markets 
over the coming months, a 
mixture of the recent events in 
Singapore, OPEC changes and 
a low-price environment from 
COVID-19. What’s the impact of 
this on CPRI and the products 
insurers will favour throughout 

the course of this year?

SB: There has been a significant 
change in insurance risk 
appetites that’s been driven by 
the COVID-19 pandemic – but 
that doesn’t mean insurers are 
‘closed for businesses. I think 
there’s been both a commodity 
price dive, certainly with respect 
to the oil market, and then at the 
same time a potentially severe 
economic downturn which may 
end up hitting companies and 
countries in the coming months 
and potentially years.

As such, many insurers have 
had to step back and take 
a view as to what they’re 
willing to cover in the short to 
medium term. So yes, significant 
changes in the commodity 
market, which will impact the 
insurers willingness to support 
commodities transactions. But 
does that mean deals won’t be 
done? No, I think you can still see 
transactions being presented 
and insurers offering non-binding 
indications for upstream oil and 
gas transactions. I think that 
within every industry there are, 
there are ‘winners’, i.e. there are 
companies and corporates that 
will come out of this in a manner 
where they will have maybe 
smaller balance sheets or smaller 
asset bases (from a reserve 
valuation perspective), but will 
come through this with the ability 
to pay back their debt and, and 
refinance and borrow again, and 
insurers want to try and support 
those deals and those obligors 
where they feel they will be the 
likely winners. 
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How trade Finance Programmes at 
Multilateral Development Banks 
are closing the trade finance gap

9.2

eDGaR aZaIRWe RUtaaGI
Trade Professional
tFG’s International trade 
professionals programme

The value of Trade 
Finance Programs, 
which if combined 
with regulatory 
and technological 
innovation, is destined 
to hasten closing the 
trade finance gap and 
bring broader positive 
economic outcomes for 
nations.

the trade FinanCe gap

For many years, traditional 
trade finance instruments 
like documentary collections, 
documentary credits, and 
demand guarantees have been 
used to facilitate cross-border 
trade. With trade evolving and 
expanding, new instruments 
notably in supply chain finance, 
have emerged on account of 
demand-driven innovation 
across industry. The success and 
therefore acceptance of these 
instruments in the market attests 
to their credibility as enablers to 
trade.

However, it has become 
increasingly evident that 
trade finance support has not 
expanded in tandem with trade 
growth primarily in terms of 
scale and access. To provide 
context to this inadequacy, a 
2019 Asian Development Bank 
(ADB) survey on trade finance 

gaps growth and jobs, revealed 
a whopping $1.5 trillion gap in 
global trade finance, which gap 
should have now widened further 
on account of the economic 
slowdown coupled with a shift in 
priority spending in response to 
COVID-19 and its impact across 
the globe. This simply means that 
portions of resources that were 
either allocated or could have 
easily been mobilised towards 
trade have had to be repurposed 
to humanitarian expenditure. 
Scaling it down, in 2013, Africa had 
a gap of $94 billion, dropping only 
to $91 billion the following year. 
And to further appreciate the size 
of the global trade finance gap, 
the World Bank put Sub-Saharan 
Africa’s 2018 GDP at $1.714 trillion.

Trade finance providers are 
typically Financial Institutions, 
mainly commercial banks 
although in recent years, with the 
advent of financial technology, 
smaller nonbank financial 
outfits are disrupting this space. 
However, what is key here is 
that banks are just as much 
businesses that seek to create 
value and operate profitably 
and at that, operate in a highly 
regulated environment. As such, 
risk management is core to 
banking business with exposures 
prudently taken on, monitored, 
and mitigated. Inadvertently, 
this means that there will be 
limitations to the scale and depth 
of offering even in the trade 
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finance suite.

Small and Medium Enterprises 
(SMEs) appear to bear the 
brunt and take the lion’s share 
of this gap mainly on account 
of higher risk profiling. This risk 
perception is mostly tagged to 
governance shortfalls that are 
evidenced for instance in failure 
to meet stringent Know Your 
Customer, and credit application 
requirements. This disadvantages 
SMEs as evidenced in AfDB’s 2017 

Trade Finance in Africa Survey 
Report which found that only 
28% of banks’ total trade finance 
portfolios target SMEs, whose 
14% default rate in 2014 was far 
higher than the overall average 
trade finance default rate of 5%, 
and more recently, in ADB’s 2019 
survey.

This justifies the need for SME 
applications to benefit from 
some exemptions and not be 
subjected to the same stringent 

scrutiny as structured large and 
mid-sized corporates and yet 
this kind of dispensation requires 
support. The ability to relax 
some requirements and take 
on additional risk is well suited 
to a risk-sharing arrangement. 
Moreover, support to SMEs 
tends to extend to helping 
structure the business better and 
improve governance to make 
it more bankable, which in the 
past justified banks’ subdued 
engagement with SMEs.

Barriers to trade finance (% of responses)

AML/KYC requirements

High transaction costs
or low fee income

Low credit ratings of
company and/or obligor’s country

Issuing bank’s low credit ratings

Basel regulatory capital
requirements

Low company and/or
obligor credit rating

Global economic uncertainty
such as trade tensions

Client’s lack of familiarity
with products

Lack of dollar liquidity

Bank staff’s lack of
familiarity with products

AML = anti-money laundering, KYC = know your customer.

76

59

52

51

48

43

41

32

29

26

Rejection of trade finance
loan applications

Product or
instrument
limit

Client credit
worthiness

Single
obligor
limit

6% 9%

12%

15%

42%

16%

Forex
liquidity

Other

Balance
sheet

constraint

In comes Trade Finance Programs 
(TFPs) Multilateral Development 
Banks have increased their 
support through financing and 
guarantee lines. A 2018 Global 
Survey by the International 
Chamber of Commerce puts 
MDB support at $168 billion over 
a decade and according to the 
World Economic Forum, MDBs 
support was worth $30 billion in 
trade transactions in 2018 up 50% 
from 2016. ADB’s TFP alone boasts 
of $41.70 billion in transaction 
support for the period 2009 to 
2019.

Trade finance is fundamentally 
about addressing risks in 

international trade transactions. 
A letter of credit enables parties 
that are completely unknown to 
each other to do business, the 
success of which is critical for the 
credibility of global trade. The 
substitution of the buyer’s default 
risk with that of the bank lends 
greater comfort to the supplier 
whilst the buyer is assured 
that settlement will only be 
against a compliant document 
presentation. The capacity of 
banks to provide this kind of 
cover de-risks international trade 
transactions and yet this capacity 
is finite on account of diverse 
variables including limitations 
on single customer exposures 

and inadequate customer due 
diligence.

Trade Finance Programs come 
in to deliver two major benefits; 
scale and risk participation. 
Expanding financing as well as 
sharing the risk has provided 
a lifeline particularly for SMEs. 
Capacities of participating 
commercial banks are enhanced 
so that they can support clients 
who would otherwise be excluded 
from this type of finance. 

ADB’s Trade Finance Program 
with over 200 partner banks 
responded to the plight of SMEs 
by committing a significant size of 
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its trade finance facility to SMEs, 
which saw the program support 
4,069 SMEs in 2019 alone, many in 
its developing member nations 
like  Armenia, Azerbaijan, Bhutan, 
Kiribati, and the Kyrgyz Republic. 
In 2016, Banco Latinoamericano 
de Exportaciones, S.A. (Bladex) 
syndicated a $40m trade 
finance facility for MetroBank SA 
(Panama) significantly boosting 
its capacity to commit to 
bankable trade applications.
African Export-Import Bank 
(AFREXIM) and African 
Development Bank (AfDB) are 
leading the charge on the 
African continent with a focus 
on strengthening capacities of 
local banks to offer trade finance 
facilities and drive intra-Africa 
trade, which was established 
to be lower in comparison with 
other continents. Just this year, 
AfDB entered into a $200 million 
trade finance risk participation 
agreement with Sumitomo 
Mitsui Banking Corporation 
Europe to support the trade 
value chain across the African 
continent, targeting agriculture, 
manufacturing, construction, and 
energy. 

In 2018, Angola’s Banco Bai 
received a $100 million trade 
finance line of credit from 
AfDB to support SMEs and 
local corporates in sectors like 
agriculture and manufacturing, 
feeding into a national strategy 
to diversify the economy away 
from oil dependency. For 
fragile economies, this is even 
more critical. Case in point is 
Afreximbank’s $600 million line 
of credit to the Reserve Bank of 
Zimbabwe in 2017 to support 
the financing of trade and 
project-related transactions thus 
providing a lifeline to a nation 
that has for long been precluded 
from accessing funding from the 
foremost multilateral institutions; 

IMF and World Bank. 

In 2018 AfDB extended a $20 
million trade finance line of credit 
to Liberian Bank for Development 
and Investment, International 
Bank of Liberia Limited, and 
Afriland First Bank in Liberia. It 
was established that the lack 
of trade finance had adversely 
affected Liberia’s economy and 
that this facility, which included 
a guarantee facility, would 
de-risk local banks, allowing 
them access to international 
confirmation lines. 

Greece was the first beneficiary 
of EIB’s Trade Finance Facility 
post the Greek government-debt 
crisis, which provided a much-
needed lifeline to companies in 
Greece by providing EUR 500m 
in guarantee cover to Foreign 
Banks covering 85% risk on 
letters of credit and other trade 
instruments to mitigate default 
risk.

The above are examples of 
the capabilities of these types 
of programs to augment 
the traditional trade finance 
offering from banks. It signals 
that banks face limitations 
particularly for specific segments 
like SMEs. Larger companies 
are advantaged due to their 
structured nature, clear 
governance, and collateralisation 
whereas SMEs tend to fall short. 
There is also an indication that 
over the medium term, interest is 
to attract more non-bank capital 
to boost trade financing, which 
further lends credence to trade 
finance programs.

impOrtant 
mdB trade 
FinanCe 
prOgrams

African Development 
Bank

African Export-Import 
(AFREXIM) Bank

Asian Development 
Bank

Black Sea Trade and 
Development Bank

Banco 
Latinoamericano de 
Exportaciones, S.A. 
(Bladex)

Central American 
Bank for Economic 
Integration

European Bank for 
Reconstruction and 
Development

European Investment 
Bank

Inter-American 
Development Bank

International Finance 
Corporation

Islamic Development 
Bank
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a peek intO the Future

With low default rates, trade 
finance instruments will continue 
to grow their influence on the 
trade landscape and deliver 
strong value into the future. In the 
past, MDBs have largely focused 
on project and infrastructure 
finance often characterised 
by big-ticket, high risk, and low 
return transactions. However the 
expanding global trading system 
has placed such a huge demand 
for finance, that MDBs have risen 
to the challenge to deploy their 
capabilities towards financing 
trade.
 
Technology will continue to be 
the game-changer as fintech 
seeks to address what have 
been persistent barriers. The 
current crisis has made this even 
more important and escalated 
digitization efforts. Technology 
is key to solving long-standing 
challenges associated with 
KYC, physical documents 
etcetera. Digital documents will 

significantly improve turnaround 
times to hours enabling 
near-instant transmission of 
documents as opposed to 
existing delays associated 
with the physical movement of 
documents. This equally has 
the effect of reducing costs 
associated with trade finance 
transactions. We shall continue 
to see collaborations here in 
developing and bringing to 
market, solutions that will drive-
up access and convenience. As 
such, Fintechs will continue to 
disrupt this space with use cases 
that demystify financial services.

putting this all tOgether

Trade finance is an integral 
component of the trade 
ecosystem however closing a 
$1.5 trillion gap is no mean feat. 
It calls for heightened resource 
mobilisation capacities, which 
MDBs are well-positioned to 
coordinate. Current successes 
coupled with the need to expedite 
this effort, further attests to the 

value of Trade Finance Programs 
as an important piece of the 
trade puzzle, which if combined 
with regulatory and technological 
innovation, is destined to hasten 
the closing this gap. Ultimately, 
this translates into broader 
positive economic outcomes 
for nations as trade is a key 
economic growth driver.

The trade landscape has shifted 
in the wake of the COVID-19 
pandemic, provoking a wake-
up call for import heavy regions 
like Africa to rethink their fragile 
supply chains. In the coming 
years, we hope to see increased 
shifts to local manufacturing. 
Africa through the continental 
free trade area is embarking on 
an ambitious program of building 
industry and trade capacities 
on the continent. It is therefore 
worth concluding that the kinds 
of bold actions that these shifts 
call for will need to leverage trade 
finance programs for success. 
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How can banks project losses in 
the current Covid-19 crisis?

9.3

RIChaRD CReCel
Executive Director
Global Credit Data

As banks deal with the ongoing consequences of 
Covid-19 on the global economy, Global Credit 
Data (Global Credit Data) has published its 2020 
report on Loss Given Default (LGD), offering the 
latest numerical evidence of recoveries and 
losses incurred by banks from loans to large 
corporate borrowers. The report is based on a 
clear and qualified set of data, underpinned by 
verified, high-quality information collected over 
15 years from more than 60 global and regional 
banks.

glOBal Credit data releases extensiVe analytiCs 
On lOss giVen deFault, inCluding the First COmplete 
aCCOunt OF lOsses FrOm the 2008 FinanCial Crisis

“While it is difficult to assess 
the precise implications of the 
current Covid-19 epidemic on the 
global financial system and on 
bank losses, today’s historical LGD 
analytics offer invaluable and 
detailed data for banks to train 
and adapt their existing models,” 
says Richard Crecel, Executive 
Director, GCD.

GCD’s LGD report represents the 
industry standard for collecting, 
reporting and benchmarking 
bank’s credit risk data and this 
year’s edition represents the 
first complete account of the 
losses incurred during the global 
financial crisis of 2008.
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“These latest results not only 
represent a full account of the 
losses incurred in two crisis 
periods, but also demonstrate 
remarkable consistency over time 

– indicating the robustness and 
reliability of our historical data 
set,” says Nina Brumma, Head of 
Analytics and Research at GCD. 
“The insights gained from these 

high-level analyses confirm the 
benefits of detailed and granular 
collection of post-default cash-
flow data – critical for banks as 
they navigate the current crisis.”

LGD data takes many years 
to fully mature, since recovery 
processes take a while to start 
(allowing for delayed payments 
on the original loan) and longer 
to work out (collateral, for 
instance, must be acquired and 
then sold at an acceptable price, 
or senior debt must be repaid 
through liquidation processes in 
the case of administration). After 
years of collection and curation, 
however, data from the financial 
crisis has finally matured, offering 
industry participants a timely and 

comprehensive toolbox to extract 
and understand loss levels and 
engage in an informed dialogue 
with regulatory bodies in light of 
the current pandemic.

Given the difficulties in translating 
observed losses into accurate 
predictions of future losses, it is 
critical for banks to continuously 
develop and refine their models 
– a process that must be 
underpinned by large, high-
quality data sets.

“The benchmarking of credit 
risk data is more important 
than ever to support banks in 
coming to a more sophisticated 
understanding of the crisis 
impact,” Crecel concludes. 
“This will ensure not only a 
better response to the current 
situation, but, through consistent 
monitoring, sharing and 
benchmarking of loss data, put 
banks in a better position to 
adapt to future crises.” 



100

Trade Finance Talks

tradefinanceglobal.com

How UKeF is supporting UK
businesses with export finance 
throughout the pandemic

9.4

lOUIs taylOR
Chief Executive
Uk export Finance (UkeF)

Supporting SMEs during 
times of financial stress 
is critical, and needs 
the timely actions 
from governments and 
Export Credit Agencies 
(ECAs). The UK relies on 
global supply chains, 
and exporting can help 
open new markets for 
business and attract 
investment, better jobs 
and higher wages. With 
that in mind, TFG heard 
from Louis Taylor, Chief 
Executive of UK Export 
Finance (UKEF).

UK Export Finance (UKEF) is the 
government’s export credit 
agency and was set up in 1919 to 
provide support for companies 
of all sizes that need loans, 
insurance policies or bank 
guarantees for export activities.

The department exists today to 
do what it first did when it was 
established – to help stimulate 
exports and to keep viable 
businesses afloat, particularly 
during times of financial stress. 
But now it has more than 100 
years experience to draw on to 
support UK exporters. Its offer 
to exporters has been carefully 
crafted and developed over 
time to respond to economic 
downturns.

As an island nation reliant on 
global supply chains, trade is 
essential if the UK is to overcome 
the unprecedented economic 
challenge posed by COVID-19. 
Exporting can open new markets 
for business, bringing investment, 
better jobs, higher wages and 
lower prices at a time when we 
need them the most. The UK 
government has committed to 
levelling up businesses across 
the country to help them take full 
advantage of these opportunities 
and UKEF is central to this 
commitment . Its existing range 
of tried and tested products 
have been, and will be, vital in 
helping the UK recover from the 
pandemic.

As an island nation reliant on 
global supply chains, trade is 
essential if the UK is to overcome 
the unprecedented economic 
challenge posed by COVID-19.

These products include our 
Export Insurance Policy (EXIP), 
which can help exporters get 
paid for a completed order that 
has been terminated by events 
outside their control, or where 
their buyer is unable to pay. We 
have seen a significant increase 
in EXIP enquires over the last few 
months and, in light of COVID-19, 
our policy has been expanded 
to cover exports to over 180 
countries, including transactions 
with the EU, Australia, Canada, 
Iceland, Japan, New Zealand, 
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Norway, Switzerland and the 
USA. This sits alongside the 
government’s initiative to support 
the provision of trade credit 
insurance in the private market, 
helping to keep supply chains 
open and protecting thousands 
of jobs.

We also continue to offer our 
Export Working Capital Scheme to 
help ease UK exporters’ cashflow 
constraints when fulfilling orders, 
and our Direct Lending facility to 
reduce the risks to lending banks.

The government has recognised 
the importance of our products in 
helping to stimulate exports. Our 
Direct Lending Facility, recognised 
as a ‘gamechanger’ by the 
British Exporters Association, 
had its capacity significantly 
increased to £8 billion by the 
Chancellor in the Spring Budget 
as he announced a package of 
improvement to our products 
that enable us to provide further 
support to UK exporters and 
suppliers in facilitating their 
overseas buyers to procure from 
the UK.

One such business that has 
benefited from UKEF’s support 
during the pandemic is 
construction company Sogea-
Satom UK. As construction 
becomes one of the first sectors 
to emerge from lockdown, UKEF is 
providing more than £100 million 
worth of financing to support the 
company in the refurbishment of 
a 114-mile interstate road in Benin, 
securing business for the UK 
supply chain that may otherwise 
have been placed elsewhere.

We are also developing our 
existing product suite at an 

accelerate pace so that we 
can provide easier access to 
working capital for exporters, 
offering financing that is not tied 
to specific export contracts but 
instead supports a company’s 
general business activities. 
We hope these developments 
will help banks to more easily 
implement our support and 
can be used to help more UK 
exporters access our support in 
the long-term.

Businesses who want to find 
out more about UKEF and how it 
can help them meet their export 
potential should go to the UKEF 
website where they can find out 
more about how to put the right 
finance in place.

With global trade firmly back on 
the agenda, a number of wider 
government initiatives have been 
announced to aid in its revival. 
UKEF is working with HM Treasury 
to continue providing finance 
to customers that it would have 
supported before the outbreak of 
COVID-19, taking account of the 
commercial impact of the virus 
on their business prospects.

UKEF has an active role to play 
both during the pandemic and as 
we move to the recovery phase. 
We will continue to innovate and 
adapt as needed to enable UK 
exporters to survive and thrive 
through this challenging time. 
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Upcoming Conferences and Webinars

Date CONFeReNCe pROVIDeR lOCatION

TFG partners with the world’s leading international trade and finance conferences around the world. For 
more information, exclusive TFG partner discounts and details on how you can get involved with these 
conferences, visit tradefinanceglobal.com/conferences.

august - december

august - december

2nd, 9th, 16th september

8th and 15th september

8th - 9th september

september

A series of webinars (topics 
and speakers to be an-

nounced)

A series of webinars
(topics and speakers to be 

announced)

BAFT 2020 Virtual MENA 
Bank-to-Bank Forum

BAFT Virtual Master 
Participation Agreement 

Workshop

GTR Commodities

GTR Asia Virtual

Online

Online

Online

Online

Online

Geneva, Switzerland + Online

5th - 6th October

5th - 6th October

WOA Community Convention

ExCred New York

Vienna, Austria

New York, USA + Online
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Date CONFeReNCe pROVIDeR lOCatION

20th - 21st October

21st October

25th november

7th december

19th november

16th - 20th november

5th - 6th november

19th, 21st and 23rd October

TXF Global Export Finance

World Trade Summit

CEE20 SME Banking Club 
Conference

Islamic Finance UK Forum 
London

TXF APAC Trade &
Commodity Finance

BAFT 2020 International 
Convention

TXF Global Commodity 
Finance

BAFT Virtual Regional Bank 
Conference

Madrid, Spain + Online

Online

Online

London, UK

Singapore + Virtual

Florida, USA

Geneva, Switzerland + Online

Online
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ABoUt tRADe FInAnCe GLoBAL

trade FinanCe WithOut Barriers

Trade Finance Global (TFG) is the leading trade finance platform. We 
assist companies to access trade and receivables finance facilities 
through our relationships with 270+ banks, funds and alternative 
finance houses.

Our award winning educational resources serve an audience of 
140k+ monthly readers in print & digital formats across 187 countries, 
covering insights, guides, research, magazines, podcasts and video.
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strategiC partners
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trade & reCeiVaBles FinanCe

TFG assists companies to access trade and receivables finance through our relationships with 
270+ banks, funds and alternative finance houses.

We assist specialist companies to scale their trade volumes, by matching them with appropriate 
financing structures – based on geographies, products, sector and trade cycles. Contact us to 
find out more.

trade inFOrmatiOn & eduCatiOn

TFG is a leading provider of educational resources on international trade and trade finance. 
These include: Insights, Guides, Magazines, Research, Podcasts and Video.

Our nine specialist content hubs provide free guides, thought leadership articles and features 
on International Trade, Letters of Credit, Shipping & Logistics, Risk & Insurance, Treasury & FX, 
Blockchain & DLT, Legal, Receivables and Export Finance.
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CONtaCt

MaGazINE aNd advErTIsING
talks@tradefinanceglobal.com

EdITorIal aNd PuBlIshING
media@tradefinanceglobal.com 

TradE TEaM
trade.team@tradefinanceglobal.com 

ENquIrIEs
info@tradefinanceglobal.com 

TElEPhoNE
+44 (0) 20 3865 3705

WEBsITE
www.tradefinanceglobal.com
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