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Foreword

The ICC Banking Commission has undergone a busy '? ;}
period of development and evolution, including a ;
strengthening of our governance processes, a renewal

of our Advisory Board and Executive Committee, and an

articulation of a multi-year strategic plan.

At the same time, our efforts continue in enhancing
the quality of the wide range of work products we
develop and publish in support of international trade,
trade financing and economic inclusiveness.

The importance of drawing clear linkages between
economic value, trade and trade-related financing
is especially acute under current circumstances.
The need to champion trade, and ensure access to
adequate levels of financing is perhaps more critical
than it has been since the peak of the global crisis.

Like trade, the business of financing international
commerce combines traditional and long-established
mechanisms like documentary letters of credit,
together with evolving, high-growth propositions in
the financing of cross-border supply chains.

The 2017 edition of the “Rethinking Trade and
Finance” Report seeks to take a clear forward-looking
perspective on international commerce and on trade
financing, and aims to provide insight and analysis
that will help our readers to formulate strategy and

to make decisions that will advance the evolution of
global trade.

Our partnership with the Asian Development Bank
continues again this year, as we seek to understand
the scope and nature of the Trade Finance Gap. The
level of unmet demand for trade finance has been
estimated at over USD 1.6 trillion annually, at a time
when banks continue to face capacity constraints

in responding to this unmet demand, and Financial
Technology (FinTech) firms are actively looking to
apply innovative solutions to trade financing. The UN
also underscores the importance of ensuring adequate
and cost-effective trade financing for small businesses
and has also committed to carry out an official review
of the trade financing gap and its underlying causes.

The 2017 edition of the Rethinking Trade and Finance
Report highlights certain notable developments in
international trade and in the financing of cross-
border commerce:
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* The ICC Banking Commission has devised
strategic direction based upon three core
pillars - rulemaking and standards, advocacy
and inclusiveness. The Rethinking Trade and
Finance Survey links directly to major elements
of the Banking Commission strategy and related
priorities for work, serving both as an input for
the activities of the team, and as a basis for the
advocacy work we engage in around the world.

e The importance of the work of the International
Chamber of Commerce, and of the ICC Banking
Commission, is magnified under current
international circumstances. Whether we refer
to the ICC’s engagement through our global
network of Chamber members, our National
Committees and our various Policy Commissions,
or whether we highlight specific initiatives,
current market conditions demand continuing,
active engagement by the ICC on a variety
of topics. The ICC also reaches top levels of
political and international leadership through
recently-achieved UN Observer Status.

* The ICC reaches the highest levels in advocacy
and policy, from engagement through the G20
CEO Advisory Group, to the recent, game-
changing achievement of UN Observer Status. At
the same time, the Banking Commission leads in
highly specialised advocacy work around capital
adequacy, Anti-money laundering (AML) and other
regulatory aspects linked to international banking.

The 2017 edition of the annual “Rethinking Trade

and Finance” report is a reflection of the scope of
engagement of the ICC, the reach of our partnerships
and alliances, and our intentions and aspirations
related to impact around trade, finance and
inclusiveness.

Sincerely,

Daniel Schmand

Chair, ICC Banking Commission
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Foreword

The 2017 edition of the ICC’s and the ICC Banking

Commiission’s flagship “Rethinking Trade and Finance”
report and survey comes at a transformational moment
in the history of trade and the global economic system.

The report has its roots at the peak of the global
financial crisis, and has since earned its place as a
leading publication on the subject of trade, finance and
economic inclusiveness.

| take this opportunity to extend our appreciation to Mr.
Vincent O’Brien, immediate past Chair of the Market
Intelligence activities of the Banking Commission -
including the conception, oversight and publication
of this report. Vincent has long served the ICC and
the Banking Commission, to the great benefit of our
colleagues, stakeholders and clients, and continues to
do so as a member of the Executive Committee, and
as a member of the leadership team developing our
Regional Banking Commission in MENA among other
activities.

It is a privilege to be asked to continue the work
undertaken by Vincent and the team on this annual
publication, to continue to work closely with past and
future partners and contributors to this unique report.
It is particularly motivating to take on this responsibility
at a moment when we must clearly, compellingly and
unequivocally advocate for the benefits of international
commerce.

The International Chamber of Commerce and the ICC
Banking Commission must champion trade, articulate
its benefits in economic value-creation, international
development and improved standards of living around
the globe. The importance of thoughtful international
engagement must be more clearly brought into focus,
and within that, the value of international trade, and the
enabling role of trade finance merit specific attention.

It is in those latter areas that the Banking Commission
and the “Rethinking Trade and Finance” report will
continue to focus. We will continue to strengthen our
survey, data collection and analytical methodology, and
refine the nature of our content to ensure we provide
valuable, forward-looking market insight.

Let us be clear: the current architecture of the global
economic system, including the framework for global
trade, is imperfect. More can and should be done

to ensure broader inclusiveness, fairer distribution

of wealth and benefits and more equitable sharing

of positive impacts from trade and international
engagement.

That said, trade has clearly generated net benefits
for the world, and remains one of relatively few
undertakings that can generate positive global impact
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through effective policy measures and private sector
business initiatives.

The path to improvement and progress is through
more, enhanced value-creating trade, not through
isolationism, protectionism or blatant, short-sighted
self-interest. Arguing in favour of international
commerce on the basis of economic theories that
describe trade in terms of absolute versus comparative
advantages may be academically robust, but it fails to
connect with reality “on the ground”.

In concrete terms, trade generates macro-level
benefits at national and regional levels, as well as
specific benefits for companies of all sizes that
pursue opportunities in international trade through
communities anchored in global supply chains.

The 2017 edition of the Rethinking Trade and Finance
report continues a strong tradition of quality analysis,
global collaboration and effective advocacy in
support of trade financing, international commerce
and international development. Trade will remain an
important element of the human experience, but its
pursuit and execution faces transformational forces,
from politics and policy to technology, regulation and
the reconfiguration of trade flows and global supply
chains.

We hope you will find great value in the pages that
follow, and invite your comments and feedback, so
that we can continue to improve our efforts to Rethink
Trade and Finance every year. Our thanks to the
members of the new Editorial Board for materially
enhancing the quality of the final product:

* Dominic Broom, Global Head of Trade
Business Development, BNY Mellon
* Mark Evans, Managing Director,
Transaction Banking at ANZ
* David Meynell, Managing Director, TradeLC Advisory
* Dan Taylor, Principal, DLTAYLOR Consulting
* Jun Xu, Deputy General Manager, Global Trade
Services Dept., Jiangsu Br., Bank of China

With very best wishes,

Alexander R. Malaket CITP, CTFP
Deputy Head of the Executive Committee
Chair ICC Banking Commission Market Intelligence
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Context and key themes

Trade is emphatically a commercial activity, whether it takes place
bilaterally between one importer and one exporter, or in the context
of complex global supply chains. Likewise, whether it evolves in a
multilateral policy and trade agreements context, or in an environment
marked by a series of bilateral trade agreements and regional or

national levels.

Trade is also, however, such a far-reaching commercial
activity with a history that links closely to the story of
human evolution, that it is a uniquely powerful lever
of public and international policy, with the potential to
materially impact economic conditions, standards of
living and degrees of economic inclusiveness around
the globe.

Trade, then, is a potential prescription to a range

of economic and social ills, some even argue an
important contributor to international security in its
ability to counter the risk of war and enable economic
engagement among parties that disagree politically.
It is, at the same time, imperfect, sometimes

unjust, and thus a popular target along with the
notion of “globalisation”, to bring to life legitimate
disenchantment with the current global economic
architecture.

Since the peak of the global financial crisis (GFC),
certain linkages have been brought sharply into
focus, that have long existed but been largely
underappreciated.

Nearly a billion people have been lifted out of
“extreme poverty” according to The Economist and
few would dispute that trade has played a part in this
first of many steps yet to be taken.

The GFC illustrated to world leaders, business
executives and academics, a reality that has long been
known by practitioners: trade cannot safely take place
without some form of trade financing - an esoteric
activity in which we include traditional mechanisms
like Documentary Letters of Credit and fast-growing
techniques and structures in Supply Chain Finance,
together with some form of risk mitigation, which can
be provided through private sector sources, export
credit agencies or multilateral development banks,
among other sources.
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If we link these assertions, trade financing drives trade
activity, which contributes directly to international
development, poverty reduction and economic
inclusion - all despite inherent imperfections and
inequity that persist in the system, just as they tend to
be in evidence in many human endeavours.

The strategic direction of the ICC Banking Commission
has been shaped and devised with these dynamics in
mind, and thus, the 2017 edition of one of our flagship
publications, likewise, follows this approach, putting
trade financing in its wider context, and looking
explicitly at some of the major linkages that shape the
trade, financing and inclusiveness discourse today.

The following pages draw from the full text of the
report to provide a snapshot of selected key findings.

Notably, we have added an editorial commentary
following each major contribution, with the objective
of provoking thought at the strategic level and at the
operational/tactical level, with some observations
relevant to individual institutions and some proposed
at the industry level.
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The Banking Commission team certainly appreciates
that time is at a premium for all our readers and
community members, and so have provided options
and formatting in the report that allow for quick
access to key data points and insights. It is our hope
nonetheless that the carefully crafted and authored
content from our valued contributors will make this
report a practical publication that will be referenced
multiple times by our readers, both for its strategic
content and for the more granular quantitative and
operationally relevant elements of the document.

Selected Observations and Highlights
The ICC Report Rethinking Trade and Finance 2017

has been organized around four broad thematic areas:

¢ State of the Market: Trade,
Finance and Development

* Trade and Supply Chain Finance:
Survey Findings and Key Trends

* Policy, Advocacy and Inclusiveness: Shaping
the Global Architecture for Trade

* Rethinking Trade and Finance:
Digitisation and the State of FinTech

It is clear that the global context in which trade takes
place, and in which policy is shaped and decided,

risk analysed and financing extended, has changed
materially if not drastically in the past several

years. Trade growth struggles to regain its place as
outpacing global GDP growth (and therefore clearly
driving economic prosperity), “populism” has surged
in parts of the world, and trade is countered by voices
pushing isolation, self-interest and protectionism. This
is in part because anti-trade and anti-globalisation
players managed to seize and control the narrative in
a way that resonated with people in various parts of
the world.

The following pages can usefully be read with these
realities in mind.

It is equally true however, that trade has existed
since the first intrepid soul crossed tribal and cultural
boundaries to seek opportunity in exchange, since
explorers and sailors braved the risk of falling off
the edge of the earth, or created the original Silk
Road, and it will continue long after the current crop
of global leaders have been forgotten. Even with
transformational developments on the physical level
of global supply chains, it is equally likely that some
form of financing will be required to enable and
sustain that trade, and it may well be that some form
of a Letter of Credit will still support some portion of
international commerce.

It is this latter view, the one anchored in the reality
that trade does benefit the world, that it is a powerful
tool of peace and inclusiveness with much untapped
potential and that it impacts billions of people and
trillions worth of life-changing economic activity, that
the following pages find their best context.

It is imperative that leaders and influencers in

the business of financing international commerce
internalise the importance of taking a wider view,
balancing commercial imperatives with vision around
our collective impact in and responsibility toward the
global communities we serve.

State of the Market: Trade,
Finance and Development

At the highest level, numerous trends and
developments shape the evolution of the global
economic and trade architecture, including the
substantial and growing level of unmet demand for
trade financing - often referred to as the oil in the
engine of international commerce. Latest survey
results and analysis by the Asian Development Bank
point to a gap in global trade finance in the range of
USD 1.6 trillion annually - much of it in developing
markets, particularly developing Asia.

The trade finance gap is further concerning

because it is increasingly clear that banks will be
unable to materially close this gap, and that there

is a misalignment in the availability of funds and
liquidity, at least as viewed through a lens that seeks
to identify the greatest need. The global economic
system has largely recuperated pre-crisis levels of
liquidity; however, it is disproportionately available
to multinationals and large corporates - the top end
of the market - and consistently absent in the micro,
small and medium-sized enterprise (MSME) segment.

John Danilovich, Secretary General of the International
Chamber of Commerce, highlights the many decades
of advocacy of the ICC and the world-leading
rulemaking and industry practice/standards-setting
of the Banking Commission, noting the historical
achievement of the ICC in attaining official observer
status at the United Nations. Calling on the private
sector to more effectively communicate the benefits
of free, open and rules-based trade, John further
calls on political leaders to devise policies aimed at
improving the equitable distribution of the benefits of
trade, suggesting that the various signs of discontent
evident today around trade and globalisation be
interpreted as a signal to do better for more people.

In considering the state of the global economy, the
World Bank notes preliminary signs of growth and
directionally positive signs, but cautions us to the risk

AN ICC PRIVATE SECTOR DEVELOPMENT PERSPECTIVE

A n
m C
<z
EJU
=<




18

Advocacy efforts in support of trade, trade-
enabling regulation and the imperative to ensure
adequate levels of trade financing can combine
to mitigate some of the negatives at play, while
amplifying the positive impact of the more
encouraging elements of the current context.
Additionally, trade financiers, industry bodies and
international institutions can actively promote

of excessive optimism built on fragile foundations.
Commodity-importing developing countries in East
and South Asia contribute to the positive side of
the equation, whilst downside risk related to low
productivity and policy uncertainty in key markets
add to the negative side of the equation.

Though it is suggested that the fragmentation of
production via local and regional supply chains

may have reached a peak, and therefore, similarly

for related trade flows, the World Bank notes that
numerous developing and emerging markets still have
potential to contribute to trade growth by reaching
higher into global value chains.

Protectionist rhetoric coupled with trade-restrictive
initiatives in key G20 economies are having a
dampening effect on expectations of trade-driven
growth, as is a slowdown in import-based economic
activity globally.

Just as the critical role of trade finance in

enabling trade and contributing directly to the
creation of economic value has remained largely
underappreciated, so too, the importance of the
longstanding global network of correspondent
banking relationships has operated “under the radar”
among a small community of international bankers
and trade financiers.

Regulatory requirements around banks’ level

of knowledge about counterparties with which
they interact and conduct business, including
correspondent banks, have been such that costs
of maintaining a basic correspondent relationship
had risen from perhaps €15,000 to €75,000 per
relationship, driven largely by compliance costs.

At the same time, the reputational risk associated
with non-compliance by a partner bank, and the
financial exposure that might arise, combined to drive
a global consolidation of correspondent relationships,
with some institutions reducing their networks by
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and enable the engagement of more businesses

in international commerce, through awareness-
raising, affordable training, effective risk mitigation
and a host of related activities. Some of the key
variables that influence the state of trade today
are well within the purview of trade and trade
finance practitioners, to influence directly.

hundreds, even several thousand partner institutions -
predictably, those based in developing and emerging
markets - as part of a broader move to “de-risk” by
exiting markets, bank and client relationships.

The International Monetary Fund, in its contribution
to this year’s report, and in prior work of the Fund as
well as remarks by Managing Director Lagarde has
succeeded in bring attention to this key issue and

its importance to trade, trade finance and financial
inclusion.

The issue of de-risking, and the unintended adverse
impact of regulation on access to the global financial
system, is an area where our earlier call to action is
directly relevant. Industry associations have worked
together with international institutions to articulate
the issue and to propose policy-based courses

of action aimed at maintaining robust regulatory
requirements whilst ensuring access to trade, cross
border payments and other critical services, through
healthy correspondent networks around the world.

The IMF notes that the number of active
correspondents globally has declined by about

5% between 2011 and 2015, while the number of
relationships (a good proxy for transaction volumes)
increased by 30%. While economic activity has not
been materially affected to date, the Fund does note
that pressure on correspondent banking relationships
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has compounded economic fragility in some markets
and may impact long term growth. The importance
of remittance flows in international development has
been increasingly recognised, and is one area where
de-risking has had adverse effects, and an area where
policy initiatives are needed to ensure adequate
access and to reduce the risks related to the use of
grey-market services as an alternative.

The Boston Consulting Group (BCG) rounds out our
State of the Market section with numerous insights
from the firm’s growing trade-related practice. BCG
highlights the evolution of trade flows and the shift

Much will be said about the potential adverse
impacts of Brexit, of protectionist rhetoric and of
coming developments around the Trans-Pacific
Partnership and NAFTA and of the protectionist
tone and policies of the Trump administration.
These developments will doubtless have their
impact, and it may not be the most obvious of the
consequences that raise concerns at this moment.

TPP partners are looking for ways to advance
without US participation; Canada and Mexico

are looking at alternatives, including closer
engagement at the sub-national level, where
trade actually has its impact, and those favouring
a multilateral approach to global evolution, look
to CETA and other approaches as models for the
future. The ASEAN region, home to significant
levels of economic growth, remains a strong voice
in support of trade and multilateralism, and while
the UK looks to re-ignite relationships through the
Commonwealth as one way forward, EU leaders
have become more resolute in their support of the
vision that was the European Union.

China has taken decisive steps to fill a leadership
gap in international affairs, both economically
through the massive Belt and Road Initiative (B&R)
which builds directly upon earlier initiatives like the
internationalisation of the RMB, the creation of the
Asia Infrastructure Investment Bank and the BRICS
Bank.

The ratification of the Trade Facilitation
Agreement, a major victory for supporters of
trade and multilateralism, the ratification of

East of the geopolitical center of trade, estimating
that trade flows will grow at an annual rate of about
4.3% to reach nearly USD 19 trillion by 2020. The

axes of trade growth identified by BCG include inter-
regional trade in APAC, between Asia and Europe and
within Europe.

The firm’s proprietary models predict that trade
finance revenue growth will outpace projections on
trade growth by almost half a percentage point to
grow at 4.7% annually, from USD 36 billion last year
to USD 44 billion in 2020, based on growth projected
in markets where trade is conducted to a significant

CETA by the EU and Canada as one of the most
advanced and comprehensive trade agreements
to date, and the increased focus on trade

finance in a variety of business and policy circles
combine well to support a multilateral, rules-
based trade and economic system. China’s Belt
and Road initiative to recreate and broaden the
Silk Road, may be the largest such initiative in a
generation, with potential to drive economic value
through infrastructure investment, trade and the
ecosystems that will evolve around the eventual
New Silk Road. All of this will require financing and
risk mitigation, across the spectrum from short-
term trade finance to long-term project finance.

Taking a forward view, it is not unreasonable to
posit an outcome to the current difficult dynamics,
that will lead in the end to a much more robust,
equitable and sustainable form of inclusive
multilateralism.

Such an outcome demands that the leaders

in each of the core components of the global
economic, investment and trade architecture
take proactive steps to shape the outcome they
envision, and not presuppose the final result. This
is true for senior leaders in trade financing, just as
it is in other areas, and one area where concrete
action can and should be undertaken, is in the
development of creative ways to deploy financing
to SMEs and micro-enterprises around the world.
Traditional banking channels are not conducive
to solutions at scale, but trade financiers can
nonetheless be part of the solution.
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degree on the basis of traditional trade finance
mechanisms. Taking a forward view, BCG advocates in
favour of greater automation in trade finance, coupled
with the development of alliances and partnerships
aimed at delivering value and new propositions to the
market, including higher levels of digitisation. The use
of intelligent automation and technology, notes the
firm, can enhance the financials linked to trade finance,
while concurrently enhancing the ability of trade banks
to meet regulatory and compliance requirements.

Trade and Supply Chain Finance:
Survey Findings and Key Trends

This year’s edition of the industry’s most
comprehensive survey on trade finance trends
gathered 255 responses from banks located in 98
countries. “Survey fatigue” may have contributed in
part to lowering the number of responses received

in the current edition. This is not good news for the
survey or for the report, but it is outstanding news for
the business of financing trade, since this reflects a
growing and increasingly broadly-based interest in the
subject matter.

The geographic breakdown of participating banks
remains quite consistent year over year, though

a couple of developments this year are worth
highlighting. The significantly higher participation of
banks in Asia in this edition (28%) compared to 2016
(18%) is positive and enforces the representativeness
and alignment of this trade finance study with the
reality that supply chains are often anchored in

Asia, with large numbers of suppliers based in the
region. By contrast, very notable in this edition is the
proportionately lower participation of banks from
North America (4.9% compared to 12% in 2016).

The largest share of participating banks corresponds
to those with operations presence in a number of
countries, but in one geographic region, which we will
refer to as regional banks (57.6%), followed by global
banks with operation centres worldwide (28.6%),

and smaller single country banks comprising almost
10% of the pool of respondents. More than a third of
the respondents are banks with a small number of
employees involved in trade finance, reporting that
50 people or less contribute to the delivery of trade
finance. 40% of respondents employ between 50 and
300 dedicated trade finance professionals and 20%
employ over 300 people globally for trade finance
solutions.

Overall, the demographics of survey respondents
appear to adequately reflect the characteristics

of the trade banking market in particular, and thus
survey responses can appropriately be seen to reflect
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market views and can be extrapolated in order to
inform strategic and operational decisions related to
international trade and trade financing.

The survey, in combination with this report, has

been designed to provide wide-ranging context

and analysis, consideration of policy and advocacy
activities linked to trade and finance, as well as specific
commentary on the transformational developments in
financial technology digitisation of trade and the role
of non-banks in financing international commerce.

The post-crisis environment reflects a consolidation
and reduction in cross-border activity, including trade
finance, by numerous banks around the world and this,
coupled with on-going efforts to digitise trade-related
documentation, and automate some of the operational
activity and decision-making, combines to result in a
significant level of centralisation and concentration of
trade operations capability.

Traditional trade finance remains important and
relevant despite the long-professed disappearance

of the Documentary Letter of Credit. While there was
some evidence of a return to traditional mechanisms
at the peak of the global financial crisis, nearly 80% of
survey respondents express the view that traditional
trade finance will exhibit little or no growth, or decline
outright year-on-year going forward. Whether these
developments will occur in an environment of positive
trade growth, allowing traditional mechanisms to
remain important to about 10% of global merchandise
trade, as has been the case, remains to be seen.

While the trend to trade on open account terms

is now well established, financing technigues and
mechanisms aimed at facilitating these trade flows
remain, taken holistically, on a path to development
even though they encompass very mature techniques
like factoring and forfaiting. In light of this, the
domain expertise and “lessons learnt” in the context
of traditional trade finance can prove highly valuable
to the development of Supply Chain Finance (SCF).
Relatedly, the well-established relationship value and
cross-sell opportunities that flow from traditional
trade finance argue further in support of an extended
lifespan for this dimension of the trade financing
business. 68% of survey respondents have identified
SCF and technology as areas with the highest
potential for growth in the context of trade financing,
but that growth will quite likely maintain some roots in
the traditional trade finance space.

Nearly 44% of respondents identify priorities linked
to digitisation and technology, including FinTech and
the development of - or adherence to - fast-emerging
platform propositions, as priority areas of strategic
focus.



Survey findings related to the pace of digitisation of
trade activity are striking, in that 50% of respondents
see high levels of digitisation achieved in less than

a decade but an almost equal portion of survey
participants expect the evolution to take from 10-25
years. Even interpreting that data point optimistically,
a significant group within the pool of survey
respondents expect that 60% digitisation of trade
processes will take at least ten years to achieve.

While holding those disparate views, survey
respondents are surprisingly consistent in their
perspectives about the competitive/disruptive

impact of FinTechs on traditional providers of trade
finance. Survey results suggest that FinTechs and their
competitive offering is not seen as a threat to banks’
positions as providers of trade finance, with only 1.4%
of respondents identifying this as a key concern. This
may be reinforced by a widely-shared view that many
high-potential FinTechs lack the required domain
expertise to translate a good idea into a sustainable
business, and that some form of collaborative dynamic
will necessarily evolve.

The latter view seems to have be prescient, as

recent industry dialogue, even among leading
FinTechs, has shifted from competitive language

and value propositions, to dialogue which envisions
collaboration with incumbent providers, and looks to
complementarity of propositions and competencies as
a way forward.

It is worth noting that the provision of traditional
trade finance has been relatively mature and static as
a business proposition, certainly in terms of any truly
disruptive or transformational developments. Prior

While the 2017 edition of this report does not
address questions of pricing specifically, it is
worth noting that the trade finance business has a
well-established practice and history of allowing
high-value services and solutions to either be
(under-) priced into a product fee, or to become
commoditised in the competitive arena, in part
because pricing is presented on a cost-plus,
transaction basis, and has rarely been presented as
a matter of standard practice, in terms of the value
delivered to clients by providers of trade financing
solutions.

to about 2005, when the threat of disintermediation
resulting from the shift to open account trade

drove banks to consider “defensive innovation” as

a strategy, most change had been incremental. This
latest survey and report come to market following

an unprecedented period of change in the industry,
with more to come as the physical supply chain is
increasingly transformed through robotics, enhanced
logistics, 3-D printing, drone-based delivery and
numerous other, truly disruptive developments.

Two thirds of survey respondents report that

topline revenues for their business have increased

or remained unchanged, a very positive sign in the
context of anaemic trade growth, low to zero-interest
environments and the very high costs of meeting
necessary but sometimes overly stringent regulatory
and compliance requirements. This finding is also
notable in an environment where capital adequacy
requirements have made trade finance business more
expensive and have translated directly into balance
sheet constraints on the business, which compound
constraints related to risk appetite.

Notably, over 68% of responses identify compliance
and regulatory requirements as areas of significant
concern, whilst a surprisingly low 11% pointed to capital
constraints in the same manner. Part of this result

may stem from the cyclical nature of trade finance in
terms of balance sheet capacity. That is, all else being
equal and the Basel Committee’s work being taken as
a given - a position which some market participants
adopt - trade financiers alternate between focusing on
origination and distribution, with the industry clearly in
origination mode for some time now.

As the industry develops new propositions in

SCF and aims to provide a holistic set of solutions
across complex global supply chain ecosystems,
and in light of the increasing recognition of the
critical importance of trade financing in the
enablement of trade, the time may be ideal for the
start of a value-driven discussion around the price
of trade financing and SCF.

Such an approach is about more than assuring
adequate, value-based returns, it is about ensuring
the long-term viability and sustainability of the
trade financing business, and all the trade and
economic benefits which arise directly from trade
finance and SCF.
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Cost control is a perennial area of focus for all types
of operational units within banks and even across
industry sectors, thus its ranking is predictably
highest, and similarly, with a core focus on operational
efficiency, throughput, productivity and process
efficiency, it is to be expected that some focus would
be put on technology as an ongoing challenge.

Operations management practice in banking and in
trade finance in particular has evolved materially over
the past several years, with detailed management
dashboards and reporting capabilities aimed at
tracking processing times against client service level
agreements, throughput and other typical operational
Key Performance Indicators. At the same time,
increasingly stringent regulatory oversight and issues
of reputational risk are combining to prompt trade
finance units to track operational risk.

The increasing application of technology with direct
impact on transaction processing, for example,
automated document preparation services, have
reduced rates of discrepancy and non-compliance of
documents presented for payment by exporters, and
have as a direct outcome, reduced operational risk.

The ICC Survey and accompanying report is highly
enriched every year through the contributions of
numerous partners with a unique view on one or more
“slices” of the full picture related to trade and trade
financing. SWIFT, whose network provides the global
channel through which trade-related instruments,
communications and settlements are transmitted to
the farthest corners of the world, provides just such a
view.

SWIFT traffic covers the vast majority of trade finance
executed on the basis of traditional instruments like
Documentary Credits and Documentary Collections,
as well as derivative mechanisms such as Acceptances
and various forms of financing under these
instruments.

Documentary Credit (L/C) and Documentary
Collection traffic has shown a largely flat to downward
trendline for numerous years, and the latest numbers
from SWIFT confirms this trend for the 2017 report.
Likewise, APAC retains its position as the major user
of SWIFT messages and traditional trade finance
products, with Iran notably showing the highest year-
on-year growth in import L/C usage and Vietnam
taking first position as the market receiving the largest
volume of export L/C traffic.

The former development is directly linked to
developments on the geopolitical front, whilst the
latter reflects the evolution of trade corridors and the
role of parts of Asia ex-China as the emerging nexus
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of global production and therefore export.

* In 2016, SWIFT trade finance message volumes
have shown a decrease of 4.72% (slightly less
than last year’s decrease of 4.99%). This trend is
underlined by the decrease in category 7 messages
by 3.62% and by 8.64% in category 4 messages.

* Asia-Pacific continues to register far greater
volumes of MT 700 with a 73% share for imports
and a 77% share for export of the world traffic in
2016.

* Countries that imported the most using L/Cs
transmitted through the SWIFT network are: South
Korea, Bangladesh, China, India, and
Hong Kong.

* Countries that exported the most on the basis of
export L/Cs received through SWIFT are: China,
Hong Kong, India, Singapore, and Japan.

* |ran shows the highest annual increase in import
L/C traffic compared to 2016, with an increase of
over 70% while Vietnam shows the highest annual
increase in export-related message volumes which
is 7% respectively.

e Algeria shows the highest annual decrease in
import L/C traffic 26% while Japan shows the
highest annual decrease in export messaging, at
more than 13%.

* The average value of an L/C (MT 700 only, amount
converted to USD) in 2015 was USD 350,000 whilst
in 2016, it increased to USD 463,000.

As with the valuable insights provided by SWIFT,
the ICC collaboration with the Asian Development
Bank, which also extends to our other flagship
report on trade finance default and loss data, has
been invaluable, and the source of very constructive
advocacy efforts around ensuring adequate levels of
trade financing globally.

There is broad agreement about the reality of unmet
demand in trade financing. 61% of survey respondents
perceive that there is more demand for, than supply
of, trade finance around the world. 45% of global
demand for trade finance originates in Europe, China
and advanced Asia; developing Asia faces challenging
market conditions, experiencing a rejection rate of
about 15% against 8% in China and advanced Asia.

Notably, a significant portion of survey respondents
report an expectation that appropriate leveraging

of FinTech has the potential to enable banks to save
money, and by extension, to expand the availability of
trade finance and at least partially close a persistent
global gap in the financing of trade activity.



The trade finance gap estimated at USD 1.6 trillion
represents untapped potential in trade, unrealized
economic value and lost opportunity in terms of

development impact and economic inclusiveness.

Capacity issues among providers, insufficient levels

of collateral and numerous other issues, including
incomplete financial literacy among SMEs combine to
contribute to rejection rates, meaning refused finance,
thus contributing to the trade financing gap. Balance
sheet constraints and limitations around risk appetite
also influence the ability of incumbent providers to
address demand for trade-related financing. Numerous
initiatives are underway, as a direct result of ADB
research (as well as similar analysis by the IFC and
others) to raise awareness about the gap, to influence
policy and to raise engagement around mitigating,
perhaps ultimately closing the global trade finance gap.

One reality related to the business of financing trade,
which may indirectly contribute to the trade financing
gap, is an ongoing consolidation among providers of
traditional trade finance, coupled with the maturing
demographic of trade finance specialists worldwide.
Limitations around technical capacity and professional
competencies can translate directly to unmet demand
due to limitations at the transactional level.

The International Chamber of Commerce has
established the ICC Academy based in Singapore,
the initial focus of which was to develop professional
development solutions aimed at trade finance,
including two levels of professional certification.

The Academy complements the work of numerous
industry bodies and training organisations, as well as
the training and technical assistance efforts of various
multilateral institutions. The creation of material levels
of additional professional capacity in trade finance will
directly contribute to increased capacity to underwrite
trade finance business, and will address a critical
generational gap in competencies around the financing
of international commerce.

The ICC is a key partner in the global network of
industry bodies, training entities and advocacy
organisations around international trade and trade-
related financing. This is reflected in the request

to the Banking Commission to lead /facilitate a
multi-association initiative to draft a set of standard
definitions for techniques of supply chain finance.

The drafting process and related output was described
by a long-serving member of the Banking Commission
as “having set a new standard” for this type of initiative,
initially a collaboration between the ICC, BAFT, FCI, IFG
(the latter two now merged), ITFA and EBA.

The collective group, referred to as the Global Supply
Chain Finance Forum agreed post-publication of

the Standard Definitions for Technigques of Supply
Chain Finance, that BAFT would take the lead on
market adoption. Anecdotal evidence quickly pointed
to significant market interest, and subsequent
interactions, including at the annual BAFT trade
conference in Chicago in 2016, where the Standard
Definitions figured prominently in a day-long SCF
Bootcamp. Delegates noted that the document was
proving valuable in internal discussions with risk
specialists, credit departments, product units and other
stakeholders.

BAFT notes in the update provided, that over 78%

of survey respondents reported having incorporated
all or part of the Definitions in their business. The
definitions are a first step in establishing a common
global understanding and reference points; BAFT and
the GSCFF partners see this as a first step to some
level of international standardisation, followed by
data collection for purposes of advocacy, and likely

a rulemaking exercise similar to the highly successful
ICC rules that guide the use of traditional trade finance
products around the world.

Bank of China and Australia and New Zealand Banking
Group (ANZ) provide a view of current corporate
perspectives on SCF, illustrating in their respective
contributions, that there is a wide spectrum of views,
of engagement and of understanding about SCF in
the market, even in a region where many global supply
chains are anchored.

In China, it is reported that large corporate and mid-
cap companies put significant emphasis on SCF and
see material potential in developing SCF propositions
and programs, understanding the importance of broad
internal involvement, and in some cases, treating SCF
as a highly strategic element of their approach. The
SME segment, in contrast, exhibit limited ledge about
SCF techniques and practice. It was noted that some
public policy attention has been directed to SCF in the
last year, and that there is clear opportunity to raise
awareness of the Standard Definitions in China.

ANZ reports that there is growing interest in SCF,
perhaps particularly Payables Finance as a means of
enhancing working capital across the supply chains of
large buyers, however, notes that perceptions remain in
the market, that certain SCF techniques may be seen to
reflect supplier weakness and are viewed as solutions
of last resort. Such perceptions have been observed in
various markets as the SCF proposition evolved from a
new offering to a more mature set of solutions in those
markets, thus a path to advance SCF in Australia and
New Zealand can be discerned from the experience
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of other regions of the globe. Large buyers report a
widely favourable view of SCF and have company-
wide support for program deployments.

Following the update provided by BAFT, the
International Trade and Forfaiting Association (ITFA),
another of our GSCFF partners, provides a view from
its segment of the market. The Association reports
seeing growth and potential in SCF, even in the
context of modest trade growth. ITFA members view
forfaiting as a “beacon” in the midst of recent negative
news, reporting for example, that the forfaiting market
in China stands at about USD 30 billion, and that
robust business is being undertaken globally, with
significant involvement from non-bank providers. ITFA
survey respondents report average deal size in the
range of USD 5 million, with 60% of responding banks
completing at least 300 transactions in a year.

The report then turns to an update from another
GSCFF partner, Factors’ Chain International (FCI).
The organisation reports that factoring activity has
doubled in size since the peak of the global crisis

Factoring is a long-established technique in
financing, historically leveraged by SMEs and other
businesses in need of financing and prepared to
pay a premium to access the variations available
through this industry. Significant effort has been
invested to advance market perceptions about

the nature of factoring and about businesses

that avail themselves of the services of factors,
both domestically and on a cross-border basis.

As a major component of Supply Chain Finance,

Continuing in our effort to provide a perspective
directly from the market, with attendant relevance, we
partner with TXF for the now annual survey on trends
in export finance, which this year reflects the views

of about 100 senior practitioners around the world,
including those based at leading banks, export credit
agencies, and major corporates.

Power and infrastructure project led the field over
the past year as particularly active sectors, figuring
in the top 3 sectors for 18% and 14% of respondents
respectively. These are followed by oil and gas
upstream and downstream (8%) and renewable
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in 2009, but that year-on-year growth is currently
modest when taken globally. With reduced volumes
of activity in China, cross-border factoring activity has
recorded its first year-on-year decline since the peak
of the global crisis, whilst European markets, among
the most mature globally, show growth in the range of
2.5%.

While the Middle East experienced a decline of 7%,
Africa showed strong growth, reporting an increase of
9% in business versus last year. Asia, the new centre of
gravity for trade in many respects, nonetheless reports
a material decline of 15% in factoring activity, with

the impact of the slowdown in China reflected in this
number.

Despite a reduction in volume reported this year,
international factoring represents in relative terms, the
largest percentage of overall factoring activity in two
decades, driven to a significant degree by the global
shift to open account trade, and the prominent role of
factoring as a technique in this space, particularly for
SMEs.

factoring is both established and at the leading
edge of finance in international commerce,

and it will be critical in the coming years, for
collaborative initiatives to build upon and extend
beyond the work of the GSCFF to include
advocacy, data collection and analysis and other
areas that can help advance the evolution of trade
financing and cross-border factoring in particular,
both in support of SMEs and as a contribution to
the reduction of the global trade finance gap.

energy (7%). Growth patterns vary significantly

across regions, but a significant portion of survey
respondents (47%) report the view that more could be
done to support SMEs in the context of export finance.

While providers appear positive and enthusiastic
about growth initiatives and moves into new markets,
survey respondents noted common concerns

around legal complexities in entering new markets.
The relationship value of export finance is widely
acknowledged, with 90% of survey respondents noting
that the provision of export finance solutions helps
secure additional business from clients.



In this context, the market reports an overall reduction
in pricing over the past year, which almost 60% of
survey respondents attribute to competition. The
TXF-ICC survey also explores key expectations and
priorities for banks and ECAs, with some issues
relevant to other areas of trade financing, like

Export finance is a critical part of the financing of
international commerce, often involving complex
transactions with longer tenors, strategically
critical trade flows and risk profiles that frequently
require recourse to export credit insurance,
guarantees or financing support. From an
advocacy perspective, the ICC and others in the
market note the critical role of ECAs in assuring
access to trade and export financing in some of
the most challenging markets on the globe, and

in times of crisis when, as seen during the GFC,
private sector providers were unable to respond to
market conditions on their own.

The Berne Union provides a view on the state of the
export credit market, as one of two leading industry
bodies and the one perhaps slightly more focused
on the ECA/public sector side of the market but with
members from both communities and thus able to
provide a holistic view of the market. The headline
from the Berne Union contribution is one that speaks
of a robust and healthy industry, though members
report a reduction in premium income in the range
of 15% between 2011 and 2015. Payments against
claims are reported to have decreased year-on-year,

As noted earlier and in various parts of this
year’s report, the role and importance of ECAs
has been widely acknowledged following the
global financial crisis, and it is incumbent upon
industry leaders to ensure that this message is
clearly and consistently communicated through
advocacy efforts, well-targeted messaging and
joint efforts by numerous industry bodies and
associations. ECAs have been at the forefront of
social responsibility and sustainability, certainly
in part as a result of past adverse impacts of
certain financings. Public policy combined with
reputational considerations have motivated ECAs

regulatory and compliance, being noted with some
prominence. Issues perhaps a little more specific

to the export finance space, such as complex, non-
standard documentation, and the issue of variances in
ECAs models and value propositions figure materially
in the survey results.

The mandates and operating models of ECAs

vary significantly, as does the domestic and
international political context in which they
operate - hence the recent challenges faced by US
Exim on largely political and ideological grounds,
while other jurisdictions embrace the role of ECA
support in enabling export trade flows. The issue
of a relatively equitable global environment around
ECA activity is both perennial and fundamental,
and at this time even extends to regulatory
debates about the appropriate capital treatment
of ECA-backed trade financing.

with about 16% of total claims paid in Brazil. Average
loss ratios remain stable at the industry level at a
manageable 30%. Berne Union members, like much
of the trade financing industry, identify protectionist
developments in the global economic environment
as an area of significant concern, and similarly,
regulatory treatment of trade finance, both from a
capital perspective and from a compliance point of
view, impacts the business of ECAs and Berne Union
members.

to lead in requiring environmental and social
impact assessments in advance of approving
financing, with the Equator Principles serving as
a valuable reference for the rest of the industry
around standards, sustainability and responsible
financing. A feature of the ECA market that is
notable and bears monitoring, is the evolution of
ECA business and presence beyond the traditional
European market, particularly in certain high-
growth, non-OECD markets where trade - and
the support of ECAs - is considered strategically
critical to long term growth.
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Policy, Advocacy and Inclusiveness:
Shaping the Global Architecture for Trade

Following a review of the market from various
perspectives the report then shifts attention to the
Policy, Advocacy and Inclusiveness-related content.

UNCTAD leads off with a review of the state of foreign
direct investment - a topic which historically would
have been considered distinct from trade, but linked
to it, in the classical debate of whether trade follows
investment, or investment follows trade.

More recent thinking, taking a holistic perspective
across the architecture of the global system, looks at
trade, investment flow, outsourcing and offshoring
plus complex supply chain-related ecosystems, as
part of the same complex equation. One version

of this argument and framework was frequently
articulated by Stephen Poloz, previously CEO at
Export Development Canada and currently Governor
of the Bank of Canada Under such a framework, FDI
flows and analysis becomes directly relevant to an
understanding of trade, and thus trade financing and
the areas of development and inclusiveness that we
are linking together.

FDI flows declined by 2% globally, with developing
Asia - the anchor for many global supply chains

- showing a marked 15% reduction in flows, Latin
America and the Caribbean impacted by a loss of 14%
of investment activity year on year, with economies

in transition a bright spot on the state of global FDI,
showing an increase in flows of 81%.

According to UNCTAD, investment flows underpin
about 80% of international trade activity through the
channels of global value chains.

The OECD follows with a contribution that argues
firmly and clearly in favour of trade, but does so on
the basis of a candid recognition of the legitimacy of
certain populist concerns about inequity and the need
for a fact-based dialogue on the benefits of trade. The
OECD presents several specific recommendations
around the imperative of having the global economic
system work more equitably and to the benefit

of more people, looking at a range of areas for

action and policy focus, from systemic aspects that
unintentionally limit the ability of MSMEs to engage
internationally, to issues around global coordination
and collaboration around regulatory issues, corruption
and related issues that impact the global trade
architecture and economic system, with particular
focus on inclusiveness.

From the perspective of the ICC, as the leading global
voice of business, and that of the Banking Commission
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as leaders in the arena of trade financing, the message
of the OECD is both aligned with our own views

and is a critical one to communicate, effectively, to
the wider international community. While no trade
practitioner will claim perfection in the current
architecture for trade, the explicit acknowledgment of
the imperfections and inequalities is, at this stage and
in the current geopolitical context, an important step
in advancing the dialogue.

Just as the role of ECAs is recognized and understood
to be key to assuring adequate levels of trade finance,
and thereby underpinning trade, the multilateral
development banks likewise play a critical role,
particularly in developing markets and often in relation
to enabling SME engagement.

Several of the multilaterals have trade finance and
supply chain finance programs, some in operation
since the late 1990’s, that have been very robust

and have enabled access to billions in trade-related
financing, with, thus far, zero losses incurred.

IFC alone, with a global mandate, reports having
supported USD 19 billion in emerging markets trade;
other multilaterals tend to be more regionally focused
- the ADB, for example, reports a 24% increase, year-
on-year, in the amount of trade activity supported,
reaching over USD 3 billion and positively impacting
about 1,500 SMEs in the region. A review of the major
IFI trade finance programs is included in this section,
which can inform trade financiers, not only about

the breadth of programs and geographic coverage
available, but also specific characteristics and areas of
focus of certain programs.

The subsequent section speaks to the specific

efforts and successes of the ICC and the ICC Banking
Commission, around raising the visibility of and
awareness about trade financing and supply chain
finance. The advocacy and awareness-raising efforts
reach the highest levels of international leadership and



top-level fora, including through the newly achieved
UN Observer Status, and through the annual B20/G20
cycles.

Relatedly, the section which follows speaks to

the work of the ICC Banking Commission around
sustainability, including consideration of sustainable
trade issues, but specifically around sustainability in
trade financing and SCF. Deliberations in this context
include consideration of risk issues, mitigation options
and even potentially, financial incentives to drive
sustainable behaviours in trade and in the financing of
trade flows.

In addition to increasing focus on the broader
context in which trade financing operates, and on the
importance of inclusiveness, all stakeholders agree

on the economic importance of SMEs globally, and on
persistent challenges reported by those same SMEs in
accessing financing to enable growth. This challenge

The work of the ITC, as a joint entity of the UN
and the WTO, is unique and differentiated in the
market, clearly having a development focus and
equally clearly aimed at SMEs in those markets

- many, the very suppliers or potential suppliers
upon which both regional and global value chains
rely. The contrast of this clear, mandate-driven
focus on MSMEs against the very limited practical
engagement of traditional financial sector firms is
both notable and understandable; it also clearly

Just as traditional providers partner with multilateral
development institutions and, based on the support
and risk guarantees of those institutions, establish
trade-related transactions with local banks in
developing economies, so too, can the ITC with its
core focus on SMEs, benefit from the support of
traditional financial sector actors to increase the
efficacy of SME engagement in accessing finance and
trade financing and thereby, their likelihood of success
as exporters in international markets.

The African Development Bank makes a further
contribution to the SME-oriented discourse in this
year’s report, by sharing findings from their survey
of SMEs across 49 counties in Africa. Given the high
growth exhibited by parts of the continent, and

the young demographic in many of the countries

in Africa, together with the urgent need to take

extends specifically to trade-related financing,

as illustrated through the ADB trade finance gap
analysis. Certain techniques of supply chain finance,
specifically Payables Finance, offer significant promise
in mitigating this issue.

The Geneva-based International Trade Center puts
specific focus on SMEs in the context of regional
value chains, noting that these regional ecosystems
may prove easier for SMEs to access than the much-
discussed global value chains or GVCs. Several
reasons for this are noted, including the idea that
global supply chains and value chains can, due to their
complexity, involve a significant role for aggregators,
effectively keeping an SME supplier at some distance
from the export market and ultimate buyer. The ITC
contribution also highlights an observed difference

in impact between trade agreements that are “deep”,
versus those that are less encompassing, and detailed.

argues for decisive movement by private sector
providers (particularly banks) beyond rhetoric
about the importance of SMEs to concrete, if non-
traditional action in support of those same SMEs.
The evolution and increasing adoption of certain
techniques of Supply Chain Finance represents
one such concrete step forward, but in the case of
Payables Finance in particular, this is on the back
of the credit capacity of large buyer clients.

growth-promoting policy and business decisions, this
contribution encompasses several of the recurring
issues in the 2017 report. The findings of the AfDB
survey are timely and very relevant to the discussion
around global trade, evolving corridors and the
broadening base of international supply chains,
including the importance of the so-called “last mile”
of suppliers in those regional and global supply chains
and value chains.

With SMEs accounting for over 80% of private sector
employment across Africa, the under-servicing of the
SME segment in the region is particularly concerning
and the conseguences acute, thus in urgent need of
rectification.

SMEs exhibit a 14% default rate in Africa, a level that
is materially higher than the default rate observed
in global trade finance portfolios, which typically
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remain below 1% and often are a fraction of that;
survey analysts conclude that SME creditworthiness is
thus linked directly to the limited availability of trade
finance for the very important segment of economic
activity and job creation. The other frequently cited
rationale for limitations in credit facilities extended to
SMEs, including trade financing, relates to the absence
of what is considered adequate levels of collateral.,
with 30% of survey respondents identifying this issue,
versus 36% pointing to high default rates.

The AfDB concludes with a call to action to
international institutions in building capacity and
technical competencies among local African banks
and institutions, in support of SME access to finance
and access to trade-related financing. That call to
action can and should extend explicitly to international
banks and private sector players in finance and trade
financing in particular, through complementary
capacity-creating initiatives.

We then shift back to a more macro view, with the
contribution of the Swedish National Board of Trade
which highlights a view that governments around the
world, taken together, are introducing on net, more
barriers to trade than they are removing. While these
may largely be non-tariff barriers, their effect on trade
is nonetheless chilling. Of particular concern to the
Trade Board are the adverse impacts of subsidies,
localisation requirements and other impediments to
trade that can be observed in the context of public
procurement practices - supply chains which, it is
worth noting as an editorial comment, are often cited
as opportunities for SMEs, but are often riddled with
requirements that are prohibitive for SMEs to even
attempt to pursue. Customs procedures, technical and
product adaptation requirements and other similar
issues, several in the well-explored regulatory and
compliance space, are highlighted as areas of concern,
even in trade with the EU, where the removal of such
barriers is at the core of the vision for the political,
economic and trade partnership that is the European
Union.

This section of the report concludes with two
perspectives on regulation and the regulatory issues
and context around trade and trade financing.

Sullivan & Worcester provide a view on the potential
benefits to non-bank providers of trade finance

and SCF, of having a nascent and far less stringent
or mature regulatory framework to deal with

than incumbent banks active in the financing of
international trade. The contribution observes that
regulatory authorities, even as they contemplate
revisions to Basel |ll, have done little to encourage
banks to remain engaged or to engage in the
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provision of trade financing, including SCF - that
there is no attempt to create a sense of risk-aligned
“comfort” for banks active in the finance of cross-
border commerce.

From a lack of clarity around the types of assets that
can be used in risk mitigation, to changes in Basel

IV to the risk-weighted asset framework which will
impose restrictions on the ability of banks to use an
internal model for calculating regulatory capital, the
firm argues that current regulatory expectations are
not particularly conducive to bank involvement in
trade finance.

The entry of non-banks and the rise of “shadow
banking” is highlighted and linked to current
regulatory requirements, expectations and gaps,
however, Sullivan and Worcester note that non-bank
financial institutions are indeed subject to regulation,
including national regulations as well as those related
to sanctions. They do not however, face the same
level of regulatory expectation as banks in the areas
of risk asset regulation and capital adequacy, and do
have greater flexibility in client onboarding and in the
structuring of facilities - with the end result being that
non-bank financial institutions may be well positioned
to bring significant additional capacity to bear in
closing the global trade finance gap.

A contribution by Thomson Reuters brings into sharp
focus, the significant financial and resource cost
incurred by banks in an increasingly complex and
stringent regulatory environment, with respondents
to a Thomson Reuters survey in 2016 noting that
they spend an average of USD 60 million each on
KYC-related procedures alone. Relatedly, and despite
significant energy invested in considering this aspect
of relationship management, and various initiatives
looking at the application of technology in this
respect, it takes an average of 24 days to onboard a
new corporate or commercial client.

The Thomson Reuters discussion points to the
adoption of a risk-based approach to regulation
and compliance, which the Banking Commission is
fully supportive of in the context of trade financing
in particular, however, rightly points out that efforts
to interpret overarching regulatory frameworks and
guidelines by regional and national regulators are
contributing to a lack of alignment or consistency
globally. This is particularly problematic for global
financial institutions - still the major providers of
trade finance if we exclude intra-firm trade credit -
given they deal in multiple jurisdictions, and may be
fully compliant in one context but run badly afoul of
regulators in another.



The ICC and the Banking Commission recognise
and support the critical need to ensure the
robustness, sustainability and stability of the
global financial system, and thus appreciate the
need for robust and effective regulation.

Where advocacy efforts have been focused
however, is in promoting risk-aligned regulatory
frameworks and expectations, with effective
mitigation of unintended adverse consequences on
the conduct of necessary, legitimate commercial
activity. Regulatory initiatives that prompt
excessive de-risking, or reduce the appetite

of banks to engage in cross-border business,
including the provision of correspondent banking
services or solutions in the financing of trade

are not in the best interests of the international
community, and are particularly harmful too
developing economies and SMEs.

In this respect, while it may feel correct to
divorce regulatory oversight and standards from
commercial considerations, the reality is that
many of the world’s leading global banks and
financial institutions are commercially oriented,

Digitisation and the State of FinTech

The final section of the 2017 report takes a distinctly
forward-looking view in addressing technology and
digitisation - two forces poised to fundamentally
disrupt and transform trade, trade banking and trade
financing, including high-growth SCF, and including
accessibility of financing in developing economies and
among SMEs.

The ICC Banking Commission recently launched

a Working Group on Digitalisation, with a specific
focus on the financing of international trade, and

a mission to “accelerate the journey” in light of
advancing capabilities and increasingly urgent market
expectations in this sphere. An introduction to the
work of the Group notes that developing economies
have been quick to adopt and progress digitisation
initiatives, much like they were quickly engaged in
mobile payments relative to other parts of the world.
The ability to advance to deployments based on the
most current technical architectures and technologies
is one enabler of this reality, and the urgency of
facilitating access to domestic and international

hubs of economic activity, like supply chains, further
motivates this fast adoption.

and obligated to deliver shareholder value, thus
the impact of regulation is considered from
both a reputational risk perspective, and from

a commercial perspective, as Thomson Reuters
points out, with an eye to cost/benefit analysis.

A comprehensive and candid, fact-based dialogue
between regulatory authorities and regulated
entities is necessary and will ultimately support
the development of risk-aligned regulation and the
conduct of value-creating business.

The call for a balanced dialogue on regulation is
articulated specifically in an article authored for
TXF, titled “Rethinking Trade Finance Regulation”
which the ICC concluded was a constructive
addition to deliberations on the topic
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The Banking Commission contribution notes that
individual market players or institutions may be
effective at digitisation of their own internal practices
and processes, but that one challenge quickly taking
shape, is the creation of a series of disconnected
“digital islands” of activity, bridged by legacy paper
and process-intensive activity. The contribution

calls on the trade finance industry globally, to take
concrete steps to facilitate and accelerate digitisation,
noting that industry leaders can do so through greater
collaboration and the development of standards and
rules aimed at reducing uncertainty around emerging
practices.

Misys continues the discussion, noting in their
contribution that doing nothing on digitisation of
trade finance is no longer an option. Misys considers
the notion of a “digital bank” and looks to this idea as
it might impact a trade finance business, observing
that one leading trade bank estimated potential
annual savings of US $50 million in undertaking
material digitisation of its trade business.

The elimination of paper from trade finance
transaction processing could reduce throughput
time by two hours per transaction, and the judicious
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application of technology to compliance-related
processes and procedures could conservatively
reduce compliance costs by 30% or more in the trade
banking business. In line with evolving areas of focus
at the ICC Banking Commission, Misys notes explicitly
the material positive impact that can be created

on sustainability, in a comprehensive shift from
paper to digital transaction processing. This latter
consideration is given significant profile and visibility
by Misys and the Financial Times through the World
Trade Symposium, on the Board of which the ICC and
the Banking Commission are well represented.

PwC then provides an overview of Blockchain with

an attempt to explain an expansive and diverse
technology with a potential to disrupt supply chains,
particularly given the belief that trade finance

and supply chain management are areas ripe for
innovation. A recap of already familiar observations
for some of our readers, this contribution is valuable
with a wide range of practitioners, regardless of any
assumed familiarity with the topic, particularly given
the recency of the field, the rate of new development,
and relative shortage of documented production case
studies. One of the key observations in this respect
from PwC is that 77% of respondents to their survey
expect blockchain to be in production systems or
processes as soon as 2020.

A contribution by Simmons & Simmons hones in on
the interplay between banks and FinTechs, linking
these emerging relationships and alliances to the
digitisation discussion and noting that collaboratively
developed solutions could reduce the cost of paper-
based trade financing by up to 15%.

The firm shares highlights of its Hyperfinance

Survey, covering over 200 financial institutions and
encompassing the view of many of the world’s leading
trade banks. It is notable that only 7% of survey
respondents see themselves as being at the leading
edge of innovation, and that 59% see themselves on
par with, or lagging their peers in this respect.

Strikingly, 80% of respondents report that the
deployment of digitally driven products and solutions
have demonstrably contributed to revenue growth.
The assertion is that while there is a clear motivation
and desire to pursue development and launch of
digital propositions, few financial institutions possess
the competencies necessary to execute against these
ambitions. Survey respondents point to collaboration
(55%), FinTech partnership (48%) and acquisition are
seen as the three primary paths to innovation, with
respondents expressing limited enthusiasm for the
acquisition option, and voicing reservations around
cultural alignment between banks and FinTechs in the
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partnership scenario.

The firm points to cybersecurity concerns, IP issues
and regulatory risk, but concludes by proposing six
specific steps to foster and enable innovation:

Escape the ‘Four Walls’;
. Adapt the on-boarding process;
. Get pragmatic about IP;

1.
2
3
4. Centralise a digital innovation strategy;
5. Know your partners;

6

. Pick the right investment model

The digitisation challenge and opportunity extends
beyond trade financing and SCF, and encompasses
trade as a whole, including a wide range of activities
in global supply chains, as well as mission-critical
processes in logistics, customs clearance and other
market access related considerations.

GT Nexus contributes a unique perspective on the
breadth of the issues to be considered, as a company
that possesses expertise in both the physical and
financial supply chains. In a recent survey conducted
by GT Nexus and Capgemeni, it was noted that

75% of supply chain executives consider digital
transformation to be important to their business, this
from a respondent group of 330 executives across 20
countries.

Survey respondents expressed only limited
satisfaction with progress to date, pointing to the
need to receive, manage and mine massive amounts
of data that reside in complex global supply chains.
Enhanced understanding of supply chain-based data
flows is highlighted as a direct path to enhanced
commercial agility and responsiveness

In a related thesis, the title of which subsequently
appeared on the cover of a major UK-based
publication, German FinTech TraxPay posits that
data is the new oil in B2B banking. Perhaps even
more fundamentally, TraxPay suggests that a degree
of market power combined with something akin to
complacency has created an “innovation gap” in
banking, that FinTechs are anxious to target.

Contrasting competitive postures and collaborative
models, this contribution to the digitisation dialogue
suggests that the latter approach offers significant
potential. Market players whose proposition is to
facilitate data mining and analytics through artificial
intelligence, while leaving intact the customer/bank
relationship dynamic, will bring net new value to the
market and will be successful in advancing innovation.

The report also features a conversation with some of
the leading trade finance figures, from a roundtable



held during the ICC Banking Commission meeting trade finance, with key concepts for implementation

in Jakarta, in April 2017, and moderated by Vincent stemming from the conversation: collaboration,
O’Brien. The discussion is constructed around one of connectivity, innovation, accessibility, consensus,
the main themes of this year’s report: digitisation of transparency, standardisation, simplification.
The capabilities of technology and the and that trade financiers will have no option but to
receptiveness of the market are now firmly respond appropriately, or be left behind.

in alignment in terms of the ability to and the
demand for digital trade and digital trade
financing. Market acceptance of dematerialised
documentation, legal recognition of the
enforceability of non-paper based communication,
transfers of title, or representations of commercial
or financial obligation are all critical. They
converge today with advanced optical character
recognition, sophisticated artificial intelligence,
data-based matching and decisioning and other
technical capabilities, to open up an entirely new
world of digitalised global commerce.

At the ICC and the Banking Commission, we,
together with key partners across the global
system of trade and across the architecture of
the international economy, will work to lead the
way in supporting, enabling and advocating for
these positively transformational developments.
Fundamentally, trade will continue, and financing
(as well as risk mitigation) will remain an enabling
requirement for trade, whether business is
conducted through existing channels, or whether it
shifts materially to online platforms or some other
form of interaction. The core mission remains
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While it can be argued that progress should the same, even if the modalities and the nature
have come sooner, the reality today is that the of the enabling transactions is fundamentally
transformations in the physical and the financial transformed.

supply chains have been irrevocably set in motion,

Closing remarks

The report rounds up with a call for cooperation in enhancing the market
intelligence capability of the trade finance industry, by combining
insights, resources and networks to access more efficiently data and
information from trade finance providers worldwide, in order to even
better assess current developments and foresee market changes.

The foregoing section aims to provide a view of contributions that make this, we hope, a powerful
selected findings, observations and highlights strategic reference and a source of practical
in what we hope you will find to be a high-value, insight and observations to guide.

comprehensive and world-class report on the state
of trade and the state of trade financing and SCF,
at a moment in history where staunch, thoughtful
and compelling arguments need to be made, in
support of rules-based, multilateral and open
trade.

We also invite you to engage with us in vigorously
championing trade, multilateralism, international
engagement and the critical role of trade financing
and SCF in enabling the creation of trillions in
economic value. This even as we work together

to improve a global system that can, and should,
We encourage you to review the rest of the report undeniably be more equitable and more inclusive
to pick up on the detail and nuances of the many in all respects.
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ICC advocacy at a watershed
moment in global business

INTERNATIONAL CHAMBER OF COMMERCE

Business today faces an environment

with both unprecedented challenges and
tremendous opportunities. The challenges
come in part from a generalised and deep-
seated feeling of dissatisfaction—with
government, with markets, with the media—
and of disenfranchisement as many feel
locked out of growing economies.

The opportunities reside in the central truth that trade-led growth has been,
and remains, a key engine of economic and social progress.

Our current situation calls for a twofold response from business. First,
private sector voices must redouble their efforts in explaining the pivotal
importance of an open and rules-based international trading system.

Trade matters not just for the giants of industry but also for SMEs, and for
consumers around the world. This must be effectively communicated so
that policymakers do not repeat the damaging protectionist blunders of the
past.

At the same time, we must recognise that the wave of popular discontent
we are seeing is not merely the result of a communications problem but
signals the need for domestic policies that do a better job at redistributing
the undeniable benefits of globalisation.

Business operates in a wider societal context where shareholders and the
public increasingly expect companies to both attain financial success and
contribute to broader social goals. The omnipresence of phrases such as
corporate social responsibility, global citizenship, and sustainable business
practices is a testament to this expectation.

Since its founding, ICC has recognised the natural link between world

trade and international security, with ICC's founders even referred to as
‘merchants of peace’. This core tradition was recently reflected in the United
Nation‘s (UN) landmark decision to confer Observer Status on ICC—the first
time ever that a business organisation has been granted such an honour.

UN Observer Status comes at a time when the voice of global business is
needed more than ever to affirm the importance of global cooperation.

RETHINKING TRADE & FINANCE 2017
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Through our policy commissions, ICC has an unrivalled pool of global
business expertise across areas that will be key for future growth and
sustainable development, from digital technologies to taxation. UN
Observer Status will allow ICC to share this much-needed expertise

with leaders around the world on a new level as we advocate for a more
holistic approach to managing the global economic system. The global
issues we now face are greater than any one country or organisation and
ICC recognises that all stakeholders will have to look beyond their self-
interest to find solutions that will benefit all.

People, communities and nations have traded since the dawn of human
existence, and will continue to trade well past current debates and
deliberations. And while many criticisms of trade remain widely distorted,
few deny that steps must be taken to make our international trading
system more inclusive. Many such steps are already being discussed at
the highest levels of government and throughout global institutions.

Alongside macro policies to alleviate any negative effects of global
economic integration on workers, we must also build understanding
on how trade works so that more can take advantage of the enormous
opportunities it offers. ICC‘s launch of the Singapore-based ICC
Academy, which focuses on professionalising the business of trade
finance, has quickly evolved to encompass training, development and
certification in other areas of the ICC‘s work. Much like ICC*s advocacy
activities, the Academy’s development of high-quality programmes—
backed by a vibrant international community of practitioners and
students—reflects a commitment to the wider context in which business
operates.

Whether through ICC's standard-setting activities, our global services

or advocacy for issues like access to trade finance, ICC aspires to work
with a view to the responsibilities that business has to the communities in
which we operate and thrive.

Achieving UN Observer Status is a powerful next step in the evolution of
ICC's mission and the clearest indication yet that business must take an
active role in determining how we collectively face the challenges and
opportunities of an ever more connected global economy.

AN ICC PRIVATE SECTOR DEVELOPMENT PERSPECTIVE
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Global economic prospects

Eight years after the global financial crisis, the global economic outlook

is slightly more positive, with the recovery that gained pace in late 2016
generally expected to continue throughout 2017. According to the most
recent (April 2017) IMF “World Economic Outlook”, global growth is
projected to rise from 3.1% in 2016 to 3.5% in 2017 and 3.6% in 2018. This
is both an upgrade on the previous IMF projection from October 2016 and
more optimistic than the World Bank’s January 2017 “Global Economic
Prospects”, which estimated global growth at 2.7% for 2017. However,
policy uncertainty remains a significant source of downside risks.

The causes for a more optimistic outlook can be attributed both

to a post-election boost in market confidence in the United States

and the hope that an easing of fiscal policy may reinforce existing
cyclical momentum. Nevertheless, growth remains primarily driven by
consumption (see Figure 1), which tends to lead to weaker recoveries due
to the potential for build-ups of imbalances, and in turn reduced growth
over the medium to long run.

The much-discussed productivity slow-down of recent years appears to

continue unabated, with growth in labour productivity in both advanced

and emerging economies remaining far behind the average for 1990- Despite
2008. As such, downside risks remain substantial (see Figure 2) due to .

both continued policy uncertainties in many advanced economies and 1mpr0vement,
some emerging economies as well as around the pace of interest rate downside

hikes in the US, rising protectionist tendencies, geopolitical tensions . .
and the potential for self-reinforcing feedback loops between sluggish risks remain

demand, low inflation, weak balance sheets and slow productivity substantial due

growth. to continued
policy
uncertainties
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Figure 1: Contributions to GDP growth
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Figure 2: Risks to global growth projections
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Despite weak investment and productivity growth, emerging and
developing economies are expected to recover from the difficulties faced
in 2015 and 2016, with much of this driven by stable and high growth in
commodity-importing developing countries (see Figure 3). Particularly
commodity-importing economies in East Asia and South Asia are more
likely to experience robust growth, with South Asia remaining the fastest
growing region in the world throughout each quarter of 2015 and 2016.
Recent projections revised growth prospects in Latin America and the
Middle East downwards due to the need for continued adjustment to the
decline in their terms of trade in recent years, oil production cuts, and
idiosyncratic factors. Both sub-Saharan Africa and the Latin America and
Caribbean region experienced stagnant and at times negative growth
throughout most of 2016.

Figure 3: Growth by country group
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Financial stability and credit conditions

One consistent source of optimism in this context is the continued
improvement of global financial stability following years of broadly
accommodative monetary and fiscal conditions. Most analysts have a
positive outlook for asset prices and equity markets with risk premia and
indicators of volatility declining. Longer-term interest rates have risen,
helping to boost earnings of banks and insurance companies. Emerging
economies have increased their resilience through lower corporate
leverage and reduced external vulnerabilities.
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The rollback

of financial
regulations could
undermine recent
gains in stability

However, as for much else, this optimistic view rests on policymakers
finding the right balance between policies that encourage risk-taking and
boost output and investment, while also avoiding financial stability risks
and exacerbating domestic and global imbalances. Risks from increased
leverage and deteriorating credit quality in the US, structural challenges
in banking and high debt in the Eurozone, and continued vulnerability

to shocks in many emerging economies demonstrate that the current
optimistic climate rests on fragile foundations. Particularly the rollback
of financial regulations could undermine recent gains in stability; the
most recent IMF Global Financial Stability Report (April 2017) argues
that “while regulation is never costless, neither is its removal. ... Decisions
to opt out of mutually established regulations in an uncoordinated or
unilateral manner could result in financial fragmentation and could
threaten to reignite a race to the bottom in regulatory standards.”

Global trade and trade restrictions

While a recovery in trade volumes is expected for 2017 and 2018, global
trade growth in 2016 was the weakest since the global financial crisis,
with goods trade stagnant for most of the year. This was driven by
cyclical inventory drawdown across advanced economies and contracting
imports in China and major commodity exporters. The continued low-
inflation environment has further exacerbated this trend, prompting
firms to defer capital goods investments (and in turn depress imports).
Analyses attribute the trade slowdown to changes in the composition

of economic activity away from import-intensive investment, a slowing
pace of trade liberalization and global value chain growth, and an uptick
in trade protectionism. Slow investment growth has contributed to
declining capital formation and in turn trade in capital goods. Services
trade proved more resilient in large part as it is less sensitive to changes
in credit and trade finance conditions.

Figure 4: Slowdown in merchandise trade
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Furthermore, the boom in trade driven by the fragmentation of production
through global and regional value chains may have reached its apex,
resulting in a lower income elasticity of trade than observed during the past
two decades, a trend that started prior to the financial crisis but has since
accelerated. This is particularly pronounced in the US and Japan as well as
through Chinese firms’ move away from specialising primarily in processing
and assembly trade, and towards domestic production of intermediate
inputs. However, many emerging and developing economies still have
substantial untapped potential to move up value chains towards more
complex and higher value-added products.

New trade restrictions reached a post-crisis high in 2016 and the ever-rising
stock of restrictive measures together with previously mentioned concerns
about a further resurgence of protectionism could lead to substantial
welfare losses and a far more tepid recovery than current projections
suggest. This could be exacerbated by the potential for retaliatory trade
restrictions and even the undoing of existing trade agreements, though
currently the trend towards an ever-greater number of increasingly deeper
regional and bilateral trade agreements continues relatively unabated.

In 2016, G20 countries took more trade-restrictive measures than trade-
facilitating ones, with a gradual shift away from subsidies and safeguard
measures, towards more opaque distortive measures such as localisation
requirements, export incentives, and other trade finance measures.

The share of G20 imports affected by trade-restrictive measures put

in place since the global financial crisis continues to rise gradually. Of

the 2,978 trade-restrictive measures recorded for WTO Members since
2008, only 740 had been removed by mid-October 2016. By far the most
common trade-restrictive measures implemented during the most recent
WTO monitoring period are import tariffs, followed by import customs
procedures, and export measures. In this period, there has been a notable
decline in the number of anti-dumping measures imposed. These most
commonly targeted China, with 69 of 81 initiations targeting steel products.

While tariffs have declined considerably since the late 1980s, there

has been little further progress since the financial crisis and non-tariff
measures remain pervasive in goods trade. Moreover, given the growing
size of services and its potential contribution to productivity growth, trade
restrictions in this area are particularly concerning. According to the OECD
Services Trade Restrictiveness Index, restrictions are particularly high in air
transport, legal services and accounting services, while distribution, sound
recording and logistics tend to be the most liberalised.

Special thematic focus: addressing
displacement and adjustment

In the context of the current resurgence of protectionism, there has been
growing interest in better understanding and addressing the root causes
of growing frustration with globalisation and greater integration. There is
an ever-growing body of literature that trade openness has an important
role to play in promoting growth and prosperity, including for the poorest
in society. However, the distributive impact from trade integration can be
uneven. This is addressed in great depth in a recent joint IMF-World Bank-
WTO report Making Trade an Engine of Growth for All.

Generally, trade openness is associated with higher levels of employment.
However, an unusual period of sharply increased import competition
beginning around 2000, negatively impacted certain regional labour

RETHINKING TRADE & FINANCE 2017

References

BIS (2017) “BIS Quarterly
Review, March 2017”
Basel: BIS.

Constantinescu, C,

A. Mattoo & Michele
Ruta (2017) “Trade
Developments in 2016:
Policy Uncertainty
Weighs on World Trade.”
Washington, DC: World
Bank Group.

IMF (2017) “Global
Financial Stability
Report: Getting the
Policy Mix Right (April
2017)” Washington, DC:
International Monetary
Fund.

IMF (2017) “World
Economic Outlook:
Gaining Momentum?”
Washington, DC:
International Monetary
Fund.

IMF/WBG/WTO (2017)
“Making Trade an Engine
of Growth for All: The
Case for Trade and for
Policies to Facilitate
Adjustment.” For
Discussion at the Meeting
of G20 Sherpas (March
23-24, 2017; Frankfurt,
Germany).

ITC/OECD/WBG (2016)
“Towards a G20 Strategy
for Promoting Inclusive
Global Value Chains”
Submitted to the G20
Trade Ministers Meeting
(Shanghai, China; 91-0
July 2016).

World Bank Group (2017)
“Global Economic
Prospects: Weak
Investment in Uncertain
Times” Washington, DC:
World Bank Group.

World Bank Group (2017)
“South Asia Economic
Focus, Spring 2017:
Globalization Backlash”
Washington, DC:

World Bank Group.

WTO (2016) “Overview
of Developments in the
International Trading
Environment” WT/TPR/
OV/19. Geneva: WTO.



markets in some developed economies. As emerging economies, most
notably China, rapidly integrated into manufacturing value chains, areas
most exposed to competition from Chinese manufactures saw significant
and persistent losses in jobs and earnings that heavily impacted low-
skilled workers. Research has shown that when reallocation of workers

is costly, negative impacts on communities in affected areas can be
substantial, long-lasting and express themselves in unpredictable ways
over long time periods if not addressed properly.

Trade and trade-related policies as well as domestic policies to address
trade-related adjustments have an important role to play here. While

a further opening of global markets paired with strong trade rules can
help promote economic stability and growth, trade-related adjustment
policies such as easing worker mobility across firms, programs to
facilitate reemployment and improve skills, and wage insurance programs
are important complements to this. Similarly, social safety nets programs
like unemployment insurance can provide workers with a necessary
cushion while giving them time and space to retool. Finally, measures to
support competitiveness and address productivity growth are essential
to help displaced workers find new opportunities.
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EDITORIAL COMMENT: SELECTED STRATEGIC AND TACTICAL IMPLICATIONS

Strategic implications pursuing opportunities in new sectors like services
sector trade activity is brought into focus. The
importance of policymaking and policy-related
decisions is identified highlighted as an important
pillar in shaping economic recovery. Thoughtful
and targeted advocacy around the importance

of trade, the critical role of trade finance and the
linkages to wider economic value creation and
inclusiveness must be part of industry strategy,
and arguably also part of the strategic efforts of
individual institutions.

Market conditions reflect some signs of coming
recovery in trade growth rates, with Asia remaining
an anchor for global supply chains, and South

Asia continuing to exhibit the fastest growth rates
in the world, with commodity trade flows in the
region being materially important. In addition to
prevailing and developing economic conditions,
policy considerations are identified as key to the
achievement of a sustainable recovery. High-
potential areas of commercial activity with links

to economic value creation and growth, such as Tactical considerations
services sector trade, are attracting the attention
of trade financiers, yet it is observed that the
sector has been more resilient than other areas
precisely because it is less susceptible to shifts in
credit conditions and, possibly, changes in trade
finance conditions.

Trade finance banks committed to

remaining engaged under current conditions will
benefit from assuring accessibility to adequate
levels of credit capacity and risk appetite in
markets critical to economic recovery, as well

as effective solutions in support of trade in new

Strategically, these observations suggest an high-growth sectors. Value propositions linked to
opportunity in ensuring market coverage in high- economic inclusiveness can have commercial value
growth regions linked to the evolution of supply as well as material positive reputational impacts.
chains and trade corridors. The continuing and Trade finance banks seeking to position in this
cyclically recurring importance of commodity manner may benefit from assuring capacity to
trade flows is reinforced, and the potential in deliver comprehensive solutions in SCF.

AN ICC PRIVATE SECTOR DEVELOPMENT PERSPECTIVE 4
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Recent trends in
correspondent banking
relationships

THE INTERNATIONAL MONETARY FUND

This article summarizes the main findings
from the IMF’s recent Board paper on
correspondent banking relationships,

“Recent Trends in Correspondent Banking Authors

0 o 0 0 Johan Mathisen, Gabor Pula
Relationships—Further Considerations”. and Niamh Sheridan, IMF
Context

The potential adverse impacts of the withdrawal of correspondent
banking relationships (CBRs) on the macro-economy and financial sector
have received significant attention among policymakersl. International
organisations such as the World Bank, the Financial Stability Board (FSB),
Bank for International Settlements (BIS) and the IMF have been working
to assess and address this issue2. The FSB outlined a four-point action
plan to assess and address the decline in correspondent banking, which
was presented to the G20 in November 20153. Efforts have been made by
public and private stakeholders to facilitate international dialogue to help
develop coordinated policy responses and support industry initiatives to

address this issue. The pressure on

Correspondent banking plays a key role in global trade and economic CBRs has increased

activity, enabling domestic and cross-border payments, including financial fragi]ities
in some economies

remittances, and supports international trade and cross-border
financial activity. Correspondent banking is a bilateral arrangement,
often involving a reciprocal cross-border relationship in multiple
currencies. A correspondent banking arrangement involves one bank
(the correspondent) providing a deposit account or other liability
accounts, and related services, to another bank (the respondent).
CBRs also support payment solutions performed by other financial
institutions, including money transfer operators (MTOs), which are the
main intermediators of remittances flows. Given their central role in the
provision of domestic and cross-border payments, the withdrawal of
CBRs could undermine economic growth through affecting international
trade and cross-border financial activity.
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1

The phenomenon was first
documented using surveys carried
out by the World Bank, the IMF with
the Union of Arab Banks (UAB),
and the Association of Supervisors
of Banks of the Americas (ASBA).
Results from these surveys indicated
that smaller jurisdictions in Africa,
the Caribbean, Central Asia, and
Europe have been most affected.
http://documents.worldbank.org/
curated/en/534371468197058296/
Fact-finding-summary-from-
de-risking-surveys; http://www.
asbaweb.org/E-News/enews-44/
Docs/banksup/02banksup.pdf

2

The FSB action plan on actions

to assess and address the decline
in correspondent banking
included to: further examine of
the dimensions of the decline and
implications for financial inclusion
and financial stability; clarify
regulatory expectations, including
more guidance by the Financial
Action Task Force (FATF); support
domestic capacity-building in
jurisdictions that are home to
affected respondent banks; and
strengthen tools for due diligence
by correspondent banks. http://
www.fsb.org/2015/11/report-to-
the-g20-on-actions-taken-to-
assess-and-address-the-decline-in-
correspondent-banking/

3

The Governors of the BIS Economic
Consultative Committee (ECC)
mandated the Committee on
Payments and Market Infrastructures
(CPMI) to produce a technical
report on CBRs describing current
trends and analysing potential
measures to alleviate some of the
concerns and cost issues related

to correspondent banking. (BIS
CPMI, 2016, Correspondent Banking,
www.bis.org/cpmi/publ/d147.

pdf). IMF staff produced a staff
discussion note highlighting the
key issues, evidence to date, and
outlining the role for policy action
(Erbenova, Michaela, Yan Liu,
Nadim Kyriakos-Saad, Alejandro
Lépez-Mejia, Giancarlo Gasha,
Emmanuel Mathias, Mohamed
Norat, Francisca Fernando, and
Yasmin Almeida, 2016, ‘The
Withdrawal of Correspondent
Banking Relationships: A Case for
Policy Action,” Staff Discussion
Note (SDN/16/06), Washington:
International Monetary Fund,
available at: https://www.imf.org/
external/pubs/ft/sdn/2016/sdn1606.
pdf)

Factors leading to global banks’ withdrawal of CBRs are multiple,
interrelated, and vary case-by-case. In general, decisions to terminate
CBRs, reflect correspondent banks’ assessment of the profitability and
overall risk of the relationships. Banks decisions to terminate CBRs often
relates to the correspondent bank’s lack of confidence in the respondent
bank’s capacity to effectively manage risk, as well as profitability
considerations or a combination of these two elements. Recent changes
in the regulatory and enforcement landscape have contributed to

this phenomenon, notably with respect to more rigorous prudential
requirements, economic and trade sanctions, anti-money laundering and
combating the financing of terrorism (AML/CFT) and tax transparency
standards.

Recent analysis of trends in CBR withdrawal suggests that economic
activity has been largely unaffected so far even in the countries where CBR
withdrawal has been the most significant. The macroeconomic impacts

of CBR withdrawal to date have been less severe than initial indications
based on survey data (World Bank (2015)). So far, cross-border payments
have remained stable and economic activity has been largely unaffected,
despite a recent moderate decrease in the number of CBRs. Countries’
ability to put in place alternative arrangements largely explains why
economic activity has been largely unaffected even in the countries where
CBR withdrawal has been the most significant. Many CBRs have been
maintained (albeit at a higher cost) or alternative arrangements have been
put in place, including through the increasing use of nested CBRs, when
the CBR is used not only by a respondent bank’s customers, but also by
other banks and financial institutions to process the payment flows of their
clients.

However, the pressure on CBRs has increased financial fragilities in some
economies, which could undermine affected countries’ long-run growth
and financial inclusion prospects. Some of the alternative arrangements
(e.g., increase use of nested CBRs, or concentration of activities into

one CBR) may not address the underlying drivers of CBR withdrawal

and thus are potentially providing a respite only in the short term. Due

to consolidation within the industry, CBRs have also become more
concentrated, meaning that the same value of transactions is conducted
via fewer CBR corridors. This has made the CBR network more vulnerable
to shocks. The search for low-cost alternatives for money transfers could
result in migration of activities outside of the regulatory perimeter, thereby
increasing financial instability and AML/CFT risks. Finally, financial access
could also be restricted if banks had to close their business lines due to
the lack of alternative arrangements or due to higher costs of maintaining
CBRs (e.g., due to AML/CFT compliance requirements).

Recent trends in CBR

From a global perspective, analysis by the CPMI shows that the loss in
CBRs has been limited*. Aggregated data from the SWIFT database,
covering both capital and current account transactions indicates that

the number of active correspondents has declined by 5% between 2011
and 2015 (Figure 5). In the same period, the value of transfers via CBRs
remained broadly stable. On the other hand, the volume of CBRs, which
indicate the number of transactions, grew by almost 30% over the same
period. While price and composition effects can distort these figures, the
overall magnitude of changes does not indicate major loss in CBRs at the
global level.
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Figure 5: Correspondent payments (gross and index values, respectively)

3500

3000

2500 /

2000

1500 /-\/

1000 /

>
500
o T T T T T T T T T T T T T 1
= 8 5 3 8 858885 85z
o 5 o M Y ey
© 9 o) o S o ST IS e 2 9
N I & Q « S I I Q N N N N N

== \/olume
(gross amount
in millions, LHS)

Value (index of
3-month moving
average, RHS)

Number of AC
(index of 3-month

moving average, RHS)

120

15

110

105

100

95

90

85

Index data reflect end-December values (with 2010, the first available data point, as base year).

Volume reflects number of sent and received transactions. Value reflects nominal values

converted to US dollars using daily exchange rates.
Source: SWIFT Annual Review, CPMI Correspondent Banking 2016.

Countries facing civil unrest or conflicts, under adverse economic
conditions and small states have been more strongly affected by the
withdrawal of CBRs. Based on SWIFT data, declines in the number
of active correspondents and the value of transfers via CBRs have
been the most significant in countries facing civil unrest or conflicts

(Republic of Yemen, Syria, Ukraine), advanced economies that underwent

an economic crisis (Cyprus, Greece), and small fragile states in the
Caribbean, Pacific or Africa (Figure 6). This suggests that in many
circumstances CBR losses are a consequence of broader political and
post-GFC macroeconomic conditions.

Although the impact on remittance and trade flows® remains limited,
pressure on CBRs may have contributed to an increase in the cost of
remittances. In 1 out of 5 countries remittances amount to close to 10%
of GDP, which implies that remittances represent a potentially strong
transmission channel from CBR losses to the macro-economy. Based on
the World Bank Remittances Prices Worldwide database, the downward
trend in the cost of remittances, which has been observed since 2011,
came to a temporary halt in 2015 (Figure 7). The increase in remittance
costs has been stronger in jurisdictions where CBR losses were more
severe, including countries in the Pacific (Samoa, Vanuatu), East Asia
(China, Vietnam), Central America (El Salvador, Guatemala, Honduras,
Jamaica, Mexico, Nicaragua, Panama), South Europe (Turkey), and

the Middle East (Egypt, Jordan). The correlation with the total value

of remittances flows, however, was limited as alternative channels for
remittances remained available.
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Hard data on CBR activities is
scarce and thus the analysis
used three major sources

of information. SWIFT data,
which contains the exchange
of transfer messages, including
payment information and
settlement instruction, is a
superior data source. The
aggregate SWIFT data cover
single customer payments and
general financial institution
transfer (remittances and
trade financing) and provide
information on the number

of active correspondents,

the total value of transfers

and the number of transfers
(volume). An additional source
of information used was the
World Bank Remittances Prices
Worldwide database, which
combined with the SWIFT

and remittances flows data
helped to investigate the pass-
through of CBR pressures to
remittances costs and flows.
Given the lack of hard evidence,
the analysis also looked at
information gathered by IMF
country teams.



Figure 6: Value and number of active correspondents, 2012-2015 gains and losses, in %
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Empirical evidence regarding
the impact of CBR withdrawal
on trade financing is limited.
Trade financing requires
extensive information
provisioning by both seller
and buyer, and thus, the costs
of due diligence by banks is
less cumbersome and less
costly. Thus, CBR withdrawal
might have less impact on this
specific service line. See IMF
(2017).
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The impact on the cost of remittances has been moderate to date and
appears to have been temporary. In 2015, when the rise in costs was the
strongest, only 5% of all countries in the sample experienced an increase
in costs of more than USD 2 on a USD 100 transfer. At the same time, in
most cases, the initial increase in fees did not last and was followed by

a period of decline, offsetting the initial adverse impact on remittances.
The fact that remittances costs resumed their downward trend observed
before 2014 might reflect the importance of continued financial
innovation in determining the evolution of transfer costs.
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Figure 7: Change in cost of remittances by recipient countries (2012-2016 Q3)
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Source: IMF (2017).

Note: Calculations based on World Bank Remittance Prices Worldwide database. Costs of transfer of USUSD 200, in less
than an hour. Fixed sample composition. Weighted across source countries using bilateral remittance values. Country
sample restricted by availability in the combined database (CPMI 2016, World Bank Remittances Prices Worldwide, World
Bank Migration and Remittances Database) used in the analysis.

IMF staff‘s assessments indicate that CBR pressures have so far had a
direct impact on only a limited number of countries financial systems.
The withdrawal of CBRs was discussed with 49 member countries
between 2015 and 2016, where this issue was deemed macro-critical or
where the discussion was agreed with the countries. The coverage of CBR
issues across Article IV consultations highlights similar regional pockets
of CBR withdrawal as identified in the surveys, namely in the Caribbean,
the small islands of the Pacific, the Middle East and North Africa (MENA)
region, Central Asia, and Africa. In these cases, staff found that CBR
withdrawal has had a moderate or no significant impact on the financial
system in 23 countries, and an adverse impact in 4 countries (Belize,

Iran, Liberia, and Sudan). No country team quantified a macroeconomic
impact, but several stressed the need for careful monitoring as a more
significant loss of CBRs could have negative implications for the economy
in the future.
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Going forward

References Addressing the withdrawal of CBRs will take time and would require
IMF, 2017, ‘Recent strengthened, coordinated and collective action on the part of public and
Trends in Correspondent private stakeholders. Given that the economic impacts from pressure on

Banking Relationships—
Further Considerations’,

CBRs are not imminent in most cases, policy measures in most countries

www.imf.org/-/media/ should be preventive and focus on medium to long term solutions. The
Files/Publications/ first port of call for all countries concerned with the withdrawal of CBRs

PP/031617.ashx

includes measures to enhance respondent banks‘ capacity to manage

risks, improve communication between correspondent and respondent
banks, strengthen and effectively implement regulatory and supervisory
frameworks in line with international standards, particularly for AML/
CFT, and remove impediments to information sharing. Other initiatives
to address the underlying drivers of CBR withdrawal, particularly those
related to correspondent banks’ profitability and risk assessment
concerns, should be considered, though they tend to have more limited
impact. In the event of a complete loss of CBRs by all commercial banks
in a country, the public sector should also consider the feasibility of
temporary mechanisms, including public-backed vehicles, to provide
payment clearing services.

EDITORIAL COMMENT: SELECTED STRATEGIC AND TACTICAL IMPLICATIONS

Strategic implications

Correspondent banking networks have been
indispensable in facilitating global commercial

and financial activity, from large value financial
settlements to low value, but critically important
remittances, for many years. As with many bilateral
networks, they require continued maintenance,
both in terms of infrastructure and counterparty
risk management. The current risk-reward equation
has fundamentally put into question the viability of
traditional correspondent networks, with the cost
of maintaining even a basic relationship reportedly
increased by 500% or more. Adverse financial and
reputational consequences arising from compliance
failures by correspondents are difficult to measure,
and could be catastrophic.

The current make-up of many of these networks,
even following material global consolidation, is
probably unsustainable over the longer term; but
technology, particularly in the form of advanced
robotics, coupled with regulatory initiatives such
as the Global Legal Entity Identifier, have the
potential to enhance and transform them. Global
correspondent banks will provide the necessary
investment, given conducive regulatory regimes.

Financial institutions seeking to remain active in
trade and trade financing, or to significantly grow
cross-border business, will benefit from a strategic
review of existing correspondent relationships,
disciplined focus on reciprocity and ongoing
advocacy about the importance of correspondent
networks in trade.

Tactical considerations

Rising regulatory and compliance costs, coupled
with the need to meet growing demand for
correspondent services in developing economies
is widening the fault lines running through
traditional correspondent banking services. Hence
the increased urgency in finding a way to bridge
these conflicting pressures. A dialogue between
current service providers (principally global banks),
technology companies and regulators, is of the
essence.

Such a dialogue, based on mutually informed
perspectives and objective data, ought to be
guided by the observations and insights articulated
by IMF Managing Director Christine Lagarde in
June of 2016, in remarks delivered to the US Fed,
and immediately endorsed by the ICC and the ICC
Banking Commission.
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Evolving trade flows and trade
corridors, reconfiguration

of global supply chains and
sourcing patterns

BOSTON CONSULTING GROUP

Trade’s geo-political centre is shifting

east, with China, the EU and Japan Authors
- J d Porter, Ravi H |
stepping up as the US changes tack. e e e, BEE

Figure 8: Historical global trade flows
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Belt and
Road
Initiative

Belt and Road Initiative
(B&R) is China’s
overarching trade strategy
to link Europe and Asia, as
well as Africa and Oceania,
via two routes - one
overland and one maritime.
With investments in OBOR
countries expected to reach
USUSD 1.6T, it is arguably
the largest overseas
investment drive by a single
country. It aims to provide
next wave of growth to
China and connected
economies via robust trade
infrastructure that opens
new supply routes and
changes the transportation
economics of supply
chains. The OBOR strategy
refers to:

* The Silk Road Economic
Belt (covering countries
situated along the
historical Silk Road), and

* The Maritime Silk Road
(focused on trade in the
South China Sea, South
Pacific Ocean and Indian
Ocean),

but the term is often used
to include the China-
Pakistan Economic Corridor
and the Bangladesh, China,
India, Myanmar Economic
Corridor as well.

Trade flows saw considerable growth in the early and mid-2000s rising
from USD 6.3 trillion to USD 15.6 trillion between 2000 and 2008.
However, following the Global Financial Crisis (GFC), such growth has not
yet returned. Moderate growth between 2011 and 2014 saw trade flows
hit a new high of USD 18.1 trillion. This trend reversed and trade flows
contracted to USUSD 15.8T by 2016, back to near pre-crisis levels. This
contraction was driven mainly by commodity prices as volumes remained
relatively steady. Potential challenges to growth in the next few years
include slower growth in world GDP and a slowdown, or even retreat
from, globalisation.

The US changes tack

Trade flows involving the US recovered steadily post-GFC from trade
flows of USD 2.4 trillion in 2009 to USD 3.7 trillion in 2014, then
contracted to USD 3.4 trillion in 2016.

The US has pulled away from its role as the global champion of liberal
trade policy and multilateral trade deals to focus on bilateral trade deals
that, it believes, will provide fairer terms. It has pulled out of the Trans-
Pacific Partnership (TPP), but has not withdrawn from trade dialogue

in the Asia Pacific all together - a US delegation attended China’s

recent Belt and Road Initiative summit. While the US may succeed in
negotiating pro-US bilateral agreements, it is also offering other major
markets, notably China, the EU and Japan, an opportunity to step up as a
champion of globalisation and capture the next wave of growth.

Asia is taking centre stage

Trade flows involving the Asia Pacific continued to grow strongly
post-GFC from USD 7.1 trillion in 2009 to USD 11.9 trillion in 2014, and
contracted to USD 10.6 trillion in 2016.

China is investing heavily in promoting trade growth. Its ambitious
OBOR strategy could boost China’s growth and provide an answer to the
uncertain and slower global trade environment. However, OBOR faces
some challenges; from lack of commercial imperatives behind projects,
to investment in traditionally unstable trade routes, to stalled projects
and discussions. Foreign direct investment in OBOR initiative countries
fell 2% in 2016, and early evidence from 2017 suggests the slowdown is
continuing. The withdrawal of the US from the TPP has also increased
the importance of the Regional Comprehensive Economic Partnership
(RCEP), and China is the largest participating economy by far.

Growth of trade involving China is also a good sign for documentary
trade products. The Chinese government tends to favour documentary to
open account trade as it is easier to track actual imports and exports and
detect capital flight.

Japan, Australia and New Zealand are leading efforts to salvage a TPP
without the US. However, the loss of access to US market - a major
benefit under the deal - may prompt other parties to reconsider their
positions. Japan’s TPP push signals that China is not the only Eastern
power that can counterbalance the US’s turn inwards, and that large
economies have alternatives to unfavourable bilateral agreements with
the US. Japan also recently concluded the 18th round of free trade talks
with the EU.
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The EU has potential, but is preoccupied
with internal issues

Trade flows involving the EU were slower to recover post-GFC, growing
from USD 8.8 trillion in 2009 to USD 11.6 trillion in 2014, before falling to
USD 10.2 trillion in 2016.

The EU is the world’s largest trading block, but it has been noticeably
quiet on the trade policy front. Internal pressures may be taking
precedence: Greece, Spain and ltaly; Brexit; immigration challenges.
One positive development is the European Parliament passing the
Comprehensive Economic and Trade Agreement (CETA) with Canada in
February 2017; although the agreement still needs to be approved by EU
national parliaments.

The BCG Trade Finance Model predicts a positive
outlook for trade flows and trade finance revenues

To understand how these geo-political trends are playing out in practical
terms, we applied BCG’s Trade Flows and Trade Finance Revenue Pools
Model (BCG Trade Finance Model). The outlook is positive, with a return
to growth in 2017.

The BCG TF model predicts trade flows will grow at around 4.3% per
year, from USD 15.8 trillion in 2016 to USD 18.7 trillion in 2020.

The BCG Trade Finance Model’s base scenario predicts trade flows will
grow 4.3% per year to pass the 2014 peak of USD 18 trillion in 2020.

The rate of increase in trade flows will be highest in the southern trade
corridors, with corridors between Africa and Latin America (10.4%),
Africa and the Asia Pacific (9.0%), Asia Pacific and the Middle East
(8.5%) and the Middle East and Latin America (8.1%) adding USD 503
billion. However, the core drivers of overall growth will be inter-regional
trade within the Asia Pacific (adding USD 697 billion) and within Europe
(adding USD 435 billion), and trade between the Asia Pacific and Europe
(adding USD 320 billion).

The BCG Trade Finance Model’s bull scenario predicts growth of 6.1% per
year to USD 20.0 trillion in 2020. The bull scenario assumes higher world
GDP growth, a swift recovery in commodity prices, an engaged US, a
version of the TPP (ex-US), and Britain trading on EEA member terms.

The BCG Trade Finance Model’s bear scenario predicts a return to growth
of 2.4% per year to USD 17.3 trillion in 2020. The bear scenario accounts
for lower world GDP growth, continuing depressed commodity prices,
increasing nationalism and protectionism in major economies, and UK
trade on WTO terms post-Brexit.
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Figure 9: Global trade flows showed sustained growth across regions from 2009 to 2014,
where it peaked at USD 18.1 trillion in value
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Figure 10: Global trade flows contracted from 2014 to 2016, with global trade falling back
to USD 15.8 trillion in 2016
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Figure 11: Forecast trade flows based on BGC Trade Finance Model
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The BCG TF model predicts Trade Finance revenues outpace flows,
growing around 4.7% per year, from USD 36 billion in 2016 to USD 44
billion in 2020, due to growth in higher documentary trade markets.

Between 2014 and 2016, revenues from trade finance fell from USD

41 billion to USD 36 billion as trade flows contracted and product mix
shifted from traditional documentary trade finance products (e.g., Letters
of Credit) into simpler, cheaper open account transactions. Increased
legal certainty, the ease of international communication, and more
information on counterparties are driving increased confidence in non-
documentary trade. Prices of trade finance products remained broadly
stable, although with some evidence that banks are passing on some
compliance-related costs to customers through slight upward pricing
adjustments.

Again, the future looks brighter, with a return to growth. The BCG Trade
Finance Model’s base scenario predicts growth in trade finance will
slightly outpace growth in trade flows and reach USD 44 billion in 2020.
While documentary trade as a percentage of trade flows is assumed to
fall slightly, strong growth is occurring in trade flows in the Asia Pacific,
Middle East and Eastern Europe, where documentary trade is higher and
providing an offsetting effect.

The BCG Trade Finance Model’s bull scenario predicts trade finance
revenues will grow at 6.0%, on par with trade flow forecasts, to USD 46
billion in 2020. In this scenario, trade risk declines, along with usage of
documentary trade products.

The BCG Trade Finance Model’s bear scenario predicts growth in

trade finance revenues of 3.4% per year to USD 42 billion in 2020. In
this scenario, risk in trade remains high and heavy documentary trade
markets provide a greater share of growth, halting the historical decline
in documentary trade usage which has contracted 4% per year.
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Figure 12: Global trade flows expected to growth from 2016 to 2020, reaching USD 18.7 trillion
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Figure 13: Forecast trade finance revenues based on BCG Trade Finance Model
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Figure 14: Decomposition of growth in trade finance revenues based on BCG Trade Finance model
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BCG’s Trade Flows and Trade Finance Revenue
Pools Model (BCG Trade Finance Model)

BCG'’s proprietary Trade Finance Model predicts e Triangulation with public sources
the value of future trade flows, trends in pricing and
impact of key regulations. To do this, it uses the
following inputs:

The model predicts trade flows in individual trade
corridors, split into over 50 sub-commodities
and goodes. It also provides bull, base and bear

Macro-economic factors (e.g., GDP growth and scenarios using different assumptions on general
commodity prices) macroeconomic conditions, commodity prices, and
« Summarised inputs for a set of businesses specific macroeconomic and political shocks.
(specific MTs) from SWIFT Trade finance revenue pools are predicted by
¢ Insights from industry experts combining trade flows with product share and
+ Insights from BCG senior advisors pricing factors across five major trade finance
and experts on trade finance products: Letters of Credit, Documentary

Collections, Performance Guarantees, Facilitated

Open Account, and Commodity Structured Trade
¢ Inputs from various central bank Finance.

and government sources, and

* Trade flow data from UN Comtrade
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Figure 15: Expected loss of trade finance and other asset classes, 2008-2015
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Trade finance is an attractive, low-risk asset
but compliance costs and risk are growing

Credit risk of trade finance products remains low

The ICC’s Trade Register Report provides a global view of the credit risk
profiles of Trade and Export Finance transactions. The 2016 Register
confirmed that the risk profile of Trade Finance assets is favourable to
comparable asset classes, such as corporate and SMEs lending. Trade
Finance products present banks with short average maturities, little
credit risk, and low default and loss rates. These characteristics have
been recognised by major risk underwriters in the insurance industry
that are actively adding liquidity to trade financing. Major trade banks
have shifted to ‘originate & distribute’ models to improve overall financial
return metrics for the banks.

While short-term trade finance products showed a slight uptick in
defaults from 2013-15, default rates remained low across all products and
regions.

Trade finance compliance costs risks are growing

Regulation of cross-border transactions continues to increase, along with
a lack of cross-market regulatory harmonisation. This drives increasing
compliance costs and risks in trade finance as banks adapt to comply
with a growing and changing set of regulations covering sanctions, trade
embargoes and anti-money laundering, which can result in material fines
if breached.
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Trade finance practitioners are innovating
to reduce costs and create profit growth

Trade finance practitioners report that the margin pressures described
above, and customer demand, are directing them to focus on efficiency
and embrace new digital technologies such as artificial intelligence, smart
contracts and other blockchain-based solutions. BCG analysis shows an
opportunity for industry-wide cost reductions of USD 2.5-6 billion over
three to five years. A two-pronged approach is required; automating
today’s paper-based processes, while investing in collaborative solutions
that digitise information exchange and transactions. Banks also need

to innovate to grow by using advanced analytics and big data to better
understand supply chains and unlock network value.

Figure 16: Digital transformation in trade represents ~ USD 2.6-6 billion
savings opportunities (up to 35% over 3 to 5 years)
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Intelligent Emerging ~USD 8-13
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Global Trade Ops o . e.g. e-docs and
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cost base . . electronic bills C L.
intelligence . and distributed base after
of lading [
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20-35%
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Source: BCG analysis

Banks are using Intelligent Optical Character Recognition (OCR) to create
a digital ringfence and automate paper based processes

To date, two challenges have prevented increased automation. Firstly,
fragmentation and variation in tech adoption has stymied coordinated
digital solutions so most trade finance transactions remain paper based.
Secondly, compliance behaviours, that automated systems need

to detect, evolve constantly.

Advances in artificial intelligence (Al) have helped overcome these
obstacles to some extent. Intelligent OCR can quickly and accurately
digitise incoming paper documents, allowing banks to create a digital
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ringfence (collaborative e-document solutions also provide an answer
Intelligent @ when adopted by both banks and customers, although take-up has been
Optical slow). Al programs can mimic a human’s ability to learn from experience,
Ch t adapt and make decisions in changing conditions, and raise an alert when

arac er they confront something unfamiliar, rather than take the wrong action.

Recognition _ ) .

Intelligent automation can also help banks to reduce compliance
Intelligent OCR can scan risks. Firstly Al solutions have demonstrated that they are faster, more
unStruc.tured docur.nents’ consistent, and more accurate than humans at detecting compliance
recognise text and input ] X . . K .
vallues ke bedcand felcs. risks. Secondly, reducing the cost base of this previously labour intensive
The technology can read process may allow banks to bring high-value compliance processes back
prmteq and handwrltten onshore for better quality and oversight.
text with a high degree of
speed and accuracy, and Banks are participating in collaborative blockchain and smart contract

match text to specific fields
by learning document types
based on visual layout and
textual characteristics.

pilots to automate Trade Finance information exchange and transactions

Information on any trade finance transaction is currently spread across

Typically, only around 25% the files and information techonolgy systems of multiple parties, which is
of raw documentation is inefficient and risks inconsistencies. Distributed ledger technologies
relevant, Whli_Ch m?a”‘? (e.g., blockchain) have the potential to enable the exchange of reliable
OC.R.Can.de.'ver significant trade information in a digital form. Smart contracts on the blockchain
efficiencies in data sorting . )

and entry. platform can automate the execution of payments when pre-defined

conditions are met.
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Figure 17: Digitisation of internal operations can be accomplished via OCR and forming ‘digital ringfence’
around operations
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Major trade finance banks are investing in distributed ledger and smart
contract solutions, and some have already trialled them. Challenges

for any solution include collaboration across a fragmented industry,
security concerns, infrastructure compatibility, and regional variation in
regulations.

Banks are using big data and advanced analytics to understand customer
supply chains and capture a larger share of network value

Banks already have a lot of data on their customers and the value chains
in which they operate. Yet, they can learn a lot more from this data to
give them an edge in sales and pricing. For example, customer data can
be used to better understand transaction risks and the propensity of
players in the value chain to need their products. This data can also help
banks to reduce compliance risks by detecting irregularities in supply
chains.

Much of the data held by banks, or accessible to them, is dispersed and
unstructured. Banks will need to invest in big data and advanced analytic
solutions to unlock he value of this data and reveal opportunities for
growth. One solution is to co-operate with FinTechs that can provide

the data. For example, a major trade finance bank is partnering with a
FinTech to launch a working capital finance product on the FinTech’s
supply chain management platform. Using data supplied by the platform,
the bank will offer products further down the supply chain, and more
easily assess the credit risk of potential customers based on their supply
contracts and invoices.

Innovations such as the Internet of Things
(loT) and 3D printing will have disruptive
consequences for Trade Finance

The exponential increase in data generated by the loT has exciting
implications for supply chain management. In future, the 10T could track
trade by pallet and from door-to-door and provide real-time information
to exporters and importers on the location and condition of goods.

This will greatly reduce the risks involved in trade, and disrupt the value
proposition of traditional Trade Finance products. Along with blockchain
solutions, the data generated by |oT will reduce barriers to entry. The
underserved SME sector, with a USD 1.2 trillion to USD 2.6 trillion credit
gap, may be fertile ground for FinTechs. Trade Finance practitioners
should also keep an eye on the further disruptive potential of Industry
4.0. The ability to produce goods on demand and on location with 3D
printers may reduce trade flows in end products. These physical trade
flows will be replaced by trade in the intellectual property rights for the
code-containing designs used by 3D printers. Industry 4.0 is also likely
to disrupt trade flows in commodities, which will be required to supply
production in more locations and in reduced volumes. When combined
with the effects on commodity trade of increased local production of
renewable energy, global flows of end goods and commodities could look
radically different in the next 10-20 years or so.
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Industry 4.0

Intelligent OCR can scan
unstructured documents,
recognise text and input
values into back-end fields.
The technology can read
printed and handwritten text
with a high degree of speed
and accuracy, and match text
to specific fields by learning
document types based on
visual layout and textual
characteristics. Typically,
only around 25% of raw
documentation is relevant,
which means OCR can deliver
significant efficiencies in data
sorting and entry.



BCG’s perspective on five actions that trade finance banks can

take to increase profitability and position for the future

- Position your trade finance strategy around the
right trade corridors to take advantage of

changes in trade activity.

- Continue to streamline your core trade finance
processes by using continuous lean optimisation

to reduce unit costs.

- Be involved in collaborative trade finance
solutions by investing in innovation and taking

part in pilots (e.g., blockchain, smart contracts).

- Develop a big data and advanced analytics
strategy to better understand the supply chain

networks that you serve and capture a larger
share of network value

- Take advantage of progress in Intelligent OCR
and Al automation to create a digital ringfence
around your trade finance operations and
automate labour intensive back-office processes.

EDITORIAL COMMENT: SELECTED STRATEGIC AND TACTICAL IMPLICATIONS

Strategic implications
Shifting geopolitical dynamics
and starkly opposing views on a
way forward through multilateral
versus bilateral engagement,
protectionism versus open trade
and unilateral self-interest versus
a more global and inclusive
approach - these differing
worldviews directly impact
strategic priorities and direction
around international commerce
and trade-related financing. A
related shift in political influence
and global positioning, with
significant shift toward China,
has already begun to shift the
landscape and context.

With the Trans-Pacific Partnership
at risk,

or at best likely to proceed
without US involvement, China’s
OBOR strategy stands out as a
major initiative with potentially
transformational implications

and the very real prospect of
reshaping trade corridors and
supply chains around the world.

Trade specialists and trade
finance executives have both an
opportunity and an obligation to
help better advocate for trade,
international engagement and

the critical role of financing in
enabling cross-border commerce.
This is an important moment

to champion international
engagement as a pathway

to growth and inclusiveness,

and a key point at which to
continue advocating for effective,
appropriate and risk-aligned
oversight and regulation of trade
and financing activity, both under
current supply chain and corridor
configurations, as well as under
evolving

post-OBOR contexts.

Tactical considerations
Continuing regulatory and
compliance costs, coupled with
the need to meet persistent levels
of demand for trade finance

and SCF - including aspirations
to address large amounts of
annual unmet demand - must
create urgency in the attempts
of trade bankers to assure the
sustainability of their businesses
and the continuing value of their
financing and risk mitigation
propositions.

It is clear that complacency

around long-established trade
finance instruments and practices,

no matter how robust, is no
longer a viable approach and
that material changes will either
be conceived and deployed by
practitioners on a proactive basis,
or they will be demanded by
end-clients, and then become a
problem for industry leaders to
address in crisis management
mode. Creative strategic alliances,
the application of effective
transformational technologies
and the development of
comprehensive suites of solutions
across complex supply chains will
inevitably be part of the tactical
considerations of trade finance
providers over the near term.

Equally, those entrusted with
running economically important
trade finance businesses must
look beyond cost-control

to revenue generation and
investment in their businesses,
and must by implication
become increasingly adept at
championing trade finance within
financial institutions whose
executives often have, at best,

a cursory appreciation for the
nature and value of this esoteric
form of financing and risk
mitigation.
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ICC Global Survey on Trade
Finance and Supply Chain
Finance 2017

RESULTS AND ANALYSIS

Survey respondents

This year’s edition of the industry’s most comprehensive survey on
trade finance trends gathered 255 responses from banks located in 98
countries. Industry leaders and influencers were surveyed in the period
from March through May 2017, on their banks’ trade finance and supply
chain finance business during the calendar year 2016. In the spirit of
providing clear value-added to our readership, to ICC and Banking
Commission members and to the international trade and trade financing
community at large, respondents were asked to share their views on
notable current and future developments shaping their organisation’s
trade finance activities, and by extension, the next generation
architecture for trade and trade finance.

It is worth pointing out that this year, the questionnaire was reconfigured
with the specific objective of collecting data points and insights

across specific aspects of the trade finance and SCF business, in close
consultation with our newly established Editorial Board.

The survey, in combination with this report, has been designed to provide
wide-ranging context and analysis, consideration of policy and advocacy

activities linked to trade and finance, as well as specific commentary on o o
. > as well as sp nentary This is the
the transformational developments in financial technology digitisation of
trade and the role of non-banks in financing international commerce. ll'ldllStI'Y’S most
The survey sent to respondents this year was enhanced in design and comprehensive

usability and specifically structured to obtain data and perspectives on
key areas of trade finance and supply chain finance, including:

survey on trade
finance

- Strategy

- Operations

- Sales

- Product development

Although the survey population changes every year, the geographic
breakdown of participating banks remains quite consistent year over
year. As such, the banks most represented are in Asia (28%) and Western
Europe (25.5%). The significantly higher participation of banks in Asia in
this edition (Figure 18) compared to 2016 (18%) is positive and enforces
the representativeness and alignment of this trade finance study with the
reality that supply chains are often anchored in Asia, with large numbers
of suppliers based in the region. This also aligns with Asia’s share of
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global trade and supply chain flows reflected in various trade corridor
analyses and in data pools related to the region. Very notable in this
edition are the proportionately lower participation of banks from North
America (4.9% compared to 12% in 2016) and the higher participation of
Russian banks (2.3% compared to 1.2% last year).

The number
€ numbe Rethinking Trade and Finance is a flagship publication of the ICC and of

of countries the Banking Commission, and at its inception in 2009, was a ground-

covered by the breaking pub.llcatlon inits focus on trade and trade .flnancmg. Since
then, the subject of trade finance and the fast-growing area of supply

Global Survey chain finance have garnered attention from numerous political, business,

academic and international institution circles.

This new-found interest in trade finance and SCF as critical enablers

of trade has been very positive in many respects, but is anecdotally

said to contribute to a degree of “survey fatigue” among trade

finance practitioners and providers in particular. This reality may have
contributed in part to lowering the number of responses received in the
current edition - an issue that we will be reviewing in preparation for the
2018 edition of the survey and report. Relatedly, and in an effort to bring
findings to market earlier in the year, the survey was made available for a
shorter period than was previously the case.

The strategic value and robustness of the data, analysis and conclusions
remain clear and demonstrable, and remain in line with the standards

of quality set by past editions of this report, as well as by other Banking
Commission and ICC publications.

Figure 18: Location of survey participating banks

Al

Western Europe [ 25.5%

Developing Asia

(excl. India and China) 13.3%

IONVNI4 NIVHD

Middle East and North Africa 9.5%

Sub-Saharan Africa [ 8.0%

Central and Eastern Europe 8.0%

0
)
>
O
m
>
z
O
%]
<
e
h
<

Advanced Asia (Hong Kong,
Japan, Korea, Singapore)

China | 4.9%

North America 4.9%

6.8%

Central America
and the Caribbean 4.6%

Other CIS 3.8%
India 3.0%
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As noted earlier, the majority of survey respondents are based in
Western Europe and Developing Asia, reflecting a combination of key
trade corridors, buyer/supplier relationships and ecosystems, as well as
the critical mass of trade finance providers operating in those regions.
Important sectoral flows such as commodity trade activity links directly
to both areas of the world, either as sources of commodities, or as hubs
of financing and risk mitigation provision aimed at facilitating commodity
trade.

The profile of respondent banks is reflected in part through data
collected around the operational characteristics of survey participants.
The structure and deployment of operations units in traditional trade
finance businesses (often organised under transaction banking units and
covering Documentary Credits, Collections and Guarantees/Standbys)
reflect the profile of participant banks.

The largest share of participating banks corresponds to those with
operations presence in a number of countries, but in one geographic
region, which we will refer to as regional banks (57.6%), followed by
global banks with operation centres worldwide (28.6%), and smaller
single country banks comprising almost 10% of the pool of respondents.
Almost 4% of participating banks do not have dedicated trade finance
operations centres, though they report having processed between 26 and
250 trade finance transactions in 2016 (Figure 19).

The post-crisis environment reflects a consolidation and reduction in
cross-border activity, including trade finance, by numerous banks around
the world and this, coupled with on-going efforts to digitise trade-related
documentation, and automate some of the operational activity and
decision-making, combines to result in a significant level of centralisation
and concentration of trade operations capability.

Another criterion for assessing the type of participating bank in the study
was the number of employees involved in the selling, processing and
delivery of trade finance products and solutions globally (Figure 20).

Figure 20: Number of employees involved in trade finance operations

>501 15.3%

401-500 1.2%

301-400 3.5%
51-150 26.7%
<50 40.0%
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Source: ICC Global Survey on Trade Finance 2017
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Figure 19: Trade finance
operations structure
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Volume of trade
enabled by
trade financing

More than a third of our respondents are banks with a small number of
employees involved in trade finance, reporting that 50 people or less
contribute to the delivery of trade finance. 40% of respondents employ
between 50 and 300 dedicated trade finance professionals and 20%
employ over 300 people globally for trade finance solutions.

The financing of international trade is a highly specialsed form of
financing, with a historically limited profile within most financial
institutions, and with a limited pool of competent talent to draw from.
Trade finance, particularly traditional trade finance, is a business that
exhibits high rates of market share concentration among the top bank
providers, thus it is unsurprising to find that just over 15% of respondents
maintain operations capacity of 500 staff or more.

The cost, complexity and operational risk involved in sustaining a trade
financing capability has long motivated banks for which trade is a non-
core business, to outsource the operations function to larger providers
with proven competencies and track records in the business. Considering
this latter reality, together with the fact that trade finance is often seen
as an effective entry point into desirable client relationships, it is likewise
reasonable to find that 40% of respondents maintain a complement of
less than 50 staff with a trade finance remit.

This distribution reflected in the 2017 survey responses aligns well with
the current global reality, and thus suggests that the survey results
should provide a clear window into the business of financing international
commerce, starting with traditional trade finance, which still underpins
about 10% of merchandise trade flows and extending into fast-evolving
SCF.

Trade finance: trends, strategy and evolution

Trade activity observed over the last several years has been anaemic,
and persistent questions remain as to whether or when trade will again
become a force of forward momentum in the global economic system.
Analysts and practitioners are looking for leading indicators to identify
the point at which trade growth will again outpace global GDP growth,
and thus reclaim its place as a driver of economic growth.

Even as some hint of such developments is observed in various parts of the
world, it is clear, and increasingly widely acknowledged, that trade cannot
for the most part take place without trade finance or SCF. The World

Trade Organization and others suggest that as much as 80% of annual
global merchandise trade is enabled through some form of trade financing,
including both traditional trade finance and SCF, and encompassing both
financing and a range of risk mitigation solutions.

With the majority of trade now conducted on open account terms, SCF is
clearly the high-growth area in financing cross-border commerce, though
traditional trade finance has been shown through various analyses to
remain key to USD 1.5-2 trillion in annual merchandise trade, or roughly
10% of those trade flows over a period of numerous years.

Traditional trade finance remains important and relevant despite the
long-professed disappearance of the Documentary Letter of Credit.
While there was some sift evidence of a return to traditional mechanisms
at the peak of the global financial crisis, there remains a disparity of views
in industry, about the direction in which this most mature of business
practices is heading.
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Practitioners and clients alike will affirm the continuing value brought to
international commerce by the traditional mechanisms of trade finance,
yvet nearly 80% of survey respondents express the view that traditional
trade finance will exhibit little or no growth, or decline outright year-
on-year (Figure 21). Just over 21% deem that traditional trade finance
will show growth, and while the survey did not explicitly differentiate
between transaction volumes and the value of traditional trade finance,
the views are likely consistent on both dimensions of growth.

Delving further into expectations of low to negative growth in traditional
trade finance, respondents were asked to consider which factors in the
current environment had the highest likelihood of adversely impacting
business in the short-term (Figure 22). Perhaps predictably, over 68% of
responses pointed to compliance and regulatory requirements, whilst

a surprisingly low 11% pointed to capital constraints as a matter of
significant concern.

Macro factors within which trade banks operate, such as protectionist
tendencies in key parts of the world, market volatility and shifting trade
corridors appear to be significantly less worrying to survey respondents,
at least in the timeframe when the survey was executed.

The role of FinTech firms as potential disruptors of the market has been
the subject of much discussion and debate among market participants,
from incumbent providers to clients, regulatory authorities to the
FinTechs themselves. In the end however, only 1.4% of respondents opted
to focus on competition and disruption from FinTechs as a factor that
could adversely impact trade finance in the short-term.

Taken holistically, the responses to this survey question suggest that
trade financiers are very focused on issues with direct impact on
business, from the cost of addressing increasingly comprehensive and
complex regulatory expectations, to the inevitable impact on margins
and the increasingly sensitive reputational risk issues linked to failures
of compliance. Contextual and strategic factors appear to be less
concerning, perhaps due to the immediacy of the impact of compliance
issues.

Whereas significant time and resources are spent today on advocacy
and education efforts aimed at achieving something close to risk-aligned
regulatory treatment of trade finance on both the compliance and capital
side, efforts to counter protectionist or trade-restrictive measures are
less visible at industry level. Recent developments in this area suggest
both an opportunity and an imperative to engage actively in targeted
advocacy on this topic, as it is likely to become more important over the
next year or more.

Survey results suggest that all the talk about disruptive FinTechs and
their competitive offering is not currently seen as a threat to banks’
positions as providers of trade finance, with only 1.4% of respondents
identifying this as a key concern. This may be symptomatic of dangerous
complacency, or it may result from recent shifts in the positioning and
tone of FinTechs, from one of clear competition to one that is open to
exploring collaboration with established providers in the traditional
financial sector. Senior trade finance executives have voiced the view
that numerous FinTechs with promising propositions possess limited
financial resources and do not appear commercially viable. Additionally,
the inevitable regulatory scrutiny and eventual oversight will significantly
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Figure 21: Growth of traditional
trade finance business
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change the context of business for FinTechs, from one characterised by
the presence of regulatory “sandboxes” aimed at facilitating FinTech
growth, to one where regulations of a more stringent nature will be
imposed.

The low focus on this dimension may also reflect the emerging reality
that several of the more promising and potentially transformational
FinTechs now count major financial institutions among their shareholders,
thus effectively turning those FinTechs into an asset as opposed to a
competitive threat.

Figure 22: Aspect most likely to adversely impact business in the short-term
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survey question, may hint at an absence of strategic perspective on an
important element of the evolving architecture for trade, risk mitigation
and financing. Banks, and trade finance businesses in particular, may
wish to continue to consider the disruptive nature of FinTechs and the
way they conceive of, develop and deploy transformational propositions
in the market, rather than taking a view that acquisition translates to
neutralisation of a threat.
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Two thirds of survey respondents report that topline revenues for their
business have remained unchanged, or increased, with the remaining
33% indicating a reduction in revenue year-on-year (Figure 23). This is
an encouraging and positive sign in light of still modest levels of trade
growth and the absence of the commodity supercycle that fuelled a
significant portion of global economic activity, trade and trade financing.

Globally, there are no material changes to the pricing of trade finance
that would account for this finding, thus it is tempting to conclude that
demand for trade finance remains relatively robust. One question to
consider at the strategic level is whether this data element might be a
soft “leading indicator” of upcoming trade growth, given the numerous
macro-level factors that would have suggested a reduction in trade
finance revenues across the board.
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The overall positive finding on this question is all the more notable

given the widely reported increasing costs related to regulatory and
compliance activity, which some market commentators had suggested
would drive a significant reduction in appetite for banks to engage in
cross-border business, including trade finance and SCF. While we cannot
comment on the impact of current market conditions on profitability, it is
a clear positive to note the responses of survey participants on the state
of industry revenue flows.

The now clearly global shift from trade on traditional terms to trade on
open account, and the related evolution and maturing of Supply Chain
Finance as a market proposition combine to lead almost 30% of survey
respondents to identify SCF as the most important area for development
and strategic focus in the coming 12 months (Figure 24). SCF was
arguably originally “packaged” as an offering in response to a serious
threat of disintermediation. The fundamental differentiation (and value)
of SCF as an offering distinct from traditional trade finance is now well
established, and market demand is clearly present and growing. Under
such conditions, it is unremarkable to find that SCF space is now seen as
a strategic priority.

The SCF business and proposition are still in development and evolution
mode, with a basic common lexicon published only in early 2016 as

the “Standard Definitions for Techniques of Supply Chain Finance”, the
drafting of which was facilitated through the ICC Banking Commission,
but which reflects the in-depth contributions of numerous global industry
bodies and more than thirty senior experts and practitioners. An update
on this initiative is included in this section under the section titled Update
on Global Supply Chain Finance Forum.

Despite its nascent status as a comprehensive, programme-like
proposition which encompasses numerous financing techniques, and
despite the reality that risk mitigation elements are still in development,

Figure 24: Most important area of development and strategic focus
for the trade finance industry over the next 12 months

Product development -
Supply Chain Finance

Technology - digitisation 24.5%

Technology - FinTech or

Platform development 19.0%

Product development -

traditional trade 17.7%

Change in .
geographic coverage 8.2%

Other - 2.0%

Figure 23: Evolution of trade
finance revenues in 2016
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Access this
publication

Standard Definitions for
Techniques of Supply
Chain Finance: download
at http://supplychain
financeforum.org/ICC-
Standard-Definitions-for-
Techniques-of-Supply-
Chain-Finance-Global-
SCF-Forum-2016.pdf

SCF aligns very well with an increasingly holistic view of trade, based
upon the structure, global reach and functioning of global supply chains,
and their complex ecosystem of commercial relationships. The priority
assigned to SCF in this response is also supported by the reality that one
or two techniques, perhaps payables finance and distributor finance,

are showing the greatest focus by providers and uptake by clients, but
work remains in developing a comprehensive offering across the supply
chains, and several layers into the relationships which support the needs
of anchor buyer clients.

Leading providers are focused on developing viable solutions for the
provision of pre-shipment financing, where an invoice has not yet been
raised or accepted for payment, and for the provision of financing
support for the so-called “last mile” in complex global supply chains.

Nearly 44% of respondents identify priorities linked to digitisation and
technology, including FinTech and the development of - or adherence to
- fast-emerging platform propositions, as priority areas of strategic focus.

This finding reflects an understanding by trade financiers and providers
of SCF, that trade itself is moving inexorably to a digitised model,
whether at the transaction level, or at the level of legal and regulatory
treatment of digital commerce, all of which is picking up pace around the
globe, and is seen to present great opportunity for developing economies
to better engage in the global economic system.

Less than 10% of respondents worry about geographic coverage, despite
much attention in the last two years around the compliance-based ‘de-
risking” activity which has seen many banks exit markets, drastically
reduce their portfolio of correspondent relationships and exit client
relationships primarily at the commercial and SME end of the spectrum.
This figure may suggest a sense that banks are providing adequate
market cover to meet client needs, or might reflect a sense of fatalism
about the ability of the trade business to influence market exposure
decisions typically made at the level of the financial institution.

In any case, the importance of trade and economic inclusiveness could
not be more clearly illustrated today, and it is an area of focus in policy
circles and in the advocacy work of the ICC as well as the Banking
Commission in particular. It is critical for trade financiers and providers
of SCF to provide access to adequate and affordable levels of trade
financing, but equally critical to ensure that this availability extends
into markets most in need, which are almost by definition also those in
growth mode. In the narrowest commercial sense, it is the growth, and
the continuing critical mass of suppliers, in developing economies that
will provide a return on investment-based motivation for banks (or other
providers of trade financing) to look at these markets.

In light of the priorities identified by survey respondents, it is perhaps
natural to see that SCF and technology are also selected as the

areas showing the greatest potential for growth, with almost 68% of
participants pointing to these two options (Figure 25).

Notable in this question is the belief by over 11% of respondents that there
is a compelling opportunity in financing trade related to new sectors of
commercial activity. One such area of focus has been services sector
trade, a high-growth area for both advanced economies and for leading
emerging markets, which reportedly represents about USD 5 trillion
annually in trade activity. The desire to develop financing solutions for
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new sectors of trade is timely for the industry, and will require some
degree of innovative thinking, with services sector trade being an
example of such a scenario.

The need to finance services trade requires flexibility to fund intangible
flows where no traditional asset exists to secure the financing, and where
the risk of non-delivery is different in character than trade flows that have
been financed for hundreds of years or longer.

Once again, a survey question related to the configuration of trade
banking operations is used as a proxy to reflect the evolution of the
business of financing trade, seeking to tease out the evolving linkages
between operational capabilities focused on traditional trade finance, and
those encompassing the ability to deliver SCF solutions to bank clients.

Figure 25: Area of greatest potential for growth
and evolution in the financing of international trade

Supply Chain Finance

Evolutionary technology,
such as digital trade and 29.5%
online trade platforms
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Source: ICC Global Survey on Trade Finance 2017

While this logical “split” is not entirely reflective of market realities, it
remains indicative, in that almost 65% of respondents report having
operational capability in traditional trade finance only, despite wide
recognition that growth is clearly in SCF.

SCF, as it exists and is delivered today, includes significant focus on
factoring and forfaiting techniques among others, with the former often
carried out by affiliates of banks that are unrelated to transaction banking
units or trade finance businesses. Likewise, certain techniques of SCF
may reside in areas outside of trade banking, for example in asset-based
lending or as a standalone receivables finance unit.

The variety of business and operational models around SCF is significant,
and makes it difficult to even articulate a meaningful survey question

on the matter. In this instance, year-on-year comparison is facilitated
through consistency of survey structure or queries. At a far more basic
level than the distinction between traditional trade finance and SCF, it is

RETHINKING TRADE & FINANCE 2017

40%

45%



notable that only 24% of respondents report having a meaningful level
of integration with other transaction banking activities, and that less
than 15% have even partially outsourced their transaction processing
capabilities (Figure 26).

Findings brought into focus by this question suggest that the industry
as a whole has meaningful opportunities to develop optimised operating
models and best practices, and that there are likely some useful steps to
be taken in reducing cost/income ratios at a time when trade banking
faces numerous fundamental threats to its viability as a bank offering

Although SCF is widely seen to be an area of significant growth and
opportunity, and survey participants have identified it earlier as one of
the areas showing the greatest potential for growth and evolution, it is
worth noting that 38% identify this as a high strategic priority expected
to drive significant growth.

Figure 26: Configuration of global trade finance operations
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Source: ICC Global Survey on Trade Finance 2017 / Figure 26 respondents answered all applicable options

In addition to the perceptions of survey respondents about the potential
of and priority assigned to SCF, another useful indicator of the growth of
SCF in the marketplace involves consideration of the degree of uptake of
end-clients, to third party (non-bank) platform solutions in support of the
SCF-related needs (Figure 27).

Nearly half of survey respondents noted a slight to significant increase in
client use of third-party SCF platforms, a finding that is consistent with
anecdotal observations in the market, suggesting that interest in and
uptake of these solutions is advancing steadily.

While the scope of services and solutions offered by such platforms can
vary significantly, their presence in the market, at times in partnership
with and complementary positioning with banks, sometimes leveraging
bank balance sheet capacity and taking a more competitive posture,
nonetheless represents a material evolution of the market for the
financing of international commerce.
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Figure 27: Position of SCF in banks at this time
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Source: ICC Global Survey on Trade Finance 2017

In the context of increasing digitisation of trade, material market uptake
of technology-enabled SCF platforms and a general acceleration of
market acceptance of ecommerce and platform-based trade activity
through Alibaba, DH Gate and numerous others, it is worth highlighting
that over 41% of survey respondents believe that digital channels have
significant to transformational potential to impact the provision of trade
finance solutions to the market.

This level of optimism can also likely be linked to the attractiveness of
high-growth frontier and emerging markets to trade financiers: those
same markets where the leapfrogging of legacy technology allows for
quick and decisive adoption of advanced business models, themselves
enabled through digital channels.

Interestingly, almost 14% of respondents are either unsure of or see
little potential for digital channels to impact trade finance sales. Based
upon this data point, a significant portion of survey participants

are unconvinced of what some of their peers see as the potentially
transformational impact of certain types of technology on trade
financing.

The business of international commerce is, by definition, cross-border,
generally involves the conduct of business across extended distances,
and thus would arguably be particularly susceptible to transformation
through technology. Likewise, the provision, tracking and management
of trade finance transactions in support of these flows, can reasonably be
expected to align with the practices of providers’ clients.

Even as thought leaders and early adopters across the industry track and
anticipate with great interest, the inevitable shift to trade - and trade
finance - in digitised form, the level of energy around the concept is not
matched by expectations on the rate of development and acceptance of
digitisation in trade financing.
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Figure 29: Potential for digital channels to impact trade finance sales
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While 12% of respondents perceive a degree of market uptake, nearly
40% see limited progress and almost 18% report the view that technical
capabilities and technology are ahead of business practice in that digital
trade finance could be enabled by current technology, but the practices
of financiers, risk insurers, export credit agencies and multilateral
institutions have not kept pace (Figure 30).

This reality, and this dynamic which slows evolution and stifles progress,
has been seen in trade finance before. Hesitant adoption of operational
outsourcing models in the early 1990’s, slow reaction around the use

of (customer) front-end systems, conservative reaction to document
imaging-enabled “hub and spoke” models and even the slow uptake of
digitised documentation are consistent with this finding.
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Figure 30: Views on progress related to trade finance digitisation
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The implication of this single observation in its broader context might link
directly to a frequent debate about whether trade bankers ought to follow
their clients (into markets, into new technologies or into new business
models) or whether they should lead the way, thereby advancing both bank
and client successes. The difference today relative to twenty years ago may
come down to the presence of FinTechs, and the interest that trade financing
has engendered among a decidedly disruptive generation of entrepreneurs.

FinTechs in general and distributed ledger ventures in particular have
identified in trade finance, a high-value, high-impact business with the
potential to do significant social good, but one where antiquated practices
and resourcing models are the order of the day.

If current business models and practices do not promptly evolve to catch up
to the potential presented by technology today, those models will be forced

to advance or will be supplanted by alternatives, with expectations of what is
possible, defined increasingly outside of the narrow niche

of trade finance.

Considering the question in geographic terms, respondents perceive that
advanced Asia and Europe are the regions most likely to lead in terms of
achieving truly digital trade flows. Over 62% of respondents combined to
point to these two parts of the world as being ahead of the rest (Figure 31).
China was selected by almost 10% of respondents, whereas North America,
despite NAFTA and highly integrated auto sector trade, was seen to lead by
a conservative 17% of survey participants.

Figure 31: Where truly commercialised industrialised digital trade flows are expected to first occur
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Advanced Asia
and Western
Europe are
expected lead the
way in digitising
trade flows

Given the need for legal and regulatory standards, public policy and
other contextual, but facilitating elements to set a foundation for the
achievement of digital trade, adoption must extend far beyond financier
and client, likely requiring a firm commitment by important stakeholders
across the region that will eventually lead in this area. Commitments to
ecommerce, enabling initiatives such as Single Window market access
programs developed on a digital framework, are examples of factors that
will enable truly digital trade in the short-term.

Specific initiatives such as the e-World Trade Platform proposed and
championed by Jack Ma of Alibaba during the Chinese Presidency of

the G20/B20 in 2016 are notable in their attempt to advocate for and
enable in practical terms, the achievement of digital trade on a global
level. Similarly, but on a transactional scale, the groundbreaking progress
represented by the Bank Payment Obligation, and by the end-to-end
digital trade finance transactions delivered by companies like Bolero and
essDOCS, offer concrete grounds for optimism in this area.

The advent of 3D printing represents the digitisation of production and
logistics, at least in part, and with such expectations now well set in the
market, acceptance and accelerated uptake of digital trade is inevitable,
thus the development and deployment of a suite of digital trade finance
solutions must and will follow. The question that remains is whether the
provision of digital trade finance and e-SCF will remain primarily the
domain of incumbents, or whether new market entrants will leverage
digitisation to disrupt the market and to wrest market share from today’s
leading providers of trade-related financing and risk mitigation solutions.

Drilling down further, respondents were asked to consider which industry
sector might be most likely to first achieve full digitisation of trade, with
fuels leading the way in the minds of about 17% of respondents, and
telecommunications, raw materials, mining and agricultural products
following in order of likelihood (Figure 32).

These top 3 sectors, perceived as the most likely to move to truly digital
trade flows are industry sectors with strong demands for operational
and cash management efficiency and characterized by large volumes
of transactions. It is widely recognized that standardization is a key
requirement in enabling trade digitisation. Commodity sectors including
fuels and raw materials are more mature than others in terms of such
standardization, confirming the survey results in this respect. In fact,
commodity customers have already pioneered in digital trade business
transactions and accounted for the majority e-trade transactions
including e-UCP and BPO. The telecommunications sector is also
naturally in the top 3 sectors, as it relies on information technology and
infrastructure, another essential aspect in trade digitisation.

Survey findings related to the pace of digitisation of trade activity

are striking, in that 50% of respondents see high levels of digitisation
achieved in less than a decade but an almost equal portion of survey
participants expect the evolution to take from 10-25 years (Figure 33).
Even interpreting that data point optimistically, a significant group within
the pool of survey respondents expect that 60% digitisation of trade
processes will take at least ten years to achieve.

11.6% of respondents consider that financing new sectors is a way to drive
the industry forward and enable the further development of trade finance
(see Fig. 25). Lorem ipsum dolor sit amet, consectetuer adipiscing elit.
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Following this observation, more insight into financing specific industry
sectors is required. Survey respondents were asked to rank their most
financed industry sectors and the ranking is presented below. Agricultural
products sector was most frequently ranked first (16.2%), followed by
total fuels and mining products with 10.6% and machinery and transport,
on the same position as automotive products (9.2%). It is notable to
observe that the top 5 industry sectors receiving most trade finance
account for over a half of responses, 53.7%. This result, aggregated at
global level, may be surprising for some readers. At individual level, trade
finance provision to specific industry sectors would significantly among
types of banks or geographic location. Provision of trade finance trade

in this respect depends on so many factors - bank or regulatory bodies
credit policies, relevance of the industry sector within the geographic
area, diversity of finance channels to various industry sectors, financial
status of certain industry sectors, position of the industry sector in
supply chains, suitability of trade terms, country policies, etc. Some

of the industry sectors have multiple channels of finance usually with

Figure 32: In which industries truly commercialised industrialised
digital trade flows are expected to first occur

Figure 33: How many years
until 60% or more of all trade
flow processes will be digitised

20

Less than 10 years
. 10-25 years

26-50 years

Over 50 years

Source: ICC Global Survey
on Trade Finance 2017
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competitive pricing and more simplified procedures, hence trade finance
may not be their priority choice of finance. Therefore, industry sectors
perceived as receiving less trade finance based on survey responses,
does not necessarily imply less finance provided.

Figure 34: Industry sectors receiving most trade finance
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Operations

Trade activity observed over the last several years has been anaemic,
and persistent questions remain as to whether or when trade will again
become a force of forward momentum in the global economic system.
Analysts and practitioners are looking for leading indicators to identify
the point at which trade growth will again outpace global GDP growth,
and thus reclaim its place as a driver of economic growth.

Survey participants were asked to identify top current challenges faced
by operations units within trade finance businesses (Figure 35). Perhaps
unsurprisingly, the pressure to control costs received the greatest
attention, but did so for about 23% of respondents, against a relatively
close second-ranking challenge around technical competencies.

Cost control is a perennial area of focus for all types of operational
units within banks and even across industry sectors, thus its ranking
is predictably highest, and similarly, with a core focus on operational
efficiency, throughput, productivity and process efficiency, it is to be
expected that some focus would be put on technology as an ongoing
challenge.

The identification of a major challenge around availability of senior-level
technical expertise, noted by over 20% of respondents, is notable for
several reasons. First, the inefficient, time-consuming training practices
of the trade finance business, which might see a documentary specialist
spend years on a single product (or even a single transaction type) is one
of the root causes of this critical shortage of resources.

Secondly, in current market conditions and in consideration of the career
aspirations and expectations of the current generation of new hires, the
timeframes involved and the limitations around career path options linked
to trade finance operations are unhelpful.

Finally, the industry-level consolidation and market exits observed

during the global financial crisis, which temporarily defused the

already impending resource and expertise crisis, is now past, and the
redeployment of resources has largely run its course. At this moment,

the demographics of those involved in trade finance related transaction
processing is unsustainable and unfavourable to the long-term viability of
trade operations capability.

The ICC Academy in Singapore was initially launched with a mandate
related to professional development and certification in trade finance,
with the explicit aim of addressing the staffing and competency crisis in
the business of financing trade, including within operations units (see the
contribution to this report by the ICC Academy).

The work of the Academy, as well as the significant efforts of various
multilateral development banks through their trade finance programs and
related technical assistance initiatives combine well to begin to address
this existential challenge to the effective financing of international trade,
however, industry leaders and leading providers of trade finance and

SCF must take ownership of this issue, and must invest appropriately in
attracting, developing and retaining a next generation of trade financiers,
including those with transactional and processing skillsets.
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Figure 35: Single biggest challenge facing trade finance operations units today

Cost control pressures 23.3%

A reduction in the global pool
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L_|rr_1|ted opportunity for 10.0%
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Source: ICC Global Survey on Trade Finance 2017
Figure 36: Performance in terms On an importantly positive note, over 57% of respondents reported
of operational risk and error marginal to significant improvement in operational performance, as
rates compared to last year relates to error rates and operational risk (Figure 36). Nearly 40% <

reported consistent performance year-on-year, and only 2.7% noted
a slight deterioration in performance results related to these key
operational factors.

2.7

25,7/

While industry-wide data linked to operational risk does not currently
exist, the Banking Commission is in discussions with members of the
Trade Register Project, to supplement credit risk and default data
collection with a parallel exercise aimed at shedding light on operational
risk characteristics of global trade finance.
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Operations management practice in banking and in trade finance in
particular has evolved materially over the past several years, with detailed
management dashboards and reporting capabilities aimed at tracking
processing times against client service level agreements, throughput and
other typical operational Key Performance Indicators. At the same time,
increasingly stringent regulatory oversight and issues of reputational risk
The same level of performance are combining to prompt trade finance units to track operational risk.
Slightly reduced performance

Significantly improved performanc

. Marginally improved performance

The increasing application of technology with direct impact on
transaction processing, for example, automated document preparation
Source: ICC Global Survey services, have reduced rates of discrepancy and nhon-compliance of
on Trade Finance 2017 .
documents presented for payment by exporters, and have as a direct
outcome, reduced operational risk.

With leading providers of trade finance investing in further technology
aimed at increasing efficiency, and cost-effectiveness, and at reducing
error rates, the results linked to this question may continue to show
improvement despite persistent resourcing challenges. The use of
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Optical Character Recognition or assessing the application of artificial
intelligence to the document verification process, the nature and focus of
operational units may face significant transformation in the next two to
three years.

Despite these developments, operations executives and senior trade
finance leaders ought to keep in focus the value of and continuing need
for technical expertise in the mechanics of traditional trade finance
products, including skills linked to managing or mitigating operational
risk. One lesson arising from the global financial crisis in the trade space,
was the critical need to re-integrate risk mitigation into SCF techniques
aimed at addressing open account trade flows - in this context, the
lessons and insights of specialists in traditional trade finance can
continue to prove valuable even as a new set of value propositions is
devised by the industry.

Trade finance clients

46% of respondents identified multinational and large corporate clients
as the highest priority client segment for their trade finance business,
with a quarter of respondents favouring middle market clients and less
than 20% identifying micro, SMEs as the highest priority (Figure 37).

This breakdown is largely consistent with the historical priorities of banks
and of trade finance units, however, certain developments that may
impact this perspective are worth noting.

The post-crisis environment led to an unprecedented situation, where
corporate clients, particularly large multinationals, were actively exiting
and consolidating bank relationships and concurrently exercising market
power to drive down pricing and margins. This dynamic motivated banks
- and trade finance units - to focus ‘down-market’ in pursuit of client in
the mid-market and SME segments, with references to a ‘mid-market
sweet spot’ and the underappreciated importance of SMEs mentioned
with increasing frequency.

Competition for the attention of multinational corporations (MNCs) will
continue to be challenging, with relatively few global providers of trade
finance able to provide comprehensive, far-reaching solutions to cross-
border needs, and even collaborative propositions between banks often
tested in their ability to fully meet expectations of MNC clients. Margin
compression at the top end of the market will likely continue for the
foreseeable future and political and social pressure on banks to better
service SMEs will likewise remain a feature of the landscape.

The needs of commercial and midcap clients may merit greater analysis
and understanding - accounting for the reality that the definition of

a medium-sized enterprise or a midcap can vary significantly across
markets and may even reach annual turnovers in the range of USD 1
billion.

Aside from political demands and pressures linked to societal
expectations and reputational standing, another factor may lead
providers of trade finance to reconsider this classic segmentation model,
and their focus and priorities within that framework.
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Figure 37: Client segment as
highest priority to the bank
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Source: ICC Global Survey
on Trade Finance 2017



The shift from the historical one-buyer, one-seller view of trade,

to a supply chain, ecosystem view of cross-border commerce, and
considerations about the importance of strategic suppliers, and the
overall health and sustainability of a supply chain, may render the
discrete, segment view of trade clients irrelevant, or at least, reduce its
influence in determining business development and retention priorities.

Current market conditions characterised by a mismatch in the need for
and deployment of liquidity across client segments is symptomatic of
a fundamental strategic decision to be taken by senior leaders in trade
finance.

While limited focus is shown on financial institution clients in this
response, it must be noted that correspondent banking units tend to
manage financial institutions relationships and those units are often
separate from trade finance groups. Additionally, compliance and
reputational risk based consolidations in correspondent relationships may
contribute to the ranking of this segment in the current iteration of this
survey and report.

Client priorities in terms of needs and expectations, as reflected through
the views of survey respondents, support certain commonly recognised
and frequently repeated requirements, but also hold a couple of
surprising findings.

The push for favourable (likely best understood to mean “lower”) pricing
continues, reinforcing a trend of ‘commoditisation’ of trade finance,
where competition among providers involves an unsustainable race to
the bottom on pricing, and commensurate margin compression and cost
control pressures. 30% of respondents noted a desire for favourable
pricing as a matter of priority.

Traditional trade finance has been in a commoditisation downward spiral
for some years, and SCF propositions - even the newest ones - are
already showing signs of heading down the same path.

Challenging as it may be, particularly with banks earning large incomes
perceived to be excessive, senior leaders in trade finance ought to
consider redefining the dialogue around trade finance, from a price-
based discussion to a value-based dialogue and pricing model.

Trade finance, even the relatively stagnant traditional trade finance
business, is not merely about a transfer of funds around the world
(already a valuable service); it is about enabling the secure and successful
conduct of trade across a wide range of political, economic and security
conditions around the world.

Trade financing is about opening access to a new market with a new
trading relationship, on the basis of competitively priced financing and
when necessary, on a largely risk-mitigated basis.

SCF, likewise, can provide material benefits to a buyer, supplier or a
significant subset of a complex global supply chain, depending on the
SCF technique utilised and the scope of the program deployed. A value-
based discussion with clients and their trading counterparties ought to
be the norm, rather than the exception, and should lead clients to seek
additional value rather than to reflexively default to requests for lower
pricing.
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Figure 38: Service most often requested by clients in 2016
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Source: ICC Global Survey on Trade Finance 2017

It is notable that clients continue to request greater market coverage,
and higher risk appetite from their trade financiers, even as survey
respondents suggested in an earlier query, that expansion of market
coverage was not a particularly high priority at the time of completion
of the survey (Figure 38). Also notably, while practitioners have
acknowledged transaction processing timelines that impact client cash
flow and working capital, and fail to keep pace with logistics and the
delivery of goods, less than 5% of respondents pointed to transactional
efficiency improvement as a client priority.

Similarly, it appears that the development of digital access channels for
trade financing is currently not a high priority for clients, according to
survey respondents. This finding, together with the earlier observation
that business practice has not kept up with technology, suggests that
trade finance businesses may have a bit of time to develop access
channels in advance of client demand.

As noted earlier, digitisation of trade is clearly advancing, and trade
finance must likewise evolve into digital form. Accordingly, channels to
access trade financing must evolve to align with broader developments in
trade and trade financing.

The 2016 survey revealed that over 65% of respondents had seen no
change in the refusal rate for refusal of documents on first presentation,
with 15.8% seeing an increase and 18.7% a decrease (Figure 39). The

2017 figures display a positive trend in the right direction with a lower
percentage of 12.3% seeing an increase and a higher percentage of

26.7% reporting a decrease. However, as seen in the recent ICC review

of UCP 600, there is no doubt that greater market understanding of the
instrument, and guidance on surrounding practices, could lead to an even
greater improvement.

Such positivity is not entirely reflected in the issue of questionable/
spurious discrepancies under documentary credit presentations with
21.9% of respondents reporting an increase in the trend as opposed to
18.5% in 2016. However, 21.3% report a decrease against 20.6% in 2016.
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Continuing focus by the ICC, and others, in enhancing knowledge of
international standard banking practice must continue apace to improve
these percentages.

With regard to claims made under Guarantees and Standby LC’s, 24.1%
report a decrease as opposed to 21.5% in 2016. This is a positive move
and is further reflected in the fact that 22% of respondents reported an
increase, fairly similar to the 2016 figure of 21.5%.

The most positive trend can be seen in the number of court injunctions
that have been raised in order to prevent payment under traditional
trade instruments. Whilst only 8.8% reported a decrease in 2016, this
has dramatically risen to 20% in 2017. Equally welcome is the fact that
only 10.4% reported an increase compared to 12.9% in 2016. As stated in
the 2016 report, the fundamental nature and value of bank guarantees
and standby letters of credit rests in the reality that these instruments
represent trusted, independent and generally ironclad undertakings

to effect payment, in the event that some financial or performance
obligation is not met. Therefore, the current trend in reduced court
injunctions correctly reflects both the intent and the value of these
instruments.

Figure 39: Trends in refusal rates, claims, discrepancies, court injunctions during 2016

Refusal rate, in percentage terms, Questionable/spurious
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SWIFT trade finance traffic

- 2016 statistics

SWIFT

Key findings

* |n 2016, SWIFT trade finance message volumes have shown
a decrease of 4.72% (slightly less than last year‘s decrease of
4.99%). This trend is underlined by the decrease in category 7
messages by 3.62% and by 8.64% in category 4 messages.

* Asia-Pacific continues to register far greater volumes
of MT 700 with a 73% share for imports and a 77%
share for export of the world traffic in 2016.

e Countries that imported the most using L/Cs
transmitted through the SWIFT network are: South
Korea, Bangladesh, China, India, and Hong Kong.

* Countries that exported the most on the basis of export L/Cs received
through SWIFT are: China, Hong Kong, India, Singapore, and Japan.

* Iran shows the highest annual increase in import L/C traffic
compared to 2016, with an increase of over 70% while
Vietnam shows the highest annual increase in export-
related message volumes which is 7% respectively.

e Algeria shows the highest annual decrease in import
L/C traffic 26% while Japan shows the highest annual
decrease in export messaging, at more than 13%.

* The average value of an L/C (MT 700 only, amount converted to USD)
in 2015 was USD 350,000 whilst in 2016, it increased to USD 463,000.

Global trends

Before considering SWIFT trade finance volume statistics and related
comments, their context should be understood. SWIFT trade finance
traffic is a good indication of the overall usage trends for the Letter
of Credit (L/C) product, since we assume that around 90% of the L/C
transactions go via SWIFT.

Trade finance traffic falls for the sixth year

In 2016, the SWIFT trade finance volumes show a decrease of 4.72%
(lower than last year decrease of 4.99%). This trend is underlined by the
decrease in category 7 (Documentary Credits and Guarantees) by 3.62%
and by 8.64% in category 4 (Documentary Collections).

RETHINKING TRADE & FINANCE 2017

Defintions @

Category 7 messages:
Flows for commercial and
standby letters of credit and
guarantees. MT 700 is in this
category.

Category 4 messages:
Flows for documentary
collections, excluding the
three least commonly used
“cash letter” messages.

MT700: Equivalent to Letter
of Credit (L/C). A letter from
a bank guaranteeing that a
buyer’s payment to a seller
will be received on time and
with correct amount.



Figure 40: SWIFT trade traffic worldwide Category 4
Category 7
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Whilst category 4 represented 27% of total trade finance traffic in 2009,
this fell to 22% in 2016. since we assume that around 90% of the L/C
transactions go via SWIFT.

Volume of L/Cs on SWIFT

In 2016, the volume of MT 700s (L/Cs or Issue of a Documentary Credit)
shows the third consecutive yearly fall although the percentage decrease
of 2.81% is the lowest since 2010.
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Figure 41: Volume of MT 700s, 2009-2016
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Asia-Pacific continues to register far greater volumes for sent (import)
MT 700s with 73% of the world traffic in 2016. It is followed by Europe -
Eurozone (7%) and Middle East (7%).

SWIFT trade finance traffic decreased in all regions in 2016 compared to
2015. The region that shows the highest annual decrease is Africa with
12.99%, followed by Central & Latin America with 8.34%.

Top importing countries
Looking at the cross-border (excluding domestic flows) volume of MT

700s sent in 2016 (import) per country, the countries that issued the
most import L/Cs are shown above opposite in Figure 44.

For countries with a yearly volume higher than 10,000 MT 700s sent
internationally (import), middle opposite in Figure 45 are the countries
with the highest growth in 2016 compared to 2015.

For countries with a yearly volume higher than 10,000 MT700s sent
internationally (import), bottom opposite in Figure 46 are the countries
with the highest decrease in 2016 compared to 2015.

Figure 43: MT 700s sent, 2011-2016

Figure 42: Import Traffic
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Figure 44: Top 5
importing countries
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Figure 46: Top 5 importers Percent
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SWIFT regional analysis - export using L/Cs

Asia-Pacific continues to register far greater volumes for received
(export) MT 700s with 77% of the world traffic in 2016. It is followed by
Europe - Euro Zone (9%) and Europe - Non Euro Zone (4%).

Looking at the annual figures, there is no sign of growth in 2016 for
export traffic compared to 2015. The region that shows the highest
annual decrease is Central & Latin America with 9.44% in 2016 for export
traffic compared to 2015, followed by Africa (-8.39%) and Europe-Euro
Zone (-7.56%).

Top exporting countries
Looking at the cross-border (excluding domestic flows) volume of MT

700s received in 2016 (export) per country, the countries that received
the most export L/Cs are shown above opposite in Figure 49.

For countries with a yearly volume higher than 10,000 MT 700s received
internationally (export), shown opposite middle in Figure 50 are the
countries with the highest growth in 2016 compared to 2015.

For countries with a yearly volume higher than 10,000 MT 700s received
internationally (export), shown opposite bottom in Figure 51 are the
countries with the highest decrease in 2016 compared to 2015.

Average value of a L/C is USD 436,000

The average value of a Letter of Credit (MT 700 only, amount converted
to US dollar - USD) in 2015 was USD 350,000. However, in 2016, the
average value has increased substantially by 32% and reached an
average value of USD 436,000.

Figure 48: MT 700 received, 2011-2016
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Figure 49: Top 5
exporting countries
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In 2016, the USD is the currency used for 83.03% of the MT 700
messages, with the number of MT 700s being equivalent to the volume
of L/Cs issued. The euro (EUR) is used for 8.94% of the L/Cs issued as
measured by volume.

In 2016, the USD is the currency that represents 81.95% of the total value
(converted to USD) of L/Cs issued via SWIFT. The euro represents 7.47%
and Chinese Yuan or Renminbi (CNY or RMB) represents 5.12% of the
total value.

Asia-Pacific issues most Letters of Credit for imports

The highest number of L/Cs is issued by Asia-Pacific with more than 3
million MT 700s. Most of the traffic is intra-regional. Asia-Pacific is using
this instrument much more than any other regions.

Asia-Pacific lead export L/Cs

The highest number of L/Cs is received by Asia-Pacific with around 3
million MT 700s. Most of the Asia-Pacific traffic is intra-regional. Asia-
Pacific is using this instrument, much more than any other region. The
average value of an L/C in this region is low (USD 360,000 for exports).

Figure 54: Volume of L/Cs sent by regions
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Figure 52: Volume of L/Cs
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Figure 53: Amount of the
L/Cs (converted to USD)
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Figure 55: Average value of L/Cs sent by regions (converted to USD)
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Figure 56: Volume of L/Cs received by regions
Europe - Non Eurozone 192,762
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Figure 57: Average value of L/Cs received by regions (converted to USD)
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The use of confirmed L/Cs has decreased

The share of L/Cs confirmed fell by 0.4% in 2016 as opposed to 2015.
L/C’s issued in Africa continued to receive the highest percentage of
confirmations in comparison to Asia Pacific which had the lowest

Negotiation L/Cs are preferred in most regions

The majority of L/Cs are made available by negotiation, increasing the
share by 0.5% in 2016 compared to 2015 (reaching 73%). Regionally,
negotiation credit accounts for 78% of trade in Asia-Pacific, 80% in North
America and there are high shares in all other regions but Africa.

Average L/C tenor is about 60 days

40% of L/Cs have a tenor of between 31 and 60 days, followed by 33%
being between 61 and 90 days.

Figure 58: Confirmation Figure 60: Volume of
of letters of credit by L/Cs received by availability
volume, 2016 combination, 2016

0.24

. Without . Negotiation
Confirm Payment
May add Deferred payment
Acceptance

. Mix payment

Source: SWIFT

Source: SWIFT

RETHINKING TRADE & FINANCE 2017

Figure 62: Percent
distribution of L/Cs by
tenor, 2016
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Figure 61: Percent distribution of L/Cs received by availability combination, 2016
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Figure 59: Confirmation of Letters of Credit, by region, 2016
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'4.72 %

Decline in SWIFT trade
finance message volumes

Figure 63: Volume of L/Cs received by tenor per region, 2016
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40% of L/Cs have
a tenor of between
31 and 60 days,
followed by 33%
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and 90 days.
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EDITORIAL COMMENT: SELECTED STRATEGIC AND TACTICAL IMPLICATIONS

Strategic implications

SWIFT statistics provide a highly informative and
critically important view of trade activity and of
the use of particular instruments and features

on a global level, and by region and market. The
2017 edition of SWIFT data overall has tended

to support market observations and perceptions
articulated by practitioners and commentators,
and has, at the macro level, tended to tell a
consistent story about the state of traditional trade
finance year-on-year.

The Asia Pacific Region accounts for the highest
volume of SWIFT traffic by far, about 75% of the
average of import and export message traffic,
and continues to account for the highest volumes
of export L/C traffic specifically, reinforcing

the view that the region remains a key anchor

in international supply chains. The SWIFT data
further reflects the very high rates of intra-Asia
message traffic, again supporting the widely-held
view that there is a clear gravitational pull to Asia
in terms of economic critical mass and trade-based
growth.

Vietnam, now clearly an emerging export
economy, shows the highest annual increase in
export L/C volumes, whilst Iran, as a result of a
change in geopolitcs and market access, reflected
a 70% increase in import L/C volumes.

Africa, touted as a high-potential region for
economic and trade growth, shows a notable
decrease in SWIFT traffic, which may be partly
the result of uptick in open account-based trade
activity, and perhaps partly the result of reduced
commodity trade, but merits further analysis.

Strategically, for SMEs, corporates and banks,
the foregoing figures support and are in line
with market analysis and expectations in terms
of trade activity and key centers of cross-border
commerce.

Despite a general view that global risk conditions
may have worsened over all, it is notable that the
rate of L/C confirmations is down year-on-year,
this in contrast to separate reports of robust risk
insurance activity in the trade space. This may
suggest an opportunity to raise market awareness
about the value and benefits of this form of

risk mitigation, and may likewise imply greater
opportunity to diversify risk through export credit
agencies (ECA)-insured confirmed credits, and/
or to create greater trade financing capacity

by increasing IFI-backed confirmation of local
(developing market) L/Cs..

Tactical considerations

SWIFT data provides an objective view of trade
activity using network message traffic as a

proxy indicator for trade flows and trade-related
transactional activity. The tactical opportunity

is for trade financiers, risk insurers and market
stakeholders to undertake assessment of elements
of direct interest to business priorities and target
markets.

The flat to downward trend in the use of traditional
trade finance instruments (Documentary Credits
and Documentary Collections) clearly continues,
but commercially interesting insights can be
gleaned around the relative importance of top-
ranked trade currencies (with the USD still very
much dominating, thus US Dollar liquidity likely to
remain an issue).
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SWIFT

Business intelligence
The SWIFT portfolio

When each business decision is crucial, business
analytics, insights, Bl Services and economic indicators
can arm you with objective and detailed data to help

you make the best decisions for your business.

Watch Traffic

Comprehensive and dynamic analysis of global financial message
volumes, message costs and billing data sent and received over SWIFT.

Watch Billing

Analytics
Watch Traffic Your SWIFT Watch Message
Analytics invoice in detail Cost Analytics

Your SWIFT
messaging costs
and charges

Your traffic volumes
by market, message
type and region

Watch for Banking

Unique analysis and insights into your correspondent banking business
through volume, valie and currency analysis. Compare and monitor your
performance against the market.

Watch Banking

Analytics
Watch Banking Your SWIFT Watch Banking
Insights invoice in detail Analytics
Your traffic volumes Premium

by market, message
type and region

Your payments
and trade finance
messages in
higher granularity
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FEATURES

Market trends
and analysis of
traffic flows

Drill down into
messaging costs

Efficiency and
quality gains

Comprehensive
billing data

FEATURES

Analyse your
currency flows

Identify
intermediated
flows

Market
intelligence
and peer
benchmarking

Discover
new market
opportunities



Watch Banking Insights

Visual and business-oriented dashboards on a subset of your
customer’s correspondent banking business. More market
segments to follow. Pre-defined yet dynamic.

Develop footprint and Manage correspondent Develop footprint FEATURES
portfolio for Payments network for Payments and portfolio for . .
and Cash Management and Trade finance Trade finance e Visual, unique

data for faster
decision making

‘ * Insightsin to
your activity

V V‘J’M~ - share
e Easy-to-use,
interactive visual

Your top cash The evolution of the You activity share in « Market
management reporting number of counterparties MT700 YTD and its
messages sent and and countries you have variations compared intelligence and
received YTD activities with to last year benchmarking

Al

Bl Services

Our consultants bring subject matter expertise and more
granular data, serving your transaction business teams with
tailor-made market and anonymous competitive information.
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Bringing together

data and subject Data-driven
matter exoertise to decision support
the right people

Sales Peer
collateral analysis
\\\\\ FEATURES
* Customised
insights

* New fields
and more data

\ granularity
e Benchmarking

/

Reporting Report .
implementation development against peers
e Direct access
Network to subject
Strategic development matter experts

development
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Analysis of global
trade finance gaps

ASIAN DEVELOPMENT BANK

Key findings

* Western Europe, China and Advanced Asia account for 45% of the
global demand for trade finance, including both traditional trade
finance and supply chain finance, and included financing that is not
bank intermediated, thus reflecting a wider universe of transactions
than SWIFT message-based data.

* 61% of the survey banks perceive that there is more demand than
supply for trade finance.

e Almost half of responding banks indicate the KYC, compliance and lack
of collateral as main reasons for rejecting trade finance transactions.

* The survey results imply that within Asia, developing Asia (excluding
China and India) is faced with more challenging trade finance market
conditions.

* A large portion of responding banks suggest that adopting financial
technology may help banks save costs and in turn expand availability
of trade finance.

By providing liquidity to secure the movement of goods, trade finance

is widely seen to help keep the export momentum of countries which,

in turn, helps foster trade, investment and economic growth. However,
access to trade finance for small exporters remains a perennial issue, and
measuring the gap between the demand for and supply of trade finance
can be challenging.

Against this backdrop, the ADB has been conducting the trade finance
analysis since 2013 as part of a more comprehensive effort to quantify
global trade finance gaps and their impact on economic growth and
jobs. In collaboration with the ICC, this section aims to provide an initial
overview of 2016 trends in bank-intermediated trade finance, help
understand market gaps better and lay out the impediments to trade
finance to address them.

Survey responses were obtained from banks which participated in the
survey voluntarily and hence the results may not be representative of the
general population of bank-intermediated trade finance entities. Although
the survey is conducted annually, caution must be taken in comparing
results over time due to the difference in the surveyed population, as well
as due to periodic refinements in data collection or analytical approach.

RETHINKING TRADE & FINANCE 2017

Author
Kijin Kim, Economist, ADB

Banks
perceiving that
there is more
demand than
supply of trade
finance



Figure 64: Breakdown of proposed trade finance transactions by region (% of global value of transactions)
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China 14.5%
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North America | 8.4%
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(excl. India and China)
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Central and Eastern Europe _ 7.0%

India 6.0%

1.9%
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Sub-Saharan Africa 4.4%
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Other CIS 3.2%
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Source: ICC Global Survey on Trade Finance 2017
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A more in-depth report on gaps and their impact on growth and jobs will
be released by ADB subsequent to the publication of the ICC “Rethinking
Trade and Finance” report.
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Demand for trade finance

Western Europe, China and Advanced Asia account for 45% of the
global demand for trade finance. Within Asia, China continued to show
the largest share (15%) in the global value of trade finance transactions.
A group of advanced Asian countries (Hong Kong, Japan, Korea, and
Singapore) follows accounting for 12% of total global demand.

Access to trade A breakdown of proposed bank intermediated trade finance transaction

by type shows that commercial letters of credit (41%) is the most
finance for small common way of financing trade, followed by guarantees (22%),
exporters remains collections (19%), supply chain finance (11%), and standby letters of credit
. . (7%). However, the proportion of rejected out of proposed transactions
a Pel’ennlal 1ssu€ shows a different pattern: the highest is supply chain finance (16%),

followed by commercial letters of credit (12%), guarantees (12%), standby
letters of credit (10%), and collections (5%).
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Figure 65: Breakdown of proposed trade finance transactions by type
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Source: ICC Global Survey on Trade Finance 2017

Figure 66: Breakdown of proposed trade finance transactions by type
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Figure 67: Is there a shortage Trade finance availability
in servicing the trade finance

needs of the global market? Compared to the previous year, there is little change in the perception of

banks about a shortage in serving the trade finance needs in the global
market. 61% of survey respondents perceive that there is more demand
than supply for trade finance.

Survey results indicate that approximately 40% of the surveyed banks
reported no significant change in trade credit line across all client
segments. Among all client types, a significant decrease in trade credit
line was reported more by smaller firms and financial institutions (5%
-7%) than by multinationals and large corporates (3%).

The proportion of rejected trade finance proposals shows a wide range
of variation by region. On one hand, the highest is reported in “other
Commonwealth of Independent States (CIS)”, followed closely by the
Russian Federation, the Middle East and North Africa, and sub-Saharan

© ves @ No Africa. On the other hand, Western Europe, China, and Advanced Asia
posted the lowest rate of rejection. This finding is mostly in line with the
Source: ICC Global Survey previous year’s survey.

on Trade Finance 2017 L . . . .
The survey results suggest that within Asia, developing Asia (excluding

China and India) is faced with more challenging trade finance market
conditions, showing a 15% rejection rate, compared to 8% in China and
advanced Asian countries. India, another large economy in Asia, accounts
for 6% of global trade finance transactions with 11% of its proposed
transactions rejected.

‘N

Figure 68: Change in trade credit lines compared to 2015 by client type
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Almost half of the respondent banks identified compliance with KYC/
AML and lack of additional collateral as the two main reasons why they
rejected trade finance applications. The other main contributing factor
for the rejection is the low quality of applications (20%). Around 15% of
respondents said that while the applications are suitable, bank profits are
too low to accept more proposals.

Challenges to trade finance and way forward

This year’s survey continues to show that respondents report regulatory
requirements as one of the biggest hurdles in serving global trade finance
needs. Among the regulatory requirements, AML/KYC (around 80%) and
Basel Ill regulatory requirements (71%) are reportedly major impediments in
meeting trade finance demand. The low credit ratings of issuing banks and
of countries where proposals are coming from are also top impediments
according to 72% of respondents. Other challenges faced by survey
respondents include: low credit rating of obligors; low profitability (high
transaction costs or low fees) and constraints on bank capital.

To overcome these barriers, a large portion of responding banks suggest
that adopting financial technology may help banks save costs and in turn
expand availability of trade finance. This could be achieved through financial
technology by: increasing efficiency and reducing cost of complying with
regulatory requirements (80%), due diligence (80%), and in particular
enhancing banks’ ability to assess SME risk (67%). Respondent banks

said that greater integration and harmonisation of rules, standards, and
regulations in trade finance would reduce market gaps and lead to more
support for SMEs and higher economic growth.

Figure 69: Proposed trade finance transactions that were approved/ rejected
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Figure 70: Reason for rejecting trade finance transactions
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Figure 71: Potential barriers to servicing trade finance needs
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The role of multilateral development

banks and export credit agencies

Globally, surveyed banks across all regions perceive that multilateral
development banks (MDBs) and export credit agencies would be helpful
in fulfilling the demand for trade finance. In particular, approximately half
of the surveyed banks indicated that MDBs and ECAs would help meet
the region’s trade finance demand in Asia.
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Figure 72: Ways in which financial technology will impact banks’

abilities to do more transactions

Facilitating
KYC checks

Reducing costs
of due diligence

Enhancing ability
to assess risk of
small clients

Figure 73: Most
significant benefit of
greater integration and
harmonisation of rules,
standards, regulations and
policies in trade finance
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Source: ICC Global Survey on Trade Finance 2017
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Figure 74: Extent to which MDBs and ECAs help in fulfilling demand

for trade finance in different regions
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EDITORIAL COMMENT: SELECTED STRATEGIC AND TACTICAL IMPLICATIONS

Strategic implications

The ADB portion of this year’s survey reinfoirces
key findings about the nature of the global

trade financing sector that have been described
anecdotally, but also materially advances broad
understanding about a business that sustains and
enables trillions in annual trade flows and related
economic value-creation. ADB first quantified the
now oft-quoted ‘global trade finance gap’, bringing
into sharp focus, the significant unmet demand for
trade finance around the world.

That headline aside, the elements of this portion
of ADB’s analysis highlight several points with
strategic implications. Bank-intermediated trade
finance is characterised by high rates of approvals
of proposed trade financing transactions, across
traditional products and supply chain finance,
with up to 95% of proposed deals in certain
product categories resulting in some form of
financing solution. Relatedly, trade finance credit
capacity seems to have remained largely at levels
comparable to or higher than those reported last
year, which implies that the area should present
additional opportunity for financiers prepared

to invest additional capacity in originating new
business.

Notably, SCF remains a modest portion of the
overall level of bank-intermediated trade finance,
at least as reflected in the survey responses.
Strategically, this suggests either a continuing
misalignment between bank portfolios of

trade finance activity, or ongoing disjointed
organisational structures that maintain a split
between traditional trade finance and the majority
of SCF or open account-related trade financing.

Perhaps surpisingly, on the question of bank
collaboraiton with export credit agencies and
multilateral institutions, and the value or impact

of those partners, a significant percentage of
respondents indicated not knowing about those
positive impacts. Strategically, this suggests an
opportunity for greater dialogue, awareness-
raising and collaboration between trade banks
and multilaterals (as well as ECAs). While certain
specialists within banks’ trade units may be very
aware of these instutions and their now undeniably
acknowledged roles, wider dissemination may
prove helpful in creating additional opportunities
for trade banks, and in developing net new
capacity on a global level.

Tactical considerations

Tactically, the ADB analysis highlights persistent
perceptions about the impact of regulatory
expectations both on the capital adequacy side
and on the compliance side. Additionally, some
specific opportunities are identified by survey
respondents, around the opportunities to leverage
FinTech to favourably restructure the cost/income
structure of bank intermediated trade financing.

Established and credible trade finance banks
ought to continue due diligence and strategic
assessments related to FinTech, but should
continue in parallel to undertake carefully selected
proofs of concept, review alliance opportunities
and seek specific, highly execution-oriented
opportunities to leverage FinTech across a range
of areas, individually or at the industry level, for
example, in developing additional industry-level
data pools around trade finance, SCF and trade-
related risk mitigation activity.

These tactical elements can be broadly shared

by collaborating with multilaterals through

the technical assistance and capacity-building
components of their various trade finance
programs (most of which now specifically include
an SCF component) to drive these initiatives to the
financial sectors of developing economies.
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Preparing our industry for the
future - How training tomorrow’s
experts can reinvigorate

trade finance today

ICC ACADEMY

Today’s world is rapidly abandoning
traditional classroom training methodologies
and trade finance professionals are

. Author

weathering a storm of regulatory, Thomas G. Paris,
I Director of Production,

technological and structural changes. ICC Academy
Before the financial crisis, trade was a powerful driver of commercial
expansion with the rate of trade growth generally outperforming global
GDP growth rates. Trade itself was effectively driving the world’s
economy.
Soon after the crisis, greater attention was focused on the direct links
between trade finance and economic growth when it was reported that
80-90% of global merchandise trade (valued at USD 16 trillion) was
buttressed by some form of trade finance, mostly of a short-term nature.
The International Chamber of Commerce is at the forefront of a range of The business
activities aimed at advancing the financing of international commerce,
through ongoing leadership in rulemaking and standards-setting, policy must evolve from
and regulatory advocacy, deliberations on disruptive developments a “learning by
in technology and digital trade among other areas. It is in this highly . .
dynamic and newly fast-paced context, for a business that still relies d01ng approaCh

in part on mechanisms that date back hundreds of years, that the ICC
Academy was established in Singapore, with an initial remit focused on
trade finance and the work of the ICC Banking Commission.

The continuing professionalisation of a business that underpins trillions

in annual trade activity is particularly critical as the nature of trade is
redefined by evolutions like 3-D printing, advances in logistics, the entry
of non-banks into the financing of cross-border commerce, and the ICC is
in a unigue position to respond to this clear market need, which includes
an awareness-raising and education element around the nature of trade
financing, for a next generation of practitioners, but increasingly, too, for
a wide range of stakeholders, influencers and service providers.
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Figure 75: Technical
competency and capacity in
trade sales
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to meet expected need

Source: ICC Global Survey
on Trade Finance 2017

It is the increasing appreciation for the impact of trade financing on
economic value-creation, international development and inclusiveness
that facilitates a robust dialogue with policymakers, political leadership
and a growing community of supporters - an impact long understood by
practitioners, but now increasingly championed at the highest levels of
international discourse.

The Asian Development Bank last year estimated a global trade finance
gap of USD 1.6 trillion with over 70% of firms unfamiliar with digital
finance. The most recent ICC Rethinking Trade and Finance survey also
found that 61% of its respondents were signalling a global shortage in
the provision of trade finance from their banks. Change is brewing on a
massive scale.

How will professional training and education
provide the boost that this industry needs?

A business with its roots firmly in “learning by doing” must evolve to a
more enlightened, thoughtful and efficient model for professionalization,
as much to attract skilled and committed next-generation trade
financiers, as to ensure that the future of the industry is grounded in a
scientifically robust competency-based framework, leveraging advanced
methodologies and practices in education, training and professional
development.

There is now a growing need for trade finance to evolve quickly, and
for related competency development to follow the same path. With the
digitisation of payment methods, nimble risk mitigation products, and a
long road to a technology-enabled world paved in mobile devices

- we are faced with an ever-closing window to sow seeds of innovation
that will pay off later.

Interactivity and engagement has always been the key to success in the
training space and our portfolio of trade finance programmes offers a
structured and rhythmic approach to elucidating and assessing which

Figure 76: Methods toaddress the capacity and skills shortage

80%

60%

40%

20%

Recruitment Automating solutions Training and Other
and sales for development
Source: ICC Global Survey on Trade Finance 2017 certain types of business
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skills individuals need to know at distinct levels of one’s career.
Increasing demands for, and opportunities in, life-long learning
approaches require flexibility in delivery options and channels, on-
demand, global access to content, and increasingly, the support of a
robust, energetic community of practitioners and interested parties
at various levels on the continuum of professional development. The
scope and accessibility of world-class academic content is strikingly
illustrated by the growth and adoption of various global massive
open online courses (MOOC) programs, many offering tremendous
value at no cost, and it is in this context, that professional
development and certification programs compete today for the
limited bandwidth and capacity of learners, be they young graduates
at the start of their careers, or senior executives facing increasing
pressure to remain at the leading edge of their industry.

30

!‘.‘Q courses available at

the ICC Academy

Just as individuals face challenges - and are provided with endless
opportunity - in selecting education, training and development
options, institutions and professional bodies are likewise compelled
to make fundamental decisions related to the development of their countries in the
human capital. ICC Academy

. ) . community
What we are accomplishing today is a fresh training ecosystem

where the geographical barriers have been stripped away by creating
an online community centered around professional development.

Why is this key? Monthly

The trade finance industry is facing a tidal wave of new challenges Webinars
and opportunities, including the need to ensure that a next
generation of energized, committed practitioners is attracted to - released
and retained in - an industry that demonstrably impacts the world,
provides personally and professionally enriching experiences, and
offers a variety of career paths that can cross public sector private
sector, international institution and entrepreneurial boundaries while
concurrently crossing borders around the globe. To move as a unit
during this transition, there needs to be a common understanding of
the legacy and baseline functions of trade finance, combined with a
view of the evolving path of the conduct of international commerce
- and the financing and risk mitigation that enables it - or we run the
risk of facing a competency crisis in the next generation.

i

Responding to this clear need in the market today, the ICC Academy
provides the trade finance industry with 24/7 access to online
modules, long-form video webinars, and thematic community
discussions to groom a new generation of practitioners equipped to
tackle the challenges of tomorrow in an ever-evolving market.

g

\
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EDITORIAL COMMENT:
SELECTED STRATEGIC AND
TACTICAL IMPLICATIONS

Strategic implications
Professionalisation, certification

and systematic, structured and
standardised training in trade finance
is both urgent and long overdue as

a matter of industry-wide strategic
priority. Targeted progress has been
achieved however, the adoption

of a global standard, committed
investment in such a profession-wide
standard is still underway.

The widely acknowledged skills
and competency shortage in trade
g financing including fast-emerging
ﬁﬂ'll”" pees SCF, requires a coordinated global
solution, one element of which
revolves around professional
development.

This dimension of managing a trade
finance business is no longer a luxury
or an option, but now a matter of
strategic priority in which even scarce
financial resources must be invested.
Career and promotion paths must

be increasingly tied to demonstrated
commitment to professional
development and objective
certification.
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Tactical considerations
Following an unequivocal strategic
commitment to professional
development and certification, trade
finance businesses around the world,
line of business and operations
executives ought to urgently
implement formal training plans
linked to certification, ensuring that
staffing models account for necessary
capacity to allow staff to complete
the agreed training programs.
Performance management and
incentive plans must be aligned to
motivate the pursuit and completion
of training and certification.
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Update on Global Supply Chain

Finance Forum

BAFT

The Global Supply Chain Finance Forum
(GSCFF) is the consortium formed in
2014 by BAFT, EBA, FCI, ICC, IFG and
ITFA for the purpose of harmonising
terminology and understanding of
supply chain finance techniques.

The Standard Definitions for Supply Chain Finance Techniques was
published in early 2016, and was widely circulated and adopted by the
membership of each of the contributing organisations representing a
global amalgamation of more than 1,000 leading banks, factoring and
forfaiting companies, technology and services providers and other
industry stakeholders.

Since publishing the original document, the GSCFF has continued to

drive awareness and adoption of the document. It has been shared with
local banking associations, media organisations, training organisations,
regulatory and government agencies, legal, accounting and other
professional services firms and other important stakeholders, and GSCFF
members regularly participate in training programs and panel discussions
to drive awareness. Per the ICC survey, more than 78% of respondents
have incorporated all or part of the definitions in their business. In May
2017, the group launched a website http://supplychainfinanceforum.org/ to
support the distribution and exchange of information pertaining to supply
chain finance.

Some have raised the question, why all the fuss about definitions and
terminology? Simply put, communication is the first step to understanding,
which is required for collaboration. A person from Germany, Japan or the
U.S. trying to negotiate a deal with someone from China, Indonesia or
Brazil would have great difficulty unless they were able to reach common
understanding through a common language. Standardising the basic
terminology of supply chain finance should help that.

RETHINKING TRADE & FINANCE 2017

Author
Tod Burwell, President and
Chief Executive Officer, BAFT

®

supplychainfinanceforum.org

Figure 77: Using ‘Standard
definitions for techniques
of Supply Chain Finance

27.5

%

52.8

My bank is not familiar with the
suggested terminology to date

My bank applies the suggested
terminology partially and is using, in
practice, some of the language proposed

. Capacity and skills are insufficient
to meet expected need

Source: ICC Global Survey
on Trade Finance 2017



Figure 78: Most used techniques in supply chain finance

Receivables discounting 62.1%
Pre-shipment Finance

Factoring and its variations

Payables Finance

Loan or Advance against Receivables
Forfaiting

Loan or Advance against Inventory

Distributor Finance

Other

[ I I !
0% 25% 50% 75%

Source: ICC Global Survey on Trade Finance 2017

The first Supply Chain Finance Boot Camp hosted by BAFT in 2016, a
full-day event which included broad overviews and consideration of
important industry trends, together with presentations of case studies
by top practitioners, brought sharply into focus both the interest in this
topic, and the degree to which the Standard Definitions have proven
valuable in internal dialogue with credit, risk and compliance executives.
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function of market that most need it - small and medium-sized enterprises, often
many inter- suppliers to global supply chains that happen to be located in emerging
related things and developing economies. It is estimated that more than 90% of
companies in the world are SMEs. A 2015 World Bank study indicated
Including: up to 4 out of 5 new jobs created in emerging economies come from

SMEs, and SMEs account for a significant share of domestic GDP in both
emerging and OECD countries. The ADB’s 2016 study estimated a USD
1.6 trillion trade financing gap, with 56% of SME trade financing proposals
being rejected. The World Bank study suggested that if micro and
informal enterprises were included, the gap could be as high as USD 2.6

* higher onboarding, trillion. Nearly 70% of MSMEs in emerging markets lack access to credit.

compliance, and Supply chain finance could be one solution.
servicing costs as a

percentage of revenue

e Capital and liquidity
regulations on
banks disfavour
SME segment

* availability of
quality data for
credit assessment

* business model focus
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In order to improve credit risk assessment and achieve appropriately
risk-aligned capital treatment for trade finance, the industry must have
both quantitative and qualitative data. Data requires standardisation.
Standardisation requires clear and consistent definitions. Similarly,
access to credit for SMEs can be improved by expanding the sources of
lending - either directly, or through secondary investor markets. This also
requires greater awareness, consistency and enforceability, starting with
definitional clarity of the instruments used.

Growth of payables finance and other technigues have enabled some
lenders to extend financing to the SME market, where they otherwise
would not. Building a strong market awareness and adoption of supply
chain finance techniques, can be a method to deliver financing to this
underserved segment.

Smart trade requires standardisation

While policy discussions in some countries are forcing a re-think about
dependence on complex global supply chains versus simpler and more
local or regional supply chains, the economics of supply chain efficiency
are enabled by advancement in technology. But as the world increasingly
embraces digitisation, the internet of things, artificial intelligence and
cognitive computing, trade remains one of the last bastions of paper-
based commerce. Greater digitisation can be a game changer for the
intensive cost model associated with trade, as evidenced by many
innovations concerning warehousing, transportation and inventory
management. In order to enable this cost transformation in trade finance,
greater standardisation is required.

The internet of things has made self-ordering refrigerators a practical
reality. Envision a world where smart manufacturing machines order
replenishment inventory based on order volumes, production and usage
cycles. Taking into account delivery and cost algorithms, smart supply
chain systems optimise production, sourcing, and inventory in the most
cost effective manner. The logical extension of this efficiency is the
incorporation of automation into financing and insurance risk models,
digital event-based financing, optimising sourcing and channels of
finance, the way a supply chain management system optimises landed
cost. Smart trade needs smart trade finance. Smart trade finance requires
standardisation.

What’s next?

The GSCFF continues to drive adoption of standardisation in definitions
of supply chain finance to increase awareness and utilisation of the
techniques. The industry needs organisations involved in supply chain
finance to incorporate the standard definitions into their daily operations
such that the industry can more broadly track data relating to supply
chain finance. Better quality of data inputs will produce better quality

of data assessments, market sizing, risk scoring, capital and accounting
treatment, and use of the instruments. Training and education must be
built using the same standard set of definitions, which can be updated
as the market evolves. Transaction rules, legal frameworks and greater
certainty will also bring additional investors to market with an interest to
provide financing to those hard-to-reach SMEs.

RETHINKING TRADE & FINANCE 2017

Open account
transactions
represent more
than 80% of trade

The time has come to bring
greater standardisation to the
market, starting with how we
define the products. We now
look for the industry to enact
the following:

1.

Ensure the Standard
Definitions for Supply
Chain Finance Techniques
are adopted and
incorporated into your
institution’s daily use,
training documentation,
and transaction metrics.

Begin measuring
transaction volumes

and data consistent with
the definitions. The ICC
should eventually consider
whether it is appropriate
for the Trade Registry to
include SCF products.

Documentation
standards, including
client agreements,
should be consistent
with the definitions.

. Practices guidance and

possibly rules should

be considered, to add
greater clarity to the
behavioural underpinnings
of SCF transactions.

. Clarity on accounting

treatment and regulatory
treatment should be
pursued as necessary



EDITORIAL COMMENT:
SELECTED STRATEGIC AND
TACTICAL IMPLICATIONS

Strategic implications

While differentiated language and
terminology can be linked to market
presence and brand, at the current stage
of development of SCF, it is imperative

Smart trade that the basis for common and consistent
finance requires understanding about SCF programs and

. . techniques be established, maintained and
standardisation further evolved. Common and consistent

understanding through shared and co-
owned terminology is an important first
step in achieving alignment to advance,
advocate for, market and evolve the SCF
proposition, not only internally within
banks, but with professional services firms,
service providers, regulatory authorities
and others.

The Standard Definitions for Techniques

of Supply Chain Finance can serve as a
foundational and common reference point
across industry groups and associations,
across legal and geographic jurisdictions
and with a wide community of stakeholders
interested in trade and SCF.

Al

With eventual broad adoption of common
definitions and related cross-referencing to
terminology already in use today, the basis
for a global set of guidelines, practices and
rules similar to ICC publications like the
Uniform Customs and Practice (UCP) for
Documentary Credits, can be established to
clear positive effect.
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Tactical considerations
Dissemination and adoption of the standard
terminology may begin at the global level
through far-reaching industry bodies, but
it can gain traction and have impact only
once it is operationalised and ingrained
into the daily operations and transactions
of those providers and users of SCF
techniques, and their community of service
providers, commercial partners, regulators
and others.
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Supply Chain Finance:
Corporate perspectives

BANK OF CHINA

In terms of SCF development, in China, while
clear distinctions exist, there are also common
features - according to the interviews
conducted recently with companies of
different sizes during which various aspects
were addressed: strategic approaches, SCF
policies and internal structures.

Strategic approaches and Organisational Structures

Several companies of different sizes were interviewed and four
companies were chosen as representatives for the study (see the table
below). Both the large corporation and medium-sized companies
interviewed pay a lot of attention to SCF and treat it as an important
aspect for their development. For SMEs, the reality is significantly
different. The general feedback received from SMEs reflects their lack of
knowledge of SCF.

Company Location Size Industry Sector
H hol li

A Shandong Province Large eusEiele) Rplizmess
manufacturer

B Zhejiang Province Medium NI CPRIETEES
manufacturer

. . . Electric bi |

C Zhejiang Province Medium ectric vicycle
manufacturer

D Jiangsu Province Small Textile manufacturer

The strategic approaches of Company A, with annual sales over USD

22 billion, is to improve the service environment of SCF, construct the
management system for the industry chain, build a clear main line of the
industry chain, support SMEs developments and sufficiently display its
management strengths.

RETHINKING TRADE & FINANCE 2017
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Both large and
medium-sized
companies

see SCF as

an important
aspect for their
development

In order to achieve the above, Company A has made an organisational
structure reform by setting up a SCF department and Distributor
Finance department. Both departments are responsible for providing
comprehensive internet-based financial solutions by studying the
corporation’s industry chain, identifying the particular risks of the
industry SCF, and designing tailor-made, standard and personalised
financial products.

Company A also assigns the SCF policies advocacy responsibilities to its
finance company. Those are mainly to satisfy the financing demands of
suppliers and distributors across the supply chain, in order to respond

to their worries about financing problems or high financing costs. In
consideration to its own features and needs of the industry chain,
Company A’s finance company designs a series of featured financial
products for different phases of the industry chain, including financial
instruments finance, factoring, warehouse receipt finance, purchase order
finance, forfaiting, store set-up finance, etc.

The finance company provides financial services for the whole industry
chain as to satisfy the capital liquidity needs of various links of the chain
and expedite the purchase orders acquisition.

Unlike large corporations, medium-sized companies differ in their
SCF approaches, in terms of strategic and structural construction. For
example, Company B, with annual sales about USD 150 million, does
not have any special policies in SCF for its suppliers or distributors,
while Company C, with annual sales about USD 320 million, has made
differential SCF policies for different parties across its supply chain.

Due to their weak positions in the supply chain, it is rare for SMEs to
initiate any SCF policies. Our interviews also prove this statement.

Main opportunities and obstacles in terms of SCF

Opportunities

According to Company A, in terms of the supply chain itself, the
corporation can solve the financing demands of the whole supply chain,
with buyers and sellers, as long as it has a comprehensive understanding
and grasp of the demands along the chain. Satisfying such financing
demands matches production and purchase orders, and in return can
push forward the overall chain development. The virtuous cycle of

the industry chain may then significantly lower the risks around SCF
solutions. Furthermore, companies equipped with supply chain systems
are generally in the real economy. Opportunities in SCF are also amplified
with nation’s support in the development of the real economy.

Company B considers that the major SCF opportunities is in providing
a potential basis for sales increase for the anchor company and solving
difficulties in obtaining finance by the suppliers and distributors.
Company C considers that online SCF may simplify the financing
procedures and expedite funds flow.

When asked about the main possibilities in terms of SCF in their business,
company D, with annual sales about USD 15 million, replied that due to
the good credibility of their counterparty (the buyer), when granting
credit facilities, their bank lowers the requirements of the collateral
security and offers lower pricing.

AN ICC PRIVATE SECTOR DEVELOPMENT PERSPECTIVE
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Obstacles

However, when asked about the obstacles for SCF, Company A considers
that the development of SCF lies in the industry itself rather in finance.

If SCF is simply interpreted as finance and if the financial products costs
are overly transited to the industry, it may add to the burden of the whole
industry. The development of SCF may be effectively promoted if it aims to
promote the chain’s overall liquidity, improve the speed of acquiring orders
from the market, and share the value of purchase orders created together.
Company A considers that the biggest obstacle for SCF development is
the lack of professionals truly understanding SCF and the industry, and the
myopic behaviours in the designing and evaluating SCF products.

Even with top management support in SCF, it appears that large
corporations are facing more obstacles internally. Coordination with

and support from first-line managers in various areas are critical in
implementing SCF solutions successfully, thus aligning different objectives
from different teams within the organisation.

For medium-sized companies with full support from the top management,
internal obstacles are not as visible as those perceived by large
corporations in the process of implementing SCF. Medium-sized
companies feel that the current SCF solutions provided by the banks have
not fully met their expectations to increase sales to the greatest extent and
take up their own already limited credit facilities. According to Company

B, as an anchor company, their credit facilities have to be utilised in SCF
solutions in supporting the suppliers or distributors and may limit the
anchor party’s own financial needs.

Cooperation with banks or IT providers in SCF

It appears that most companies choose to cooperate with banks or IT
providers in SCF, however, some of the large corporations treating SCF as
a strategically important aspect usually set up their own SCF e-platforms
and do not have much cooperation with banks in SCF.

Take company A as an example. Its main cooperation with banks is focused
on credit facilities of financial instruments accepted by its own finance
company. Currently, company A believes that most banks are its SCF
competitors in onboarding its customers across the supply chain.

Company A cooperates closely with IT providers. IT providers are treated
as suppliers and usually have in-house office in the company responsible
for the development, upgrading and operation of the system.

Company A pointed that when they started the development of SCF,
no suitable third-party platform could be found on the market catering
to their special SCF demands. It is very hard for a third-party platform
to satisfy their SCF demands if that platform does not have deep
understanding of the industry.

Unlike the large corporations, the small and medium-sized companies tend
to cooperate mainly with banks in SCF. However, when providing support
to the parties across the supply chain, part of the anchor parties’ credit
facilities is taken up, and the finance is granted by the bank to the suppliers
or distributors after the anchor company examines required shipping
documents and confirms the transactions. Company C reports that they
cooperate with a bank utilising the bank’s e-platform in supporting its
suppliers finance, and cooperates with other financial companies in the
distributor finance.

RETHINKING TRADE & FINANCE 2017
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All the SMEs interviewed report that they cooperate with banks by using
only a specific SCF solution. Company D mainly uses invoice discounting
to get finance and meet their operational needs when trading with buyers
with good credibility.

None of the SMEs interviewed has set up their own e-platform or is using
a third-party platform.

Expectations from banks and other SCF providers

There appears big contrast between companies with different sizes in
their expectations from banks in terms of SCF. However, our interviews
indicate that simpler financing procedures and lower financing costs are
common expectations from banks and other SCF providers, and such
expectations are even stronger from small and medium-sized companies.

For large corporations with internal SCF management, banks are seen as
their competitors in SCF, and they also feel that banks are unable to meet
their in-depth financing demand. Company A attributes the cause to the
fact that the degree of understanding and knowing the supply chain by
banks is less detailed and comprehensive than that of the corporation,
since banks are not as close to the industry as the corporation itself,

and banks lack the environment and conditions of doing so. Company A
suggests that banks should adjust their strategy in SCF development and
should act in cooperation instead of competition in providing competitive
lower cost funds to support the corporation’s SCF development. In
return, banks may also benefit from acquiring credit assets with high
quality and low risks.

Company B wishes that the limit of trade finance facilities could be
increased along with the increase of the sales and the finance costs
could be lower. Company C wishes that the approval procedures for SCF
solutions may be further simplified and expedited so as to enable mo