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EXECUTIVE SUMMARY

The fundamental importance of international trade as an engine of recovery was recognized and championed early in the crisis; thus the critical importance of the availability of financing linked to international commerce, was highlighted to a degree perhaps never seen in the business of trade finance. 


The crisis demonstrated, with striking clarity, the consequences of inadequate financing resources in support of global commerce: trade volumes dropped radically, and the lack of pre-export finance resulted in a 40% reduction of trade flows from Asia to Europe and the Americas, paralyzing the global shipping industry and reducing shipping rates by as much as 90%.


Trade finance had, in the two or three years immediately preceding the crisis, enjoyed a period of innovation, with new technologies and emerging financing solutions (notably Supply Chain Finance) gaining traction in what had been a very conservative and staid line of business. 


While anecdotal evidence has suggested a broad, crisis-driven return to traditional trade financing mechanisms, the reality is that the sector has continued to advance its new offerings. Trade finance specialists have been encouraged to leverage the unprecedented profile earned through the crisis, to evolve, innovate and enhance its value proposition. 


SME’s and Emerging Markets have, by some accounts suffered the most from restricted availability of financing – including trade finance – and as such, focus on the question of innovative financing mechanisms in response to the needs of those segments is both timely and of critical importance.


The global crisis also brought sharply into focus, the critical role and contribution of international financial institutions, multilateral agencies, and export credit/insurance providers – particularly those still guided in part by a public policy mandate.


Trade finance needs all the support and championing it can secure; an integrated approach to effective development and application of trade finance will serve all concerned.  

CONTEXT

1.
Trade Flows

The global crisis has redefined trade flows across the map, testing the resilience of traditional trading partnerships and driving nations and businesses to seek new markets and new sources of supply.


China has just surpassed Japan to take the position of second-largest economy on the globe, and the country’s engagement in international commerce – from short-term trade to commodities and natural resources, to long-term infrastructure and capital projects – as a supplier and a buyer – is such that it occupies the first position as major trading partner to an increasing number of countries and regions across the globe.


At the same time, the United States and Europe – traditional consumer markets and destinations for export products and services – continue to suffer ill-effects from the crisis, prompting businesses and governments in various regions to shift their trade and export development efforts. Africa and the Middle East, for example, have refocused their efforts regionally, in addition to working to develop closer ties with China and Asia. Middle East/China trade is estimated by some to represent a $10 Trillion market, a significant portion of which is and will be developed by SME’s.


This is, indeed, shaping up to the “The Century of Asia”; more broadly, global growth will come from Asia and Emerging Markets: the Southeast axis of the globe is rising to prominence as the Northwest axis seeks to find equilibrium in the midst of new realities. 


As trade flows shift, so to, trade financing mechanisms must adapt – and this requires a combined understanding of the new markets/regions driving trade, as well as an intimate understanding of the mechanisms and techniques of trade finance.

2.
SME’s

SME’s are widely acknowledged – in developed as well as developing economies – as key drivers of job creation, economic growth, prosperity and development/poverty alleviation.


At the same time, SME’s across the globe express frustration at the lack of financing available from conventional sources, to enable and sustain growth – or indeed, to extend business into new international markets. SME’s are an underserved client segment in banks across the world, with the effect that a combination of public policy initiatives, and niche providers, link to try to address this gap.


As internal competition for capital within financial institutions has intensified, financing options and solutions for SME’s have, generally been reduced, and more critically, financial institutions are being increasingly selective of the commercial relationships they will undertake and focus on.


Focus is shifting further away from SME’s, and even more toward mid-market and corporate clients.


While fighting for access to much-needed financing, SME’s face a commercial environment that combines competitive pressures – web-enabled – from across the globe, together with opportunities to explore international markets in their own commercial pursuits. 


Conventional providers of trade finance argue, privately if not openly, that SME’s require too much “hand-holding”, generally represent a greater commercial risk than mid-market clients, and typically are a source of only limited revenue at the level of the client relationship. Small-ticket trade transactions are of limited interest given the resources required to support their successful completion. 


Finally, SME’s often have limited track records, and may be unable or unwilling to provide the levels of visibility and comfort required by lenders, to motivate the consummation of a transaction.


For exporters, where lending is most typically based upon the political and bank risk (of/in the importing country), transaction size and volume limitations are dis-incentives to traditional providers of trade finance acting on a purely commercial basis. 

3.
Global Value Chains (GVC’s)

“The value chain describes the full range of activities that firms and workers do to bring a product from its conception to its end use and beyond. This includes activities such as design, production, marketing, distribution and support to the final consumer. The activities that comprise a value chain can be contained within a single firm or divided among different firms.”

Source: www.globalvaluechains.org 


On the face of it, the foregoing definition is very similar in character to definitions associated with Global Supply Chains, however, supply chain-oriented analysis is likely to be more process-oriented and provider-focused, while value chain analysis will tend to focus on the creation of value within a process or within a set of commercial relationships.


Global Value Chains are a superset of Global Supply Chains, in terms of the elements or components involved, partly because, by definition, a Value Chain exists both within a business or organization, as well as more broadly “in the market”, as a collection of commercial relationships. That is to say, one can look at an internal “value chain” within a company or business, and/or an external, multi-party value chain, to which a particular business or company might belong.


It may also be said that global supply chains support global value chains, and both are, according to relatively recent outlooks (first proposed circa 1998), enabled through global financial supply chains. Financial supply chains are the financial flows associated with the movement of goods and services across the world – and linked directly to the physical “movement” of goods and services, as well as the flow of value across markets. 


It is worth noting explicitly, that Global Value Chains – historically seen as linear, or vertical in nature, have evolved to be much more like non-linear, non-sequential networks of business relationships and processes, with commercial leverage more evenly distributed across members of the network than was historically the case.


Variations on Global Value Chains have existed since the earliest days of thought around this discipline, and continue to exist today. Differences in the characteristics related to Global Value Chains can exist on multiple levels – from the nature and depth/interconnectedness of commercial relationships, to the nature and level of use of technology, to variations in the degree of leverage between members in the network. 


Global Commodity Chains (GCC’s) for example, were defined and assessed on the basis of the leverage of an “anchor” member of the chain – either a large buyer, or a large manufacturer, that could and did/does exercise leverage and influence over the rest of the “chain” of which its is a part.


Buyer-driven chains, as can be observed in the textile industry, involve relationships between legally separate entities, and may, due to the relative simplicity of their products, involve higher levels of outsourcing. Manufacturer-driven chains, as seen in the automotive industry, often involve networks of affiliated companies, usually complex technology and significant focus on Research & Development, and therefore less outsourcing.


Such variations in the relationships, processes and objectives of a commodity or supply chain, will directly impact the nature of the value chain which relates.


Both supply chains and value chains can be viewed as having “direction” – typically using language such as “downstream” or “upstream”, with “up” generally ,meaning closer to the end-customer, and also most commonly implying higher value in the value chain. Down, refers to that end of the supply chain and value chain that is closest to ultimate suppliers, and generally implies lower value-added in the production process.


Given that Global Value Chains are frequently more like networks than they are like chains, the linear relationship between supply chains and value chains (with the supplier and consumer being the endpoints) does not always hold – but it remains useful as a representation of the concepts involved.
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The above graphic illustrates a supply chain associated to seed production and sales in India, culminating in the provision of seeds to the farmers who will ultimately use or consume them. The graphic is focused primarily on the production and movement of the commodity to the end-consumer. 


By contrast, the following illustration of a Global Value Chain from Duke University, also related to agri-business, illustrates a combination of parties and processes, focusing on the contribution (value) brought by each stakeholder to the “chain” or network. 


The end-customer, being the recipient of the final outcome and therefore adding no “value” to the product, is not represented in the flow.

Global Value Chain – Agri-Business
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Source: Duke University


Supply chains and value chains are closely related, but the differences are worth highlighting, both for reasons of accuracy and because those differences can have material impact on approaches to financing the flows of the related goods.


The third dimension of a discussion around GVC’s and global supply chains is the notion of a financial supply chain: this concept suggests that the physical flow of goods (and services) across borders involves a complementary financial flow linked to the underlying physical transaction.

The Financial Supply Chain
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Source: GTNews & Deutsche Bank


While the business of supply chain finance within banks is still relatively new as an integrated offering (some long-time bankers argue this is nothing more than a repackaging of long-familiar products and services), there is an emerging consensus in the industry, that financing global supply chains is both compelling for the banks, and valuable for all parties in the supply chains – from large global retailers to SME suppliers. 


There are several variations of supply chain finance programs in the market today, though one apparent constant is the desire to service both the larger entities and the smaller participants in the global supply chain, with some bankers suggesting that the returns from servicing SME’s (most often located in developing or emerging markets) are attractive and merit greater attention.


Visibility (including adequate understanding) across the supply chain is a requirement for the optimal functioning of a supply chain finance program, which can involve extending financial and treasury solutions to any party in the chain – often based on the superior borrowing capability – both in amount and lower cost of funds) of the large “anchor” entity in the supply chain.


Solutions can combine the provision of detailed and timely transaction information, liquidity management, working capital and cash flow solutions and balance sheet management options.


Supply chain finance programs are typically designed to link financing (and related) solutions to transaction-based triggers in the physical supply chain – issuance of a transport document may be linked to the provision of pre-export finance, or customs clearance and delivery to the buyer may signal a requirement to finance the importer, for example.


A question under consideration is whether financing solutions and options can be linked with equal efficacy, to Global Value Chains, and whether, in so doing, one of the key impediments to SME engagement in international markets (lack of sufficient, affordably-priced financing) can be mitigated – or perhaps resolved.


Perhaps more importantly, can effective financing solutions be developed to meet the unique needs of GVC’s related to specific industry sectors of particular interest to developing and emerging economies, perhaps under the auspices of Aid for Trade initiatives?

Unequivocally, yes.


One of the core requirements in making progress in this direction, will be the identification and empowerment of a trusted multilateral agency to articulate, champion and support the development of effective GCV Finance solutions in developing and emerging economies across the globe. 

4.
Financing Trade

Trade & Supply Chain Finance


The business of financing international trade has been undergoing a period of transition, from a mature, established business based upon products (such as the Documentary Letter of Credit) that have been in use, in some cases, for several hundred years. Efforts to shift the familiar transactional model to electronic platforms (“dematerialization”) to eliminate paper flows and manual intervention, have exhibited some degree of success, but relatively limited market acceptance and uptake.


Pre-crisis, international trade flows were negotiated and settled, increasingly, on open account terms, bypassing traditional instruments and in large measure, also bypassing banks and traditional providers of trade finance. In this context, the proven risk mitigation aspect of trade finance mechanisms was de-emphasised, and cash-rich businesses and economies (funded in part by low-cost credit), required only the most straightforward flavours of trade finance in many cases.


For some senior bankers, Supply Chain Finance (SCF) and its variants are not much more than a repackaging of familiar credit and financing options; for others, the shift is strategic in nature, and indicates a desire among trade financiers to engage holistically with clients in developing solutions throughout the various stages of a trade transaction, and across the commercial relationships which sustain international trade.


Whether one views Supply Chain Finance as an incremental repackaging of existing sets of trade/banking products, or indeed a significant evolution in trade finance as a solution to the needs of global traders, is less material than the fact that a new approach to the provision of trade finance is clearly taking root among trade financiers.


Banks and financial institutions have been realigning organizationally, integrating areas such as trade finance, payments, cash management and other lines of business, under a common organizational banner: that of Global Transaction Banking (or variants to the name).  


This is significant in that it aligns with a core theme of the 2010 World Export Development Forum – the notion of focusing on lessons from the crisis. 


While the reorganization process was an established industry trend long before the crisis, the creation of transaction banking units is very consistent with one of the lessons drawn by bankers across the globe: back to basics, and a return to focus on fundamentals. 
The lines of business grouped under transaction banking – including trade finance – had lost favour compared to the more flamboyant and higher-earning investment banking activities, but have, of late, been acknowledged again as core competencies of the banking sector: dependable producers of revenue, guided by conservative banking practice and shaped by careful stewardship of bank assets and liabilities.


In this context, trade finance, whether in its traditional form, or linked to Supply Chain Finance – which is seen as bringing in other aspects of transaction banking such as working capital management – has attracted positive attention as an interesting line of business among banks with ongoing international aspirations and capabilities. 


The global crisis has generated a great deal of focus on bank regulation and compliance: areas which directly impact trade finance, and which link to the (un)willingness of financial institutions to extend financing to SME’s, or even to markets that are perhaps less familiar, or perceived as being more risky.


The “KYC”, or “Know Your Client” requirements related to compliance regimes – including anti-money laundering and anti-terrorism measures, are posing a challenge in trade finance in emerging and developing markets, since they now apply not only to the bank’s own client (for example, a domestically based exporter), but also the counterparty in the transaction: an importer in a market where credit reports, reference checks, web-based research and other common tools of financial research are perhaps unavailable.


The exit of numerous previously “international” banks active in emerging and developing markets has exacerbated both the impact on credit availability, and the complexities related to achieving required levels of in-market transparency and visibility. 


Notwithstanding such conditions, SME’s have, of necessity, continued to seek sources and solutions related to trade finance requirements, and the Supply Chain Finance approach has been attractive for several reasons – not least, that the weaker trading partner can often access cost-effective funding on the credit strength of the ‘anchor’ entity in the supply chain: usually a large regional or global retailer, manufacturer or buyer.


While trade finance pricing increased by as much as 400% during the crisis, margins have begun to normalize, but the ability to access (or facilitate access to) reasonably-priced trade finance remains important to the facilitation of trade flows. 


Not only is a Supply Chain Finance model attractive in potentially serving as a self-funding source of financing with the aid of a financial institution, but, the “end-to-end” view of commercial relationships and transactions provides a series of opportunities to extend/access financing: some estimates suggest over 40 potential financing “triggers” over the life cycle of such a transaction.

Value Chain Finance


Trade finance has evolved from its traditional form and value proposition to become an integrated suite of solutions under the umbrella of Supply Chain Finance – with a variety of products, techniques and tools brought to bear in support clients in global supply chains.


Just as there was value in devising financing options and solutions around the physical flow of goods, and around specific transaction triggers, it is clear that there is value – particularly in the context of international development and Aid for Trade – in devising an incremental set of solutions designed around Global Value Chains. 


Financing – and its related activities, including risk assessment, provision of transaction information and reporting and others – is based, at its core, on an assessment of risk and value: the value of an asset pledged as security against a facility, or, in international trade, the value of an underlying flow of commerce between importer and exporter.


This view of trade finance is consistent with a major lesson arising from the global crisis: there is a need, globally, to return to basics in finance and banking – including in credit-granting and risk assessment activities. Financial engineering and investment banking products which are too far removed from the underlying customers and transactions have lost favour, to the benefit of traditional structures such as trade finance in their various forms.


Just as Supply Chain Finance has motivated bankers and trade financiers to better understand the industry sectors, trade relationships and transactions they are supporting – with several institutions expanding their involvement in trade beyond pure financing and into logistics and beyond – a further evolution of trade finance to incorporate Value Chain Finance is a compelling proposition.


In the same way that understanding various transactional trigger points across a global supply chain have highlighted new financing opportunities, a better understanding of value – and its key contributors – in a trade transaction or in a series of trade-related relationships, should allow financial institutions to devise and extend financing solutions on the basis of that newly understood value in a trade chain or ecosystem.


Regardless of the view one takes of international trade – as a simple bilateral transaction between buyer and seller, as a holistic commercial relationship framed by one or more global supply chains, or as a value-driven interaction based on a sophisticated network of global relationships – SME’s are consistently challenged by a shortage of financial resources.


The global crisis has, however, put greater focus on both the business of trade finance as the indispensable lubricant of global commerce, and on the invaluable contributions of SME’s to economic recovery, development and prosperity across the globe.


Value Chain Finance represents a timely confluence of concepts, approaches and innovations, that can assist SME’s and emerging economies, potentially under the banner of Aid for Trade, and particularly with the support and championing of a credible and trusted multilateral institution, with channels of communication open to all necessary stakeholder groups.

 
Whether solutions evolve as variations of Supply Chain Finance, or whether specific programs are developed and designed to meet the particular needs of SME’s in developing economies – as has been done to great effect with Microfinance – there is a clear imperative to explore the options and apply some innovative thinking in this arena. A practical illustration here relates to one way in which Supply Chain Finance today serves the interests of small businesses and small suppliers: the borrowing power and credit standing of the entire supply chain – or at the very least – its strongest member – can provide sufficient comfort to financial institutions, to extend facilities to suppliers on that basis. 


Additionally, some supply chains have evolved to the level of quasi-ecosystems, where commercial partners recognize the value of extending financial resources to reduce the overall risk profile – or reducing the overall cost of borrowing across the value chain, to the ultimate benefit of all as those savings translate to higher margins across the chain or network. 


This intra-chain view of a financing solution is consistent with a proposal by US AID that suggests, “Value chain finance can be defined as the flow of financing within a subsector, among value chain actors, for the purpose of getting product to market. Value chain finance, by this definition, requires a relationship and exchange among value chain actors.” (Anicca Jansen, US Aid). 


Interestingly, a question is raised in relation to the appropriate/optimal focus of a donor intervention – whether said intervention ought to target members of the value chain directly, or banks and non-bank financial institutions “external” to the value chain, or some combination of stakeholders. 


While an intuitive response might favour the hybrid option, there is a further nuance worth drawing from existing Supply Chain Finance programs: that the financial institution(s) in fact become part of, and embedded into, the supply chain of the anchor client (the large retailer or manufacturer), and with the resulting visibility (as illustrated in the Deutsche Bank model above), is able to offer a comprehensive suite of solutions across the global supply chain.


The parallel argument relative to GVC’s, is to devise – or enable – financial solution providers, including international financial institutions and development finance institutions, to integrate with Global Value Chains, either directly or through a trusted intermediary, in order to gain the visibility necessary to assure the development of effective, highly tailored Value Chain Finance programs and solutions.
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Source: US AID, Jansen


The engagement of financial providers is critical to the success and sustainability of GVC programs as they may evolve; whether this is assured in part through guarantee schemes, or by ensuring the standalone commercial viability of the financing activity, some measure must be taken to make this type of program viable for the financiers. In Supply Chain Finance, as noted, one way to do so is to have the financial service provider look at the supply chain “end-to-end”.

The World Council of Credit Unions (WOCCU) notes:

“Fundamentally, the value chain framework hinges on market orientation, without which the resulting financial services would fail. At its most basic, the value chain methodology requires that financial institutions take into account the financial potential of the entire value chain and not just the creditworthiness of a single individual. With this shift in focus, the financial institution can more accurately measure and mitigate the risk.”   

Source: World Council of Credit Unions
Value Chain Finance
Implementation Manual 2009

WOCCU illustrates its approach to Value Chain Finance in Peru – under a program funded by US Aid, as follows:
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There is a focus on technical assistance and operational/organizational capacity, and the desire to engage local credit unions and providers in the Value Chain Finance program.
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The above example certainly hints at the potential for creative Value Chain Finance solutions developed for and applied to specific sectors, and serves as a good starting illustration of the possibilities in applying creative financing mechanisms targeting SME’s in the context of Aid for Trade and international development.


Evolution of the model may be facilitated by looking closely at developments in global supply chain finance, linking those with the necessary role of development banks and other international financial institutions, together with some of the more traditional mechanisms familiar to trade finance – such as the long-serving Documentary Letter of Credit.


The latter assertion is based primarily on the need to ensure adequate risk mitigation in transactions involving emerging market SME’s – failing which it would be difficult at best, to attract serious interest from potential financiers of a selected Value Chain.


It is no coincidence that the 2010 sector survey of one of the pre-eminent organizations involved in global trade finance, the Paris-based International Chamber of Commerce, bears the title “Re-Thinking Trade Finance”, and that one recommendation of that survey relates to expansion of the breadth and scope of multilateral trade finance programs, particularly in support of low-income export-dependent economies.  


Supply Chain and Value Chain Finance, and the commercial ecosystems which are evolving around these models, constitute one level of the “rethinking” of trade finance.


Beginning with the fundamentals such as traditional features of trade finance (broadly, payment facilitation, financing, risk mitigation and the provision of information), progressing through evolving/best practices in supply chain finance, and bringing key features and mechanisms into the realm of international development and value chain finance: this is one viable path to the articulation, design and development of an effective trade finance model targeted specifically at SME’s in emerging and developing economies.
4.
Finance & Aid for Trade

The link between trade and economic health/prosperity has been brought sharply into focus by the global crisis; by the same token, the connection between trade and development/poverty alleviation underpins a wide variety of efforts across the globe, and, a necessary condition under both contexts, is the presence and accessibility of adequate levels of financing.


Small businesses, by their very nature, survive and thrive on a cash and working capital basis: financing to sustain business operations, fund growth and enable pursuit of opportunities in international markets, is all but a pre-condition to the viability and sustainability of a business.


Aid for Trade comprises a broad range of programs developed, enabled and delivered by a wide range of institutions and stakeholders across the globe – all with the objective of leveraging international commerce as a means of providing development aid in developing and emerging markets across the globe.


Aid for Trade programs are carefully and consciously distinguished from other, non-trade related development initiatives, with Aid for Trade being positioned on the basis of  “…activities have been identified as trade-related development priorities in the recipient country's national development strategies…”.


Whether at the level of trade policy and capacity development, or trade and export promotion, or at the level of industry or sector-specific programs which may reach down into specific transactions, the scope of engagement and impact of “Aid for Trade” is far-reaching, yet, in the end, all such efforts must lead to the conduct of international trade between importers and exporters, in order to arrive at the benefits and outcomes ultimately targeted by Aid for Trade efforts.


The development of excellent public policy, world-class negotiating capabilities among trade delegations or even private sector businesses, or the design of comprehensive trade promotion programs represents only limited success, if the outcome of all these efforts does not lead to positive commercial outcomes which create value, and thus address the ultimate, intended development objectives.


Private sector engagement, including the conduct of commercial transactions through private sector actors – most commonly SME’s – leads straight back to the need for adequate, timely and fairly-priced financing. In the context of Aid for Trade, this means, of course, trade finance, effective in developing and emerging markets and helpful to SME’s in their pursuit of international business opportunities.
INNOVATIONS IN TRADE FINANCE

The business of trade finance is both as old as civilization and as new as the latest advances in technology. A senior banker in Lebanon noted recently that the Phoenicians had invented the first trade finance instrument more than six thousand years ago: the alphabet. 


Acknowledging the long history of trade finance as a critical facilitator of international commerce, it must be noted that recent years have seen unprecedented innovation in the financing of international trade, particularly in terms of the technology platforms and tools available to both providers and recipients of trade finance. 


Trade finance is a business that has evolved from purely transactional, focused on the timeframe between the signing of a sales contract and final settlement of the transaction, to a truly end-to-end, solution oriented business requiring trade financiers to understand not only the mechanisms or finance, but the underlying goods, industry sectors involved and the mechanics of the trade transaction itself – all with a view to ensuring that the optimal financing solution or program can be structured and proposed to the client(s) and/or the global supply chain involved.


Trade finance is now, among many leading providers, one element of a broader Global Transaction Banking or Global Transaction Services group, with the practical effect that it becomes one aspect of a portfolio of products, tools and solutions aimed at assisting a client (and/or members of that client’s supply chain) to effectively manage cash flow, working capital and risk.


Certain providers have extended their value proposition beyond pure finance, to logistics, compliance and related areas, while others have put greater emphasis on the advisory side – both in terms of the structuring of an effective financial solution, and in terms of the broader trade transaction.


Trade finance has also evolved in terms of the variety of potential providers of trade finance solutions and funding sources – from banks to hedge funds, boutique firms to factoring companies and beyond. Additionally, as a direct outcome of the global crisis, the role of international institutions, public sector entities and export credit/insurance agencies has been brought to the forefront, and their contributions gratefully acknowledged by banks and others who, pre-crisis, actively questioned the need for such entities in sustaining global trade finance.


Global trade finance flows, estimated at between $15-20 Billion annually, are highly concentrated among the top few global providers, however, non-bank entities had made significant gains in higher-risk and higher-return emerging markets (particularly Africa); in light of ongoing post-crisis conservatism among bankers, and a continuing internal battle for capital – plus the reality that bank bailouts (some, effective nationalizations) – have come at the cost of having to retrench to domestic markets, it is likely that the role of non-banks and other providers will expand to fill certain gaps in the market: most notably the provision of trade finance to SME’s in emerging and developing markets.


While liquidity has returned to the market on some level, and deal pricing has normalized to a degree, the reality is that shortfalls in financing – including trade financing – remain a reality of the international market.


There have been numerous attempts over a period of years, to develop “matching” services and tools to assist in sourcing not only financing, but also risk mitigation solutions (notably Documentary Credit Confirmations) related to international trade. Given current conditions and the ongoing impact of the crisis – particularly on SME’s and developing markets, there is a case to be made in favour of assessing the current state of the “matching” market, to see if such a service can respond to the ongoing need for trade finance among SME’s.


A particularly relevant development in trade finance is the focus of some providers on developing effective public/private partnerships in the provision of trade finance and trade-related risk mitigation solutions. Such an approach – undertaken with significant success in some markets – speaks to the potential of creative alliance models in the provision of trade finance solutions to selected client/target groups, by market, by industry sector or by customer segment.


Perhaps the most important single “evolution” in trade finance over the past several years, is the unprecedented profile brought to trade finance by the global crisis – the effect of which, long term, will be to highlight the critical importance of this realm of activity, and to enable a more positive dialogue around investments and resourcing related to trade finance activities. With this level of profile – supported by senior political leaders, executives and academics across the globe, it will be commensurately easier to develop stakeholder support – and ultimately, formal business cases, related to the launch of new initiatives around trade finance.
ITC AND TRADE FINANCE
1.
ITC: A Trade Finance Centre of Influence

Trade finance, globally, has been recognized as the oil in the engine of international trade – an engine that seized up dramatically in the crisis-related absence of lubricating financing, and one which continues to be relied upon to facilitate global recovery, in addition to contributing to poverty alleviation and international development.  

Pre-crisis assertions by some actors, that the global requirements for trade finance could be provided – and assured – by banks and other private sector providers have been called into serious question: perhaps even proven fundamentally incorrect, on the basis of near-disastrous consequences linked to the evaporation of trade finance during the crisis.


Government officials at the highest levels, commercial and trade diplomats and heads of international institutions of all stripes and inclinations have engaged in the vigorous discussion around, and defence of, trade finance, following such discourse with concrete action in terms of billions of dollars of funding, guarantee facilities and other forms of enabling support. 


From the World Bank and the IFC, to the WTO and the African Development Bank, as well as countless export credit agencies and other government or quasi-government agencies, a global effort and flow of energy and political will was directed at addressing the lack of adequate (and fairly priced) trade finance.


Industry associations such as US-based BAFT-IFSA, and global institutions such as the International Chamber of Commerce, have all weighed in on the discourse around trade finance.


Is there room for an additional champion and enabler, specifically targeting Aid for Trade, International Development and the linkages to trade finance? 

The response is an unequivocal yes.


The International Trade Centre is uniquely positioned – both by mandate and by its association to both the World Bank Group and the WTO, to craft a role as a Center of Influence in linking trade finance to Aid for Trade, and the ultimate objectives of international development and poverty alleviation.


Thanks to its natural relationship with TPOs across the globe, ITC has an opportunity to significantly advance both the intellectual dialogue around trade finance and Aid for Trade, as well as the commercial impact of well-deployed trade financing solutions in markets and in industry sectors which ITC covers through its mandate.


ITC can, after securing the necessary support of partner institutions and other stakeholders, embark on a four-pronged approach to engaging as a Centre of Influence in trade finance:

· Educate

· Inform

· Facilitate

· Innovate


ITC is well-placed to educate all parties whose participation is critical to the development of an effective, development-oriented trade finance capability worldwide. Developing reference materials and training programs targeted not only at in-market SME’s, but likewise at bankers, financiers and funders in need of a better appreciation of the risk profile of recipient markets, sectors and commercial entities.


The International Trade Centre, likewise, can help to clarify the situation “on the ground” in its various markets of activity, with the explicit objective of mitigating the common concern among trade financiers, about doing business in developing markets: lack of visibility and transparency, which  now represents not only a commercial risk to the lender, but a risk of non-compliance (and commensurately severe consequences) related to awareness of counterparties (“Know your Client” – and their trading partners).


As a Centre of Influence around trade finance, ITC may choose to facilitate awareness about available trade finance options – be they direct financing, or programs meant to encourage financing through guarantees and insurance schemes. In a subsequent iteration, this element of ITC’s engagement might extend to acting as a virtual clearinghouse or quasi-matching service, linking trade finance providers with countries, industry sector and companies (or supply chains) in need of financing. At this level, ITC could assist in mitigating the acknowledged gap around SME trade finance.


Finally, ITC can assist in the process of innovation related to trade finance, as it might apply specifically in the context of developing and emerging markets trade, sector-level requirements, or trade financing solutions tailored specifically to support Aid for Trade initiatives, narrowly defined. Innovations may be proposed at transactional levels, or may target the financing of trade related to specific commodities – perhaps strategically critical in an Aid for Trade program, but poorly supported due to inadequate development of trade financing mechanisms or programs.


Value Chain Finance, while it has been the subject of discussion for several years at least, is in its infancy in terms of impact and scope of activity, although it is, in principle, well suited to respond to the needs of small businesses in developing economies, looking to international markets in their commercial endeavours.


In addition to an unmatched network, the ITC enjoys a position which is rare if not unique among international institutions: that of a trusted and neutral party, one capable of credibly mobilizing stakeholders and facilitating dialogue across the spectrum of entities that might engage in the development of an innovative trade finance solution targeted at SME’s in developing economies.


Certain organizations involved in international development are seen by recipients and other stakeholders as being excessively political or focused on an underlying policy agenda, while others are perceived as overly academic or “theoretically inclined".


ITC, in addition to enjoying credibility in among stakeholders in international development, also brings a unique, in-depth understanding of the markets it serves – both at the macro-level and at the level of industry sectors that are strategically important to the development agenda in each market. Similarly, ITC’s focus on private sector engagement gives the organization a uniquely practical and commercial orientation – particularly critical in the context of trade finance in developing markets.


These unique characteristics position ITC to evolve a trade finance program which contributes directly and demonstrably in the context of an Aid for Trade mandate, specifically:

“The Trade Finance for SMEs strategy is particularly well positioned for contributing to Building Productive Capacity by ensuring that: 

· Financial Institutions (FIs) are well equipped to attract, support, fund and sustain new and existing businesses 

· Micro, Small and Medium sized enterprises are well equipped with skills and competencies to elaborate and defend sound and viable business proposals

· A climate of trust and dialogue with Banks is in place for a better understanding of Small and Medium sized Enterprise (SME) needs and banking requirements  

· Long term and medium term financial resources are effectively mobilized to support SMEs development.”

Source: ITC Trade Finance Roadmap


In addition to support and enabling skills development, facilitating dialogue and fostering better understanding, and assisting in the sourcing of financial and risk mitigation resources, ITC may opt to extend its activities in the trade finance space, to the design, development and deployment of “proof of concept” trade finance programs in selected markets and industry sectors – such efforts initially perhaps focused on evolving a model of Global Value Chain Finance aimed at responding to the needs of SME’s in developing and emerging markets.


Traditional areas of focus such as enhancing SME expertise in finance – including abilities to devise “bankable” proposals – or facilitating better appreciation of the potential of SME’s as profitable clients for financial institutions – remain fundamentally important and are, accordingly, reflected in ITC’s Trade Finance Roadmap.


Efforts to improve understanding and communication will be well complemented by initiatives which make SME trade finance more commercially viable and attractive to funding institutions. Whether such initiatives are product-based, technology-based or process-based, ITC’s unique combination of subject matter expertise, stakeholder access and commercial orientation, will be indispensable to assuring success in this dimension.


ITC can effectively and credibly act in a “requirements-gathering” capacity in selected markets, to articulate the trade financing needs of small business, and to follow such requirements gathering efforts with solution design initiatives involving all necessary stakeholders, from government officials to financial institutions, to international institutions.


Given the clear need for a global “champion” around SME finance in developing markets – and particularly SME trade finance, linked to Aid for Trade and Productive Capacity – ITC is well positioned to deliver a series of cohesive enabling services and solutions, as envisioned in the Trade Finance Roadmap.


As a natural evolution of that strategy, and as a value-added adaptation to current market and financial realities, ITC can supplement its efforts to innovate in the context of technology solutions, with parallel efforts to drive innovation – and broad engagement – relative to the design and development of new trade, supply chain and value chain solutions.


In consideration of the markets typically served by ITC – and specifically the (real or perceived) risk profiles of these markets, the organization will best serve its intended beneficiaries by maintaining competencies and capabilities related to traditional trade finance mechanisms, while developing capabilities related to Supply Chain Finance, and designing more evolved trade financing options related to global value chains. 

2.
Market Considerations

Relatively few financial institutions with in-depth expertise in trade finance are active in emerging and developing markets, and several who are, will typically engage only in the presence of significant risk mitigation mechanisms, or indirectly through some form of enabling program, or through collaboration with local financial institutions.


Equally noteworthy is the reality that top-tier providers of trade finance active in emerging or developing markets will typically target corporate clients, or investment grade commercial entities – very rarely if at all, targeting SME’s.


In addition to subject matter expertise, innovative vision and the ability to access and mobilize all required stakeholders, ITC possesses a uniquely profound understanding of the markets within which it operates – at the macro-level, as well as at the industry sector and customer segment level.


Africa, for example, is currently benefiting from favourable investment and trade flows with China, and some evolving activity with Turkey, Brazil and India among others, it remains broadly true, that the continent is poorly understood and opaque to many who would purport to understand its unique challenges and equally unique opportunities..


ITC possesses intimate knowledge and understanding of the countries it seeks to support – to the degree that unique requirements of particular industry sectors can be defined and linked to tailored trade and value chain financing solutions, as those are developed for deployment in a particular jurisdiction.


In addition to securing funding and guarantees from a group of providers, as envisioned in the Trade Finance Roadmap, ITC is well-placed to translate its differentiated understanding of its client markets, into effective “bridging” efforts between local and international banks and financial institutions. Similarly, ITC’s commercial orientation provides a sound basis on which to position as an advocate of trade finance for SME’s – ensuring through program parameters that the provision of trade finance to developing market SME’s is sufficiently interesting to financial institutions, to remain sustainable.


ITC can, through its connections with various TPI’s, and access to various tools and sources of analytics, identify and map strategic trade corridors or trade flows linked to its client markets, and linking the specific requirements of certain trade flows to the trade finance programs developed by ITC.
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ITC’s ability to map strategically key “trade corridors” related to the countries it serves, will also enable the design and development of appropriately structured trade financing programs to serve SME’s targeting opportunities in those prime markets. To the extent that ITC is well-acquainted with the target market or region at the other end of a given “trade corridor”, ITC can facilitate, even more compellingly, the conceptualization, design and delivery of effective trade financing mechanisms.


Subject matter expertise, unparalleled global networks, commercial orientation and the position of trusted advisor, together with in-depth knowledge of markets and industry sectors serve: all combine to make ITC a perfect candidate to champion and lead the deployment of innovative trade finance mechanisms for developing market SME’s.


ITC has an opportunity – nearly an imperative under current global conditions, to develop a position as a unique Centre of Influence in SME-focused trade and value chain finance.
CONCLUSION

The global financial and economic crisis has generated unprecedented profile relative to the critical importance of trade finance in enabling and sustaining global commerce – 80-90% of which requires some form of financing solution or mechanism.


The pre-crisis momentum of innovation in trade finance – organizationally, technologically and at the product level – continues, in markets across the globe. A confluence of factors, including the recent (and ongoing) crisis have created market conditions which demand the holistic, end-to-end, “ecosystem-like” trade financing options evolving under the broad title of Supply Chain/Value Chain Finance.


The linkages between trade and development, and in particular, a range of initiatives covered under “Aid for Trade”, are also firmly supported by recent experiences; further, the reality that any such initiatives must, to generate maximum value, ultimately lead to commercial undertakings in the private sector, is also increasingly acknowledged. By extension, trade and supply chain finance solutions targeted at supporting such commercial activity, is a requirement of success in the achievement of those end-goals.


An institution at the crossroads of trade and development, uniquely placed to navigate key relationships among international institutions, governments, financial institutions, export credit agencies and others, as well as the ultimate private sector beneficiaries of Aid for Trade initiatives, has an opportunity to ensure that trade finance is effectively and successfully applied to sustain the ultimate objectives of Aid for Trade, across markets, sectors and within the underserved SME segment in developing and emerging economies.


The lessons of the global crisis are not yet fully learned, but action cannot await the luxury of full clarity – or complete hindsight. Trade finance is evolving at a pace and in directions unseen in decades at least. The time is ideal, to ensure that this critical element of the business of international trade is influenced so as to serve the needs of developing and emerging economies.  
APPENDIX

Supply Chain Finance Programs - Illustrative 
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