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ICC Trade Register confirms low risk profile for trade and export finance

e ICC Trade Register data shows that trade finance products maintain their favourable credit
risk profiles compared to similar asset classes due to low default rates and relatively short
time to recovery.

e Expected losses have fallen or remained flat, with already low default rates dropping across
most products — in line with an uptick in global GDP improving the overall credit profile of
trade finance.

o Despite a slight increase in expected losses, driven by a small rise in default rates, overall
risk in export finance remains very low, particularly considering Export Credit Agency (ECA)
backing.

The International Chamber of Commerce (ICC) Banking Commission has released its 2017 Trade
Register report—Global Risks in Trade Finance. The report reveals the low-risk nature of transactions
that support global trade, and confirms that trade finance products continue to present banks with low
levels of credit risk.

The 2017 report, produced with support from ICC’s project partners — The Boston Consulting Group
and Global Credit Data — draws on information from 22 member banks to present a global view of the
credit risk profiles of trade and export finance transactions. It is based on over US$10.5 trillion of
exposures and more than 20 million trade finance transactions from 2008 to 2016. The trade finance
products in the register are Import Letters of Credit (L/Cs), Export L/Cs, Loans for Import/Export, and
Performance Guarantees, and the 2016 Trade Finance data set includes approximately 40% of global
traditional Trade Finance flows, excluding Loans for Import/Export.

“The 2017 Trade Register reiterates what we have seen year on year since the project was
initiated in 2009: that trade finance is a reliable and low risk asset class and should be looked
upon favourably by regulators, industry stakeholders and institutional investors,” said Daniel
Schmand, Chair of the ICC Banking Commission. “As the regulatory treatment of trade finance
evolves, fact-based and data-supported advocacy around the characteristics of Trade finance
continues to be crucial.”
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The latest trade finance findings reveal that the expected loss of trade finance products continues to
compare favourably against other similar asset classes such as large corporate and small/medium
enterprise lending. Obligor-weighted default rates from 2008 to 2016 are low across all products and
all regions, at 0.38% for import L/Cs, 0.05% for export L/Cs, 0.80% for loans for import/export, and
0.47% for performance guarantees. This is coupled with short times to recovery and relatively similar
loss given default rates to comparable asset classes.

Export finance also presents a very low risk for banks, with low expected losses deriving from a
combination of low loss given defaults (LGDs) and probability of defaults (PD). Export finance’s
particularly low LGD is partly because most transactions are covered by OECD government-backed
ECAs at approximately 95% of their value, minimising the sum a bank may need to pay out. In 2016,
export finance saw a slight increase in expected losses driven by small growth in annual default rates,
consistent across all asset categories except financial institutions.

The Trade Register provides critical information for banks about trade finance modelling and presents
a strong case for the appropriate treatment of trade finance as an asset class by regulators. The low
loss rates presented provide an important input into modelling for the recently introduced IFRS 9
accounting rules, which require timely recognition of credit losses.

“Given the continuation of regulatory modelling required under the Basel Il final rules, the
Trade Register remains a relevant and important tool for banks,” said Krishnan Ramadurai, the
new Chair of the ICC Trade Register Project.

ICC has also identified opportunities to improve and evolve the project, such as enhancing data
quality and methodology, and further aligning data quality with regulatory practice. ICC plans to
include supply chain finance on a trial-basis for 2018 to reflect its increased global usage. Export
finance analysis could also be expanded to transactions covered by hon-OECD ECAs and—on a
longer-term basis—the project has had interest from the private insurance market to include
insurance data.
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About the International Chamber of Commerce (ICC)

The International Chamber of Commerce (ICC) is the world’s largest business organization with a
network of over 6 million members in more than 100 countries. We work to promote international
trade, responsible business conduct and a global approach to regulation through a unique mix of
advocacy and standard setting activities—together with market-leading dispute resolution services.
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Our members include many of the world’s largest companies, SMEs, business associations and local
chambers of commerce.
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