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Global trade system comes under greater 
scrutiny
With widespread disruptions in the trade supply chain and a growing trade finance gap, particularly 
impacting smaller businesses, a recently released report calls for systemic modernisation of global 
trade finance and lays down a roadmap for radical change. 
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The call to improve procedures within the 
global trade system, and in particular the fi-
nancing mechanisms that are the engine of 
that, have been steadily ramped up for ma-
ny years now. The global financial crisis of 
2007-2008 was a harsh wake-up call, and 
now coming up to two years of the Covid-19 
pandemic and the major disruptions that has 
had to global supply chains, there is intense 
scrutiny being placed on how the trade fina-
nce system can be fundamentally improved. 

It is not as though nothing has been done 
this century to improve and modernise the 
system – plenty has. But it is blatantly ob-
vious it is not enough. And advances in sta-
ndardisation, transparency and digitalisation 
etc so far have not been fast enough to 
keep up with the growth in global trade 
and the technological advances available to 
help in the push for the greater efficiencies 
needed. 

With continued sluggish and inefficient sys-
tems, the financing of global trade suffers. 
For years now we have talked about the 
global trade finance gap – where compa-
nies trying to access finance are unable to 
do so. That gap is simply getting bigger, 
and it is predominantly micro, small and 
medium-sized enterprises (MSMEs) that 
are losing out (see below).

The scrutiny that has been directed at the 
global trade system has led the International 
Chamber of Commerce (ICC) and the World 
Trade Organisation (WTO) to call on govern-
ments, development banks and multilateral 
banks to act. At the same time there is now 
real impetus with certain initiatives being 

put forward by these bodies. In addition, 
a recent research report suggests a funda-
mental overhaul of global trade finance.

Released by McKinsey, the ICC and Fung 
Business Intelligence in November, a 57-
page report entitled: ‘Reconceiving the glo-
bal trade finance ecosystem’ explores a way 
to reshape and modernise trade to make 
it not only more accessible to help smaller 
businesses, but also more sustainable in 
a variety of ways.

There is no question this is a landmark re-
port, and that it will be discussed, conside-
red and hopefully some of the measures 
ultimately taken up. I urge you to read the 
report. One thing that I continue to find odd 
though is how the use of the word ‘ecosys-
tem’ has gradually crept into ‘trade talk’. I’ve 
heard it numerous times at conferences and 
obviously seen it in print too – but I still find 
its use weird! For me, ecosystem means 
a biological community of interacting orga-
nisms and their physical environment. Now, 
it also has the meaning of ‘a complex net-
work or interconnected system’. Fair 
enough, but I won’t be using it!

Trade finance gap grows

Up until last year many reports on the glo-
bal trade finance gap had quoted the figure 
of $1.5 trillion as the size of the global trade 
finance gap – a figure which had been re-
leased by the Asian Development Bank 
(ADB) in relation to its Trade Finance Gaps, 
Growth, and Jobs Survey of 2018. The gap 
represents the difference between requests 
and approvals for financing to support im-

ports and exports. In October 2021, the 
ADB revised this figure to $1.7 trillion for 
2020, following its latest survey. 

ADB trade and supply chain finance head 
Steven Beck, commented: “To close the 
gap, we need to bring trade fully into the 
digital world through greater coordination 
with the private sector as well as global 
agreement on common standards, prac-
tices, and legislation.”

In a statement released by the WTO and 
ICC in July 2020 (also in a letter to the 
G20) it noted the following: “Trade finance 
is a critical element in re-igniting worldwide 
growth in imports and exports. Since the 
need for trade finance is estimated to be 
between $2 trillion and $5 trillion, meeting 
this demand and addressing the shortfall 
will be challenging. There is serious concern 
that the growing gap between demand and 
supply will particularly affect MSMEs and 
businesses in developing countries, with im-
portant implications for jobs and incomes.”

WTO and ICC urged the private and public 
sectors to work together to bring about 
a rapid transition to paperless trading, inclu-
ding e-documents in the processing of trade 
finance transactions. In addition, the state-
ment called for an exchange of views on 
how regulatory authorities can help ease 
constraints on the provision of trade finan-
ce. It also proposed increased risk sharing 
to support trade finance and the extension 
of development bank schemes to provide 
risk mitigation. 



The report - ‘Reconceiving the global 
trade finance ecosystem’

The McKinsey, ICC, Fung Business Intellige-
nce report is based on a year-long effort by 
the ICC’s advisory group on trade finance to 
raise awareness and address the challenges 
facing MSMEs, particularly in the emerging 
markets, in accessing the trade finance need-
ed to support their growth and the global 
recovery. It is based on over 150 interviews 
with end-users and subject matter experts 
in 12 countries, and an ideation and review 
process covering leaders from trade, finance 
and technology.

According to McKinsey’s Global Banking 
Pools, the global trade finance market cove-
red a value of approximately $5.2 trillion in 
2020, amounting to roughly 6% of global 
GDP. Of this $5.2 trillion, 55% is throughout 
Asia-Pacific, 30% EMEA and 15% Americas.

It ought to be noted here that in 2020 glo-
bal merchandise trade volume stood at 
$17.5 trillion, down from $19 trillion in 2019, 
which was itself down 3% on 2018. It is ge-
nerally accepted that approximately 80%-
90% of global trade requires financing of 
one form or another. The bulk of global 
trade is financed on ‘open account’ finan-
cing terms.

Broadly, the scope of trade finance conside-
red for the purpose of the report covered 
three types of products. First, documentary 
business including traditional on- and off-
balance-sheet trade finance instruments. 
Documentary business accounts for roughly 
85% of total trade finance volume the re-
port notes. Second, buyer-led finance eg 
reverse factoring, and third, supplier-side 
finance eg factoring, forfaiting.

Within its introduction, the report stated: 
“Against a backdrop of increasing digitisation 
of financial and commercial services, trade 
finance has been relatively slow to moder-
nise its decades-old processes. Multinational 
corporations have begun to leverage digital 
technologies that promise improved supply-
chain efficiency and transparency, establi-
shing new digital networks to facilitate trade 
and finance. But MSMEs, with their fragmen-
ted nature and limited scale, find it difficult 
to capitalise on such opportunities.

“Resolving this issue is critical for all partici-
pants in the global trade finance system. 
An improved global trade finance ecosystem 
could add many of the 600 million new jobs 
needed by 2030 to absorb the growing glo-
bal workforce, as well as enable progress to-
ward the goal of financial inclusion, which is 
particularly needed in developing economies.”

The report also stated that technological in-
novations to date within trade finance had 
led to ‘digital islands’ or closed systems of 
trading partners which unintentionally could 
create longer-term disconnects. It suggested 
bridging these islands with an ‘interoperabi-
lity layer’, enabling “ubiquitous access across 
networks and platforms”. 

This interoperability layer would have a 
three-part mission. First, to promote adop-
tion at scale of existing trade finance stan-
dards for operational interaction. Second, 
to design and disseminate additional global 
trade finance standards and protocols to fill 
market gaps. And third, to develop blue 
books and identify guiding principles for im-
proved collaboration among trade finance 

participants.

In a subsequent article by the report authors, 
it noted: “The interoperability layer would be 
a virtual construct that acts as an umbrella 
for existing and future standards, protocols, 
and guiding principles. To be clear, it is not 
a proposal for regulatory change, nor is it 
intended to be a hardware or software enti-
ty to which parties must connect. It would 
be a collaborative effort involving relevant 
organisations in the trade finance market. 
It would give all parties - particularly under-
represented segments like MSMEs and busi-
nesses in emerging markets - a fair oppor-
tunity to participate. The goal is an archite-
cture of common standards and best prac-
tices enabling trade finance to become more 
inclusive, collaborative, and digitised.”

The report lists a number of benefits of 
a revamped system for a range of players 
including: buyers and suppliers (who would 
see the greatest benefits, particularly with 
increased access to liquidity); logistics pro-
viders; financial institutions; trade organisa-
tions; technology providers; and, govern-
ments and regulators.

For financial institutions, some of the bene-
fits are: “A full deployment of the interope-
rability layer would bring a substantial struc-
tural change to the financial industry as 
a whole, specifically benefiting existing pro-
viders (primarily banks) while also attracting 
much-needed new credit capacity to the 
industry (from entities such as institutional 
investors), drawn by added transparency, 
access to technology, and regulatory sup-
port. In addition, the ecosystem could bring 
additional revenue streams and value-added 
services while making the processes more 
efficient and cost effective.” 

The road map 

The report stresses that the realisation of 
an interoperability layer would only be pos-
sible with the coordination and commitment 
of the broad community of trade finance 
participants. It noted: “Given the complexity 
of the market, this effort may require five 
to ten years to reach a level at which most 
participants will realise its full benefit. How-
ever, some of an interoperability layer’s buil-
ding blocks could be deployed on an accele-
rated path, leveraging work that has already 
been done by trade organisations.”

This plan is structured over three phases. 
The first phase is over 12-18 months. This 
involves: mobilising the existing trade finan-
ce ecosystem. — Establishing a governance 
model for the interoperability layer. — Laun-
ching a detailed action plan to accelerate 
adoption of standards for digital trade enab-
lement. — Finalising critical missing elements 
for trade finance interoperability foundations. 
— Building a road map to drive adoption of 
the key standard.

The second phase is over two to three years. 
This involves: Developing the reconceived 
ecosystem and starting scaling up adoption. 
— Finalising missing elements of the inter-
operability layer (eg, blue books, best prac-
tices). — Promotion of a broader adoption 
of the chosen standards applying a supply-
side approach (starting with banks).

The third phase is over five to ten years. 
This involves: Scaling up global efforts, with 
solutions addressing the needs of all market 
participants. — Supporting development of 

shared utilities, based on blue books and 
standards. — Scaling up global adoption 
of the reconceived ecosystem by both the 
supply and demand sides.

In concluding, the report stresses the real 
need for all-party coordination and com-
mitment: “The overarching goal of the pro-
posal described in this report is to build on 
the collaboration already gaining momen-
tum among participants in the trade ecosys-
tem, to cover gaps in existing operating mo-
dels, and, most importantly, to promote the 
wider adoption through further coordination. 
If cooperation and execution throughout the 
global trade finance community can be in-
spired, the joint objective - and an equita-
ble distribution of benefits - are well within 
reach.” 

Taking ideas forward

The report is undoubtedly a document 
which is trying to drive the trade finance 
community to pull together to bring the ran-
ge of trade financing products and services 
properly into the 21st century in an organi-
sed way for all. As it states, much has al-
ready been done. However, refinement of 
all these qualities and organisation will re-
quire considerable attention over a good 
period of time. And, where there is a will, 
there is always a way.

Inevitably, not everybody has been entirely 
impressed with the report however, one 
senior executive within a US-based capital 
market fund which invests in trade finance 
assets, observes: “I was impressed by the 
density of meaningless buzzwords.” Possi-
bly a bit harsh, but at times I could certainly 
see where he was coming from.

Expanding beyond this, the executive ex-
plains: “Within the report there seemed 
to be no recognition of the fact that banks 
have a finite amount of capital available for 
trade finance.” Here, the executive seems 
to have a point

And specifically on the issue of non-bank 
investors in trade, coming more into trade 
finance to help fill some of the gap, he 
complains: “I detected little or no mention 
of the potential for financial investors to 
help fill the gap.” 

There is in fact a small section on institu-
tional investors in the report, which skirts 
around involvement, but never properly 
looks at the growing involvement of private 
credit investors within trade finance, and 
the greater potential of such activity. The 
report noted: “institutional investors to date 
have not embraced at-scale trade finance 
as an investable asset. Indeed, the trade fi-
nance market tends to be illiquid and non-
transparent for reasons including technology 
limitations - resulting in the lack of a trans-
parent electronic market - and limited risk 
assessment expertise among institutional 
investors.”

A comprehensive review of private credit 
within trade finance can of course be found 
in the recent report published by TXF: ‘Pri-
vate Credit & the Trade Finance Opportunity’. 

Another market practitioner, Christoph Gu-
gelmann, CEO of Tradeteq, a technology 
provider which set up the Trade Finance Di-
stribution Initiative to drive standardisation 
for the distribution of trade finance assets 
had these insights to say about the McKin-
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sey/ICC/Fung report: “The McKinsey/ICC re-
port pulls out a number of key issues with 
global trade: supply chain issues creating 
fragility, the insurmountable barriers for 
SMEs attempting to access funding and 
lack of interoperability. At the heart of each 
of these problems is legacy infrastructure 
and the reliance on paper-processes such 
as faxes and spreadsheets which are slow 
and have no transparency or standardisation.”

And in considering ways to improve the glo-
bal trade system, Gugelmann remarked: “In 
my view, the way to reboot this $5 trillion 
[financing] engine that powers global trade 
is to adopt and utilise new technology and 
incorporate modern infrastructure which en-
ables more automation, less friction and re-
duced costs. The technology and infrastruc-
ture needed to parcel trade finance instru-
ments into investable assets which helps 
solve the trade finance gap already exist.

“Modern AI [artificial intelligence] tools can 
give firms early warning signs of supply 
chain issues before they’re directly affected. 
These solutions have come about through 
banks, fintechs and investors working toge-
ther and using innovative technology, and 
this is the formula required to truly revolu-
tionise this centuries-old industry.”

Sound words. We look forward to further 
developments and concerted progress on 
the restructuring of the global trade finance 
system.

Whether you’re in the office 
or on the move, TXF keeps 
you up to date with all the 

latest deal information, 
business opportunities and 
market movements in your 
sector via desktop, mobile 

and audio platforms. 
Make sure your business 

is in the right place at the 
right time by subscribing 
to TXF Essentials today. 

Subscribe online at 
www.TXFnews.com/Essentials 

or call us on 
+44 (0) 203 735 5180



Trade developments through the COVID-19 
crisis
Marc Auboin, counsellor, economic research at WTO takes a step back and reflects on the impact 
of the pandemic on trade, and how the impact of the recovery is not uniform. 
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                         The outbreak of the CO-
                           VID-19 pandemic affec-
                             ted the world economy 
                              through a combination 
                              of supply and demand 
                              shocks, affecting all 
                             parameters of the eco-
                           nomy – output, invest-
                           ment, consumption, and 
                           trade. While in the first 
part of 2020 strict lockdowns led to factory 
closures and major disruptions in supply 
chains, consumption and investment pat-
terns have also been affected by the suc-
cession of epidemic waves. 

The trade impact of the recession was very 
strong in the first half of 2020 for both goods 
and services, but the recovery of merchan-
dise trade started relatively early in the se-
cond half of 2020, with quarter-toquarter 
growth rates even stronger than GDP. Over-
all, good trade dropped by 5.3% in 2020, 
against a contraction of real GDP of 3.6%. 

This is to be compared to a much larger 
drop of goods trade in 2009 (-12%), at the 
height of the global financial crisis, relative 
to GDP (-2%). Many observers highlighted 
the resilience of global supply chains, which 
quickly responded to rising demand for es-
sential goods during and after lockdowns 
(personal protective equipment, food), des-
pite all the obstacles and uncertainties en-
countered by producers and traders in the 
process of producing and shipping goods 
across-borders (disruptions of supply routes, 
modes of transportation, documentation, 
limitations in the supply of services which 
rely on the presence of individuals abroad, 
etc). In certain sectors, supply bottlenecks 
and transport disruption continue.

The crisis recovery has not been uniform, 
though. While trade volumes are expected 
to pick-up globally by 8% in 2021, the 
strength of the recovery depends on the 
size of the available fiscal stimulus, access 
to vaccination (hence the reopening of eco-
nomic activity), specialization of countries, 
pre-existing trade linkages to those coun-
tries with fewer COVID-19 cases, and de-
gree of digitization of trade. 

Trade is certainly at the heart of economic 
recovery in many countries by providing sus-
tained foreign demand for exports and en-
suring the availability of imported interme-
diate products and services for those reo-
pening gradually. However, trade and eco-
nomic recovery has been lagging in less 
globally integrated regions (Latin America, 
South Asia, Sub-Sahara Africa), with goods 
imports in these regions still below their 

World merchandise trade volume and real GDP growth, 2014-2020

2019 peak levels in the first quarter of 2021. 

Services trade is, at last, showing signs of 
recovery, but it continues to be dispropor-
tionately impacted by COVID-19, in particular 
travel. In 2020, global services trade was 
substantially lower (some 20%) overall than 
in 2019 due to the pandemic. Travel was 
the type of service most negatively affected, 
but other services requiring the movement 
of persons or face-to-face interactions 
(such as business services) were affected 
too. Increases in information and commun-
ication technology services can be explained 
by more activities being conducted remotely 
over the internet due to social distancing 
measures and the closure of borders imple-
mented during the pandemic. As of June 
2021, though, global services exports had 
yet to recover to their pre-pandemic levels 
(see chart). 

Marc Aubion



World services trade 

Source: Estimates based on WTO and UNCTAD data

This article represents the opinion of the 
author. It is not meant to represent the 
position or opinions of the WTO or its 
Members, nor the official position of 
the staff. Any errors are the author’s. 

Certain categories of traders had been, and 
are still, facing notable challenges during 
this pandemic. This is the case for small-
scale cross-border traders, a majority of 
whom are women. They often rely on ease 
of cross-border movement and on gathering 
at local marketplaces where maintaining 
social distance is difficult. 

While immediate national health policies 
have focused on limiting the health and 
human costs of COVID-19, small-scale tra-
ders have been forced to make fundamental 
changes and adapt their business and mar-
ket behaviour to the new environment of 
the global pandemic. The most direct im-
pacts have resulted from the closing of bor-
der crossings for pedestrian traffic, as well 
as the closure of border markets. These 
impacts have had adverse consequences 
for regional trade, the income of the small-
scale trader population and the generally 
low-income consumers they serve. 

Diverging recovery

The picture of a diverging recovery may well 
fit trade finance markets as well, although 
the existence of partial data on trade finance 
makes it difficult to properly compare trade 
and trade finance developments. Financial 
institutions which are specialized in mitiga-
ting cross-border trade finance risks, such 
as banks, export credit agencies (ECAs) and 
multilateral development banks (MDBs), have 
had a challenging 18 months in responding 
to demands from their customers, with, in 
some cases and countries, support being 
vital to keeping the channels of trade open 
at the height of the pandemic.

At the height of the pandemic it was quick-
ly realized that one-off extensions of the 
terms of payments by creditors would be in-
sufficient to deal with a much longer period 

of strain, and that anticipated payment dif-
ficulties and failures would go beyond the 
sectors initially impacted by the pandemic 
(airlines, aeronautics, tourism etc). With 
extra liquidity provided by the authorities 
and healthier balance sheets than during 
the global financial crisis, banks have been 
able to support core customers (importers 
and exporters) in the main markets. 

Many developing countries, though, faced 
deteriorating sovereign and private credit 
risk, translating into a reduced access to 
trade confirmation lines available from inter-
national banks and shortfalls in foreign ex-
change liquidity. [See in particular: African 
Export Import Bank (Afreximbank) and the 
United Nations Economic Commission for 
Africa (UNECA) (2021), Survey of the Impact 
of COVID-19 on African Trade Finance; and 
IFC's Bank Surveys.]

In order to avoid the ‘scissors’ effect of re-
covering demand and hesitant supply of fun-
ding related to an increased risk aversion, 
governments, ECAs and international finan-
cial institutions, including MDBs, have provi-
ded support to trade finance markets. MDBs 
have provided record amounts of trade fi-
nance guarantees and liquidity in develo-
ping countries, in particular the poorest, 
while governments implemented payment 
deferral schemes, in addition to directing 
domestic lending support to corporates. 
Large central banks have supplied foreign 
exchange resources to other central banks 
through swap agreements. 

Overall, the situation seemed to have eased 
globally, but the demand for MDBs' facilities 
remains very high in countries in which de-
teriorated sovereign and other risk have had 
a significant knock-on effect on their ability 
to secure private credit and confirmation 
lines. 
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Narrowing the trade finance gap with 
Trade-Finance-as-a-Service
While trade finance has an essential role to play in supporting the global economy through the post-
COVID recovery, many firms are still unable to access the finance they need. Fortunately, technology 
can help banks meet their customers’ trade finance needs – and with cloud-based solutions, the cost 
of a specialist system is no longer prohibitive for small and mid-sized banks, as Surecomp’s Enno-
Burghard Weitzel and Andrew Coles explain.
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                         The last 18 months have 
                           brought exceptional chal-
                             lenges – and when it 
                              comes to supporting 
                              companies and eco-
                             nomies through the 
                            post-COVID-19 recove-
                            ry, trade finance has 
                            a vital role to play. But 
                            while demand for trade 
finance continues to outweigh availability by 
a considerable margin, high transaction costs 
mean it is simply not viable for many smaller 
banks to provide customers with the trade 
finance they need. So why is trade finance 
technology so critical when it comes to nar-
rowing the trade finance gap? And how can 
cloud-based solutions help small and mid-
sized banks support their customers more 
effectively? 

Trade finance and recovery

The impact of the pandemic on global trade 
has been substantial. Travel restrictions, fa-
ctory shutdowns and lockdowns had a ma-
jor impact on the supply of goods and ser-
vices, with global trade falling by 8.9% in 
2020. At the same time, shipping costs have 
increased significantly since the beginning of 
the pandemic – and a plethora of other is-
sues, ranging from shortages of semicondu-
ctors and shipping containers to the infa-
mous grounding of the Ever Given in the 
Suez Canal, have brought further disruption. 
While challenges remain, this year has 
brought something of a recovery: trade 
volumes reached a record high in the first 

quarter of 2021, while Moody’s has predic-
ted that global trade will grow by 7-9% in 
2021. And with trade volumes bouncing 
back – albeit tentatively – trade finance is 
seen as a vital tool for supporting econo-
mic growth. In reality, however, not every 
company that needs trade finance is able 
to access it. 

Before the pandemic, a report by the Asian 
Development Bank estimated the global 
trade finance gap to be $1.5 trillion, with 
small and medium sized enterprises (SMEs) 
particularly struggling to access trade finan-
ce. According to the report, 45% of trade 
finance applications by SMEs were rejected, 
compared to 17% for multinational corpora-
tions. Even without knowledge of the im-
pending pandemic, 60% of responding 
banks said they expected the trade finance 
gap to increase in the following two years.

Many different measures have been adop-
ted to address this shortfall, including regu-
latory reform, policies and technical initia-
tives. But while the global trade landscape 
may be complex, one of the major reasons 
for the trade finance gap is simple: in some 
cases, the cost of a trade finance transac-
tion is larger than the value of the transac-
tion itself. As a result, most of the world’s 
trade finance is provided by a small number 
of banks that have been able to achieve 
economies of scale and reduce their proces-
sing costs by harnessing technology. Smaller 
banks, in contrast, have struggled to achieve 
profitability in this area.

Falling behind 

                         As we move through the 
                           crisis and beyond, it’s 
                             clear that trade finance 
                              has an important role 
                              to play in supporting 
                              economic recovery – 
                             and in order to close 
                           up the gap, banks need 
                           to embrace trade finan-
                           ce digitisation. With the 
right solutions in place, banks can offer 
a more streamlined digital experience, im-
prove their workflows and reduce the cost 
of trade finance transactions. This, in turn, 
can help to increase trade activity and pro-
vide companies with the finance they need 
to do business. 

For larger banks, and for dedicated trade 
finance banks, getting budgetary approval 
for purchasing a specialist solution is likely 
to be more straightforward. But for smaller 
and mid-sized banks with fewer financial 
and IT resources available to them, acces-
sing the technology they need can be 
more difficult. 

Trade finance margins are already under 
pressure, and growing compliance costs 
driven by the greater focus on AML and 
KYC mean that the cost of doing business 
is continuing to rise. As such, banks that 
have smaller volumes are likely to find it 
more challenging to build the business case 
needed to invest in a dedicated trade finan-
ce system. Purchasing such systems has 

Andrew Coles

Enno-Burghard 
Weitzel 



historically meant spending millions of dol-
lars on an on-premise solution, and imple-
menting this type of solution tends to be 
very time consuming. The ongoing mainte-
nance can also be very expensive for these 
heavy-duty deployments, which typically 
require a dedicated IT team to run both 
the software and the hardware.

All of this has tended to make specialist 
trade finance solutions out of reach for 
smaller banks that are often constrained by 
shrinking budgets, scarce IT resources and 
regulatory pressure. As a result, many of 
these smaller banks are using inefficient, 
manual tools such as spreadsheets and 
emails to handle their trade finance busi-
ness – thereby reducing the profitability 
of their trade finance business.

Without access to technology that can re-
duce costs and increase efficiencies, banks 
may find it difficult to offer trade finance 
in a way that is economical. They may also 
struggle to scale up effectively, retain and 
attract customers, and provide the expec-
ted level of service needed in this competi-
tive market. 

These smaller banks may feel left behind 
if they are unable to act while their compe-
titors go live with sophisticated new trade 
finance solutions – and the gap has become 
all the more significant during the pandemic. 
As the handling of digital documents be-
came increasingly difficult during lockdowns, 
the adoption of digital alternatives has sped 
up considerably. As a result, smaller banks 
that continue to rely on manual processes 
and have not invested in a suitable digital 
platform may already be falling behind their 
more digitally enabled peers.

The way forward

Fortunately, technology is opening up new 
opportunities for smaller banks to access 
sophisticated trade finance solutions. Soft-
ware-as-a-Service (SaaS) and cloud-based 
solutions have much to offer in this respect 
as they can free banks up from the burden 
of having to implement and maintain on-
premise systems. 

With a sophisticated cloud-based solution, 
the hefty upfront costs associated with tra-
ditional systems are replaced with a mana-
geable monthly subscription fee. Cloud-
based solutions also eliminate the need for 
internal IT support, and can significantly re-
duce the total cost of ownership (TCO) for 
specialist trade finance solutions. As such, 
cloud solutions have an important role to 
play in helping bank access the technology 
they need to support trade growth for their 
customers.

This approach can offer particular value to 
smaller banks that might otherwise be un-
able to access trade finance technology. 
Surecomp, for example, has recently expan-
ded its Trade Finance-as-a-Service (TFaaS) 
offering to allow smaller and mid-sized 
banks to improve their trade finance pro-
cessing efficiencies and customer service. 
Banks can now access our leading DOKA-
NG™ trade finance solution as a fully cloud-
based service for as little as $50,000 per 
year, meaning smaller banks can now har-
ness the benefits of the world’s most 
widely adopted back-office solution. 

Speed of deployment

While there are other SaaS-based solutions 
available, one of the most compelling dif-
ferentiators of Surecomp’s offering is the 
speed at which banks can be up and run-
ning with the new solution. Integrating 
a back-office trade finance system with in-
ternal systems can take months, or even 
years. But by drawing upon decades of ex-
perience in the trade finance market, we 
are able to offer a much more streamlined 
deployment. In fact, we’ve made a com-
mitment that banks will be able to start 
using the solution within just 10 weeks of 
starting the project – an implementation 
speed that is a game changer for smaller 
and mid-sized banks. 

Once up and running, banks can use the 
TFaaS solution to streamline their workflows, 
speed up transaction processing, and in-
crease their volume handling. Banks can 
use the solution to access everything from 
letters of credit, collections and loans to 
supply chain finance and syndications. They 
can also use the solution to connect to 
Surecomp’s API fintech marketplace, mean-
ing they are able to access solutions and 
capabilities from over 30 different providers. 

Last but not least, our TFaaS offering gives 
banks the agility they need to evolve and 
grow. For one thing, the solution enables 
banks to scale up as their transaction volu-
mes increase by accessing additional modu-
les, such as documentary collections or our 
front-office corporate facing solution. It also 
provides future-proof compliance with upco-
ming regulatory and market changes, such 
as SWIFT’s transition to ISO 20022 messag-
ing. And banks can ensure they are fully up-
to-date with the latest developments by ta-
king advantage of monthly feature releases, 
without having to spend time on inconven-
ient upgrades. 

What this means is that by using our TFaaS 
solution, small and mid-sized banks can re-
duce their IT reliance and cost of ownership 
by as much as 30-50%. As a result, many 
players in the industry can now access 
a system that allows them to embark on 
their digitisation journeys and better serve 
their corporate customers. As Santiago 
Cano, trade finance manager at Banco Pi-
chincha at Ecuador, commented: “Moving 
to a cloud-based solution aligns with our 
digital-first strategic direction.” 

Supporting the recovery

In conclusion, trade finance has a vitally im-
portant role to play in supporting the global 
economic recovery in the wake of the CO-
VID-19 crisis. And while smaller and mid-
sized banks have historically struggled to 
access the technology they need to make 
trade finance a viable option, the rise of 
streamlined cloud-based solutions means 
this is no longer the case. By taking advan-
tage of a rapid implementation time, light 
infrastructure and subscription-based pricing 
model, smaller banks can operate more ef-
ficiently, reduce transaction costs – and ul-
timately offer customers access to the trade 
finance they need.

Enno-Burghard Weitzel is senior vice 
president strategy, business develop-
ment, digitisation and Andrew Coles 
is global head of solutions consulting 
at Surecomp.

Sponsored article
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Lowering the toll: The next step in the digital 
trade evolution
Why are there still so few bridges between digital islands? And no ‘cars’ on the bridges that have been 
built? Michael Vrontamitis, advisor at Kountable and Subra Shankhar, founder and principal at TOTTA 
look at why digital islands persist, and how they can be bridged. Do not ignore smaller businesses.
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                       As digital trade nerds, 
                           the last few years have 
                             been exhilarating. Back 
                              in 2017 there was no 
                              plan, no common un-
                              derstanding of what 
                             was actually required 
                           to digitise trade, and 
                           everyone was trying to 
                           understand the ‘B’ word 
[blockchain]. At that time the International 
Chamber of Commerce (ICC) Trade Finance 
Digitisation working group published the ICC 
Digital Trade Roadmap¹ laying out what was 
required for some of the key actors to solve 
for the digital island problem that is expo-
nentially growing in trade and trade finance. 

The roadmap created this common under-
standing and laid out three pillars. 
1. Government focused on updating legal 
  infrastructure through implementing com-
  mitments, reviewing laws, identifying, and 
  removing barriers and aligning to interna-
  tional best practice.
2. The ICC focused on rules and standards 
  through building consensus, aligning re-
  sources, and connecting initiatives.
3. Industry focused on digital transformation 
  through upskilling teams, digitising proces-
  ses, integrating systems and piloting inno-
  vative technology solutions. 

In July 2021 BAFT and ITFA published a pa-

per² prepared by the ICC Trade Finance Digi-
tisation working group that demonstrated 
tremendous progress being made. For ex-
ample, the need for harmonisation of coun-
try’s domestic legal frameworks with UNCI-
TRAL’s MLETR³ is now on the G7 agenda 
with progress being made in numerous ju-
risdictions. The ICC launched the ICC Digital 
Standards Initiative [DSI]. New eRules were 
released – eUCP2.0, eURC1.0, URDTT1.0. 
There were also BAFT’s Distributed Ledger 
Payment Commitment (DLPC) and ITFA’s 
‘Manual of Digital Negotiable Instruments,’ 
among others at a speed more reflective 
of the digital era versus the multi-year pro-
cesses that had been followed in the past 
for new rule sets.

In 2017 the only people who understood 
MLETR and its potential impact were sitting 
in the back of the room in their proverbial 
white coats. Today, even politicians under-
stand the importance of having it on their 
agenda. That’s how far we’ve come. There 
are dedicated people all over the globe, 
lobbying, reviewing, and implementing 
many of the recommendations in the first 
two pillars of the roadmap. 

The question therefore is why after all this 
effort are those increasing number of digi-
tal islands still not connected? When the 
islands are connected, why is the use of 
them still so low? 

Still early days

                         The simple answer here 
                            is that it is still early 
                             days. We are still at 
                              the starting line. Early 
                              versions of rules have 
                              been written, stan-
                             dards published and 
                            connected, while laws 
                            to enable the digitisa-
                            tion of trade are newly 
published, in flight or being discussed. 

As with every big transformation project 
once you are sure that you have the rules, 
laws and standards in place you need to 
design and build solutions. And this is 
where we are. 

Pillar three of the ICC Digital Trade roadmap 
calls for industry to undergo a digital trans-
formation. To prepare systems, integrate 
them, upskill workers.  All great words, but 
what does it mean in practice.

Typically, when a large enterprise digitises 
a process well, they review their own work-
flow, identify process improvements, and 
develop the requirements for an automa-
tion solution. It is rare for any large enter-
prise to look beyond the process within 
their own company for example their sup-
pliers’ or (business) buyers’ processes. Once 
the requirements are finalised the large 
enterprise will issue an RFP, select a tech-
nology vendor, and then implement.

To ensure success of the solution, their par-
tners will need to adopt it. Large enterprises 
generally use their market power to force 

¹https://iccwbo.org/content/uploads/sites/3/2020/05/2020-icc-digital-roadmap.pdf 

²Progress on Trade Digitization 2021 (URL: https://bit.ly/3um8Zzm or https://bit.ly/3mc82ps) 

³UNCITRAL Model Law on Electronic Transferable Records (2017) (URL: rb.gy/n3qlq4)

Michael Vrontamitis

Subra Shankhar



adoption. Small businesses may not have 
a choice if they want to continue to do bu-
siness with their large buyer or supplier. 

In implementing the large enterprises’ solu-
tion, the small business will usually need to 
update and receive data through a web po-
rtal if they don’t have the ability to integrate 
into their own workflow digitally. 

Equal sized counterparties or co-dependent 
ones to the large enterprise may agree a di-
rect integration via API, EDIFACT or some 
other standard communication and messa-
ging protocol in order to fit into their own 
workflow and while there are costs involved 
in this integration it is necessary for success. 

The large enterprise here has digitised its 
process, but its ecosystem is far from digi-
tal.  In a connected system you can’t just 
digitise part of the system for it to be digital. 
Each of these solutions therefore becomes 
its own digital island. 

So how does this feel as the small business 
who is being asked by its big suppliers and 
buyers to connect to them in their preferred 
manner, let alone a myriad of service pro-
viders and government agencies with multi-
ple ‘Single Window’ programmes that have 
their own connection preferences? 

How it feels to be the small business 

The complexity of this is the toll that is re-
quired to digitise each bridge. Given the re-
source constraints and prioritisation on in-
come generation most small businesses 
don’t generally have the capacity to solve 

this problem irrespective of the scaling be-
nefits solving it will give them because the 
cost and understanding required to solve 
it in the first place. 

While protocols to interface two systems 
are readily available, the real cost of con-
necting is in defining datasets, agreeing lia-
bility clauses and legal negotiation. As a re-
sult, most small businesses involved in in-
ternational trade naturally default to paper 
in their core processes with haphazard digi-

tisation depending on what their trading 
partners demand. 

This complexity is the toll that is stopping 
cars from using the bridges. 

What is needed to lower the toll?

This is not an easy question to answer. It 
is less about the toll and more about rede-
signing the bridges. Very few people are 
actively solving this problem for small busi-
nesses. The focus is on solving the auto-
mation challenge for large companies and 
government. 

Small businesses need a gateway, a connec-
tor to many platforms that enables them to 
scale. Building the connections to each pro-
cure to pay network, each government sin-
gle window, every ERP (Enterprise Resource 
Planning) platform, each bank, each logistics 
company, insurance company and customs 
network. 

works in each trade vertical connecting via 
a host of applications creating an ‘Internet 
of Trade’? Time will tell. Given the fragmen-
tation of the counterparties in trade and its 
inherent complexity we don’t believe there 
will be one network to rule them all and 
collaboration is the only real viable path.

Irrespective of how the market develops, 
companies will hopefully see the problem 
that is there due to the digital islands they 
have helped create. New laws, rules and 
standards will provide a framework to en-
able this to be solved more holistically for 
small businesses. 

There is an opportunity here for technology 
companies and industry players to leverage 
this evolving framework and for large enter-
prises to think beyond their own island and 
more actively engage in building bridges 
with no tolls.

Meanwhile, small businesses will need ac-
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Is the solution a network of networks?

The network of networks is about creating 
this interconnectivity.  Is it a neutral entity 
providing this service? Is it a series of net-

cess to unbiased information and advice 
on how to best to streamline their own 
processes and connect to their ecosystem 
in a way that allows them to scale in sim-
ple costeffective ways.



CGI: The path to trade Nirvana is undergirded 
by tactical APIs
APIs may not be flashy or high tech, but they could be a critical and tactical route for banks to take 
on the way to full end-end-digitisation in trade. Patrick DeVilbiss, Offering Manager, Trade and Supply 
Chain Solutions and Colin Zeglen, Product Manager for Trade and Supply Chain Solutions at CGI 
explain that evolution and why it’s important right now
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And when DeVilbiss talks about APIs, he 
is typically referring to RESTful APIs [where 
REST stands for REpresentational State 
Transfer, an architectural style for distribu-
ted hypermedia systems] as the backdrop 
for enabling connectivity. 

Trade spiderweb: Interconnectivity with 
different ecosystems and Fintechs

What should banks be thinking about in 
terms of how to provide value to their cus-
tomers through multiple channel partners? 
“If you look back 15 years, banks got to 
be the centre of business,” says DeVilbiss. 
“Now they are realizing that their corporate 
customers are using some of these new pla-
tforms, perhaps tying in through an existing 
treasury management system, or through 
a B2B platform where they interact with 
a supplier, or a channel where a Fintech 
has some funding for supply chain finance 
(SCF), or one of the bank consortia. Banks 
need to be able to deliver their own value 
through that ecosystem on any of those 
networks.” 

And the way that they can achieve that is 
through API capabilities, particularly using 
real time transactions that provide both vi-
sibility into what is happening at any time 
and also allow users to transact on those 
networks. “We view that as core and critical 
to what banks will be doing in the future, 
because some of these new networks ha-
ven't yet reached high volume,” DeVilbiss 
says. “There are banks sitting on the out-
side waiting to see the [networks deliver 

                       End to end digitisation is 
                           the Nirvana state for ef-
                             ficiently financing trade. 
                              But there are steps 
                              along that road that 
                              will ease that path to 
                             the ultimate destination, 
                            and one such is a more 
                            API (Application Program-
                            ming Interface)-centric 
approach. “APIs are the undergirding to what 
the future of trade will look like,” says Patrick 
DeVilbiss, Offering Manager, Trade and Sup-
ply Chain Solutions at CGI. “It may be low-
tech, but it is critical. That is what bank and 
corporate strategy needs to be built around.”

Where are we now in the process of end-
to-end digitization of trade and creation of 
new networks? “At CGI we have retooled 
our back office systems to be very much 
API centric. It's certainly something we're 
talking with our customers about in terms 
of their strategy. We know that it's really 
critical to the market going forward,” 
DeVilbiss, says. Why so and why now?

“Our rationale is twofold. One element of 
the criticality is that the ecosystem is chan-
ging and there are many consortia and net-
work platforms developing to connect the 
spiderweb of trade together. That multitude 
of networks may reduce down at a certain 
point, but no matter what, it's critical to be 
able to connect to them in some way, both 
flexibly and quickly. APIs are a way to en-
able that connectivity in a relatively short 
timeframe using modern design patterns.”

                        the] value promised in 
                           press releases, etc. But 
                             in reality, once that 
                              value hits, they need 
                              to be able to move 
                              quickly. And in order 
                             to do that, they can't 
                           be reliant on legacy 
                           architecture.”

That means those banks may not yet be 
able to meet modern standards or to achi-
eve the API connectivity they need. “Strate-
gically, banks may be in a ‘wait and see’ 
mode, but even then, they should still be 
planning for future architecting and to be 
able to meet the needs of the marketplace 
for tomorrow, and that's just on the trade 
ecosystem side,” DeVilbiss says. 

The multichannel future 

More widely, banks need to decide how 
they will engage with corporate customers 
and this comes down to their perspective 
and strategy with respect not only to trade, 
but also more broadly connecting clients 
and delivering value to them. In many ca-
ses, strategy has shifted to more of an 
omnichannel approach.

Corporate portals are taking in data from 
other systems, and companies want a seam-
less user experience through APIs or other 
integration. The future is certainly one of 
multiple layers that also need to connect 
to any trade portal. Those layers include 
centralized corporate portals, treasury, cash 

Patrick DeVilbiss Colin Zeglen



management, trade and data, mobile chan-
nels and transaction banking core actions. 
“In order to really drive that further or to 
deliver a more holistic view, banks can uti-
lize things like web services, which are, in 
effect, APIs that allow abstraction of some 
of trade data up a layer and present it back 
to customers and potentially transact thro-
ugh it as well,” DeVilbiss says.

They will need a broader strategy in place 
for how they interact with customers and 
what kind of information and customer user 
experience they want. “Things like ERP con-
nectivity are going become more important. 
That's going to all be API driven. Some of 
that exists today in terms of basic flows, but 
you could see that broadening out. You can 
provide services and API functionality such 
as generalized financial services or directly 
through an ERP for your corporate customer. 
We're only touching the surface of what this 
could look like in the future. There is a mou-
ntain of opportunity.” 

The key is delivering what trade and transa-
ction banking customers want and need on 
their own terms. An omnichannel approach 
does not mean that trade portals will disap-
pear, but rather than banks saying, ‘this cor-
porate customer needs to come on to my 
trade platform’, that corporate customer 
may already be on a platform that then 
connects back to multiple different banks. 
“We're seeing this this kind of shift in the 
marketplace and also new opportunities. 
This is where I get fired up because we do 
not fully know how your corporate custo-
mers will want to interact with you,” 
DeVilbiss enthuses. 

A call to action for banks in trade

The big message for banks is they cannot 
simply develop or plan for trade as a stand-
alone. “There's a much bigger mindset that 
you would have at a bank. And in order to 
deliver seamlessly to your corporate custo-
mers, from a UX perspective, you need to 
understand where your bank is headed di-
rectionally both in terms of its technology 
and in terms of its experience for corporate 
customers. That is where trade can some-
times get left behind. But understanding 
that will help you in terms of not getting 
kind of sideswiped by a project that gets 
started at a central level that bleeds down 
to [trade] much later than it should.” At the 
moment the impact is mainly focused on 
commercial banking, and it and it is still 
early days, but that change is afoot.

Standards needed to underpin the 
opportunity

As the landscape evolves and it becomes 
more clear what APIs may need to be con-
structed, standards need to be considered. 
Lessons can be learned on the consumer 
banking side and through the Open API 
movement. Corporate customers today 
might see multiple different banks construc-
ting an API for the same service. “That's 
where we're going to see frustration,” says 
DeVilbiss. “Hopefully initiatives like the ICC’s 
Digital Standards Initiative (DSI) and others 
will be able to create a common API frame-
work to use. Ultimately it will be a question 
of what can you expose through those API 
channels from either your back office or 
trade portal to be able to continue to meet 
the customer where they are now and cre-
ate that seamless user experience.”

The responsibility for API standards should 
be an industry one, not simply the banks. 
“Everyone's got a little skin in the game,” 
DeVilbiss notes. “The more collaboration you 
see creating a standard, the better. We're in 
an ecosystem and many of those partners 
are important to that ecosystem. Corporate 
input and insight can also be helpful.” 

Evolution in this area is fast, the develop-
ment of a plethora of APIs is happening ra-
pidly and as standards are developed, banks 
and Fintechs are going to have to adjust to 
reach them at pace. “On standards, the 
market isn't going to wait”. 

Tactical solutions for end-to-end 
digitization 

How can a bank ensure that they are digiti-
zing end-to-end wherever possible?
• Artificial Intelligence projects – data 
  capture, OCR, etc
• Digital signatures
• Email and electronic presentations
 
CGI continues to encourage tactical solu-
tions along the route to end-to-end digiti-
zation. “Taking anything where there is 
a manual process, an offline spreadsheet 
for instance, and shifting to more of an 
end-to-end digital process offline where 
you own it is important,” DeVilbiss says. 
“There are certain components in the trade 
world, physical documentation, that has 
not that has not gone away and we don't 
expect that to go away anytime soon, even 
if we're seeking that Nirvana state. 

Nonetheless, incorporation of digital signa-
tures into your platform and intelligent data 
capture, intelligent automation, artificial in-
telligence projects are really important to 
so that you can start to decrease the low 
value work that you may have to do and 
increase the high value work that your 
trade employees can deliver back.” 

SWIFT changes should be embraced

• New Guarantee/Standby Letters of Credit 
  (SBLC) changes are happening and are im-
  pacting operational changes
• New messages and impacts – automatic 
  extension, claims, local undertakings
• ISO 20022 standards coming – benefits 
  for data and compliance
• GPI (global payments innovation) service 
  that allows for near real time payment 
  tracking

Tactically, banks need to be on top of the 
modifications to SWIFT messaging types on 
trade in November – particularly as the digi-
tal trade envelope messages in Standby LCs 
and guarantees are moving from unstructu-
red to a much more structured set of me-
thods and messages. “Operationally this 
has been a nightmare in the short term for 
some banks, but it will be good thing in the 
long term and people need to embrace that 
change,” says DeVilbiss. “It's difficult be-
cause it feels like we haven't had much bre-
athing room between the changes on the 
commercial LC side and then the pandemic 
and now this. Fundamentally, it's going to 
create opportunities to standardize some 
of your approach internally. It leads to more 
automation and more seamless transactions.” 

Risk reduction benefits

Colin Zeglen, Product Manager for Trade 

and Supply Chain Solutions, adds that these 
changes will also help to reduce risk. “You 
can reduce risk through more standardization. 
You're not going to have free forms that 
are essentially an email. Also, there will be 
better tracking of these items. For instance, 
you will be able to extract structured data 
in a SWIFT message more easily than from 
a free form. Overall, better tracking and 
better ability to pull out data is a recurring 
theme.”

That, combined with changes with ISO 
20022, which is also about creating better 
structured data, will have important impli-
cations for compliance screening in the fu-
ture, Zeglen says, and will create a world-
wide standard for payments. “In some coun-
tries the standard is not there yet exactly, 
but the potential is there for much greater 
standardization. All of this blends together 
as the better you're able to track things, 
the better standards there will be and it 
creates a much more seamless experience.” 
That will impact operations in a positive 
way and then in turn, reduce costs and 
make resolutions faster. “It's just better for 
everyone in the long term. But there will 
be more near term pain with all of this 
operational changes, system changes, etc.”

Nobody said the road to trade digitization 
Nirvana was going to be easy. 
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No more Libor: trade finance users unprepared 
for transition
There's less than one month to go until the first cessation of certain Libor rates. So why do corporate 
users of trade finance still have a long way to go in transitioning all of their Libor-linked instruments 
to a suitable alternative?

15

After years of preparation for its cessation 
there is now a clear timeframe for transi-
tion from Libor – the longstanding default 
benchmark rate for trade finance. After 31 
December 2021, Libor rates for sterling, 
euro, swiss franc and yen, as well as one-
week and two-month US dollar Libor, will 
no longer be published – with cessation of 
US dollar one-day, one-month, six-month 
and one-year rates to follow in 2023.

As a result, financial markets across the 
world have just three months to transition 
their Libor-linked exposures to a suitable 
alternative rate. However, a recent TXF re-
port – ‘No more Libor: What next for trade 
finance?’ – undertaken in collaboration 
with Baker McKenzie and BAFT (Bankers 
Association for Finance and Trade), finds 
that many corporates within the trade fi-
nance sector are still underprepared for 
the 2021 transition, and more surprisingly, 
even the 2023 transition.

Libor’s significance

Libor is an average rate based on a small 
number of banks’ daily estimates of their 
cost to borrow unsecured funds from each 
other and has a critical role in global mar-
kets as the world's most widely used bench-
mark for short-term rates. At almost 40 
years old, it is widely used as a reference 
rate for financial contracts and as a bench-
mark to gauge funding costs and invest-
ment returns for a broad range of financial 
products, including adjustable-rate mortga-
ges, credit cards, floating-rate bank loans 
and interest rate swaps.

It is estimated that across these markets 
Libor underpins approximately $300 trillion 
of financial contracts worldwide, according 

to the Bank of England Working Group. 
Consequently, the cessation of Libor is go-
ing to have huge ramifications for every 
Libor-linked exposure. 

Why move away from Libor?

While global markets have grown in comple-
xity and size, the methodology for calcula-
ting Libor rates has remained unchanged. 
The main argument for moving away from 
Libor – apart from the 2012 Libor rates ma-
nipulation scandal – is because it is no lon-
ger based on sufficient volume of actual 
transactions. Following the 2008 Global Fi-
nancial Crisis, banks were unwilling to lend 
to each other, eliminating observable finan-
cial transactions and consequently, the abili-
ty for the Intercontinental Exchange (ICE), 
the exchange tasked with collecting and 
publishing the data, to generate an empiri-
cally robust Libor rate.

As real transactional data dried up that refe-
renced Libor, it became increasingly reliant 
on ‘expert judgement’ from the 20 Libor pa-
nel banks, a position that was ultimately de-
emed untenable by many. Indeed, in 2012 
many of these banks (Deutsche, Barclays, 
Citigroup, JP Morgan Chase, and Royal Bank 
of Scotland) were found to have abused 
their position by manipulating Libor rates.

As a result of the rate fixing scandal, and 
concerns over the volume of transactions, 
in 2017, the UK Financial Conduct Authority 
(FCA) announced it would not support the 
production of Libor after the end of 2021, 
paving the way for its discontinuation. 

What will replace Libor?

ternative rates which have been identified 
as the favoured Libor replacement. RFRs 
are deemed risk free, or as near as makes 
little difference, because they are based 
on real, short term (overnight) transactions, 
removing the risk associated with ‘expert 
judgements’, as well as credit and term risk.

The Bank of England, which convenes and 
hosts the UK industries Working Group on 
Sterling Risk Free Reference Rates (RFRWG), 
has marked RFR as the preferred alternati-
ve to Libor. This is a broad industry group 
and includes representation from corpora-
tes and relevant trade associations (such 
as the Association of Corporate Treasures).

One RFR is set to replace each Libor-quo-
ted currency. SOFR for the US dollar, SONIA 
for sterling, ESTER for the euro, TONAR for 
the yen, and SARON for the swiss franc. 
Each of these RFRs will be based on live 
data from their corresponding underlying, 
and importantly, liquid market.

It is estimated by the Federal Reserve Bank 
of New York that the transaction volumes 
underlying SOFR are approximately $1 tril-
lion in daily volumes.  According to the Bank 
of England, in Q2 2202 Sonia was underpin-
ned by £60 billion of daily transactions.

While US dollar Libor is the most widely 
used benchmark across the trade finance 
industry globally, the transition of sterling 
and other Libor currencies will have a mar-
ked impact on the trade finance sector. 

“There are now deep and liquid markets 
across the SONIA product set,” says Alastair 
Hughes, head of division in the Bank of En-
gland’s Markets Directorate, and responsible 
for work on risk-free rate transition. “In len-Risk Free reference rates (RFRs) are the al-



ding we have seen a wide range of borro-
wers access SONIA facilities. We are not just 
talking about large multinationals like Shell 
here, but also businesses such as National 
Express and housing associations. We're se-
eing tens of billions worth of SONIA-linked 
sterling facilities being put in place and this 
number is growing all the time.”

Both RFRs and Libor reflect short-term 
borrowing costs, however Libor can’t simply 
be swapped out with an RFR in existing 
contracts that reference Libor – at least 
not without appropriate adjustments.

While Libor is a forward-looking rate, giving 
the cost of borrowing for the future period 
starting on the day it is published, an RFR 
is backward looking. This means that bor-
rowers with debt linked to an RFR will not 
know the floating rate for each interest pe-
riod until the end of the period.

Furthermore, as an RFR does not include 
a credit premium for the banking sector, it 
typically fixes lower than Libor. As a result, 
amending loan agreements for Libor transi-
tion to incorporate appropriate transition 
language will be key. As such, the main ob-
jective during transition will be to minimise 
the transfer of economic value between the 
parties as the transition is made to the rele-
vant RFR plus a Credit Adjustment Spread. 

Corporates need to catch up

Despite the progress by the Bank of England 
and FCA in establishing SONIA, it is apparent 
many corporates are dragging their feet on 
Libor transition. Survey results from TXF’s 
report indicate nearly 70% of corporates are 
not prepared to successfully transition from 
Libor by 31 December 2021, or even the 30 
June 2023 deadlines.

“I don’t think understanding the new index 
is a problem for the financial community. 
I think the problem is leaving Libor,” says 
Justo García, at Homt Infrastructures, an 
engineering, procurement and construction 
contractor. “We're accustomed to Libor, it’s 
difficult to get rid of it.”

That perception of the market is evident in 
the data. Across all the corporates surveyed, 
just 13% of all their Libor-linked exposures 
have been successfully transitioned to an 
RFR. And if any of these Libor-linked expo-
sures are backstop facilities that are yet to 
be drawn, it is likely that the percentage of 
exposures that have been successfully tran-
sitioned is lower than 13%.

A combined 88% of those surveyed stated 
that transitioning Libor-linked trade finance 
exposures to an alternative RFR was difficult. 
This was reported as a reason why ‘very lit-
tle progress’ (1.6 out of five) has been made. 
“There's some quite complex economics 
around moving from one rate to the other,” 
says Hughes. “But I think the important 
thing here is that there is clear guidance to 
make sure financial providers know and un-
derstand they have programmes and go-
vernance in place to monitor and help 
people move across.  

“We're very aware corporates sometimes 
feel there's a knowledge gap between them 
and the financial service provider. And ob-
viously, historically there have been some 
unfortunate cases, which may mean, they're 
not as trusting of financial service providers 
as perhaps they once were.”

Digging into the data further, corporates of-
fering derivatives, swaps, and futures have 
made the most progress in transitioning 
away from Libor – 36% of corporates repor-
ted that they had made a great deal of pro-
gress in this space. Less progress has been 
made with bank-to-bank loans (18%), tradi-
tional trade (11%), supply chain finance (8%), 
and structured trade/export finance (4%). 
Trade/export finance is by far the least pre-
pared with 38% reporting none or minimal 
progress in transitioning.

Some of the slow progress is down to lack 
of prioritisation. Dealing with fallout from 
Covid-19 (48%) and Brexit (25%) were both 
cited by corporates as more important than 
transitioning all Libor-linked exposures to an 
alternative RFR (just 3% of corporates sta-
ted that Libor transition was their top priori-
ty). To compound matters, there was a re-
ported lack of understanding of what Libor 
cessation means and how to go about suc-
cessfully transitioning their Libor-linked ex-
posures to a RFR.

Responses also highlighted a disparity be-
tween the perceived level of support corpo-
rates get from the banks and banks’ percep-
tion of their own support. This was made 
worse by a lack of clarity on which RFRs 
should be used, with delays in the develop-
ment of a forward-looking RFR being one 
of the biggest hurdles.

This sentiment was echoed by García. “Right 
now, we are working on our project in the 
Maldives and are still using Libor as referen-
ce rate.

“We are not receiving enough information 
from the banks in order to know what is go-
ing to happen in the coming months. I think 
that they [the banks] are praying for an ex-
tension of Libor. My perception is that there 
is a kind of reluctance to proceed.” 

A forward-looking rate for trade finance

The construct of RFRs might work for some 
in the export finance market – but not for 
all. Sovereigns, state-owned enterprises and 
borrowers in emerging markets in particular 
might struggle with the backward-looking 
nature of RFRs.

“To substitute Libor exactly would be to re-
plicate its weaknesses '' says Hughes. “The 
underlying market that Libor seeks to me-
asure – the market for unsecured wholesale 
term lending between banks – is no longer 
sufficiently active to support such a widely 
used reference rate. This has not changed 
in the last four years, and it makes Libor 
a less reliable and more volatile rate – not 
good characteristics for users of the rate, 
such as corporates.”

Compounded SONIA, to give it its full title, 
is the preferred replacement for sterling Li-
bor recommended by the Working Group. 
And for the majority of products that cur-
rently use Libor, SONIA is the recommend-
ed alternative. However, the Working Group 
acknowledged in its use case paper that 
a limited proportion of the cash market 
would likely require alternative rates. Trade 
and working capital products such as supply 
chain finance and receivable facilities requi-
re a term rate or equivalent to calculate 
forward discounted cash flows to price the 
value of assets into the future.

The result has been the development of 

two forward looking Term SONIA reference 
rates (TSRR), produced by the ICE Bench-
mark Administration (IBA) and Refinitiv, 
both respected and regulated benchmark 
providers in the UK.

TSRR are forward-looking rates, similar to 
Libor, in that the rate is fixed at the outset 
of the given interest period. Term SONIA re-
flects the expected average Compounded 
SONIA rate over a given period, but unlike 
SONIA, it is not necessarily based on actual 
transactions. 

Dealing with legacy

Standard and forward-looking SONIA rates 
will not ease everyone's concerns. There 
will be a significant pool of ‘tough legacy 
contracts’ referencing sterling Libor that will 
mature beyond the end of this year. Many 
of these contracts cannot be amended or 
don’t have robust contractual fallback lan-
guage that will automatically transition 
those contracts to robust alternative rates.

As a result, the Bank of England, in collabo-
ration with the FCA, has created a ‘safety 
net’ for corporates that are unable to trans-
fer to the SONIA rates with the creation of 
a synthetic Libor rate. The FCA was given 
those powers by the UK government thro-
ugh legislation which was passed earlier 
this year (Financial Services Act 2021).

Hughes stresses that it should be seen as 
a ‘bridge’ that is there to aid a smooth tran-
sition, and not a permanent solution. “The 
FCAs new powers will help ensure there is 
safety net in place, but this does not re-
move the need for borrowers to act and 
we continue to encourage market partici-
pants to amend their contracts where they 
can,” said Hughes. “Any safety net the FCA 
provides in the form of a synthetic Libor 
rate would be for a time limited period. The 
FCA have proposed these synthetic rates 
would be based on forward-looking risk-
free rates, so SONIA for sterling, plus the 
relevant credit adjustment spread.”

The FCA still needs to confirm which legacy 
contracts will be permitted to use synthetic 
Libor and that decision will not be confirm-
ed until the end of this year. TXF unders-
tands that It is expected to run for a maxi-
mum of 10 years.

The TXF perspective

It has long been understood that there are 
more hurdles to Libor transition in trade fi-
nance than in other sectors. With greater 
clarification on forward looking SONIA rates 
and incoming legislation on synthetic Libor, 
it’s important that corporates and banks en-
gage with each other to come to mutually 
acceptable solutions.

The example of two forward looking rates 
in the UK has shown that it is possible to 
develop usable forward-looking term risk-
free rates. All the pieces are now in place 
for a Term SOFR (US dollars) to be develop-
ed. For export finance and project finance, 
this is particularly significant as 88% of 
deals across 2020 were financed in US dol-
lars. However, for this to take place the 
underlying SOFR derivatives markets, which 
underpins the creation of a robust Term 
SOFR, must increase in volume and liquidity. 
With new use of US dollar Libor discouraged 
after the end of 2021, this liquidity needs 
to develop quickly.
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Trade digitisation: Secret sauce update
It’s been an interesting year for trade digitisation. Time will tell whether the secret sauce to trade 
digitisation been discovered in MLETR and is it something that will get over a decade of industry 
fatigue on the subject? Will the trade industry be able to get the sauce out of the bottle, will 
everyone like the same sauce, will they need to? Interoperabilty layers are the latest addition. 
The story continues. 

A regulation that is not a regulation, G7 en-
dorsement, a platform that is not a platform, 
another boost for electronic bills of lading 
in shipping with WAVE BL and MSC, the UK 
Law Commission giving recommendations 
to the UK government to change English 
law to help support digital trade, and more. 
Trade digitisation has had a dizzying year, 
but it certainly feels like something is co-
ming out of the bottle. The secret in the 
secret sauce? There is no secret, and there 
may be more than one sauce.

Starting with the regulation that’s not a re-
gulation, the Model Law on Electronic Trans-
ferable Records (MLETR). In April, G7 digital 
and technology ministers endorsed a frame-
work for collaboration on electronic transfe-
rable records, which, among other things, 
supports the adoption of UNCITRAL’s MLETR.

UNCITRAL, the United Nations Commission 
on International Trade Law is the body 
whose conventions, model laws and expla-
natory texts are part of what makes us com-
fortable to buy stuff on the internet globally, 
among other things (from the 2005 UN 
Convention on the Use of Electronic Com-
munications in International Contracts). UN-
CITRAL texts on electronic transactions have 
been incorporated in more than 100 states, 
more than half of the world, according to 
Luca Castellani, legal officer at UNCITRAL. 
That familiarity is what is underpinning hopes 
that the MLETR will form some of the spine 
of attempts to digitise international trade. 
And the MLETR itself is not a regulation, it 
is an enabling text to be used as a ‘source 
of inspiration’ for national legislators. Its se-
cret sauce is that it is a source (apologies 
for the pun).
 

Castellani acknowledges the widespread 
‘trade digitisation fatigue’ that has come 
from many false dawns. After all, digital ne-
gotiable instruments have been in the public 
domain for more than a decade and have 
had narrow uptake. What’s different now? 
Underpinning the MLETR are two notions, 
of control and singularity. “The MLETR’s fun-
damental issue, first of all, this is not a re-
gulation, it is purely enabling. It is both te-
chnology-neutral and it allows underlying 
laws on transferable documents and instru-
ments based on the notion of possession, 
and national differences to persist,” Castel-
lani says. “It is a keystone of the new vision 
that implements the concept of a data pipe-
line in paperless trade.”
 
Hold onto the idea of possession. The early 
adopters of MLETR include Bahrain (in 2019), 
Singapore (2021) and Abu Dhabi Global Mar-
ket (ADGM, also 2021). Is MLETR the secret 
sauce that is going to unlock trade digitisa-
tion? Yes, but. “The MLETR establishes con-
trol and singularity as the requirements to 
reproduce possession online. How those 
can be achieved depends largely on techni-
cal solutions,” says Castellani.
 
And therein lies the rub and is the challenge 
being faced in a variety of different ways. 
“Different trade platforms have different de-
finitions of dealing with singularity and con-
trol,” says Oswald Kuyler, managing director 
DSI (Digital Standards Initiative) at Internatio-
nal Chamber of Commerce (ICC). “While this 
fragmentation doesn’t impact less complex 
supply chains or the ability to execute POCs 
[proofs of concept], more complex lands-
capes like retail require a modern approach 
that decentralises the title ownership – and 

enables transfer of ownership. Frameworks 
like IMDA TradeTrust simplifies, standardises 
and decentralises definitions for singularity 
and control for various documentation types 
across multiple industries and regions. ITFA 
DNI Specification does the same using a sli-
ghtly different approach. These are exciting 
times and it will be wonderful watching 
these frameworks come to life over the 
next 12-24 months,” says Kuyler. 

Back to possession: The key ingredient 
in any secret sauce

There are many countries poised to take 
advantage of the MLETR framework. The 
recent G7 announcement had the UK as 
one of the champions of digitisation. And 
the ICC UK and Coriolis have spelt out 
some of the commercial benefits for MLETR 
adoption and digitisation of trade for the 
UK economy in an report in April, which 
argues that digitisation could boost UK 
trade by £25 billion. 

National regulation will be key in delivering 
any change. A large chunk of international 
trade and finance is governed by common 
law structures (the main two being English 
Law and New York Law). The UK Law Com-
mission, a government body, provides 
a useful summary of applicable internatio-
nal trade law. The Law Commission’s con-
sultation paper was published on 30 April 
and the consultation period for legal recog-
nition of trade documents such as bills of 
lading and bills of exchange ended in July 
2021. ITFA and the Law Commission have 
been working on the draft extensively. 

For example, Appendix 4 of its draft bill 
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proposes a bewitchingly simple addition to 
the current legislation. “In section 89B(2) of 
the Bills of Exchange Act 1882 (instruments 
to which section 89A applies), at the end 
insert “or to a bill or note that is an electro-
nic trade document for the purposes of the 
Electronic Trade Documents Act 2021 (see 
section 1 of that Act).” 

The proof of any of the ‘possession’ pud-
ding will be in the testing in court over the 
next few hundred years. 

Platform that is not a platform

Turning to the matter of a platform that is 
not a platform: TradeTrust, which launched 
in January 2020. If it’s not a platform, what 
is it? “We refer to TradeTrust as a frame-
work,” says Kay Ren Yuh, senior manage, 
trade, sectoral transformation group at Info-
comm Media Development Authority (IMDA), 
a statutory board in the Singapore govern-
ment which helps enable TradeTrust. 

As a framework, “a particular set of rules, 
ideas or beliefs which you use in order to 
deal with problems or decide what to do,” 
explains Kay. He went a long way to descri-
be the recipe of TradeTrust’s ‘secret sauce’ 
which is not to be a secret. TradeTrust is 
a multilateral, open legal and technical 
framework, that enables inter-operability 
for governments and companies across dif-
ferent trade platforms and formats for the 
exchange of digital trade documents on 
the back of a public blockchain. 

Importantly, what TradeTrust does is to 
show a way to help disconnect title mana-
gement from document management. That 
means, for instance, TradeTrust enables the 
carrier, when it is preparing a physical bill of 
lading, to register the title of that document 
on the public blockchain as part of the same 
process. Carriers, banks (even including 
SWIFT via FileAct), governments, importers 
and exporters can then go ahead with their 
own business processes in their own way, 
but there’s one registered version of title. 

“Our methods for solving this ‘teensy-ween-
sy problem’ of paper trade documentation 
is [publicly available on Github via Architec-
tural Design Records] and we could have 
just stopped there but we decided to take 
it one step further and bake those methods 
into software components that operate at 
the services layer that are designed to be 
easily integrated into platforms and systems,” 
Kay says. “These software components are 
released as open-source so are free-for-use 
and anyone can look at the code to assure 
themselves of what it does.” He adds: “The 
trade team at IMDA has worked very hard 
on this project for the past few years and 
we look forward to the international trade 
community benefiting from our efforts.” 

The concept of a public blockchain (in Tra-
deTrust’s example Ethereum), being used 
so one version of ‘the truth’ (ie a record of 
title) is one potentially good use of distribu-
ted ledger technology. “I would argue that 
having a trusted-reliable mechanism to ve-
rify and validate possession and control is 
a principal use case of distributed ledger te-
chnology. Embracing public blockchain to 
truly decentralise who holds title, while still 
enabling the PDF or data to be used in va-
rious different systems is required for simpli-
fied change management. Couple this with 
standards like the Digital Container Shipping 
Association (DCSA) electronic bill of lading 

standard ((eB/Ls) that helps democratise the 
process for preparation and issuance of bills 
of lading and we can see ourselves moving 
closer to a interoperable world,” says Kuyler 
at DSI, which is an advocate of TradeTrust.

Progress on digitisation of eB/Ls continues 
elsewhere. MSC Mediterranean Shipping 
Company (a founder member of DCSA) an-
nounced that its customers can now ex-
change eB/Ls on the WAVE blockchain net-
work. How close are we to scalability of the 
‘rails’ supporting trade digitisation? Gadi Rus-
chin, CEO of Wave BL tells TXF, “Scalability 
is not an obstacle to digitisation today. 
WAVE BL’s technological infrastructure sca-
les to every type of organisation, from the 
smallest importer to the biggest bank.”

WAVE BL is aligning to UN standards. “We 
welcome every initiative that supports digi-
tisation – whether it’s regulatory or com-
mercial standardisation, or a drive to incre-
ase awareness in the industry. Standardisa-
tion certainly plays an important role in ma-
king it easier for companies to adopt digiti-
zation, which is vital for sustainability in glo-
bal trade today,” Ruschin says.

Another flavour to use MLETR

Meanwhile, ADGM is aligning with UN stan-
dards with its Electronic Transactions Regu-
lations 2021 which confirm the legal enfor-
ceability of electronic negotiable instruments 
such as digital promissory notes and bills of 
exchange that are equivalent to physical pa-
per documents. It has adopted MLETR with 
inputs on its electronic transactions frame-
work from International Trade and Forfaiting 
Association (ITFA)’s Digital Negotiable Instru-
ments (DNI) Initiative and Technology Ex-
perts for Regulatory Action (TERA) taskforce 
(which includes Enigio, a Swedish Fintech). 

There is more news on its way, more stan-
dards for electronic title documentation, mo-
re to cover on the data pipeline in paperless 
trade, particularly as it will affect SME finan-
ce. ‘Interoperability’ is a word that many of 
the service providers following MLETR say 
is vital. How interoperable they will prove to 
be is untested. It will be interesting, however, 
to see whether users will have to choose 
what meal goes under their secret sauce. 

On 18 November the ICC published an up-
date on its trade digitisation progress – 
a roadmap “Reconceiving the global trade 
finance ecosystem” which sets great stall 
in building what it calls an interoperability 
layer into structures – meaning digital trade 
enablers – trade finance interoperability 
foundations and thirdly guiding principles 
for interoperability. 

In the ICC report there was mention of the 
range of different technology platforms used 
Komgo, Bolero and essDOCS the most used 
for documentary trade, open account trade, 
and shipping and freight. The report says: 
“data suggests that use of digital technology 
in the sector is patchy with little certainty 
on when this may become commonplace 
across different trade finance activities.” 

This should be digitisation’s moment. The 
pandemic has certainly been a driver for it, 
and it will continue to be. Says WAVE BL’s 
Ruschin of his solution. “In the COVID-19 
pandemic, reliance on paper has become 
a barrier and has caused severe disruptions 
to trade. The pandemic has been a turning 
point where everyone in the trade industry 

now sees digitisation as essential to busi-
ness sustainability. Carriers, freight forwar-
ders, exporters and importers have reacted 
quickly and adopted WAVE BL’s digitised 
documentation solution. At the moment 
not all banks have caught up, which means 
there is an undigitised link in the chain. I’m 
sure this will evolve quickly, with more 
banks enabling buyers and sellers to use 
end-to-end digitised document workflows 
that support LCs.” 

This is an updated version of an article 
appearing in May 2021
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