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CLARISSA DANN reports on the outlook for trade finance and the global 
economy presented at the recent Falcon Group trade finance forum in Dubai 

Falcon Group, an alternative financier that provides 
bespoke structured funding solutions, hosted 
a corporate funding forum in Dubai on 15 April 

2012. The event brought together a mix of senior 
bankers, economists and established clients to discuss 
the increasing importance of alternative funding against 
the backdrop of lending constraints from traditional 
sources. The group has provided in excess of US$7bn 
in funding for its clients over the past four years.

Further to TFR’s news story ‘New perspectives on 
trade finance from Dubai’1, this article sets out the main 
points from the presentations. Moderated by BBC World’s 
business and finance programme presenter for the Middle 
East Business Report (MEBR) Nima Abu-Wardeh, 
delegates heard from the following speakers:
  Abheek Barua, chief  economist at HDFC Bank.
  Michael Spiegel, head of  cash and trade, Deutsche 

Bank.
  Mark Giles, board director of  Alhamrani Group of  

Companies (a top 100 Saudi enterprise with business 
activities across diverse sectors including automobile 
sales and finance).

  The Right Honourable Alistair Darling MP, former 
UK chancellor of  the exchequer

THE WORLD ECONOMY: AN ASIAN PERSPECTIVE BY 
ABHEEK BARUA 
Barua opened his talk by reminding delegates that Asia-
based banks like his continually keep an eye on the 
economic situation in Europe and the US as this does 
affect business in Asia. The conundrum 
that was replayed throughout his 
remarks was that a global recession was 
a real prospect, the sort of  monetary 

accommodation seen so far from global central banks 
(such as the European Central Bank) inevitably leads to 
higher long-term inflation.   

Why should Asia worry about Europe?
Europe is an important buyer of  Asian products. 
For example, explained Barua, 1.9% of  India’s GDP 
is supported by exports to the region (see Figure 1). 
More importantly, it is also a critical source of  funding. 
Whenever there is a hint of  another crisis, there is a 
tendency of  European banks to pull back leaving a 
liquidity problem in the region. This has been a sustained 
withdrawal since October 2011. Trade finance – with its 
short tenors – is an easy target for deleveraging.

The US is not immune from the European crisis either. 
“As you cross the Atlantic, indirect exposure in terms of  
default insurance sold to US financial institutions mounts,” 
he explained. For example the Bank of  International 
Settlements (BIS) notes total indirect exposure to Greece 
of  US$34.1bn bringing total net exposure (when the 
US$7.3bn of  direct exposure is included) to US$41bn. 

Europe – what has changed?
Barua reflected that the series of  
short-term solutions such as the 
EUR403bn bail-out programmes 
from the European Central 
Bank (ECB), present certain 
inconsistencies longer term. “If  
you have more austerity, and force 
governments to 
spend less and 
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less, then what happens is slower economic 
growth,”he said. In other words, he asked: 
“Is fiscal consolidation the way out of  the 
debt trap?”. This was something Alistair 
Darling picked up in his talk (see below).  
Barua observed that despite the headlines 
about Greece, Spain’s debt is around the 
same as Ireland, Greece and Portugal put 
together and another round of  ECB rescue 
was more than likely (see Figure 2). One 
of  the key concerns for the global markets 
is the exposure European banks have to 
sovereign debt, despite some progress 
having been made on enforcing fiscal 
discipline. 

According to Barua, a eurozone 
recession in 2012 followed by anaemic 
growth driven by austerity measures was 
the most likely scenario. He anticipated 
ECB policymakers being forced to use 
a combination of  additional and debt 
restructuring to avert this. If  austerity 
fatigue does force a member nation to leave 
the eurozone – for example Greece – the 
best case, he said, “is a managed exit that 
protects stakeholders to the maximum 
extent possible and even then there will 
be upheaval”.

Improving US growth prospects – but 
don’t forget the fiscal risks
The presentation then turned to the US, 
which, said Barua, “has recently presented a 
much better picture than in previous years”. 
Consumer borrowing has improved, the 
banks are getting over their reticence to 
lend and, he added, “the Federal Reserve is 
focused on stimulating growth”. But while 
there might be a short-term recovery, the 
US is still sitting on a huge fiscal problem 
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Figure 1: Destination of exports 2009/10

TFR editor Clarissa Dann talks to Wilson Group 
chief executive Manish Nagpal

Left to right:  Abheek Barau, Michael Spiegel, Alistair 
Darling, Mark Giles, and Falcon chair Kamel Alzarka

Michael Spiegel, Mark Giles, Will Nagle, Abheek Barua 
and Alistair Darling in a pre-panel planning session

Delegates networking in the tea break
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with US public debt on an ‘explosive’ 
path. While it is unlikely that US fiscal 
risk will surface in 2012 because of  low 
cost of  servicing debt and the US dollar’s 
dominant status as a reserve currency, the 
longer term, says Burua, is more worrying. 
An ageing population and fiscal spending 
programmes on healthcare are significant 
factors contributing to long-term risk, along 
with:
  possible external shocks from rising 

oil prices;
  an inability to reach political 

consensus on a long-term 
consolidation programme; and 

  the debt bill being bloated by weaker 
than expected growth.

This, said Barua, “would lead to 
credit ratings downgrades, and US debt 

levels being pushed to 100% possibly 
precipitating another financial crisis in 
2014-15”.

The China wobble
The final part of  Barua’s talk examined 
the slowdown in the Chinese economy. 
He reminded delegates of  the “enormous 
implications” China’s economic 
performance has for the global economy 
because of  the dependence Europe has on 
China for its exports. As a bank based in 
Asia, for him, China, when compared with 
all the other Asian economies was, “the 
biggest risk”. He said the “jury was out” on 
where the Chinese economy was heading 
but concerns include:
  weaker global growth and hence 

export prospects;
  the lagged impact of  monetary 

tightening in 2012-11;
 weakness in the housing market; and 
  the transition to domestically driven 

growth model being far from 
complete.

The world economy – a likely 
scenario
Having shared his worries about China’s 
harsh landing – where growth could drop 
to below 7.5% – delegates were left with a 
summary of  Barua’s assumptions for the 
next 12 months. These are:
  Moderate growth in the global 

economy with Europe as the clear 
underperformer.

  Growth prospects, but the monetary 
stance implies that the euro remains 
under pressure.

  Commodities caught between the 

crosswinds of  easy liquidity and tepid 
growth prospects. Some increase 
in prices is likely, but a strong bull 
market not likely.

  Movements in oil prices driven more 
by events rather than fundamentals. 
Those fundamental suggest some 
easing from current levels.

  Emerging Asia could see some revival 
in bonds interest and equities driven 
by easy global liquidity and monetary 
easing (and hence improved growth 
prospects).

  Improving US conditions could 
improve risk appetite and help Asian 
and emerging market momentum.

 China growth fears will cap any gains.

TRADE FINANCE IS DEAD, LONG LIVE 
TRADE FINANCE, BY MICHAEL SPIEGEL
Although the path of  the global financial 
crisis is well documented, Spiegel’s 
summary, using a helpful ‘volatility index’ 
(see Figure 1) which tracks the S&P 500, 
demonstrated just how volatile the markets 
have been. This was an important backdrop 
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“Global trade is an engine of global growth and has 
consistently outperformed GDP growth”

MICHAEL SPIEGEL, DEUTSCHE BANK
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to his comments on a rapidly evolving trade 
finance which, he told delegates, “is very 
dear to my heart”.

Global trade, said Spiegel “is an engine 
of  global growth and has consistently 
outperformed GDP growth”. In 2005 to 
2010, the growth rate of  global trade was 
5.6% whereas global GDP grew at 3.5%. 
Looking at the entire crisis period through 
to 2012, global GDP was 2% and global 
trade 3%. Although trade finance suffered 
with global trade, Spiegel maintained that 
in relative terms to GDP it has gained (see 
Figure 3).

Spiegel explained this by pointing out 
that, when he went into banking 25 years 
ago, he was told the letter of  credit (LC) 
was over. “It has come back and it is clear 
in my mind that trade finance is a direct 
result of  the liquidity crisis we had.” The 
logic of  this was that as a contraction in 
the capital markets hit corporates, trade 
finance was seen as a relatively more 
attractive asset class – at least until Basel 
III. In Spiegel’s view the evidence that trade 
finance is much lower risk provided the 
ICC Trade Finance Default Risk Register is 

being ‘ignored’ by the Basel Committee on 
Banking Supervision (BCBS), despite the 
case being made by banks and corporates – 
although he was at pains to point out: 
“I am a very big fan of  Basel III for 
trade finance.”

Lending trends in Europe and the US
Turning to the loan market, Spiegel 
observed that the decision of  the BCBS to 
treat a three-month trade loan in exactly 
the same way as a one-year general loan 
did not make sense when eurozone lending 
and deposit volumes are compared with the 
region’s US equivalent.  

He said “from a trade finance as well 
as the short end of  the balance sheet 
perspective we see more of  the same; 
everyone is pulling liquidity, and everyone 
is making maximum use of  the liquidity 
they do have. The good news is that in the 
past companies only looked at maximising 
their profits – they squeezed their suppliers 
and distributor network but now they 
are getting more concerned about the 
sustainability of  their trading partners.” 
It was this change in attitude that has, 

according to Spiegel, driven the rapid 
rise up the agenda of  supply chain 
finance, which he sees as another form 
of  trade finance.

This has shaped his own strategy of  
business development – and he accepts 
that, big as they are, they do not have the 
balance sheet to be ‘everywhere’. While 
the bank is used to dealing with large 
corporates, it is through working with 
finance partners with strong teams on the 
ground that they can reach the smaller 
organisations with the right trade finance 
structure for that client.

THE CORPORATE PERSPECTIVE – 
MARK GILES, ALHAMRANI GROUP
As a Saudi-based corporate, Alhamrani 
Group was a helpful example of  why 
alternative sources of  trade finance are so 
important to corporates. Giles explained: 
“Working with a more entrepreneurial 
company takes time – to understand the 
assets of  the customer and find creative 
ways to leverage those assets.”  

Operating across a number of  markets, 
the division that has the most acute funding 
requirements is the automotive sector. This 
comprises Alhamrani United Company – 
the exclusive Saudi dealership for Nissan 
passenger cars and related components – 
and the motor finance company, Alhamrani 
Company for Investment in Trade (ACIT).

“Our customers are very impatient 
people,” said Giles. He added: “If  we sell 
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“It is necessary for the regulatory system to be toughened 
up but we need to ask ourselves at every stage if what we 

are doing is what we set out to achieve”
ALISTAIR DARLING, FORMER UK CHANCELLOR OF THE EXCHEQUER

Figure 4: Europe and USA lending and deposit volumes
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a car in Asia we have to provide that car 
to the customer in three days. At any point 
in time we have to have around 15,000 to 
20,000 in our stock yard to meet demand 
and that is where the funding requirement 
for this business is significant.”

A third of  the cars the group sells are 
the 1300 to 1600 engine size, and the other 
20% are pickup trucks. The luxury segment 
is only 3% of  the market. As a result 
of  this distribution, around 90% of  the 
group’s car sales are funded by consumer 
finance. Giles explained that banks in Saudi 
Arabia entered the car finance market in 
the late 1990s and by 2005 suddenly they 
stopped and consumer finance was no 
longer readily available. Foreign banks had 
also withdrawn by 2008, yet the demand 
for car finance was high, “bankers are very 
fickle”, said Giles. Alhamrani Group set 
up its own finance division (ACIT) which 
funds around 20,000 cars in Saudi Arabia 
and it is this that requires the group to 
have robust funding operations in place, 
using non-bank sources of  finance like 
Falcon Group.

THE POLITICAL PERSPECTIVE – THE RT 
HON ALISTAIR DARLING MP
The UK’s former Chancellor of  the 
Exchequer might call himself  a ‘generalist’ 
but as one who navigated the iceberg-
littered waters of  the 2008 financial crisis, 
and worked closely with other governments 
around the world, his remarks were one of  
the high points of  the conference.

“I am a pessimistic optimist, if  you 
can be that, because I think it is going to 
take some considerable time longer to get 
through this crisis than people thought,” 
he said, adding that governments needed 
to work together to “bring this economic 
slowdown to a conclusion”.

The banking system
Darling reminded delegates that the entire 
banking system was on the verge of  
collapse in October 2008 and that while 
there was no alternative to bail-out, the 
“severe economic consequences” will be 
felt for some time to come. He told the 
story of  how one particular UK bank 
senior executive asked for a ‘private’ 
word at a dinner, and said: “I wanted to 
reassure you that from now on we will 
only take risks we understand.” It was the 
lack of  understanding of  banking risk that 
needs addressing to restore trust between 

financial institutions, according to the 
former chancellor. Furthermore, it was 
the global financial crisis that exposed the 
interconnectedness of  the modern global 
financial system – if  a small local bank 
goes down in any part of  the world these 
days such a collapse has repercussions right 
across the world.

When it came to regulation, Darling 
talked about the ‘fine line’ that regulators 
have to tread between ensuring the financial 
system is safe and too much regulation that 
can “defeat the end you want to achieve 
in the first place” –  a functioning banking 
system. While generally supportive of  
the “cumulative effect of  the Basel III 
requirements” because, in his view, banks 
were carrying too little capital, he came 
back to the underlying theme of  his 
whole talk – the lack of  any convincing 
policies to get growth going again to 
reinstate confidence.

He said: “Make no mistake about it, 
the fact we have more regulation and less 
capital means there will be less money in 
the system to lend. If  you look at the last 
ten or 15 years, the world has got used to 
the fact that credit has been pretty plentiful 
at extremely attractive rates. We are not 
entering a world where this is likely to be 
constrained. It is necessary for the 
regulatory system to be toughened up 
but we need to ask ourselves at every 

stage if  what we are doing is what we set 
out to achieve.”

One of  the problems he highlighted 
was that while quantitative easing (which 
he introduced while in government) 
was a good idea, time bought by central 
banks such as the European Central 
Bank should be put to good use – as that 
money has to come out of  the system 
at some point. “There is little evidence 
that this money is getting beyond the 
banks into the wider economy,” observed 
Darling. Lack of  confidence was one 
of  the biggest problems in Europe with 
European banks sitting on cash rather than 
lending it. According to Darling, this risk-
averse behaviour was partly down to the 
regulatory environment. But “because they 
are not confident the world can get through 
this process and see sustainable growth”.

The theme of  alternative sources of  
trade finance was highly appropriate as 
Darling was all in favour of  it: “We should 
do what we can to encourage other sources 
of  finance in the banking system. Insurance 
companies, hedge funds and organisations 
like Falcon. We need more varied sources 
of  financing,” he said.

Economic outlook
Rather like the 1990 to 1993 UK chancellor, 
Norman Lamont, Darling called the euro “a 
political project” 2 but unlike him believed 
it would survive, provided members accept 
the consequences of  a single currency 
“where rich countries help the poorer 
ones”. 

Darling closed his speech with a 
reminder that the G20 group of  nations 
does show governments are capable of  
cooperation and that the balance between 
austerity and crashing the economy so there 
are no revenues from which to repay debt 
remains something governments are still 
“working their way through”. 
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