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At the BAFT annual conference in 
London, one of the panel sessions 
reflected on the risks associated with 
corresponding with smaller local 
banks, calling them ‘unbanked’. 
What is your strategy on this? 
We have existing relationships with 5,000 
correspondent banks in 204 countries and 
provide lines to banks in 175 countries. 
It’s about being there for them in the 
good and bad times. Our long-term 
relationship approach means that we have 
a risk appetite to confirm letters of  credit 
(LCs) where other international banks 
have never ventured or have withdrawn 
their commitments as a result of  political 
turmoil. We’re committed to working with 
local banks in these countries in order that 
they don’t become ‘unbanked’.

What are the risks with these 
relationships and how do you protect 
your bank from these?
You touch on a good point. One of  the 
reasons why certain banks are stepping out 
of  the trade finance arena is because they 
foresee the cost of  compliance on servicing 
their networks becoming too much. Of  
course we have to fulfil all the regulatory 
requirements, and the scale of  KYC across 
5,000 corresponding relationships is huge. 
Therefore, we are constantly investing in 
our back office systems and in skilled staff  
in order to do business with these banks.  

But how do you know these systems 
are robust enough – there is always 
bound to be some local bank, that 
hasn’t covered all the bases?
At the end of  the day, this is a people 
business. Systems can only provide support, 
final sense checks, and ‘what is the smell 
of  this’ judgements are made by people.  

You cannot scan all payments and all LCs 
individually, but good systems have to 
give warning signals that prompt you to 
take a closer look at those transactions. In 
addition, we have a particular advantage 
with 45 representative offices located 
directly in various countries all over the 
world. Based on a permanent exchange and 
involvement of  these offices and their local 
knowledge we are constantly questioning 
ourselves which risks we can take and 
where we have to stop it. 

Some of the banks we heard at BAFT 
were complaining about the sheer 
cost of doing business with fragile 
local banks. Given the number of 
counterparties you deal with in this 
category, what is in it for your bank?
We think it is worthwhile investing 
in keeping these relationships up and 
running. If  you have the flows that we 
have, processing more than 100,000 LCs 
per annum, then the economic benefit 
associated with the large network is clear. 
For smaller and medium-sized banks 
that process a limited number of  LCs, 
maintaining a network of  thousands of  
correspondents may make less sense. So 
our customers can benefit from our large-
scale processing capabilities.

You also have to bear in mind that 
German importers and exporters have got 
a very wide reach across the world. While 
they don’t really need Commerzbank to 
reach into Luxembourg or Belgium, the fact 
that we can offer trade routes into places 
such as Iraq and Angola is of  considerable 
interest to them. As such, our network is 
essential to our business. 

What made your bank decide 
to focus on this particular type of 

correspondent relationship and how 
long have you done this for?
We were founded 144 years ago as a 
merchant bank and have representative 
offices in 45 countries. So we are very close 
to the banks in these countries and it’s fair 
to say that trade is in our genes. 

Can you comment on the trade flows 
you are financing between China 
and Africa?
Africa is a core market for us. Most 
beneficiaries of  LCs are sitting in China. 
The LCs come from Africa and we have 
six representative offices in the continent. 
So we advise the African banks on issuing 
the LC and we talk to the beneficiaries 
in China, offer a fair price, and make 
sure we have a constant flow of  business 
between the two regions. I think it is the 
responsibility of  banks to assist local banks 
in taking a certain amount of  risk (i.e. the 
risk of  their customers) and helping them 
to do the international part. 

Let’s look at the smaller local banks 
in China and Africa. Will they get 
bigger and become more powerful? 
And in the end compete with you? 
Indeed, some of  them will become bigger 
and more powerful. This will result into 
more competition. But competition is 
always good for the business. If  some 
banks deal only with one or two banks 
in each country and we have an existing 
relationship with others banks as well, 
we can offer these banks our existing 
international trade service competence. 
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