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“A year is a very long time in trade finance,” said Falcon 
Group CEO Will Nagle in his welcoming speech 
at the alternative financier’s fifth annual trade and 

corporate finance forum in Dubai. In a climate where regulation 
and pricing constraints have reduced bank enthusiasm for 
trade finance products, the past 12 months have proved 
Nagle’s point.

Questions about who would be funding the new trade finance 
locomotive1 along with discussion of  the role of  alternative 
providers at last year’s forum have been replaced by an acceptance 
that reduced bank lending and a mix of  alternative provision is 
very much business as usual. This year’s discussion examined 
how the different sources of  liquidity are working together to 
finance the real economy at a time when financial markets are 
in recovery and the demand for trade finance is more acute 
than ever as frontier markets expand their export volumes 
and values.

Moderator Nadine Hani (who re-joined the event having 
moderated it in 2011) reminded delegates that the IMF has 
forecast global growth rising to 3.7% in 2014, rising to 3.9% in 
2015 and that the financial markets are close to five-year highs. 
“Although global growth is picking up, traditional lenders such as 
governments and banks are under severe pressure and increased 
regulation. International banks are still incurring costs because of  
legal costs and provisioning,” she observed. Alternative sources of  
finance – both debt and equity – continue to fill the funding gap 
and Hani made the point that 25% of  all lending to SMEs in the 
US during 2013 was granted by alternative lenders, underlining the 
role of  non-bank credit in growing world trade. 

The new economic geography
Economist Dr Nasser Saidi developed the economic recovery 
theme, explaining how this was a three-speed development 
following the global financial crisis in 2009 and subsequent 
contractions (see Figure 1). 

According to Saidi, while emerging market economies have 
recovered quickly, advanced economies have not fared so well. 
Their growth is “anaemic” and it has not been strong enough to 
create much in the way of  new employment. “The US has picked 
up more strongly than Europe and Japan and the MENA region is a 
mixed picture, falling somewhere between the advanced economies, 
but not performing as well as the other emerging economies,” he 
observed.

Reminding delegates that by 2018 BRIC economies will 
represent more than 30% of  total global output and that China 
will have overtaken the US as the largest economy, Saidi turned to 
the energy markets. “OECD countries only represent 40% of  total 
energy markets whereas the non-OECD and China are now the 
dominant players. Both the dynamics and structure are now being 
formed in Asia and by Asian demand and not so much in Europe and 
the US.”

He added that China is sitting on US$3.8trn of  international 
reserves. Rather than investing them in low-yielding US treasury bills 
these are being deployed internationally. “We are seeing the beginning 
of  this in Africa and it is well spread. Emerging market economies 
accounted for 25% of  world equity in 2013 and this has risen from 
8% in 2009.”

However, the one thing that has not changed in this economic 
shift is, he said, banking. “Today, 77% of  global bank assets are in 
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OECD banks. They have 85% of  insurance premiums and manage 
91% of  non-government funds.”

Apologising for his pessimism, he said that five years after the 
global financial crisis banking issues have not been resolved. Central 
banks have been buying assets, with bloated central bank balance 
sheets growing to the current US$4.9trn since 2007. The real issue 
going forward was how they were going to deleverage and what the 
fall-out on the economy would be when interest rates start rising, 
given that debt servicing costs would increase by around 20%. “We 
still have a banking system in Europe and in the US where the ‘too 
big to fail’ and ‘too interconnected to fail’ issues have not been 
resolved. They are still as concentrated and as big as they were pre-
crisis,” said Saidi.

Pointing to the overall trend of  capital flows into emerging 
markets (see Figure 2), he said that apart from the temporary outflow 
following the Federal Reserve’s tapering announcement in June 2013, 
emerging markets are continuing to attract capital with Asia and 
China attracting most of  it.

Drilling down into who was actually investing in emerging 
markets, he observed that non-bank capital flows are substantially 
higher in emerging markets and that this is a trend likely to continue 
in response to regulatory changes and the Basel III capital adequacy 
rules (see Figure 3).

Saidi added that in advanced economies, banks faced the ‘four 
Rs (regulation; recapitalisation; retrenchment; and restructuring) and 
that the only silver lining was that regional and Japanese banks in Asia 
have taken over assets held by European and US banks. In a telling 
slide summarising where regulation hurts the most on a global basis 
(see Figure 4), he explained that Asia and the Pacific are least affected 
by regulatory pressure – they have the capital liquidity and there is less 
exposure from the banks. 

As for the prospect of  non-banks being held back by another 
wave of  regulatory zeal from Basel, he said “although the regulatory 

net will be expanded – and you should expect to be regulated all the 
time – it will only happen once it is viewed as a source of  systemic 
risk.” Apart from housing finance in the US and hedge funds, he 
thought this would not happen for the foreseeable future. 

Private equity in growth markets
Mustafa Abdel-Wadood told delegates how Abraaj Group invests in 
‘growth markets’ such as Latin America, sub-Saharan Africa, MENA, 
Turkey and Asia to the tune of  around US$7.5bn and commented 
that emerging markets had outgrown the term “emerging” because of  
the scale of  their contribution to world GDP.

He also made the point that if  you took a 200-year view, global 
GDP was shifting back to where it came from. “Growth markets 
have gone from lagging to outpacing developed markets,” he said 
(see Figure 5).

During Abraaj Group’s 12-year history, it has made 200 
investments across these markets in the form of  mid-cap, high-
growth businesses and exited about 70 of  them. “As opposed to 
typically doing buyouts, we focus on providing growth capital to these 
businesses to take them to the next stage,” said Abdel-Wadood.

He reminded delegates that each growth market had its own 
nuance, and lending or investing here is about the “individual 
opportunity backing the right business in the right sector and making 
the right decisions about mitigating the risk involved with this lending 
or investing decision”. He said: “More often than not, the businesses 
they work with have found that local and regional banks were not 
able to respond to their needs quickly enough and this has driven the 
demand for other sources of  finance. Markets are fickle and mood 
swings are rapid. But we are long term investors. Of  course we need 
to recognise bumps along the way but we look beyond that.”

When asked by Hani during the panel session whether private 
equity actually competes with debt finance (bank or alternative 
lending), he pointed out the holistic nature of  specialist finance 
providers. “A large number of  our private company clients need 
access to lending and we structure solutions with alternative lenders. 
There is plenty of  liquidity for the right opportunity and the challenge 
is to deploy it properly.”

The corporate perspective – after the LBO at Dell
“Why would a US$60bn corporate like Dell look for alternative 
finance?” This was the question that Martin Uchytil of  the computer 
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Figure 1: Three-speed recovery from the global 
financial crisis 

Source: IMF World Economic Outlook, Jan 2014.

Figure 2: Total capital inflows to emerging markets

Source: Capital Flows to EMEs, IIF, Jan 2014.

 (US$bn, net non-resident capital flows, Institute of International Finance)

“Markets are fickle and mood 
swings are rapid. But we are 
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giant’s Middle East operation set about answering after refreshing 
delegates’ memories of  Michael Dell’s supply chain business model 
classic2 with a short video.

To regain control in a technology market that had completely 
changed since he founded the company in 1984, Dell and private 
equity company Silver Lake Partners took it private in a high-profile 
US$24.9bn leveraged buyout (LBO) at the end of  October 2013. 
This was backed by a US$7.2bn syndicated term loan. The PC market 
has had its challenges because competition from mobile devices and 
tablets had lured consumers away from laptops. “Welcome to the 
world’s largest start-up,” said Uchytil. 

The LBO was a significant change in the company’s future and 
Uchytil explained how that before the LBO, Dell generated US$3bn 
to US$4bn cash flow a year from operations which gave the corporate 
a “huge safety net and enabled the company to grow”. Growth was 
not only organic but also included US$13bn spent on acquisitions. 
Cash was king at Dell and executives were incentivised on cash flow 
generation. And for a corporate that carried very little inventory (ten 
days at the most), selling directly to customers worked well ... until the 
market changed and a new business model was needed.

Core clients are now large corporates and governments – very 
different territory from consumers buying laptops online – and Dell 
is expanding into frontier markets. All of  this means having to give 
longer payment terms for this new type of  client, and this puts a 
squeeze on working capital. Given that the new private company is 
servicing around US$18bn of  post- LBO debt, it needed a flexible 
lending partner that could help Dell grow the business. Uchytil 
said that although a number of  banks had offered their services, 
the credit line approval process was often too cumbersome and he 
needed a more nimble source of  liquidity – hence the deployment of  

alternative sources of  trade finance. “Governments take a long time 
to pay us,” he said.

Supply and demand in trade finance
Former banker, European commissioner for trade and WTO director 
general Pascal Lamy rounded off  the plenary part of  the forum with 
his outlook for trade, trade facilitation and demand for trade finance 
after a brief  summary of  how far it had come.  “My feeling is that we 
have a growing imbalance between the demand side – trade – and the 
supply side – finance – this does open up opportunities for non bank 
providers of  finance,” he said.

Drivers of  the constant growth in world trade of  around 7% a 
year (in dollar terms) have been, he observed, “technology, emerging 
economies and the progressive reduction of  the obstacles to trade”. 
With volumes at US$20trn today, he predicted that the average 
import content of  exports worldwide would rise from the current 
40% to 60% by 2020 as countries “add value to what they want to 
export where they have competitive advantage”. Another change, he 
commented, was the trend of  moving away from bilateral trading 
relations to multilateral ones.

Recalling the work of  WTO and the ICC Banking Commission to 
achieve fairer treatment of  trade finance from the Basel Committee,3 
Lamy said: “I don’t expect any further concessions. Compared to 
the situation before the global financial crisis, there will be more 
constraints than there used to be. The growing cost of  correspondent 
banking and the growing requirements of  KYC essentially triggered 
by US regulators will percolate throughout the whole economy. 
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Figure 3: Emerging market economy capital inflows 
– growing role of non-banks

Figure 4: Regulatory change – regional divergences 

Figure 5: The big picture – a 200 year-old view 

 (US$bn, net non-resident capital flows, Institute of International Finance)

“I think we are on the verge 
of an important penetration of 
global trade by SMEs because 
the barriers to entry are 
reducing”

PASCAL LAMY, NOTRE EUROPE JACQUES 
DELORS INSTITUTE

Source: “Evolving Banking Regulation 2014 - Europe, Middle East and Africa Edition”, KPMG, Feb 2014

Source: Capital Flows to EMEs, IIF, Jan 2014. Sources: OECD, Angus Maddison, Economist Intelligence Unit, Abraaj Estimates.
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I expect this will continue to increase the administrative costs of  trade 
finance.” These costs, he said, would put trade finance out of  reach 
of  the smaller providers, leaving only a few large providers able to 
turn around the volumes needed for economies of  scale. 

Lamy concluded by saying that he saw real opportunities for 
alternative providers not only in Dubai (because of  its hub status 
between African and Asia), but for those catering for SMEs.5  “I 
think we are on the verge of  an important penetration of  global trade 
by SMEs because the barriers to entry are reducing. They will need 
tailor-made solutions,” he said.

Finding the opportunities
During the panel session that followed, themes of  finding good 
businesses to lend to or finance through private equity prompted a 
comment from a delegate who agreed with Lamy that a lot of  growth 
in emerging markets was coming from the SME sector – but that it 
was very hard to obtain reliable financial information.  

“If  there are good opportunities there is no shortage of  cash,” 
said Falcon chair Kamel Alzarka, who paid tribute to local banks in 
the Middle East who had stepped in and “done a good job”. But 
there is, he said, still very much “a financing vacuum”. 

The drivers of  world trade look set, according to some estimates, 
to take volumes to US$30trn by 2020 and, at today’s ratio, 80% of  
it will need financing out of  something other than cash balances. 
What this forum demonstrated very powerfully was how the choice 
of  providers is very different from the bank-dominated options of  a 
few years ago. Alternative non bank providers such as Falcon, private 
equity companies such as the Abraaj Group, fund managers such as 
Galena Asset Management (part of  Trafigura and a presenter at the 
2013 Falcon forum), hedge funds and corporate financiers are all part 

of  a rich and varied landscape that can reach the parts of  the global 
economy (if  they are convinced by the business proposition) others 
cannot.

Whether these financiers have their wings clipped by regulators 
remains to be seen and they do not see themselves as part of  the 
“shadow banking” group Financial Services Authority was worried 
about.4 Abraaj Group’s Abdel-Wadood said: “A rulebook and a 
framework is a good thing if  it does not hold back the industry and it 
can operate on a level playing field.” Falcon Group’s Alzarka agreed: 
“ We are positive about regulation and believe in the distinction Lord 
Turner made in the Financial Times between good cholesterol and 
bad cholesterol.  We see trade finance as the good cholesterol.” 
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