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OPINION: IN PRAISE OF STANDARDS

Rüdiger Geis  shares why he thinks standardising the trade finance industry is a vital lifeline to some 
banks’ survival

T rade finance is not the fastest-moving area 
of  international finance. Its back-office 
processes and plethora of  documentation 

have long resisted attempts at modernisation 
or standardisation. For example, until recently, 
banks all over the world have issued their own 
trade documentation using different words and 
definitions. This inconsistency has resulted in 
confusion between banks, regulators and investors 
alike. 

Sea change
However, change is now firmly on the cards. 
Indeed, the need for standardisation has become 
more urgent, given that new compliance and 
regulatory burdens – introduced in the wake of  
the financial crisis – are making trade finance 
more difficult and costly for banks to provide. In 
light of  the shifting landscape, banks have realised 
that they will either need to cut costs or seek new 
funding sources to finance their trade business if  
they are to survive. Therefore, in order to attract 
alternative investors and keep the market open 
to all participants, a common understanding 
and more transparency in trade lending, as well 
as uniform documentation for trade finance 

transactions, will be vital for the industry as a 
whole. 

The good news is that significant steps 
forward in global trade finance standardisation 
are currently being made by key industry 
organisations, such as the International Chamber 
of  Commerce (ICC) and the Bankers Association 
for Finance (BAFT). But will these initiatives 
aid smaller banks to remain in the trade finance 
arena?

Why the need for greater 
harmonisation?
Before exploring the positive developments 
currently taking place, it is important to explain 
the reasons behind this standardisation drive. If  
the trade finance market has managed to survive 
for so long without these measures, then why 
has the need for harmonised definitions and 
documentation arisen now? 

Great expectations
First, there has been exponential growth in trade 
finance in recent years with trade flows becoming 
increasingly global. Consequently, corporates now 
expect to be served more quickly and to receive 

consistently high levels of  customer service. This 
puts pressure on banks to meet the resulting 
uptick in demand while keeping their costs down. 
Checking letters of  credit requires extensive 
screening and some banks are now struggling to 
invest the time and money required to inspect 
this unique documentation – which is quite often 
required within a tight timeframe.

The vast unbanked
Second, market participants are also facing 
unprecedented regulatory hurdles with Know 
Your Customer (KYC), Anti-Money Laundering 
(AML) regulation and economic sanctions 
continuing to be a burden for trade banks. As 
a result of  increased regulatory costs, some 
participants will likely be forced out of  the trade 
finance market in the coming years – particularly 
smaller banks that are struggling to justify the 
costs of  compliance on their relatively small trade 
finance portfolios.

In addition, the tougher stance on KYC 
from regulators could also lead to the situation 
of  “unbanked banks” – where large global 
banks withdraw support to their smaller 
regional correspondent banks on the basis of  

Waving at or drowning 
in documentation?  

P44-45 TFR September 2014.indd   44 8/28/2014   6:50:06 PM



Rüdiger Geis is head of product 
management, trade services and issues 
at Commerzbank. He co-chaired the 
BAFT Trade Loan Documentation Working 
Group. He is also an executive committee 
member of the ICC Banking Commission

45www.tfreview.com

References

1.   See ‘Balancing Basel’ at www.tfreview.

com/node/10405

2.   See  www.tfreview.com/node/10195 for 

more background on securitisation

3.   See www.tfreview.com/node/10483

4.  See www.tfreview.com/node/10443

reducing risk. The worst case scenario could 
see some emerging markets being cut off  
from global correspondent banking networks 
completely, leading to whole countries becoming 
“unbanked”. 

Unintended consequences
While we all fully support crime and fraud 
fighting activities, careful attention must be paid 
to the potential unintended consequences of  
such regulations. 

To keep the market open to all participants, 
banks are realising that there needs to be a 
greater level of  standardisation: both with 
regards to streamlining back office processes 
– such as LC checking – as well as introducing 
standardised documentation for trade finance 
transactions, to minimise legal costs and time 
spent negotiating contracts. 

The challenge is exacerbated by Basel III 
capital regulation, requiring more capital to be 
held against trade finance loans. As a result, 
banks are looking for new ways to help reduce 
risk-weighted assets.1  They have historically sold 
loans financing international trade to other banks 
to adjust the risk profiles of  their balance sheets. 
But several leading banks are now going further 
and securitising their loans to attract third-party 
investors, such as pension funds. Although the 
structure is becoming more widely used, such 
activity has so far been limited, in part, owing 
to non-bank investors’ limited familiarity with 
trade finance assets. Certainly, securitisation may 
be one tool for attracting alternative investors;2  
however, other possibilities also exist and should 
be considered, such as a bond issue, for example. 

Therefore, there is a strong case for greater 
standardisation of  the trade finance industry 
in order to strengthen investor confidence and 
widen the range of  investors interested in trade 
finance assets. This may also facilitate direct 
involvement from institutional investors in trade 
finance lending; something that is welcomed by 
the industry.

Action underway
Global supply chain forum
Fortunately, the industry has listened to these 
calls for greater standardisation and is now 
coming together to adopt shared standards and 
documentation. 

For example, in April 2014, the ICC Banking 
Commission formed the Global Supply Chain 
Finance Forum in an attempt to build consensus 
on supply chain finance (SCF) terminology.3  This 
was the first time that six leading organisations 
joined together to standardise one set of  
definitions. As well as the ICC, the participating 
organisations included BAFT, the Euro-Banking 
Association (EBA), Factors Chain International 
(FCI), International Factors Group (IFG) and the 
International Forfaiting Association (IFA). 

The six associations will aim to complete 
the set of  recommended definitions within a 
12-month timeframe, and it is hoped they will be 
operational and usable in daily practice by banks 
and other stakeholders when processing, financing 
and risk mitigating supply chain transactions. 
This should promote a common understanding 
of  trade finance assets among all participants, 
including corporates, banks and investors.

Master loan agreement
Another important development was the 
introduction of  the master loan agreement 
(MLA) in May 2014 by BAFT for bank-to-bank 
trade loans, which will come into force over the 
coming months.4  The initiative will, we believe,  
help provide uniformity by clarifying definitions 
and making the entire process more transparent. 
For example, if  a bank is negotiating a contract 
with ten banks in ten different countries, a 
standardised document will save time. By having 
universally-agreed definitions in place (such as 
the meaning of  Libor, for example, or bank 
business days) banks can focus on the business 
at hand instead of  spending valuable time 
drawing up ten different documents. 

Of  course, although there will initially be 
just two versions of  the master document (one 
subject to UK law and the other subject to New 
York law) there will also be elements of  the 
MLA that are country-specific and impossible to 
standardise. However, if  all banks switch from 
using their own documentation to the MLA, 
not only should negotiation time be reduced, 
but legal costs too. This allows smaller banks – 
which perhaps lack a sizeable legal department 
– to be active partners too. 

Back office processes
Certainly, both the Global SCF forum and the 

MLA initiatives represent hugely positive steps 
forward for the trade finance industry and 
should do much to help open trade business to a 
wider range of  banks and countries. 

Another possible solution to the current 
challenges involves standardising back office 
processes. In this scenario, correspondent 
banks pass trade finance business to larger 
partners, which can provide streamlined, cost-
efficient processing and back-office capabilities. 
For instance, Commerzbank opened its trade 
processing centres in Poland and Malaysia 
in mid-2012 – providing 18 hour per day 
processing across Asia and Europe. This has 
made it possible for the bank to deliver LCs to 
the world within 24, hours and translates into 
more effective services for both corporate and 
correspondent banking clients. 

Driving standardisation forward
Clearly, standardisation initiatives will help the 
whole industry: saving time and cutting costs for 
banks, improving understanding for all parties, 
and most importantly, keeping the market open 
to all participants. This is imperative if  smaller 
banks are going to handle the changes taking 
place and survive in the looming “eat or be 
eaten” landscape in the great shake-out of  the 
trade banks. But their longevity – as well as that 
of  the global correspondent banking networks 
which they are so important to – should also be 
considered of  vital importance to the facilitation 
of  trade on a global level.

Here at Commerzbank, we are all 
committed to working with smaller local banks 
so they can avoid becoming “unbanked”.  Of  
course, it will take some time for these efforts 
to be accepted by the market as the new 
standard in day-to-day trade finance processes, 
but in the long-term trade finance participants 
can look forward to a more efficient and open 
market, thanks to the positive forward steps 
currently being taken. 

“A common understanding and more transparency in 
trade lending will be vital for the industry as a whole”
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