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Powering the exchange of capital, goods and ideas

Look around the corners
The end of 2017 is in sight and objectives for 2018 are being set. We no
longer should or need to talk about challenging times and global uncertainty.
They are simply realities. This means we need to be able to “look around
the corners” with expertise and insight, to be ready for the next wave of
opportunity or challenge.
This edition of flow is focused on expertise and insight across markets,
businesses and technologies. We know the challenges and opportunities you
face to bring maximum value to your company’s businesses and have put
this edition of flow together with those in mind. We have included ideas and
case studies from our clients and Deutsche Bank’s teams of experts.
I hope you enjoy reading this latest edition of flow.
John Gibbons
Head of Global Transaction Banking

To learn more about Global
Transaction Banking, visit
db.com/flow

For the very latest,
follow us on Twitter
@talkgtb
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EMEA
A look at Deutsche Bank’s activities in the EMEA
region against a macroeconomic backdrop

Macroeconomic overview
Eurozone and emerging market economies
are all included in the EMEA region.
Deutsche Bank analysts note a positive
and more resilient macroeconomic growth
in Europe (around 1.7% on average) and
anticipate the European Central Bank will
slow QE to €40bn a month for H1 2018.
However, this improved growth remains
mostly cyclical, supported by pent-up
corporate sector demand, a looser fiscal
stance and euro depreciation (despite
the recent strengthening). Long-term
challenges of high debt and low potential
growth remain, and faster sustainable
growth is unlikely without a step-up in
structural reform.
United Kingdom
While political risk events remain in H2 2017,
the same pattern of no escalation should
prevail. Brexit talks are unlikely to improve
meaningfully in the short term following the
shock UK election result. Given the timeline
for negotiations is too tight to agree the exit
deal and the future relationship, analysts
believe “a transitional deal is a must to avoid
a disorderly exit”. The Bank of England has
kept interest rates at 0.25%.
France
With French real GDP picking up (forecast at
1.4% for 2017 and 1.6% for 2018), analysts
believe that President Macron, who had
campaigned on a reformist programme,
needs to ensure his agenda is delivered,
despite his popularity falling sharply in July,
according to various polling institutes.
Germany
Analysts noted a robust domestic
momentum of an annualised growth
rate of 2.6% in the first half of 2017, with
confidence data suggesting that the German
economy will not decelerate much in Q3.
However, international observers hope
that the elections on 24 September 2017
will “bring some fiscal loosening”. Critics
of German thriftiness point to public debt
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at 67% of output, barely half of Italy and
well below that of France and Spain at
around 100%. Germany has saved €260bn
in interest on public debt since the financial
crisis, equivalent to 8% of annual output.
Furthermore, should a downturn follow the
ECB normalising policy, Germany’s fiscal
strength should make the Eurozone’s core
more resilient.
Turkey
Economic activity continues to improve in
the light of frontloaded demand, thanks
to credit and fiscal impulse. Although
political uncertainty seems to have receded
in the aftermath of the April referendum,
geopolitical risks are seemingly on the rise,
as manifested in the recent Qatari crisis.
Turkey’s structural bottlenecks, such as large
external financing requirements, and further
TRY depreciation from current levels, could
propagate a negative feedback loop between
real and nominal economy.
Russia
Better growth and low inflation have reduced
Russia’s vulnerability, according to analysts.
Despite supply-related pressures on food
inflation, a reduction to 4% after Q3 2017 is
anticipated. Consumer confidence continues
to improve and external debt repayments are
anticipated to peak in December at around
US$17bn, almost 25% of which is nonfinancial sector debt.
South Africa
The South African economy fell unexpectedly
into recession in Q1, leaving the growth
outlook more fragile. Political noise has
been high, with media reports pointing
to momentum gathering behind Deputy
President Cyril Ramaphosa. Uncertainty
surrounding the policy stance the ANC is
likely to adopt ahead of 2019 regarding
proposals such as land expropriation
without payment and the Mining Charter
also, say analysts, presents a risk to private
sector investment, employment and
potential growth.

The Bank of England has
kept interest rates at 0.25%

Note: Past performance is not indicative
of future returns. Forecasts are based on
assumptions, estimates, opinions and
hypothetical models or analysis, which
may prove to be incorrect
Sources:
Deutsche Bank Research and Global Markets (July–
September 2017)

REGIONAL UPDATES: EMEA

Germany has saved €260bn
in interest on public debt
since the financial crisis

Regional Deutsche Bank highlights
Trade finance
Deutsche Bank’s Structured Trade and
Export Finance (STEF) support has
continued in Africa, in the form of a
complex financing for Kenya’s €169m
Ruiru II dam project that will, says a
statement on President Uhuru Kenyatta’s
website, “boost water supply to Nairobi
and its environs”. It continues, “The Ruiru II
financing package consists of concessional
Treasury lagoons and a credit-export
guarantee. Efforts by partner Deutsche
Bank made it possible for the financing to
stay in line with the government’s focus
on more concessional financing.”

Real GDP in France is
forecast to be 1.4% in 2017
and 1.6% in 2018

Turning to commodities, Deutsche
Bank’s Structured Commodity Trade
Finance (SCTF) team continued its role
as coordinating mandated lead arranger,
bookrunner and agent bank when KAZ
Minerals PLC completed an amendment
and extension of its pre-export finance
(PXF) loan facility to US$600m over the
US$224m outstanding under the existing
facility. The new PXF extends the maturity
profile of the existing facility by 2.5 years
from December 2018 to June 2021. Interest
rates are unchanged, with a variable
margin of between 3% and 4.5% above
US$LIBOR, dependent on the ratio of net
debt to EBITDA. Chief Financial Officer
Andrew Southam said, “The amended
facility demonstrates continuing support
for the group from its lenders.”

DB People
Former Tesco PLC Chief Digital Officer
Thomas Nielsen has been appointed Chief
Digital Officer at Deutsche Bank’s GTB
division to drive the bank’s digitalisation
strategy. Previously, he spent more than 20
years in the US, predominantly in Silicon
Valley and Seattle, where he held executive
positions at Brightcove, RealNetworks,
Adobe and Microsoft. John Gibbons,
Deutsche Bank’s GTB Head, said, “Thomas
Nielsen’s experience in developing and
rolling out digital solutions in the consumer
space will be vitally important as we
seek to accelerate the delivery of digital
products and services for our global
corporate and institutional clients.” At
Tesco PLC, Nielsen was responsible for
a digital portfolio of platforms, websites
and apps, including Clubcard, its loyalty
programme of 16 million active members.
The appointment was announced on
5 September 2017.
Borislav Ivanov has been appointed
Chief Country Officer for Deutsche Bank
in Russia, having recently held the
position of CEO and Chairman of the
Board Of Deutsche Bank in Ukraine.

Images: iStock

Cash management
Spanish-registered International Airlines
Group (IAG), one of the world’s largest
airline groups with 547 aircraft flying to 268
destinations, was formed in January 2011
and is the parent company of Aer Lingus,

British Airways, Iberia and Vueling. Over
the past 12 months, Deutsche Bank,
along with two other banks, has been
supporting IAG in a project to bring each
airline’s treasury services together into
one shared services function. This project
has now been completed.

7

Asia Pacific
A look at Deutsche Bank’s activities in the Asia Pacific
region against a macroeconomic backdrop

Macroeconomic overview
Despite the North Korea risk, emerging
market Asia has enjoyed stable growth
and low inflation during Q2 2017, with this
stability set to continue for the rest of H2
2017 barring unexpected exogenous shocks.
Analysts observe low inflation is providing
some central banks with room to cut rates
further, with others likely to delay rate
hikes until 2018.
China
China’s booming land market is positive for
the economy in H2 2017 but, say analysts,
“poses macro risks in the next few
years”. “We believe the property bubble
is driven by liquidity and credit rather
than productivity growth.” Credit growth
remains higher than the 6.7% GDP growth
forecast for 2017.
At a conference to discuss policy issues
in the financial sector on 14–15 July 2017,
the government stated it aims to control
financial risks without sacrificing growth
and the People’s Bank of China got the
mandate of macro prudential regulation.
President Xi Jinping mentioned “properly
arranging the sequence of opening up,”
which indicates a preference to open
domestic markets to foreign investors
before allowing domestic investors to
diversify assets globally. Analysts add that
the boom of China’s domestic demand is
playing out in the forecast 15.2% growth
rate for goods and services imports in 2017
– up from -3.5% in 2016.
India
An integrated goods and services tax (GST),
mooted first in 2003 by the Kelkar Task
Force, finally became a reality for India on
1 July 2017. Analysts predict that “GST will
prove to be transformational for the Indian
economy in the medium to long term,
helping simplify indirect tax structure,
reducing geographical fragmentation,
broadening the tax base, boosting revenue
and increasing the potential growth rate
of the economy. The new regime should
also improve governance, as it would bring
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greater transparency to the reporting
and payment of taxes.”
Japan
Real seasonally adjusted annual GDP growth
in Q2 2017 was 4%, driven by domestic
demand, including private consumption,
private capital investment, public investment
and housing investment. However, analysts
believe that durable goods consumption
growth, which led the overall consumption
recovery, will soon slow and that the
Japanese government’s work style reforms
“will suppress economic growth”.
Philippines
Chair of ASEAN for 2017, Philippines’
poor infrastructure holds it back (see
Deutsche Bank’s ‘Reimagining ASEAN’ at
http://bit.ly/2wcxfsQ at db.com/flow). The
Duterte administration has committed to a
rise in infrastructure expenditure to 5.3% of
GDP in 2017, rising to 7.5% of GDP by 2022.
It is anticipated this could boost the
economy’s growth potential, as it attracts
job-creating private sector investments and
lifts productivity.
Thailand
Flooding has ravaged 10 provinces in the
North East after storms in Vietnam on
25 July 2017, with an estimated damage
of US$300m, affecting 1.7 million acres of
rice-growing farm lands. Analysts anticipate
the catastrophe will force the government
to consider a larger stimulus package at the
end of the year. Key risks include weaker
crude oil prices, a strong baht hurting export
growth and foreign tourist arrivals, sluggish
consumption and delays in government
infrastructure projects.
Note: Past performance is not indicative
of future returns. Forecasts are based on
assumptions, estimates, opinions and
hypothetical models or analysis, which
may prove to be incorrect
Sources:
Deutsche Bank Research and Global Markets (July–
September 2017)

Japan experienced real
seasonally adjusted annual
GDP growth of 4% in Q2 2017

REGIONAL UPDATES: ASIA PACIFIC

China’s goods and services
imports are forecast to grow
15.2% in 2017

Regional Deutsche Bank highlights
Trade finance
One of the largest Asian Structured
Commodity Trade Finance (SCTF) deals
during H1 2017 was the three-year
offshore US$650m prepayment facility
for independent Chinese refiner Shandong
Qingyuan, which closed on 20 June 2017.
Deutsche Bank was a newcomer to the
syndicated facility, which had its debut
in 2016 – a two-year US$191m raised
onshore (the offshore dollar is more
readily convertible to RMB, boosting
domestic working capital). Proceeds
are being used to pay down existing
debt and finance higher volumes of
crude purchases.
Deutsche Bank’s SCTF team were also
new participants in an amend-and-extend
borrowing base facility for metals trader
Ocean Partners, which helped to increase
last year’s facility from US$255m to
US$295m. Closed on 20 July 2017, the
facility finances the company’s blending
operations in Taiwan and additional
storage in South Korea.

HDFC ERGO General Insurance, the joint
venture company between HDFC Ltd (51%),
India’s premier Housing Finance Institution,
and ERGO International AG (49%), the
primary insurance entity of the Munich
Re Group, has mandated Deutsche Bank
in India to provide custody services. The
private sector general insurer, which has
assets under management of over €1bn,
needed to appoint an external custodian
at the request of India’s insurance sector
regulator. Deutsche Bank was appointed
following a request for proposal processes.
DB People
Atul Jain was appointed Head of Trade
Finance and Trade Finance Flow Asia Pacific
at the end of July 2017 to lead the trade
finance and drive that business’s strategy
in the region. Jain’s most recent role was
that of Regional Chief Operating Officer for
Deutsche Bank’s Corporate & Investment
Banking and Global Transaction Banking
(GTB) businesses in Asia Pacific.

Images: iStock

Flooding in 10 provinces
in Thailand has caused
US$300m worth of damage

EXMAR, the Belgian energy supply chain
provider, has taken delivery of the world’s
first barge-based floating natural gas
liquefaction and storage facility. The
purchase was financed by the Deutsche
Bank Structured Export Finance (STEF)
team in China, working with the Chinese
export credit agency Sinosure and the
Bank of China. Named the Caribbean
FLNG (CFLNG) with a liquefaction
capacity of 500,000 tons per year and
a storage capacity to the tune of
16,000m3, it was supplied by Chinese
shipbuilder Wison Offshore & Marine.
The deal was announced by EXMAR
on 27 July 2017 and has a tenor of 12
years. See also http://bit.ly/2jKyKZu on
db.com/flow.

Custody
The first two trades of the Bond Connect
programme were executed, giving
international investors “Northbound”
access to trade domestic Chinese bonds.
The traders appeared between DB Taiwan
as a registered offshore bond investor, DB
Hong Kong as an offshore clearing and
custodian bank and DB China as a domestic
bond market maker. The product was fully
operational on 30 June 2017 to execute the
transactions with Deutsche Bank’s Global
Markets fixed income team, which were
subsequently matched and the settlement
arranged on 4 July 2017.
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Americas
A look at Deutsche Bank’s activities in the Americas
against a macroeconomic backdrop

Macroeconomic overview
While the Americas region comprises
developed and emerging economies,
the impact of the US on the global
economy remains (being the world’s
largest importer at US$2.205trn in 2016).
Analysts have indicated that Hurricanes
Irma and Harvey could impact exports and
industrial production while also triggering
construction spending, but timings and
magnitude of disruption impact are “difficult
to pin down at this point”.
United States
In H1 2017, US imports were up 6% on the
same period in 2016 and the US imported
US$80bn more in merchandise than it did in
2016, including US$20bn from China. Since
April 2017, analysts have noted that high
oil refinery runs are reducing the domestic
crude surplus, with strong product exports
preventing a run-up in inventory.
The Office of the US Trade Representative
(USTR) released its NAFTA renegotiation
objectives in July 2017. The US seeks to
strengthen rules of origin “to ensure the
benefits of NAFTA go to products genuinely
made” in NAFTA countries, as well as to
improve customs enforcement.
Mexico
Minutes from Banxico’s monetary policy
meeting, held in July 2017, revealed that
while maintaining a neutral stance, board
members have concerns regarding the
risks and uncertainty associated with
NAFTA’s renegotiation process. Analysts
anticipate an easing cycle from the Mexican
central bank after the presidential elections
scheduled for 1 July 2018.
Brazil
Although the economy is struggling to
recover amid a very unstable political
environment, a sharp decline in inflation is
allowing the Banco Central do Brasil to ease
monetary policy, which will ultimately drive
growth in the form of a gradual and uneven
recovery. However, analysts maintain that
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the fiscal imbalance remains a serious risk,
as the public debt will not stabilise in the
absence of structural reforms. While low
inflation and a comfortable situation in the
balance of payments help explain market
complacency, Brazil is becoming more
vulnerable to negative shocks, not helped by
the political turmoil when President Michel
Temer was charged with corruption at the
end of June 2017.
Venezuela
Heightening political and social tensions,
severe financing stress and increasing
difficulty in raising fresh money have
pushed Venezuela closer to the edge.
The heavy electoral calendar, say analysts,
limits the room for import compression,
the most effective policy that the
government has used to preserve FX
and stay current on its external bonds
obligations. The country has a significant
amount of multilateral and bilateral debt.
Debt with China (mostly to be repaid via oil
shipments) has already been restructured
and the terms of payment extended with no
payment until mid-2018. Debt with Russia is
in default and being negotiated.
Argentina
The prospects of a close race in October
Congressional elections on 22 October 2017
and the re-emergence of former President
Cristina Kirchner as a relevant political actor
have brought renewed investor scrutiny
on Argentina’s current macro juncture,
which includes relatively sluggish growth,
still elevated inflation, and some external
vulnerabilities.
Only agriculture and construction are upbeat
in Argentina and analysts are forecasting
GDP growth of 2.4% for the year, despite the
better-than-expected Q1 growth. Monetary
policy is anticipated to ease later in Q3 2017.
Sources:
Deutsche Bank Research and Global Markets (July–
September 2017)

Analysts expect an easing
cycle from Mexico’s central
bank after presidential
elections in 2018

Note: Past performance is not indicative
of future returns. Forecasts are based on
assumptions, estimates, opinions and
hypothetical models or analysis, which may
prove to be incorrect

REGIONAL UPDATES: AMERICAS

A sharp decline in inflation is
allowing Brazil’s central bank
to ease monetary policy

Regional Deutsche Bank highlights
Trade finance
In May 2017, the Deutsche Bank Structured
Trade and Export Finance (STEF) team
closed a NEXI-covered buyer’s credit
facility to the Government of Argentina to
support the export of an automatic train
stop system by Marubeni Corporation of
Japan. The technology will ensure a safer
and more efficient transportation service
in Buenos Aires, which became critical
following a large-scale train accident in the
city in 2012. This was a landmark deal for
the Argentinian government, since it is the
first OECD Export Credit Agencies (ECA)
loan it has raised in the past 20 years.
Turning to telecoms, the STEF team signed
two ECA-supported loans totalling US$4bn
with Verizon Communications Inc in the US
to finance LTE and 5G equipment purchased
from Ericsson and Nokia. Closed in July
2017, the financing comprised a number
of loans and tranches supported variously
by the ECAs of Sweden (EKN), Finland
(Finnvera) and Canada (EDC). Deutsche
Bank was the sole coordinating mandated
lead arranger and sole bookrunner for the
transaction. This was the second time that
Deutsche Bank has arranged ECA finance
for Verizon, following a US$1bn EKNsupported facility signed in 2016.

Images: iStock

Deutsche Bank analysts
forecast 2.4% GDP growth
for Argentina for 2017

The Deutsche Bank Structured Commodity
Trade Finance (SCTF) team participated with
several other banks in a 4.5-year US$900m
pre-export financing for one of the largest
Brazilian sugar producers, as part of a
global refinancing of its total debt, which
was closed on April 2017. The transaction
included two syndicated export prepayment
facilities and other bilateral loans which
were amended to extend tenure, add
collateral in the form of physical assets
and receivables, add guarantees from
new guarantors, increase price, and
include other changes and restrictions,
in addition to the pre-existing collateral
package and guarantees.

GTB
Deutsche Bank supported The German
American Chamber of Commerce
(GACC), which has approximately
900 corporate members ranging from
small mid-sized companies through
to Fortune 500 corporates, by not only
sponsoring the GACC’s annual meeting
held in New York City (May 2017), but also
by talking to GACC members exploring
opportunities. More than 100
corporate members attended the event.
GACC President and CEO Dietmar Rieg
told flow in a recent interview, “We
appreciate collaborating with Deutsche
Bank and the support you provide us.”
The bank’s New York office is directly
opposite the GACC on Wall Street.
Deutsche Bank is supporting Sibos
Toronto 2017, which brings financial
leaders together to network, collaborate
and make sense of changes in the
industry, at the Metro Convention
Centre in Toronto from 16–19 October.
‘Building for the Future’ is the theme
for this year’s event, which will address
topics across securities, cash and trade
including cybersecurity, the future
of transaction banking, blockchain,
regulation, compliance, SWIFTgpi
and digitalisation.
DB People
Joe Barnes has been appointed as Head
of Securities Services for the Americas
in addition to his current role of heading
up sales for the business in the region.
Joe will join the GTB Americas Executive
Council and the Securities Services
Executive Council. He brings 25 years
of experience in the securities services
industry to the role. During his career he
has held various sales management roles
in Singapore, London and New York. He
rejoined Deutsche Bank in 2004 after
positions with State Street and the
Bank of New York.
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The link
effect
How does Euroclear keep
capital markets safe while using
its open architecture to link global
players in an ecosystem that makes
those markets more efficient for
the public good? flow’s Janet Du
Chenne looks at how far the financial
market infrastructure has come
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Key points
•	An example of how a
large financial market
infrastructure protects
capital markets and
improves them, with
the help of liquidity
facilities and asset services
•	Deutsche Bank helps
Euroclear to provide its
clients with one entry
point to Europe for
securities settlement
and to link users of its
infrastructure in a collateral
management ecosystem
•	Liquidity facilities and asset
services help Euroclear
comply with infrastructure
and regulatory change

COVER STORY: EUROCLEAR

B

efore the creation of the Euroclear
settlement system 49 years ago,
the mechanics of settlement for the
developing eurobond market remained
complex, requiring the physical delivery
of certificates and cash. Trading was
hampered by long delays in the delivery
of securities, the loss of certificates, and
the consequential excessive counterparty
and market risks. In some instances,
lorries carrying physical certificates
across borders broke down, delaying the
completion of settlement transactions
indefinitely. In others, underground vaults
that housed physical securities certificates
caught fire or flooded and the record of
securities ownership was destroyed.
In the beginning
The Brussels office of Morgan Guaranty
Trust decided to address these risks and
inefficiencies by launching the Euroclear
system in 1968. The system effectively
automated securities settlement, so that
trades executed between buyers and
sellers would then settle delivery versus
payment (DVP). DVP means that cash and
securities are exchanged simultaneously,
in book entry form, thereby minimising
risk. With the growth of capital markets,
the Euroclear system grew through
the acquisition of other local securities
settlement systems into the largest
settlement engine in the world, not only
for the settlement of Eurobonds, but also
a wide range of asset classes, including
equities, funds, derivatives and investment
funds. Today, it is the central securities
depository (CSD) for more than €28.4trn of
securities listed on the Euronext-zone stock
exchanges of France, Belgium, Finland
and the Netherlands, as well as Swedish
and Irish equities, and all UK securities.
In addition, Euroclear provides custody
services for securities all over the world.

In taking the systemically important
financial market infrastructure (FMI) further,
Chief Executive Officer Lieve Mostrey
(pictured) highlights Euroclear’s strategy
using three concentric circles (see Figure 1):
1.	Protect capital markets and keep them
clean and safe;
2.	Use an open architecture model and
scale to make capital markets more
efficient by linking across market
participants, facilitating the flow of
collateral globally; and

Figure 1: Euroclear’s strategy
Protect capital markets

Grow capital markets more
efficiently by linking across
market participants, facilitating
the flow of collateral globally

Explore adjacent
business models and
new technologies

Source: Euroclear

3.	Explore adjacent business models and
new technologies.
To help with these ambitions of protecting
and expanding capital markets, in 2016
Deutsche Bank’s Market Advocacy team
analysed how regulatory change would
impact financial market infrastructures
such as Euroclear. A conversation with
the group’s Chief Business Development
Officer, Frederic Hannequart, about this
led to a mandate in December 2016 for
a liquidity facility to help Euroclear meet
its goals, while complying with liquidity
requirements. Almost at the same time,

TARGET2-Securities (T2S),1 a European
Central Bank (ECB) platform harmonising
settlement for Eurozone securities, meant
that the local Euroclear CSDs of France,
Belgium, the Netherlands and Finland
would be able to connect to the platform
and offer clients single point of entry for
settlement in Europe. Since some of these
clients were also clients of Deutsche Bank,
T2S gave Euroclear an opportunity to
review its business model and offer those
clients pan-European settlement services,
while outsourcing its asset servicing to
Deutsche Bank for all securities settled
in Europe.

Figure 2: Connecting Euroclear’s 2,000 market participants

Source: Euroclear
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[CSDR] stands for a lot of things we stand
for, including open models, low risks, the
strengthening of CSDs through capital
requirements, operational processes
and risk management
Play it safe
In the first circle of its strategy, Euroclear
aims to keep capital markets clean and
protect and facilitate the flows through
settlement, safekeeping and servicing
of domestic and cross-border securities.
It connects more than 2,000 financial
market participants – including global
and local custodians, broker dealers,
central banks, commercial and
investment banks, investment managers,
supranational organisations, a wide range
of issuers and even retail investors who
have direct accounts with Euroclear in
markets such as Finland – and ensures
securities transactions are processed
safely and efficiently (see Figure 2 on page
13). The system ensures that, following a
trade, securities and cash are exchanged
in the right accounts. As an infrastructure
to which participants can connect in
multiple ways, it helps clients reduce
complexity, lower cost and mitigate
operational risks with its risk management
framework, and with operations teams
across multiple locations and backup IT
data centres.
Invisible connections
With a DNA that supports an open
marketplace, Euroclear uses its
architecture to link its users’ securities
in a ‘collateral highway’. This collateral
management infrastructure helps clients
to be compliant with regulation such
as the European Markets Infrastructure
Regulation (EMIR) and the Dodd-Frank
Act in the US, which require more
collateral to be posted for activities in
the capital markets, by sourcing,
mobilising and optimising collateral
across borders and time zones for
clients’ use. The infrastructure posted
total collateral outstanding, representing
collateralised transactions processed, in
excess of €1.1trn in June 2017, up 14%
from the previous year, as well as strong
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growth in other areas (see Figure 3
on page 16).
Euroclear maintains a wide network
of links to capital markets, enabling
it to link pools of collateral around the
world and bring that collateral together
in one place. Such links include those
with the Depository Trust and Clearing
Corporation (DTCC) in the US. In
September 2014, the two FMIs built
an infrastructure for global collateral
processing. The joint venture, called
DTCC-Euroclear GlobalCollateral Ltd, has
a Margin Transit Utility and a Collateral
Management Utility to offer derivatives
and financial solutions, respectively.
In another offering, Euroclear’s Global
Reach team works with growth markets
beyond Europe to help strengthen their
capital markets infrastructure and
connect their issuers with international
investors. In 2014, Euroclear was
granted access to Russia’s central
securities depository, the National
Securities Depository (NSD), opening the
way for a substantial step-up in foreign
participation in the country’s domestic
bond market. Using Euroclear Bank’s
account with the NSD, it provides posttrade services for Russian corporate
and municipal bonds. Via this account,
all Euroclear Bank clients investing in
corporate and municipal debt will be able
to settle those trades and deposit their
positions with Euroclear Bank. In 2014
it also launched a new offering allowing
international investors to settle Taiwaneseissued RMB bonds in the Taiwan
Depository & Clearing Corporation (TDCC).
In 2017, international investors were able
to gain direct access to the domestic
Chilean and Peruvian capital markets,
following cooperation between both
markets and Euroclear to align post-trade
processes with international standards.

Regulation resilience
Given its role in financial markets, Euroclear
is impacted by regulatory and infrastructure
changes designed to make these markets
safer and more efficient. Among these
changes is the European Regulation for
CSDs (CSDR),2 which creates uniform
standards (see box out on page 17) for CSDs
in Europe, and has also standardised the
settlement cycle for securities transactions
to ‘trade date + two days’, or T+2. Mostrey
believes the regulation should be welcomed,
as it brings a level of standardisation in
what these infrastructures should provide
to financial markets. “It brings transparency
and clarity, and it stands for a lot of things
we stand for, including open models, low
risks, the strengthening of CSDs through
capital requirements, operational processes,
and risk management,” she explains. “It will
add extra resilience, reduce risks and add
more transparency in the way ICSDs and the
CSDs operate and thus provide users with a
level of comfort.”
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Lieve Mostrey, Chief Executive
Officer of Euroclear, at the
organisation’s offices in
Brussels
These facilities are structured to be
efficient from a credit, liquidity and
balance sheet perspective, ensuring the
sustainability of the transaction.
CSDR provides the context for EU CSDs to
join T2S, the platform that harmonises the
settlement of securities in the Eurozone,
and how they interact with each other
within a T2S environment. The platform
aims to facilitate more cross-border
activity with markets joining T2S in several
migration waves from 2015. These include
the Euroclear CSDs of Belgium, France
and the Netherlands, which migrated in
September 2016. After the final migration
wave, planned for September 2017,

CV: Lieve Mostrey (Belgian)
2017:	
January: Becomes Chief Executive
Officer of Euroclear Group
October: Joins Euroclear as
2010:	
Executive Director and Chief
Technology & Services Officer

>€

1.1trn

The total collateralised
transactions processed in
June 2017 by Euroclear

To help Euroclear comply with CSDR,
Deutsche Bank provided liquidity facilities
so that the FMI could meet the liquidity
requirements of the regulation within
a tight deadline. It needed to be able
to access sources of liquidity, even in
stressed markets. In December 2016, it
mandated Deutsche Bank to provide these
by the end of the first quarter of 2017.
The bank supported Euroclear with FX,
cash management and repo facilities that
it could draw on worth multiple billions
of euros. Specifically, Deutsche Bank
proposed an integrated structure
of facilities involving:
•	A committed intraday liquidity facility to
help Euroclear demonstrate continued
access to intraday liquidity to support
its settlement obligations;
•	A combination of multi-currency
committed FX and repo facilities to
manage liquidity and currency exposures
against high-quality collateral available to
the client in a stressed market.

2009:	
Becomes Member of Executive
Committee of BNP Paribas Fortis
in Brussels, where she was
responsible for IT technology,
operations, property and
purchasing
2008:	Becomes Chief Operating Officer
of Fortis Bank, which was acquired
by BNP Paribas in 2009
2006:	Becomes Country Manager for
Fortis Bank Belgium
1997:	
Takes operations role with
Generale Bank in Brussels
1988:	
Completes post-graduate degree
in economics from Vrije
Universiteit Brussels
1983:	
Begins career within the IT
department of Generale Bank
in Brussels
1983:	
Earns degree in civil engineering
from Katholieke Universiteit Leuven
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ensure it is used for the right purpose, at
the right time and with just the necessary
amount of quality to it. The opportunity to
make better use of assets held domestically
helps financial institutions to secure
exposures and financing transactions in
tri-party, while consolidating the view of
inventory with their preferred provider.
The mobility of those eligible assets across
borders using the asset services, including
custody, provided by Deutsche Bank helps
clients to benefit from a reduction of
funding costs.

Source: Euroclear

it is expected that T2S will also provide
an opportunity for new business models.
According to Mostrey, the adoption of
these new models depends on where
market participants are in their investment
cycle and whether they realise the
opportunities brought to the market with
this new infrastructure as markets migrate.
“We are at the beginning of that journey,
but I believe that next year we will see
global actors favouring different models,”
she predicts. “The evolution of our offering
will happen at the clients’ initiative.
T2S has enabled foreign players to use
Euroclear’s connectivity to access
multiple European markets.”
World in harmony
With these harmonisation efforts,
global players no longer have to have
various points of access to each European
market. T2S gives them the option to
connect to those markets, either directly
or via a third party provider for settlement
and asset services. For example, global
custodian Northern Trust reviewed the
way it accesses European markets on
behalf of investors as a result of T2S.
Since it is a client of both Euroclear and
Deutsche Bank, this meant that both
parties could support the client. Euroclear
can provide Northern Trust with a single
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entry point for pan-European settlement
using its investor CSD, while Deutsche
Bank can provide asset services to them.
“Where activities are commoditised and
standardised, and they do not make a
competitive difference, it is better to invest
once to provide those services for the
benefit of everybody,” Mostrey explains.
“This is where our open architecture model
with Deutsche Bank provides Northern
Trust with European access and the global
custodian can benefit from our collateral
optimisation tools.”
A partnership between Euroclear and
Deutsche Bank, formed in July 2014, helps
clients consolidate, optimise and more
efficiently assign their collateral inventory
as part of T2S. The partnership provides
clients with a single entry point from
which they can reach the collateral pools
and distribution channels used by all key
institutional and market infrastructure
firms. Euroclear’s collateral engine collects
the collateral and puts it in place at the
exact point of time when it is needed for
a transaction, ensuring it is of a certain
quality. The client can place most of the
assets they have as collateral into one
tool that optimises that collateral for all
purposes. It then uses Euroclear to instruct
all of the movements of that collateral to

In addition to partnering on behalf of
clients, Euroclear has itself used Deutsche
Bank for asset services to respond to
regulatory and infrastructure change. For
instance, in the German market, it uses the
bank’s Asset Servicing Only model to hold
the assets of Euroclear Bank in a dedicated
CSD account in Euroclear’s name, while
benefitting from corporate action services
provided by Deutsche Bank. This modular
approach, while envisaged as a result
of T2S opportunities, was introduced in
October 2016, prior to the migration of
Germany to the T2S platform.
Exploring businesses
In the third strategic circle, regarding
innovation, Euroclear is considering
providing services to other asset classes as
new ones emerge for institutional investors.
These include trade finance loans, which
banks package as securitisations. These
securitisations are then distributed into the
capital markets to enable banks to release
regulatory capital. Euroclear will look at the
possibility of supporting this securitised
asset class with settlement and collateral
management services.
Euroclear’s Finland CSD is looking into
processing housing company certificates
in the future. In France, Euroclear is part
of a consortium that is exploring how
blockchain may be applied to help funding
for small and medium-sized companies.
The fintech start-up, Taskize, which is
backed by Euroclear, is a problem-solving
network for financial services firms to
resolve operational issues efficiently.
For the first time, banks have a standard
mechanism to connect people in the
processing chain to solve problems and
fix failed trades.

Portraits: Benoit Vermeeren

Figure 3: Euroclear market position at June 2017
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True innovation lies at the intersection
between what the technology can do, how
business models can evolve and what the
regulatory objectives are. These regulatory
objectives are a non-negotiable space,
reflects Mostrey. “Euroclear’s innovation
strategy is taking a collaborative approach
wherever possible, working with thirdparty innovators in ways that reward their
innovation, while simultaneously giving
us flexibility. Part of the learning about
the innovation going forward, and in
distinguishing blockchain as a disruptor
or an enabler of more efficiency and
evolution in the ecosystem, will be
answered the day that experiments in the
niche environments prove conclusive and
scalable. Then we will start having the
answers to the migration challenges from
one environment to another.”
Sources:
1
See http://bit.ly/2xSQ2H4 at db.com
2
See http://bit.ly/2vPXOnr at db.com

European Central
Securities Depository
Regulation
•	The Central Securities Depositories
Regulation (CSDR) took effect in
September 2014 to provide the rules
framework for European CSDs
•	The regulation lays out that their
main role is to maintain and protect
the settlement process in an efficient
and safe manner, to ensure the
proper functioning of the
capital markets
•	CSDR enables CSDs to outsource
their settlement activity to the
T2S platform
•	CSDR changes the way in which
some CSDs are permitted to operate
and in turn affects the services that
they can supply to their clients
•	CSDR distinguishes between CSDs
as operating a securities settlement
infrastructure and their possible role
as lenders
•	CSDs now have to fulfil significant
additional requirements in order
to provide banking services and
to take risk through, for example,
providing credit

Visit us at
db.com/flow
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The road ahead
flow’s regulatory wheel and timeline show how clients will be
impacted by the key regulations that are taking effect this year
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Low impact to
business processes

M

Significant impact to
business processes

Opportunities for additional
business opportunities

Impact unclear

No impact to client category
perceived at this stage

REGULATION

Who
will be impacted?

When
will it
happen?

Which
regulation or initiative
does it relate to?

What
will happen?

2017

Q4

Corporates; Retail clients;
Financial institutions

Instant Retail Payments

Implementation of Instant Retail Payments
proposal

Corporates; Retail clients;
Financial institutions

Cross-border Payments

European Commission consultation on costs
for cross-border payments ends

CSDs; Market participants; Custodians Asia Region Funds Passport

Participating economies to implement
domestic arrangements for ARFP

Market participants

Capital Markets Union

EU Commission to publish road map to tackle
outstanding post-trade barriers

CSDs; Market participants

CSDR

EU Commission to adopt technical standards
on Settlement Discipline

Market participants

Securities Law

EU Commission to publish proposal on
conflict of laws rules for third-party effects of
transactions in securities and claims in the
cross-border context

Fintechs

Capital Markets Union

Assessment of EU licensing and passporting
framework for fintech activities

Market participants

Capital Markets Union

Publication of code of conduct to simplify
withholding tax procedures

2018

Q1

Market participants

MiFIR / MiFID II

3 January 2018 – Compliance deadline

Foreign banking organisations

Enhanced prudential standards for
FBOs

IHC to meet leverage ration requirement
(1 Jan)

Banking institutions

Basel III

Net Stable Funding Ration (NSFR) standards
expected to go live globally (1 Jan)

Financial institutions; Corporates

Anti-Money Laundering Directive
(AMLD)

Applicability of regulatory requirements

Financial institutions

Cybersecurity Requirements for
Financial Services Companies

Cybersecurity certification (15 Feb)

Banking institutions; Corporates;
Payment service providers

Payment Service Directive 2

Transposition into local law required

CSDs; Market participants; Custodians ASEAN T+2 Settlement

2018: Thailand, Indonesia and Malaysia (TBC)
2019: Singapore (TBC)

Fintechs and banks using fintech

MAS, IFC, AFIN Regional Fintech
Innovations Network

ASEAN-wide innovations for fintech

Financial institutions; Broker / dealer;
Custodians; FMIs; Fund managers

APFF FMI Blueprint

Strengthening regional financial market
infrastructure, increase efficiency
Endorsed by the APEC finance ministers
to pave the way to next steps

Market participants

Capital Markets Union

EU framework for covered bonds

Fund managers

Capital Markets Union

Assessment of how to facilitate the crossborder distribution and supervision of UCITS
and AIFs

All clients

StumbGG

Additional NCA information to be provided
(eg tax IDs)

Visit us at
db.com/flow
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Clean and protect
With the Fourth Anti-Money Laundering Directive (AMLD4) now effective and the two-year
countdown under way for EU country implementation, Christian Hausherr explains the
rationale behind this increasingly complex area of financial crime prevention

Banks are pivotal in financial crime
prevention, because the criminals
perpetrating the terrorism financing,
financial fraud or other similar crimes
need bank accounts to hold and transfer
their funds.
AMLD4, which became effective on
26 June 2017, requires financial institutions
to significantly change their regulatory
framework as it relates to preventing
money laundering and terrorist financing.
Firms are required to have undergone
a detailed assessment of their policies
and procedures to ensure they are in
compliance with the new nuances
introduced by AMLD4. In alignment with
the 2012 FATF global recommendations,2
AMLD4 implements measures that aim
to improve cross-border transactions
oversight via identification of beneficial
owner information, create public central
registries per EU country, as well as ensure
banks are held responsible for their KYC
processes, with higher levels of due
diligence in higher-risk jurisdictions and
the application of standard sanctions.
It affects not only financial institutions,
but all service providers that hold other
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people’s money, such as law firms and
property agents.
What is money laundering?
Money laundering is the intentional
movement of cash and/or assets derived
from illegal and criminal activities
(predicate offences) into the legal, financial
and business cycle. The attempt to disguise
the true source of ownership of the funds,
to disguise the ultimate disposition of
the funds and to eliminate audit trails is
part of the laundering process. Predicate
offences are defined by local law and
include activities such as forgery of money,
extortionate robbery and drug crime, as
well as fraud, corruption, organised crime
and terrorism.
The movement of illicit funds usually takes
place in a three-stage approach, falling into
the following categories:
•	Placement (introduction of funds into the
financial system);
• Layering (covering the tracks of the
original source by executing complex,
often cross-border transactions); and
•	Integration (spending of funds for
seemingly legitimate wealth).
Banks are increasingly mandated by
regulators to prevent such activities
and take action against financial crime, and
their anti-financial crime departments
are set up to define, enforce and maintain
an effective risk management framework.
Why do banks care?
Mindful of their position in the financial
crime infrastructure, banks make

Around US$800bn
to US$2trn is
laundered globally
each year3
considerable efforts to ensure operational
and technological ability on AML
infrastructure, enabling them to act as
gatekeepers against financial crime. In
other words, the motivation to fight
money laundering is:
1.	Regulatory. Banks have a legal
requirement to comply with various
AML-related regulations. The imposition
of fines on non-compliant banks leads to
financial loss and reputational damage.
2.	Financial. Not only is the bank at risk of
regulatory censure in the form of heavy
fines, but financial crime threatens
the bank’s assets such as capital
and reserves.
3. Reputation. Banks have a moral
obligation to fight financial crime. Public
market reputation is a value in its own
right, and banks are well advised in
protecting this precious asset.
How banks tackle AML
On an operational level, banks have
established procedures to identify their
clients (KYC), plus in many instances
their client’s clients (KYCC), as well
as to monitor and filter the financial
transactions that run through their books.
Such measures are usually ensured via
operational procedures, with thorough

Image: Oivind Hovland, Ikon Images

F

ighting financial crime means
getting inside the mind of the financial
criminal and understanding how the
crime works. As the International Chamber
of Commerce (ICC) puts it, “financial crime
activities severely undermine the integrity
and stability of financial institutions and
systems, discourage investment into
productive sectors and distort international
capital flows.”1

REGULATION: KYC AND AML

employee training programmes and
technological infrastructure such as,
for example, embargo lists or moneylaundering filters.
On a strategic level, banks monitor the
regulatory environment and engage in the
market. Regulatory changes often trigger
substantial investments into internal
processes and hence need to be carefully
planned. Banks also collectively take action
and interact with the regulators, aiming to
ensure effectiveness and efficiency in AML
matters. Globally driven initiatives include
the Financial Action Task Force (FATF), the
Joint Money Laundering Steering Group
(JMLSG), the Wolfsberg Group and the ICC
Financial Crime Risk & Policy Group. Many
of these initiatives are then implemented
by national regulators.
When a client relationship is established,
corporate clients have to identify

themselves as well as their ultimate
beneficiary owners. Relationships with
financial institutions additionally require
KYCC. Consequently, investments into
procedures and technology related to AML
are an obligatory part of the business and
service that banks offer to clients. These
efforts usually form a component of the
transaction fees banks charge to clients
and are part of the cost of fighting
financial crime.
Rulemaking, interpretation and
implementation
As the sophistication of financial
crime evolves, anti-financial crime
(AFC) regulation is constantly refined
and augmented. The industry’s challenge
is to drive safety and soundness, while
maintaining operational efficiency –
something that is encouraging
cooperation between banks and
with regulatory bodies.

Christian Hausherr is the European Product
Head of Supply Chain Finance for Deutsche
Bank’s Payables Finance solution and is
engaged in the Wolfsberg Group, as well
as the ICC FCR & Policy Group. The website
sources in the article are up to date as of
29 August 2017

Sources:
1
See http://bit.ly/2gODyIK at iccwbo.org
2
See http://bit.ly/293f9h7at fatf-gafi.org
3
United Nations Office on Drugs and Crime,
unodc.org, 2017

Development and
impact of AML
regulation
As of today, regulations are in the
process of being harmonised and
updated. AMLD4 is a good example
of how financial crime regulation
continues to be harmonised and
updated. Having begun in 1991 with
AMLD1, the directive was continuously
refined, with its latest version dealing
with enhanced customer due diligence,
the concept of ultimate beneficial
ownership and the risk-based approach
for AML measures. AMLD5, which
is currently being discussed within
the EU Parliament as a result of the
terrorist attacks in Paris and Brussels,
looks at ‘modern’ payment instruments
such as prepaid credit cards or virtual
currencies, the creation of payment
registries, and enhances and aligns
powers of financial intelligence units.
The change in AMLD4’s correspondent
banking definition now includes
securities transactions (demanding a
change in due diligence to be applied),
and the International Securities
Services Association AML/KYC
principles that are designed to align
securities custody chains approaches
to the Wolfsberg principles for cash.
These securities principles will be
rolled out by the industry over the
coming years.
(see also pages 54–55 for further detail
on AMLD4)

Visit us at
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Tax
transparency
Seven years ago, the
US Foreign Account
Tax Compliance Act
was enacted, spawning
a complex network
of intergovernmental
agreements between the US
and other countries. Douglas
S Stransky and Geoffrey L
Wynne summarise its impact
on financial institutions and
cross-border financing
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In response, there has been a global
proliferation of operational tax obligations
imposed upon the financial services
sector, as governments seek to maximise
tax revenues and effectively tackle tax
evasion. The environment for tax reporting
between international jurisdictions has been
undergoing significant change in a global
effort to improve tax transparency. At the
core of these obligations are requirements
to adequately identify customers from a tax
perspective, to report tax-related information
on those customers to tax authorities and,
where appropriate, to withhold tax from
payments made to those customers.
The US Foreign Account Tax Compliance Act
(FATCA) is one example of this developing
transparency landscape and the growing
momentum behind automatic exchange
of information. This article provides an
overview of FATCA and then focuses on
FATCA’s impact on financial institutions
and, in particular, compliance requirements
for those financial institutions. Finally,
the article closes with a discussion of

how to address FATCA risk in cross-border
financing transactions.1
Overview
In 2010, the US Department of Treasury
and US Internal Revenue Service (IRS)
introduced FATCA to encourage better tax
compliance by obtaining detailed account
information for US taxpayers located
anywhere in the world on an annual basis.
Since its enactment, 110+ jurisdictions and
more than 75,000 banks worldwide have
agreed to share tax information with the
United States under FATCA.
FATCA encourages better tax compliance
by preventing persons from using financial
institutions and foreign entities to avoid
taxation on their income and assets. For
example, financial institutions in the UK
are required by UK law to seek answers
to certain questions for the purposes
of identifying those accounts that are
reportable to HM Revenue & Customs
(HMRC), and through HMRC to the
respective tax authorities party to FATCA.
The legislation requires foreign financial
institutions (FFIs) around the globe to report
details about their US customers to the IRS.
Failure to comply results in the imposition
of a 30% withholding tax on any US source

Image: iStock

G

lobalisation has expanded trade,
increased prosperity and raised
global living standards. But it has
also exposed the global financial system
and financial institutions to abuse.

REGULATION: FATCA

income received by those FFIs. Recognising
the important FATCA-related legal and
cost issues, the US developed, together
with France, Germany, Italy, Spain and
the UK, a model for the intergovernmental
implementation of FATCA (Model FATCA
IGA). The Model FATCA IGA provides for the
implementation of FATCA through reporting
by FFIs to their local tax authorities, which
then exchange the information on an
automatic basis with the IRS.
Impact on FFIs
FATCA (in addition to the wider process of
global tax transparency) requires significant
compliance efforts by FFIs worldwide. The
FATCA regulations require FFIs to review
existing onboarding and withholding
processes and enhance them where
necessary to satisfy FATCA regulations.
Since FATCA has been in effect, most FFIs
are proactively implementing changes to
their current business practices to comply
with FATCA.
The compliance efforts for FFIs boil down to
three levels:
1.	Client entities (including funds,
personal investment companies, trusts,
foundations, etc.) in any structure must
comply with FATCA and tax regulations
and legislation in the country where the
entity is established.
2.	Each entity must comply with FATCA and
in accordance with the Model FATCA IGA.
3.	The ultimate beneficial owner (UBO) must
comply with tax reporting requirements
and other regulations in the country
where the UBO is tax resident, which
often will include FATCA.
FATCA compliance requires FFIs,
including foreign subsidiaries of US-based
organisations, to:
1.	Register and enter into FFI agreements
with the IRS;
2.	Conduct due diligence for new and
existing accounts to classify account
holders or investors as either US or
non-US;
3.	Withhold 30% in US taxes when
individuals fail to provide the appropriate
documentation or when doing business
with non-compliant entities; and
4.	Report account information directly
to the IRS or indirectly through their
national government.
FFIs that register on the IRS FATCA
Registration Website receive a Global

Visit us at
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Outside the US, the lending market
has not yet coalesced around a single
approach to FATCA withholding for
financing transactions
Intermediary Identification Number
(GIIN) from the IRS. Every month, the IRS
publishes a list of registered and approved
FFIs and their GIINs. Withholding agents
may rely on the IRS-published list to verify
FFIs’ GIINs and not withhold on payments
made to those FFIs.
Allocating risk in cross-border financing
transactions
Many cross-border financing transactions
may be subject to FATCA requirements,
including:
1.	Import/export letters of credit;
2. Documentary bankers’ acceptances; and
3.	Trade acceptances and open-account
payments resulting in payments to a
party other than an FFI either directly, or
through an FFI.
Therefore, a significant issue in these
transactions is to determine how to allocate
the risk of 30% US tax withholding under
FATCA. Common circumstances that can
require imposition of a FATCA withholding
tax include the following:
1.	The borrower is a US entity, or (in certain
circumstances) has its obligations
guaranteed by a US entity, so that interest
payments are US-sourced and subject
to FATCA withholding if paid to a noncompliant lender.
2.	The borrower is an FFI that earns some
US-sourced income, and rules are issued
during the term of the loan requiring
withholding on Foreign Passthru
Payments (which, to date, have not
been defined).
3.	Payments on a loan that otherwise would
avoid withholding because the loan is a
grandfathered obligation (prior to FATCA)
could become subject to withholding if
the loan loses that status.
The party who assumes the contractual
risk of FATCA is largely down to the
relative commercial bargaining power
of the parties. For transactions with US

borrowers, the consensus position in the
US financing market is to allocate the risk
of FATCA withholding to the lender because
compliance is within the lender’s control.
Outside the US however, the lending
market has not yet coalesced around a
single approach to FATCA withholding for
financing transactions. Accordingly, an
agreement can reflect ‘borrower risk’ and
contain wording that effectively makes the
application of FATCA withholding to the
particular financing the borrower’s risk.
Alternatively, an agreement can reflect
‘lender risk’ by facilitating the application
of the grandfathering rules to the loan
financing in question, by giving lenders the
right to veto any amendment or change
of borrower(s) that would result in the
financing losing grandfathering.
In the name of transparency
FATCA has marked a pivotal start to some
very serious moves on global transparency
that are continuing apace. For FFIs, there
are substantial compliance requirements
in FATCA implementation, and such
requirements will continue to increase as
governments introduce other global tax
transparency rules. In addition to the many
compliance requirements, FFIs cannot
escape the impact of FATCA on cross-border
financing transactions—all in the name
of transparency.
Douglas S Stransky is a partner in the
Tax Department of law firm Sullivan &
Worcester’s Boston office and the leader of
the International Tax Practice group. Geoffrey
L Wynne is a Partner and Head of the Trade
and Export Finance practice at Sullivan &
Worcester UK LLP in London

Source:
1
See also a more detailed article by the authors,
including an implementation timeline summary
published in Trade & Forfaiting Review at
http://bit.ly/2f8a2O9
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New corridors
As the US deglobalises, China is filling the
void, observes Deutsche Bank economist
Zhiwei Zhang in this overview of the Middle
Kingdom’s One Belt One Road strategy

C

hina’s One Belt One Road (OBOR)
initiative was announced in 2013
after President Xi took over the
leadership. In March 2016, the Chinese
government announced a policy
document on this initiative, which
painted an ambitious picture. The US
presidential election signalled to the
rest of the world that US policymakers
have become more focused on domestic
issues. This change of policy stance in the
US made the OBOR initiative even more
important, as China has the potential to
play a bigger role in the international arena.
Key messages
Here are some messages we take from
the 2016 government plan on OBOR:

• Geographic focus on Asia/Europe/Africa.
The plan suggests East Asia and Europe
are two economic powers that should
be better connected, and the vast region
between the two has potential to be
developed. This is an interesting shift
of strategy. China focused more on
economic ties with developed countries
in the past, as they were China’s main
export markets.
• Economic focus on trade and
investments. These are the main channels
to develop the economic potential under
OBOR. Trade liberalisation and facilitation
are highlighted in this plan. In a world
of rising trade protectionism, this is a
positive sign and has been welcomed
by many countries.

European leaders
have to enhance
their relations with
China, as they
need to hedge
the risk of trade
protectionism
from the US

Figure 1: Trade influence of China and the US, after processing trade adjustment, 2015

Countries in red depend
more on China than the
US as their export market.
If China’s market share is
10% higher than the US, the
country is marked in deep red.
Blue countries depend more
on the US
Source: Deutsche Bank, China
Customs, IMF, UN Comtrade
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been left behind as the coastal provinces in
China enjoyed much faster development in
the past (see Figure 2).
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Figure 2: Per capita GDP by province, 2016

Source: Deutsche Bank, WIND

• Infrastructure investment takes the
lead. This is critical to facilitate trade
and investments. China has developed
capacity in the infrastructure space,
such as high-speed trains. Some
significant projects are already in the
pipeline, such as the high-speed
railway in Indonesia and Thailand,
and the port in Pakistan.
•O
 BOR requires massive financing.
Infrastructure investments are capital
intensive. Projects such as high-speed
railways are long-term and require lowinterest financing. The plan explicitly
aims to develop the Asia bond market
and leverage the Asia Infrastructure
Investment Bank and the BRICS
Development Bank.
Impact
We think the OBOR initiative is set
to have a meaningful impact on a
global scale in the coming years.
First, trade data suggests there is indeed
economic potential to develop in this
region. China’s trade influence has been

Visit us at
db.com/flow

rising globally. Such influence may be
under-appreciated in some regions.
For instance, most of the countries in
Central Asia and the Middle East are more
dependent on China than the US for their
export market (see Figure 1).
Second, the dramatic shift of the US
government away from globalisation
added fuel for this initiative. The Chinese
authorities are likely to take this as a
strategic opportunity to promote their
global influence. European leaders have
to enhance their relations with China,
as they need to hedge the risk of trade
protectionism from the US. Indeed, our
research shows China’s trade influence
on Europe has been rising steadily in the
past decade.
Third, this initiative will help China to mitigate
regional imbalance between its western
provinces and the rest of the country. Indeed,
provinces such as Guangxi, Yunnan, Gansu
and Xinjiang should benefit from such an
initiative if trade with their neighbouring
countries improves. These provinces have

China and Pakistan
The China-Pakistan Economic Corridor
(CPEC) is one example of what OBOR
covers. The CPEC initiative covers a set
of infrastructure projects in Pakistan.
Highways and railways will be built in
Pakistan. The Gwadar Port in Pakistan
and China’s Xinjiang province will be
connected through such transportation
networks, which provide a new route for
trade between China and the Middle East.
This initiative has been under discussion
for many years. It gained momentum after
China launched the OBOR proposal.
The CPEC shows how the OBOR initiative
can change the economic landscape. It
has been well appreciated by international
investors. For instance, Moody’s accredited
the launch of CPEC as a factor that offsets
some negative indicators to deliver a
stable outlook for Pakistan. The amount of
investment for the infrastructure projects
under CEPC was reported at US$46bn
back in 2015.1 It is likely rising with new
projects being added in recent years and
has recently been estimated at US$62bn.2
Moreover, if the corridor is effectively
completed, some trade flow that currently
goes through South-East Asia may be
diverted to Pakistan. It would be interesting
to see if this brings manufacturing jobs to
Pakistan, a country with a UN-estimated
population of 189 million and low GDP
per capita.
Dr Zhiwei Zhang is Deutsche Bank’s Chief
Economist and Head of Equity Strategy,
China Research, based in Hong Kong
Sources:
1
See http://bit.ly/2g9BZs1 at renminbao.com
2
See http://bit.ly/2p5wsFO at tribune.com.pk
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Road to Samarkand
One Belt One Road has the potential to transform global trade,
but the countries along the way do not have the most attractive
risk profile. Economist Rebecca Harding examines the opportunity
and the challenges and takes a closer look at Kazakhstan

A

s the US increases its protectionist
rhetoric, it seems appropriate to ask:
is the global trade fulcrum shifting
to the east? Since 2013, China has had
ambitious plans to build trade infrastructure
and connections through Eurasia and into
Europe, but also to enhance its marine
presence by substantial investments in ports
in East Asia. Given that China’s economic
policy is foreign policy, this seems like
a plan to extend its influence across the
landmass through Kazakhstan, Mongolia,
Russia and Iran, although its policymakers
regard the plans as peaceful and aimed
at fuelling economic prosperity in these,
and other, countries in the region. Its goal
is to afford the benefits of development
through trade that it has experienced to
other nations by facilitating infrastructure
investments along what was its ‘Silk Road’
some 2,000 years ago.
For this reason, McKinsey likens the project,
if successful, to a 21st-Century Marshall
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Plan that could amount to an annual
infrastructure expenditure across
the Eurasia, East Asia and Middle East
region of some US$2–3bn. The reach
covers some 65% of the world’s
population, one third of world GDP and
more than a quarter of all cross-border
goods and services trade.1
Structure
The ‘Belt’ is a railway from Asia to
Scandinavia while the ‘Road’, somewhat
confusingly, is the old maritime Silk Road
that covers the ports and shipping lanes
from China to Venice. The ports along
the Silk Road will not just act as trade
hubs. Gwadar in Pakistan, for example, is
potentially earmarked as a temporary naval
base, and this creates potential tensions
between China and India.
Yet, throughout China’s history, trade has
been the vehicle for what it calls cultural
exchange and regional collaboration.

The reasons for being more explicit about
those ambitions now may well be
associated with the somewhat isolationist
stance that the US is currently taking
towards the World Trade Organisation
(WTO), its exit from the Trans-Pacific
Partnership (TPP) and its concerns about
its engagement with the North America
Free Trade Area (NAFTA). China’s proposed
Regional Comprehensive Economic
Partnership does not substitute for TPP
and the One Belt One Road (OBOR)
project is not a free trade area, nor is it
a customs union. OBOR is simply an
ambition to provide trade infrastructure
across the region, not to be a vehicle for
regional integration.
There are 15 countries apart from
China in East Asia, the Middle East
and Eurasia that are most obviously
within the OBOR project and China’s
trade is highly focused on Russia, India
and Iran, although Turkmenistan,
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Figure 2 takes just the four countries that
are most directly impacted by the OBOR’s
Mongolia-Russia route and by the proposed
Eurasia land bridge: Mongolia, Russia,
Kazakhstan and Iran. These countries alone
accounted for 17% of China’s oil imports in
2016. Again, this share fell after 2012, but
the value of imports remained very similar
until 2014–15, when the oil price dropped.
This suggests that China’s oil demand had
increased during that period and that it had
been met from other sources as well.
From a Chinese perspective, there is not
only a need to update the infrastructure
in the region to reduce the risk to its
own energy supply. The routes through
these regions also provide a cheaper way
of transporting goods to Europe while
providing the countries in the region with
potential for infrastructure investment that
will allow their economies to grow and
therefore overcome some of the political
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Figure 2: Value of Russia, Iran, Kazakhstan and Mongolia’s oil exports to China 1996–2016
(US$bn) compared with their share of China’s total oil imports (%)
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Is it the case, then, that China’s interests
are not trade-related? The fact that these
countries are such a small proportion of
China’s trade might suggest so, but a
closer look at the data points out just how
important these countries are in terms of
China’s overall supply of energy.

6.0

1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016

However, the same group of countries
(minus China) only account for a relatively
small proportion of China’s total trade.
Although this has more than doubled since
1996, it is still only just above 6% of China’s
trade and highly concentrated in oil and gas.

Selected OBOR countries, share
of world trade (%)

Trade transformation
These are all classified as emerging
economies yet, including China, the OBOR
countries’ importance as a share of world
trade has grown substantially over the
past 20 years (see Figure 1). Each country
has had its own challenges as they have
started to integrate into the global trading
system. Russia and Iran, for example, have
both been subject to UN sanctions and,
specifically, oil embargoes; Russia since
2014 and Iran since 2012. Kazakhstan
has similarly been affected by high levels
of corruption and bribery that have
undermined its attempts to attract inward
investment and grow through trade. Despite
the fact that trade has slipped back since
2012, as a result of these challenges, the
OBOR group of countries represented nearly
34% of world trade in 2016.

Figure 1: OBOR selected countries’ share of world and Chinese trade, 1996–2017
(projected %)

Value of OBOR-4 oil exports
to China (US$bn)

Kazakhstan and Mongolia are important
as import partners as well.

Russia, Iran, Kazakhstan
and Mongolia oil exports

Share of China’s
oil imports

and development issues that they have
had. In Xi Jinping’s words, China is aiming
to demonstrate with the OBOR initiative
that it is a “peace-loving explorer set on
transforming the world with treasure-laden
galleys, not warships, guns or swords.”2
Kazakh potential
In terms of how this plays out at a country
level, the case of Kazakhstan is interesting.
Kazakhstan has been keen to be at the

Source: Equant Analytics, 2017

centre of the policy since it was first
announced at a Kazakh university in 2013.
It sees itself as a key corridor between
Russia and China and it has cultural and
historical links with both countries. As
such, it sees itself as a cultural integrator
between the traditionally nomadic peoples
of Kazakhstan, Turkmenistan, Uzbekistan
and Mongolia and is similarly keen to
demonstrate that it is independent from
Russia politically and economically.
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Figure 3: Kazakhstan’s top 10 export partners, 2016 (US$bn)
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2016–17

As a country rich in resources, it was the
focus of substantial inward investment in
oil and gas reserves immediately after the
financial crisis and it is keen to re-establish
itself as a major commodity trading nation.
Its regional partners are far less important to
it in trade terms than Europe, or even China,
however (see Figures 3 and 4). Although
China is its second largest trading partner,
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25.6

The importance of Russia and China in
terms of proximity is obvious, however,
and the two nations dwarf others in terms
of their importance to Kazakhstan (see
Figures 5 and 6).

Cost of delivery
However, much will depend on China. This
is not because China is not committed to
the project. Nor is it because China does
not have the ambition to grow its influence
through trade by connecting Europe to Asia

Switzerland
-7.3

Spain

Greece

-0.9
France

7.8

Annualised growth with European partners
over the period has been substantial – with
Italy, its largest partner, the rate of annual
growth has averaged nearly 22% since
1996 and with the Netherlands 21%. This is
because of the importance of Kazakhstan’s

7.1

and its fastest-growing top-ten partner,
Kazakhstan’s interests are in developing
its trade with Europe, particularly Italy.

Figure 6 shows the potential benefits to
Kazakhstan, in particular of the OBOR
initiative in terms of its regional partners. Its
fastest-growing partners have been, with
the notable exceptions of India and Ukraine,
in the immediate proximity of its borders.
This suggests that some form of economic
partnerships through the OBOR policy – if
not free trade, then at least infrastructure
partnerships – may benefit all of the
countries. This is not least the case because
they are all oil and gas producers with
strong relationships with Europe, China and
Russia. The case of Kazakhstan shows how
one country, and one that has stumbled in
terms of its trade integration with the rest of
the world in recent years, is likely to be able
to form closer, potentially multilateral, trade
and infrastructure arrangements with its
regional partners that may help it reach its
bigger markets in Europe.
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Figure 4: Kazakhstan’s top 10 export partners’ growth rates (CAGR 1996–2016 and
projected growth 2016–17), %

oil and gas supplies, and reinforces the
perspective that the country has much to
gain from a land-based infrastructure which
connects it more easily and cheaply with
Europe. Interestingly, the fastest-growing
top-ten partner has been Switzerland.
This reflects Switzerland’s importance as
a financial hub through which commodity
deals are booked, rather than its direct trade
with the country.

Source: Equant Analytics, 2017
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Dr Rebecca Harding is an independent
economist and the founder and CEO of
Equant Analytics, a big data analytics and
supply company specialising in trade and
trade finance

Sources:
1
See http://bit.ly/2aeQW8L at mckinsey.com
2
See http://bit.ly/2qeTtq3 at guardian.com
3
See http://bit.ly/2vZbCut at nationalinterest.org
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Sun Tzu, China’s ancient strategist, advised:
“Appear weak when you are strong and
strong when you are weak.” This may
reflect the reality of China’s current
position in relation to the OBOR initiative,
since it has manifest problems in the near
term that create headaches for domestic
policymakers. As to the long term, it is
worth reflecting on how this philosophy was
translated into the over-arching principle
of Chinese foreign policy by Deng Xiaping:
“Hide your strength; bide your time.”3

6

Iran

So much of the short- and medium-term
success of the project will depend on the
appetite of global banks and global investors
to fund infrastructure development in some
of the world’s most difficult countries from
a compliance perspective – the countries
themselves score highly on corruption
indices and political instability indices
and the trade values are small. In the
current global trade climate, these are
significant hurdles.

7

Value of Kazakhstan’s
exports (US$bn)

Indeed, nor does China itself have that
financial clout now. It is wary of capital
flight as its economy grows more slowly.
The Asia Infrastructure and Investment
Bank (AIIB) and the BRICS Bank have
US$200bn available between them, but
this is a fraction of the amount that will be
required to fund the project on the scale that
it is currently imagined. A further US$40bn
from the Silk Road private equity fund is
also only a drop in the ocean.

Figure 5: Value of Kazakhstan’s trade with OBOR regional partners, 2016 (US$bn)

Growth rate (%)

through its 21st-Century Silk Road. The
initiative could help China too – in 2013 it
was over-supplying infrastructure products
which, as its strategy changed towards
demand-led growth, created a surplus
that could be manufactured elsewhere.
Since then, it has run down its foreign
currency reserves and, while it wants to
share the benefits of its own export-led
model, the regions in the economy do not
have the financial clout that it had as it was
developing through the heady days
of globalisation.

Source: Equant Analytics, 2017

Appear weak when you are strong
and strong when you are weak
Sun Tzu, The Art of War, 5th Century BC
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From
evolution to
revolution
While the paperless trade journey has
been under way for some time, the digital
revolution in terms of actual transactions
seems some way off. David Meynell
examines the barriers and how intuitive rulemaking
can provide a solution
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e are reaching a time when our
approach to the handling of
international trade and finance
will be totally re-defined. To mitigate risk, it
has always been essential to have access
to data in order for assessments to be
made. In the current evolving digital world,
data has never been more widely and easily
available and accessible.1

Since time immemorial, the trading of
goods and the provision of services has
been a key basis and tenet for human
existence. The earliest forms of trade,
well before the existence of money,
depended on barter and exchange of
goods. Introduction of the written word
and forms of monetary exchange brought
with them the opportunity for innovative
financing solutions.
Physical and financial supply chains
However, the foundation for the majority
of these solutions has always been paper.
In the instant electronic world in which we
now live, this has proved to be a problem.
Efficient and speedy global modes of
transport, combined with containerisation,
have transformed the physical supply
chain. Conversely, due to the intrinsic need

TRADE FINANCE: DIGITALISATION

xxx
US$ 50 m
Cost savings a year from
digitalising trade finance
(ICC Banking Commission)

for paper, the financial supply chain has
not kept pace with physical supply chains.
Closer matching of the physical, financial
and information supply chains will energise
innovative financing solutions in the future.
Integration of data and information is, and
will be, the basis of future trade solutions.

Digitalisation in
trade finance
solutions reduces
the cost of trade
finance
Technology has affected the lives of people
all around the world, particularly in the
last few decades.2 These benefits are now
surfacing in the trade finance arena as
digital information becomes more readily
accessible, convenient and available. The
major challenge is to transparently, digitally
and efficiently share information across
the numerous involved entities in a trade

transaction including suppliers, buyers,
logistics, financial institutions, insurers,
and so on.

600.4 Today, the UCP is the most successful
and widely used set of rules in the field of
trade finance.

Traditional trade finance has provided
enormous benefits to traders but, as
mentioned previously, the problem has
been that many of these solutions are
predicated upon a paper environment.
One such ‘traditional’ solution is the
documentary credit, a method of financing
that has been in existence for thousands of
years, dating back to Babylonian times in
Mesopotamia (present-day Iraq).

Over the years, the ICC Banking
Commission has become a leading
global rule-making body for the
banking industry, producing universally
accepted rules and guidelines for
international banking practice, and also
providing cutting-edge research and
analysis. In 2000, a Task Force on the
Future of the ICC Banking Commission set
greater prominence on electronic trade
as a key focus for the future. An initial
indicator of this movement in emphasis
came in 2002 with the publication of
‘electronic’ rules for documentary credits,
officially known as the UCP Supplement
to the Uniform Customs and Practice
of Documentary Credits for Electronic
Presentation (eUCP).5 An updated version
was introduced in 2007.

Accepted rules
A documentary credit is a definite
undertaking given by a bank to a seller on
the instruction of the buyer to pay at sight
or at a determinable future date up to a
stated amount of money. The undertaking
is conditional upon the seller’s compliance
with the terms and conditions stated in the
documentary credit. Documentary credits
are supported by a set of rules known as
Uniform Customs and Practice (UCP) for
Documentary Credits, which were originally
introduced by the International Chamber of
Commerce (ICC)3 in 1933 and are currently
in their seventh iteration known as UCP

As mentioned in the introduction to the
eUCP, it was drafted to be independent
of specific technologies and developing
electronic commerce systems, therefore it
does not address individual technologies or
systems necessary to facilitate electronic
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The Deutsche
Bank view
The ICC Banking Commission is ideally
positioned to work on the digital
revolution in trade finance, something
we discussed at the Annual Meeting in
Jakarta (3–6 April 2017). “We have the
capacity, in particular the mandate and
deep knowledge, to embark on that
journey,” I said at the time.

Deutsche Bank has always taken an
active involvement in the evolution of
new technology in trade and keenly
supports this new initiative. We have
four innovation labs in New York,
Silicon Valley, Berlin and London
with three principal goals: to help the
bank evaluate and adopt emerging
technologies, to develop a culture of
innovation and to contribute to the
bank’s digital strategy.
The trade finance industry still has
some catching up to do in the digital
environment, but now we are at a true
inflection point and on the verge of the
digital revolution in trade finance.
It is crucial to get the digital foundation
right: the better the data, the greater
potential to digitise assets.
Daniel Schmand is the Global Head of
Trade Finance at Deutsche Bank and
Chair of the ICC Banking Commission
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presentation. It was recognised that
technologies continually evolve, and it is
left to the parties to the documentary credit
to agree on the appropriate technology
or systems to be used for presentation of
electronic records in compliance with the
requirements of the eUCP.
Supporting trade finance innovation
Moving forward to the current day, the
ICC Banking Commission ‘Strategy 2020’
consists of three strategic pillars, one of
which continues to be rule making. Within
this particular stratum is an objective to
“identify and support innovation in trade
finance with both organisational thought
leadership and, ultimately, standardisation
and rules.”
This initiative took a significant step
forward on 6 June 2017, when the ICC
Banking Commission launched a Working
Group6 to anticipate and accompany the
digitalisation of trade finance. The Working
Group will coordinate all work relating to
the digitalisation of trade finance and aims
to help the trade finance industry accelerate
its progress towards greater digitalisation.
It has been recognised that this industry
is undergoing transformative change from

traditional instruments such as documentary
credits to an automated and digitised
future. Emphasis will be directed towards
reducing the current gravitation towards,
and reliance upon, paper-based practices;
uncertainty over standards and formats
of electronic documents; the general lack
of clear legal and regulatory frameworks;
no internationally agreed legal status of
dematerialised trade instruments and
their processing.
A key focus will be in drawing the
attention of the trade finance industry to
the myriad benefits of digitalisation.
Emerging technologies such as distributed
ledger technology (including blockchain),7
Internet of Things,8 and artificial
intelligence,9 as well as more established
digital platforms and the Bank Payment
Obligation (BPO)10 are likely to better
facilitate straight-through processing,
increase transparency and enhance a
deeper understanding of risk, resulting
in time and cost savings, reduced errors,
reduced compliance and operational risk.
As such, the digitalisation and electronic
management of documents presented to
banks for the purpose of processing trade

Images: Alamy

In conjunction with the work on
e-compatibility of ICC rules, two
further components addressing
standards and legal status will be
of paramount importance.
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The financial
supply chain
has not kept pace
with physical
supply chains

will, no doubt, present a major advantage
for banks and their clients. Not only will
digitalisation in trade finance solutions
reduce the cost of trade finance, it will
also provide an additional major benefit by
opening the availability and inclusiveness
of global finance, particularly to SMEs.
UCP e-compliance
The Digitalisation Working Group has been
broken down into three sub-groups:
•	E-compatibility of ICC rules for trade
finance;
• Standards; and
• Legal status.
The first group, of which I am privileged
to be the chair, will be evaluating existing
ICC rules, such as the UCP, in order to
assess e-compatibility and ensure they are
‘e-compliant’. Such evaluation will have the
ultimate aim of enabling banks to accept
data rather than paper.
In May 2017, draft discussion papers
were circulated to members of the
e-compatibility group. The first document
included a review of all existing ICC
rules with regards to e-compatibility and
suggestions/recommendations on the
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way forward. Two further draft documents
were distributed encompassing an initial
review of the existing eUCP and a potential
outline of rules for electronic collections.
While the outcome is still to be ratified
by the ICC Executive Committee, initial
feedback indicates that most ICC rules
already include appropriate wording to
accommodate presentation of data as
well as paper documents.
However, it was acknowledged that
the eUCP requires a number of updates
in order for it to be fully aligned with
digitalisation and that new electronic
rules will be required for the presentation
of electronic documents with respect to
collections. A collection can be defined as:
“The delivery of a draft, promissory note
or cheque and/or documents by a bank to
a third party (ie, an importer), on behalf of
the exporter, against fulfilment of certain
conditions ie, payment, acceptance or
another specified consideration.”
Next steps
This is no straightforward or quick task –
the next step will be to provide suitable
draft rules for presentation to the National
Committees of the ICC Banking Commission

with the intention of obtaining approval for
publication. While it can often take more
than three years for this process to be
completed, it is envisioned that a fast-track
implementation will be encouraged and that
approval will be solicited during 2018.
Digitalisation of trade finance is inevitable:
the time is right for ICC rules to evolve.
Smarter usage of information, deploying
digital techniques, will significantly expand
trade financing practices while improving
awareness and compliance.
David Meynell is co-owner of tradefinance.
training, a consultant at TradeLC Advisory,
and Senior Technical Advisor to the ICC
Banking Commission
Sources:
1
See Chris Hall’s article on digitalisation in flow H1
2017 at http://bit.ly/2gNT7Uw
2
See http://bit.ly/2fbBMUX at europa.eu
3
See http://bit.ly/2wJTSU6 at iccwbo.org
4
See http://bit.ly/2unbNf9 at iccwbo.org
5
See http://bit.ly/2fbls6E at iccwbo.org
6
See http://bit.ly/2rTIG5x at iccwbo.org
7
See http://bit.ly/2uncZPv at tradefinance.training
8
See http://bit.ly/2unJbCf at tradefinance.training
9
See http://bit.ly/2u4cSJ8 at tradefinance.training
10
See http://bit.ly/2u7vT1z at tradefinance.training
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Key points:
Ecuador
• GDP: US$100.177bn
• G
 DP growth: (% change, *=forecast) –
1.5 (2016), 0.6 (2017),* 1.4 (2018)*
• Population: 16.14 million
• Form of state: Presidential republic
• Largest trading partner: United States
(35% of all destinations)
• Largest export: Crude oil (36% of
exports)
• Largest import: Refined petroleum
products
• Strengths: Significant oil reserves
and unexploited mining resoruces;
dollarisation of the economy, which
limits transfer and currency risk and
anchors inflation; financial support
from China
• Weaknesses: Dependence on oil
production and vulnerability to
global price volatility; low levels
of FX reserves; limited access
to international capital markets
because of successive debt defaults
and restructurings; strong state
interventionism, increasing price
and import controls

From the
rubble
Structured export finance is just one of the
areas of Deutsche Bank’s global transaction
banking business grounded in positive
impact – including hospitals, railways and
local market buildings in emerging economies.
flow’s Clarissa Dann reports on two
transformational projects in Ecuador

Image: Getty

Source: eulerhermes.com
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to distribute’ model. In other words,
origination of transactions and then
distributing them is a characteristic of
many of today’s structured trade finance
deals because of increased costs in holding
capital against deals on the balance sheet.2

ith a 48% fall in export credit
agency (ECA)-backed buyer
deals across the board in
2016 compared with 2015, according
to TXF Data,1 it is only too easy to lose
sight of the transformational impact
of these transactions on the countries,
communities and economies in which
they take place.
Export credit agencies came into their
own during the 2008 global financial crisis,
stepping in with increased trade finance
support when commercial bank liquidity
was at a standstill. ECA activity continued
to build and they, as Alexander Malaket
puts it in his book, Financing Trade and
International Supply Chains (Gower, 2014),
“now exhibit a wide range of mandates
and operating models, as well as a wide
spectrum of financing, risk mitigation
and other products and solutions,
supporting the international activities
of small businesses, mid-corporates
and global multinationals”.
2016 was a tough year all round, with
reduced investor appetite for capital
investment – even with ECA support.
In addition, the adoption of Basel III
regulation by banks had an impact on
availability of capital for long-term deals
(and infrastructure financing generally is
medium-to-long term) and a move from
some banks out of what was a ‘book and
hold’ approach to the current ‘originate

US$

Our
business
has a
social impact, it is
client orientated,
developmental
and a rewarding
place to be

machinery, equipment and materials for
infrastructure projects (power in Africa
being a huge proportion of 2016 activity)
have meant that banks financing these
deals have highly specialist experts, well
versed in international relations, project
management, and logistics, in addition to
the normal risk management sense checks
in doing these deals.
Deutsche Bank Structured Export
Finance (STEF) projects
Headed by Simon Sayer, the
Deutsche Bank Structured Export
Finance team has been financing

Simon Sayer, Head of
Structured Trade & Export
Finance, Deutsche Bank
In addition, as ECAs have
continued to evolve, the
political perspectives that
shape the mandates and
activities of a national
ECA, together with the
supply and demand of

3bn

Damage caused by 2016
Ecuador earthquake

35

Jürgen Ziegler and Ignacio
Hernández (Deutsche Bank)
at the Guayaquil hospital

biggest producer), flowers, cocoa,
shrimp and fish products and many other
foodstuffs. Reduced oil revenues because
of the fall in oil prices, a lack of local
currency and limited fiscal savings has
forced the government to reduce public
investment and curb spending.
Vulnerable to earthquakes because of
the country’s tectonic setting, disaster
struck Ecuador on 16 April 2016 in the
form of a 7.3 magnitude earthquake in the
Esmeraldas province, 170km north-west
of the country’s capital Quito. Around 670
people were killed and a further 16,000
injured. Then-President Rafael Correa
(who was succeeded by Lenin Moreno in
the April 2017 election) put the damage
at around US$3bn and raised US$2bn
of credit from the World Bank, the InterAmerican Development Bank and
other sources (including private sector
project finance).

It’s hard to imagine
the magnitude of
the tragedy

infrastructure in emerging economies
for more than 15 years. Their pride in
their deals partly lies in seeing how their
projects come to fruition and change
the lives of people and businesses in
local communities. “Our business has
a social impact, it is client orientated,
developmental and a rewarding place
to be,” says Sayer.3

Rafael Correa, fomer President of Ecuador
A big driver of export finance demand
has been the emergence of poorer
countries out of poverty as they put in
place infrastructure – and other countries
tackling the aftermath of natural disasters.
Ecuador happens to be both.
Healthcare and education in Ecuador
The Ecuadorean economy is the eighth
largest in Latin America, and is heavily
dependent on export commodities such
as crude oil (representing 40% of exports),
bananas (of which it is the world’s
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With the country in chaos, urgent
reconstruction – to building standards
that would be better protected against
future tremors – of essential infrastructure
got under way, with hospitals being a
priority. Deutsche Bank has had a strong
relationship and extensive track record
with the republic of Ecuador for more than
25 years and was one of the banks that
stepped in to help.
Hospital reconstruction
On 28 July 2016, the bank’s Madrid STEF
team signed two deals totalling US$78.3m
with the Instituto Ecuatoriano de Seguridad
Social (IESS) – the Ecuadorian social
security and health provider – for the
partial financing of the construction and
equipment of two hospitals in Guayaquil
and Machala. The success of these two
deals led to a third hospital transaction,
signed on 22 May 2017 for US$47m.
In Guayaquil, the 450-bed hospital
was built by a consortium formed by

TRADE FINANCE: STEF

Puentes y Calzadas Infraestructuras SL
(Spain) and Sinohydro Corporation Limited
(China) for a total project cost of US$200m.
Inaugurated at the end of March 2017, this
is Ecuador’s largest hospital in terms of
infrastructure size, technology applied and
medical specialties provided. Ever since
then, more than 24,000 patients have been
seen. Sinohydro also teamed up with
Makiber SA (ACS Group, Spain) to build a
new second-level hospital comprising 120
beds and replacing a 45-year-old, 62-bed
hospital. These two hospitals have doubled
the pre-existing infrastructure capabilities
with more than 40,000 outpatient
treatments and 45,000 emergency
treatments since then.

125bn

US$

Deals with ECA support 2016
(TXFData)

Deutsche Bank acted as agent,
mandated lead arranger (MLA) and
lender with Société Générale Sucursal
en España, Banco Santander, BBVA and
Banco Popular as MLAs and lenders. With
IESS as the borrower of the financing, the
Republic of Ecuador represented by the
Ministry of Finance acts as guarantor. The
deals were structured through an eightyear door-to-door buyer credit from Spain’s
export credit agency, CESCE. The third deal
in Quito followed a similar structure, with
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two other banks forming part of that
club deal.
These hospitals have delivered a significant
positive impact for Ecuadorians, who
have seen their access to quality
healthcare improved in the aftermath
of the earthquake. Correa himself – still
as President of the Republic – chaired
the inauguration of both Guayaquil and
Machala hospitals, where some affiliates
had the opportunity to explain how IESS
hospitals had changed their lives. “It is
very moving to hear about these
experiences, as we can realise that
our work has a real impact on society.
Absolutely inspiring and motivating, this
is what we like most about our job,” says
STEF Madrid’s Jürgen Ziegler, who leads
the relationship with IESS and the Ministry
of Finance of Ecuador. In addition, CESCE
highlighted these transactions within its
2016 Activity Report.
Equal opportunities in education
While the hospital reconstruction
demonstrates Ecuador’s response
to natural disaster, it has supported
sustainable development and poverty
eradication along with other UN
member states as part of the Millennium
Development Goals agenda signed in
2000 at the turn of the 21st century.
This momentum of finding a blueprint to
balance human prosperity with protecting
the planet was continued into the current
Sustainable Development Goals (SDGs)
adopted by all 193 UN member countries in
September 2015, The agenda is a universal,
integrated and mutually reinforcing plan
that comprises 17 SDGs and 169 targets,
all to be met by 2030. Education is, says
UNESCO in its 2016 Global Education
Monitoring Report, “crucial for disaster
preparedness. If education progress is
stalled, it could lead to a 20% increase in
disaster-related fatalities per decade.”4
The same report points out that Millennium
Goal 2, which called for all children to

receive a full course of primary education
by 2015, was met by only 64 of the 157
countries that had committed to this.
Ecuador was forecast to achieve this by
2050, before 33.3% of the world (so it is
a relative latecomer).
However, Ecuador has undergone
a programme of replacing the old
educational system with ‘Millennium
Educational Units’ (UEM). There are around
55 of these in operation at the moment,
and Ecuador’s goal is to increase this to
300 by the end of 2017.
In February 2017, Deutsche Bank’s
STEF China team, together with the
Bank of China, closed a US$167.4m,
12-year financing deal to support the
construction of a series of Millennium
Schools by China Railway No. 9
Corporation under an EPC contract
signed with the Ministry of Education of
Ecuador, guaranteed by the Chinese export
credit agency, Sinosure. This is the fourth
repeat deal in partnership with the Chinese
bank under Sinosure cover.
Daniel Qian, the Deutsche Bank head of
the medium- and long-term business in
China commented: “After supporting the
construction of a flood control project in
2013 and two highway projects in 2014 and
2015, which all significantly contributed to
the improvement of public infrastructure
in Ecuador, the successful conclusion of
this fourth transaction with Ecuador MOF is
also a strong testimony to Deutsche Bank’s
commitment to making positive impact
to the real economy and its clients by
delivering long-term structured financing.”

Sources:
1
Export finance: full 2016 data report, TXF Data http://
bit.ly/2wbPhGS
2
A full explanation of the impact of the Basel accords
can be found at http://bit.ly/2olxCxa
3
See http://bit.ly/2gK3zJh at db.com
4
See http://bit.ly/2bUGzpA at unesco.org
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Barista of
treasury
Coffee is second only to oil in the pecking
order of most traded commodities, and
coffee corporates need treasury systems
equipped to deal with OTC derivative
contract regulation, not to mention
complex global supply chains. Clarissa
Dann reports on how Neumann Kaffee
Gruppe rose to the challenge
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CASE STUDY: NEUMANN KAFFEE GRUPPE

A South American coffee
plantation awaiting
fertiliser treatment

W

henever I am in Germany, I head
for the nearest coffee store to
grab a 500g bag of Arabica
beans, the like of which seems impossible
to find in the UK at anything approaching
as competitive a price.
But this particular trip in August 2017 was
to Hamburg, whose 800-year-old port can
accommodate the largest of container
ships. Its ‘gateway to the world’ location
connecting trade and transport has been
attracting coffee traders, roasters and
suppliers to the North German city for
decades, establishing it as one of the
coffee centres of the world. Some 750,000
metric tonnes of the commodity (green
coffee) arrives at the port each year. And it
just so happened that I was about to find
out what was involved in getting that bag
of coffee from the coffee plantations in
Brazil into the shops and safely stashed
in my carry-on luggage.
This article is a case study of how
Neumann Kaffee Gruppe (NKG), a green
coffee service provider that adds value
by treating raw coffee beans to client
specifications, metamorphosed from
its humble broker beginnings in 1922
to its current position of processing
approximately 10% of what makes up the
3.3 billion cups of coffee consumed each
day around the world. A reflection of the
success of the German economy itself,
the group’s reputation for quality and
reliability is down to family management
that builds for the next generation rather
than today’s profits.1

One key to its evolution has been the
efficiency of its corporate treasury function
as supply chains have developed. “Our
approach to servicing coffee customers –
always eager to be a reliable and trusted
business partner – is the same we use
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Jens-Peter Lichtenberg
and Heiko Steppack at
the coffee ‘cupping’

Understanding the specific needs
of a corporate in an ever-changing
regulatory climate is a continuous
learning process
for treasury servicing NKG companies
around the globe,” declares corporate
treasurer Heiko Steppack, whose
transformation story became one of the
highlights of Deutsche Bank’s sixth client
Global Transaction Banking Forums held
in March 2017.
A visit to the group’s headquarters and
warehouse and logistics subsidiary NKG
Kala demonstrated how this remarkable
medium-sized, privately held family
business, in the words of Managing Partner
David M Neumann, “understands and
serves the varied interests and possibilities
of everyone involved in coffee.”
Added value
During the visit, we observed a 20-TEU
container arriving on a lorry (they don’t
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hang around at the ports, as nobody wants
demurrage costs) with the coffee pouring
onto the first collection point. NKG
Kala Managing Director Sven Hähnsen’s
guided tour of the works demonstrated
how the coffee’s onward journey of checks,
storing, cleaning, steaming, drying and
blending brings with it the opportunity to
differentiate in the market and add value
to the process.
NKG prides itself on complete transparency
with its customers so how, we asked, do
they make a margin on what could be
regarded as a standardised process? “You
can get a quotation for coffee on the ICE
exchange network, but when a customer
wants to know what coffees need to be
blended together to arrive at the same
taste each time, this is the value we bring,
along with other specialised services such
as technical advice, bespoke packaging
and delivery options,” says Managing
Director Peter Sielmann.
In Sielmann’s view, businesses have
to become more an adviser to their
industries, and their customers do place
a value on this – just as if they were hiring
a consultant. This applies to banks as
well and technology is a huge enabler.
“Corporates will pay for advice on certain
topics, for example on how to open a
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Sven Hähnsen (left)
and Heiko Steppack
in a full warehouse

dealing with restructuring rather than
relationship management teams.”

letter of credit on an online platform,”
he explains. And shipping companies,
having refused to split bills of lading to
differentiate between different bags of
coffee 20 years ago, are now doing this
digitally – along with the facility to
collect all freight on a daily basis to
an agreed quote.
A treasury of innovation
In 2009, Neumann and Sielmann hired
Steppack to enhance the corporate
treasury function from what had been
a transaction-based focus to a strategic
one. Having started his career as a trading
trainee in the banking sector, and then
moving into risk management as the
avalanche of bank regulation descended in
the 1990s, Steppack joined the corporate
sector to share his knowledge.
“Understanding the specific needs of a
corporate in an ever-changing regulatory
climate is a continuous learning process,”
he smiles. Past roles included heading
corporate treasury for e-commerce
company Otto Group, and roles at
Jungheinrich, coffee roaster Tchibo and
the former listed plastics group Balda. The
latter stint “taught me how you have to
act in a challenging environment where
liquidity is crucial and [the] sun is no longer
shining,” he reflects. “In other words,

What keeps him awake at night these
days? “Next to EMIR, FinfraG and MiFID II,
more and more we have to consider the
issue of cybersecurity, safeguarding our
systems and enabling the companies we
serve to manage these issues with good
infrastructure and advice,” notes Steppack.

3.3 bn

The number of cups of coffee
consumed each day globally.
10% passes through NKG

The impact of regulation is, however,
significant for a company whose single
product is the most traded commodity
on exchanges after crude oil. “Our
operating companies have a strong coffee
business and are not entirely thrilled
about being faced with regulation issues.
The big challenge of EMIR has passed
them by, because we have arranged our
infrastructure and workflow to help them
cope.” And EMIR readiness does not
guarantee FinfraG readiness, even if the
data repositories are the same.
In a group that has a flat, decentralised
organisational structure, care is taken not
to impose ‘solutions’ on the operating
companies who need to own new ways of
doing things. However, relationships with
more than 50 banks around the globe,
accompanied by more than 300 bank
accounts, multiplies the complexity.
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Figure 1: The world’s coffee producing countries

Coffee belt 23o north

Equator

Coffee belt 25o south

Non-coffee producing countries

“If colleagues in Mexico run relationships
with six banks, this will end up in
numerous accounts. A worst-case scenario
is that six relationships are handled with
six electronic banking systems running
on three different browsers working with
numerous logins, tokens/identifiers and
passwords,” says Steppack. The plan
is to reduce complexity with the aim of
defining one standard payment gateway
and communicate via SWIFT with the
banks. “This is a long journey, as you are
challenging the relationships and revenue
sources of the banks. But we are dedicated
to decreasing standalone, local, electronic
banking systems significantly. Streamlining
of payment systems is key to safeguarding
bank communications on a group level.”
This is just one of the near-term
standardisation and harmonisation
objectives – others being to enhance
business information technology-based
reporting and to contribute to a programme
of group-wide compliance delivery.
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Five secrets of success
Steppack believes that a good network and
channels for exchanging ideas inside and
outside the business are vital for futureproofing the firm. His tried and tested tips
for ongoing treasury success are:
1.	Be passionate about your job and
your company;
2.	Get close to your CFO. That relationship,
based on trust and respect, is vital
as you will need budget support for
the solutions you propose (the Bellin
LoadBalancedTreasury® system adopted
in 20122 is one example of this in action);
3.	Identify who is facing similar regulatory
challenges and learn from them;
4.	Be clear about the IT infrastructure
mapping. This means making sure you
have the right business partners and
services that interact with your treasury
management system, as all the data and
management information fed in needs
to connect onwards. There cannot be
any standalones in the structure. And be
open-minded about new technology and

services, as reaction time to new issues
is shrinking by the day; and
5.	Ensure you communicate with other
departments (eg accounting) so that you
have a smooth interface with them and
you are helping their workflows.
All in the taste
As we came to the end of our tour, we
were treated by quality control expert JensPeter Lichtenberg to a coffee ‘cupping’.
Roasted coffee beans are ground and
prepared for drinking, and tasters slurp
the brown nectar without swallowing,
discarding it into a spittoon. Coffee radar,
treasury and risk radar – the passion for
quality and customer all round lingered
with us afterwards, rather like the faint
aroma of steamed coffee beans in our hair.
Sources:
1
A point made in the flow’s profile of water
optimisation specialists BRITA. See http://bit.
ly/2vPuiyo
2
See http://bit.ly/2wKCdvP at bellin.com
3
See http://bit.ly/2xRG0FY at coffeeb.net

Images: Courtesy of Neumann Kaffee Gruppe

Coffee producing countries
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The global
coffee industry
•	In 2016, global coffee exports hit
US$19bn at approximately 150
million 60kg bags – up from 80
million bags in 1980
•	Demand is elastic and impervious
to economic shocks and price
•	Grown in 60+ countries and
consumed all over the world
•	Provides a living for 17 million
farmers and 4.5 million workers
in producing countries worldwide
•	3.3 billion cups consumed each
day – one in 10 of these passes
through NKG
•	In 2000, only 20% of all coffee was
consumed in producing nations.
By 2016 this had increased to 30%
and producers were also becoming
important consumers
•	Traditional tea-drinking nations were
turning to coffee – significant growth
potential linear of approximately 2%
each year
•	Market of certifiable sustainable
coffee is reaching its limits, yet
demand for sustainably produced
coffee is growing
•	There are around 125 known species
of coffee plants, known as Coffea,
grown naturally between the Tropics
of Cancer and Capricorn. The two
main species used in the coffee
industry are Arabica and Robusta.
Arabica beans are milder than
Robusta and require more labourintensive production because of their
vulnerability to pests and diseases3
•	While Brazil is the largest
coffee producing country in
the world, accounting for 35%
of the global coffee production
(mainly Arabica producing),
Vietnam is the second largest coffee
producer, accounting for 17% of the
global coffee production (mainly
Robusta producing)
Source: Neumann Kaffee Gruppe
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Heiko Steppack (left) and
Peter Sielmann with the
company’s monument to
coffee excellence
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Come together
Tackling financial crime is no longer the responsibility of individual banks alone.
Solving this industry-wide problem relies on financial institutions working
collaboratively on effective and efficient solutions in a resource-constrained
world. SWIFT’s Luc Meurant talks to flow’s Janet Du Chenne about how
the industry is coming together to protect its cash management businesses and the
correspondent banking network from criminals with the help of utilities

What are the latest developments in the
area of financial crime compliance?
I would highlight four key developments.
First, financial crime compliance is an area
that no financial institution can ignore if
it intends to remain an active, relevant
player in the global financial system. And
a simple ‘tick-box’ approach to financial
crime compliance is no longer enough.
In addition to having effective sanctions,
anti-money laundering (AML) and counter
terrorist financing (CTF) systems and
processes in place, regulators expect banks
to demonstrate a deep understanding of
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how their compliance systems work. In
some cases, executives are expected to
provide written attestation that the rules are
being followed and can be held personally
accountable when violations take place.
Plus, the threat of cybercrime means
that regulators are taking a closer look at
cybersecurity, with the potential for new
regulation to follow.
Furthermore, we see an ever-increasing
focus on transparency between banks.
In recent years, concerns about the lack
of transparency have led some banks

to terminate correspondent banking
relationships as part of a process known
as ‘de-risking’. This typically occurs when
correspondent banks in highly regulated
markets cannot obtain the necessary
information about their respondents in
higher-risk jurisdictions, or when the cost
of performing this due diligence outweighs
the business benefits of maintaining the
correspondent relationship. A number of
regulatory bodies and industry groups
have recognised that financial exclusion
is a potential unintended consequence of
de-risking and are working with the industry

CASH MANAGEMENT: FINANCIAL CRIME PREVENTION

to address this. SWIFT is doing its part by
developing utility solutions such as The KYC
Registry and Sanctions Screening, both of
which help banks increase transparency and
reduce the overall cost of compliance.
Skyrocketing compliance costs is the third
major development. Banks are spending
billions of dollars each year on compliance,
with no end in sight. While fines may
grab the headlines, the cost of putting
people, processes and systems in place
to comply with regulation and address
enforcement actions is exponentially higher.
Take sanctions compliance as an example.
The size and complexity of sanctions lists
continue to increase, as do the costs of
screening and monitoring systems and
the number of ‘false positive’ alerts those
systems generate – which then need to
be investigated by human analysts. Only
a small fraction of those alerts actually
involve illicit activity, demonstrating that
there is room for huge gains in efficiency.
Sanctions and AML requirements also differ
from jurisdiction to jurisdiction, further
complicating the issue and driving up costs.
Finally, compliance utilities such as the
SWIFT KYC Registry – of which Deutsche
Bank was a founding member – are
demonstrating their value by helping
banks share information more efficiently,
standardise processes and mutualise costs.
Banks – and regulators – increasingly
recognise the important role that
compliance utilities can play in terms of
increasing transparency while reducing
cost and risk. At SWIFT we are extending
our utility model beyond KYC to also cover
sanctions and AML/fraud compliance.
What are the main drivers behind these
developments?
We see three main triggers.
First, a number of high-profile cases have
resulted in heavy fines for non-compliance.
This has led banks – regardless of whether
or not they have been fined – to invest
heavily to remediate existing issues and
prevent future violations.
Second, regulatory scrutiny continues
to increase, and data and reporting
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Banks are spending billions of dollars
each year on compliance, with no
end in sight
requirements continue to grow.
There is more pressure for banks to
demonstrate the effectiveness of their
compliance programmes.
Third, new regulation, such as the EU Funds
Transfer Regulation 2015 (EU FTR 2015)
and the New York Department of Financial
Services (DFS) Banking Division Transaction
Monitoring and Filtering Program
Requirements and Certifications, while
regional in nature, have global implications
due to the interconnected nature of
correspondent banking.
All of these result in major cost – and
potential risk – for the correspondent
banking industry. Banks are constantly
trying to make their compliance
programmes more efficient without
compromising effectiveness – and in some
cases are exiting certain markets and
business lines to reduce cost and risk.
How can utilities help?
Utilities can deliver major efficiency gains
by enabling banks to standardise repetitive
processes, mutualise costs and develop
shared best practices. Compliance is not
a competitive space for banks and the
industry as a whole benefits by every player
getting compliance right. The utility model
supports this by providing for greater
transparency, and enabling banks to access
compliance systems and tools at far lower
cost than if they had to develop, install and
maintain these on their own. It also helps
banks streamline redundant processes –
and learn from each other how to work
more efficiently.
The SWIFT KYC Registry illustrates this
perfectly.1 SWIFT has 7,000 members with
correspondent banking activities and these
have about 1.3 million bilateral relationships.

This implies 1.3 million exchanges of KYC
data and documents on a regular basis –
a massive amount of manual activity. SWIFT
worked with Deutsche Bank and other
leading players to create a secure, global
online repository where banks can upload
an industry standard set of KYC information
and share it with their counterparties.
Instead of having to email, fax or post
information to dozens or even hundreds of
different counterparties, Registry members
now upload their information once and
share it with each counterparty at the click
of a button – delivering major cost and
efficiency gains. And we are aligning the
KYC Registry content ‘baseline’ with the
updated Wolfsberg AML questionnaire,2
further supporting industry standardisation
and best practices.
How is SWIFT helping banks fight
financial crime?
SWIFT’s position at the heart of the
global financial community makes us
uniquely suited to help banks address their
compliance challenges. We are working
hand-in-hand with our community to
address evolving regulatory requirements.
SWIFT-led user groups provide an
opportunity for banks to share best
practices and co-create sanctions, know
your customer (KYC) and compliance
analytics solutions. SWIFT data is an
important asset for banks’ compliance
programmes and SWIFT continues to
develop new tools that help them
leverage their data for more effective,
efficient compliance.
As cybersecurity has come to the forefront,
SWIFT’s Customer Security Programme
(CSP) is part of a strategic, community-wide
response to evolving cyber threats and
specific cyber incidents affecting member
banks. As part of this programme, SWIFT
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is developing a means for banks to
block fraudulent payments before they
are sent, reducing the risk of cybercrimerelated losses.
Separate from, but similar to, SWIFT’s
KYC Registry, The KYC Registry Security
Attestation Application is a new tool
designed for users to submit their selfattestation data which confirms their
organisation’s level of compliance with
SWIFT’s customer security controls.
What new developments can we expect
from SWIFT over the coming year?
At Sibos 2017 in Toronto, we will announce
the expansion of our Name Screening
solution to cover batch screening of
customer databases. This means that
small-to-mid-sized financial institutions
and corporations can now rely on SWIFT’s
hosted screening solutions for transactions
(Sanctions Screening) and customers,
suppliers and employees (Name Screening).
In 2018, SWIFT will introduce Payment
Controls as part of its Customer Security
Programme. Payment Controls will provide
in-network screening of payment messages
before they are sent, enabling institutions
to identify, investigate, block and prevent
fraudulent or out-of-policy payments in
real time.
In parallel, we will continue to investigate
the role that new technologies such as
artificial intelligence, machine learning and
robotics could play as we further expand
our sanctions, KYC and analytics/fraud/AML
solutions portfolio.
Throughout this process, we will continue
to work closely with our customers to
ensure that the solutions we develop
address their needs. Deutsche Bank is a
best-in-class player, helping us shape these
improvements for the community.

Sources:
1
See http://bit.ly/1UVffI6 at swift.com
2
See http://bit.ly/2j6pUVv at wolfsberg-principles.com
for progress on these revisions
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Luc Meurant is Head of SWIFT’s Financial
Crime Compliance Services Division
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Speaking
up for gpi
Leading global corporates are voicing
their support for SWIFTgpi. flow outlines
the progress of the initiative to date and
how it will meet corporates’ expectations
going forward
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I

n the previous issue of flow, SWIFT’s
Wim Raymaekers set out the genesis and
rationale for its global payments innovation
(gpi) initiative, in response to corporate
treasurers’ concerns that they cannot
see when their payments have reached
beneficiaries or track their progress.1
Connecting all parties in the payment
chain via a cloud solution, the SWIFTgpi
architecture has, to date, attracted more
than 100 banks from Europe, Asia Pacific,
Africa and the Americas, all of which have
committed to the initiative. Encouragingly,
an ever-increasing number of banks are
now going ‘live’ as the journey towards
trackable real-time cross-border payments
becomes reality.
Critical mass
With the first roll-out phase successfully
completed, the main focus for the rest of the
year and moving into the first half of 2018,
says Christian Westerhaus, Deutsche Bank’s
Global Head of Clearing Products, Cash
Management, is to make sure the banks
that have signed up to the initiative move
to live operational mode. “For the industry
to be successful, it needs to become the
new standard in correspondent banking,
meaning we need to reach a critical mass
of banks that are fully up and running.”
In this respect, most of the leading global
banks have either gone live or are planning
to do so in the first half of 2018. Deutsche
Bank is going live for its SWIFTgpi services
for both US dollars and euros in autumn
2017. “This is just the first step and more
booking locations/currencies will follow
throughout 2018,” confirms the bank’s
Shahrokh Moinian, Global Head of Cash
Products, Cash Management.

For the industry
to be successful, it
needs to become
the new standard
in correspondent
banking

100
The SWIFTgpi architecture
has, to date, attracted
more than 100 banks from
Europe, Asia Pacific, Africa
and the Americas

While treasurers are becoming more vocal in
their support for gpi, they are also expecting
banks to deliver. Increasingly inspired by
experiences in their personal lives, such as
booking a taxi service with Uber through
the app, corporate treasurers now want
banks to recreate this effortlessness in
B2B payments.2 In turn, this requires the
financial institutions that have signed up
for gpi to stick to the standards that SWIFT,
together with the banking community, has
helped to develop. This was certainly the
message from six leading corporates with
international operations – ABB, Nestle,
Roche, SBB, Swiss Re and Wurth – in an
open letter dated 19 July 2017. In a joint
statement they anticipate that “all of their
cross-border payments will be end-to-end
SWIFTgpi payments in the future.”
The concerns that have been raised by
treasurers will be met by SWIFTgpi,
says Moinian and without additional IT
investment for corporates, as the initiative
has been built on the current rails with
a cloud-based service on top. Treasurers
should see the benefits in four areas:
•	Transparency of fees. The tracker
discloses to the beneficiary the fees
deducted and, where applicable,
the exchange rate imposed by
participating correspondent banks
for cross-border payments.
•	Payments tracking with real-time
information on status of payments and
improved predictability of payments.
• Same day use of funds.
•	Unaltered remittance information.
Collective intelligence
“The more banks that come on board,
the more transparent the whole thing
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is,” reflects Deutsche Bank’s Global Head
of USD Cash Operations, Neil Brady. He
continues: “It’s like a FedEx or UPS package,
it only works if the technology exists in the
relevant country.” Yes, investment on our
part is required, and, says Brady, from an
infrastructure perspective one of the
biggest pieces of the puzzle is sorting out
how the Unique End-to-End Transaction
Reference (UETR) is carried and transmitted
along the message path.
The SWIFT cloud-based tracker solution,
based on a new communication channel
accessible via API, has been available to
live gpi member banks as of 22 May 2017.
By introducing this solution, the industry
has effectively connected all parties of
the payment chain end-to-end in the
correspondent banking ecosystem. The
whole point about the UETR is that each
party in the payment chain will be able to
confirm their position, making it possible
for others in the chain to identify where the
payment is in the lifecycle. While privacy
protocols are in place, it will be possible
to see where a payment has been held
up, explains Brady. “We interact with the
cloud-based ‘Tracker’ on a continual basis,”
he adds.
Up until now, with outgoing payments
the beneficiary has to ask the business
counterpart when the payment has been

We are in
continuous
exchange with
our corporate
community to
align priorities
made, as there would be no indication
on their account. The only response the
remitter can make is that the payment
has been debited from the account. In a
SWIFTgpi environment, the remitter can
inform the beneficiary where the payment is
and advise them to contact their local bank
in the event of any query.
With incoming payments, the beneficiary
has had to wait for the actual credit on their
account to be able to plan ahead. But in a
SWIFTgpi environment, the gpi members
have committed to ensuring same-day use
of funds.
Moreover, to date, corporates have
considered intransparent deducts as a major

pain-point, hampering their reconciliation
efforts. In a SWIFTgpi environment, parties
in the payment chain will benefit from
information on the amount of deducts as
well as the deducting party. “Better selfservice functionality will reduce the number
of enquiries,” notes Brady. In fact, there is
huge potential to continually automate and
improve. “Overall, the main benefits will be
lower operational costs and less time spent
on investigating claims of non-receipts,
ultimately freeing up resources that could
be deployed elsewhere,” he concludes.
The new standard
With bank-wide initiatives such as this one,
the game-changer has been competitive
players all working together to achieve
a standard that benefits the whole
industry. So does this leave any room for
differentiation? Westerhaus believes that
each bank “has to define its own positioning
in the market.”
Reach is the key – and Westerhaus confirms
that “Deutsche Bank considers SWIFTgpi
to be the new standard provided to clients
whenever available, based on SWIFTgpi
regional reach”. It is up to individual banks
to carve out their own distinctive premium
services and digital user experience. By
taking the pain and effort away from the
client with better payment and account
information services, this can motivate

Figure 1: SWIFTgpi in the cloud (for illustrative purposes only)
Corporate systems
SWIFT as main carrier of the messages
View into SWIFTgpi cloud information
SWIFTgpi

Clearing
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Deutsche
Bank considers
SWIFTgpi to be
the new standard
provided to
clients whenever
available based
on SWIFTgpi
regional reach

Images: iStock

been displaced by such change. A prime
one is Kodak, which missed the digital
photography revolution when its historical
business model was threatened.

the client to do more business with
its bank. “These developments will be
particularly evident in cross-border payment
experiences,” he says. Discussions with
corporates are being held at various levels
in the organisation to help the bank support
them better as they digitise. Value chains,
business models and client interaction are
set for huge change in the coming years.
“We are in continuous exchange with our
corporate community to align priorities,”
adds Moinian. “Regular discussions are
taking place with our corporate clients to
verify the validity and value-add of future
SWIFTgpi advancements. Currently, we are
discussing potential developments of Stop &
Recall payments and International Payment
Assistant Service, elements which form part
of Version 2 (digital transformation phase).
V2 goes live in November 2018, in line with
the annual Standards releases, and will also
incorporate the gpi Cover Service to track

Visit us at
db.com/flow

the MT202COV under the same end-to-endreference as the related MT103.
Going forward
It is clear that the technological
advancements that come with SWIFTgpi
will help support the digitalisation
of corporates, resulting in a different
user experience. In Version 3, that
innovative technology will be explored even
further. Indeed, a number of banks have
already taken part in the recently launched
Proof of Concept for Nostro Reconciliation,
utilising a private permissioned blockchain
(distributed ledger technology – DLT) in a
closed user group environment. Deutsche
Bank is part of the validation group.
This is important because, with the pace
of technological change, no industry can
afford to rest on its laurels. There have been
many examples where other industries have

However, the introduction of new
technology has to be carried out in a tried
and tested environment and it needs to
be ubiquitous. Recently there has been a
lot of hype around DLT and how it could
potentially replace the correspondent
banking model altogether. But can DLT
really re-draw the cross-border payments
landscape where the most important aspect
is reach? Westerhaus reflects: “Even the
best technology is limited without reach.”
He does not believe that the current
correspondent banking model, which
remains the cornerstone for global trade,
can simply be replaced by DLT overnight.
The current model has a proven track
record in terms of stability, trust and reach.
“However, that is not to say it cannot be
further optimised with faster execution
across the network and payment chain,” he
adds. “This is ultimately what the initiative
aims to achieve. The real beauty of SWIFTgpi
is that it combines the solid established
network and innovative technology.”

Sources:
1
See Deutsche Bank’s flow H1 2017 at https://cld.bz/
KjqWuuo/62
2
See http://bit.ly/2veGkQp at swift.com

51

UK (AA)
Germany (AA)
Ukraine (D)

Russia (C)

France (AA)

China (B)
Thailand (B)
Iran (D)
India (B)
Indonesia (B)

Global risk
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THE BIG PICTURE: GLOBAL RISK

Short-term risk:

US (AA)

Low risk
Medium risk

Mexico (BB)

Sensitive risk
High risk

Medium-term risk:

AA
D

represents the
lowest risk

Venezuela (D)

represents the
highest risk

Source:
Adapted from the Euler Hermes Country
Risk Map Q2 2017: http://bit.ly/2ijHkgR

Argentina (C)

The world seems to be going through a particularly volatile period, with political
uncertainty in traditionally stable countries fuelling economic risk. Unexpected results
in elections in the US, UK and France over the past 12 months have caused great
uncertainty in Western economies, while a breakdown in international cooperation
elsewhere has caused further concern

Brazil (B)

Assessing just how risky certain countries are can prove difficult. Euler Hermes, the
Paris-based risk management and trade credit insurance provider, has put together
its quarterly risk map to show just which countries are proving particularly risky at
the moment
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MiFID II and
AMLD4 implications
Regulations aimed at protecting investors and combating financial
crime are coming into sharp focus. Jasper Evans explains the
profound impact these regulations will have on providers of both
trust and agency services and depositary receipt services, and on
the institutions served by them

T

his summer saw the entry into force
of the latest iteration of the EU’s
anti-money laundering regime,
as set out in the Fourth Anti-Money
Laundering Directive (AMLD4).
In addition, the long-awaited revision
of the MiFID framework will take effect
in January 2018. Both regulations have
significant impacts on issuers, investors
and their service providers.
MiFID II and MiFIR
MiFID II, which comes into effect in
January 2018, represents a significant
update and expansion of the existing EU
financial services regime. MiFID II replaces
the existing MiFID framework, which
came into force on 1 November 2007
and was not only shown by the financial
crisis of 2008 to have certain deficiencies
(including a lack of transparency,
particularly in the non-equities markets)
but has also been outpaced by the
growing complexity of technology
and financial instruments. Following a
consultation on MiFID in December 2010,
the European Commission published its
legislative proposals in October 2011.
MiFID II comprises a directive and a
regulation (MiFIR), both of which were
published in the Official Journal of the
European Union on 12 June 2014 and
entered into force on 2 July 2014. The
directive was required to be transposed
into national law by member states by
3 July 2017, whereas MiFIR, as a
regulation, has direct effect. MiFID II will
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generally come into force within member
states from 3 January 2018. It will apply to
investment firms: persons whose regular
occupation or business is the provision
of one or more investment services
or activities on a professional basis.
Investment services and activities include:
•	Receiving and transmitting
orders in relation to one or more
financial instruments including
structured deposits;
•	Executing orders on behalf of clients;
•	Dealing on own account;
•	Portfolio management;
•	Investment advice;
•	Underwriting of financial
instruments and/or placing of
financial instruments on
a firm commitment basis;
•	Placing of financial instruments
without a firm commitment basis;
•	Operating a multilateral trading
facility (MTF); and
•	Operating an organised trading
facility (OTF).
MiFID II involves major structural changes
to the markets, increased investor
protection measures and far-reaching
new powers for regulators. These changes
include the introduction of a new type of
trading venue, the OTF, to capture
non-equity trading that falls outside
the MiFID regime. Investor protections
have been strengthened, and new curbs
imposed on high-frequency trading and
commodity trading. Pre- and post-trade
transparency has been increased, and

a new regime for third-country firms
introduced, whereby persons based in nonEuropean Economic Area (EEA) countries
may need to establish an EEA branch and
obtain authorisation when doing business
with retail clients located in the EEA.
The regulation creates key requirements for
corporate trust and agency and depositary
receipt providers, including:
•	Transaction reporting – this requires that
legal entities must have a legal entity
identifier (LEI) and natural persons must
be designated a unique ID on the basis
of nationality;
•	Further investor protection measures
including providing information to
clients on costs, conflicts of interest
and record-keeping;
•	Best execution – investment firms must
take all sufficient steps to obtain, when
executing orders, the best possible
result for their clients; and
•	Pre- and post-trade transparency –
for instance, the pre-trade
transparency regime for regulated
markets and MTFs in respect of
equity markets is extended to
cover depositary receipts as well
as non-equity instruments.
The LEI requirement should be seen as an
enabler for industry-wide standardisation
of transaction identifier codes which
institutions will have to report once, and in
some instances map their existing codes
of the institutions they do business with
to the LEI codes.

TRUST AND AGENCY SERVICES: MIFID II AND AMLD4

After Brexit, the UK will likely retain
MiFID II implementation, but may be
unable to rely upon EU passporting and
other benefits,1 depending on what Brexit
terms are negotiated. UK firms will be
treated as any other non-EU firm. They
could have many of the disadvantages
and prescriptive obligations without the
upside of EU passporting. Whilst the UK
might be deemed equivalent for a number
of obligations, the equivalency regime is
a long and unpredictable process. As a
result, many firms are preparing for Brexit
by setting up new entities or transferring
business to other member states to enable
them to continue doing business as they
do today.
The Fourth Anti-Money Laundering Directive
AMLD4 was finalised in June 2015 and
was transposed into UK law by the Money
Laundering, Terrorist Financing and
Transfer of Funds (Information on the Payer)
Regulations 2017 (the Regulations), which
commenced on 26 June 2017.2
AMLD4’s objective is to protect the financial
system by means of the prevention,
detection and investigation of money
laundering and terrorist financing. It is
designed to strengthen the EU’s defences
against money laundering and terrorist
financing, and to align the EU framework
with the Financial Action Task Force’s
recognised international standards for
anti-money laundering and counter-terrorist
financing. Like the Third Money Laundering
Directive, which it replaces, AMLD4 is a
minimum, harmonising directive.
AMLD4 applies to ‘obliged entities’,
namely: credit and financial institutions;
auditors, external accountants and tax
advisers; notaries and other independent
legal professionals; trust or company
service providers; estate agents; other
persons trading in goods subject to a
€10,000 threshold; and providers of
gambling services. This includes corporate
trust and agency and depositary receipt
providers, and many of the institutions
served by such providers.
AMLD4 covers:
•	General provisions, including on
scope, risk assessments and thirdcountry policy;
•	Customer due diligence, including
simplified and enhanced due diligence;
•	Beneficial ownership relating to
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The Deutsche
Bank view
The latest iteration of the EU’s
anti-money laundering regime and
the revision of the MiFID framework
should enable industry-wide
standardisation in facilitating further
investor protection and combating
financial crime.
MiFID II will require clients of
Trust and Agency Services to
obtain legal entity identifier codes
to replace the existing transaction
identifier codes. This will present
us with an opportunity to streamline
as an industry.
With AMLD4, certain trusts are
required to provide transparency
of ownership by maintaining, and
in certain cases reporting, beneficial
ownership information. The
standardisation of reporting across
the industry is aligned to a common
registry for reporting such underlying
holdings and information on tax
transparency, which should result
in further efficiencies for us and
our clients.
Jose Sicilia, Global Head of Trust and
Agency Services at Deutsche Bank

corporate and other legal entities;
reporting obligations; and
•	Data protection, record-keeping and
statistical data.
Under Article 31(1) of AMLD4, each
member state must ensure that trustees
of express trusts3 governed under their
national law obtain and hold adequate,
up-to-date information on the beneficial
owners of the trust, including the identity
of the settlor, the trustee, the protector
(if applicable), the beneficiary or class of
beneficiaries, and any other natural person
exercising effective control over
the trust. Trustees should disclose
their own status and provide beneficial
ownership information in a timely manner
to firms when they form a business
relationship or carry out an occasional

transaction above the stipulated
thresholds. These requirements also apply
to foundations or other legal arrangements
that are similar to trusts.
Member states must ensure that beneficial
ownership information relating to trusts
(and similar arrangements) is held in a
central register when the trust generates
tax consequences. Such information must
be adequate, accurate and up to date.
Under the Regulations a ‘relevant trust’ is
either a UK trust which is an express trust,
or a non-UK trust which is an express trust
and receives income from a source in the
UK or has assets in the UK, on which it
is liable to pay one or more of the taxes
referred to in the Regulations. A taxable
relevant trust is a relevant trust in any year
in which its trustees are liable to pay such
taxes in the UK in relation to assets or
income of the trust.
The trustees of a taxable relevant
trust must provide the UK’s HM Revenue
& Customs with specified information
about the trust and its beneficiaries on or
before 31 January 2018 and 31 January
after the tax year in which the trustees
were first liable to pay any of the taxes
summarised above and referred to in
the Regulations. The vast majority of
capital markets and depositary receipt
transactions are held in global form. In
such cases the beneficial owner will be the
common depositary (in some structures
called the common safe-keeper) or its
nominee. Further, typically, such trusts
will not be taxable relevant trusts.
The Regulations may lead to some
adjustments in financing documentation,
to provide for the requisite information flow
and notifications under the new regime.
In the near future, international standards
will also encompass the EU’s Fifth Money
Laundering Directive, which includes
enhanced access to interconnected
beneficial ownership registers, to improve
transparency about the ownership of
companies and trusts.
Jasper Evans is a Partner at Linklaters LLP
Sources:
1
See http://bit.ly/2eRLpbF at cib.db.com
2
See http://bit.ly/2hfqnDp at europa.eu
3
See http://bit.ly/2xR9XW0 for more on express trusts

55

Ideas go further
when they’re
made for good.
Worldwide, entrepreneurs are coming up with new
ways to solve the challenges we face as a society.
Our global enterprise programme Made for Good
adds the business know-how to help them succeed.
Their innovative ideas and business models are
driving positive social impact. Made for Good
provides them with what they need to grow –
business advice and support, access to sources of
funding and connections to others who can help.

Discover more
db.com/madeforgood
Follow
fb.com/dbCitizenship
@dbCitizenship
#dbMadeforGood

From creative enterprises to non-profit organisations
to social start-ups, we’re equipping these pioneers
for the long run.

This advertisement has been approved and/or communicated by Deutsche Bank AG or by its subsidiaries and/or affiliates (“DB”) and appears as a matter of
record only. Deutsche Bank AG is authorised under German Banking Law (competent authority: European Central Bank) and, in the United Kingdom, by the
Prudential Regulation Authority. It is subject to supervision by the European Central Bank and by BaFin, Germany’s Federal Financial Supervisory Authority,
and is subject to limited regulation in the United Kingdom by the Prudential Regulation Authority and Financial Conduct Authority. Details about the extent of
our authorisation and regulation by the Prudential Regulation Authority and regulation by the Financial Conduct Authority are available on request.
© Deutsche Bank AG 2017

Combating
cybercrime
Risks from external and internal threats
have evolved and cybercriminals have
become increasingly sophisticated. How is
the financial services industry keeping its
head above water? The answer lies in empowering
the frontline, says Brendan Goode

O

n 12 May 2017, the WannaCry
ransomware hit the news
headlines when large corporates
such as Spain’s Telefónica and the UK’s
National Health Service were infected.
The network infection vector, EternalBlue,
exploited a vulnerability in Microsoft’s
implementation of the Server Message
Block (SMB) protocol. Organisations that
had not installed a specific March 2017
Microsoft security update were affected
by the attack.
While Deutsche Bank and other banks
were not impacted, the fact that it
happened at all underlines the scale of
the threat and serves as a reminder that
as business has digitalised, it has become
more vulnerable. Cybercrime is now
estimated to cost the global economy more
than US$400bn a year and is expected to
rise to US$2.1trn by 2019.1
After Bangladesh
A particular wake-up call for the banking
sector was the attempt to steal US$951m
from Bangladesh’s central bank in February
2016 via 35 different money orders.
US$81m was lifted before being blocked
– a spelling error in a recipient account
sounded the alert. Malware had been
inserted into the bank’s computer systems
that observed legitimate transactions
before generating its own fake, fraudulent
transactions, which were then executed
via the global financial messaging system.
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Following this event, the Society for World
Interbank Financial Telecommunication
(SWIFT), an organisation whose financial
messaging network is used to send
and receive information about financial
transactions in a standardised and secure
environment, reacted promptly and
decisively to find a way they can help the
community that uses its network be better
positioned for security. CEO Gottfried
Liebrandt unveiled a Customer Security
Programme in a keynote address at the
14th annual European Financial Services
Conference in Brussels on 24 May 2016.
Today, this programme works with its
customers, with a focus on protecting and
securing local environments, preventing
and detecting fraud in commercial
relationships, and continuously sharing
information and preparing to defend
against future cyber threats.
“There will be a before and after
Bangladesh… this is a big deal and goes
to the heart of banking,” Liebrandt said.
He called for the industry to work together
with SWIFT “to reinforce the security of
our entire financial system”. He challenged
the banks: “SWIFT is not all-powerful,
we are not a regulator, and we are not a
policeman; success here depends on all the
stakeholders in and around the industry.
The security of our network remains our
key priority; the security of their own
environments has to remain (and for
some become) banks’ priority.”

RISK MANAGEMENT: CYBERSECURITY

xxx
US$400bn
a year
Current cost of cybercrime
(Lloyds of London)
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Figure 1: Controls across the Kill Chain of Attacks

Mitigating against attacks and exploits
Overlaying controls across the Kill Chain of Attacks

Description

Example

Key:

Security
monitoring

ID & access

System
integrity

Audits

Reconnaissance

Weaponisation

Delivery

Exploitation

Command &
control

Action on
objectives

Identify
weaknesses in an
organisation

Develop targeted
tools to exploit
weaknesses

Deliver malware
and exploit kit to
host

Spreading and
activation of
malicious code

Establish outside
communication

Identifying and
stealing data of
value

Social media
intelligence
gathering

Spear phishing
email sent to
targeted victim

Victim opens and
installs malicious
attachment

Malware is
installed on
victim’s device

Attacker
addresses
deployed scripts

Transfer client
funds to attacker

User
Endpoint
Databases
Source Code
Networks
Applications

Tighter direct relationships between
systems, stronger indirect relationships
arising from the activities of large
financial institutions in multiple systems
and broader commonalities such as
the use of common third-party service
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providers such as SWIFT and real-time
gross settlement systems (RTGS) have,
says a World Economic Forum white paper
(October 2016) “led to a complex web
of interconnections”.2
Attack sophistication is still growing.
Perpetrators are increasingly well trained,
highly professional and equipped with
all relevant resources such as computing
capacity, exploitation and masking tools.
In response, the financial industry has to
keep the right balance between security
and the need for allowing the market to
operate. This is a continuous challenge –
many transactions are processed in real
time and manually inspecting each one
is not a feasible option.
While there is no 100% security, many
breaches are already preventable with

Image: Marina Caruso, Ikon Images

Many breaches
are already
preventable with
good practices

The evolving landscape
The financial services industry is a highly
attractive target for cybercriminals, be
they individuals, organisations or even
linked to nation-states. The primary
motivation to attack is to make money,
and cybercriminals invest heavily in
developing capabilities to enable this.
This can be seen in the evolution of
attacks from ‘script kiddie’ attacks to
well-planned cyberheists in 2016 that
incorporated sophisticated custom
malware, persistence, counter-forensics
and money-laundering techniques.

RISK MANAGEMENT: CYBERSECURITY

There will be a before and after
Bangladesh... this is a big deal and
goes to the heart of banking
Gottfried Liebrandt, CEO, SWIFT

good practices. Ronald Dick, Chief of the
National Infrastructure Protection Centre
(NIPC) said that 80% of the issues the NIPC
responds to could have been prevented if
system administrators had been able to
download a patch and repair their systems.
Studies from cybersecurity product
provider Symantec show that more than
a third of data breaches are caused by
negligence or human error.
Kill Chain of attacks and Defense in Depth
Organisations can better prepare and
protect themselves by creating layers of
security, sometimes referred to as ‘Defense
in Depth’. The intent is to not rely on a
single solution or approach to security, but
instead reduce the potential effectiveness
of an attack by attempting to disrupt a
threat actor at different stages during an
attack. Threat actors carefully plan out their
attacks, often studying the victim and their
environment. When successful, they will
reuse the techniques again and sometimes
make them available on the black market.
Approaches such as ‘Defense in Depth’
are meant to reduce the effectiveness
of these attacks and make them less
appealing to use.
Figure 1 sets out a summary of a typical
cyber attack structure called the ‘Kill
Chain’, overlaid with controls at each
point. The Kill Chain describes the
phases of a successful cyber attack,
from ‘Reconnaissance’ to ‘Action on
Objectives’. The overlaid controls provide
a representation of how security can be
layered in ‘Defense in Depth’ throughout
IT systems to deter, detect and disrupt
the attacker from accomplishing its goals.
To mitigate threats, controls should be
implemented strategically at each stage of
the Kill Chain – so even if one control fails
to stop the attacker, the next control can
successfully mitigate an attack.
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User awareness
The first target of an attack is often still
the end user. All too often, human error
represents the weakest link in many IT
systems and threat actors continue to
target these users through phishing and
spam campaigns as way of gaining initial
entry into an organisation. These tactics
continue to be successful and many
advanced cyberattacks have used them
to gain a foothold into an organisation. In
response, significant efforts and attention
have been placed by governments,
security groups, media and private sector
organisations to raise awareness.
However, even as defences and awareness
have improved, threat actors have adapted
their techniques and increased their
sophistication. To continue improving
defences against these attacks, companies
must continue to invest in raising user
awareness and begin to transform users
into becoming the company’s strongest
link by making them an active part of an
organisation’s defences.3
Some successful user awareness
programmes try to drive a ‘do this’
rather than a ‘don’t do this’ approach. If
a user sees something suspicious they
should send it to the Information Security
Specialists straightaway, so they can get
it analysed – sometimes a user will be the
first person to encounter a threat. Even if a
malware campaign gets past the anti-virus
products on the first day, its effectiveness
can be significantly reduced or mitigated
the second day if users are vigilant.
Through doing this, the users can become
an important part of the security lifecycle.
No boundaries
Another issue is that the bad guys are not
limited by jurisdictional boundaries and
in fact they use this to their advantage.

Attacks are often launched in jurisdictions
with weaker cyber laws and often against
a target in another country. This should not
deter an organisation’s ability to defend
against the threat, but it does complicate
law enforcement actions once attribution
is established.
To improve collaboration, Deutsche Bank
cooperates with other members of the
financial industry, the technology sector,
regulators and law enforcement across
the globe to support the collective effort to
combat cybercrime. The bank is actively
involved in global and regional sharing
initiatives such as the FS-ISAC, the Cyber
Defence Alliance in the UK and the Cyber
Security Sharing & Analytics in Germany,
to name just a few. Through these
relationships, we strive to improve overall
awareness of ongoing threats and to be
better prepared to more quickly respond
when there are attempted large breaches.
As we move forward, the financial industry
may need to continue to evolve its defences
to safeguard its environment and to protect
their assets. However, this cannot be done
in isolation. There needs to be a collective
effort to combat cybercrime. We all need
to maintain good security hygiene and to
continue to educate our users to make them
the strongest link.
Brendan Goode is Deutsche Bank’s Head
of Information Security Operations and the
Regional Chief Information Security Officer
for the UK and Ireland

Sources:
1
See http://bit.ly/2vLCEq3 at forbes.com
2
See http://bit.ly/2vPqvkE at weforum.org
3
See Janine Durbin’s practical points on cybersecurity
management at http://bit.ly/2vBeFcH
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Cross-currency clues
As technology pushes supply chains to parts of the world not
reached before, corporate treasurers are faced with unprecedented
foreign exchange risk. Johnny Grimes and Cara Renze demonstrate
how harnessing big data is a must-have in today’s global economy

C

hanges in value of domestic currency
against a foreign currency is one
of the many strategic challenges
for corporate treasurers that remains
consistently on the risk management to-do
list. These values have, historically, been
very volatile and exchange risk not only
affects buyers and sellers of goods and
services overseas, but also those investing
in fixed assets such as factories or property.
According to the most recent Deloitte
Global Corporate Treasury Survey (June
2017), more than half of the 200 corporates
surveyed confirmed that foreign exchange
(FX) volatility is a top issue.1
Propelled by challenges such as political
turmoil and an evolving regulatory
landscape, the impact of it on business
remains a point of focus, as does the
subsequent ability to measure and
account for it.

In an earlier FX survey by the same firm,2
nearly 60% of respondents reported lack
of visibility over FX exposures and reliability
of forecasts, as well as a concerning
manual nature of exposure quantification.
“Without accurate measurement, risks
cannot be managed effectively and, hence,
value erosion from negative currency
rate movements cannot be minimised.
Organisations should prioritise appropriate
investment to improve and automate
exposure capture and analysis processes,”
said the report.
March of the supply chains
As supply chains reach into new markets,
cross-currency flows are becoming an
intrinsic part of the day-to-day payment
processing routine for most organisations.
However, operating outside core, known
currencies can prove problematic for many
of them. It is also worth noting that choice
of currency is not always available when
a contract is negotiated, and developing
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countries may insist that their trade is
conducted in a hard currency such as
US dollars.3
Take the example of a large, multinational
retail group headquartered in Europe.
Although much of its revenue and
infrastructure has been historically
euro-denominated, movement in online
purchasing has taken the business into less
liquid and more volatile markets where
FX risks need active management.
Three aspects of the payment workflow
keep its treasury team, and many more like
it, awake at night:
1.	Centralising the multi-market FX
payments and receipts;
2.	Ensuring the best FX execution; and
3.	Coming up with the right hedging
strategies for income and liabilities.
Stringent FX management is not merely
a tool to protect against the balance

sheet impact but also as a contributor
towards commercial growth. For as long
as lingering inefficiencies within the
workflow exist, they will increasingly prove
detrimental to long-term business goals.
Strategic perspective
The Business of Treasury 2017 report,4
based on responses from 196 members
from the Association of Corporate
Treasurers, revealed that the time qualified
treasurers are spending on strategic
issues (rather than operational ones) has
risen from 24% in 2013 to 40% in 2017.
Therefore, as the expectations of treasury
delivery grow, so do the expectations they
place on their banking partners.
In short, corporate treasurers are looking
to their banking partners to deliver against
two core elements: consistent, global
executions and data to facilitate visibility
into the markets in which they operate.
“More than ever, our clients are asking

Figure 1: Challenges and risks
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RISK MANAGEMENT: FX

their banking partners to leverage global
networks and cross-divisional expertise to
deliver services which remove friction or
roadblocks within the workflow, optimising
aspects of FX execution ranging from access
to cross-border, low-value clearing to simple
transparency of rates,” observes Kaushik
Shapiria, Head of Deutsche Bank’s GTB FX.
Processing power
Returning to the example of the European
online retailer and their cross-currency
transactions flows, common, yet significant
challenges persist (see Figure 1).
In summary, these are:
1. T
 he ability to access a wide range of
currencies without holding multiple
currency accounts or relying on the
beneficiary bank for conversion;
2. M
 anagement of the conversion and
settlement process, with respect
to FX pricing execution and access
to the market when it is open to
optimise liquidity;
3. N
 avigation of local market requirements,
such as documentation and purpose of
payment details; and
 econciliation – automated management
4. R
of incoming receipts (conversion
and crediting).
Across individual payments, extra processing
time or a gap in visibility may not seem
overly problematic, but multiplied against
thousands of payment runs a week, the
consequences can be severe.
As the potential of technology grows
and the processing power of payments
and dealing platforms becomes immediate,
the expectation of service is evolving so
that critical parts of the FX transaction
lifecycle are developed to consistently
and transparently execute, eliminating
unnecessary effort, costs and
operational risks.
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These integrated, automated, straightthrough-processing (STP) solutions
must provide:
• Flexible processing wherein preferred
currencies can be accessed as required
and payments can be executed against
real-time rates within market hours;
• Confidence in ability to scale without
risk of lowered standards and quality;
• Enterprise-wide, in-depth FX risk
management capability and policies; and
• Transparency, control and compliance.
Devil in the data
With increased focus on cost management,
shareholder return and compliance, clients

Visit us at
db.com/flow

Stringent FX
management is
not merely a tool
to protect against
the balance sheet
impact but also as a
contributor towards
commercial growth

are increasingly expecting their banking
partners to use the potential of ‘big data’ to
provide transparency into their FX activities
and provide grounding for related strategic
decision-making.
Let us take the example of a global shipping
and logistics company with significant
trade flows between Europe and Asia.
Through four segments of data analysis, this
corporate could easily identify an opportunity
for workflow efficiencies and cost reductions:
1. H
 ard currency analysis. This is the
alignment between currency flows and
beneficiary countries. Where there was
an identified mismatch (payments in
non-local currencies), the client could
then decide if the flow was necessary
or required amending. Payments in
non-local currencies often come with
higher costs due to conversion fees and
embedded FX buffers.
2. T
 ransaction optimisation analysis. This
identified where the beneficiaries were
being paid in multiple currencies to the
same account.
 market hours analysis revealed
3. A
that more than 90% of their flows into
Asia capital controlled markets were
remitted outside of local market hours,
thus incurring overnight fixed rates.
These rates factor in potential FX market
movements until the onshore local
market reopens (causing the bid-ask
spread to widen).
4. A
 transaction cost analysis provided

insight into executions and rates,
providing the client with data on
expected versus achieved performance.
In delivering tailored, client-specific analysis
spanning behavioural, operational and
FX workflow, treasury partners are better
equipped to take more effective decisions
about where, when and how they can most
effectively manage their FX.
Tomorrow’s treasury
With clients already reaping the benefits
of these types of emerging analysis, foreign
exchange risk management is becoming
ever more embedded into the core workflow
of modern-day corporate treasury operations.
Automated solutions and data-driven insights
such as these are fundamental in providing
treasurers with confidence in their crossborder, cross-currency payments
and receipts.
Johnny Grimes is Director of GTB FX Sales and
Execution and Cara Renze is Assistant Vice
President of Corporate Cash Management at
Deutsche Bank

Sources:
1
Available to clients and due for publication on
https://www2.deloitte.com
2
See http://bit.ly/2bXuEHB at deloitte.com
3
See Chapter 13 of the London Institute of Banking
and Finance Guide to International Trade and Finance
(2016)
4
See http://bit.ly/2xD2b2F at treasurers.org
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Logical step
or convenient
marriages?
Change is afoot. Banks and financial technology companies
are becoming partners in collaboration and some banks
have started to acquire stakes in the dynamic sector that
has challenged the status quo in recent years. Neil Fredrik
Jensen discusses the growing appetite for blissful union

But the mood is now very different. Banks
who were, initially, in denial that fintechs
posed a challenge to their long-standing,
and largely unquestioned, approach to
financial services are now embracing the
idea that they need to rethink their models.
They are now aware there is another way
to serve their customers.
At the same time, fintechs have
recognised that banks, despite some of
their shortcomings, have the clients, the
relationships and the long history of being
at the heart of the financial system. While in
the past, the chutzpah of the fintechs made
bankers feel uneasy, the two sides have
exchanged olive branches and are finding
ways to work together and, ultimately, form
mutually reinforcing partnerships.
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The tipping point
If the fintechs wanted to disrupt the old
order and challenge the status quo, they
certainly succeeded. But clients still place
a lot of faith in the banks, despite a system
that has creaked at the seams. That may
frustrate some provocateurs, who felt that
they could steal the lunch of the banks, but
in the post-crisis environment people have
not left banks in their droves. That said,
research by DeNovo1 suggests that 30%
of consumers are considering using nontraditional financial service providers.
Banks do realise that we may be at a tipping
point, though. In a recent survey by PwC,2
around 88% of legacy banking organisations
said they were concerned about losing
revenues to financial technology companies,
notably in areas such as payments, lending
and money transfers. Market watchers
anticipate that up to a quarter of current
revenues could be at risk – that’s a
substantial chunk of business.
So, how have banks reacted to this news?
According to the PwC survey, 50% of
financial services firms worldwide plan to
acquire fintech startups over the next five
years. Many see this as a logical move given
the increasing digitalisation of the banking
industry. At Money2020 in Copenhagen

earlier this year, bankers were talking
with excitement of a new phase for the
industry. Barclays UK’s CEO, Ashok Vaswani,
enthused about the way his bank was being
transformed, while Barclays’ former CEO
insisted that, after a period in which banks
threw people and resources at technology
projects, clients were now demanding
genuine transformation of the banking world.

xxx
88%

of legacy banking organisations
worry about losing market
share to fintechs
(PwC survey sample)

The developing trend
Deutsche Bank is one of a number of
banks kick-starting a trend that looks set to
snowball, forging links with fintechs. On
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lobal business will always keep
evolving, creating new models,
making others redundant and
opening up new possibilities. The successful
companies in corporate history have helped
drive evolution, while others have become
victims of shifting sands. The banking
industry has been confronted with the
prospect of existential change in the past
few years, with the spectre of the muchdiscussed fintechs sending some bankers
into something of a tailspin.

TECHNOLOGY: FINTECH

The winners in this age of
disruption could be the banks
with the best fintech portfolios
Joerg Hoerster, TrustBills

brand suitability and, equally
important, common ground from
a cultural perspective.

4 April, it announced the acquisition
of a 12.5% share interest in the
receivables auction platform TrustBills.
CEO Jörg Hörster explains that the
company’s goal is to become the definitive
receivables marketplace for companies of all
shapes and sizes. “Deutsche Bank, as one
of the top trade finance banks in the world,
adds credibility and gravitas to TrustBills. It
also shows that the bank is looking far into
the future, which bodes well for its digital
transformation and its commitment to
fintech partnerships,” says Hörster.
TrustBills represents Deutsche Bank’s first
material foray into the fintech market and is
recognition that digitalisation will impact all
areas of business. Daniel Schmand, global
head of Trade Finance at Deutsche Bank,
acknowledges the part that technology
will play in the future landscape. “Our
investment in TrustBills very much plays to
our strategy and we quickly identified that
their offering is very complementary to our
own trade finance operation.”
If that sounds like a ‘nice fit’, then it also
mirrors what’s happening across the
industry. Any tie-up between banks and
fintechs has to tick many boxes, notably
tech and market compatibility as well as
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The first two elements are relatively easy to
overcome. Some banks have struggled with
their technology, although this is less to do
with a lack of financial commitment and
more attributable to the number of repairs
and patches they have undertaken down
the decades. Conversely, technology is a
core strength for fintechs, so this provides
a very good reason for breaking bread
together. Likewise, market compatibility
should be relatively easy to achieve, given
both banks and fintechs are working in
the same sphere of business. By identifying
areas that could benefit from the fintech
ethos of ‘solutions for the underserved’,
banks can partner with creative new
arrivals that can help them realise
untapped potential in a specific market.
Challenges
Bringing together brands and cultures
could be more challenging, but these
things are not insurmountable. Essentially,
banks are aware they have to move on
from a world where they had a captive
audience – any thoughts of complacency
have certainly been consigned to the past.
Fintech people are undoubtedly different
from the staid image of the banker perched
behind his or her desk. However, bankers
have been defecting to the fintech industry
for some time, so crossover is already
taking place. Furthermore, a new generation
of bankers from all corners of the world,
inspired by technology, globalisation and
socio-economic changes, is coming
through the ranks.
While the brands of a bank and a
precocious fintech may appear to be

unlikely stable-mates at first glance, they
can both offer each other significant
benefits. Banks gain from the technology
savvy and agility of the fintech and they, in
turn, offer their partners the chance to grow
their brand faster and deeper than if they
were alone.
Michael Spiegel, Deutsche Bank’s Head
of Cash Management and Germany
Country Head, Global Transaction Banking,
believes that the wave of partnerships, joint
ventures and collaboration has only just
started. “I have said for a while that we are
approaching an inflection point and the
current trend of bank-fintech partnerships
is indicative of this. Ultimately, we have a
common goal and that is to provide a better
service for our clients. Bringing together the
expertise of banks that have been operating
for many, many years, with the fresh
thinking and innovation of the fintechs is a
win-win situation for everyone, but mostly
for the customer.”
TrustBills’ Hörster sums up how the fintechbank dynamic could play out in the coming
years. “It is perfectly feasible that the banks
we consider to be the real winners when we
come through this period of acute disruption
will be the ones that have the strongest and
most effective fintech portfolios. That’s how
important this trend could be for the sector.”
Neil Fredrik Jensen is a freelance
financial journalist and former Co-Editor
of Deutsche Bank’s flow magazine

Sources:
1
DeNovo Fintech Focus, A La Carte Banking: Fintech’s
largest threat to bank profits, March 2017
2
PricewaterhouseCoopers LLP, Redrawing the Lines:
Fintech’s growing influence on financial services,
April 2017
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A kind
of magic
Elly Hardwick swapped her
job as fintech start-up boss
to become head of
innovation at a global
bank. She reflects
on how channelling
investment, creativity
and expertise in
partnership rather than
competition makes the
pie bigger for everyone

APAC fintech solutions
and services revenues by
2020 (Frost & Sullivan)
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TECHNOLOGY: INNOVATION

H

aving spent the past five years as CEO
of a fintech start-up working with the
world’s largest banks, I can safely
say that the zero sum game of banks versus
fintechs debate has moved on – both sides
have matured in the way they deal with
each other. Today, conversations are much
more about partnership, collaboration and
enablement. Both realise they are better
off together.
A kind of magic
So, most banks, when thinking about
innovation, have deployed specific
initiatives to help them bring in some of
that fintech magic from outside, whether
in search of cultural change, investment
returns, or simply cutting-edge technology.
There’s a wide range of different models,
ranging from:
•	Incubators and accelerators (and by
the way, those two terms are very
frequently confused) where established
firms provide infrastructure, expertise
and sometimes also capital to grow
concepts into business plans and
business plans into companies;
•	Corporate venturing and principal
investment, where firms take equity stakes
in – in the first case – early stage, and in
the second case – more developed and
generally profit-making companies; and
•	Labs, for both research and development
and technology transfer.
Now, it’s not obvious that any one model is
inherently superior to the other, and these
models are also not mutually exclusive,
although I’d argue that focus is required to
ensure these initiatives have sufficient toplevel sponsorship. The key is that innovation
does not happen in a vacuum, it happens
relative to something, and so the model
chosen must fit with the reality of
the organisation you’re trying to change.
Demand driven
In the specific case of Deutsche Bank, we
opted around two years ago to establish
a global network of innovation labs, with
presences in New York, Berlin, London and
Silicon Valley, and it is hugely gratifying to
see the cross-pollination between the labs.
Thinking about the innovation ecosystems
themselves, the Silicon Valley ecosystem
was arguably the first, and emerged because
there was critical mass of technologyfocused universities conducting leadingedge research and producing entrepreneurial
graduates. Because of that, companies
came with money to invest in new ideas.
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While, of course, there will always be tech
entrepreneurs to be found anywhere in
the world, hubs can generate a positive
innovation cycle that becomes selfsustaining. Governments play a significant
role in this too and we are seeing the
emergence of new hubs, as funding is
poured into establishing hubs in places
such as China and Singapore.
In general, we find highly localised
ecosystems bring together entrepreneurs
with customers and, critically, sources
of funding. This seems to be the key to
success in areas such as Silicon Valley, Tel
Aviv, Beijing and Berlin, as well as in more
established financial centres like London
and New York. Asia, in particular, is a rapidly
growing centre of entrepreneurial activity.
Frost & Sullivan research indicated that
the region is seeing more venture capital
fintech investment than the US or Europe.1
Why? Because of proactive government
involvement in building new fintech hubs.
Ajay Sunder, Frost & Sullivan’s VP of Digital
Transformation, noted: “Digital payments
will remain the largest segment, primarily
driven by mobile payment solutions, while
blockchain will not remain limited to
financial services.”1

We have a
strong demandled agenda...
Innovation is not in
itself a customer
Applied innovation
Our job in Deutsche Bank Labs is to catalyse
the adoption of new technologies by the
bank. We do this by identifying and bringing
on board companies and solutions that
would not otherwise have reached us. You
could call this applied innovation. So, in
practice our innovation labs do three things:
•	We are the ‘eyes on stalks’ that help
Deutsche Bank understand how
technology is developing and infer
likely future development.
•	We act as connectors between the fintech
ecosystems – hence the locations of the
labs – and the bank itself.
•	We are an offline environment where
concepts and technologies can be
rapidly tested and iterated.

So why does this model make sense for
Deutsche Bank? There are several reasons:
•	It delivers near-term results and has
a relatively high hit rate, although by
definition, not every project we take on in
a lab will succeed.
•	We’re positioned across Deutsche Bank’s
business divisions, allowing us to identify
common demand and leverage.
•	We have global reach in close proximity to
start-ups, so that we can bring a start-up
from almost any location in the world to
the relevant part of the business.
I’m often asked which areas of technology
we’re most focused on and it’s fairly easy to
trot out the usual list, including blockchain,
cloud technology, cybersecurity, regtech,
artificial intelligence and machine learning.
Of course we are working on all of these
areas, but I dislike this listing of technologies
as a driver of the strategic agenda, as it fails
the test of being driven by the business.
What I’d prefer to say is that we have a
strong, demand-led agenda; we focus on
the application of technologies that have the
biggest impact on Deutsche Bank’s bottom
line. Innovation is not in itself a customer.
Successes have included the adoption of
natural language processing tools in support
of compliance and sales functions, webbased news and analysis services to support
credit risk officers and robotics software to
enhance bank reconciliation processes.
Working together
As I outlined at the beginning of this
article, fintechs and banks can ‘meet in the
middle’ to make it easier to do business.
My ambition is to make Deutsche Bank the
first place a fintech company would think
of going to partner, and to do this we are
focusing sharply on what we can offer as a
value proposition to start-ups.
An unavoidable reality of financial services
is that we’re a highly regulated industry,
and because of this we have a set of core
requirements, from information security to
compliance policies, that every one of our
vendors, for very good reasons, must be able
to meet. However, we can do more to help
small companies by being clearer about both
the requirements and the process we go
through to evaluate them.
Elly Hardwick is Head of Innovation
at Deutsche Bank
Source:
1
Frost and Sullivan research published November
2016. See http://bit.ly/2vvZmCB

67

Open borders,
open minds
As India looks to digital solutions to improve its ease of doing business
rankings, flow talks to members of the Deutsche Bank transaction banking
team about how they are rising to the challenge

The Deutsche
Bank view
India’s digital story serves as a reminder
of how our core pillars of transaction
banking – trade finance, securities
services and cash management – have
been enhanced by developments such
as electronic bills of lading, TARGET2Securities, SWIFTgpi and CIPS in China.
Other digital-based initiatives will no
doubt follow.
At the same time, the number of
MNCs and institutional investors doing
business in Asia and dealing with Asian
banks for their business has grown,
while new fintech market entrants,
regional banks and global providers
have forced transaction banks like
ours to rethink their operating models.
What are we doing about it? We’re not
sleeping through the revolution, that’s
for sure and this is not a zero-sum
game. We are working with clients,
fintechs and regulators to deliver our
services all through the value chain –
cash, trade, working capital and FX.
Lisa Robins is the Head of Global
Transaction Banking, Asia Pacific
at Deutsche Bank
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TECHNOLOGY: DIGITAL INDIA

So how can the government’s vision
be achieved? As Modi recognises,
digitalisation will play a key role. His
ambition is to “take the nation forward –
digitally and economically”.4
Easing business and reducing costs
A 2017 study conducted by The
Confederation of Indian Industry and the
Danish shipping giant Maersk indicated
that as much as 38% to 47% of total
transportation and logistics costs in
India comprise the indirect costs of trade
(including non-essential paperwork). The
study concludes that a reduction of these
costs by a mere 10% could generate
additional revenues of up to US$5.5bn –
and boost exports by 5–8%.5 One obvious
means of driving down the indirect costs
associated with trade is digitalisation.
Digitalisation initiatives abound
Thankfully, the Indian government
recognises the importance of

Nominal GDP

Real GDP growth (2015–2020 avg)

digitalisation. In July 2015, the ‘Digital
India’ campaign was launched, focusing
on three key components: improving
digital infrastructure, increasing access
to digital services, and increased digital
literacy (see Figure 2 on page 70).
“The campaign is driving change across
the economic, social and political
landscape in India,” states Anjali
Mohanty, Deutsche Bank’s Head of Global
Transaction Banking India. “The ultimate
goal is to create a digitally empowered
and economically enriched society, and
a knowledge-led economy.”
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But, while India’s economy is growing,
India’s Prime Minister, Narendra Modi,
dreams bigger. His resolve is to increase
India’s exports of merchandise and
services to US$900bn by 2020, and to
make India the most open economy in the
world.2 In respect to the latter, India still
has some way to go: the World Bank’s
‘Ease of Doing Business Survey’ ranked
the country as low as 143rd in terms of
international trade.3

Figure 1: Nominal GDP and expected GDP growth (%) in major economies

% growth

I

ndia has gone a long way towards
reclaiming its historic place as one of
the world’s leading traders. Since 2011,
it has traded more with the rest of the
world than China. The latest government
figures, released in September, show
that exports have been growing for 12
consecutive months – totalling US$24bn
for August 2017.1 This is having a
significant impact on GDP: no country
with a GDP above US$1tn is expected to
grow as fast as India over the next five
years (see Figure 1).

Source: Deutsche Bank Global Markets
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The hidden cost of India’s trade
accrued from transport and red
tape inefficiencies
(CBI and Maersk)

As part of this campaign, a number of
initiatives are already driving change in
the trade space. Take, for example, the
government’s recent ‘e-way’ initiative,
which now requires all goods transported
within the country to be registered on an
online central database. By removing time
for paper document inspection at state
borders, this initiative has cut transport
times drastically. For example, where it
previously took in excess of 32 hours to
transport goods from Mumbai to Delhi,
it now only takes 25.

69

1.	Digital infrastructure – The
government’s aim is to develop an
inclusive, ‘well-connected’ nation.
Initiatives include bringing ‘Broadband
highways’ to rural India and “universal
access to mobile connectivity.”
There remain around 55,619 villages
in the country that do not have
mobile coverage.

delivery of services by trade
regulatory/facilitating agencies;
•	The e-Biz programme to enable fast
and efficient access to Governmentto-Business (G2B) services and
reduce unnecessary delays in the
regulatory processes required to
start and run businesses; and
•	The e-Sign programme, an online
electronic signature service that
allows an Aadhaar holder to
digitally sign a document.

	India is also the first country in the
world to have provided each of its
citizens with a 12-digit unique identity
number – an Aadhaar – based on
their biometric and demographic data.
As of August 2017, 99% of Indians
aged 18 and above had been enrolled
on Aadhaar.

3.	Digital empowerment of citizens –
Modi sees digitalisation as a leveller,
empowering citizens and cutting
across demographic and socioeconomic segments.

2.	Digital governance and services
on demand – The aim is to reform
government through technology and
by ensuring government processes
are carried out in a more efficient
and transparent manner. The Indian
government has 31 projects active
under the National e-Governance Plan.
These include:
•	The e-TRADE programme for
efficient, transparent and secure

	Initiatives under this third ‘vision’
include ‘information for all’ – the
development of an open data platform
to facilitate open and easy access to
government information for citizens.
The Indian government has also
initiated an IT for Jobs Programme
focused on providing training to young
people in the skills required for availing
employment opportunities in the
IT/ITES sector.

Digital tools can reduce
complexities and delays
in the supply chain
Anjali Mohanty, Head of Global Transaction
Banking India, Deutsche Bank

Another example is the Reserve Bank of
India’s (RBI) authorising three entities to
launch their respective Trade Receivables
Discounting System (TReDS) – a digital
platform through which small businesses
can get access to working capital
financing by auctioning their trade
receivables from large corporates.
For India’s smaller companies that have
historically struggled to obtain adequate
funding – particularly in terms of their
ability to convert their trade receivables
into liquid funds – TReDS is an extremely
important initiative. It provides easier
access to funding at a competitive price,
in turn helping to bolster the trade and
supply chain ecosystem.
As Mohanty notes: “Digital tools can
reduce complexities and delays in the
supply chain, and offer clear benefits
for companies in terms of transparency,
ease of doing business and speed
of settlement.”
Rising corporate demand for
digital efficiencies
It’s not just the Indian government
that is looking to bolster trade through
digitalisation. Major companies in India,
such as Reliance Industries, are also
investing heavily in the digitalisation of
their trade processes. And they are looking
to their banking partners for support.
As Mohanty comments: “The role of
treasurers has increasingly become
more strategic. They are looking to their
bankers for solutions that are business
enablers and that will help future-proof
their business.”
Shyamal Malhotra, Deutsche Bank’s Head
of Trade Finance Sales for India, adds that
the bank is certainly witnessing increased
demand for digital trade services covering
the full spectrum of activities, from letter
of credit issuance, to discounting, to
receivables finance.
Cross-border import payments prime
for a revamp
Mohanty and Malhotra confirm that
another area of the trade cycle prime
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Figure 2: The Digital India vision
and its key initiatives

TECHNOLOGY: DIGITAL INDIA

for a digital revamp is cross-border
import payments.
Historically, upon presentation of required
documents and information to customs,
a paper bill of entry was issued if the
authorities were happy that all was
present and correct, which would then be
taken by the client along with commercial
documents, such as the invoice and
transport documents, to the client’s bank
in order to initiate the payment (after
further verification and due diligence by
the bank). It’s fair to say that this is not a
simple or cost-efficient process – and this
is without even considering the possibility
of discrepancies with the documentation.
That process changed in late 2016, when
the government, working with the RBI,
introduced a new initiative allowing
the bill of entry to be created digitally
at the customs office and uploaded
automatically to an application known as
an Import Data Processing and Monitoring
System (IDPMS). The information is then
sent electronically to the importer’s
remittance bank of choice. Once the
import data became available on an
authenticated platform, it was possible
for banks to enhance their customer
experience by going paperless for open
account import payments.

payments, by checking them against
details made available by the client on
TradePay, eliminating the need for clients
to share any physical documentation at all.
Jain concludes that such seamless import
payments would have, only a few years
ago, been considered “an impossible
dream”. But India is now daring to
dream – and to realise those dreams. It
will be interesting to see how the Modi
government continues to push ahead
with its increasingly open borders, and
how digitalisation acts as a core driver
of efficiency and trade flows.
Note: Forecasts are based on assumptions,
estimates, opinions and hypothetical
models or analysis which may prove to
be incorrect

Sources:
1
See http://bit.ly/2x2Fo2L at pib.nic.in
2
See http://bit.ly/2eJEXQh at financialexpress.com
3
See http://bit.ly/1zt4P40 at digitalbusiness.org
4
See http://bit.ly/1KETk1m at digitalindia.gov.in
5
See http://bit.ly/2wcoD0t at economictimes.
indiatimes.com

Figure 3: TradePay
illustration of paperless
import payments
Step 1: Data sharing
The invoice-level data can be
provided either by the client from
its ERP or provided by the bank by
extracting directly from IDPMS for the
transactions logged against Deutsche
Bank as designated bank. The data is
then enriched by the client to meet
regulatory requirements, validated by
Deutsche Bank and converted to a
payment-ready state.
Step 2: FX booking
Clients can book FX contracts either
electronically (using Autobahn FX or
FX4Cash) or through Voice channels.
The contract numbers are updated in
TradePay by the client.
Step 3: Payment authorisation
The payment authorisation can be done
on TradePay or via the importer’s ERP.

Sunil Jain, Vice President Trade Product
Development at Deutsche Bank, observes:
“It has substantially reduced the client’s
efforts in handling and submitting trade
documents, substantially reducing the
turnaround time.”
He adds that a treasurer or CFO can
now log into their banking portal and
access a real-time overview of all their
pending import payments and authorise
them at the touch of a button. Their
bank, meanwhile, which previously
would have requested piles of physical
documentation, can make instant checks
with the regulatory information, do the FX
conversion and execute the payment.
Deutsche Bank, through its TradePay
system, to take one example (see Figure
3), uses IDPMS data to verify the import

Visit us at
cib.db.com
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Charity
begins at
work
Cliff Oswick explores corporate
giving and considers the potential
impact upon workplace morale
and employee engagement

C

orporate giving is a big business.
In their annual report Giving
in Numbers, the Committee
Encouraging Corporate Philanthropy (CECP)
(a coalition of more than 150 CEOs from
the world’s largest companies) identified
that the aggregate level of corporate giving
by large corporations in 2016 was just over
US$24.5bn. This level of philanthropy is
clearly good for recipients. But is it good
for the givers? The CECP report, which
surveyed 272 world-leading organisations,
asserted that charitable giving, as a form
of societal engagement, constituted a
“new source of competitive advantage”.
Specialist consulting firms who help
corporations to hone their ‘giving strategies’
have also asserted that well-planned and
focused forms of giving can increase sales
and strengthen customer brand loyalty.
Beyond these externally facing benefits,
the internal effects are perhaps less well
understood. Does corporate giving improve
organisational morale and enhance
employee engagement? If so, how and
why? And what approaches work best?
Fifty shades of giving
Large cash donations and community
fundraising initiatives remain firm favourites
on the corporate menu. One recently added
offering is ‘gift matching’, where donations
to charities by employees are matched by the
employer. This form of giving is becoming
more prevalent, with almost two-thirds of
Fortune 500 companies offering matching
programmes. Unlike large donations and
community initiatives, which are largely
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‘top-down’, gift matching is ‘bottom-up’
insofar as it is employee-instigated.
A recent study by Michael Norton, a
professor at Harvard, shows that: “Involving
customers or employees in charity decisions
can help to boost sales or job satisfaction.”
This involvement arises in gift matching
because having some personal discretion
over which charity is supported and how
much to give means employees feel invested
and connected to the giving process.

Far too often we
associate giving
with giving cash
There is also a sense that the company is
actually supporting them as well as their
chosen charity. Not surprisingly, because
employees simultaneously feel supported
by the company and empowered to make
choices, greater levels of commitment
and engagement are associated with this
form of giving than the more traditional,
management-instigated alternatives.
Avariciousness or altruism?
Rob Goffee and Gareth Jones, two
professors at London Business School,
wrote a book titled Why Should Anyone Be
Led By You? where they talked to hundreds
of leaders and followers within the business
world in an attempt to answer that question.

They found that followers want leaders to
be value-driven and authentic. Arguably,
this has implications for corporate giving.
Employees are more likely to ‘buy in’ to
charitable initiatives if they feel that the
company’s motives are focused on ‘doing
good’ (ie helping worthwhile causes) rather
than ‘doing good business’ (eg for PR
purposes). If corporate giving is perceived
by the workforce to be about adding to the
bottom line while claiming to be altruistic, it
is seen as cynical and inauthentic behaviour
and, as such, it is likely to have an adverse
effect on employee engagement. This
doesn’t mean that there shouldn’t be some
indirect benefits to companies engaging in
giving – but it does mean that the company
should not see charitable work as a form of
strategic investment.
Thinking outside the (charity) box
Far too often we associate giving with
giving cash. And, more specifically, we
think about giving money to charities. Kurt
Hoffman, former director of the Institute for
Philanthropy, suggests: “Money is the least
valuable social change asset.” Donating
skills and expertise and utilising company
resources can often be far more effective
than cash donations. Caroline Fiennes,
author of It Ain’t What You Give, It’s The
Way That You Give It, offers the examples
of TNT, who got aid to communities
affected by the South Asian Tsunami far
faster than any NGOs, and how Coca-Cola
used trucks and its logistics network to
distribute condoms and educational leaflets
to remote villages in Africa to combat
the spread of HIV and AIDS. These are
illustrations of the power of non-financial
forms of support. They are also illustrations
of how people in need can be helped
directly rather than through charities as
giving intermediaries. Directly helping
deserving causes can have a galvanising
effect upon organisational stakeholders,
because seeing the direct impact upon
recipients’ lives creates a sense of
collective purpose, meaningfulness
and community.
In conclusion, companies should reflect
upon how and why they engage in
philanthropic activity. In particular, they
might ask if they are doing it for the right
reasons, seek to encourage and embrace
employ-led initiatives, and try to leverage
non-financial forms of giving.
Cliff Oswick is a Professor in Organisation
Theory at Cass Business School, City,
University of London

DEUTSCHE BANK PEOPLE

In person:
Telixia Inico
One of Deutsche Bank’s mentees through its award-winning
CSR Made for Good campaign talks to Claudia Coppenolle
about the transformational power of social enterprise

The Truth Sessions

A

s one of the UK’s leading community
enterprise charities, Hatch helps to
turn start-ups into sustainable and
scalable enterprises in the London boroughs
of Lambeth and Southwark; areas of the city
particularly affected by deprivation and high
unemployment. Deutsche Bank helps Hatch
by providing business mentors and funding
as part of the bank’s global enterprise
programme Made for Good, which
supports the success of pioneering ideas
and business models to help drive positive
change in society.1 Claudia Coppenolle is
one of those mentors and this article is
based on a recent interview she conducted
with one of Hatch’s cohort members of
the 2017 enterprise incubator programme,
Telixia Inico.
A poet,2 and founder of The Truth
Sessions, Inico is passionate about helping
people from undervalued communities.
Her enterprise connects artists and
entrepreneurs with the support to build their
dreams, and provides workshops that help
with personal development, confidence
and self-expression, with some of these
delivering in schools and for other charities.
Passion into pay
“I am from Brixton, South London, a
community which, once upon a time,
people would have considered undervalued.
Affected by high unemployment and crime,
growing up here was a struggle and a lot of

Visit us at
db.com/flow

people seem to find it hard to see a purpose
in life. I used to be one of these people. Life
was challenging, but one day I decided that
instead of accepting my ‘fate’ and being a
product of my environment, I would push
back and use it to my advantage. That’s
when I decided to take my passion for
poetry seriously and became an earning
artist, writing about real life struggles.

cost or gaining partnerships that will help
run our services. There is, frankly, a certain
amount of support you need if you want
to make a change and to be able to support
your community. Don’t get me wrong,
I want The Truth Sessions to run as a
business, be self-sustainable, but as a nonprofit we also depend on donations and
third-party funding.

“I very quickly realised that getting the
necessary support needed to promote
my work and market myself properly was
almost impossible. Seeing my art become
suppressed, not being able to turn my
passion into a pay cheque and seeing
others go through the same thing was what
eventually triggered my decision to set up
my own enterprise.

“It is not always easy going and people often
ask me why I do it. And the simple answer
is: giving back is a major part of who I am.
I’ve lived in Brixton all my life and I’ve seen
all the changes, the good ones and bad
ones. Everything I learned was from growing
up in Brixton. Home is, they say, where the
heart is and seeing people from Brixton
having a real chance at developing their
dream is what we want to be a part of. In
everybody that we have helped I see myself,
and that is what motivates me to keep
going. I hope that in the longer term this can
also be achieved in other communities in the
UK and around the globe.

“The Truth Sessions is South London’s
first and only non-profit creative agency
that provides creatives, young people,
community organisations and small
businesses with the set of tools they require
to build their brands and client bases at
affordable prices allowing them to take their
passions to the next level.
“Our services range from photo shoots to
branding workshops and were put in place
to support the personal and professional
growth of individuals. My mission is to
break down social and economic barriers
through the arts, paving the way for the
next generation.”
Survival and giving back
“Running a company is, of course, not easy.
I think, like most community enterprises, we
face various challenges. Be it understanding
and acquiring funding – whether that is via
government or private investment, getting
access to flexible office space at affordable

“The Truth Sessions was birthed through
the love of seeing people excel within the
very thing they are truly passionate about.
If everyone would just help a little, we all
could gain so much. As I keep saying to
people, ‘The universe pushes all living things
to be magnificent, don’t be mediocre in a
world that allows all stars to shine’.”
Claudia Coppenolle is Head of Market
Management Cash Client Connectivity &
Digital Products. See hatchenterprise.org,
thetruthsessions.org
Sources:
1
See http://bit.ly/2xS6V4y at db.com
2
The Naked Truth, a book of poems by Telixia G Inico
is available at http://bit.ly/2uuYKwc
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LAST WORD

Digesting
digitalisation
Philipp Rossberg of Euler Hermes
reflects on the soft and hard challenges
of digitalisation and what this means
for export credit agency support

T

o me, digitalisation essentially
consists of two intertwined elements.
The first element is what I call the
‘soft factors’ or ‘mindset’, which ultimately
boils down to a fundamental change in
which we structure our economy away from
a product-led and towards a consumerled model. The former was probably most
famously epitomised by Henry Ford’s quote,
“People can have the Model T in any colour
– so long as it’s black.” This approach
was fundamentally based on the idea of
producers educating consumers on what
their needs were.

By contrast, today, influenced by the myriad
of digital products and thus choices offered
to any smartphone user, consumers have
firmly taken the reins, expecting producers
to come up with inventions that not only
entail technical excellence, but also a strong
client experience and usability. Customercentricity now rules supreme and is leaving
an increasingly visible mark on export credit
agencies (ECAs).

We are fully
exploiting the
toolbox of the
consumer-led
economy
Soft factors
We here at the German ECA have, for
example, completely changed the way we
approach our product development process
of late. We used to lock a small team of our
best and brightest in, who would, following
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months of deliberations on perfectly worded
general terms and conditions, propose a
new product to the ministries as well as
exporters and banks. Nowadays, we are
following a very different path. Currently we
are intensively working on new products for
our SME clients as well as for the efficient
funding of small tickets export finance
transactions. In this context, we are fully
exploiting the toolbox of the consumerled economy, including inviting clients to
customer co-designing sessions, setting
up cross-divisional product development
teams that run a more agile process where,
at least initially, speed trumps perfection,
and, importantly, creating a digital customer
journey that meets our clients’ needs via
a new online portal recently launched in
a beta version.
Hard factors
Now, the hard factors of digitalisation are
an altogether more challenging matter. In
this category, I see four different trends
that are currently re-defining the possible:
1.	The interconnectedness/interconnectivity
of an exploding number of smart devices
which continuously produce a vast
stream of data;
2.	The rapid increase in computational
power, coupled with a corresponding
decrease in computational cost;
3.	The rise of artificial intelligence (AI) which
essentially is a result of the combination
of the first two aspects; and
4.	The increase of automation and,
more specifically, digital to physical
conversion, for example in the form
of 3D printing.
In the trade finance space, the availability
of data and computational capacity
across both the physical and financial
supply chain is starting to reshape the
competitive landscape.

Whilst existing market players are trying to
optimise their access to, and smart analysis
of, data in order to improve lending
conditions (for example, more information
on existing collateral in commodity finance
is directly translating into a competitive
edge), new entrants such as fintechs or
major logistics companies are entering the
fray based on innovative credit assessment
techniques and/or superior insights into
physical supply chain data.
New world challenges
Data and our ability to crunch and use it
for decision-making purposes can certainly
be as useful to us as to any financial
institution. It should, though, be noted
that our focus on more challenging and, in
terms of available information, less liquid
markets will probably put some tighter
limits on how far we can capitalise on
these trends.
On top of all this, the rise of AI, as well
as alternative production patterns (such
as local 3D printing in clients’ countries,
as opposed to traditional shipments from
Germany) has the potential to directly and
substantially impact the core rationale
on which ECAs as governmental policy
institutions are based, which is to support
national employment.
Will the ECA community be able to
follow its clients to some degree,
shifting its support from physical trade
to the exchange of digital goods and
services? Will we need to adapt
our eligibility models to a more granular
approach that possibly differentiates
between handmade versus automated
national content in export transactions?
Or will we, paraphrasing Henry Ford,
stick to “People can have ECA-support in
(almost) any colour – as long as there is
national employment”?
The answers to these questions will need
to be co-developed by the exporters
and banks we serve, our ministerial
counterparties and us. We are looking
forward to your input.
Philipp Rossberg is Chief Operating
Officer of Euler Hermes Aktiengesellschaft,
Federal Export Credit Guarantees, and sits
on the World Trade Board, an international
thought leadership body addressing
digitalisation in trade and export finance,
and SME finance, as well as the broader
topic of financial inclusion

Since 2014, our Born to Be youth engagement
programme has helped change the lives of
more than 3 million young people through
180 education-led projects in 29 countries.
Born to Be helps young people reach their full
potential by developing skills, raising aspirations
and providing access to opportunities.
See Born to Be in action around the world:
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