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WELCOME

Powering the exchange of capital, goods and ideas

Future value
Technological innovations such as SWIFT gpi, API, AI, robotics and blockchain,
as well as the richness of data and the connections we share, have presented
the transaction banking industry with opportunities to evolve. They have made
us think about what our starting point is and the future value we can bring.
This edition of flow demonstrates that we already do more than just support
our clients’ flows. We also provide insights, data points, knowledge of markets
and reach, helping them achieve their objectives and regulatory compliance.
And new innovations are empowering transaction banking providers, their
clients and, ultimately, investors. Our cover story shows how payments
innovation is helping our client IATA and the airline industry to battle
squeezed margins and disruption.
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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Regional update
EMEA

Economic and political overview
Eurozone growth has risen at the fastest
pace in a decade, with Deutsche Bank
analysts forecasting 2.4% growth for
2018, marginally higher than consensus.
However, they observe, “cyclical
momentum will decline from the second
half of the year, as output gaps close;
financial conditions will tighten as the
European Central Bank (ECB) withdraws
accommodation; the boost from net
exports will fade as Asia decelerates, and
the stronger euro will drag on growth.”
The ECB is gradually exiting from its
unconventional policies as the economic
outlook improves, with QE ending in 2018.
United Kingdom
The UK is set to leave the European Union
(EU) in March 2019 after 47 years of
membership. This will be followed by a
transitional period foreseen to last until the
end of 2020, during which the EU’s second
largest economy can be expected to fully
comply with its financial obligations to
the EU budget. But after that it will leave a
sizeable gap in that budget, estimated at
more than €10bn annually, based on the
current Multiannual Financial Framework.
This gap, say analysts, needs to be
addressed either by additional funds to be
provided by the 27 remaining members or by
budget cuts, or a combination of the two, as
proposed by the European Commission (EC).
Germany
Angela Merkel was elected as Chancellor
of a renewed grand coalition on 14 March
2018. Analysts note that the European
course “lacks consistency” and its fiscal
policy is characterised by “a spending
bias which seems to rely on lasting robust
growth and buoyant tax receipts without
providing the necessary framework
conditions”. However, in light of the
ongoing recovery of the euro area and
the fact that the German economy began
2018 with a growth overhang of 1%, they
maintain their growth forecast of 2.3% for
the rest of the year.

Italy
The Five Star Movement’s win in Italy in
March 2018, albeit resulting in a hung
parliament, demonstrates the rise of
populism. This is a trend, according to
analysts, that is “likely to continue” and is
a contributing factor in increased political
risk. With government formation processes
ongoing, and policies geared towards fiscal
easing, there is a low chance of structural,
growth-enhancing reforms.
Ukraine
The EC has proposed €1bn in new MacroFinancial Assistance (MFA) for Ukraine with
the caveat that it tackles the measures
outstanding from the earlier €1.8bn MFA
programme, which expired in January 2018.
The conditions, note analysts, “include steps
to intensify the fight against corruption”.
South Africa
As the political risk in South Africa clears, the
focus is turning to fundamentals as the main
driver of the currency’s (ZAR) appreciation.
Green shoots are the country’s growth,
inflation, real rates and current account.
Analysts also see scope for equity inflows
to accelerate “as business confidence
improves and investment/growth picks up
from a low base”. However, the issue of land
expropriation without compensation and its
implications for growth is awaiting clarity
from the Constitutional Review Committee
which concludes in August 2018. The South
African Reserve Bank has reduced its policy
rate by 25 bps, and predicts GDP growth
of 1.7%, falling to 1.5% in 2019 but rising
to 2% in 2020.
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

The South African Reserve
Bank predicts GDP growth
of 1.7% in 2018

Sources
‘Brexit and Europe’, ‘Focus Europe Special’, ‘The
House View’, ‘Emerging Markets’, January to April
2018, at dbresearch.com and https://gm.db.com
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REGIONAL UPDATES: EMEA

Italian elections led to a hung
parliament, meaning a low chance
of structural economic reforms

Regional Deutsche Bank highlights
Trade finance
The Deutsche Bank Structured Commodity
Trade Finance (SCTF) team has increased
INEOS’s existing £220m reserve-based
lending facility to £700m and by another
five years to support the UK energy and
chemicals corporate’s acquisition of the
DONG Energy assets located in Norway,
the UK and Denmark. The deal was closed
in September 2017.
Another example of repeat financing
appetite was the €600m borrowing
base facility signed in December 2017
by global multi-metals corporate Nyrstar
with a syndicate of 16 banks. Deutsche
Bank was the coordinating mandated
lead arranger, sole bookrunner, and
facility and security agent.

The EC has proposed a new
€1bn MFA for Ukraine

In March 2018, the Paris-based Structured
Trade and Export Finance (STEF) team
closed a €165m transaction in Cameroon,
in favour of the Ministry of Economy,
Planning and Regional Development of
Cameroon (MINEPAT) representing the
Republic of Cameroon, for the financing of
the Douala Grid Stabilisation project. The
project will be carried out by Bouygues
Energies & Services, a subsidiary of
Bouygues SA. The financing package
includes a €140m export credit facility,
backed by Bpifrance Assurance Export
(BPIAE), and €25m in commercial loans.

Images: iStock

The London STEF team, together with
the team in Dubai, closed a €65m UKEF
backed facility and associated €7.8m
commercial loan as joint MLA and lender
with the Government of Ghana for the
upgrade of Kumasi Airport. The deal was
closed in December 2017.
Asian SME suppliers to UAE
headquartered retail giant Landmark
Group are set to benefit from a
partnership between Asian Development
Bank and Deutsche Bank to provide
more than US$200m of annual financing
under ADB’s Supply Chain Finance
Program (SCFP). The deal was signed
in November 2017.

Cash management
Deutsche Bank clients in the UAE can now
transact in renminbi (RMB) through Deutsche
Bank Hong Kong. “The use of RMB has been
rising across the Middle East region over the
last few years,” said Thomas Haag, Deutsche
Bank’s Abu Dhabi Branch Manager.
Since November 2017, Deutsche Bank
has processed all US dollar and euro
denominated credits as SWIFT gpi
payments. Around 90% of these are
completed in less than 24 hours, with more
than half of them processed within 30
minutes. Examples include a US dollar to
UK payment carried out in only 45 seconds,
providing evidence for the first time of the
speed achieved in a cross-border payment.
In May 2018, Deutsche Bank announced
a pilot project with the International Air
Transport Association (IATA) to test a
disruptive new payment model in line with
the newly-revised EU Payments Services
Directive (PSD2) that aims to reduce costs
for processing payments between airline
clients and airlines.
Securities services
Northern Trust’s strategic vision for
TARGET2-Securities (T2S) reached its first
milestone with the migration of the French
market to Deutsche Bank’s asset servicing
only solution. The global custodian’s
strategy for T2S is built on a strategic
five-year multi-market mandate for
custody in Western Europe.
DB people
Vanessa Manning joined Deutsche Bank
from Standard Chartered as Head of
Investment & Liquidity Products in February
2018. Fiona Gallagher has been appointed
Global Head of Securities Services from
April 2018. Since joining the bank in 2004,
she has held a number of leadership roles,
most recently Chief Country Officer for
Deutsche Bank Ireland and Head of GTB
for Ireland. Graham Ray is appointed EMEA
Head of Securities Services. Ray will also
continue to manage the Securities Services
Global Product Management team.
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Regional update
Asia Pacific

Economic and political overview
While emerging markets Asian exports have
been robust and domestic demand strong
in Q1 2018, future growth prospects look
uncertain with the rise of trade disputes
between China and the US.
China
In March 2018, the National People’s
Congress (NPC) removed the two-term limit
to China’s presidency, with President Xi
now set to stay in power beyond 2023. The
2018 Government Work Report delivered
to the NPC set the 2018 GDP growth target
at “around 6.5%” – equivalent to the 2017
target – a continued economic deceleration.

as “low”. China’s opening of its capital
account to more foreign inflows and Chinese
inclusion in major asset market indices
should sustain capital flows into the country.
Hong Kong
China accounts for half of trade flowing
through Hong Kong, and analysts have
flagged the risks of a disruption of transPacific trade as a key risk to the outlook for
the region: “A genuine trade war in which
the US and China impose higher tariffs on
all trade may be enough to push Hong Kong
into recession,” they say.

Deutsche Bank analysts predict the focus
on capital market leverage of 2017 will
shift to a focus on household leverage and
infrastructure-related credit demand, both of
which saw growth in 2017. Monetary policy
has tightened, with anticipated QE from
H2 2018 conditional on inflation remaining
below 3% and land sales accounting for 20%
of government revenues, which should offset
the fiscal tightening policy. The government
has already slowed the approvals of many
private-public-partnership infrastructure
projects in 2018.

India
High-frequency growth indicators reflect “a
strong cyclical recovery”, say analysts, with
the Reserve Bank of India projecting GDP
growth to improve to 7.4% in 2019 from a
6.6% outturn in 2018. However, banking
sector non-performing asset resolution
remains “a work in progress” and made
more challenging by the Punjab National
Bank fraud unearthed in March 2018. This
and the geopolitical risks related to trade
wars have already increased lending rates,
making it difficult to predict the shape or
speed of the ongoing recovery.

New economy sectors remain key growth
drivers, such as e-commerce (e.g. Alibaba
and JD.com) and healthcare, as Chinese
consumers prefer higher-quality and more
individualised products and services.
Continued supply-side reform is reducing
capacity in the coal and steel industrial
sectors. While China’s economy benefited
from a strong export recovery in 2017,
analysts note that trade protectionism is
on the rise, and it is possible the US and
China may see more trade friction in 2018.
However, they remain moderately bullish on
the RMB, with the chances of the currency
being affected by the trade friction regarded

Singapore
Analysts anticipate that the Monetary
Authority of Singapore (MAS) will start
normalising policy settings by raising
the slope of the SG$ Nominal Effective
Exchange Rate policy band. Growth is
expected to come in at 2.5% and remain
“at or above potential” until 2020, boosted
by household spending and public
investments. They also note that the
Consumer Price Index (CPI) is on course
to breach the MAS’s forecast relies on
the back of a tightening labour market, a
strengthening property sector and higher
commodity prices.

The Reserve Bank of India
forecasts GDP growth of
7.4% in 2019

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
‘Asia Economics’, ‘Emerging Markets Monthly,
Commodities Quarterly, ‘The House View’, January to
April 2018, at dbresearch.com and https://gm.db.com
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REGIONAL UPDATES: ASIA PACIFIC

Monetary policy in China has
tightened, with QE expected
in H2 2018

Regional Deutsche Bank highlights
Trade finance
For the third year in a row, Deutsche Bank’s
Structured Commodity Trade Finance
(SCTF) team closed a three-year syndicated
structured prepayment financing for Chinese
copper producer Dongying Lufang Metals
Materials (Hong Kong) Co., Ltd (HK Lufang)
in September 2017. Deutsche Bank acted as
co-mandated lead arranger and bookrunner,
facility agent and security agent as well as
an account bank for the client.
The Deutsche Bank Structured Trade Export
Finance (STEF) team, along with three
additional mandated lead arrangers, closed
a 12.4-year US$225m buyers credit facility
on 14 February 2018 with the Development
Bank of Kazakhstan. Proceeds are on-lent
to the financing of the modernisation and
expansion of the Shymkent refinery in
southern Kazakhstan, more specifically
for the financing of capital goods and
services provided by China Petroleum
Engineering & Construction Corporation to
PetroKazakhstan Oil Products, the refinery
owner, under an EPC contract signed in
January 2015.

Images: iStock

Singapore’s CPI is expected
to breach the MAS’s forecast

On 7 March, Deutsche Bank signed a
Memorandum of Understanding with the
Chinese Export Credit agency Sinosure
to strengthen cooperation between both
organisations on Sinosure’s guaranteed
products, which support cross-border trade
for Chinese companies in line with the One
Belt One Road initiative. The bank has been
partnering with Sinosure since 2009 and
for the guarantee business, Deutsche Bank
had closed a total of US$1bn by April 2018.
Trust and agency services
The Deutsche Bank Australia team is in the
advanced stages of launching Transferable
Custody Receipts (TraCRs), a new financial
product in Australia that operates in

a similar way to American Depositary
Receipts. TRaCRs are issued by Deutsche
Access Investments Limited in Australia,
providing Australian investors with access
to some of the largest listed US companies.
An investor in TraCRs gains exposure to the
financial performance of the US shares, but
with all trading and settlement occurring in
Australia, during Australian market hours,
using their existing brokerage account.
TraCRs sets out to offer Australian investors
a more cost-effective and convenient
way of investing in US shares. The
market potential for TraCRs is significant,
given that Australians have US$2.5trn in
superannuation assets, making Australia
the fourth-largest holder of pension fund
assets in the world.
Securities services
As part of the bank’s digital programme,
Deutsche Bank is developing a chatbot to
answer simple settlement status enquiries,
via the Symphony collaboration platform.
Developed in partnership with a client, the
initial focus is on Hong Kong settlements,
with a view to rolling out to further clients
and markets. The chatbot would then be
extended to answer the most common
client queries. This initiative will provide
frictionless communication, leading to an
improved client experience and reduced
manual effort.
DB people
Stuart Harding becomes APAC Head
of Trust and Agency Services following
Naomi Flutter’s move to Deutsche
Bank client Wesfarmers Limited (one of
Australia’s largest corporates) during
Q2 2018. Stuart joined the bank in 2005,
moving to Hong Kong in 2012, where he
is currently the Head of Corporate Trust
for APAC and local manager for the Hong
Kong and China DR Issuer Manager.
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Regional update
Americas

Economic and political overview
Although the Americas region comprises
developed and emerging economies, the
impact of the US on the global economy
in terms of policy towards imports and
exports (and oil production) remains.
Analysts note “significant progress”
around the North American Free Trade
Agreement (NAFTA) following a mid-April
2018 meeting held between US, Canadian
and Mexican leaders in Peru.
United States
The US has seen the fastest real growth
post-crisis at 2.8% year-on-year, boosted
by tax cuts and fiscal spending. This
momentum has been supported by capital
and consumer expenditure, along with a
weak dollar. Federal Reserve policymakers
have referenced “three to four” increases
in 2018 and analysts expect a further four
in 2019, with a rates rise to just below
3.5% as it balances the risk of inflation
versus economic overheating.
As Trump advances his ‘America First’
protectionist agenda, trade tensions with
China have rocked markets with what
analysts describe as “escalating and
often-contradictory rhetoric”. On 3 April,
the US released its list of products that
could be subject to tariffs as a result of
the Section 301 determination against
China. This sets out the intention to
impose 25% tariffs on 1,333 products
from China, representing around US$50bn
in projected goods imports for 2018. The
broad sectors targeted include chemicals,
pharmaceuticals medical equipment,
steel, aluminium and manufacturing
machinery. China has responded briskly
and in equal size (US$50bn second round
of tariffs) – a much faster and decisive
response than anticipated. While trade
is likely to stay on the radar for several
months, analysts “expect a trade-warlight scenario to prevail”.
US production of shale (‘tight’) oil has
accelerated, following cost reductions, but

analysts expect a phase of largely balanced
markets, owing to healthy demand growth,
“combined with OPEC discipline absorbing
a resurgence in US tight oil”. Brent crude is
expected to average around US$65/bbl over
the next few years in the absence of any
“major geopolitical developments”.
Brazil
While Brazil is enjoying positive real GDP
growth of 2.7% year-on-year, having
hit 1.1% for 2017, analysts note “an
increasing radicalisation of Brazilian
politics, in a situation where the economic
crisis and corruption scandals have greatly
undermined citizens’ confidence in the
traditional political system”. Turning to
exports, they predict that Brazilian beef
and pork producers could benefit from
increased Chinese tariffs on US imports,
considering potential trade diversions
(US beef and pork products may be
subject to import duties by China).
Colombia
A Deutsche Bank investor trip to Colombia,
two weeks after the legislative elections
and presidential primaries on 11 March,
resulted in a “more constructive view
on the country’s macro outlook” as
the strength of the right (Ivan Duque’s
coalition) reduces electoral uncertainty in
advance of the 27 May 2018 presidential
election. Analysts note, “reduced electoral
risks, oil prices, currency seasonality and
monetary easing are positive for foreign
exchange and local rates markets”. Central
bank BanRep expects the country’s
ongoing economic recovery to gain pace
on rising global demand, improved terms
of trade and faster execution of public
investment by subnational governments.
It anticipates growth accelerating to 2.7%
in 2018 from 1.8% in 2017.

Sources
‘US Economic Perspectives, ‘The House View’,
‘Emerging Markets’, January to April 2018, at
dbresearch.com and https://gm.db.com

GDP growth in Colombia
is expected to accelerate to
2.7% in 2018, up 0.9% from
last year

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
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REGIONAL UPDATES: AMERICAS

Regional Deutsche Bank highlights

Brent crude oil is expected
to average around US$65/bbl
over the next few years

Trade finance
In February 2018, the Structured
Commodity Trade Finance (SCTF) Americas
team provided an additional US$10m
commitment to Green Plains Partners
LP’s US$155m senior secured revolving
credit facility. This allowed the client to
acquire partial ownership in two refined
fuel terminal operations in Arizona and
Texas for US$139m. The terminals were
purchased from American Midstream,
an existing SCTF client.
A month later, the same SCTF team
committed US$50m to the US$1bn senior
secured borrowing base facility of Delek
US Holdings Inc. This simplifies the client’s
capital structure as they consolidated
various debt facilities inherited from their
2017 acquisition of Alon USA Energy Inc.
Turning to export finance, the Madrid
Structured Trade and Export (STEF) team
closed a syndicated US$1.3bn facility
as mandated lead arranger (MLA) and
agent for the Peruvian state-owned entity,
Petroleos del Peru, backed by the Spanish
export credit agency, CESCE, to partly
finance the US$5bn upgrade of Talara
Refinery (January 2018).

Images: iStock

In February 2018, STEF Madrid closed a
US$16M pre-export financing to IBT LLC,
the subsidiary of the Spanish client
Eurofinsa, SA to finance their working
capital needs under a revolving scheme for
the extension of four hospitals in Panama,
a facility that was also insured by CESCE.

Brazilian beef and pork
producers could benefit from
increased Chinese tariffs on
US imports

Securities services
State Street, the US-based financial
services giant responsible for 10% of the
world’s assets, announced its selection of
Deutsche Bank as its TARGET2-Securities
(T2S) custody partner for select markets in
October 2017 during Sibos Toronto 2017.
State Street is using Deutsche Bank’s
Settlement Hub in Frankfurt to provide a

full service custody solution in core T2S
markets that supplement State Street’s
own direct connection. The Settlement
Hub solution provides State Street with
the in-market expertise, while streamlining
trade processing via a single legal and
technical access point.
Trust and agency services
Deutsche Bank has been appointed
as depositary bank for the sponsored
Level 1 American Depositary Receipt
Programme of Santos Limited, an oil and
gas production company supplying energy
for homes, businesses and major industries
across Australia and Asia.
The Trust and Agency services team was
awarded a mandate by Ferrovial, the world’s
largest private-sector airport operator, to act
as trustee, paying, transfer and collateral
agent for almost US$200m of bonds that
will be issued to finance the renovation of
the Denver Airport main terminal.
DB people
Maitê Leite was appointed Chief Country
Officer and Head of Global Transaction
Banking in Brazil during March 2018. From
São Paulo, Maitê has more than 30 years
of experience in the industry on several
continents. She most recently served as
Head of Global Transaction Banking Change
Management at Deutsche Bank London.
Michaela Ludbrook has been appointed
Global Head of Strategic Execution for
Global Transaction Banking (GTB) with a
remit to drive the implementation of the
bank’s strategic objectives.
Vikram Dewan took up the role of GTB
CIO and CIO for Cash Management as
at 12 March 2018, responsible for the
management of GTB technology teams
across all projects. He was formerly CIO
of Regulatory Technology, responsible
for regulatory reporting, control and
surveillance platforms for Global Markets.
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Through the
turbulence

our years ago, Javier Orejas was doing
his bit for his office football team in
Madrid. In the pre-match warm-up, he
jumped for the ball, landed badly and his leg
went black. It turned out he had broken his
hip, and there followed five months when he
was confined to bed while it mended.
For a man dedicated to delivering efficient,
secure and transparent payment and
collection services on behalf of the
International Air Transport Association’s
(IATA) 281 members and 75,308 passenger
and cargo participants, this enforced leave
of absence made him more determined to
fight for the full recovery he has now made.
Helped by a doctor who recommended daily
lane swimming to build up his muscle tone,
the association of the pool with recovery and
problem-solving has stayed with him – along
with an ability to knock out five kilometres in
well under two hours.

The airline industry is facing disruption and squeezed
margins as new payment methods and business
models emerge. But payments innovation is enabling
the industry to fight back, ultimately benefitting
customers. flow’s Clarissa Dann finds out from IATA’s
Javier Orejas how innovations in domestic and crossborder payments are creating new opportunities for
both IATA and the airline industry that it serves

“I am optimistic about everything and always
look for the good in things,” he tells me.
“And I like to fight for everything,” he adds
with a smile.

Working together
Orejas joined IATA 11 years ago from
the consulting sector, where he had
specialised in banking, handling mergers
and integration. He holds a Master’s degree
in law and business administration from
the Complutense University of Madrid, a
pre-doctorate in law, an MBA and a further
Master’s in finance and banking. “I studied
for two degrees at the same time,” he
confesses – this is a man who clearly likes
to push himself.
After four years in the remittance settlement
department, he is now Head of Banking,
EMEA and the Americas, responsible
for banking operations in 129 countries.
“When I moved to the banking role, I
sought to standardise the way we worked

Images: Juan Naharro Giminez

We talk in the IATA Madrid offices, where
the backdrop of Santiago Bernabéu
Stadium (the home of Real Madrid) serves
as a reminder that passionate support
does not need to be restricted to football
teams. Orejas is one of the most outspoken
and respected champions and critics of
transaction banking in corporate treasury,
and is in a unique position to guide the
profession as treasurers seek to navigate the
next wave of regulatory and market change
in payments and cash management.
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Key facts
IATA
• Founded in 1945 in Havana, Cuba
to represent, lead and service the
airline industry
• Membership: 281 member airlines
• Providing financial services in
180 countries
• Global delivery centres in Madrid,
Singapore, Beijing and Montreal
• Represents 85% of total global
air traffic
• Deals with 75,308 passenger and
cargo participants
• In 2016, IATA Financial Services
processed US$401.4bn, US$219bn
of which was through the Billing
and Settlement Plan (BSP)
• BSP and CASS (for cargo)
support airlines with collection
of remittances from agents, and
onward settlement with member
airlines. They also provide reporting
and follow-up services
Source
IATA facts and figures and 2017 Annual
Report (published June 2017)1

with different banks, implementing SWIFT
connectivity with banks in Europe and
renegotiating pricing,” he reflects.
Deutsche Bank is one of IATA’s three
core relationship transaction banks.
The partnership began in 2000 in India,
when Deutsche Bank was mandated as
the clearing bank for IATA’s Billing and
Settlement Plan (BSP) for passengers and
Cargo Accounts Settlement Systems (CASS)
for cargo. This then extended to other APAC
and EMEA countries, most recently Portugal.
Part of Orejas’s remit is to design and
implement new cash management
solutions that support the efficient flow
of cash across industry participants
and deliver the best possible service to
members and accredited agents. By doing
so, Orejas and the banking team play an
instrumental role in maintaining trust and
stability in the industry and protecting
both retail and commercial customers.
Innovation and harmonisation in the
payments industry are key to achieving
these objectives.
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Key facts
The airline industry
in 2017
• US$754bn in revenues (up 6.3% on
2016), US$532bn from passengers,
US$54.5bn from cargo
• Nearly 4.1 billion passenger journey
segments were flown, an increase
of 7.5% on 2016
• 59.9 million freight tonnes
transported, a cargo growth of
9.3% on 2016
• Asia dominated the ranks of the
fastest-growing origin-destination
passenger markets in 2017 and
the industry’s centre of gravity
continues to shift eastwards
• Operating profit fell from US$65.2bn
in 2016 to US$62.6bn in 2017, a
margin drop from 9.2% to 8.3% over
the period
• “Improving the industry’s highlyleveraged balance sheets will in
most cases require a prolonged
period of better profits. As a
result, only a handful of airlines
are rated investment grade by
ratings agencies.”

From regulation to opportunity
Orejas’s most immediate task was to
implement SEPA (Single Euro Payments
Area) credit transfers (SCT) and direct
debits (SDD), replacing existing domestic
schemes. This was particularly challenging
for IATA due to the payment volumes
involved: it was collecting payments from
5,000 to 6,000 travel agents using a variety
of collection methods, including direct
debits, and remitting them to the airlines.
While SEPA offered some benefits, not
least the ability to harmonise payment
methods across the Eurozone and reduce
cross-border payment costs, the migration
process created significant challenges. New
SDD mandates needed to be obtained for
each travel agent and, as both processes
and legal terms often differed from existing
arrangements, the migration was very
complex, with multiple stakeholders.
“It was a major project with a lot of moving
pieces. We had to collect new mandates from
the travel agents and move them over,” says
Orejas. The body operates very strict rules
of accreditation and governance because,
as a chamber house, it carries systemic risk.

3trn

US$

The amount in valueadded output that
the aviation industry
underpins around the
world

These rules include defined payment terms
and penalties for non-compliance, so it
was imperative that the migration to SEPA
took place without interruption or delay to
avoid rule breach and both financial and
reputational damage.
However, while many organisations treated
SEPA as a regulatory initiative, IATA was

Source: IATA facts and figures published
December 2017 [See note 1 on page 17]
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keen to work with Deutsche Bank to
leverage the benefits of a harmonised
payments landscape in Europe, most
notably, implementing a daily direct debit
scheme. “Everyone thinks innovation is
all about creating something completely
new, but I love innovation when you use
something that already exists, and then
transform and improve it to generate new
benefits,” says Orejas.
Agents that want IATA accreditation
have to provide bank guarantees, which
was a major obstacle in some countries.
However, by implementing a daily
payment process via direct debit, the
amount of the guarantee is drastically
reduced, opening up the opportunity for
IATA accreditation to a larger number of
businesses. In 2015, IATA set up a daily
direct debit process with Deutsche Bank in
Frankfurt. Within 18 months, around 65%
of volumes from agents located in Germany
were being collected on a daily basis.
Riccardo Balsamo, Cash Management
Sales Manager at Deutsche Bank, worked
on the project with Orejas. “The most
interesting element of the project was
that it leveraged an existing regulatory
framework but created value to both IATA

Do you want to be there as a marginal
player sucking up cost, or do you want
to front change?
Javier Orejas, Head of Banking, EMEA and the Americas, IATA

and the airline industry as a whole by reengineering payment processes to reduce
the settlement cycle.”
In the pilot’s seat
The opportunities for payments innovation
did not stop with SEPA, however. As an
advocate of banking innovations targeted
at corporate clients, it was no surprise that
Orejas saw the opportunity that SWIFT’s
global payment innovation (gpi) initiative
offered to transform cross-border payments
across its footprint of 180 countries.
SWIFT gpi aims to enhance the corporate
experience of cross-border payments with
same-day cross-border payments that
are fully traceable, transparent fees and
complete remittance data. The programme

leverages existing bank and market
infrastructure but introduces a new
service level agreement with banks that
can then build payment-tracking tools for
their customers.
The ability to make and receive sameday, transparent cross-border payments
represents a step change from the existing
situation where the settlement date was
often unpredictable, fees were opaque,
and remittance data was often lost or
truncated, making it difficult to identify
and reconcile payments. SWIFT gpi will,
says Orejas, be “a game changer in the
banking industry”. Why? “Once you
have transparency and visibility of your
transaction, this brings more benefits.”
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However, as the success of SWIFT gpi relies
on bank adoption, Orejas was an outspoken
advocate at Sibos 2017 in Toronto because
“SWIFT needs as many banks as possible on
board”. In an interview with The Banker,2 he
explained that payment delays from travel
agents could put their IATA accreditation
in jeopardy, to the detriment of their
customers as well as their own business.
However, with payments processed via
SWIFT gpi, faster payment and full payment
tracking capability eliminate these risks.
Consequently, IATA quickly volunteered
as a pilot customer with Deutsche Bank,
alongside four other corporates.
Defying disruption
It is not only cross-border payments that
are getting faster: real-time domestic
schemes are proliferating globally. As
Orejas emphasises, “the trend is clear” and
“all governments are trying to implement
real-time payment schemes that will allow
transaction banking services to compete

with other payment alternatives”. In addition,
he notes that there is considerable pressure
from regulators to make payments cheap or
free. While real-time payments bring both
opportunities and potential challenges, in
Europe, these are exacerbated by the impact
of PSD2, which took effect in January 2018.
In Orejas’s view, PSD2 was created to do
two things, “to open the financial ecosystem
and to foster competition in the payments
landscape”. Third-party providers (TPPs)
are now able to compete with traditional
banks and credit card companies to provide
payment services and account visibility
to customers. To achieve this, financial
institutions provide TPPs and other third
parties with access to customer data through
application programming interfaces (APIs)
from which corporates can also directly
benefit. This system is frequently referred
to as ‘open banking’.3
Opening up the payments ecosystem is
transformational, particularly in consumer

I love innovation when you use
something that already exists and
give it a new flavour
Javier Orejas, Head of Banking, EMEA and the Americas, IATA

payments. Propelled by the PSD2 offering
and the emergence of instant payment
schemes, the scene is set for a proliferation
of digital payment offerings that are fast,
secure and cost-effective. There are both
threats and opportunities associated with
these developments. As Orejas suggests,
“The new payments participants – platform
providers [Google, Amazon, Facebook,
AliPay] and fintechs – are targeting the
intermediary space between banks and their
customers. If all a bank ends up providing
is a bank account, while it takes all the
compliance and operational costs, leaving
new market entrants to enjoy the relationship
with the customer and the opportunity to
provide value-added services, then this is a
huge risk to not only the banking sector,
but also the airline industry.”
He cites the hotel industry as a warning.
Hotels bear the employment and facilities
costs, but lose the customer interaction
to online platforms that serve up
commoditised options in search results.
Margins have suffered. “Do you want to
be there as a marginal player sucking up
cost, or do you want to front change?” asks
Orejas. The challenge extends to banks, but
also ‘traditional’ players in the travel and
logistics industries in which IATA plays
such a key role.
The answer, he continues, is to seize the
opportunities brought about by PSD2,
rather than leaving industry disruptors to
do so, and create added value to protect
customer relationships. In addition, he urges
the banking and corporate sectors to get
behind SWIFT gpi and push on with full
adoption to make cross-border payments
“faster, cheaper and safer” and to facilitate
international trade.
Given that the airline industry is, according
to IATA, incurring more than US$8bn in
card merchant fees and fraud costs each

Left to right: Riccardo Balsamo
(Deutsche Bank), Javier Orejas
(IATA), Benjamin Madjar
(Deutsche Bank), and Andrew
Fu (Deutsche Bank) discuss the
opportunities around SWIFT
gpi and PSD2 at the IATA
offices in Madrid
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year, payment options for airlines and
passengers that give them more control of
their distribution costs are very attractive.
This resonates particularly when the airline
industry earned a return on invested
capital of 9.6% and a margin of US$8.5 per
departing passenger in 2017.1

“Not only will airlines be able to
determine the fastest and cheapest way
of transferring money within Europe, but
these trials will ultimately provide travellers
with more options for buying their tickets,
to the benefit of all parties involved in the
process,” explains Orejas.

Experience of uncertainty
Digitisation and democratisation of payments
bring challenge and complexity, and this is
where the experiences of SEPA migration
come into play, both in terms of embracing
and implementing innovation, and also
in dealing with market and regulatory
uncertainty. “While the governments covered
by the regulations implemented to the
required timelines, there were uncertainties
on some key points. And with PSD2 there are
also uncertainties about consent provision
and API standardisation. My hope is that, at
the end of the day, the eventual solution to
these uncertainties will be aligned with the
spirit of the regulations, which is to open the
payment ecosystem to new players.”

Surviving the storm
Banks are juggling with numerous priorities
right now as they unlock their systems for
the open banking world and implement
SWIFT gpi. At the same time, observes
Orejas, the compliance burden associated
with ‘know your customer’ (KYC) and antimoney laundering obligations continues to
grow. “For banks, this is the perfect storm
and many things need a lot of investment
at the same time. But they will survive,
and those that cannot digest the changes
will disappear.” The same applies to the
customers that they serve, and embracing
innovation will be essential to survival. “After
this revolution, those that emerge from all of
this will be transformed,” he concludes.

With the balance of airline revenues from
indirect sales channels steadily moving
towards direct sales, IATA is keen to
protect revenue streams and boost trust
and stability in a disrupted sector. One
way of achieving this is to seek more
active participation in the new payment
alternatives that the new technology and
regulation bring. As a result, IATA is now
working with Deutsche Bank on a potential
solution for the euro area.

Now all the industry has to do is get on
with it…

Sources
1
IATA sources are fact sheets and the
2017 Annual Review. See https://bit.ly/1FRiqnS and
https://bit.ly/2HLEt9M
2
See https://bit.ly/2EwW3eg at thebanker.com
3
For further detail on PSD2 essentials, see https://bit.
ly/2qirNjb at db.com/flow

The Deutsche
Bank view
In my 25 years in corporate
and transaction banking, I have
never lived through such exciting
times as now. Technology-driven
consumer expectations around
real-time capabilities and data,
app-driven services and ease of
use are penetrating the corporate
field. At the same time, the flurry of
new regulations such as PSD2 are
revolutionising the cash management
industry by opening up the
sector to new players in order to
force innovation.
As usual, such transformational
changes create both threats and
opportunities, depending on how fast
the players can adapt, shift and take
the lead.
We at Deutsche Bank welcome the
current transformation of the payments
landscape and thrive to, in turn, convert
these changes into opportunities for
our clients such as IATA, who also see
turbulence in a positive fashion.
Shahrokh Moinian, Managing
Director, Global Head of Cash
Products at Deutsche Bank
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The road ahead
When
will it
happen?

Who will be impacted?

Which regulation or
initiative does it relate to?

What will happen?

2018

Q2

Central securities depositories
(CSDs), market participants

Central Securities
Depositories Regulation
(CSDR)

European Commission to adopt CSDR Settlement Discipline Regime

Issuers, investors

EU Company Law

EU to adopt company law package

Financial institutions

Anti-Terrorism Transaction
Monitoring Filtering Program
Regulation (DFS504)

Requires regulated institutions to strengthen their AML programs
to monitor and filter transactions attestation (April 2015)

Financial institutions

Customer Due Diligence
(CDD) Requirements

Conformance (May 2018)

Financial institutions,
corporates, retail clients

Network Information Security
Directive (NISD)

Transposition of Directive into local law required

Financial institutions,
corporates, retail clients

General Data Protection
Regulation (GDPR)

Regulation comes into force (May 2018)

Financial institutions,
corporates

Anti-Money Laundering
Directive (AMLD 5)

Ongoing trilogue negotiations on AMLD 5

Market participants

MiFiD II/MiFiR

Further level 3 ESMA Q&A expected on ongoing basis

Market participants

Capital Markets Union

Legislative proposal on a sustainable finance EU taxonomy and EU strategy to
support local and regional capital markets development

Financial institutions, broker/
dealer, fund managers

Securities Financing
Transaction Regulation (SFTR)

EC is expected to endorse draft rules for SFTR reporting, i.e. final RTS

SMEs

Capital Markets Union

Review of enhancements to proportionality of rules to support IPOs

CSDs, market participants

CSDR

Settlement Discipline RTS to be published in Official Journal of EU
Two-year implementation phase

Issuers, investors,
intermediaries

Shareholder Rights Directive
II (SRD II)

Adoption of implementing standards

CSDs, national central banks,
custodians, market participants

TARGET2-Securities (T2S)

Danish currency migration to T2S (October 2018)
Rooster Settlement migration to T2S (October 2018)

Insured depository institutions

DIF Surcharge Assessment

Last surcharge payment reflected in quarterly assessment (December 31)

US banking holding companies
(BHCs), foreign banking
organisations (FBOs),
US intermediate holding
companies (IHCs)

Single Counterparty Credit
Limits (SCCL)

SCCL conformance (Q4 2018–TBC)

CSDs, market participants

CSDR

CSDs authorised
Account segregation requirements compliance

Financial institutions

EDIS

Adoption of directive, trilogue to start

Financial institutions

Capital Markets Union

Follow-up communication ‘Fitness Check on Supervisory Reporting’ (consultation
closed March 2018)

Q3

Q4

Visit us at
db.com/flow
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Privacy protection
While data is being
dubbed ‘the new gold’,
the implementation of
GDPR will give individuals
increased protection and
transparency. Guadalupe
Sampedro explains

Data revolution
The GDPR has its advantages, the main one
being that it has undeniably helped to give
more uniformity to the fragmented data
protection legal framework that we have
had in the EU until now. However, it has
also been the source of much upheaval,
as organisations have been forced to
dramatically change the way in which
their businesses operate when collecting,
processing and transferring personal data.
This shift in mindset and in the way in which
businesses have to treat and perceive data
protection is probably one of the most
revolutionary changes that the GDPR has
provoked within business organisations.
Putting the GDPR into action has not
been a smooth process in most cases. It
hasn’t been a question of just updating a
couple of notices and policies; rather, it has
necessitated deep structural and functional
change within organisations.
New privacy function
Data-centric businesses have undoubtedly
undergone an important transformation,
but the GDPR’s impact has also been felt
strongly among non-consumer businesses

traditionally less affected by data protection
law. Personal data is now at the core of
business processes, even if it is only a matter
of processing employee data. In order to
achieve this change, many organisations
have had to dedicate resources to create
a privacy function that never previously
existed, and to establish a data governance
structure aligned with the GDPR.
A large number of organisations have now
had to appoint a data protection officer,
and have been through the complex
process of deciding how to create and
resource that function. Some businesses
have split their existing privacy functions
into two separate divisions: compliance
and legal. Others have created global
networks of privacy ‘champions’ across
their organisation in order to support their
existing privacy functions.
Moreover, many policies, standards,
procedures and notices have been amended
or created from scratch. User experiences
and sign-up flows have been updated.
Vendors’ management processes have
been revised or implemented, and most
contractual arrangements have undergone
a thorough due diligence process.
It is evident that many of these actions have
been executed with a risk-based approach.
However, regardless of the risk appetite of
the organisation in question, almost all of
them have had to go through similar complex

Image: iStock

T

he General Data Protection Regulation
(GDPR)1 comes into force on 25
May 2018. Ever since the European
Parliament approved the legislation in April
2016, its implementation has proved to be
a major challenge for many organisations.
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processes in order to ensure that they had at
least a “decent” level of GDPR compliance by
the 25 May 2018 deadline.
Post-implementation landscape
But what comes next? What should we
do now and what should our priorities be?
In the past two years, I have experienced
the implementation of the GDPR from two
viewpoints; as in-house counsel during
the early stages of the draft legislation
and as an outside counsel at a later, more
advanced stage. From my perspective, 25
May represents the end of a complicated
implementation process and the beginning
of an altogether more complex period.
Now is the time to test, rethink and update.
Organisations that still have unfinished
workstreams that need to be completed in
order to deliver the GDPR will have to focus
on concluding these within the next few
months. But it is almost certain that, at the
same time, users, employees, works councils
and regulators will start to test the waters
to see if organisations have been able to
properly comply with the GDPR.
As a result, user/employee procedures should
be a priority. Organisations need to be ready
to revisit the processes they implemented
months ago to make sure that they work
in practice. And, unfortunately, bearing in
mind the potentially substantial financial
penalties envisaged by the GDPR (see panel),
compliance cannot be left to trial and error.
Policy and consent updates
Organisations should have already carried
out the work of updating existing privacy
notices, policies and consents before the
deadline, and by extension they should
have ensured that all existing websites,
apps, contracts, terms of service, consent
forms etc. have also been properly updated.
If this is not the case, then this should be
done as soon as possible. It will be very
easy to assess if a company has correctly
complied with the GDPR by reviewing online
whether these types of documents have
been updated recently. In addition, records

Personal data
is now at the
core of business
processes
Visit us at
db.com/flow
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of processing, privacy impact assessments,
legitimate interest and lawful basis
schedules need to be regularly updated
and reviewed every time a new processing
activity takes place. The initial ‘right to be
forgotten’ or ‘portability right’ requests
will be highly scrutinised by the individuals
demanding them, but they should also
be subject to a very thorough internal
inspection within the organisation.
The experience gained with these preliminary
requests will help to improve the efficiency of
existing processes, as well as ensure that it is
indeed possible to rely on them.
The same applies to all the other actions
that have been implemented within
an organisation: Have policies been
properly implemented? Have principles
been effectively cascaded down to the
business? Is our privacy function sufficiently
resourced? Have we tested our security
incident response programme? This postimplementation review process is crucial to
ensure that the privacy programme created
around the GDPR is working in an efficient
and compliant manner.
However, in the same way that the privacy
programmes need to be tested, now is also
the time to test the GDPR. In the coming
months, we will start seeing the first
enforcement actions from data protection
agencies, as well as the first court rulings.
This will allow organisations to revisit their risk
assessments and to correct processes in light
of enforcement actions and judicial decisions.
Moreover, most organisations have opted
to implement the GDPR in a consistent
manner across all of their European
operations. Now is also the moment to
progress the project to a second stage and
assess whether the actions implemented
are also compliant with any additional
local requirements, as well as with new
guidance issued by local regulators.
Future proofing
If the above isn’t enough to deal with,
organisations should also keep an eye on the
new EU ePrivacy Regulation,3 as this new
piece of legislation, when finally approved,
will create the need for additional changes.
In conclusion, we can see that there is
still much work to do ahead to make sure,
on the one hand, that the GDPR has been
properly applied within organisations,
and on the other, that it is appropriately
updated. To a great extent, the success

Key facts
The General Data
Protection Regulation
• Enforcement date: 25 May 2018
• Approved by EU Parliament on
14 April 2016 (directly applicable
to all EU member states)
• Regulates the processing by an
individual, company or organisation
of personal data relating to
individuals in the EU. It also applies
to entities established outside the
EU that target their products or
services at and/or monitor the
behaviour of individuals in the EU
• Enforced by Data Protection
Authorities (there is one in each EU
member country)
• Opt-in is the new rule for consent
• Increased information has to be
provided to the individual on
data destination
• Companies need to implement
sophisticated processes to be able
to grant individuals rights to
portability and rights to be forgotten
– i.e. delete all records
• Organisations must implement
data retention policies and
procedures, especially when they
have global operations
• Most data breaches now need to be
notified to Data Protection Authorities
within 72 hours
• Breaches of the GDPR can be
punished with monetary penalties up
to €20m or 4% of the global turnover
of the entity
Source
GDPR Regulation (EU) 2016/679

of a GDPR privacy programme will
depend on a company’s ability to survive
future organisational changes. Indeed, a
reliable and robust programme should be
treated and respected like any other core
organisational function, and should ideally
remain in place for years to come.
Guadalupe Sampedro is a partner in the
International Privacy & Data Protection Practice
at the international law firm Bird & Bird

Sources
1
See http://bit.ly/2j4AwzT at ec.europa.eu
2
See http://bit.ly/2nTZWUz at ec.europa.eu
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Born in the USA
Is multilateral trade under threat? Economist Rebecca Harding argues that
political disaffection with the principles of free trade doesn’t really help anyone

Aerial view of
downtown Miami
and harbour with
container ship in
Florida

T

he North American Free Trade
Agreement (NAFTA) was signed
between the US, Canada and Mexico in
1994 as the full impact of the end of the Cold
War was being felt and the Single European
Market was becoming a reality. At the time,
there was a strong belief in multilateralism,
largely on economic grounds.
Strong together
The goal of NAFTA, as with the European
Union (EU), was to promote national
strength through regional strength: free
trade between nations, or blocs of nations,
would allow businesses to take advantage
of the economies of scale inherent to the
larger markets. Like the Single European
Market, the remit of NAFTA grew and, by
2008, included government procurement,
investment, services, intellectual property
and dispute resolution mechanisms.1

Like most of the trade arrangements that
exist between nations around the world,

US$5.5trn
The combined level of
trade between the US,
Canada and Mexico

NAFTA is a free trade area (FTA) and not
a customs union or single market. This
means several things:
1. Each nation within the FTA agrees
to trade freely with the others but
is free to negotiate its own trade
with other nations and regions. This
means that Canada has negotiated the
Comprehensive Economic and Trade

Agreement (CETA) with the EU, while
both Canada and Mexico agreed to the
new Trans-Pacific Partnership (TPP) of
11 countries from the Asia Pacific and
North American regions.
2. There is no external tariff applied to
imports from countries outside
the FTA.
3. There are no obligations to have free
movement of people, capital, goods and
services between the FTA members.
NAFTA is dominated by the US, which,
by itself, constitutes 21% of the value of
world trade. Mexico and Canada account
for 4.6% each, meaning that the region
as a whole accounts for around 30% of
world trade. This percentage is slightly
misleading, as it includes both trade
between these three countries and
trade between them and non-NAFTA
members. Nevertheless, all the trade
of these three nations added together
comes to US$5.5trn.
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Figure 1:
Percentage of world exports
accounted for by actual or planned
trade agreements (2016)
LATFA

5%

OTHER
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RECEP
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The US is concerned about its trade
surplus with the rest of the world and has
taken the protectionist route to protect the
domestic iron and steel industry

TPP

EU 28

30%
Source
Coriolis Technologies, 2018

FTA and trade agreements
Free trade areas generally, including the
EU’s Single Market and Customs Union,
are a feature of the global trade landscape
that has evolved since the Second World
War. The Latin American Free Trade
Association (LAFTA), although covering
only goods, was established in 1960,
while Europe’s Common Market dates
back to 1957’s Treaty of Rome, which
committed its founding six members to
preventing war in the region and creating
an economic area where goods, services,
people and capital could move freely. This
goal was achieved in 1992 with the Single
European Act and it is the most developed,
and largest, trading bloc in the world (see
Figure 1). NAFTA does not approach the
degree of integration represented by the
agreements between the countries in the
EU. However, it is a more comprehensive
free trade area than the newly reworked
TPP, since it includes intellectual property,
government procurement, investment and
dispute resolution mechanisms.
Clearly, trade agreements are important for
nearly every country in the world. There is
some double counting in Figure 1; Mexico
and Canada, for example, have recently
signed up as members of the TPP, and
Mexico is a member of LAFTA. However,
the chart clearly shows that what has
evolved since 1990 is a global framework
of multilateral agreements that aim to
enable cross-border trade and financial
transactions between businesses and that
are characteristic of the globalisation of
the last 30 years.
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Political disruptors
Politics now has the potential to rebalance
the nature of global trade. First, China has
taken advantage of the withdrawal of the
US from the TPP to promote the Regional
Comprehensive Economic Partnership
(RECEP). If ratified, this would be a trade
bloc of a similar size to the EU. Second,
the new US administration was elected
to power on the basis of an economic
nationalist agenda that would involve
renegotiating the terms of NAFTA. The
administration has stepped back from
renegotiating with Canada and Mexico
on a bilateral basis, and the “America
First” agenda has put pressure on relations
within NAFTA, most recently because of

the decision by the US to impose a 25%
tariff on iron and steel imports and a 10%
import tariff on aluminium, invoking a
national security loophole in the General
Agreement on Tariffs and Trade (GATT)
that has existed since the 1960s.
There may be some scope for Canada and
Mexico to negotiate terms on iron and steel
with the US. However, even if the threats
remain rhetorical, they serve to weaken the
links between members of the bloc. This
may in the end be more detrimental to the
US: its exports to Canada, for example,
are more than 30% of the value of total US
exports of iron and steel (See Figure 2).

Figure 2: US trade in iron and steel with NAFTA countries as share of total iron and steel trade (%)
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steel exports

US iron and steel
exports to Mexico
as % of all iron
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Source
Coriolis Technologies, 2018
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In a sense, the focus on iron and steel is
emblematic of the broader ‘zero sum’
approach that an economic nationalist
attitude to trade represents. The US is
concerned about its trade surplus with
the rest of the world and has taken the
protectionist route in order to protect the
domestic iron and steel industry rather
than to trade more externally.

It regards any resultant trade war as
‘winnable’, but it is worth pointing
out that the 300% tariff that was to
be imposed on Bombardier aircraft
at the end of December 2017 was
revoked after a legal challenge by the
Canadian company.2 NAFTA has arguably
been good for all the countries within it.
Trade between them has grown, the

only exception being US trade with
Canada as a percentage of the US’s
total trade (see Figure 3).
Similarly, services trade has also grown
as a share of total services trade for the
US, although not for Mexico and Canada.
Mexico imported fewer services from the
US as a percentage of total services

Figure 3: NAFTA member goods trade with other NAFTA members as % of all goods traded
US trade with NAFTA
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Figure 4: NAFTA member service trade with other NAFTA members as % of all goods traded
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There are arguments in favour of renegotiating the
relationships within all of the world’s trade agreements
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Fit for purpose?
There are arguments in favour of
renegotiating the relationships within all
the world’s trade agreements. Much has
changed in trade since they were first
conceptualised: digital trade dominates
services in particular and services, because
of technological change, have become a
part of manufacturing. This means that
the agreements that were drawn up in the
1990s or earlier are no longer fit for purpose,
as they do not cater for the reality of how
goods and services are moved across
borders in the 21st Century. This is also the
case for the EU as much as for NAFTA and
there is broad consensus that reforms to
multilateral trade institutions are necessary.
However, there is an equal danger of the
breakdown in the multilateralism that trade
structures such as NAFTA represent, into
bilateral agreements at best or trade wars
at worst. At present, the ‘trade wars’ are
rhetorical but serve to heighten tensions and
exacerbate uncertainties for business. NAFTA
is a large market, and there are substantial
opportunities there for businesses. The
current uncertainties, particularly in the
US, potentially suggest that there are risks
associated with the cost of doing business
in the region. While politics dominates the
institutions and frameworks of trade in the
way it is currently doing, there is a risk that
its economic and business benefits are
weakened. This is not a price worth paying.
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However, as Figure 6 shows, the reverse is
the case for services. The services surplus
with both countries has been dropping since
2012 and, despite a pick-up in 2009 and
2010, has been on a downward trajectory
since the financial crisis. However, it is still
substantial, at US$12.6bn with Canada and
US$6.6bn with Mexico in 2017. A trend
projection suggests that the trade surplus
with Canada will not shrink further, although
with Mexico it may.

0

Value of US goods trade balance with
Canada and Mexico (US$m)

The rationale behind the US’s desire to
renegotiate its agreement with NAFTA is
only explicable on the grounds of its trade
in goods. Here, the country has a longstanding and stubbornly consistent deficit
with both of the countries (see Figure 5).
Although the deficit with Canada may have
narrowed slightly since 2015, the deficit
with Mexico has fluctuated, but remained
essentially stable at around US$7.5bn since
2010.

Figure 5: US trade balance in goods with Canada and Mexico (monthly, Jan 2010–Dec 2017)

US trade balance with Canada (US$m)

US trade balance with Mexico (US$m)
Source
Coriolis Technologies, 2018

Figure 6: US Balance of trade with Canada and Mexico, 2000–2021 (2017–21 projection)
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Dr Rebecca Harding is an independent
trade economist and former Chief
Economist of the BBA (now UK Finance).
She is founder and CEO of the TradeTech
business Coriolis Technologies, on whose
data this article is based

Sources
1
See https://bit.ly/2HlDWdm at nafta-sec-alena.org
2
See the Bombardier announcement at https://bit.
ly/2GdSuQ5
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Blue-sky thinking

How can China maintain the war on smog yet ensure steady supplies of homeproduced aluminium? flow’s Clarissa Dann investigates how prepayment
finance supported Qiya in honing its low-cost, reduced-emissions technology
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Aluminium smelter in
Inner Mongolia
(source: Deutsche Bank)

W

inter in Beijing looks very different
now that state-mandated factory
closures and policies to protect the
environment have begun to take effect.
“I was going into our offices with my
colleague who was over from Frankfurt,
and he remarked on the clear blue
skies,” says Deutsche Bank’s Regional
Head of Structured Commodity Trade
Finance (SCTF), Asia Pacific, Frank Wu.
His colleague was in good company: the
French President, Emmanuel Macron, had
made a similar observation on a state visit
early in 2018. “I’ve never seen Beijing like
this,” he said, commenting on the Chinese
government’s action to close its factories.
He added, “It shows they have a capacity
that is rapid, even brutal.”1

Blue-sky blues
The city has been plagued with air pollution
problems that become more pronounced
with the arrival of colder weather. Demand
for heating rises, coal-fired power plants
ramp up their production and the particlefilled warm emissions from surrounding
factories get trapped beneath the cold air,
unable to disperse. Something had to be
done, and done quickly.
China’s industrial revolution may have
catapulted it to the top spot in purchasing
power parity GDP (US$22trn according
to the World Bank), but this has come
at a price. The coal that powers China’s
factories and manufacturing plants pushes
out air pollution estimated to kill 1.1 million
people a year.2
This does not sit comfortably with President
Xi Jinping’s vision of a “Beautiful China”
outlined at the start of the 19th National
Congress of the Communist Party of China
on 18 October 2017. He stressed that
China had to pursue a model of sustainable
development, featuring increased
productivity, higher living standards and
healthy ecosystems. “The modernisation
that we pursue is one characterised by
harmonious co-existence between man
and nature,” said President Xi to more
than 2,300 delegates and guests.
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A Qiya smelting potline, right
(Source: Deutsche Bank)

SCTF makes
it possible to
do business
in a way that is
resilient through
commodity cycles
Frank Wu,
Regional Head of Structured Commodity
Trade Finance, Asia Pacific, Deutsche Bank

In one fell swoop, the government has
put into place its anti-pollution measures,
which include enforced reductions in output
from factories in the areas surrounding the
capital city. The approach is rather different
from Western Europe. Jack Pease, Editor
of Air Quality Bulletin, tells flow, "The UK
government's response to the growing
problem of wood smoke in London due
to spiralling numbers of fashionable new
wood burners is to issue a leaflet. In China,
during pollution peaks, temporary bans
on polluting processes and vehicles are
mandated, almost overnight."3
According to energy consultancy Wood
Mackenzie, in the 2+26 catchment area
around Beijing, air pollution control
measures in place from mid-November
to mid-March have led to a 30% cut in
aluminium output and another 30% cut
in alumina output.4
So how is China going to have its fortune
cookie and eat it? Infrastructure investment
into One Belt One Road initiatives assumes
that aluminium and steel – and plenty
of it – will be available. In addition,
energy cost can represent up to 30% of
metals production costs, as in the case
of aluminium – and the winners in this
more enlightened climate of cleaner
manufacturing are smelters that do not have
to transport their coal long distances from
pit to plant and that find ways of using less
of the shiny black stuff.
Having told the story of Fangyuan Group
and how it had developed a technology
for smelting copper with a reduced

environmental impact in Issue 4 of flow,5
this article turns to the Xinijang Qiya
Aluminium and Power Company (Qiya)
and how pre-delivery finance has helped it
navigate a challenging business cycle and
trading environment – and win a GTR Deals
of 2017 industry award.
Light and shiny
Aluminium touches most aspects of
everyday life, and is used in products
including cans, foils, kitchen utensils,
window frames and aviation components.
Chinese metals demand growth has been
significant compared with that of the rest
of the world since 2000. The country has
evolved along its economic growth pattern
from a rural and agricultural economy, to
urban and industrial. Most recently, China
has become an urban and service economy.
Aluminium is also found in electric vehicles
(EVs) – and there were around two million
in 2016, according to the International
Energy Agency. China plays a dominant role
in the EV market, accounting for 30% of
total car sales and half of electric car sales.
Chinese EV manufacturer BYD operates
out of Shenzhen and is the world’s largest
maker of electric cars. Tesla may have
more global recognition, but BYD’s focus
on the transportation market, in addition to
passenger vehicles, has helped to fuel its
rapid growth. As China continues to diversify
and upgrade its automotive and aerospace
industries, this creates consistent demand for
aluminium. No surprise, then, that the largest
production of aluminium in the world takes
place in China, with 31,000 tonnes produced
in 2016. Russia is second at 3,580 tonnes.6
Although it is the most abundant metal
in the earth’s crust, aluminium has to be
extracted from compounds – the dominant
one being bauxite. Australia and China are
among the world’s top processors, with
Indonesia, Guinea, Australia and Vietnam
leading the pack for bauxite reserves. Once
mined, the ore is chemically extracted
and refined into alumina, an aluminium
oxide compound, and then smelted into
aluminium metal. Alumina refining and
aluminium smelting will sometimes be
found in the same businesses (such as
Qiya), but not always.
Silk Road gateway
Qiya, the core aluminium production division
of the Sichuan Qiya Aluminium and Power
Company, was established in 2011 and is
located in Wucaiwan, north of Urumqi, the
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31,000
The number of tonnes
of aluminium China produced
in 2016

capital city of Xinjiang Uyghur Autonomous
Region (Xinjiang) in northwest China.
Conveniently, the production facilities sit
at the gateway to the Silk Road, where
aluminium can be exported west into
Kazakhstan and out into other Central Asian
countries. While the war on smog has
resulted in curtailment of coal production in
many provinces, Xinjiang is least affected.
The autonomous region’s massive coal
reserves (estimated at around 38% of the
national total of around 115 billion metric
tonnes), vast land area at 1.6 million km2 (it
is almost three times the size of France), low
population density, and great distance from
China’s developed coastal regions make
it the ideal location to convert coal into
energy, and ultimately into aluminium ingots
that can be shipped all over the country.
Sustained investment in modern power
generation and smelting technology, and
access to cheap but high-quality local coal
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resources, have made it possible for Qiya
to become one of the lowest-cost vertically
integrated aluminium smelters in the
world – the choice of location pretty much
determines 95% of the cost structure. None
of the infrastructure is more than three years
old, and instead of coal being transported
to the works at considerable freight cost
and environmental impact, it comes from
nearby open cast mines within 10km. These
can be transported entirely via a conveyor
belt system that minimises weight loss
and diffusion of particles along the way.
“If you have to ship or truck the coal, your
cost will go up,” says Frank Wu. He adds,
“Aluminium can be seen as ‘packaged
electricity’ – that is why producers move to
regions rich in coal resources, and this also
helps the local economies.”
The holding company, Sichuan Qiya
Aluminium and Power Company, was
founded in 1989 by Tong Wenqi and
is headquartered in the Emeishan
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We are confident that the
partnership with Deutsche
Bank and Qiya will expand
in the coming years
Stephan Jansma, Head of Structured Trade Finance, Trafigura

City of Sichuan Province. It entered the
aluminium industry in 1995 and ventured
upstream into alumina production in 2009
to be further vertically integrated. The
group now owns around 800,000 tonnes
per year of aluminium smelting capacity
and 1.2 million tonnes per year of alumina
refining capacity.
Financing growth
While Qiya has enjoyed the support
of Chinese financial institutions on a
bilateral basis, it needed to look for
new sources of finance once most of its
fixed assets had been pledged to cover
existing facilities.

Deutsche Bank’s
offices in Beijing,
China

Commodity trader Trafigura sources
commodities where they are plentiful
and supplies them to where they are
needed. As its Head of Structured Trade
Finance, Stephan Jansma tells flow,
“Qiya is a prime example of this. We
supply the alumina and off-take the
aluminium for distribution throughout
China. We had identified Qiya as a key
partner due to its strategic location and
low production costs.”
Trafigura has maintained a commercial
relationship with Qiya since 2015 and
has provided prepayments to it since
2016. “After gaining positive experience,

it was logical for us to introduce some
of our key relationship banks in China,
of which Deutsche Bank is one,” reflects
Jansma. In this deal, the ingots would
be delivered from Wucaiwan to coastal
China locations and further distributed by
Trafigura’s onshore trading subsidiary to
the downstream consumers.
On 3 November 2017, Qiya signed an
RMB600m (US$90.65m) pre-delivery
financing with Deutsche Bank and
Rabobank, without pledging any more fixed
assets. This was the first time that Qiya had
come into a club deal run by international
banks, and it was an important line in the
sand to demonstrate that this corporate’s
business and risk profile could be accepted
by them. “Once the door is opened,
more banks will come and more repeat
deals will follow,” predicts Wu, who
sees it as a personal mission to develop
new clients rather than being a follower.
Jansma agrees. “We are confident that the
partnership with Deutsche Bank and Qiya
will expand in the coming years, providing
more and longer dated prepayments, with
a reduced risk participation by Trafigura,
now that the banks have gained experience
as well,” he concludes.
The comfort for the lender here is that
the facility is self-liquidating. The cash
flow from aluminium sales from Qiya
to Trafigura goes through the lender’s
controlled collection account, and is
applied directly for debt servicing. Such
pre-delivery finance structure has been
used in China by the SCTF team since
2010, with flawless track records.
A tight security package consists of a
pledge of all the borrower’s receivables
under the off-take contract with Trafigura,
a pledge over the cash deposit in the
collection account, a corporate guarantee
from the holding company, a personal
guarantee from the founder and owner,
Tong Wenqi, a 15% risk sharing, and an
off-take payment guarantee from Trafigura.
Another key factor in this deal was
currency. The Chinese government is not
only trying to clean up pollution, but also
to reduce the debt mountain. Monetary
supply was tight in 2017, and Chinese
private sector metals corporates were
finding it tough to borrow onshore in
RMB and were more willing to explore
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The focus on clean production and
efficiency looks set to continue. Of course,
this does mean that the occasional
visibility of Beijing’s landmarks, such as
the Forbidden City and the China Central
Television Building, against a backdrop of
clear blue skies will no longer have rarity
value, but this can only be a good thing.
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Commodity price volatility should
not affect well-established banking
relationships. The whole point of the SCTF
business model, says Wu, is that it “makes
it possible to do business in a way that is
resilient through commodity cycles.” Wu
continues, “That means when prices go
up, we don’t get over-excited and lend out
money without discretion. Equally, when
the prices come down, we don’t panic and
pull credit lines from our clients. Instead,
we focus on identifying companies with
long-term sustainable competitive edges
(such as achieving low cost through
technology), because these companies
won’t be affected by the ups and downs
of commodity prices.”

Figure 1: Chinese demand growth has been miraculous
2000 = 100

2003

Supply and demand
At the time the deal was signed,
aluminium prices had risen, according to
the London Metals Exchange, from the H1
2016 low of just under US$1,543/tonne
to around US$2,100/tonne. Supply-side
Chinese reform has generated positive
spill-over effects now that the emphasis
is no longer on building as much capacity
as possible. Positive externality (the
focus on efficiency and cost reduction)
has benefited rest of world aluminium
producers such as Russia’s Rusal.
The world’s second largest aluminium
producer reported improved Q2 2017
EBITDA as a result of its efficiency and
cost reduction measures.7

Since 2000, China has powered metals demand

2000

offshore dollar funding. On top of
this, the RMB strengthened against
the dollar in 2017, making the dollar
even more attractive.

Figure 2: Demand growth in the rest of the world is far more modest
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As reported in www.ft.om, 11 January 2018
2
See https://bit.ly/2il4Jvd at nationalgeographic.com
3
See www.empublishing.co.uk
4
See www.woodmac.com
5
See https://bit.ly/2pI86jx at db.com/flow
6
See https://on.doi.gov/2um0CbQ at usgs.gov
7
See https://bit.ly/2DWXna2 at rusal.ru
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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.
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Turn on
the taps

24-hour drinking water for more than
300,000 Nairobi residents will soon become
a reality, thanks to the prioritisation of water
projects by the Kenyan government. flow’s
Clarissa Dann reports on how structured
export financing of the Ruiru II dam is
making a vital contribution

I

n a rural village just outside Nairobi,
Kenya, Sabina no longer has to make the
long walk to collect water for breakfast,
bathing and cleaning, as well as crop
irrigation. Thanks to a loan from a water
NGO, she financed a rain catchment system
to store enough water from the rains for her
home and small farm. Income from crop
sales is helping her fund repayments.
While this has clearly brought a smile to
Sabina’s face, she does not have drinking
water on tap, and it does not change
the wider problem for Kenya’s 46 million
inhabitants, 41% of whom still, according

to water.org, “rely on unimproved water
sources, such as ponds, shallow wells and
rivers, while 59% of Kenyans use unimproved
sanitation solutions”. Urban slums and rural
areas are particularly deprived, with only
nine of 55 public service providers in Kenya
providing a continual water supply.1
Nairobi is inadequately served by four water
sources outside the city. The Sasumua,
Ruiru I and Thika dams and the Kikuyu
Springs cannot meet demand, as recharge
capacity has been decreasing and water
gets lost in transit as a result of excessive
abstraction along the transmission pipelines,

pressure losses and illegal connections.2 And
this is affecting Kenya’s economic potential.
Barrier to economic growth
Kenya, says the World Bank, is East
Africa’s largest and most diversified
economy, with an ambitious vision of
becoming a middle-income country and
lifting millions out of poverty in the next
decade. As a major communications and
logistics hub, with a significant Indian
Ocean port and strategic country borders
with surrounding Ethiopia, South Sudan,
Tanzania and Somalia, it has been one of the
fastest-growing economies in Sub-Saharan
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Figure 1: Map of project
location within Kenya

Source: Environmental Safeguards Consultants
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Africa (with GDP growth of 5.8% in 2016).
However, lack of water supply infrastructure
was noted by the World Bank as one of a
number of on-going growth inhibitors.

When the finance we
arrange enables critical
infrastructure expenditure
that greatly improves the
quality of life of thousands
of people, it becomes
rewarding beyond measure
Simon Sayer, Managing Director and Head of Structured Trade
and Export Finance, Deutsche Bank
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In 2012, the Athi Water Services Board
(AWSB) launched Kenya’s National Water
Programme, set up by the Kenyan Ministry
of the Environment, Water and Natural
Resources as a “blueprint” for Nairobi and
satellite towns, to be implemented in five
phases from 2012 to 2030. One element of
this plan is the Ruiru II project, involving
the construction of a 55-metre-high dam,
the transfer of untreated water and a
purification plan to supply drinking water to
more than 300,000 people.
Scope of the project
In 2012, the AWSB and the Government
of the Republic of Kenya moved water
projects to the top of the priority list and
various memoranda of undertakings
were signed between 2012 and 2015.
One of them was for the design and build
of the Ruiru II Dam project, for which a
consortium was formed between French
construction exporters Sogea Satom, Vinci
Construction Grands Projets and Egis
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Eau. It was at this point that Deutsche
Bank became involved in financing
discussions at the invitation of Vinci – the
contract with the AWSB could not be
signed until all the financing was in place.

9/55

The four main stages of the project are:
• Site investigation;
• Dam construction (preliminaries
and general, embankment, spillway,
intake, grouting);
• Pipelines construction; and
• Water treatment plant construction.

the number of Kenyan public
service providers that deliver
continual water supplies

The work involves “construction of an
earth fill dam located downstream of the
confluence of the Bathi and Ruiru rivers”,
which allows 40,000m3/day of water to be
conveyed to the treatment plant. It also
involves “the construction of raw water
gravity transmission mains, construction
of a water treatment plant at Ndumberi
Township, and construction of clear water
mains and terminal tanks to supply water
to Kiambu and Karuri Towns”.
Structuring the deal
In June 2017, Deutsche Bank arranged
a €180m financing for the Kenyan
government, acting through its National
Treasury for the financing of the
engineering, procurement and construction
contract signed between the AWSB and
the consortium. Deutsche Bank acted as
structuring bank, mandated lead arranger
(MLA), agent and original lender, with
Societe Generale invited to act as co-MLA
and co-lender.

Image: Alamy

Vincent Gabrie, Head of Structured Trade
and Export Finance, Paris, at Deutsche
Bank, explains that the financing had
to “match the terms of the commercial
contract” and that “Deutsche Bank keeps
a very tight control of the flow of the funds
under the contract and receives detailed
reporting on what it is being used for”.
Among the positive impacts and outcomes
of the deal were:
• Provision of good quality surface water
to residents who currently depend on
unreliable ground water;
• Distance and time spent in search of
water reduced for beneficiaries (especially
women and children); and
• Improvements to the standards of living
in the region, in particular, in respect
of health and hygiene, putting the
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▲

Figure 2: Deal structure
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economy in a better position to increase
income and productivity.
This was a complex deal, not least because,
while there is on-going good cooperation
between France and Kenya, there was only
a limited amount of French content, and
that determines the size of loan covered
by the French export credit agency, BPI
France. With a considerable element of
local sourcing to clean the site, level the
fields and create the dam by moving earth,
a substantial commercial loan tranche was
needed for €105m (see Figure 2). “Each
element of the deal depended on the other
– Deutsche Bank and Societe Generale
could not sign the deal until the French
Government had confirmed the extent of
their direct lending to the National Treasury
of Kenya,” says Gabrie.
With a large infrastructure project of this
kind, says Alarik d’Ornhjelm, Head of
Structured Trade and Export Finance, Middle
East and Africa, at Deutsche Bank, “we
had to extend the maturity of the loans
as much as possible – this was a great
example of multi-tranche financing and
why tapping multiple markets for financing
makes sense.” He also points out that with
an economy like Kenya’s, where the debt-
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to-GDP ratio is high (see Key Facts), it was
important for the debt to be sustainable.
“Kenya has strict concessionality levels
of 35% for external borrowing,” says
d’Ornhjelm. “So this financing is a
perfect example of a sustainable and
innovative structure incorporating grant
elements and buyer’s credits in order to
finance infrastructure development in the
African continent.”
Impact and outcomes
“When we support our clients in achieving
their export goals, our work is very
satisfying. But when the finance we arrange
is an enabler for critical infrastructure
expenditure that will greatly improve the
quality of life of thousands of people, it
becomes rewarding beyond measure,”
reflects Simon Sayer, Managing Director
and Head of Structured Export Finance at
Deutsche Bank.
At the time that flow went to press, work
was about to start and 24-hour drinking
water for the people of Nairobi is set to
become a reality in 2020. As Stephane
Giraud, Egis project manager, put it when
his firm carried out surveys of the project’s
engineering structures, “It’s the beginning of
a beautiful adventure.”3

ECA
insurance
cover
BPI FRANCE

€25m (12 years):
BPI France-backed facility, split 50%
Societe Generale, 50% Deutsche Bank
€105m (eight years):
Commercial loan, split 50% Societe
Generale, 50% Deutsche Bank
€50m (25 years):
Soft loan from French Treasury

Key facts
Kenya
• GDP: US$63.4bn (2015)
• GDP growth: 5.5% (2017),
5% (forecast 2018)
• Public debt % of GDP: 52.5%
• Population: 46.05 million
• Form of state: republic
• Largest trading partner: Uganda (11%
exports), China (30% imports)
• Largest export: coffee, tea, cocoa
• Largest import: petroleum,
petroleum products
• Strengths: strong GDP growth
trajectory, large domestic market,
port access, offshore gas fields,
horticulture and tourism
• Weaknesses: twin deficits of fiscal
and current accounts, political party
and ethnic rivalries
Source
Euler Hermes (as at March 2017)

Sources
1
See https://bit.ly/2GN2E6i at water.org
2
See https://bit.ly/2H8lh88 at nema.go.ke
3
See https://bit.ly/2qhBLRP at egis-group.com
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Real-time realities
The nature of treasury automation is changing as the financial
environment in which it operates evolves. What will a ‘real-time’
treasury look like in the coming years, asks Helen Sanders

T

alk of a new era of ‘real-time’ treasury
may be greeted with indifference, or
even suspicion, by many treasurers.
Batch processing, for example, is a distant
memory for many, as for more than two
decades treasury management systems
(TMS) have updated risk and liquidity
positions as soon as new transactions
and information flows are captured.
Furthermore, many treasury functions have
streamlined their payment processes and
optimised their bank connectivity to gain
daily – or even more frequent – access to
global balance and transaction information.
However, a perfect storm of new regulations,
next-generation technology and evolving
market infrastructures means that a move to
a truly real-time treasury is now needed.1
Faster payments, faster treasury?
The most obvious driver of real-time treasury
is the acceleration of cash. Governments
and regulators globally are seeking to
enhance the consumer experience and align
the payments process more closely with
emerging business models. As a result, we
are seeing a rapid increase in the number of
faster and real-time payment schemes, with
longer clearing windows and accelerated
clearing cycles for both real-time gross

The concept of the
real-time treasury is
closely connected
with, and enabled
by, digitalisation

settlement (RTGS) and automated clearing
house (ACH) processing. For companies
operating with narrow working capital
margins or high volumes of consumer
payments, such as insurance claims or
refunds, the ability to make ‘just in time’ (JIT)
payments can enhance customer experience.
For others, particularly those with wellestablished payment processes, the prospect
of real-time domestic payments may appear
less compelling or even irrelevant, particularly
in countries where there is a cap on the value
of real-time payments.
Dismissing real-time payments as a
consumer-only phenomenon entirely
underestimates the impact these schemes
will have. Turning payments on their head,
the greater impact for many treasurers will
be the acceleration and extended settlement
window for incoming, rather than outgoing,
flows, both from a process and liquidity
perspective. For example, if incoming flows
can credit the bank account at any time
of day (or night), receivables management
becomes a 24/7 operation. Treasurers need
to know when cash has been received on a
bank account; so many are starting to look
not just at intra-day, but also at dynamic
balance and transaction reporting. They also
need to be able to identify and reconcile
these flows, posting to both customer
accounts and, potentially, intercompany
accounts if they operate on a receivables-onbehalf-of (ROBO) basis.
Responding to these changes presents a
variety of challenges. There will be growing
demands on banks to provide real-time
account updates, but TMS and enterprise
resource planning (ERP) tools also need to
be able to support this data, with processes
to manage and curate high-volume, highfrequency data. Treasurers are also keen to

see improvements to the quality, quantity
and consistency of receivables information
to allow them to automate reconciliation
and account posting. However, responses
to these challenges are already available
or emerging. For example, the potential for
application programming interfaces (APIs)
to support highly bespoke data exchanges
between banks and their clients is becoming
a reality. In addition, corporations of all sizes
are increasingly adopting virtual account
solutions to facilitate automated processes
such as reconciliation, and provide better
intelligence on receivables. As these
techniques become ubiquitous, the real-time
treasury becomes not only achievable, but
also the reality for many treasurers.
Real-time liquidity
Although treasurers are starting to think
about the real-time treasury in terms of
connectivity and operations, few have
explored the wider implications, both in
organisational and liquidity terms:
1. First, as cash can be received on the
account at any time of day or night,
treasury departments will need to be
organised to manage this. Unless the team
is large (or willing) enough to provide 24hour cover, or to ‘pass the book’ between
regional treasury centres, then a high level
of automation will be required to process
incoming (and potentially outgoing) flows.
2. Second, there are significant liquidity
and working capital implications. As the
cash conversion cycle becomes faster
and shorter, and the time between
payment execution and settlement all but
disappears, managing working capital
becomes a far more precise and interactive
process than in the past. The need for large
cash buffers could also be reduced,
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>25+
The number of countries
where domestic instant
payments are live
(Press research)

freeing up working capital and optimising
the use of surplus liquidity.
To take advantage of these opportunities,
treasurers will increasingly require dynamic,
automated liquidity management solutions.
Today’s liquidity instruments are structured
around the current business day, but the
concept of “end of day” and “cut-off times”
will rapidly become obsolete. The need to
develop new ways to manage liquidity will
soon become a more pressing concern, not
simply with auto-sweeps into the bank’s own
money market funds, but also with the ability
to establish and automate multi-provider
liquidity solutions.
Beyond borders
It is not only domestic payables, receivables
and liquidity management that are
accelerating. Corporate interest around
developments in cross-border payments,
most notably SWIFT’s global payments
innovation (SWIFT gpi) initiative, as well
as a variety of fintech developments, such
as Ripple, has been very high. The speed
of payment is compelling, as are the
predictability, traceability and completeness
of data to identify and reconcile incoming
flows automatically. As with domestic
payments, innovations in cross-border
payments and bank nostro management also
represent a major step towards the real-time
treasury, particularly for reconciliation, cash
flow forecasting and liquidity management.
While managing liquidity will fast become a
dynamic, and ultimately real-time, activity,
so too will managing risk, such as foreign
exchange exposure management. With

supply chains in many industries extending
internationally, treasurers are increasingly
managing exposures in non-functional
currencies, which can jeopardise margins
and increase operational costs if not
managed appropriately. The earlier that
treasurers can identify FX exposures – not
at the point that an invoice is raised, but as
soon as the purchase order is raised or even
earlier – the greater their ability to manage
these exposures effectively. Furthermore,
the more dynamic the FX hedging process,
the more precise it becomes. Increasingly,
treasury is working with the business to
refine both processes and information flows
to capture exposure data earlier. At the same
time, dynamic FX solutions, multi-currency
bank accounts and multi-currency virtual
accounts are accelerating, automating and
refining FX management, while relieving the
operational burden.
The real-time roadmap
Just as today’s systems and processes vary
in each treasury department, the real-time
treasury will inevitably look different for each
business in the future. Even so, the realtime treasury is in many ways an unfamiliar,
and perhaps uncomfortable, concept, as it
profoundly affects each of the organisational
fundamentals of ‘people, processes and
systems’. We, as people, do not operate in
“real time”. We stare out of the window, we
go for coffee, we pack up for the day, and we
go on holiday. As transaction and information
flows increasingly take place in “real time”,
we will need to adapt our processes, systems
and, potentially, working habits. As a
result, the concept of the real-time treasury
is closely connected with, and enabled
by, digitalisation.
Some treasury functions will prioritise
digitalisation, and, therefore, the transition to
becoming a real-time treasury, more highly
than others, depending on their industry,
business model, culture and technology
sophistication. For traditional industries,
the drivers of digitalisation may originate
within treasury itself, while for new, entirely
digital industries, the move towards realtime processes and flows may be more
integral to its business model. Whatever is
motivating the creation of a digital treasury
roadmap, however, the challenge is where
to start and what the ultimate destination
should be. Many treasurers are starting
with connectivity, such as exploring the
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opportunity to use APIs to optimise the
exchange of information with their banks.
Some are looking at new financing models
to support the business more effectively
as it explores new ways of distributing
products and services. Others are focused
more on capacity building or data insights
and analytics.
Whatever the starting point on the real-time
treasury roadmap, each step has implications
for the next: connectivity impacts on the TMS
or ERP; changing cash flow dynamics affect
working capital, liquidity and, potentially,
FX solutions; and new liquidity and risk
models necessitate new data analytics.
Consequently, the roadmap needs to be
designed based on a future vision with the
steps mapped out along the way based on
clear treasury objectives, and the way in
which each objective will be achieved.
Completing these steps will take time,
particularly as many companies have
developed well-established processes and
infrastructure. Furthermore, treasury is
unlikely to become a real-time treasury on
its own, and banking partners, established
(and potentially new) technology partners,
and other stakeholders within the business
will all play a part. Embarking on the journey,
however, will not only become a matter of
necessity, but could also bring substantial
operational and strategic benefits. And as
time flies faster, with the potential to whip
up a whirlwind within the business, it is up
to treasury to be the navigator.
Helen Sanders is a specialist treasury
writer and consultant and was formerly
Editor of Treasury Management International.
She was previously Director of Education at
the Association of Corporate Treasurers and
Director of Sales & Marketing at
SunGard (now FIS), following roles in
corporate treasury and tax in the oil and
technology sectors

Sources
1
See also the Deutsche Bank white paper, ‘The Road
to a Real-Time Treasury’ at db.com/cm
2
See ‘Ten PSD2 essentials’ at https://bit.ly/2qirNjb at
db.com/flow
3
See ‘MiFID II and AMLD4 implications’ at https://bit.
ly/2ER0alI at db.com/flow
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The Deutsche Bank view
Payment Services
Directive 2 (PSD2)2
has enabled a
new generation of
fintechs, payment
service providers
(PSPs) and account information service
providers (AISPs) to develop solutions
that both compete with and complement
formerly bank-proprietary solutions.
The agreement of API technical standards
across the EEA, in addition to national
regulatory harmonisation across APAC
and Africa regarding API and QR code
adoption, will further increase the
flexibility of connectivity, data richness
and bespoke dashboarding and analytics
available for corporate treasury and the
commercial sales team.
The use of API-powered integration
layers or message broker services,
whether from a bank, enterprise resource
planning (ERP) or treasury management
solution provider, former service bureau
or licensed AISP, is now a market reality.
This can provide real-time, cost-efficient
and low-maintenance integration
services to overcome fragmented ERP
and bespoke hardware or software
applications. In turn, these provide realtime working capital intelligence in a
multi-banked environment.
Many corporates are considering the
regulation-driven instant payments
changes and open banking initiatives
as an impetus to rethink their liquidity
structures and how investment policy
parameters can be automatically adhered
to. Such automation leaves the treasury
team free to manage event-driven or
exceptional scenarios and broader liquidity
and risk issues. There are three key areas
of treasury focus in this context:
1. Virtual is the new notional
The rise in virtual ledger management
is quickly becoming the hybrid in-house
bank (IHB) destination model. This
encompasses an “in real life” master
account, with the ability for the corporate
to reserve, self-determine and open

client-defined virtual accounts to facilitate
on behalf of (OBO) payment; receivables;
and liquidity investment management. On
this journey to virtual cash management,
there are not only the typical fiscal and
legal concerns, but also FX exposure
management and OBO capabilities, along
with the ERP/TMS technology implications
in a multi-banked environment.
2. Real-time, smart investments
Once the cash conversion cycle becomes
faster and shorter – because of 24/7
payments, APIs for account information,
optimal investment decision analytics
and movement and AI to accelerate cash
conversion cycle through auto-matching
– the time between payment execution
and settlement all but disappears.
In other words, managing working
capital becomes a far more precise and
interactive process than in the past. The
need for large cash buffers could also be
reduced, freeing up working capital and
optimising the use of surplus liquidity.
3. Auto-policy investments
Given the prevailing negative yields
within Europe, US dollar volatility, the
regulatory impact of MiFID II,3 money
market fund reform and the placement of
surplus non-operational balances across
liquidity providers, treasurers expect that
the liquidity providers are able to autoimplement/amend their investment policy
parameters within their bank proprietary
liquidity pools. They expect providers to
adhere to and provide a corroborating
audit trail for on- and off-balance sheet
solutions within their bank and with all
other bank and fund providers. While
the toolkit to move balances between
entities, banks and liquidity providers
has historically been MT942 based, the
opportunity to use market standard APIs
to get real-time information later in the
day and more frequently than typical
MT942 allowed, and to move balances
JIT and more cost-efficiently, is now
increasingly live in the market.
Vanessa Manning, GTB Head of
Investment and Liquidity Products
at Deutsche Bank
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Correspondent
banking 4.0?
One of the unintended consequences of post-crisis regulatory tightening
has been a reduction in correspondent banking relationships. But new
technologies and a collaborative willingness to keep funds flowing
across borders give cause for optimism, reports flow’s Janet Du Chenne
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T

hirty minutes or less is the
new standard for cross-border
payments. It is a far cry from when
correspondent banking originated in
15th-century Florence and played a
vital role in facilitating global trade and
economic activity. Yet correspondent
banking remains the dominant model for
settling B2B cross-border payments, with
the majority of corporates’ international
payments settled bank-to-bank. However,
over the past decade and following
the Global Financial Crisis in 2008, a
combination of tightening regulations,
increasing customer expectations, and new
competition have placed new pressures on
this age-old banking model.
Since December 2015, SWIFT global
payments innovation (gpi) – which joins
together all payment intermediaries via a
cloud-based cross-border payments tracker
– has focussed on responding to these
shifts. In a press release on 28 February
2018, SWIFT announced that, in total, more
than US$100bn per day is being sent on
SWIFT gpi; nearly 50% of payments sent
using SWIFT gpi are credited to the end
beneficiary in less than 30 minutes; and
overall, 92% of payments are received by
the beneficiary within a day. All of this
has been achieved since gpi was created.
Harry Newman, SWIFT’s Head of Banking,
underlines the impact that the service has
already had on the industry: “Banks are
able to credit payments within minutes
and even seconds, while their customers
benefit from shorter supply cycles and are
able to ship goods faster.”
This need for speed is just one of the drivers
for the correspondent banking industry
to come together to improve experience
in cross-border payments, along with
transparency and traceability of payments
via better remittance data. Efforts have
also focussed on both the quality of
correspondent relationships, and trust in the
system to ensure the network and the reach
is preserved. As Christian Westerhaus, Head
of Clearing Products, Cash Management
at Deutsche Bank, put it during a Sibos
Toronto 2017 session on this topic, “It can
disrupt the market if a player can’t connect
to another player in a destination country.”
He explained, “The current model works

7billion
The traffic of messages
SWIFT recorded in 2017
as a result of a growth
in payments
(SWIFT, 2018)

well through trust, but this is not enough.”
While financial institutions have the SWIFT
network to reach their FI counterparties,
it is not yet clear how alternative payment
providers can have the same reachability
for corporate clients that happen to send
and receive payments from all over the
world. “They want us not just to connect
with a single bank in country X, Y or Z,
but also to ensure overall reachability in
that country,” he said.
In other words, correspondent banking
solves particular problems, such as
providing a service for exporters and
importers engaged in cross-border trade,
but counterparties want to be able to
track their payments – in just the same
way an international courier delivery
can be tracked – and be sure they are
operating in a safe and sound system.
Thankfully, SWIFT gpi now allows the
same-day processing (and availability) of
funds – a development that should enable
corporates and FIs to grow and become
more efficient, and that gives them greater
visibility over a transaction’s fees, as well
as foreign exchange (FX) rates used.
By joining all payments intermediaries in
one place and gaining improved visibility
over transaction fees and FX rates used, this
cuts down the time of credits reaching the
beneficiary from several days to less than
half an hour or, in some cases, minutes or
even seconds. If received prior to a receiving
a bank’s cut-off time, banks will credit funds
on the day of receipt.
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Today, corporates are
rightfully demanding more
from their banking partners
Christian Westerhaus, Head of Clearing Products,
Cash Management, Deutsche Bank
Cost of compliance
Requirements to know and classify
counterparties (Know Your Customer,
or KYC), understand other parties in the
payment or trade chain, and meet criteria
relating to Anti-Money-Laundering (AML)
controls have been core elements of the
regulatory tightening. But their effective
implementation takes time and resources.

channels, reducing transparency of financial
flows and creating financial exclusion,
thereby increasing exposure to money
laundering and terrorist financing risks,” it
warns. It counsels financial institutions to
identify, assess and understand their money
laundering and terrorist financing risks and
implement measures commensurate with
the risks identified.3

This has been felt particularly keenly in
the trade finance space which, despite
some progress towards digitalisation,1 is
still dominated by paper-based processes.
Compliance is labour-intensive, requiring
significant data collection, examination and
cross-checking of trade documents, all of
which adds to the cost of the transaction.

An emphasis on quality, not quantity
In response, banks today are
concentrating their efforts on fewer, but
more strategic, partnerships with financial
institutions across the globe. Ulf-Peter
Noetzel, Deutsche Bank’s Global Head
of Trade Finance, Financial Institutions,
explains that this needn’t be considered
a negative exercise and that regulatory
requirements “have provided a good
opportunity for the bank to go through its
existing correspondent network and look
at which contracts drive the most value
for us and our corporate clients”. Then
they can focus efforts on servicing and
strengthening these ties.

More than 68% of respondents to the ICC
Banking Commission’s 2017 Global Survey
on Trade Finance (which pulled together
255 responses from banks located in 98
countries) suggested that compliance
and regulatory requirements had become
their most significant challenge to finance
provision.2 This has, naturally, forced banks
to review their correspondent relationships
from a profitability aspect and, in some
geographies, terminate them.
The cash space is no different. Marc
Recker, Deutsche Bank’s Head of Market
Management, Cash Management,
reflects that “maintaining an open global
payments network across many different
standards and under a strict regulatory
framework is prohibitive from a cost
perspective – banks can no longer treat
correspondent banking as a hobby”.
De-risking in the correspondent banking
context is something that the Financial
Action Task Force (FATF) has been
addressing by highlighting the scale of the
problem and providing guidance to clarify
supervisor expectations for correspondent
banking relationships. “De-risking may drive
financial transactions into less/non-regulated

In ‘Correspondent Banking 3.0’4, published
in 2012 and superseded by SWIFT gpi,
SWIFT argued for a three-tier segmentation
of correspondent banking relationships that
is now becoming apparent. This comprised:
• Partner banks (based on true synergies,
with relationships typically based on
a partner bank’s strong presence in a
particular geography and its ability to
transact a high volume of business across
a broad range of products);
• Specialist banks (where the correspondent
bank has capabilities in specific product
lines); and
• Coverage banks (to fill out the geographic
footprint of a bank’s capability in areas
where it does not have a presence, but its
clients need to do business).
Correspondent banks, such as Deutsche
Bank, are investing in a clear policy to
manage and mitigate risk. “In this new

environment, there is not only a need to
comply with the regulation in a safe and
secure way, but also to make sure that this
compliance is efficient and continues to
support the growth of a bank’s business,”
says Recker.
What does this mean in practice? For a start,
correspondent banks should communicate
their risk tolerance policies and expectations
to respondent institutions – including issuing
policy statements on transactions that are
prohibited and that they consider ‘high
risk’. In turn, such communication helps
the correspondent bank to flag new and
emerging risks, and assists the respondent
institution in its capacity to comply.
Rising customer expectations in the
digital age
However, compliance is not the only new
pressure facing correspondent banks.
Driven by their experiences within the retail
banking sector, corporates have, over the
past decade, come to expect higher levels of
transparency, convenience, speed and price
from their wholesale providers.
Does this make instant digital payment
services offered by third-party providers
– think PayPal – a genuine threat to
correspondent banking? No. Recker points
to the fact that treasurers of multinational
companies with complex treasury structures
– whether payment factories, shared service
centres or full-scale regional treasury
centres – require sophisticated solutions
integrated into their own processes and
systems, with the aim of driving better
liquidity or working capital management.
Only a large-scale banking network can
meet these needs. But, nonetheless, banks
must adapt and evolve. “Today, corporates
are rightfully demanding more from their
banking partners,” says Westerhaus.
“It is no longer acceptable for cross-border
payments to take a week to be credited
to a beneficiary’s account. It is no longer
acceptable for payment and FX to be
shrouded within long and complicated
payment chains.”
Both Westerhaus and Recker cite SWIFT gpi,
which has met customers’ expectations for
speed, the same-day clearing of funds and
full remittance data. It also introduces the
SWIFT gpi Tracker, which Westerhaus likens
to a “courier’s tracking platform” – enabling
full visibility of a transaction’s journey via
end-to-end status updates. This visibility
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leveraged ISO 20022 standards and gpi
innovations – including the unique end-toend transaction reference – and integrated
intraday liquidity standards.
Noetzel urges an element of realism when
it comes to how quickly these initiatives
may reshape banking models, given the
heightened compliance environment.
His view is that modernisation should be
tackled in a pragmatic and measured way,
with the focus not on the technology, but
rather on the needs and challenges of
corporate clients.

Images: iStock

Westerhaus agrees, pointing out that many
new solutions are “still in their infancy”
and that it will take time for them to meet
the relevant compliance criteria – and
even longer to be equipped to handle
the high-value, high-volume payments
required for international trade. Ultimately,
success will be judged by global reach and
any technology will need to achieve full
connectivity across all countries, currencies
and bank accounts worldwide.

of payment status, unaltered remittance
information and the transaction costs can
be updated by FIN Message or application
programming interface (API) and accessed
via a graphical user interface (GUI) – making
it interoperable with a bank’s other backoffice systems. In its latest press release,5
SWIFT also stated three bold ambitions for
the service: 48 out of the 50 top banks on
the SWIFT network have committed to using
SWIFT gpi to send payments. In total, 45
banks are live, with more than 100 banks
in the implementation phase; by the end of
2018, every bank that joins gpi will be able
to trace every payment it sends using SWIFT
gpi across more than 10,000 banks on the
SWIFT network, and SWIFT gpi is on track
to become the standard for all cross-border
payments by the end of 2020.
flow’s online report on the corporate
engagement for SWIFT gpi, published
in January 2018, goes on to point out
that this cannot happen without the
corporate determination to make this the
default cross-border payment solution.6 And
– although predominantly bank-led – SWIFT
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gpi is designed with the corporate and FI
client firmly in mind. Crucially, it allows the
same-day processing (and availability) of
funds – a development that should enable
corporates and FIs to grow and become
more efficient.
Technology transfer?
Technology clearly has a huge part to
play in modernising the correspondent
banking process. Blockchain in particular
has caught the attention of corporates,
and flow online reported in December 2017
how this particular use of distributed ledger
technology had moved beyond the proof
of concept (PoC) stage into actual trade
finance deals.7 Another blockchain-based
initiative, the we.trade joint venture in the
SME and mid-cap space comprising nine
partner banks, including Deutsche Bank,8
was featured at Sibos Toronto 2017. In
addition, SWIFT’s recently concluded a
DLT PoC for nostro reconciliation tested
whether nostro Account owners, and their
servicers, could potentially share a private
confidential ledger recording transactions
related to their Nostro accounts. The PoC

Other innovations, such as artificial
intelligence (AI) and enhanced data
intelligence could have a more powerful
impact in the near term – allowing for more
efficient and cost-effective risk management
processes. For example, an AI-enabled
system that had learned money-typologies
could, in theory, proactively ascertain
when and where risks are likely to emerge
based on past trends. It could intelligently
analyse high numbers of contextual data
points (such as account profile data from
CRM, non-transactional behaviour from
web login activity, and other unstructured
data sources) to create a highly-refined risk
score, and help ensure strong risk controls.
The reinvention of correspondent banking
has risen to a new normal, with new
technology enabling the industry to reach a
higher level of efficiency, while maintaining
its focus on the safe and secure movement
of funds around the world.
Sources
1
See https://bit.ly/2IyXqfg at db.com/flow
2
See https://bit.ly/2uOKVKr at iccwbo.org
3
See https://bit.ly/2eAUhAd and the FATF
recommendations at https://bit.ly/2GHXKr9 at
fatf-gafi.org
4
See https://bit.ly/2GFluwl at swift.com
5
See https://bit.ly/2q9O80r at swift.com for updates
on SWIFT gpi
6
See https://bit.ly/2GGnDrm at db.com/flow
7
See https://bit.ly/2uLmjSN at db.com/flow
8
See https://we-trade.com
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The
cybersecurity
landscape

For more information and to read the full research
paper, visit www.swiftinstitute.org

Image: Will Carter

Cybersecurity was a huge topic
at Sibos 2017 in Toronto, and the
graphic on the right captures some
of the key insights from one of the
dedicated SWIFT Institute workshop
sessions. It is based on the research
report ‘Forces shaping the cyber
threat landscape’ by William Carter,
Deputy Director of the Technology
Policy Program at the Center for
Strategic and International Studies
(CSIS). The research includes the
fact that “information security
spending by global financial
institutions grew 67% from
2013–2016 and in the US alone,
financial sector cybersecurity
spending is expected to total
US$68bn cumulatively from
2016-2020”.
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Smarter custody
With the securities services industry facing seismic shifts, driven by a raft of
market reform and technological evolution, providers and clients are refocusing on
their securities products and engagement models. In response to such a dynamic
environment, how can the industry use technology and data in a smarter way to drive
sustainable value, asks flow’s Janet Du Chenne
“The future ain’t what it used to be.” This
famous quote from baseball legend Yogi
Berra was used by John Gibbons, Deutsche
Bank’s Head of Global Transaction Banking,
in his opening remarks at the Transaction
Bankers’ Forum 2018 to describe the
state of play for the industry. Declining
margins, regulatory and pricing pressure
and competition from fintechs are rapidly
changing its dynamics. However, the
richness of data within transaction banking
means that the traditional metrics will no
longer measure the future value that the
industry brings. Instead, new technological
innovations, such as APIs and artificial
intelligence (AI), combined with the rich
data held by, and the substantial market
knowledge of, transaction banks will
empower these providers, their clients
and, ultimately, investors.
In a March 2018 report, ‘A calm surface
belies transformation in securities
services,’1 consulting firm McKinsey
identifies that the structure of markets and
new technological innovations will mean
that the securities services industry faces
more change in the next five years than
it faced during the preceding 10 or even
20, as it adapts to dramatic shifts in the
structure of markets and incorporates
new technologies.
Two important trends can be identified
in this changing landscape:
1. A shift in client priorities, driven mainly
by infrastructure change, regulation
and business strategies, has introduced
new operating models with increased
opportunity for closer collaboration
between industry participants

US$

20 bn

Potential cost savings to the
industry from automation
and robotics
(McKinsey, 2018)

and investors; and
2. Rapid changes in technology are leading
to an increased use of peer-to-peer
connectivity, robotics and data analytics
to enable functional re-engineering and
business decisions.
A shift in client priorities
Large regional infrastructure changes
and a developing regulatory agenda have
impacted how markets operate and how
users of those markets deliver products
and services.
In Europe, with Target2-Securities (T2S)2
harmonising post-trade settlement
processes, this has created the flexibility
to manage settlement directly on the
T2S platform infrastructure or via the
central securities depository (CSD). It has
also created an opportunity to manage
asset servicing and tax services via an
independent connectivity channel. This
channel can also offer the pipework to

enable the linking of collateral solutions
at both central securities depositories and
international central securities depositories.
In addition, due to this harmonisation,
access to the region can be simplified by
providing a single central cash account
structure for settlement in both central
bank money and/or commercial bank
money from a securities services provider.
This development allows for greater value
to be realised from the optimisation of both
liquidity and collateral.
At the same time, multiple regulations
such as the Central Securities Depository
Regulation, the European Market
Infrastructure Regulation (EMIR) and the
Markets in Financial Instruments Directive
II (MiFID II)3 have brought many challenges,
as well as complementing factors to
redesign business strategies.
In Asia, financial reforms across the region
are also facilitating easier access for
investors across markets. Examples of this
have been the launch of Stock Connect and
Bond Connect in China to support on-shore
and offshore access, and the 2025 ASEAN
Economic Community Blueprint and Capital
Markets vision, which aim to facilitate more
seamless international investments by
harmonising access to the ASEAN region.
Such seismic change has driven
collaborative thinking and the delivery
of tangible market account structures
and operating models; these are driving
a value-based financial structure and
creating investor opportunities to
optimise both securities assets and cash
optimisation. This is leading to a move
from the traditional “bundled” custody
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SERVICES:
CYBERSECURITY
CUSTODY

The
flexibility of
componentbased
solutions
enables the separation
of product modules
to deliver data
transparency
and tangible
financial value
Graham Ray, EMEA Head of Securities Services
at Deutsche Bank

product towards an implementation of new
“component-based” solutions.
Tailoring these solutions to an individual
client’s business strategy allows greater
choice of services across a community of
providers, promoting industry collaboration
within a service-oriented architecture.
“The flexibility of component-based
solutions enables the separation of product
modules to deliver data transparency and
tangible financial value. The adoption
of such an approach also embeds the
foundation framework for technological
and data innovation,” says Graham Ray,
Global Head of Product Management,
Securities Services at Deutsche Bank.
Rapid changes in technology
It is imperative that, given the accelerating
pace of market and technology change,
incremental benefit is delivered to a
business via a more agile implementation
approach than has traditionally been
the case. This involves using the correct
technology to solve each business
opportunity, and building upon the
foundation of the component-based
solutions that are now deployed. By
looking at each component, providers
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Deutsche Bank’s Securities Services
business is currently working on a
number of key initiatives that illustrate
both the business benefits and the agile
implementation of new technologies.
Two specific project examples are:
1. Using peer-to-peer connectivity
via APIs and robotic automation to
provide improved client experience and
functional re-engineering; and
2. Using securities and cash data analytics
to provide intraday transparency and
insights to optimise financial benefit.
Improved client experience
First, by partnering with a large client,
Deutsche Bank used robotic process
automation (RPA) to deliver operational
integration, with the aim of improving dayto-day client service. The solution allows the
client’s client to directly access real-time,
consistent data regarding the settlement
lifecycle and provides them with optionality
to take a targeted set of follow-up actions.
The delivery of these solutions can have
great value to the industry. The March 2018
McKinsey report highlights that the use of
process automation and robotics has the
potential to raise the industry’s efficiency to
the next bend on the cost curve. If applied at
scale by securities services firms, these tools
could, says the report, reduce the industry’s
costs by an estimated US$20bn or more.
Fiona Gallagher, Global Head of Securities
Services at Deutsche Bank, believes API

Data analytics
The second project leverages the Deutsche
Bank Data Analytics centre of excellence
and innovation labs in Dublin and uses
analytics applied to the cash component of
securities services products. The resulting
data analytics are providing quicker
intraday insights that allow more efficient
usage of liquidity by treasury departments.
In her dual role as Chief Country Officer
in Ireland on a site of 750 people, which
includes Deutsche Bank’s Data Analytics
centre of excellence, Gallagher believes
timely access to cash data that is an
integrated part of a custody solution
can improve a firm’s understanding
of the overall cost of business and,
therefore, facilitate opportunities to
drive cost efficiency.

A partnership
with clients allows
us to explore and
understand the
data together,
rather than
simply reacting
Fiona Gallagher, Global Head of Securities
Services at Deutsche Bank

“When you have such big data sets as we
do, there are two routes to access and
use it,” says Gallagher. “One is to start
with a hypothesis and to find your way to
the information you need; the second is
to be more data-led and discover things
that are not immediately apparent. In both
cases, a partnership with clients allows
us to explore and understand the data
together, rather than simply reacting.”
Actionable insights on data could also have
a measurable impact on costs to drive the
top line, she adds.
Getting smart
Using a smarter custody strategy to
leverage the full benefits of both the
changes in market structure and the power
of technology and data makes it possible
for firms to become more agile, efficient
and innovative.

Sources
1
See https://bit.ly/2HOZwZg at mckinsey.com
2
See the Deutsche Bank white paper, ‘Optimising
liquidity management in securities settlement’ at
https://bit.ly/2HFpm4k at db.com for further detail
on T2S
3
See https://bit.ly/2HznUQH at db.com/flow

Images: iStock

and clients can look at driving efficiency
through delivering against a roadmap of
process automation, via the use of robotic
technology, peer-to-peer connectivity and
leveraging common data elements that
can derive mutual analytical insights to
facilitate clear, actionable goals.

access and the ability to take immediate
actions will be transformative to how peers
and investors interact across the securities
services value chain: “Only by providing
quicker access to common cleansed data
can we provide clients with the experience
that they have come to expect in today’s
instant response environment.”
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Client case study
Northern Trust uses a component approach to
migrate assets in the French market post-T2S
Global custodian Northern Trust has
successfully partnered with Deutsche
Bank and Euroclear in an innovative
solution for T2S, enabling it to achieve
efficiency benefits for its clients.
Northern Trust’s strategic vision for
T2S reached its first milestone with
the migration of the French market
to Deutsche Bank’s asset servicing
only solution.
The global custodian’s strategy for T2S,
the platform that harmonises the crossborder settlement of securities for select
markets in Europe, is built on a strategic
five-year multi-market mandate for
custody in Western Europe. It follows
the launch of T2S in 2012, which
Northern Trust saw as an opportunity to
review its business model and challenge
the status quo of how global providers
connect to Europe.
In devising a fresh, strategic view of its
custody model for the post-T2S world,
Northern Trust established that most of
its T2S flows will be concentrated in five
markets in Europe: Germany, France, the
Netherlands, Belgium and Spain. With
the platform, they had the opportunity
to access Europe through a single point
of entry, taking advantage of aspects of
process harmonisation while still being
aware of the need to maintain a provider
for local market proximity and expertise
in non-harmonised processes.
At the same time, Deutsche Bank also
saw the opportunity and began to review
its own platform and operating model,
unbundling its offering into component
parts of the value chain, across asset
services, collateral mobility and
settlement, to help clients to address the
unique challenges they faced given the
changing regulatory, infrastructure and
technology landscape.
T2S solution
Northern Trust worked with Deutsche Bank
on a solution that enables it to achieve
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efficiency benefits for clients through a
consolidated settlement platform and
central bank funding accounts across
European securities markets.
The T2S solution also enables Northern
Trust to hold investors’ assets directly
at single central securities depositories
(CSDs), enhancing the range of asset
holding structures it is able to support.
Such a collaboration is made possible by
Deutsche Bank’s ability to partner with
either issuer or investor CSDs, which
allows clients to utilise the flexibility
of the component structure to achieve
their aims. For example, this particular
model allows Deutsche Bank to operate
Northern Trust accounts at Euroclear
as an investor CSD, which is directly
connected to other CSDs via T2S. In
addition to having a central point of
entry for settlement in Europe, Deutsche
Bank provides Northern Trust with
connectivity, asset services and
tax solutions for all securities settled
in Europe, which offers the opportunity
to mobilise collateral through
tri-party programmes.
Justin Chapman, Head of Innovation
and Market Advocacy at Northern Trust,
comments, “This collaborative solution
bodes well for the future, not just for
the success of Northern Trust and our
clients, but also for the way we can
effectively partner with our providers.
T2S provided the opportunity to enhance
our existing model and is part of our
wider commitment to harnessing
opportunities to offer our clients nextgeneration capabilities and products.”

This
collaborative
solution bodes
well for the
future, not just
for the success
of Northern
Trust and our
clients, but also
for the way we
can effectively
partner with
our providers
Justin Chapman, Head of Innovation and
Market Advocacy at Northern Trust

Migration of French market
The migration of the French market is
the first to a new operating model within
the industry and sees Deutsche Bank
Frankfurt providing the asset servicing
that enables clients to self-settle with a
direct account at the Euroclear CSD in
France. Northern Trust was previously
serviced in the French market via
Deutsche Bank’s Amsterdam location.
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ESG: integrating
strategy with
communications
With Environmental, Social and Governance (ESG) investing now a mainstream
feature for investors, issuers are making changes to show how this creates a
positive impact and aligns with their strategies, writes flow’s Janet Du Chenne
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I

f you have ever wondered how
mainstream ESG investing has become
among institutional investors, a quick
look at the annual report of the Sovereign
Wealth Fund of Norway,1 which manages
US$1trn of investment assets on behalf
of the Norwegian government, should
provide some insights.
In the responsible investment section of
the report, the fund said it undertook six
risk-based divestments of companies due
to high risk of contributing to tropical
deforestation. It has a climate change
policy which sets out expectations to
all companies in its portfolio to reduce
their contribution to climate change and
rainforest destruction. NBIM, the fund’s
manager, found there were too many
problems in the sector as a whole to be
worth the risk, citing specific challenges
that included a lack of traceability in the
palm oil supply chain and a lack of faith
in palm oil certification systems. It also
highlighted the expansion of some palm
oil producers into parts of Africa where
governance, land ownership and human
rights issues are key concerns.
During the past few years, the fund
has integrated these issues into its risk
management and reported on them. This
may result in divestments in companies
where it sees long-term risks, as it could
be a sign that these companies are not
adequately addressing the relevant ESG
risk in their business operations. The
scale of these issues means that, in the
same way that investors such as NBIM
have incorporated ESG into their strategy
and communicated this in their annual
reports, more issuers are looking to
integrate ESG and sustainability into
their strategic communications with
those investors.

Client case study How Repsol keeps it clean for investors
Paul Ferneyhough, Corporate
Director, Finance & Investor Relations
at multinational energy provider Repsol,
answers questions about how the
company integrates ESG into its
overall strategy and how this impacts
on profitability.
How has Repsol integrated ESG into
its overall strategy?
Repsol works to provide accessible,
efficient and safe energy to meet growing
energy demand without compromising
future generations. Our commitment to
sustainability is a cornerstone of our vision
of the future as an integrated sustainable
energy company.
Our commitment to sustainability is
integrated into the company’s strategy2, and
Repsol has the support and engagement
of the board of directors and senior
management. The company is focused on
developing a business that is sustainable
not just for tomorrow, next week or next
year but for the next 50, 60, 70, 80 years.
We need to emphasise the best practices
that we follow so that, when it comes to
our company, we are able to demonstrate a
clear linkage between ESG and how we run
our business on a daily basis in a way that is
going to deliver differential returns and levels
of income over time. The issue with ESG in
the eyes of investors is not with what the

company has been doing, but rather with
how we have been communicating it.
Repsol operates in a manner that is totally
aligned to regulatory environmental
standards, industry best practices and
broader expectations of stakeholders. Our
aim is to leave no trace of where we have
been. Before entering any new basin, the
company develops an understanding of the
social and environmental conditions in which
the activities will take place, because we
understand that we are responsible not only
for the natural ecosystems, but also for the
people who are impacted by our activity.

We are
building
global
carbon
pricing into
our investment
decisions
Paul Ferneyhough, Corporate Director,
Finance & Investor Relations, Repsol

The reason for this ESG momentum
is that investors believe they can have
a positive impact on these issues by
changing corporate behaviour. Many
large institutional investors have ESG
teams and they are working with
corporations to ensure that strict
guidelines are being followed.
This article takes a closer look at
how Madrid-headquartered energy
provider Repsol embeds ESG in its
business strategy.
(Above) Headquarters of Spanish energy corporate Repsol in Madrid, Spain
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We’ve also been investing in reducing
CO2 emissions in our facilities in Spain for
years and our current energy efficiency
programmes, which started in 2005, will
result in a reduction of five million tonnes
of CO2 per annum by 2020, a 25% overall
reduction of our CO2 emissions.

part of the solution to climate change.
This means ensuring that our company,
the way that we operate, the targets
that we’re setting and the objectives we
are delivering will be compliant with our
participation in the achievement of the
two degrees Celsius ambition.

What is new to our approach is that
we emphasise our credentials in those
areas so that those investors willing to
invest in companies integrating ESG can
clearly see how we take decisions, the
way we remunerate our staff and
executives, and how it fits into our
overall strategic objectives.

The next aspect is that our approach to
environmental sustainability is not only about
the concept of investing in renewables – it’s
more fundamental than that. We are looking
at our business, analysing what we are good
at, what makes us successful and how we
can apply that as we think about where our
business goes in terms of us supporting
the COP215 (or 2015 United Nations Climate
Change Conference) agreement. We want
to invest in the areas in which we think
we can be profitable and where we can
provide value-added services to our clients.
To illustrate that using one example in our
business, Repsol has a leading position
in the Iberian Peninsula for the supply of
fuel, with 40% of the litres that are put into
people’s cars being bought from Repsol. We
know that, in the short to medium term, the
electrification of mobility is going to impact
light private vehicles and there’s going to be
a significant decrease at some point in time

How do you communicate this strategy to
ESG-focused investors?
Like any sort of concept, it’s important
that you describe it in terms of real actions.
Repsol was one of the first oil and gas
companies to commit to supporting the
Kyoto Protocol.3 The company is firmly
committed to the ambition of limiting the
average global temperature rise below 2ºC
above pre-industrial levels by the end of the
century. As a signatory of the Paris Pledge
for Action4 document, Repsol supports the
Paris Agreement, and works towards being

Customers fill their
vehicles with fuel
at a Repsol YPF
SA gas station in
Madrid, Spain

in the amount of diesel and gasoline that is
going to be required for cars.
How do you reflect energy provision for
mobility in your investment strategy?
Mobility is not going away and will, indeed,
grow. We describe Repsol as a leading
supplier of energy for mobility and we want
to defend that position. Then we have a
business that starts to think about itself
in a different way. We think about how to
continue to defend our market share, how
to continue to be the premium supplier
of energy for mobility. Then you get into
the fact that we have to consider a multifaceted approach to the provision of energy
for mobility. That is what we are already
developing and that is a sustainable business.
For us, sustainability means investing in the
business where we can be profitable, where
we have competitive advantage, where it is
part of the solution for low-carbon emissions,
rather than simply buying a wind farm.
This multi-energy approach means you can
buy diesel and gasoline from service stations
but you can also buy Autogas (liquefied
petroleum gas) which is more efficient, has
less tax on it and is more attractive to people,
as it produces fewer emissions. Also, we are
already the leading provider of electric car
recharging points in Spain from our service
stations. Then there is the fact that we have
service stations in prime locations, and we
work to ensure that we are generating the
best level of revenue from those service
stations. So, in addition to selling freshly
baked bread, we also have an agreement
with Amazon so that their customers can
collect their parcels from Repsol stations,
and an agreement with El Corte Ingles to
install supermarkets in our service stations.
We are continuing to build on the services
we provide so that not only are we seen as
a traditional provider of energy for mobility,
but we are also leveraging the businesses
we have so that they continue to be
relevant in people’s lives.
Finally on this point, when we think about
investments in our business and how we
invest globally, how we chose where we are
going to allocate our capital and where are
the areas we want to focus on, we actively
develop the techniques we use to analyse
our decision-making to ensure that they are
aligned to our commitment to a low-carbon
emissions future. We very much believe in a
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How integrated are sustainability
and profitability?
Socially responsible investors – those
integrating ESG within their investment
decisions – represent about 14% of our
total institutional shareholder base. We
want to see more of these people in our
investor base, because they’re generally
long holders and they’re generally very
supportive. Why are people interested in
socially responsible investment? It’s not only
because they are looking to make a return,
but also because there is a demonstrable
link between sustainability (ESG) and
differential value creation, which is a proxy
for profitability in the long term.

Repsol was one
of the first oil and
gas companies
to commit to
supporting the
Kyoto Protocol

global carbon pricing model and so, rather
than waiting for the world to get there, we
are already building it into how we make
decisions now. So we are building global
carbon pricing into our investment decisions
so that those investments that are more
efficient in terms of the amount of carbon
they’re producing will benefit, because they
will have a lower hypothetical tax in their
investment calculations, and that will then
allow us to target our investment to those
areas that are more efficient in terms of CO2
production. We’ve built that in – this year
the cost is US$25 per metric tonne (/t) – and
we’re going to be stepping it up to US$40/t
by 2025. This means that we have already
built the idea of a global carbon price into
our business, and that is currently helping
us to optimise our investment towards
carbon-efficient projects.

We believe there is no choice other than to
be a company that believes our sector has a
long future in front of it, that is going to be a
part of a low-carbon emissions economy, part
of the provision of low-cost carbon efficient
energy for the globe. We see a total linkage
between profitability and our focus on SRI
[socially responsible investing] investments.
Those concepts go hand in hand.
How does Deutsche Bank help you to target
ESG investors?
We engage with Deutsche Bank on a
number of fronts, on the investor relations
side, on the treasury side and within our
capital markets function. But the one I’d
like to focus on in particular here is the ADR
programme. Deutsche Bank acts as the
manager for our ADR programme in the US
and that programme is really important.
At the moment we have a very active ADR
programme trading on the OTC QX, making
it our second largest equity market by
volume globally.
In terms of the US, where the ADR
is targeted, 20% of our institutional
shareholders are based there. So for me,
the ADR programme allows us to offer
investment opportunities to US-based
institutions who are not looking for the
complexity of directly owning stock on a
European bourse. It makes us an easy choice
for them. The Deutsche Bank team are
managing that programme for us and they
provide us with insight into volume flows and
into the types of investors that are interested
in our business, as well as giving us access
to information around what institutions are
thinking about and what they are interested
in. The US is a rapidly evolving market for SRI

The
Deutsche
Bank
view
With more investors actively
integrating ESG into their
decision-making, Trust and Agency
Services continues to support
clients on adherence to Green
Bond Principles for infrastructure
investments,6 provide additional
reporting on specific metrics and
segregate capital and cash flows
as required. For issuers, it means
considering how to best incorporate
ESG into their investor relations
stories. We actively work with both
investors and issuers to understand
their ESG priorities and help them
achieve their objectives.
Jose Sicilia, Global Head of Trust and
Agency Services at Deutsche Bank

investment. They’re a little bit behind Europe
in terms of their sophistication in these areas,
but they’re moving forward very quickly.
So our ability to offer socially responsible
investors an easy platform to get exposure
to a company like Repsol through our ADR
programme is fundamentally important.
The company is a Trust and Agency
Services client, where Deutsche Bank acts
as depositary bank for Repsol’s American
Depositary Receipt (ADR) programme
for US investors, and the bank helps it to
communicate its strategy to those investors.

Sources
1
See https://bit.ly/2HbBjeu at nbim.no
2
See https://bit.ly/2Hbg2Bv at repsol.com
3
See http://kyotoprotocol.com
4
See http://parispledgeforaction.org
5
See https://bit.ly/1feEfIu at wikipedia.org
6
See https://bit.ly/2Hb4eDD at cbd.int
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No silver bullets,
but a new arsenal
With the cost of KYC compliance increasing, sharing
client information to a standard everyone trusts makes
absolute sense. Chris Hall explores how far KYC utilities
and technologies have come and what practical support
they offer to help reduce the costs of compliance

Global regulators, including the Financial
Action Task Force (FATF), the Financial
Stability Board Committee on Payments
and Market Infrastructures (CPMI) and the
Basel Committee on Banking Supervision,
have already given this a nod in a joint
press release on 8 March 2018,1 endorsing
the updated DDQ.
This amendment has been welcomed,
for the simple reason that full customer
knowledge – in the form of detailed checks
to a specified level of granularity – has
stretched even the most established
financial services providers. It has been
particularly difficult for correspondent
banks to achieve, and causes headaches
for their customers, too.
Not only do they have to fully understand
a prospective client’s business, including
ownership structures, risk appetites
and geographic footprint, but because
correspondent banks allow client banks’
transaction traffic to flow through their own
infrastructure, they must also understand

at a detailed level the nature and shape of
their clients’ clients’ business, or so-called
Know-Your-Customers’-Customer (KYCC).
Failure to do so not only increases the risk
of fraud, cybersecurity attacks and other
operational hazards, but it also lays the
bank open to steep fines, as regulators
raise the bar in protecting consumers,
increasing transparency and tackling
financial crime. According to SWIFT, there
are 1.3 million bilateral correspondent
relationships across the banking industry.
“That’s a huge administrative burden for
banks each time a relationship is added,
or information needs updating,” it notes.2
A ramp-up in due diligence obligations
over the past decade impacted data
collection workloads; demanding
correspondent banks take the necessary
steps to understand the risks inherent in
the payment flows of their clients’ clients.
Furthermore, this all has to be done in the
context of multiple sanctions regimes3 and
fraud prevention requirements. As a result,
third-party tools and capabilities have
emerged, offering the means to exchange
and verify KYC data cost-effectively and
monitor transaction flows through data
analytics to ensure continued compliance.
Shared assessments
Knowing your customer makes sense
from a commercial as well as a risk
management perspective. But proving full
compliance with KYC legislation across

multiple jurisdictions can thwart commercial
imperatives. The cost of conducting
water-tight due diligence checks and
risk assessments – both at the start of a
business relationship and at regular intervals
throughout – can soon prohibit profitable
service delivery, especially if KYC checks
are conducted manually, and subject to
different processes and requirements across
product lines, client groups and markets.
Katja Zschieschang, Director for KYC
Business Execution, Global Transaction
Banking, Deutsche Bank, says banks
improved their processes and coordination
to manage higher data volumes. “Like many
banks, we initially took on more human
resources to handle the data we need to
capture and evaluate in line with increasing
regulations, but we’re now getting smarter
in how we collect and review information.
Rather than several different departments
sourcing the same or similar data, we share
core information internally, then request
more specialist, product-specific details if
necessary,” she says.
Cost burdens
For correspondent banks that must
‘look through’ partner banks to understand
their exposure to underlying clients, the
cost/benefit analysis of relationships has
come under intense scrutiny. In a 2016
report by the CPMI,4 correspondent banks
cited rising compliance costs as the “most
common cause” of reduced profitability.

Images: Otto Steininger, Ikon Images

A

n accelerated development of global
standards for the sharing of customer
information is providing a welcome
addition for what has long been a burden for
correspondent banks. In February 2018, the
Wolfsberg Group of 13 banks announced that
it had revised its Due Diligence Questionnaire
(DDQ), a de facto standard for correspondent
KYC due diligence information.
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To be truly
effective, KYC
utilities need to
leverage multiple
technology
innovations
Many were also uncertain on how to
achieve KYC compliance, flagging in
particular, the required depth of knowledge
on clients’ clients. “This uncertainty
increases the difficulty of measuring risks…
and might be leading to the abandonment
of some relationships,” noted the CPMI.
If payments banks pare back their use
of correspondents, there is an inevitable
consequence for the breadth of crossborder payment services offered to
corporate and institutional clients.
“In recent years, corporates large and
small have experienced a reduction in
the availability of cross-border payment
services and a reluctance by the banks
to take on new business,” says Caroline
Stockmann, CEO of the UK’s Association
of Corporate Treasurers.

In recent years, the number of KYC
utility operators has reduced through
consolidation, with the facilities being
integrated into a broad financial crime
compliance service offering, in response to
a more coordinated approach by financial
institutions. Overall, the core utility service
proposition is similar, i.e. secure, scalable
processes for permissioned exchange and
storage of compliance-related documents,
typically standardised and validated.
However, functionality varies, for example
on the extent of validation, the range of
documentation covered and the diversity
of the client base (see Figure 1).
However, utilities have faced significant
barriers to achieving critical mass,
notably guaranteeing secure exchange
of accurate and timely data, diverse
regulatory requirements and attitudes to
utility use across jurisdictions, and the
nascence of industry-wide data standards
for KYC-related information. Even if, as
recommended by the CPMI, regulators
coordinate expectations and correspondent
banks can achieve consensus on
standardisation, are utilities the silver bullet?
Recent advances in standardisation and
use of technology give scope for optimism.

To ensure standardisation of the KYC data
shared between correspondent banks
using its KYC Registry, SWIFT established a
working group of global transaction banks,
including Deutsche Bank. This means that
any bank requesting KYC data from the
utility on a correspondent is guaranteed
to receive a ‘baseline’ of SWIFT-verified
information across five categories:
1. identification of entity;
2. beneficial ownership structure
and key controllers;
3. products and services;
4. AML policies and compliance
structures; and
5. tax information.
A further step towards standardisation
was made in October 2017 when the
SWIFT KYC Registry was aligned with
the recently revised Wolfsberg Group
Correspondent Banking Due Diligence
Questionnaire (DDQ).5 This means users
can complete the Wolfsberg questionnaire
directly via data contained in the utility.
Zschieschang says the working group
has helped the KYC Registry respond
to the evolving needs of correspondent
banks, such as the use of timestamps
and development of APIs to ingest data
directly into users’ internal systems,

Figure 1: KYC utility operators

While banks have had to adapt their
operations, the changing regulatory
landscape has also had a far from
trivial impact on corporate treasuries.
“The treasury department of even pretty
large multinational corporates might
be staffed by only a handful of full-time
employees. They can’t afford to spend a
lot of time supplying compliance data,
which means the reduced availability of
correspondent banking services can be
a very real barrier to doing business,”
Stockmann adds.

IHS Markit
Enables banks and brokers to source
validated KYC data from buy-side
securities market participants, e.g.
hedge funds, multinational corporates
and asset managers. Integrates its utility
into a wider range of risk management,
compliance and reference data offerings
and, says its website, provides “validation
of publicly sourced and client-provided
entity data using defined industry
standard KYC policies to complete
management of KYC processes”.
https://ihsmarkit.com/products/kycservices.html

Utilities: why come together?
The CPMI report backed a number of
collaborative initiatives aimed at more
effective information sharing, notably
greater use of utilities serving as shared
central repositories of KYC due diligence
data, with the aim of reducing the time
and cost spent sourcing and preparing
information bilaterally.

Thomson Reuters KYC as a Service
Provides the same capability to banks
and brokers as IHS Market and includes
the former Clarient (acquired in 2017).
Website states that it ‘provides end-toend client identity, verification, screening,
and monitoring for accelerated client

onboarding, remediation and refresh
built on an interactive platform that
streamlines KYC compliance and the
distribution of due diligence information.
https://risk.thomsonreuters.com/en/
products/kyc-as-a-service.html
SWIFT KYC Registry
Focussed on multilateral KYC data
exchange between correspondent banks
at present, the cooperative provides
compliance tools across both the
payments and securities markets. “SWIFT
has worked with the world’s largest
correspondent banks to define a set of
data and documentation that addresses
KYC requirements across multiple
jurisdictions,” states the website.
https://www.swift.com/our-solutions/
compliance-and-shared-services/financialcrime-compliance/our-kyc-solutions/thekyc-registry
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but acknowledges cost-based resistance
from smaller banks. “I hope that
ongoing efforts to explain the security
and standardisation benefits of sharing
data via a dedicated utility – rather than
bilaterally over email – will overcome
these reservations,” she says. So far,
the KYC Registry is the only utility to
have aligned its data ‘baseline’ with the
updated DDQ and it remains to be seen
which other utilities will take a role in
supporting this industry standard.
This utility concept is being looked at more
broadly as support from the public and
private sector continues to grow. The KYC
Registry, for example, is looking to extend
its reach to non-bank financial institutions
and corporates in other segments beyond
financial services.
Investigating new technology
Technology has, until now, been an
underutilised resource in the goal
of leveraging data to support the
potential of utilities. IBM’s Marc Andrews,
Vice President, Watson Financial
Services, believes utility providers are
not fully exploiting recent technology
innovations to help banks and their
clients cope with evolving and diverse
KYC compliance challenges.
Partly inspired by the mountain of
compliance paperwork greeting its
incoming Singapore-based regional CFO
for Asia, IBM recently completed the proof
of concept stage for a KYC utility with a
group of partners, including Deutsche
Bank, and is now looking to pilot – using
real customer and bank information –
before rolling out more broadly.
Ultimately, the aim is to provide a secure,
scalable and decentralised platform for
collecting, validating, storing, sharing and
updating KYC information, thus benefiting
a network of participants, including
banks, corporates and regulators.
“Initiatives such as this require regulatory
support to achieve widespread adoption.
Singapore could prove a good test
bed due to the interest the Monetary
Authority of Singapore has shown in
promoting the use of new technologies to
drive efficiency and positive outcomes for
end-users,” says Andrews.
Utilities have largely failed to efficiently
address the diversity of KYC requirements
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across jurisdictions, contends Andrews.
But he argues that fast-maturing digital
technology innovations have the potential
to significantly enhance their ability to
reduce compliance costs.
Advances in robotic process automation,
for example, are streamlining and
accelerating data extraction activities
required to validate customer data via
third-party sources. In addition, cognitive
computing and text analytics are helping
to identify potential new risks arising
from counterparty relationships. Rather
than relying on negative newsfeed alerts
for terms such as ‘fraud’ or ‘bribery’
being associated with counterparties or
clients, it is now possible to flag broader
concepts, which can improve precision
and reduce generation of false positives.
Perhaps most significantly, the
commercialisation of distributed
ledger technology (DLT) is encouraging
organisations to share standardised
KYC information on a multilateral basis,
thus reducing effort, but maintaining
control. On IBM’s DLT-based KYC utility,
for example, the client can securely post
and store information requested by a
particular bank, then grant permission
to other banks that need the same
information, rather than filling in yet
another form. The facility enables them
to upload new information not already
posted and update existing data.
“To be truly effective, KYC utilities need to
leverage multiple technology innovations,
with services and tools sitting on top
of the ledger to refresh the information
contained within,” says Andrews.
Furthermore, APIs and the interoperability
of banks’ technology stacks could also
support the KYC data collection cause.
Through the KYC Registry, for example,
SWIFT is looking at how APIs can
improve efficiency and automation and
is getting more support from banks for
systems that talk to each other.
Buck stops at the bank
As utilities continue to drive adoption
among correspondent banks and forge
interoperability among those banks
through new technologies, their support
– from both the public and private sectors
– continues to grow, as evidenced by
Wolfsberg. However, as interoperability

xxx
1.3 million
The number of correspondent
relationships within the
banking industry

and cross-border regulatory coordination
tend to increase consistency of
requirements over time, thus simplifying
compliance efforts, wrinkles will remain.
According to Bart Claeys, Head of KYC
Compliance Services at SWIFT, utilities
do not represent any form of outsourcing
or delegation and, as such, do not
change banks’ regulatory obligations.
“Our utility provides access to a unique
and validated global source of data, while
banks retain liability and responsibility
for the decisions taken, based upon the
information,” he says.
In other words, while no one utility is
likely to serve all segments and use
cases, utilities have their place as a
useful part of the correspondent
banking toolkit. In addition to this, more
interoperability through APIs and the
exploration of DLT will likely further
support them as time goes by. While
these advancements do not necessarily
present a silver bullet for KYC, they are
nevertheless a valuable set of weapons
in the fight against financial crime.
Chris Hall is a freelance financial journalist

Sources
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See https://bit.ly/2q7dbmP at fsb.org
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See https://bit.ly/2GB10sz at swift.com
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See https://bit.ly/2HbD8c0 at db.com/flow
4
See the BIS report Correspondent Banking (July
2016) at https://www.bis.org/cpmi/publ/d147.pdf
5
See https://bit.ly/2q8MPzL at
wolfsberg-principles.com
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A basket
of yield?
More than two years after Deutsche Bank closed
TRAFIN 2015-1, a US$3.5bn synthetic collateralised
loan obligation, investor awareness in trade finance
securitisation has increased. Neil Jensen asks what this
means for issuers

M

ention the word ‘securitisation’
and some people still get a little
nervous. The global financial crisis
is still relatively fresh in the memory and
instruments, such as collateralised loan
obligations (CLOs), were, after all, one of the
products singled out as problematic.
After a decade of intense regulatory change
and greater controls, trade finance CLOs
have become something of a sought-after
asset class and are distinctly different from
the sub-prime mortgage-backed CLOs that
contributed to the turmoil of 2008.1

In this changing paradigm, Basel III and
the Capital Requirements Directive IV (CRD
IV) have made trade finance increasingly
expensive from a regulatory capital
perspective,2 despite representations
made by the industry that the asset class
cannot be treated the same as more riskier
assets.3 This has prompted banks to turn to
inventory securitisation as a way to obtain
balance sheet relief, while also offering
investors healthy margins. A variation on
this is the securitisation of trade finance

payment rights under traditional instruments
like letters of credit (LCs).
Niche market
This market has a limited number of
players, but Deutsche Bank is among a
small band of issuers that has included
Standard Chartered, Citi, Santander and
BNP Paribas. The market is currently
niche and that’s largely because the deals
take a lot of preparatory work and, once
issued, comprehensive management.
Guy Brooks, Global Head of Risk &
Portfolio Management, Deutsche Bank
Global Transaction Banking, explains,
“The barriers to entry are quite high and
most regular trade finance (TF) teams
don’t have the expertise to undertake
a transaction of this scale. Aside from
getting buy-in across the firm, you have
to be structured appropriately to execute
and administer a TF securitisation.”
Deutsche Bank has issued three
transactions under its TRAFIN series. The
last one, a US$3.5bn synthetic CLO and
the largest-ever TF securitisation, was
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Investor appetite
The benefits for the issuer are fairly clear
– regulatory capital relief and re-risking,
both prerequisites in this age of increased
scrutiny and regulatory requirements.
But what makes these deals attractive for
would-be investors? Edward Hickman,
of legal firm Dentons, a specialist in
securitisations, explains, “Increasingly,
investors appreciate the historically low
default rates of trade finance,5 as well as
the diversity and granularity of trade finance
loans. They want to gain exposure to the
asset class without becoming lenders
themselves and they like the ability to
transfer their investment easily without
borrower consent. Above all, a trade finance
securitisation allows them to choose
different risk profiles – the more senior the
notes, the less risky the investment, but the
lower the yield.”
At the same time, investors have to
factor in some of the disadvantages of
embarking on this journey. While there
is significant originating bank risk from a
servicing and administration perspective,
adverse selection, says Brooks, is less
likely with synthetic CLOs “because the
assets are chosen using an algorithm”.
Fundamentally, there is low yield payable
on stable trade assets, which may not
appeal to all investors. Other elements,
such as lack of standardisation and the
absence of comparative data, also have
to be considered.
However investors do seem engaged in
the asset class. Brooks explains, “There are
a number of peculiarities that appeal, not
least the rarity value. We do have strong
structuring and risk management skills
and we have significant cachet in this field.
Investors are scanning the markets for
the best avenue for their money and, with
spreads compressed, the appetite for risk
has definitely increased over the past few
years. Deals like TRAFIN allow investors to
become more diverse.”

US$

3.5bn

The value of TRAFIN 2015-1,
the CLO Deutsche Bank closed
in 2015

Forerunners
The impetus behind creating these
pioneering transactions really started just
after the crisis and resulted in deals such
as BNP Paribas’ Lighthouse issue 1 and the
Citi/Santander venture, Trade MAPS 2013-1.
Standard Chartered’s Sealane also hit the
market around this time, packaging Asian
and Middle Eastern loans.
Although all of these deals had similar
intentions, they differed in their construction
and composition. BNP and the Citi/
Santander deals were both what is known
as “true sale” structures, while the Standard
Chartered issue was a “synthetic”.
A true sale structure involves the originating
bank selling its rights to receivables to
a special purpose vehicle (SPV) and, in
doing so, isolating the receivables from
originator insolvency. “Under English law,
the underlying debtors do not need to be
notified for there to be a true sale,” says
Hickman. “The SPV issues different classes
of notes with varying degrees of risk and
the SPV uses the proceeds to purchase
receivables from the originator.”
Hence, in a true sale, the originator gets
funding at the time of the actual sale, which
contrasts with a synthetic structure, where
the originator is paid upon a credit event
such as bankruptcy or fail. “The synthetic
is more versatile,” admits Hickman. “These
enable banks to transfer credit risk under,
for example, standby LCs, rather than loans.
Also, because there is no sale of loans, less
due diligence is required.”

Images: Stuart Kinlough, Ikon Images

announced on 10 December 2015.4 The
structure made it possible for the bank
to hedge a globally diverse short-term
trade finance portfolio of corporate and
financial institutions via the sale of a first
loss tranche. More than two years later,
the market continues to eye up banks
that can handle what is a very different
type of investment.

Skin in the game
That doesn’t mean that safety is not at
the forefront of these securitisations.
Typically, issuers will sell down their
exposure in the market, initially
through a group of mandated lead
arrangers and then, at a later stage,
in the secondary market. But in
post-crisis deals of this genre, the
regulators now insist the issuer retains
at least 10% of the transaction on
its own books, a marked contrast to
pre-crisis deals that permitted the
originator to syndicate the entire deal.
“This is not a problem for Deutsche
Bank because we are, traditionally, a
trade finance house, we have appetite
for the risk and have retention in all
our deals,” says Brooks. “This does
demonstrate that the world is more
cautious than it was when CLOs were
earning their negative reputation.”
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We are,
traditionally,
a trade
finance
house; we like
the risk and have
retention in all
our deals
Guy Brooks, Global Head of Risk & Portfolio
Management, Deutsche Bank Global
Transaction Banking
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Structure of deals
How are these deals constructed?
Basically, they’re baskets of assets,
such as supply chain finance, LCs
and documentary credits. They’re not
longterm, they have an average life of
180 days, with many being less than
90. Therefore, the assets have to be
replenished on a regular basis, which
entails a considerable administrative
commitment. Deutsche Bank hedges its
portfolio with a first loss tranche that
is placed in the market and carries an
inflated yield. Investors are comfortable
with this structure as default rates are
exceptionally low.
This makes trade finance securitisations an
attractive proposition for banks, both as a
portfolio management tool that distributes
risk, and also as an investor product with a
difference. “With low interest rates on the

agenda for the foreseeable future, clients
can benefit from good yields from a solution
that is underpinned by high-quality risk
controls. It is not unreasonable to expect the
market to gather considerable momentum
in the coming years,” concludes Brooks.
Neil Fredrik Jensen is a freelance finance
journalist and a former Co-Editor of flow
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The ICC Trade Register Report is the recognised
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Promised land
While transaction data is now firmly established as a new economic asset,
financial institutions are facing several challenges to monetise the vast
amount of transaction information flowing through their systems. These
need to be overcome, says André Casterman

L

ong considered an impenetrable space
dominated by a few, the financial
services industry now finds itself on
a giant wave of entrepreneurial disruption,
disintermediation and digital innovation.
Tightening regulation – along with the knockon costs of implementation and emerging
competition from nimble, non-bank new
entrants – has rearranged the competitive
landscape. However, one way in which
financial institutions can defend their position
is to contextualise their client offerings based
on their view of the client transactional data
that flows through their platforms.

As the McKinsey report Monetizing data, a
new source of value in payments (September
2017)1 puts it, “Payments providers are
in a uniquely powerful position to pursue
emerging opportunities because they
have insights into merchants as well
as consumers, and can bridge the gap
between them by providing incentives to
influence consumers’ choice of merchants.
But they also face challenges, such as how
to operate successfully within data-privacy
constraints and how to deal with disputes
on data ownership. Finding solutions will
require a thoughtful and gradual approach,
starting with the data that is easiest to
obtain and that shows promise for value.”
Data hunger
Transaction data, including transaction
processing status and history, is now
becoming the new gold mine for financial
institutions because it:
• Tells where, when and how customers
consume transaction services and
how much revenue is derived from
such activity;

• Exposes vital information across all of the
moving parts of the financial institution
(e.g., systems, processes, relationships,
reciprocity); and
• Helps improve customer engagement,
optimise service delivery and increase
service profitability.
In addition, clients expect continuous and
real-time access to and traceability of
their transactions, as well as on-demand
support – the ease of personal banking
via mobile phone apps sets corporate
treasury solution expectations. Extraction
of this “gold”, however, means providers
need to have the technology to access the
distinctive data sets and to know what
analytics techniques to apply.
Commenting in IBS Journal at Sibos Toronto
2017, Deutsche Bank’s Head of Digital
Cash Products and Americas Head of Cash
Management, David Watson, said, “The
data that we sit on concerning our clients’
businesses is the key. The products we
develop should and will be based on data
and not technology. Data is the future – both
the data we have and what we do with it.
Clients repeatedly tell me that they would pay

Tightening
regulation has
rearranged the
competitive
landscape

for information based on what they have sent
me. I’d rather they send me more data, and
then let me work out how they can better
farm that and use it to make decisions.”2
Regulatory catalyst
Regulation has actually been a catalyst here
in helping financial institutions to see their
data as something that should be managed
as an asset. Unlike other assets, data can be
endlessly reused and contribute to various
algorithms. Using it for regulatory reporting
does not deplete it for other uses.
Reporting requirements, such as
those under BCBS 239, CRD IV Capital
Requirements Regulation (CRR) and MiFID
II Transaction Reporting, have rippled
across asset classes, creating an immense
pressure on financial institutions to
aggregate transaction data across
various systems. Regulators now require
data management to be a foundational
effort in all financial institutions for
the purposes of risk management and
compliance reporting.
For example, by introducing BCBS
239 ‘Principles for effective risk data
aggregation and risk reporting’ in 2013,3
regulators got banks to make major
improvements in risk data aggregation
capabilities and risk reporting practices.
Following this, banks have recognised
the benefits of doing this. They see the
improvements in terms of strengthening
the capability and the status of the risk
function to make judgements. This leads
to gains in efficiency, reduced probability
of losses, enhanced strategic decisionmaking and, ultimately, increased
sustainability and profitability.
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Figure 1: Summary of layered data management set-up
Separate data
management
priorities and
infrastructure

Connect to
internal systems
while avoiding
impact

Exception monitoring and alerting

Reporting

Tracking

Measuring

Dedicated data management layer

Internal transaction processing systems and infrastructure

Technology layering
The archiving, reporting and screening
obligations incumbent on those holding
transactional data have made huge
demands on capabilities and resource to
search through and report transactions –
whether these reside in long-term archives
or within current systems. And all too
often, implementations have been carried
out at department or system level in the
quest to get the job done, with the result
that the wider picture of what that data
really represents is obscured.
While financial institutions are now
much more aware of the value locked
into the vast amount of transaction data
they hold, its extraction is easier said
than done. Data management solutions
designed specifically for the financial
services industry help financial institutions
adopt a focused approach. The path
to monetisation involves tackling four
basic challenges: accessibility, visibility,
infrastructure and delivery.
• Accessibility. The data management
technology solution must make it
possible to connect hundreds of
internal systems – seamlessly.

• Delivery. Implementation of and
upgrades to a data management
solution of this kind are to be
prioritised, developed and rolled out
independently from those applied to
internal transaction processing systems.
It is important to avoid the integration
of “data” requirements within existing
processing systems.
Acting as an enterprise-wide data
management layer, such dedicated
technology can be implemented by
transaction banks across various strategic
business areas, such as regulatory
compliance, business intelligence and
development, business activity monitoring,
risk and audit metrics, and customer service.
Once the technology is in place, the
opportunities to make transaction data
available to clients, along with the financial
institution’s analysis and interpretation,
present themselves.
Financial institutions that are able to tackle
data management challenges at infrastructure
level will be able to draw
a competitive advantage through enhanced
strategic decision making, improved customer
experience and effective risk management.

• Visibility. Financial messaging recognition
must be embedded in the architecture
so that the technology can handle both
industry standards (such as ISO 20022,
ISO 15022, FIX) and proprietary formats.

André Casterman is Chief Marketing Oﬃcer
at Intix and Chair of ITFA Fintech Committee.
He was formerly Global Head of Corporate
and Trade at SWIFT

• Infrastructure. A dedicated highperformance data management layer
is needed to address all reporting,
tracking, measurement and exception
alerting requirements (see Figure 1).
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In person:
Tuning up
Thomas Nielsen loves creating products and
technology that people use every day, and brought
digital transformation to Tesco after a career in
Silicon Valley. Now with Deutsche Bank at the dawn
of a new open banking world, he explains how
technology is a strategic differentiator

You joined Deutsche Bank in September
2017. What prompted the leap from a
fast-moving consumer goods (FMCG)
environment to a financial institution?
I am attracted to big, complex problems
that can’t just be solved by applying
technology, but require a fundamental
change in people’s mindset and approach.
The opportunity to reshape an industry on a
global scale doesn’t come around that often
– and there are very few places you can
do that today. The financial services sector
is one of the remaining bastions ripe for
disruption and reinvention.
Take us back to how it all started
I grew up in Denmark and both my parents
were teachers. From a young age I wanted
to become a musician. But it is hard to
achieve financial success in that world, so
while playing in a band and not being able

to afford the recording equipment available
at that time, a few of us got together and,
thanks to personal computers starting to
become mainstream, we ended up creating
our own digital recording studio software. It
got to market almost by accident and was an
immediate success. The taste of creating a
product that millions of other people wanted
to use was highly addictive.
From there, I moved on to the world of
automated desktop publishing software and
eventually ended up selling our company
to a set of investors in Toronto. It was there
I got the chance to join a start-up and be
part of the first dotcom bubble in the mid1990s. We were the first to create consumer
software for photo and video editing at
a time when Kodak was convinced that
digital cameras would “never become
mainstream”. Two years later we employed

400 people and we eventually took the
company public. Those were the days.
Next stop Silicon Valley?
Yes, to Microsoft in 1999, where I spent
almost seven years in the Windows division,
leading and managing a large portion of the
engineering and product organisation. During
that time, Microsoft grew rapidly and had to
address the growing pains of developing a
culture that fostered innovation and inclusion
while managing the growth.
Then it was off to Adobe to help them with
setting up the Creative Suite of products
and building out their online business; I
eventually became the general manager of
their Photoshop product portfolio. In 2011,
I became the CEO of RealNetworks, but left
a year later when I realised that what really
motivates me is building products and services
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used by millions of customers. Being a CEO
does not really allow for that, so I left and
joined Brightcove – a leading video streaming
platform in Boston. And when we acquired
one of our competitors, I decided to retire
from the tech world.
But ‘retirement’ didn’t last very long, did it?
Well, all of six to seven weeks, at which
point, my wife said she would find me
a job if I didn’t! It was then I got the
craziest call from Tesco in the UK. It went
something along the lines of, “We know
we need to do things differently but we
don’t know what we are looking for. We
have a bunch of old technology, and the
way we work isn’t very scaleable and
customer-friendly, as we have been in
silos for years. Would you be interested
in coming to fix that?” I said, absolutely
not, I don’t want to move to London and I
don’t want to work in retail.
So what changed your mind?
Actually, my wife was keen to move
to London and thought it was a great
opportunity! So I called back with my tail
between my legs the next day and said
there must have been some crackle on
the line, because what I meant to say
was that I would love to come. I landed
in London, but six weeks later the Tesco
CEO, Philip Clarke, left and Dave Lewis [the
current incumbent] arrived from Unilever
and became my boss. My job was a mix
between being a digital ambassador, a
diplomat, an evangelist, a translator/decoder
and “Chief Transformation Officer”. We built
out a large digital team in central London to
start addressing our disjointed e-commerce
and in-store workflows, and developed the
digital marketing and loyalty (Clubcard)
programmes for Tesco.
What made you join Deutsche Bank?
I was approached by Deutsche Bank, and
what was supposed to be a 45-minute
informal coffee meeting ended up becoming
21 interviews with an amazing set of people.
The scale of the challenge was similar to
the one I got from Tesco – but overlaid with
a new industry and a global reach. I could
simply not resist.
One of the challenges that banks have to deal
with is the increasing amount of regulation.
For example, PSD2 opens up our traditional
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We need to be
as agnostic
as possible
and enable
interoperability
customer space to third parties. How does
technology help us deal with this?
It is somewhat unfortunate that it took
regulation to push the banking industry
into opening up its platforms. When you
look at larger industries outside financial
services, they have benefited tremendously
from openness and interconnectivity. Look
at Apple’s App Store and the way Google
Maps is a platform that can be embedded
into other applications. There is a real
opportunity for Deutsche Bank to leapfrog
existing workflows and platforms and
make technology sing for us – and if we
don’t do it, someone else will. The days of
building and owning everything in-house
are behind us, and we need to leverage
the opportunity that new technologies (like
the use of public clouds) provides. We also
need to learn from companies like Apple
to work out the things we really need to
“own” and control from a user experience,
and then how we open up the rest of our
platform and systems to clients, fintechs,
ERP partners and possibly other banks.
Do you think that these companies
will want to connect to a platform
managed by a single bank? What
about common standards?
There will be a couple of open standards,
but you don’t win by “controlling” or
monetising standards – they are merely
enablers. We need to be as agnostic as
possible and enable interoperability. We
are well positioned to do this, given our
large global footprint and experience
in connecting with many systems and
platforms. We are investing heavily in a
globally available Open API platform, so
whether you sit in Germany, Taiwan, the
UAE or Singapore, you will interface with
Deutsche Bank in the same way and we will

shield you as a client from all the crossborder technical, regulatory and compliance
challenges. This is what gets me excited.
Is data really the new oil?
It has been for at least 20 years, but most
large organisations are what are called
DRIP: Data Rich, Insight Poor. Big data is
about how to bring siloed data sources
together in a meaningful and well-governed
way and make sense of it. For me, this is a
three-step process:
1. Focus on the technology and governance
platforms to bring the data together in a
meaningful, trusted and well-governed
way (think GDPR, internal and external
permissions, etc.);
2. Start using the data for internal and
regulatory reporting purposes and get
better at doing this; and
3. Consider ways of working with our
customers to create products and
solutions that derive intrinsic value from
the various datasets.
Most people like to go straight to the third
step. But to get there, we have to build the
systems and tools to make that available with
high quality and ‘golden sources’ and prove
to ourselves, our customers and regulators
that we have the right controls and processes
available to leverage that data.
Does the culture in banks have to change to
encourage this evolution?
Absolutely! Being ‘digital’ is all about the
approach and mindset. It’s about individual
empowerment, not being afraid of failure
and not accepting that “this is the way it
has always been”. We need to learn from
tech companies and start-ups to improve
the way we develop and deploy products
in a world that is changing faster than
ever. Fundamentally, it is about making
technology a strategic differentiator for
Deutsche Bank. All change is hard – but the
way to drive change in a large organisation
like Deutsche Bank is to start on a small
scale with a number of broad-minded,
willing people to drive small, frequent wins,
with nimbleness to pivot if a particular idea
does not work out as expected. One does
not learn to ride a bicycle without getting a
few skinned knees. The winner takes all –
and I like to play to win.
Thomas Nielsen is Deutsche Banks’s Chief
Digital Oﬃcer in Global Transaction Banking
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Chew
on this
Cleaning chewing gum from the streets
can be difficult and costly. flow’s Janet Du
Chenne meets entrepreneur Anna Bullus,
whose recycling company Gumdrop is
determined to change that

bins, can be put back into the recycling
process and recycled again and again. Gumtec compounds do not use virgin plastics,
as well as reducing the amount of oil that is
used in the actual plastics recycling process.
“The process we use is a sustainable way of
producing plastic compounds, as we are not
using any new plastics or oil in the process.
This helps to save our natural resources,”
explains Bullus.

Noting on its website that it costs £150m
a year to remove chewing gum litter from
streets in the UK (34,000 football pitches,
for scale), Gumdrop makes round pink bins
for collecting gum after it has been chewed.
The full bins are collected and recycled, and
the waste gum is turned into sustainable
compounds, Gum-tec, using a closedloop recycling process. Those compounds
are used to produce an array of products,
including Wellington boots, coffee cups and
stationery products, that are sold on the
company’s website. The products, which are
100% recyclable, along with the Gumdrop

Using a sticky message
Gumdrop also works with chewing gum
manufacturers, offering them a zero waste
to landfill alternative using its closed loop
recycling process. “The tide is changing, with
the reduction of single use plastics now on
the agenda. This is a great time for Gumdrop
as the public, as well as manufacturers,
are open to our solution and Gum-tec
compounds as a more sustainable alternative
for manufacturing,” reflects Bullus. She has
therefore been able to gain sizable contracts
for Gumdrop’s initiatives and campaigns.
“It is a great solution for the gum industry,

as it produces a huge amount of waste every
year. Recycling is the best option for it to
make its waste line more efficient.”
Public impetus was largely responsible for
getting the chewing gum manufacturers
on board with the concept. “Recycling and
more responsible waste disposal has grown
and there has never been a finer time for
the industry, with consumers taking more
responsibility,” says Bullus. “But there has
been an absence of real front-end solutions

Image: iStock and Jon Enoch

T

he next time you stand in chewing
gum, ask yourself: what if this could
be turned into something useful before
it becomes a nuisance? This question got
entrepreneur Anna Bullus thinking and led
her to set up Gumdrop Ltd, a company
that recycles waste chewing gum and
processes it into a range of new, sustainable
compounds that can be used in the rubber
and plastics industry.
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saying ‘this is why we are providing a
solution that focuses on the gum before it
hits the ground’.” The message for the public
is that Gumdrop provides an environmentally
friendly way for people to dispose of their
chewing gum. “A small change in habit
(putting their gum into the Gumdrop bins)
can open up people’s minds – and they will
be more susceptible to changing other habits
as well,” she predicts.

Below, Gumdrop
founder and CEO
Anna Bullus

That change in habit creates a new
source of material that can be used to
manufacture new Gumdrop Bins and other
products. According to Bullus, this means
diverting a waste stream and using that to
create products that can then be recycled
repeatedly. “If you can do that with chewing
gum, you can do it with all sorts of other
waste streams,” she says. “People are very
interested – having gone from saying ‘I
never knew you could make something out
of recycled chewing gum’ to actually using
one of our products.”
Positive impact
This closed loop recycling process has
also positively impacted other sustainable
initiatives. For example, the Design Museum
in London hosts education workshops and
uses Gumdrop as an example of closedloop design in materials and sustainable
manufacturing. Bullus was invited to
judge the Design Ventura 2017 Awards, in
partnership with Deutsche Bank, as part of
the bank’s youth engagement programme,
‘Born to be’. Each year, students are
challenged to design a new product for the
Design Museum shop in London.
Gumdrop has also teamed up with the
Small Steps project, a charity that aims to
get families and children off landfill sites
in Romania. For every pair of Gumboots
produced in the UK and sold, a pair is
manufactured to go to children on the
landfill sites in Romania to protect their
feet from toxicity.
Stick with Gumdrop
The Gumdrop Bins are actively saving
time and money for the companies
that hold contracts with Gumdrop. For
example, Heathrow Airport has 21 Gumdrop
Bins and is saving more than £8,000 in
cleaning costs every year. Anglia Ruskin
University has 50 Gumdrop Bins over three of
its campuses and is saving £18,000 a year on
cleaning costs.

A small change
in habit can open
people’s minds
In an age when so many sustainable efforts
are embedded in people’s psyche and
organisations’ corporate social responsibility
programmes, this could not be a better time
for pioneering companies like Gumdrop. For
example, Deutsche Bank has sustainability
offerings in its core business and is among
the top European private-sector project
financiers in clean and renewable energy,
with approximately €2.2bn in project finance.
It has also partnered with clients in several
landmark issues in the fast-expanding green
bond market and its asset management
arm had €20bn of environmental, social and
governance assets under management at the
end of 2017.1
This growing commitment to a sustainable
future presents Gumdrop with an opportunity
to scale and grow. With its core business
in the UK, Bullus is looking for partners and
investors to expand both domestically and

into overseas markets. “As well as R&D for
applications in high-volume markets for
Gum-tec,” says Bullus, “in the construction
and the car industries, there are many
applications that chewing gum would lend
itself really nicely to, including car bumpers,
car mats, construction and piping. In terms
of volume and delivering sustainable options
into those markets, the performance still
has to be good quality, which chewing gum,
bizarrely, provides. When you see it like this,
it all comes together.”
The next time you get rid of your chewing
gum, think of the potential of the Gumdrop
bins and what this sustainable initiative can
do for your business. Stick with them.
Contact Anna Bullus: anna@gumdropltd.com
Sources
1
Deutsche Bank Annual Report 2017
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programmes undertaken by third parties and
their subcontractors. Vigilance is required
to uncover the weakest links in security
programmes and to strengthen them. By
collaborating with their internal and external
relationships, treasurers will help with the
ongoing efforts to fully understand the status
of the people and processes impacting
treasury on a 24/7 basis. The elimination of
weak links ensures that control measures are
effectively scrutinising the entire landscape.
Loss prevention is good business.

Treasury consultant Robert Novaria explains
how solid corporate results come to those able
to generate the capability to deliver them – and
that takes collaboration

A

fter having dedicated more than
30 years in the corporate world to
various finance, credit and treasury
leadership roles, I was challenged by a fellow
partner at the Treasury Alliance Group (TAG)
to codify the mind of the treasurer for a
banking client.
Insights gained over my years as a treasurer
framed questions such as: what issues are
always top of mind? How do decisions get
made? What factors are critical in choosing
business partners? What does it take to
become a trusted adviser? My efforts
became the basis for a key part of a global
training programme, as well as a public
webinar on the role of the treasurer. I bring
up this piece of history because, as I think
about the challenges that treasurers face,
I see a common thread between this past
training effort and what it takes to fashion
workable solutions – strong, collaborative
relationships. The evidence is found in the
types of outcomes that are delivered.
Liquidity management
Effective liquidity management ensures that
the right amount of cash is in the right place
at the right time, in the right currency. To do

this, treasurers need an eye into the future.
Most rely on timely cash flow forecasts
to assist in making this happen. But what
facilitates reliable and sufficiently accurate
cash forecasts? Evidence suggests that
it’s more than the systems, applications
and spreadsheets being used. Ownership
of cash forecasts by the businesses and
other functions is essential, as are active
networks facilitating communication among
participating parties. Treasurers who build a
corporate culture that embraces an ongoing
focus on cash flows will witness participants
sharing reliable data and providing notice of
shifts in plans and any unexpected events.
These insights truly impact results.
Cyber security
It’s no secret that treasury is a top target for
fraudsters because of its authority to make
payments and move large amounts of cash
quickly. Banks and IT departments work
hard to ensure that security measures are
in place, but unfortunately, gaps still exist.
Technological savvy alone is not enough to
prevent fraud. Recent research indicates
that corporates are particularly vulnerable
to social engineering programmes that
target junior staff, as well as weak security

Compliance efforts for regulations – whether
in regards to financial, tax or reporting
– usually require input from businesses,
functions, customers, suppliers, banks and
vendors. This is no small effort. It often
takes an army. The experience, comfort and
success that treasurers have in working
collaboratively are valuable assets. When
effectively leveraged, they ensure timely and
efficient compliance.
Treasury is a people business
Strategic insight, sound business processes,
technological savvy and useful analytics
contribute to delivering solid corporate
results. However, strong collaborative
relationships provide the glue that powerfully
connects these together, generating the
capability required to consistently deliver
value-adding contributions. You can take
that to the bank.
Robert Novaria is a partner at the Treasury
Alliance Group with more than 30 years of
corporate experience as a treasurer, credit
director, finance manager and controller
at BP America and Amoco Corporation.
He currently leverages these experiences
as a consultant and trainer, as well as a
chairperson, moderator and speaker at
treasury conferences worldwide

Image: iStock

Relationship
assets

Regulatory compliance
Broad and consequential regulations have
emerged as reactions to terrorism and the
financial crisis, adding considerable risk and
complexity to the overall achievement of
ongoing compliance. The current regulatory
line-up is onerous, including FBAR, IFRS 9
& 16, BEPS, GDPR and more. This tees up
two broad challenges for companies: who
within and outside an organisation should
be vested with compliance responsibilities,
and what sort of business processes and
systems need to be created and/or acquired
to ensure compliance processes are
comprehensive and efficient.
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Over 100 more reasons
to work with us

We’re not just providing trade finance

We’re connecting people, countries
and expertise all over the world

Clients value our rich expertise and have endorsed us in more than 100 industry
awards, including the ones below

#PositiveImpact
Deutsche Bank’s Trade Finance team supports clients in over 45 countries
worldwide. We advise on trade access requirements, local regulations, risk and
market trends. By supporting real economy cross-border trade relationships, we are
not only supporting market growth but helping businesses to flourish and play a part
in the development of societies. Deutsche Bank Trade Finance – globally at home.

Global transaction banking

Cash management

FImetrix LLC (March 2018)
Distinguished Provider for Global Transaction
Banking Services in EUR and USD (6th consecutive year)

TMI Awards for Innovation and
Excellence 2017 (February 2018)
Best In-House Banking Solution, BAT
Best Bank for Cash & Liquidity Management, Europe

The Asset Triple Asian Awards 2018
(March 2018)
46 trade awards across treasury, trade,
supply chain and risk management

Find out more: db.com/tf

Trade finance
The Banker, Transaction Banking Awards 2017
(September 2017)
Best Trade Finance Bank 2017
Euromoney Market Leader Trade Finance 2018
(January 2018)
Voted No.1 in 24 categories
TXF Deals of the Year Perfect Ten Awards 2017
Shandong Qinguan Group US$650m
(Commodity Finance, April 2018)
KAZ Minerals US$500m
(Commodity Finance, April 2018)
Development Bank of Kazakhstan US$225m
(ECA-backed Export Finance, April 2018)
GTR Best Deal of 2018 (May 2018)
Xinjiang Qiya RMB600m
(Structured Commodity Finance)
Trade Finance Awards 2018 (April 2018)
Naftogaz US$500m (Letter of Credit)

Euromoney Cash Management Survey
(Financial Institutions) 2017 (September 2017)
Leading EUR provider for Financial Institutions North America
The Asian Banker Transaction Banking Awards 2017
(June 2017)
Best Global Clearing Bank (EUR and US$) Asia Pacific
(3rd consecutive year)
Best International Cash Management Bank,
Asia Pacific (5th consecutive year)

Securities services
Global Custodian Leaders in Custody
Awards 2018 (March 2018)
Innovation in Market Collaboration:
Deutsche Bank, Euroclear, Northern Trust
Custody Deal of the Year: Deutsche Bank –
State Street T2S Mandate
Global Investor: Sub-custody Survey
(July 2017)
Ranked No. 1 in 5 markets
The Asset Triple A Asian Awards 2018
(June 2017)
13 awards comprising 3 Best in Asset Servicing,
1 Best Subcustodian, 3 Best Domestic Custodian,
5 Best Fund Administrator

Trust and agency services
Infrastructure Investor Awards 2018
(March 2018)
Global Corporate Trust Services Provider of the Year
(8th consecutive year)
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The Asset Triple A Asian Awards 2018
(June 2017)
Best DR Mandate (5th consecutive year)
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