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Overview of the Survey

* The Survey covers:

dTrade finance market gaps in 2020

dImpact of the pandemic on trade finance
markets

dProspects of post-COVID-19 recovery and major
barriers to recovery

(JAccess to SME trade financing

dUse, role, and potential of fintech and digital
solutions, and obstacles to their growth

dPolicy implications

* Included 81 banks from 40 countries (including
major providers) and 469 firms from 72 countries.

* Online survey from April to July 2021.
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Trade finance gap rose to $1.7 trillion in 2020, from

S1.5 trillion in 2018

Global Trade Finance Gap
- 15.0

110.0

415.0

0.0

2014 2016 2018 2020

mmm § trillion (left) e~ % of global trade (right)

Source: ADB. 2021 Trade Finance Gaps, Growth, and Jobs Survey— Banks; and World Trade
Organization. WTO Data. https://data.wto.org/ (accessed 23 August 2021).
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* This is about 10% of global
goods trade in 2020, up
from 8% in 2018

* Increased economic and
financial raised the
likelihood of rejections in
trade finance applications



Access to trade finance continued to be favorable
toward large firms

 Only 23% of trade finance demand are from SMEs, but they account for 40% of

trade finance rejections

» Additional collateral is usually required by banks to mitigate risk of SME lending

Trade Finance Rejections by Firm Size
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Why Proposals were Rejected

Application was completely

unsuitable for support 19%
Application lacked additional collateral
COVID-19-related concerns affecting
companies, banks, or countries
Application was not profitable
enough to process
Application was poorly presented and
PP had insEl.lh‘ic Haﬁt information
Application was not profitable to process
due to regulatory capital constraints
Application raised serious KYC concerns
Other reasons 19%
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AML/KYC requirements continue to be the top barrier for banks

to serve global frade finance needs

Barriers to Servicing Global Trade Finance Needs (% of responses)

AML/KYC requirements [
Basel capital regulatory requirements [ e
Low credit ratings of company/obligor's country [ e
General economic uncertainty due to the COVID-19... | Gar
Issuing bank’s low credit ratings [ aae
High transaction costs or low fee income [ aha
Specific concerns about companies’ ability to perform... [ E
Low company/obligor credit rating [ s
Lack of dollar liquidity [
Clients’ lack of familiarity with products [EERRRRETEN
Bank staff's lack of familiarity with products [ 315
COVID-19-related concerns about bank risk | aqg
Other barriers [ggsR

%,

AML = anti-money laundering, KYC = know your customer.
Source: ADB. 2021 Trade Finance Gaps, Growth and Jobs Survey—Banks.
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Heightened economic
uncertainties due to the
pandemic also constitutes one
of the top barriers.

Other barriers include Basel
capital regulatory
requirements; low credit
ratings of applying firms and
bank’s low credit ratings.



SMEs with rejected applications relied on using their own
funds and informal sources

 SMEs who were initially rejected used alternative financing through their own
funds (40%) and informal channels (17%).

* Business partners and families are major sources of informal financing.

Alternative Financing Sources Sought Informal Financing Sources
and Outcome of Efforts (% of responses) Sought (% of responses)

40%

Used own funds or retained earnings Busi
usiness partners

_ 33%
Family members - 22%
and relatives
- 18%
- 17%

Used formal alternative
financing successfully

Used informal financing successfully

Used digital finance successfully

Found formal alternative financing
but opted not to use it

Found informal financing but
opted not to use it

Found digital finance but
opted not to use it

Unable to find appropriate
financing alternative

Moneylenders

Informal savings and
credit groups

Diaspora associations,

friends, and neighbors 9%

Did not look for alternative sources G
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Greater access to finance and public sector support are
key to post-pandemic recovery for firms

* More than a half of the surveyed SMEs believe their business will recover in the first half of

2022 or later

* Lack of access to finance is one of the major barriers that should be addressed, followed by

more public-sector support.

Return of Firms' Revenues to
Pre-Pandemic Level

25%
23%
20% 20%
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13% 15%
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0%
Revenues are Second First Second 2023 Don't know/
alreadyator  half of 2021 half of 2022 half of 2022 orlater  Hard to predict/
above the pre- Mewver

pandemic level
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Major Types of Barriers to
Firms over the Next Year

Lack of access to finance 31%

Lack of government support 599
or insufficient stimulus measures

Disruption of

production/supply chain 18%

Decline in revenue
17%
due to weak demand

Lack of knowledge

and/or skilled staff 12%
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Digitization and automation holds great promise for
more inclusive international trade

Trade Flows and Technologies
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Digitalization in frade can help close the gap

* Banks acknowledge the potential of digital technology presents for SME
* Firms use digital platforms due to ease of access, practicality, and lower

cost
Banks’ Engagement with SMEs through Technology = Why Firms Use Digital or Web-based Platforms
(% of responses) (% of responses)
Deepen the data mapping of :
SMEs for better client profiling 66% I h_f' 3V3'|3b|E_' platforms are 415
and risk assessment easier and quicker to access
Evolution of new products for 64%
SME exporters and importers The pandemic made it more
practical to use digital channels 34%

Facilitate easier, cheaper,
and quicker KYC, AML; and 61%

compliance checks on SMEs The available platforms are

cheaper to use 19%
Reduce the rejection rate of 335

proposals coming from SMEs -
The service is just the same

(if not better) as non-digital 7%

Others | 8% platforms
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Yet, the use of fintech and digital solutions is limited
and concentrated on certain areas only

* Banks use digital solutions mainly for digital filing/transmission and electronic
signature platform purposes

* Firms use digital solutions primarily for digital record keeping and accounting

Areas of Digital Channel/Process Utilization

a. In bank operations b. In business operations

Digital business recards
479 and financial accounting

Intermediation with trade-related

Digital {or paperless) documents
for filing/transmission

20%

financing providers like banks

Electronic/digital signature platforms 28% Digitization of key business
deocuments for filing/transmission

Fintech platfarms offering digital E-commerce platform for
trade finance solutions 18% multichannel sales

Maobile applications for enhanced

. e client experience
Meither enhanced digitalization ' pe

nor digitized operations e Did not use any digital process
|dentity verification and product
Others 4% traceability/tracking

Analytics for business intelligence
Don't know/Mot applicable A9
Cloud computing applications
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Banks and firms see different kinds of constraints to
digitalization

* Banks cite high cost of technology adoption (56%) and lack of expertise (20%)

* 39% of firms note lack of information on digital financing platforms

Major Reasons for Banks Not to Use Technology Why Firms Do Not Use Digital or
to Maximize Potential to Service SMEs Web-based Platforms
(% of responses) (% of responses)
High cost of technology adoption 56 Insufficient ini?;;ua:iir?;;;t?;%ﬁ! 39%
Lack of expertise in technology; Lack of expertise on technology; it
it is too complicated and fast moving; 20% is too complicated and fast-
and too many platforms moving; and too many platforms
eufhici o i Cﬂnsiderabledncumintag
nsutticient connection/interoperabilit i ts,
of different financing |:I?|at1:-::+rrn115Ir .18% EARITEIEnES, same a5 B

Unreliable telecommunications
infrastructure makes internet

Technology solutions are I 9% reception unstable

currently not in banks’ agenda
Y £ We were able to be funded by

non-digital sources after all

for SMEs are low due to high 9%

costs of credit and capital

Returns to technology adoption '

Still costly to use
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Given relatively small public sector support for trade
finance, strengthening public-private partnership is critical

AN

Public sector should support developing economies and vulnerable sectors

Global standards and legislation are required to realize digitalization
' potential

Greater inclusion of women throughout the global financial system is
5 % important to close trade finance gaps
[

/‘g\ Greater supply chain transparency helps to identify bottlenecks in production
‘v ) and delivery of essential goods

S

/
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KEY POINTS

« The global trade finance
gap & estimated to have
increased to $1.7 trillion
during the COVID-19
pandemic i 2020 from
$15 trillicn in 2018

+ Despate vanous measures to
support small and medium-
sized enterprises (SMEs)
during the pandemic, 40%
of trade finance applcations
rejected by banks were
from SMEs.

* Mare than half of the
surveyed firms identified that
greater access to finance and

public sector support are
keys to the path to post-
pandemic recovery.

« Digitakzation intrade can

bhelp close the gap, but global
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INTRODUCTION

In 2020, the coranavirus disease (COVID-19) pand, d d the global
causing global grass domestic product to shank by 3.2% and global trade to contract
by 7.5%.' As governments arcund the world tried to contain the spread of the virus by

dards and legis!
are required to reakze this
potential whale the high cost
of technology adoption and
lack of expertise should also
be addressed.

« Aspublic sector support is
redatively small against the size
of the market gap, it is critical
to strengthen the pantnership
between the public sectorand
private sector.
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impeaing mobility L sharp declines in ic and trade activities jeopardized
markets. Trade finance is vulnerable to economic crises despite being a low-risk asset
class, and yet it is vital to support trade-led growth, which is critical to growing economies
ravaged by the pandemic. In economiies where trade finance gaps were already high

price to the pandemic, the panic and uncertanty induced by the rapid global spread of
COVID-19 aggravated the trade finance access ssue.

The 2021 Asian Development Bank (ADB) Trade Finance Gaps, Growth, and Jobs Survey
aims to enhance our understanding of the size of the trade finance shortfall and the
refated pandemic impact. Now on 25 seventh cycle, the survey continues to find large
market gaps for trade finance that simpede the full potential of trade to deliver growth,
Jobs, and poverty reduction. Against the backdrop of the COVID-19 pandemic, the survey
discusses the following

+ Trade finance market gaps in 2020;
+ Impact of the pandemic on the supply and demand in trade finance markets;
Praspects of post-COVID-19 recavery and major barriers to the path to recovery;

* Access to SME trade financing and support for SMEs duning the pandemic;
* Use, role, and p ia of fintech and digital scluticns, and obstacies to therr growth; and
Poicy implications including the roke of digitalzation in trade and trade finance and

L, icnal ian in pr g trade finance.

Based o the Intemational Mocstery Funds Wodd Economic Outivok July 2027, and the Werld Trade
Organization hotps;datawia ony/ (accesied 23 August 2021)
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https://www.adb.org/publications/2021-trade-finance-gaps-growth-jobs-survey
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