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Highlights of ADB’s 2013 Trade Finance Gap Survey

* Global Trade Finance Gap: $2.5 trillion in 2022

* Rejected Trade Finance: SMEs Disproportionately Affected

* Barriers to Trade Financing : Macroeconomic and Geopolitical risks
* Supply Chains and Digitalization: Financing and Digitalization Costs
* ESG and Sustainable Financing: Priority with Potential Barriers

* ESG and Sustainable Financing: Recognizing Benefits and Challenges
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Global Trade Finance Gap: $2.5 trillion in 2022

« Up from $1.7 trillion in 2020

« Widened by COVID-19 and the
related increase in rejection rate of
trade financing requests

 Also influenced by macroeconomic
factors, geopolitical tensions, and
the Russian invasion of Ukraine
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Global Trade Finance Gap

2014 2016 2018 2020 2022

Source: ADB. 2023 Trade Finance Gaps, Growth and Jobs Survey—Banks, and
World Trade Organization. WTO Data. https://data.wto.org/ (accessed 19
July 2023).



Rejected Trade Finance: SMEs Disproportionately Affected

= After the Russian invasion of Ukraine: 20% of banks rejected trade finance applications

= Other major reasons: high-country risk, lack of collateral, poorly presented documentation, and
KYC compliance

= SMEs: 38% of total applications, 45% of rejections

Reasons for rejecting trade finance applications in Trade finance application and
2022 (% of bank responses) rejection by firm size in 2022 (%)

Failed to adequately validate ESG or sustainability
behaviors of suppliers or commercial partners

45%
41%

ESG reporting quality was below requlatory standards
38%

Application was not profitable to process
due to regulatory capital constraints

Application raised serious
know-your-customer (KYC) concerns

3%

Application was not profitable enough to process 24%

21%

Application was poorly presented
and had insufficient information

Application lacked sufficient collateral

Application was from an SME with no collateral/
high credit riskfother reason

Application was from a country perceived to be risky,

and the bank did not have sufficient risk appetite ! !

Multinational Large corporations Small and
and mid-cap medium-sized
enterprises

Application was received after the Russian
invasion of Ukraine

Other reasons 30%

0% 10% 20% 30%
mApplied Rejected

ADB Source: ADB. 2023 Trade Finance Gaps, Growth and Jobs Survey—Banks. 4
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Barriers to Trade Financing : Macroeconomic and Geopolitical risks

Over 60% of banks: credit tightening due to geopolitical tensions and post-pandemic stress
Around 50% of banks: AML/KYC, credit quality, lack of US Dollar liquidity
= Emerging concerns about ESG and sustainability

Barriers to servicing trade finance (% of bank responses)

Credit tightening due to interest rate hikes 7% -

General economic uncertainty due to the Russian 7% 8%
invasion of Ukraine and the COVID-19 pandemic

Low company/obligor credit rating 129 -

AML and/for KYC requirements 13% -

Issuing bank's low credit rating 18% 5%

Low credit rating of company’s or obligor's country 16% -

Lack of dollar liquidity 23% TH

Clients’ lack of familiarity with trade finance products 27% -

High transaction costs or low fee income 26% 9%

Trade protectionism 26% -
Monalignment with ESG policies and/or

ESG regulatory requirements 37% om%

Bank staff's lack of familiarity with trade finance products 419 _

Other barriers 2% ECEIII

ADB M Agree M MNeutral Disagree M Mot sure [ Don't know
5

Source: ADB. 2023 Trade Finance Gaps, Growth and Jobs Survey—Banks.
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Supply Chains and Digitalization: Financing and Digitalization Costs

= Top two supply chain challenges: insufficient financing and transportation costs
* Firms recognize digital benefits: productivity and efficiency; Banks see digitalization aiding

SME trade financing

= Primary obstacle: high digitalization costs

Supply chain issues in 2022 (% of firm responses)

Insufficient financing

High transportation costs

Lack of visibility into supply
chain operations

Lack of ability to respond to
expected changes

Changes in trade policies

Other issues

Celays in receiving raw
materials or finished goods

Source: ADB. 2023 Trade Finance Gaps, Growth and Jobs Survey
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34%

Barriers to digitalizing business and trade portfolio
(% of bank responses)

Cost

Legal environment

Lack of interoperability of existing platforms or systems

Technology

Inconsistent industry practice

25%

21%

20%

17%

17%



Background: ESG Ecosystem for Banks

Society
European Union

B EU Green Deal 2019

Suppliers/third-party providers ‘kg (CP) 2020

Organizations &
initiatives EEE

Clients

Competitors

Correspondent banks

Source: Arthur D Little (2021) ESG — The irreversible mega- trend.
https://www.adlittle.com/sites/default/files/viewpoints/ADL Sustainable finance.pdf

B First action plan 2018

B Renewed sustainable finance strategy

Other financial institutions

Standard-setters/regulators/supervisors

Regulatory authorities:

EBA, ESMA

B EBA action plan SF*
B ESMA strategy on SF*
| .

m Financial institutions

Internal ESG fintechs

stakeholders
of bank
(i.e., emplayees,

owners) &
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Supervisory authorities:
ECB, NCAs
B ECB guide for climate risk
B NCAs requirements
"
ESG rating agencies,
indices, and data provider %

Investors
B |nstitutional investors
B Retail investors


https://www.adlittle.com/sites/default/files/viewpoints/ADL_Sustainable_finance.pdf

Background: ESG Strategy and Sustainable Finance Framework

Internal stakeholders (incl. talent of the future and incentivization models)

Corporates

Transformation: Embedding ESG into day-to-day business

Source: Arthur D Littl (2021) ESG — The irreversible mega- trend.
https://www.adlittle.com/sites/default/files/viewpoints/ADL Sustainable finance.pdf
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CASE: HSBC'’s ESG Report

Environmental - Transition to net zero

- Since 2020, we have provided and facilitated $210.7bn of sustainable finance and investment
towards our ambition of $750bn to $1tn by 2030. We monitor developments in taxonomies
and changing market guidelines in this space.

—In December, we updated our energy policy as an important mechanism to help deliver our
financed emissions targets and phase down fossil fuel financing in line with our net zero
ambition, and introduced further restrictions for thermal and metallurgical coal.

—We have introduced on-balance sheet financed emissions targets for eight sectors, noting
the limitations of evolving methodologies and data quality.

Targets and progress

We have set out in the table below our defined targets for the on-balance sheet financed emissions for the following sectors: oil and gas; power
and utilities; cement; iron, steel and aluminium; aviation; and automotive. On the following pages, we provide more granular details on our ﬁnanced|
emissions within these sectors.

Sector 2019 baseline 2020 progress 2030 target Unit" Target type Target scenario
Qil and gas 330 301 (34)% Mt CO.e Absolute IEA NZE 2050
Power and utilities? 5889 5086 138 tCO'GWh Intensity IEA NZE 2050
Cement 0.64 0.64 0.46 tCO./t cament Intensity IEA NZE 2050
Iron, steel and aluminium? 18 20 1.05(1.43) tCO,/t metal Intensity IEA NZE 2050
Aviation 84.0 103.9 63 tCO,/million rpk Intensity IEA NZE 2050
Automotive 1915 176.2 66 1CO/million vkm Intensity IEA NZE 2050

Source: HSBC (2022) ESG Review


https://www.adlittle.com/sites/default/files/viewpoints/ADL_Sustainable_finance.pdf

ESG and Sustainable Financing: Priority with Potential Barriers

= 82% of banks strategically prioritize ESG
» 75% foresee a rise in demand for sustainable trade and supply chain finance
= Mixed views on ESG's effect on the TF Gap; opportunity for awareness and advocacy

Do you consider sustainable trade or trade finance and Do you believe that stricter ESG requirements will either
ESG factors as strategic priorities? worsen or mitigate the trade finance gap? (% of bank
(% of bank responses) responses)

- Source: ADB. 2023 Trade Finance Gaps, Growth and Jobs Survey 9
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ESG and Sustainable Financing: Recognizing Benefits and

Challenges

= Over 70% of firms: ESG alignment can improve access to trade financing

» Banks optimistic about ESG's influence on SMEs engagement
= 44% of firms: unclear about suppliers' ESG compliance
» Challenges: ESG integration costs, capacity/resource constraints, reporting and regulatory

requirements

ESG alignment and potential impact on firms

Mo visibility on suppliers’ ESG adherence

Reduce the rejection rate of proposals
coming from SMEs

Deepen the data mapping of SMEs for
better client profiling and risk assessment

Facilitate easier, cheaper, quicker credit
approval process for SMEs

Evolution of new products for SME
exporters and importers

INTERNAL. This information is accessible to ADB Management and staff. It may be shared outside ADB with appropriate permission.

(% of firm responses)

69% -5% 2%
75% -5%5%
71% - 8% 2%
76% -4%1%

Agree M Neutral [ Disagree [ Don't know

Source: ADB. 2023 Trade Finance Gaps, Growth and Jobs Survey

Will ESG-alignment enhance your bank’s engagement with
SMEs? (% of bank responses)

Evolution of new products for SME exporters and importers

Deepen the data mapping of SMEs for better client
profiling and risk assessment

Facilitate easier, cheaper, quicker credit approval process for SMEs

Reduce the rejection rate of proposals coming from SMEs

70% i 24% 3%

52% l 36% 6%
51% - 31% 5%
w [l - A

Agree M Disagree Neutral Don't know [ Not sure
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Recommendations Narrowing the Gap

e Create additional capacity Support innovative financing
for trade financing targeting those most in need
ENGAGE MULTILATERALS IN ADVANCING PROMOTE DTSCF AND CHANGES TO SME CREDIT
TRADE FINANCE AS AN ASSET CLASS AND RISK ANALYSIS
Support sustainability and Advance the global -
ESG aligned financing agenda of digitalization
ADVANCE CLIMATE-FRIENDLY AND ESG-ALIGNED DRIVE DIGITALIZATION OF TRADE
FINANCING STANDARDS AND PRACTICES TO ENABLE INCLUSION
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2023

KEY POINTS

* The global trade finance gap
reached an estimated $2 5 trillion
in 2022, or 10% of global
merchandise trade. The gapis
up materially from $1.7 trillion
in2020.

* Companies identified accessto
financing as a major challenge
for trade.

+ Digitalization of global trade
can reduce the gap, facilitate
transparency, and underpin
a greater ability to monitor
environmental and social
standards, but is held back by a
lack of harmonized standards for
electronic documents and related
legislation recognizing electronic
trade documents.

* Of the banks surveyed, 80%
view sustainable financing as
an opportunity and anticipate
a surge in demand for related
products and advisory services.
Progress on sustainability is
impeded by a lack of harmenized
standards and data collection,
along with reporting mechanisms
to demonstrate compliance.

Recommendations

* Increase trade financing capacity
through SME-targeted credit
processes, deep-tier supply
chain finance, and the attraction
of pools of new capital.

* Integrate trade financing into
Crisis response programs.

Advance the global agenda
around digitalization of

trade, focusing on standards
harmonization, commercial
adoption, legislation, and policy.
* Harmonize sustainability
standards and enhance related
data collection and reporting
mechanisms.
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Trade financing is critical for enabling international commerce and driving international
development and poverty reduction. Trade, 80% of which depends on some form of
financing, has lifted millions of people out of poverty, underpinned global growth and
increased prosperity, and arguably contributes to improved global security. In addition, the
importance of supply chains and supply chain resilience has been brought into focus by the
coronavirus disease (COVID-19) pandemic, with adequate financing for small and medium-
sized enterprise (SME) suppliers in particular being an important part of the resilience
equation. For these reasons, mperative to understand the size and directional trend of
unmet demand for trade financing—the trade finance gap—sa that we can put policy and
commercial measures in place to increase financing capacity where it is most needed.

Global goods trade (exports) in value rebounded, with growth rates of 26.6% in 2021
and 11.5% in 2022, following the significant contraction resulting from the COVID-19
pandemic in the 2 previous years.' Despite the resurgence following the pandemic’s
impact, the global trade environment remains challenging for traders. Following a

' The global trade growth rate in 2019 was ~2.7% whereas in 2020 it was ~7.2%.
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