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Jonathan Bell talks with John Ahearn, global head of frade at Citi.

John Ahearn, global head of frade
at Citi.

TXF: What are your views on where
the trade finance market is at the
present time, and what do you
think are the biggest challenges
that the industry faces?

The trade industry is at an inflec-
fion point - liquidity matters.
We must udupt, reinvent our busi-
ness und colluborute to remuin
relevant,

The current market pricing is
unredlistic. Cupital costs have
risen significantly and dre not
reflected in current market prices.
There is mMmussive liguidity still
beiny injected into the market by

centrdl bunks. In muny murkets,

current pricing levels do not meet
required hurdles.

We dre observing that Busel |l
is mukiny the industry rethink how
it uses bulunce sheets. There ure
hew requirements such us the sup-
plementadl leverage ratio “buck-
stop’, which can curb usset
growth. Findlly, compliance, sover-
eign und credif risk cun be chul-
lenging.

TXF: How is the bank responding
and dealing with the ever-in-
creasing demands of regulators -
both nationally and internation-
ally? Is Citi completely provi-
sioned for Basel 1lI?

Citiis highly focused on dllocution
of resources und capitdl returns in
order to exceed Busel’s hew cup-
ital ratfios including Tier |, common
ratios, liguidity coveruge  ratio
(LCR) und supplementdul leverage
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ratio. Citi is prepared for Basel Il

TXF: Has the, or will the, cost of
providing trade finance increased
due to the greater pressure and
requirements from regulators and
those related to compliance?

Busel Il infroduces
changes in capitdl rules, new lig-
uidity und leveruye rutios us well

radicul

us udditionul rules for globul sys-
temicdlly important banks. It in-
creuses the gudlity and quuntity
of bunk cupitdl. This undoubtedly
has implicutions for pricing ucross
dll products, client sectors und re-
gions, especidlly for: ECA fihanc-
iny, emerying murkets, Fls, SME
and hoh-investment grade clients.

There dre dlso hew meusures
for liquidity (liguidity coveruye
ratio — LCR,und het stuble fundiny

The trade industry is at an inflection point - liquidity
matters. We must adapt, reinvent our business and
collaborate to remain relevant.
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ration — NSFR) that will impact de-
posit pricing, dejpending on the
sources of deposits.

Additiondlly, compliance is be-
cominy increusingly complex with
continued strengtheninyg of KYC,
AML und other regulutory reyuire-
ments, dll of which cumulatively in-
creuse the costs ussociuted with
frade finance.

TXF: What position is the bank tak-
ing in regard to servicing new
clients as well as SMEs?

Trade finance is playing an in-
creusingly important role in the
SME market us u significant portion
of SMEs are purt of lurge corpo-
rates’ supply chain. Citi is commit-
ted to leveruye its unpurdlleled
ylobul network und trude cupu-
bilities to help SMEs optimise the fi-
nancing of their working capitdl
cycle. In auddition to providing tru-
difiondl frade import and export
services o our SME clients globdilly,
Citi has helped provide daccess to
lower cost finuncing to SMEs
across the world through its award
winning supplier finunce solutions.
Citi supports over 38,000 SME sup-
pliers through its supplier finunce
programmes.

TXF: What do you see your clients
asking for now that is different
from the past? Do you see a differ-
ent attitude from corporates?

The mujor difference centres on
the fundumentadl transformation of
how frade haus evolved at Citi. Be-
fore 2004, discussions centered on
various forms of lefters of credit
(LC’s) und collections und tended
to be very specific in scope with u
narrower buying center within the
corporute customer. Toduy, trade
has tuken on u much more holistic
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nature with our corporute clients,
und our didloygue is much brouder
covering u large spectrum,includ-
iny export uyency finunce, sules
and distributor finunce, supplier fi-
hunce, uccount receivubles fi-
nance, document outsourcing
etc. In uddition, we have reposi-
tioned our truditional LC offerinys
us purt of u streamlined und diyi-
tised interaction with the bunk to
supfport our clients” continuum of
procurement, work in progress und
sules uctivities.

Given dll the disruptions in mar-
kets over the recent yeurs, there
hus been u greuter recoynition of
the importunce of trade from our
corporute customers, us they think
much more curefully ubout the
structure of their bulunce sheets,
as well us the funding strateyies
and strengths of the balunce
sheets of their trading parthers. This
in turn hus creuted Mmuch stronger
engugement and knowledye
around trade in dll its forms.

TXF: Is the use of insurance sector

(credit and PRI) by the bank
greater or less now than in the re-
cent pasi?

In specific yeoyraphies insurance
has been vitdl, The private market
is u very lurge und diverse insur-
unce market pluce with a number
of hew pluyers entering the arenu,
creuting u competitive platform
for clients.

Bunks dre now the bigyest
buyers of hon-puyment insurunce
in the privute insurance muarket.
The insurance market hus been
flexible in its dbility fo work with
bunks und cuter for their reyuire-
ments, for exumple, umendiny
wordinygs so they ure Busel I/l
compliunt (depending on individ-
udl bunks” upprouch to the regu-
lations).

There ure many reusohs why
banks might buy political risk and
trade credit insurance including:

Relieving pressure on reyulu-

tory capital: under Basel II/lll,

most Fls recoyhise CCIl us u

regulutory capital risk mitigant

Reducing risk weighted ussets

Manuying credit portfolios

Improving the return on indi-

vidudl transactions

Relieving country ugyreyution

limits

Relieviny counterpurty ugyre-

gution limits.

TXF: Given increasing supply
chain complexities, with an ever
increasing number of participants
in global supply chains, what are
you doing now that may be differ-
ent from the past to assess corpo-
rate/counterparty risk factors?

Citi continuously looks to improve
on its risk munagement best prac-
fices, which evolve constauntly
across yeoyruphies und products.
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A key focus of Citi trude is muking
sure that we udpply the lutest
guidelines und stuy dheud of
counterpurty risk, which is un in-
herent purt of our business model
globdlly. While the ussessment of
counterpuarty risk is un onygoinyg
process that looks to cupture dll
uspects of the reldtionship with
the customer, Citi trade is purticu-
larly focused on the electronic vul-
idution of trade duta,

As u business, we have under-
tuken u worldwide effort to transi-
tion from puper-bused processing,
still dominunt in the letters of credit
spuce for instunce, to the elec-
fronic transfer of dutu viu pre-for-
matted file This
tfransition is u very significunt en-

exchunge.

deuvour that will continue in the
yeurs to come. We believe thut
Citi is at the forefront of this effort
und is in un ideul position to de-
liver to its clients the significunt
benefits resulting from this fundu-
mental fransformation.

TXF: Technology within trade
has grown massively over the last
few years. What sort of investment
has Citi made in this area and
what do you sfill need to do?
How do you view the bank’s
frade technology offering in com-

parison to other institutions?
We've mude substuntial tfechnol-
oyy investments towards our Ci-
tiDirect front end, insourciny
cupubilities, digitisation of frade
documents, globdlising our supply
chuin finance solution und Mobile
upplicutions; dll of which support
our underlying corporute and Fl
customers. Bused on our reseurch,
we believe Citi invests more in
technoloygyy unnudlly than many
frade bunks make in annhudl rev-
ehue.

TXF: It has been over 18 months
since the official launch of the
Bank Payment Obligation (BPO)
from SWIFT. What is your view of
the initiative, what if anything is
holding it back, and how impor-
tant do you think it will be?

Citi was un early supporter of the
BPO, us we suw the steudy yrowth
in open account tfrude flows. We
have successfully completed u
proof of concept by using the TSU
(Trude Service Utility) as the
matching engine fo compare ur-
chuse order/invoice dutu fields.
The bigygest challenge for banks
will be to enhunce existing client
portdls with reqyuired BPO dutu
fields to facilitate full end-to-end
automation. The other big chul-

lenge is the shortuge of legdl
framework for this instrument. We
are puying close uttention to both
the market udoption und client in-
terest in this capubility.

TXF: Is Citi teaming with other Fls,
and if so why and how does this
make a difference for your
clients?

As d leuder in syndicuted facilities,
we support clients with large infra-
structure deuls. Through our distri-
bution desk, or the export credit
agencies teum, we have fucili-
tated over $50 billion in transuc-
tions this yeaur.

TXF: Citi has had considerable
success with its initial trade secu-
ritisation programme. What is the
next step in this arena for you?
Trade MAPS hus been un im-
mensely valuuble defeuse plut-
form for both Citi und Santander. It
has enubled us to offer trade fi-
nunce ussets us u hew usset class
to u completely new group of in-
vestors, who otherwise would not
fourchuse this usset type. We cre-
uted this hew ABS usset cluss und
were uble fo tup info the tradi-
tional ABS investor group.

We
prepuring for u second issuunce

are dlreudy uctively

We’ve made substantial technology investments
towards our CitiDirect front end, insourcing
capabilities, digitisation of trade documents,
globalising our supply chain finance solution and
mobile applications; all of which support our
underlying corporate and Fl customers.
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dlony with our parther Suntunder.
In addition, we ure working with u
few ylobudl tfrade bunks, us well us
u few select regionul frade bunks,
for additionul future issuunces.
und re-
sources ure required for uny secu-

Consideruble efforts

ritisution issuance, und more so for
the first time issuers with whom we
are currently working with.

We view the Trade MAPS plut-
form us u viuble option for trade
bunks to effectively manage their
growing bdalance sheet und
achieve the host of reliefs/benefits
ussociuted with the programme:
fundiny, cupitdl, credit, efc. We
creuted this platform for multi
bunk use so we will encouruge
other banks fo puarther with us on
future issuance.

TXF: Where do you see Citi making
a push in trade finance - product
and/or region? Do you see the
bank as having certain niche
strengths?

Globully, the business is driven by
cross border commercidal frade
und dlternutive finuncing options.
Citi's strength is finuncing cross
border flows, leveruyging our globul
foot print und customer buse. With
ylobul trude continuing to move
from letters of credit fo open uc-
count, our receivuble bused solu-

tions continue to see growth. We
dre dlso exploring bulunce sheet
friendly solutions to wssist our
globul clients in expunding sules in
rapid growth markets.

TXF: What do you think the next
big thing in trade will be?

We think there will be acceleration
of trade bunk consolidution — ul-
reudy the top three bunks have
guined five points of market share
since 2008.

Cupitdl rules muke it harder for
bunks to compete, especidlly
those without operdtions scule
und lurge globul hetworks. Bunks
without uccess to US dollar fund-
iny will stfrugyle, und bunks who
don’t consider tfrade to be core
will reinvest their limited cupitdl
elsewhere. Reyionhul unhd locul
bunks will heed to creute parther-
ships with leuding trade bunks to
continue to participute in the sec-
tor.

We see the emergence of hew
risk distribution strateyies with
bunks ucting us intermediuries be-
tween corporutes und investors.
No lohger can we dll just ‘book
and hold’. Originate to distribute
will be the new model. This dlso
Mmeuns increused sule of ussets on
u funded busis, aund decreused
use of unfunded sules. We will lso

see increused sules to hontrudi-
fional investors rather than prima-
rily bunk to bank risk distribution.

Industry colluboration includ-
iny Trade MAPS, ICC Reyister und
BAFT’s London group: this collubo-
ration will help credte industry def-
initions, solutions for risk distribution
und brouden the uppeul of frude
assets fo hew types of investors,
such us insurunce compunies und
fension funds.

Trude outsourcing solutions for
bunk purthers: this includes various
programmes ranging from tradi-
tional LC
grammes to full outsourcing of
operutions und technoloyy. How-
ever, this can dlso include risk distri-
bution solutions to help bunks Move
cupitdl off-bulunce sheet to in-
vestors. Solutions will be structured
to dllow purther bunks fo refuin

reluy/reissuunce  pro-

customer relutionship und credit
decisions while
scule, efficiency, infrastructure, risk
distribution und other cupubilities
to improve their tfrude economics,
despite chullenging mucro eco-
nomic dund regulutory environ-
ment,

leveruyging our

TXF: What, if any, is your favourite
football/rugby/baseball feam?
NY Mets becuuse they play in Citi
Field.

Industry collaboration including Trade MAPS, ICC
Register and BAFT’s London group: this collaboration
will help create industry definitions, solutions for risk
distribution and broaden the appeal of trade assets
to new types of investors, such as insurance
companies and pension funds.
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