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Introduction

• Brief	overview	of	Basel	III	capital	&	liquidity	rules	affecting	trade	finance

• Impact	of	capital	&	liquidity	rules	on	the	cost	of	trade	finance

• Challenges	and	opportunities	for	trade	finance

• It	took	the	Great	Recession,	the	Real	Estate	Crash	&	the	Global	Financial	Crisis	to	
swing	the	regulatory	pendulum	towards	punishing	levels	of	capital	&	liquidity;	
beware,	that	the	third	fact	of	life	– business	cycles,	will	bring	upon	us	the	next	
installment,	be	ready.
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More	Capital:	1)	new	definition;	2)	higher	risk	weights;	
3)	higher	ratios;	plus	4)	buffers
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Advanced	approaches	banks	– double	the	capital	ratios
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G-SIB:	Based	on
systemic	 risk

profile

Countercyclical:
ratio	changes
periodically



Most	notable	changes	in	risk	weights	pertain	to	trade	finance	exposure
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OECD	Methodology	needs	to	be	more	responsive	to	changes	in	country	risk
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Section	939A	of	D-F	Act:	in
determining	creditworthy
status	regulators	must
“remove	any	reference	to	…	
or	reliance	on	credit	ratings.”



Cost	of	a	trade	finance	transaction:	Basel	III	vs.	pre-Basel	III	– %	difference
standardized	approach	banks
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Cost	of	a	trade	finance	transaction:	Basel	III	vs.	pre-Basel	III	– %	difference
advanced	approaches	banks
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Liquidity	rules	&	the	Liquidity	Coverage	Ratio
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High-Quality	Liquid	Assets	(HQLA)	is	comprised	of	three	categories		of	highly	liquid	assets:	
Level	1	(excess	deposits	at	FED,	U.S.	Government	securities);
Level	2A,	which	receive	a	15%	value	haircut/discount;	and
Level	2B,	which	receive	a	50%	value	haircut.

𝐅𝐎𝐑𝐌𝐔𝐋𝐀: 		𝑪𝑹 = 	
𝑯𝑸𝑳𝑨

𝑵𝒆𝒕	𝒄𝒂𝒔𝒉	𝒐𝒖𝒕𝒇𝒍𝒐𝒘	(𝟑𝟎	𝒅𝒂𝒚𝒔)

net	cash	outflow	 is	based	on	contractual	&	prescribed	outflows	and	inflows	during	a	30	day	period,
where	the	amount	 in	the	denominator	 represents	the	cumulative	 net	outflows	at	day	30.

Who	is	subject	to	LCR	rules?	Banks	with	more	than	$50	billion	in	consolidated	total	assets:	
Comprehensive	(>	$250	billion)	and	modified	(>	%50	billion)	approach



How	LCR	impacts	the	cost	of	trade	finance
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𝒊𝑵𝒆𝒕	𝑪𝒐𝒔𝒕	𝒐𝒇	𝒇𝒖𝒏𝒅𝒔 =	
𝒊𝒄𝒐𝒔𝒕	𝒐𝒇	𝒇𝒖𝒏𝒅𝒔− (𝒊𝒚𝒊𝒆𝒍𝒅	𝒐𝒏	𝑯𝑸𝑳𝑨	×𝑪𝑶𝑹𝒂𝒕𝒆H

𝟏 − 𝑪𝑶𝑹𝒂𝒕𝒆

For	a	bank	commitment,	 outflow
Of	50%,	bank	has	to	invest	that
Amount	 in	HQLA.
Net	cost	of	funds	is	as	follows:

1)

2)

3)



• The	LCR	works	through	two	channels:
1. first,	the	cost	of	funds,	which	would	increase	the	cost	of	a	trade	finance	

transaction;	and

2. the	opportunity	cost	of	funds	invested	in	HQLA
Example:
In	2015	the	average	yield	on	bank	loans	was	3.93%,	and	the	average	interest	
rate	on	deposits	at	the	Fed	(HQLA)	was	0.27%
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Basel	III	&	the	cost	of	trade	finance:	Challenges	&	Opportunities	
• Compliance:	the	other	major	impact	on	cost	of	trade	finance
• Trade-Based	Money	Laundering

• Opportunities	in	trade	finance	for	regional	banks

• Growth	of	world	trade	will	drive	the	volume	of	trade	finance	and	thus	cost	
economies

• Other	risks:	interest	rate	and	operational	risks

• Monetary	policy	elements	of	the	capital	and	liquidity	rules

Manuel	Lasaga	Ph.D. StratInfo,	Miami	FL 12



Basel	III	&	the	cost	of	trade	finance:	Challenges	&	Opportunities	

Manuel	Lasaga	Ph.D. StratInfo,	Miami	FL 13

Thank	You

Further	details	on	the	information	in	this	presentation	can	be	found	in	the	following	document:

The	Impact	of	Basel	III	on	the	Cost	of	a	Trade	Finance	Transaction,	by	Manuel	Lasaga,	May	23,	2016


