ITFA Middle East:

Trade Finance Learnings
through the Crisis

Introduction
When the Coronavirus pandemic (COVID-19) struck the world in early 2020, it took the global economy by surprise.
Its impact, when combined with oil prices already recovering from historic lows, shocked national economies,
especially those in the Middle East and North African (MENA) region, home to some of the biggest producers and net
exporters of crude oil.
However, many policies adopted during the crisis, including some enacted long before the pandemic, proved to have
a mitigating effect and helped cushion the economic blow.
These initiatives are worth looking at as part of any future strategies as they confirm that the adaptation of digital
solutions, careful management of working capital, and making sustainability a key priority, all carried a positive
economic impact during a time of a global economic slowdown.
Therefore, these policies could be considered, and possibly incorporated, into any future strategic plans.
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The economic crisis, caused by COVID-19, has
highlighted and placed additional scrutiny on the
importance of managing working capital and maintaining
stable supply chains. Traditionally, these two areas were
not, until the pandemic outbreak, among the top focal
points of most companies in the Middle East region, due,
in part, to the fact that the region has traditionally been
flushed with liquidity.
Nevertheless, conditions started to change in the
beginning of 2020, when low oil prices began to
contribute to a slowdown in economic growth. The
situation was further exacerbated at the end of Q1 of
2020, when governments found themselves compelled
to introduce a series of measures designed to curb
the pandemic and protect their populations. However,
these measures also began to fundamentally affect the
way business is done and changed how companies
interacted with the global supply chains.
Eventually, timely and strict measures introduced in
the MENA region succeeded in reducing the impact
of the virus and saved human lives. Yet, these actions
and policies have greatly impacted domestic economic
activities and created new trends, as concluded by the

•

In addition, PwC, in its annual report titled “2020 Middle
East Working Capital Study – Act now to recover,”
analyzed data from companies surveyed in the first two
quarters of the year. It aimed to assess the impact of the
dual shock of COVID-19, and the oil market disruptions
on working capital and liquidity.

The results included the following:
•

An overall 23% deterioration in working capital in the
first half of 2020, despite a slowdown in payments
to suppliers to help protect their net working capital
position.

•

EBITDA margins, which were already deteriorating
and had declined by 4 percentage points over a
period of five years at the end of 2019, have been
further affected by the COVID crisis.

•

Significant delays in payments for creditors, with
the number of days it took companies to pay their
suppliers (DPO) almost doubling, increasing from
100 days to 189 days in the first half of 2020.

•

Balance sheets, across the region, were not strong
enough for the crisis, with many companies holding
an average of only 40 days coverage in cash and
cash equivalents when compared to operating and
interest expenses.

PwC Working Capital Study.

The most noticeable patterns include:
•

A reduction in consumer demand, which led to a
downturn in corporate revenues

•

A slowdown in accounts receivable payments, as
customers, in an effort to protect liquidity, delayed
payments due to their own deteriorating cash flows
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An increase in expenses due to compliance to the
new regulations and disruptions in their supply
chains

The receivables segment was the most impacted area by COVID-19, ITFA survey concluded.

Figure 01 - Which areas of working capital were impacted the most by Covid?
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1. Receivables
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3. Payables

Recovery Path
The economic recovery rate of companies varied, and
was influenced by several factors, mainly the adoption
of digital payment methods in pre-pandemic days.
Companies who had working digital payments solutions
in place when COVID-19 hit, especially when those
solutions were supported by supplier finance, were able
to securely get through the initial restrictions placed
on the populace by the government. They survived the
lockdowns that were imposed, despite the fact that
most of their offices were closed and the vast majority of
employees were moving their workstations to their sofas
and kitchen tables at home.
These companies were able to adjust, in a timely manner,
to the new operating rhythm due, in part, to their limited
reliance on paper-based instruments. Many, also,
reported that their supply chains were more resilient due
to these modifications.
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As a result, companies were encouraged to accelerate their digital adaptation. All companies surveyed by ITFA said
they had accelerated digital adaptation in their post-COVID path.

Figure 02 - Did digital adaptation accelerate post COVID?

100%
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2. Somewhat increased

In the later months of 2020, mass vaccination campaigns
were actively launched and movement restrictions were
eased. Governments and corporations also started
taking steps on their recovery path to return, albeit
slowly, to pre-COVID economic levels. Gradual social,
health, and economic healing measures increased
business activities, and this led to a normalization of
working capital. We have also seen the number of
supplier financing programs start to pick up, with large
corporate and governments supporting local economies.
An example of this type of initiative is the Saudi Finance
Ministry, which has partnered with local banks to support
their suppliers.
Though revenues had recorded a contraction of
nearly 6% in 2020 - leading to a natural reduction in
net working capital - this decline is expected to be
temporary. A foreseeable full economic recovery from the
crisis is expected; therefore, revenues are expected to
bounce back, and the need for investments in working
capitals will be imperative to support this recovery.
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3. No (Remained the same)

Heavy weight of capital efficiency
in recovery
According to the 2021 PwC Working Capital Study, net
working capital across the MENA region has remained
stable with no notable changes between 2019 and 2020 .
Yet, at a closer look, the study shows that companies
have recorded a deterioration in the average number of
days they take to collect cash (DSO) and in the average
time to hold inventory (DIO), which was mitigated by an
extension in the time taken to pay suppliers (DPO).

Although the net change is immaterial, longer payment
delays still carry a persisting impact on the economy.
This is not a sustainable model to manage working
capital, especially at a time when economies are opening
up and companies need timely cash collections in order
to continue investing in working capital. Maintaining cash
and cash equivalents were the most important areas of
the balance sheet when dealing with the disruptions
[see Fig. 3].

Figure 03 - What areas of your balance sheet/operations were ready to deal with such disruption?
(i.e. was there sufficient liquidity in the business pre-Covid?)

50%
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1. Headroom in the facilities

2. Cash and cash equivalents

As companies embark on their recovery journey, it is
imperative that they start focusing on their working
capital in order to accelerate the curve to full recovery,
PwC concluded in its “2021 Middle East Working
Capital Study.”
The study shows that companies, which have focused
on achieving a sustainable working capital improvement
and recorded three consecutive years of net days
working capital improvements, had shown noticeably
better use of the deployed capital and debt coverage
compared to their peers.

3. Optimisation to release cash

Top performers in 2020 have achieved a reduction in
total debt by an average of 6%, while the rest recorded
an increase in their debts. Moreover, top performers
have, on average, a return of 8% on the capital
employed, compared to an average return of 4%
by the rest.
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Presently, companies are adapting a number of strategies to deal with unforeseen events, according to the ITFA
survey, with the top two being the optimisation of working capital and costs based to support the release of liquidity
into the business.

Figure 04 - How are you preparing for any unforeseen event?
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1. Optimising working capital
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3. Reducing cost

4. Building cash buffers on balance sheet

Better ESG, support suppliers with
no stretch
In the post-COVID era, the focus has shifted towards
building better relationships with suppliers. And this is
creating a suitable environment and offering a reliable
opportunity for businesses to participate in the recovery.
Decision and policy makers are announcing their support
for a sustainable economic recovery.
During the US-led “Leaders Summit on Climate” held
in April 2021, both Saudi Arabia’s King Salman bin
Abdulaziz Al Saud, and UAE’s President Sheikh Khalifa
bin Zayed Al Nahyan, outlined their countries’ plans for a
green recovery from the pandemic.
Earlier, Saudi Arabia’s Minister of Energy, Prince
Abdulaziz Bin Salman Al-Saud, stressed in his speech
during the G20 Riyadh Summit which took place in
November 2020, the need to build an inclusive, resilient,
and sustainable future for all.
The commitments of news makers are already filtering
down to the private sector. Several businesses in the
region joined signatories to a number of initiatives,
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17%

including the World Economic Forum’s (WEF) initiative for
stakeholder capitalism metrics, which is setting policies
on responsible investing and impact goals.

Suppliers can no longer be put under pressure to manage working capital. The ITFA survey showed that 83% of the
companies say it is important to support their ecosystem to maintain operations.

Figure 05 - How important is it for your ecosystem to receive support to maintain operations?
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Connecting with the digital agenda
In the MENA region, the nascent digital trade revolution
is offering multiple opportunities for an inclusive
trade recovery.
Various initiatives were launched by banks and
corporates in MENA to digitize trade. For example,
Dubai Ports World (DP World) has launched their own
trade portal.

3. Was more internal focused

For SMEs, the digitalization of account receivables
and payables enables the acceleration of “Know Your
Customer” (KYC), and “Anti-Money Laundering” (AML)
procedures. Lack of such procedures has hindered,
until today, their access to trade finance. Such access is
necessary to facilitate quick digital accounts production,
which can help lenders assess and monitor credit risk in
real time.

The region is also home to two of the three jurisdictions
that have enacted the United Nations Commission on
International Trade Law (UNCITRAL). Bahrain became
the first state to enact the UNCITRAL’s Model Law on
Electronic Transferable Records (MLETR), and Abu
Dhabi is headquarters to the award-winning international
financial center of Global Markets (ADGM).
Already, the groundwork has been laid down for a
series of positive developments in paperless trade, and
opportunities are open for businesses of different sizes,
including SMEs in the digital trade times.
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A better future for all
Following the confusion and disruption in economic
activities in the past 12 months, mainly due to the
consequences of COVID-19, an opportunity is surfacing
in the MENA region to build an equitable, sustainable
recovery, which can effect change in a lasting way.
The region has its own challenges, and this requires a
collaborative economic approach.
From creating jobs for the 20 million young people
expected to join MENA’s workforce by 2025, to bridging
the gender gap, and driving the transition to more
sustainable patterns of production and consumption, a
collaborative ecosystem approach to trade will set the
course for a greener, more prosperous MENA region in
the years to come.
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The International Trade and Forfaiting Association (ITFA) is the worldwide trade association for companies, financial
institutions and intermediaries engaged in trade and the origination, structuring, risk mitigation and distribution of
trade debt. ITFA also represents the wider trade finance syndication and secondary market for trade assets. ITFA
prides itself in being the voice of the secondary market for trade finance, whilst also focusing on matters that are
relevant to the whole trade finance spectrum.
ITFA presently has more than 300 members, located in over 60 different countries. These are classified under
a variety of business sectors, with the most predominant being the banking industry. Others include forfaiting,
insurance underwriters, law firms, fintechs as well as other institutions having a business interest in the areas of
Trade Finance and Forfaiting.
To find out more about ITFA, please visit www.itfa.org or send an email on info@itfa.org.

At PwC, our purpose is to build trust in society and solve important problems. We’re a network of firms in 156
countries with over 295,000 people who are committed to delivering quality in assurance, advisory and tax services.
Find out more and tell us what matters to you by visiting us at www.pwc.com.
Established in the Middle East for 40 years, PwC has 22 offices across 12 countries in the region with around 7,000
people. (www.pwc.com/me).
PwC refers to the PwC network and/or one or more of its member firms, each of which is a separate legal entity.
Please see www.pwc.com/structure for further details.
© 2022 PwC. All rights reserved

