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KEY FINDINGS

Post-2010, major commodity trading firms have evolved beyond
traditional trade intermediation, becoming critical nodes not only in
supply chains but also in the financial networks that connect banks,
capital markets and commodity producers.

These new financial intermediaries have transformed the institutional
framework of trade finance. They work in ways that could amplify, rather
than contain, financial shocks.

Today, income from financial intermediation represents more than
75 per cent of revenues for major food trading companies globally. The
pricing of food and energy commodities increasingly reflects financial
strategies over economic fundamentals.

In 2024, at least 6 of the top 11 food traders actively engaged in financial
securitization — a mechanism that amplifies liquidity but also increases
leverage. The scale of this leverage creates risks that transcend
traditional financial stability concerns.

Overall, the post-2010 financial architecture of global food trading is
underpinned by practices that create large international counterparty
risks across at least 80 countries.
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Policy takeaways

The financialization of food trading shows that reliance on
firm-based supervision and self-regulation is inadequate
to address evolving systemic risks. Regulating the
current structure of commodity trading requires new
approaches to crisis management that can address

both operational continuity and financial stability.

Rather than focusing primarily on leverage constraints
among individual entities, policymakers need to
address the systemic effects that leverage creates
through its interaction with market structures, the
information architecture and trading networks.

Given the new landscape of systemic risk in commodity
trade, regulators must modernize oversight to protect
market stability. Non-transparent financial and tax avoidance
techniques in commodity sectors should come under policy
scrutiny, given concerns about illicit financial flows, financial
and trade integrity, and resource mobilization. Competition
policy tools and cross-market approaches must play a

more central role in addressing the vulnerabilities created

by concentrated market structures in commodity trading.

The stakes in developing effective approaches to
systemic risks extend beyond financial stability. They
encompass the resilience of commodity markets
underpinning global food and energy security, as well
as transparent commercial outcomes in commodities
markets, such as price discovery and risk management.
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A. Introduction:

The hidden foundation

of global trade

According to WTO, about 80 to 90 per

cent of international trade is financed by
some form of trade credit (trade credit and
insurance guarantees).2’° Most trade credit
takes the form of short-term debt, rendering
trade particularly exposed to market shocks,
changes in risk perceptions, financial fragility,
crises and regulatory interventions affecting
the global financial system. Global trade

in essential commodities, such as food

and energy, fundamentally depends on the
availability of trade finance. Unlike trade

in goods more generally, these segments
are not organized around global supply
chains, where larger firms extend credit

to smaller firms, supplying intermediate
inputs in a value added, internationally
organized manufacturing process.

Instead, commodities trade is typically
mediated by a handful of commodity

trading firms that source, process and
transport commodities to international
buyers. Particularly in agriculture, a few large
companies control much of the market,
from owning physical inventory to trading,

processing and retailing agricultural products
(UNCTAD, 2016). Figure lll.1 delineates the
wheat supply chain, illustrating interactions
among commodity traders, farmers, storage
facilities, processors and end consumers

as wheat moves from farm to table.

Unlike conventional supply chains where
firms create value through physical
transformation, commodity traders
primarily generate value by aligning financial
instruments with specific vulnerabilities
inherent in the physical supply process.
Each transition in the journey of wheat
along the supply chain, for example,
introduces distinct financial risks. These
include seasonal production gaps,
mitigated with futures contracts; storage
risks, managed through warehouse
receipts used as collateral; price volatility at
processing stages, hedged via derivatives;
and international transactions, secured

by letters of credit replacing the need for
direct bank creditworthiness. This financial
architecture underpins the efficiency and
stability of the global wheat trade.
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Figure lll.1
From farm to table: Transformation of the wheat supply chain
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Source: UNCTAD.
Note: Blue areas (essential physical control for global traders) represent activities traders must control to guarantee

delivery on their financial promises. Yellow areas (enhanced physical control) such as processing and production
relationships strengthen financial transformation reliability by providing guaranteed demand and supply.
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Currently, commaodities represent around

34 per cent of global trade in goods. While
energy products dominate, agriculture
comprises around one third of global
commaodity exports, with food items
accounting for approximately 87 per

cent of total agricultural export value
(UNCTAD, 2025b). In the universe of
financial instruments that sustain the global
commodities trade, commaodity derivatives
represent 4.6 per cent of all exchange-traded
derivatives, with agriculture derivatives
accounting for 1.4 per cent of total volume in
2024.2" Most exchange-traded commodity
derivatives are traded in Asia and North
America (figure 111.2). In Europe, commodity
derivatives are predominantly traded over
the counter, with this transaction type
representing 77 per cent of the total notional
amounts at the end of 2024 (ESRB, 2025).

Figure 111.2

Yet the importance of commodities for
macroeconomic stability extends far beyond
what such magnitudes might suggest. From
the wheat that feeds the world’s population
to the metals that power renewable energy
transitions, commodity trade flows constitute
critical infrastructure upon which modern
economies depend. When commodity
markets are disrupted, the consequences
can ripple through food systems, industrial
supply chains and financial markets.

This was evident in past decades, which
have been marked by recurrent commodity
market disruptions, especially after 2008.
While each crisis has exposed new concerns
about the resilience of trade finance, post-
crisis revisions have seen chronic data
challenges and information gaps. Similarly,
although each crisis sparked analyses

of commodity market stability, regulatory

Financial instruments sustain the global commodity trade, including

agriculture

Exchange-traded agricultural derivatives, by region
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Source: UNCTAD based on the ETD tracker database of the Futures Industry Association.

Note: The financial instruments traded on global exchange-traded derivative markets include futures and
options. The agricultural assets included in this data are: soy meal, corn (maize), rapeseed (canola), sugar,
soybeans, soy oil, palm oil (olein, palmolein), rubber, cotton, wheat, other fruit and vegetable products,

pulp, eggs, beef, coffee, legumes, cocoa, pork, spices and nuts, rice, other oil and oilseed products, fibre
board, dairy, block board, orange juice, lumber, potatoes, oats, other animals and animal products, seafood
(shrimp, salmon), silk, sunflower, barley, jute, flaxseed, wool, other grain products, other agricultural products,
sorghum, apple juice, other forest products, seed (sunflower), corn, dairy products, soyabeans and beans.

21 BIS derivatives statistics.
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responses have targeted symptoms rather
than underlying structural vulnerabilities.

Such tendencies led to disjointed
regulatory frameworks in the wake of

the global financial crisis of 2008-2009.
As this chapter shows, fragmented
regulatory attention, a paucity of data
and information, and joined-up regulatory
domains leave the financial architecture
of food trading subject to practices
creating large international counterparty
risks across at least 80 countries.

In a context of geopolitical volatility

and policy uncertainty, these failings

are particularly concerning. On the one
hand, despite growing recognition of the
importance of financialized commodity
sectors to the global economy and
development, this area of trade and finance

remains non-transparent, whilst its regulation

is fragmented. On the other, the few large

Figure 111.3

companies that dominate commodity trading
have continued to expand their footprint
during recent years of market volatility.

This has driven further concentration in

the sector and the complexity of corporate
groups themselves (figure 111.3).

Even as food commodity prices retreat
from their 2022 peaks, leading companies
in the sector appear to be benefiting from
market volatility. In 2024, gross profits

for the industry were about $95 billion,
below 2022-2023 levels, yet still 2.5 times
higher than the average during 2011-2019
(Hook and Wilson, 2025). Leading private
trading houses such as Trafigura, Vitol,
Gunvor and Mercuria have collectively
earned more than $57 billion in net profits
since 2022. As one chief financial officer
put it, his company’s financial performance
had “reached a new cruising altitude”
(Farchy, Hunter and Rocha, 2025).

A few global food trading firms have expanded significantly in a

concentrated global market
Growth of corporate groups

(Index, January 2014 = 100)

Archer Daniels Midland Andersons

The financial
architecture

of global food
trading creates
significant risks
for at least

80 countries.

2014 2019 2024

Glencore

Louis Dreyfus

Wilmar International

2014 2019 2024

Source: UNCTAD based on Orbis.

Note: The figure shows the growth of corporate groups based on the number of subsidiaries estimated to be
part of them on a month-to-month basis between January 2014 and December 2024.
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Performance is distinct from resilience,
however, as chapters 1 and 2 show. In
commodity trading, the distinction between
the financial performance of individual
companies and the resilience of the sector
is especially important, for two reasons.

First, even on regulated commodity
exchanges, a holistic assessment of the risk
exposures of trading firms is not possible.
For over-the-counter trades, the scarcity of
reported data makes it particularly difficult
to monitor large risk exposures. There

are already cases where positions can
become large enough that a materialization
of risks can impact the functioning of

a corresponding commodity market

on a regulated exchange, as occurred
during the nickel market suspension

in 2023 in the United Kingdom (FSB,
2023a; Desai, 2023; Onstad, 2022).

Second, within commodity trading,

financial innovation and engineering tend

to be viewed as processes to improve
competitiveness and efficiency. The business
of food trading, however, is dominated by
oligopolistic firms that have advanced their
control partly through financial investments
(BRICS Law and Competition Policy
Centre, 2025). As this chapter shows, in
the current regulatory environment, financial
innovation in food trading is not aimed

at enhancing efficiencies but is used to
enable the wider transformation of food
traders into financial intermediaries.

This chapter investigates key post-2010
transformations in the trade finance
system within food commodity trading.

It identifies emerging risks to financial
stability and economic resilience. A major
premise is that in an environment where
trading firms own inventory and have
access to financial innovations, trade
financing transforms institutionally.
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The analysis is structured on two levels.
Section B examines recent shifts in food
trading, revealing how financialization has
fundamentally changed the role of the food
trader. Unlike in the earlier bank-mediated
model of trade finance, today, food traders
have become financial intermediaries.
Trade financing relationships have shifted
from direct, transaction-level arrangements
to a broader system involving traders,
banks and capital markets. As a result,
trade finance is now a complex, integrated
system of financial intermediation, unlike the
traditional, project-level financing model.

Section C identifies some key consequences
of this institutional transformation in the
wake of the Basel lll reforms. Specifically, it
finds that despite concerns over the nature
and risks of financial intermediation in
commodity trading, including those raised
over the past few years by major regulators,
the wider systemic implications of the new
financial intermediation are underexamined.
Drawing on available evidence and the
lessons of prior financial crises, the chapter
outlines risks to resilience stemming from
these transformations. Section D identifies
emerging development policy concerns.

The analysis draws on new analytical
insights and evidence to support policy
and research to address concerns about
the resilience of financialized commodity
trading. The data set used mainly covers
companies involved in global food trading,
although many firms operate across different
sectors and assets. Many observations
presented below are potentially relevant to
energy traders and mining companies, on
which data are more difficult to obtain.
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B. Finance and the transformation
of commodity trading

For decades, policy discussions about
commodity market stability have evolved
around two interconnected pillars. The
first involves traditional trade finance

— the letters of credit and other banking
innovations that emerged over the
twentieth century to enable international
commodity trade. In this vision, banks
serve as critical intermediaries, providing
financial infrastructure so that buyers and
sellers can operate across geographic
distances and extended time horizons.

The second pillar encompasses the
financial derivatives markets — the futures
contracts, options and swap arrangements
originally developed to hedge risks around
agricultural commodities such as wheat
and corn. These markets evolved as
sophisticated risk management tools

that allowed commercial actors to hedge
against price volatility, currency fluctuations
and other uncertainties inherent in
international trade (e.g., Algieri, 2018).

The underlying theoretical foundation of
policy debates is straightforward: Derivative
markets pool risks among speculators who
profit from price movements, effectively
providing “insurance” to commercial
traders who need predictable costs and
revenues. This framework emphasizes

the complementarity between the two
pillars. Bank financing facilitates physical
trade whereas derivative markets enable
the hedging that makes it possible for
buyers to pay spot market prices for

future commodity deliveries. Together,

they create a mutually reinforcing system
that expands the resilience and capacity

of international commodity trade.

Both assumptions about commodity market
stability are flawed, however, as the next
subsection shows, because they overlook

the profound impact of structured finance.
Today, commaodity traders, acting as financial
intermediaries, are reshaping the very fabric
of trade credit and financial intermediation

in commodities. Structured credit is
increasingly used to link individual projects,
centred on physical delivery, with banks and
non-banking institutions, thereby expanding
the influence of structured finance into
individual ventures and the sector at large.

This evolution challenges the core pillars of
the commodity trade, a process that is often
downplayed. The rise of “structured finance”
in the hands of traders has fundamentally
altered the industry’s foundation.

Commodity
traders, acting
as financial
intermediaries,
are reshaping
trade credit
and financial
intermediation.

p—

©Adobe Stock
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1. The financialization
debate: Food speculation
as a force of market
disruption

Commodity market volatility has remained
a persistent policy concern through
repeated food crises (figure I1l.4).

In the aftermath of the global financial crisis,
it became clear that the financialization of
commodity markets and the role of financial
investors in them are “the new normal
commodity price determination” (UNCTAD,
2011; Adams et al., 2020). Part of this
normalization has emerged from a move
away from viewing speculation (or indeed,
volatility) as the primary cause of instability.
Speculation and derivatives markets act
more as amplifiers of instabilities, reflecting
(and spreading) underlying fragilities rooted
in the financialization of food trading

Figure 111.4

(FSB, 2023a; UNCTAD, 2023). Two
related issues are particularly relevant.

First, the last decade saw a major change
in the organization of the food trading
sector globally, with new players entering
the market (Wion et al., 2024). In part,
changing income patterns in the sector
suggest shifting dynamics of concentration,
with new entrants competing with the
ABCD monopolies.?? Crucially, important
differences have emerged in the sector,
particularly over the last decade. These
reflect divergent patterns of financialization
among trading groups. Prior to the end of
the commaodity supercycle in 2014, revenue
growth was comparable across the major
food trading firms. Trends have shifted in
recent years, however, most notably in the
established ABCD traders (figure II.5).

At first glance, income reports suggest that
emerging players (ABCD+), many Asian, are
closing the gap with the ABCD firms.

Gyrating prices of selected crops point to concerning market volatility
Monthly prices, selected commodities, January 1995-July 2025

(Index, average 2010 = 100)

200

50

1995 2000 2005

2015 2020 2025

Source: UNCTAD based on the World Bank, The Pink Sheet.

22 Comprising the four large food-trading companies that dominate the agriculture sector: Archer Daniels
Midland (ADM), Bunge, Cargill and Louis Dreyfus Holding BV.
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Figure II1.5

After the commodity supercycle, income trends among global food
traders start to diverge

Total operating revenue, global food traders

(Index, 31 December 2014=100)

Andersons Archer Daniels Midland Bunge

2005 2014 2024

Cargill CHS Inc. COFCO

2005 2014 2024

Glencore GrainCorp Louis Dreyfus

) " /“‘/—

2005 2014 2024

Source: UNCTAD based on Compustat and Orbis.

Note: Where possible, data from publicly listed entities on Compustat were used for standardization purposes.
For the state-owned trader COFCO, its publicly listed subsidiary, COFCO Joycome Food Limited, was used as a
proxy given data was available on Compustat, and COFCO Corporation does not itself provide public accounts.
For private traders, namely Cargill and Louis Dreyfus, data on revenue were taken from Orbis. Attempts were
made to use financial reports produced by the global ultimate owner entity. The exception was Louis Dreyfus,
the primary intermediate holding company of Louis Dreyfus Holding BV, which was used as a proxy. As reporting
date for fiscal years can differ, the base year for each group was the reporting date closest to 31 December
2014 (the most common reporting date). Because trader revenues are sensitive to market volatility, results are
presented on a calendar scale to preserve comparability around the moment of that year-end when revenues
were reported. As a result, not all lines cross the x-axis at precisely the same moment in time.
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Global This seems to indicate that market Second, the nature of income for the ABCD
Commodity concentration in the United States and firms has undergone a fundamental shift,
traders m ay be Europe has peaked. Yet this view is superficial. heavily influenced by derivatives. Accounting
standards on derivatives lagged other
regulatory reforms following the financial
crisis. But by 2017, regulators began
using Generally Accepted Accounting
Principles (GAAP) in the United States and
International Financial Reporting Standards
(IFRS) in Asia and Europe to challenge
the opacity surrounding derivative use by
industrial firms. As these regulations took
hold, a new, transformative picture emerged
of how the ABCD companies generate
their income and the role of financial
derivatives in this process (see Insight).

m asking market These apparent shifts likely occlude deeper
concentration changes Idr|ven py the f|nanC|a|'|zat|'on of
. commodity trading. Large trading firms
in how they now generate income in ways that distort
measure transparency, leveraging external finance
and report and engineering tax-efficient earnings that
perform ance. rare!y Qppgar in official acoounts: Instead
of dissipating market concentration, the
financing practices of global commodity
traders may be masking it, based on
fundamentally altering how they measure
and report their performance.

Insight: Embedded derivatives

Commodities like corn, soybeans, coffee, and oil are heavily traded assets with
prices that fluctuate rapidly. Profiting from these swings requires understanding
market interactions over trade periods. Derivatives embody this insight — they are
not just complex contracts but models of market behaviour - highlighting “if-then”
relationships.

A key concept in these relationships is “volatility spillovers”, where turbulence in
one asset spreads and amplifies in others, creating opportunities for mispricing.
Embedded derivatives — derivative-like features within non-derivative contracts?
— adjust cash flows based on measures like commodity prices, exchange rates, or
weather conditions.?* For example, in agriculture, a spike in energy prices due to
geopolitical tensions can raise costs from fertilizers to transport, affecting wheat
prices. Traders structure derivatives — like options triggered by oil volatility or
weather-sensitive payoffs — to capitalize on these cascading effects.

Ultimately, all contingencies cannot be anticipated and the costs of doing so are
prohibitive. Traders add value by focusing on market relationships with the highest
probability of generating gains that exceed the costs of the derivative instruments.
BSymmetric derivative forms neutralize risk. Asymmetric structures with complex
onditionalities create opportunities for skewed returns - returns based upon
“mistakes” created by other participants in the marketplace. In stable predictable
markets, there are less of such mistakes, in volatile markets, the odds of those
mistakes, and thus of what is sometimes called “velocity arbitrage”, increases.?

2 See https://www.garp.org/hubfs/Whitepapers/alZ1\W0000054xFEUAY.pdf
24 See https://www.tbs-sct.canada.ca/pol/doc-eng.aspx?id=32780&section=html
% See https://thehedgefundjournal.com/true-partner-volatility-arbitrage-and-tail-risk/
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Figure 111.6

As financial intermediaries, commodity traders have stepped beyond
simply seizing opportunities from market volatility

Mark-to-market valuation of derivatives income as a share of total revenue

(Percentage)

Average 2018-2024

Carg
CHS Inc.
Archer Daniels Midland 1%
e
podersons )
Glencore

Source: UNCTAD based on company annual financial statements.

Note: Data reflect derivatives and total income values from audited financial statements of major commodity
trading companies (2018-2024), primarily under ASC 815 (GAAP) standards. ASC 815 disclosures enable
identification of mark-to-market derivatives income within total revenues. Glencore’s figures, based on IFRS 9,
are approximated due to less precise reporting standards.

Commodity trading is often portrayed as more than 90 per cent of annual revenues
a high-volume, “thin-margin” business, from financial intermediation services.
focused on transparent “cost-plus” pricing
tied to spot market prices. But this view
misses the core issue: Trader incomes
build on gains from derivatives. These
derivatives are not directly linked to the
physical trade between buyers and sellers
but to financial market prices, generated
through the sale of contracts to external
investors (e.g., Yang et al, 2025).

The stabilization of this trend suggests a
deep, structural integration of the food
trading companies into capital markets.
Generally, major changes driven by
finance, technology, regulation and the
rise of new players have transformed the
sector. Dominant agrifood firms have the
capacity to shape material conditions

in food systems — from defining key

A critical element is structured finance and technologies for food production to working
the multitude of ways in which traders use conditions and the processing levels of
cash flow as collateral for external investors packaged food (Clapp et al., 2025).

who buy financial instruments created by

trading firms. The latter’s engagement in 2. New financial

financial markets is far from transitory, going
well beyond opportunities presented by
market volatility (Yang et al., 2025). Since
2018, income from financial intermediation
has consistently accounted for 74 to 76 per
cent of the revenues of the major food
trading firms (figure II.6). Although aggregate
data is not available for the sector as a
whole, some companies have recorded

intermediaries

Since 2010, commaodity trading firms have
expanded their engagement in a range of
financial activities (trading, investments,
securitization), having in practice
transformed into the non-bank financial
institutions (NBFls), or shadow banks, that
make up a growing share of the global
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financial system. Recent data suggest that
in 2023, non-bank financial intermediaries
(NBFls) held a 49.1 per cent share of total
global financial assets. The size of the
sector increased 8.5 per cent in 2023, more
than double the pace of banking sector
growth (3.3 per cent) (FSB, 2024). Such
expansion raises prudential, financial stability
and illicit financial flow issues, and adds

to the concerns of anti-trust authorities.

In addition, this growing power may make

it increasingly difficult for local producers

in developing countries to compete

against large multinational enterprises that
can exploit financial markets for pricing
advantages. The eroding market power of
local players could affect local livelihoods.

a) The new risk landscape

Many policy debates focus on financialization
in terms of the influence of external financial
actors on non-financial markets. Yet a crucial
facet is often overlooked. Financialization
also involves transforming existing economic
agents into financial intermediaries, which
introduces new risks and challenges to the
resilience of the food commodity sector.

The post-2010 financial reforms have mainly
sought to mitigate risks of a “contagion”
and enhance transparency. In addition to
measures targeting leverage and financial
derivatives, the reforms also saw wide-
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ranging controls on financial institutions,
especially banks. Basel lll reforms were
specifically designed to address the
sophisticated regulatory arbitrage strategies
that banks had developed under Basel |l.

Prior to the 2008 crisis, banks systematically
exploited regulatory gaps through off-
balance-sheet structures that retained
economic exposure while avoiding capital
charges. Jurisdictional arbitrage took place
across different national implementation
levels, and securitization techniques
transferred assets while maintaining implicit
recourse (Acharya, Khandwala and Oncu,
2013). The “originate-to-distribute” model
allowed banks to circumvent capital
requirements for credit risks they effectively
retained; special purpose vehicles enabled
regulatory capital relief without genuine

risk transfer (Gorton and Souleles, 2007).

The Basel lll framework fundamentally
changed the economics of bank involvement
in trade financing. It introduced leverage
ratios, enhanced liquidity requirements and
more stringent capital adequacy rules that
have directly targeted pre-crisis arbitrage
opportunities (BIS, 2017). Its success

in constraining traditional bank-based
regulatory arbitrage, however, inadvertently
opened new opportunities for non-bank
participants to assume financing functions
under different regulatory regimes (table Ill.1).
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Basel lll has fundamentally changed commodity trading
Selected insights on impacts

Basel IlI

requirements

Higher capital
requirements

Liquidity
coverage ratio

Net stable
funding ratio

Leverage ratio

Effects on banks

Banks must maintain higher-
quality capital against their
risk-weighted assets

Banks must now hold
sufficient high-quality liquid
assets

Banks must now secure
long-term, stable funding for
commodity-related assets,
effectively requiring dollar-for-
dollar backing of positions

The commodity trading
ecosystem has historically
operated with high leverage
ratios, particularly in precious
metals; Basel lll requires more

Impacts on commodity finance
($200 billion in 2023)

For banks, commodity positions require
dedicated capital allocation, raising the
costs of facilitating commodity trades

Requires 100 per cent stable funding
against illiquid assets

Increasing costs for unallocated
commodity positions

Reduction in the willingness of banks to
finance commodity inventories
Preference shifted to allocated, physical
commodity holdings

Potential reduction in overall liquidity in
paper commodity markets

Instruments with lower credit conversion
factor rates face the additional burden of

the non-risk-weighted capital requirement

Many structured trade finance products
and longer-term trade financing

Overall
impacts on the sector

Banks de-risk, withdrawing from financing
commodity sectors

Non-bank intermediaries engage in the
securitization of assets

robust backing for commodity  arrangements do not benefit from

positions accommodations granted to traditional
instruments; for banks, this has increased
the costs of using derivatives
Derivatives Standardized Approach In the context of commodity trade
for Counterparty Credit financing, the exposure amounts of
Risk: Takes account of derivatives are included alongside lending
the creditworthiness of exposures when calculating the leverage
counterparties as well as ratio
sensitivity to the structure of
derivative contracts
Physical Tran‘sition fromlpaper ‘ Market participants are increasingly: A bifurcated landscape:
delivery trading to physical delivery » Investing in warehousing and physical » Traditional, short-term trade finance instruments

mechanisms

infrastructure have received some relief from the harshest
» Developing more robust delivery proposed measures, wh|lle more complex or
protocols longer-term trade financing arrangements face
. . e the full weight of new regulatory requirements
» Enhancing tracking and verification
systems » Banks face a more complex cost structure that

favours simpler, more traditional instruments
while penalizing innovation and complexity in
trade finance products

» Shifting from unallocated to allocated
commodity positions

New landscape for arbitrage:

» A trade receivable held on a bank’s balance sheet
faces Basel llI's full regulatory apparatus — risk-
weighting, leverage ratios, liquidity requirements;
the same receivable, properly “structured”,
transfers the location and responsibilities for it to
other counterparties

» Trade financing, when pursued through an
intermediary, becomes a different type of lending
activity based on the creditworthiness of that
group, not the particularities of the underlying
trades themselves

Source: UNCTAD based on Zadeh (2023) and BIS (2017).
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The commodity trading sector illustrates lI's constraints on banks have created
the evolution of regulatory arbitrage arbitrage opportunities based on the
under Basel lll. It has not disappeared insight that the same economic activity
but transformed into more sophisticated carries vastly different regulatory costs
forms that work with rather than against depending on institutional classification
the new regulatory framework (Awrey and jurisdictional placement (box Ill.1).

and Judge, 2020). Specifically, Basel

Box Ill.1
Understanding how Basel lll changed trade finance

The introduction of Basel lll reforms following the financial crisis significantly increased
the costs of trade financing by targeting two key areas: traditional trade finance
instruments and derivatives used for hedging (BIS, 2011).

Traditional trade finance impact: Letters of credit and similar guarantees historically
received favourable regulatory treatment due to their short-term, self-liquidating nature
and collateral backing. Under Basel lll, however, two critical changes dramatically
increased costs.

1 The leverage ratio was introduced as a new non-risk-weighted capital requirement
that applied to all exposures regardless of risk profile. This meant that even low-
risk trade finance instruments faced additional capital charges simply based on
their size.

2 The credit conversion factor regime became more discriminatory. Previously,
most trade finance enjoyed a blanket 20 per cent rate. Under Basel lll, this
favourable treatment became the exception rather than the rule, with rates
varying significantly based on transaction specifics.

Derivatives impact: Basel Ill replaced the lenient Current Exposure Method with
the more stringent Standardized Approach for Counterparty Credit Risk. This new
framework considers counterparty creditworthiness and contract complexity, making
derivatives, essential for hedging commaodity price risks, significantly more expensive
for banks.

Market response and disintermediation: The regulatory changes have created
powerful incentives for banks to reduce direct participation in trade finance. Rather
than simply exiting the market, however, banks have found an alternative: regulatory
arbitrage through disintermediation.

When trade receivables are held directly on bank balance sheets, they face Basel
lII's full regulatory burden. But when properly “structured” and transferred to other
intermediaries, these same exposures can be moved off bank balance sheets entirely.

Commaodity trading houses, particularly the concentrated ABCD traders in agricultural
markets, emerged as ideal financial intermediaries. Unlike traditional NFBIs, these
traders possess both global market reach and deep commodity expertise. They
leverage “oversubscribed” bank credit through large revolving facilities to acquire
physical inventories, then rapidly convert these commodities into structured financial
products sold to external investors.

This approach has allowed banks to recycle credit at high velocity while transferring
regulatory burdens to non-bank entities, fundamentally reshaping how trade finance
operates in commodity markets.
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Figure 1.7

Large commodity traders act like banks - without Basel lll regulation
Trade finance has moved from a bank-mediated model to a trader-intermediated system
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Note: This graphic compares a simplified commodity trade financing arrangement, using traditional bank-mediated
financing through letters of credit, and the structured financing model of a major global commodity trader. The
fundamental difference is that in a traditional arrangement, bank financing is transaction-specific, requiring documentary
exchanges between banks at different stages of the transaction, which trigger the disbursements of funds between
banks. In contrast, in a structured financing arrangement, banks are disintermediated from the trade transaction

and instead allotted to the trader itself as part of a revolving credit facility. The trader uses this bank credit to acquire
ownership of the inventory (which is not a necessary condition in commodity trading but a strategic one for major
traders). Having ownership allows the possibility of securitizing trade receivables through the creation and issuance

of a new financial instrument (a type of asset-backed commercial paper) that can be sold to capital market investors.
Alternatively, the rights to cash flows can be assigned to banking partners (often through a combination of purchasing/
repurchasing agreements linked to a structured loan arrangement). Banks may then monetize these assets through
their own access to capital market and trade sale opportunities or may hold on to them for the trader, maintaining the
structured loan arrangement until the trader seeks to reacquire the assets through a repurchasing agreement.

What has been characterized above
as bank “de-risking” in fact entailed

a wider transformation. Rather than
simply withdrawing from trade finance,
sophisticated market intermediaries,
particularly large commodity traders,

developed what amounts to a “synthetic
banking” model (Blas and Farchy, 2021).
As figure IIl.7 shows, intermediaries perform
traditional banking functions (origination,
risk assessment, servicing) while accessing
external funding, such as from capital
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markets, rather than through deposit-
taking. Yet these intermediaries may not
be subject to regulatory classification
under the Basel lll framework.

As banks faced higher capital charges for
trade finance exposures, traditional letters
of credit became increasingly expensive.
Enhanced reporting requirements under
Dodd-Frank in the United States and the
Markets in Financial Instruments Directive
Il in the European Union increased the
compliance costs of derivative trading and
off-balance-sheet financing arrangements.
Together, these reforms created powerful
incentives for banks to withdraw from
direct trade finance relationships,
particularly with smaller counterparties,
counterparties from developing countries
or forms of trade (such as agricultural
commodities) where there is less ability

to redeploy collateral (e.g., perishable
food items) in the event of defaults.?®

Figure 111.8

These processes manifest differently in
various regulatory discussions. In some, they
reflect “de-risking”, evolving as a systematic
reduction in correspondent banking
relationships and trade finance provision
(World Bank, 2015; BIS, 2020; FSB, 2017).
In others, they appear as an increase in the
trade finance gap, a measure of unfulfilled
funding requests rejected by banks.

While global data for commodity trading
are not available, estimates suggest

that in 2022, the global trade finance

gap reached $2.5 trillion, up 47 per cent
from 2020 (ADB, 2023). The gap affects
small and medium-sized business in the
global South most profoundly, with unmet
demand for trade finance in Africa and
developing Asia estimated at $120 billion
and $700 billion, respectively (DMCC, 2024).

Although both diagnoses tend to imply a
growing lack of financing for trade activities,
evidence does not confirm this. As figure I11.8

The share of commodity exports in global merchandise trade went

down slightly over the past decade

Merchandise exports
(Trillions of dollars)

Other merchandise trade [l Commodity trade

65% 67% 67% 72% 73% 71% 70% 71% 73% 70% 66%

69% 69%

2012 2014 2016

Source: UNCTAD based on UNCTADstat.

2018 2020 2022 2024

Note: Commodity are primary commodities, precious stones and non-monetary gold. Other merchandise
trade is total for all allocated products, excluding commodity. Labels inside the bars correspond to the shares

of total merchandise trade value.

% See Antras and Foley (2015) for a case study on how a large agricultural exporter in the United States
continued to receive bank financing and even expanded during the financial crisis, even as its customers

faced more restrictive financing terms.
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shows, between 2012-2014 and 2021-
2024, the total value of merchandise trade
experienced substantial growth, although
the commodity component expanded

at a slower pace (UNCTAD, 2025b).

This paradox can be partly explained by
general data scarcity. Despite the critical role
of trade finance in supporting international
trade, comprehensive macroeconomic

data on trade finance remain severely
limited. International organizations have
repeatedly highlighted concerns around

the absence of globally consistent

statistics on bank-intermediated trade
finance. The IMF noted as early as 2003
that “data on trade credit are not readily
available, complicating efforts to carry

out comprehensive empirical analysis”,

a concern repeated in efforts to define a
framework for data collection (IMF, 2018).

In 2014, the BIS confirmed that “there are
no readily available data covering the global
bank-intermediated trade finance market”,

a situation that has shown little improvement
in recent examinations (Auboin, 2021).

Over more than two decades, this persistent
statistical gap has stemmed from several
structural challenges, including the removal
of foreign exchange controls that previously
captured trade finance information;

the short-term nature of trade finance
instruments that become aggregated

with other banking flows; and the lack

of standardized reporting frameworks
across jurisdictions (Thedeen, 2025).

Yet the problems posed by trade finance,
particularly since the Basel lll reforms, go
beyond the ostensible market for bank-
mediated trade financing. They extend
deep into the risk-prone area of financial
intermediation. The use of NFBIs as
consolidated “packagers” of assets pooled
from a wide variety of external counterparties
is a dominant trend in banking more
generally (see Blas and Farchy, 2021;

IMF, 2025). Trade financing, particularly
commodity trade financing, is no exception.

3. Structured finance:
The role of securitization in
food trading

In reporting on trade financing, traditional
forms of bank lending such as letters

of credit have long been in decline.

By contrast, structured finance and other
forms of “documentary trade financing”
continue to grow (ICC, 2024). Rather than
abandon trade finance entirely, banks have
actively participated in financial innovations,
where structured financing methodologies
are critical. These have helped to counteract
the constraints Basel lll imposed on
commodity trading (Thieffry, 2016, 2019).

The attractiveness of structured finance

in trade financing is not new. The first

uses emerged in the 1980s, when banks
and commodity traders collaborated on
innovations that allowed wheat exports

to dominate access to United States
Government export credit guarantee
schemes. These programmes persisted into
the 1990s. During the Asian financial crisis,
they were the only source of international
finance available for most Asian banks
(ITFA, 2021). When the global financial
crisis took off, structured finance was
already an established option for financing
commaodity trades, particularly in agriculture
(Winn, Miller and Gegenbauer, 2009).2

27 These authors similarly defined structured finance as “the advance of funds to enterprises to finance inputs,
production and the accompanying support operations, using certain types of security that are not normally
accepted by banks or investors and which are more dependent on the structure and performance of the
transaction, rather than the characteristics (e.g., creditworthiness) of the borrower”.
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Box lll.2
How structured finance changes the flow of funds

Structured finance refers to financing techniques that repackage the rights to future
cash flows, creating a new financial asset. These methods are not specific to trade
finance in general nor to commaodity financing in particular. At the core, their outputs
take the form of a financial instrument — a highly detailed type of legal contract that
allows the instrument to act as a financial asset (and thus also an asset that can be
bought and sold).

Such contracts are designed around new forms of collateral, usually a future cash
flow derived from a “receivable” (a debt obligation, such as a mortgage repayment,
or, in a commodity context, the obligation of a buyer to pay for the successful delivery
of a commodity shipment — a “trade receivable”).

A primary objective of structured finance is to obtain funding in advance of the
collection of a receivable. This is typically a type of debt, one where the collateral
on a loan is not the creditworthiness of a particular counterparty and its financial
standing. Rather, the aim is to “structure” the cash-flow obligation to allow the
underlying receivable to become collateral that is “structurally decoupled” from
the creditworthiness of the counterparty that “originated” the debt obligation.

This “structuring” process can take two main forms. In securitization, receivables are
transferred to legally separate entities (special purpose vehicles) that issue tradable
securities backed by the cash flows from those assets. Alternatively, in asset-backed
lending, receivables are “pledged” as collateral for loans, while the borrower retains
ownership, creating a security interest through liens or charges that “ring-fence”
specific assets.

Identifying the use of structured financing practices requires examining regulated
disclosure documents, such as financial reporting offered by listed companies or
even the reporting of private companies that accompanies public bond offerings.
Such disclosures reveal the role of structured financing through different pathways.

Balance sheet changes: Companies must report when assets are removed from their
balance sheets through “de-recognition” events, typically indicating asset transfers
to special purpose vehicles in securitization transactions. They must also disclose
when assets are pledged or restricted as collateral, which may indicate asset-backed
lending arrangements.

Derivative income patterns: When structured finance involves hybrid instruments
containing embedded derivatives, companies must separately account for these
derivative components under fair value accounting. Large, stable derivative income
streams relative to traditional business revenues can indicate systematic structured
finance activity, as distinct from volatile patterns typical of speculative trading or
routine hedging.

Repurchase (“repo”) agreement arrangements: Companies often disclose repo and
reverse repo transactions within discussions of inventory financing or trade receivables
arrangements. In repos, companies temporarily transfer assets to counterparties in
exchange for cash, with agreements to repurchase at specified future dates and
prices — functioning economically as secured borrowing using assets as collateral.
These arrangements may appear in disclosures as “purchase and resale agreements”
or “commodity financing facilities” rather than being explicitly labelled as repos,
particularly when involving large volumes or when integrated into broader structured
finance programmes.
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Figure 111.9

After Bunge changed its securitization programme, non-securitized

trade accounts took off

Securitization (derecognized receivables) as a share of total trade accounts receivable, net

(Percentage)

2004 2006 2008 2010 2012

2014 2016 2018 2020 2022 2024

Source: UNCTAD based on 10K filings (Securities and Exchange Commission).

Note: As part of its trade receivables securitization disclosure, Bunge reports the amount of “receivables sold
which were derecognized from Bunge's balance sheet”. This analysis compares this value relative to the net trade
accounts receivable, which is reported in the working capital section of its liquidity and capital resources notes.
Both are point-in-time, end-of-year descriptions of the balance sheet derecognition impacts of its securitization
programme, relative to the net value of the remaining on-balance sheet value for the same time period.

Crucially, structured finance is not simply
a “type” of trade financing, a mere option
for how any international trade could be
financed.? For the bank, intermediaries
allow access to larger pools of deals.
This can be “scaled” more efficiently

if done in close collaboration with
intermediaries. In commodity trade, these
intermediaries are commodity trading
firms, and, more specifically, a small,
concentrated group of global traders.

Basel lll reforms triggered a notable change
in how this cohort used structured finance.
For instance, Bunge, an agricultural
commodity trader engaged in receivables
securitization prior to the global financial
crisis, restructured its securitization
programme over 2010, rolling out a new
programme the following year (figure 111.9).

Other global food traders similarly
introduced or restructured their structured
financing programmes around the same
time. For Bunge, the proportion of the
group’s net trade receivables “processed”
through its securitization programme
increased from typically less than 10 per
cent before Basel lll reforms to over a third in
its first year of implementing the new rules.

Basel Ill reforms triggered a notable
change in how this cohort used structured
finance. Securitization has become a highly
regulated activity since the global financial
crisis, which centred on mortgage-backed
securities. The mechanics of securitizing
commodity receivables differ sharply from
those of the mortgages or consumer

loans that inspired post-crisis regulation.

2 Much of the importance of structured finance has been far less visible precisely because these methodologies
are embedded within private contracting arrangements between financial institutions and market intermediaries:
Trade is being financed but privately and, from the bank’s perspective, indirectly.
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The significance of this structural difference
becomes clear when considered alongside
the concentration of global commodity
markets. A small number of trading houses
— ADM, Bunge, Cargill, Louis Dreyfus, CHS,
Wilmar and Olam as well as global players
in minerals and energy like Glencore and
Trafigura — control substantial portions of
global commodity flows across agricultural,
energy and metals markets. Compliant
reporting by these groups confirms that
securitization and/or other structured
financing approaches are widespread.
Moreover, where derivative reporting is
accessible, it suggests that global traders
systematically employ programmes

S0 large that derivatives have come to
drive most profit and loss reporting.

Yet securitization works differently
depending on the underlying nature of how
cash flows are generated. WWhen commodity
traders securitize their trade receivables,
they do not simply transfer rights to future
cash flows; they also retain operational
obligations to execute physical deliveries.
Traders cannot fully “originate and distribute”
(and forget about) investors, because the
cash flows themselves only materialize
through the trader’s successful completion
of underlying commercial transactions.
Commaodity traders remain operationally
bound to performance outcomes that
directly determine investor returns.

This difference in the role of the originator
vis-a-vis the cash flows promised to
investors underpins the idea, commonly
evoked to distinguish commodities

from other asset classes, that the

safety of trade receivables lies in their
short-term “self-liquidating” nature.

Trade receivables do not liquidate
themselves, however. Trading firms liquidate
them through the operational fulfilment of
service contracts with buyers. Rather than
diverging, trader and investor interests

are naturally aligned. This alignment
extends beyond fulfilling commercial
obligations into far more substantive
involvement as the designer-in-chief of the
embedded derivatives bundled alongside
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the instruments that package cash flow
rights into marketable securities.

Across the food trading sector, such
developments point to a profound
consequence of regulatory reform. Rather
than a retreat from trade financing,
“de-risking” was a restructuring of

how and with whom banks engage

in trade financing. Evidence suggests
that at least 6 of 11 global food traders
examined here engaged in securitization
schemes in 2024 (table 111.2).

In March 2025, UNCTAD estimated the
value of global merchandise trade at roughly
$33 trillion in 2024. This implies that the
value of “trade being financed” is between
$23 trillion and $26 trillion, the majority
paid for on an “open account” trade credit
basis. Bank-mediated trade financing,
where bank exposures are explicitly at

risk and subject to Basel lll regulations,

is roughly 15 to 27 per cent of these
estimates ($3.5 trillion to $7 trillion), based
on recent filings in major trade financing
industry reports. True bank exposure,
however, is likely many multiples greater
and obscured by financial intermediation
practices common in the sector.

Banks are increasingly positioned as
providers of short-term credit to traders

via financial intermediaries. Traders then
repay these loans using trade receivables
as collateral for financial instruments sold

to capital markets. While bank exposure
correlates with trade volume, it is now
technically classified as indirect, bundled
loans to corporate entities rather than direct
trade financing to individual counterparties.

As a result of these shifts, commodity
trade is underpinned by practices that
create large international counterparty
risks across multiple jurisdictions. These
remain unmonitored and thus could
undermine systemic resilience to a singular
systemic shock or compound crises.
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Table 1ll.2
How selected commodity traders use structured finance

Total revenues Financial intermediation as a
(billions of dollars, FY 2024) share of revenues (percentage)

Structured finance

(methods reported)

ADM Securitization 85.5 72

Andersons Unclear collateralization 11.3 93

Bunge Securitization 53.1 71
160.

Cargill Securitization + repos 60.0 53

Unclear (subsumed within

Glencore capital notes programme) 230.9 87"
Noment|on ........................................................................................ Nomentmn ...................
Repos ..................................................................................................................................
Secur|t|zat|on ..................................................................................... Noment|on ...................
W||mar Secur|t|zat|on ..................................................................................... Noment|on ...................

Source: UNCTAD.

Note: Structured financing methods are derived from assessments of audited financial reporting documentation
published on repositories (e.g., the Securities and Exchange Commission), company websites or as part of
bond issuance funding prospectuses (e.g., the Luxembourg Stock Exchange). Derivative share calculations are
explicit requirements of United States GAAP reports. IFRS standards allow for more ambiguous presentation
that, depending on the group, can pre-empt making this calculation explicit. Financial reporting data snapshots
are derived primarily from Capital IQ or Orbis, with reports from company websites used only when data are
unavailable from standardized financial reporting data sets.

“Best estimate as IFRS-9 standards have less strict presentation requirements.

C. Complexity, commodity markets
and financial stability

The transformation of commodity trade
finance documented in this chapter
represents more than a sectoral evolution.
It signals an institutional change in the
system of trade finance and a fundamental
shift in the distribution of systemic risk
within the global financial system.

movement of commodities while generating
documentation needed by banks.

In the new, trade-centred model of
commaodity finance, the traditional trade
financing process has largely vanished,
replaced by an integrated system where
traders own inventory and are responsible

In the earlier, bank-centric model of for the financial management of trade. In

In 2024, 6 of

11 leading food

traders engaged
in securitization

schemes.

trade finance, a commodity trading firm
might never actually take ownership
of inventory. Its role was to ensure the

this system, trade finance has become a
system-wide framework involving traders,
banks and capital markets, rather than

101



Trade and development report 2025
On the brink: Trade, finance and the reshaping of the global economy

isolated transaction-level deals. Ownership
and operational details blur, transforming
trade finance into a networked architecture
rather than a collection of financed projects.

In this context, regulatory responses to the
2008-2009 financial crisis have inadvertently
created new categories of vulnerability.
These operate largely outside traditional
regulatory oversight while remaining deeply
integrated into critical market infrastructure.

Such vulnerabilities have emerged as central
concerns for financial stability authorities
globally (FSB, 2023a, 2023b, 2024 and
2025; IMF, 2023 and 2025). They manifest
through repeated market stress episodes
and regulatory investigations that reveal

the extent to which essential commodity
markets have become dependent on
complex financial intermediation structures.

1. The liquidity illusion:
External dependence
masquerading as
creditworthiness

Financial stability concerns about
commodity trader liquidity stem from
a fundamental disconnect between
apparent creditworthiness and actual
resilience during stress periods.

The tension between micro-level safeguards
and macrofinancial stability came to the

fore during the global financial crisis,
reaffirming Minsky’s insights on how the
financial fragility of economies may be driven
by financial innovations (Minsky, 1982).
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In the financial crises of the twenty-first
century, studies have distinguished between
funding and market liquidity. At a more
general level, analyses have outlined the
policy challenge of discerning the artificial
liquidity of a booming financial market atop
fragile economic foundations (Borio, 2000;
Nesvetailova, 2010; Persaud, 2003).

Traditional financial analysis focuses on
equity-based leverage ratios that capture
balance sheet relationships at specific
points in time, missing the flow dynamics
that define modern commodity trading
operations. More critically, these metrics
fail to capture how structured finance
enables traders to present apparent
financial strength while operating with
extreme dependence on continued
access to external financing (box I.3).

This disconnect has profound implications
for financial stability because it means
that entities that appear financially robust
to their counterparties may represent
concentrated sources of systemic
vulnerability. When traders’ liquidity buffers
consist primarily of unused credit facilities
rather than internal capital accumulation,
their ability to withstand market stress
depends entirely on the willingness of
financial institutions to maintain these
facilities during periods when traders most
need them — in other words, precisely
when broader financial system stress
might make such support problematic.
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Major commodity traders operate through liquidity structures that create massive
contingent liabilities for the banking system while presenting an illusion of financial
self-sufficiency. Analysis of these arrangements reveals how traders exhibit core
characteristics of NBFls through systematic dependence on contingent access to
banking system liquidity rather than internal capital buffers.

ADM’s financial disclosures as of 31 December 2023 provide detailed insights into how
the world’s largest agricultural commaodity trader structures its liquidity management.?
The company reports “total available liquidity” of $12.9 billion, comprising “cash and
cash equivalents and unused lines of credit”. This figure appears substantial and
suggests robust financial buffers against market volatility.

Decomposition of this liquidity reveals a fundamentally different reality, however.
Of the $12.9 billion in total liquidity, only $1.4 billion consists of actual cash and cash
equivalents — a mere 10.8 per cent of reported total liquidity. Even this modest cash
position is partially illusory: $500 million represents “cash held by foreign subsidiaries
whose undistributed earnings are considered indefinitely reinvested” — essentially,
tax-optimized accumulated profits locked in overseas structures. True liquid cash
available for immediate operational use amounts to only $900 million, just 7 per cent
of reported total liquidity.

The remaining 89.2 per cent of ADM’s total liquidity consists entirely of unused
credit lines — $11.5 billion of the company’s total $13.2 billion in available credit
facilities. This means ADM’s entire liquidity buffer against market volatility depends
on continued access to external financing rather than internal capital accumulation.
These unused facilities represent massive contingent liabilities for the banking system
— commitments that banks must honour on demand, creating the type of liquidity
transformation risks that characterize NBFI activities (FSB, 2023b). This pattern
echoes the pre-crisis shadow banking model documented by the Federal Reserve
Bank of New York, where “contingent lines of credit” served as “liquidity backstops”
that enabled non-bank entities to perform banking-like functions while operating
outside regulatory frameworks (Pozsar et al., 2013).

Analysis of actual credit utilization patterns reveals the underlying operational
dependencies that create systemic vulnerabilities. Of the $1.7 billion in credit actually
used, $1.6 billion (94.1 per cent) flows through the company’s accounts receivable
securitization programmes. These “provide the Company with up to $3.0 billion in
funding against accounts receivable transferred into the Programs and expand the
Company’s access to liquidity through efficient use of its balance sheet assets”.

This pattern demonstrates that ADM meets virtually all its operational financing needs
through structured finance arrangements rather than traditional credit facilities. The
securitization programme operated at only 53 per cent of capacity on the reporting
date but this reflects the high-velocity nature of these facilities rather than unused
capacity. Trade receivables flow through such programmes continuously, with the
$3 billion facility supporting far larger volumes of underlying trade activity through
rapid turnover cycles.

The remaining $11.1 billion in completely unused credit facilities serves as ADM’s
primary buffer against market volatility and margin call requirements. This structure
means that ADM'’s ability to withstand market stress depends entirely on the
willingness of banking syndicates to maintain these facilities during periods when
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Box 111.3 (continued)

the trader needs them most but banks themselves might be facing financial system
stresses.

ADM disclosures reference an additional $5.9 billion in “undistributed earnings of
its unconsolidated affiliates” on top of 17.9 billion in “undistributed earnings of the
company’s foreign subsidiaries and corporate joint ventures”. These values are
notably excluded from the company’s “total liquidity” calculation even though a
small fraction of this “pool” of value was explicitly earmarked as a liquidity provision.
It suggests that even larger pools of capital remain outside traditional liquidity metrics
while potentially serving as additional buffers through complex affiliate structures.

The liquidity policy revealed in ADM’s disclosure illustrates several concerning
dynamics from a financial stability perspective.

» Procyclical dependencies: \When market stress requires additional liquidity,
traders must rely on banking relationships that may be experiencing their own
stress, creating the potential for procyclical credit contraction.

> Concentration risk: The small number of major banks that provides large credit
facilities creates concentrated exposure to commodity trader creditworthiness
across the financial system.

> Opacity: The high-velocity nature of securitization facilities and the complex affiliate
structures holding additional capital limits visibility for supervisors into actual risk
concentrations and liquidity dynamics.

» Cross-border complexity: Substantial pools of capital held in foreign subsidiaries
create potential coordination challenges for financial stability authorities during
crises.

These liquidity architectures demonstrate how commodity traders create massive
contingent liabilities for the banking system while operating outside NBFI regulatory
frameworks. Systematic dependence on unused credit commitments — representing
89 per cent of reported liquidity — exemplifies the liquidity transformation risks that
the NBFI monitoring framework was designed to capture.

When entities controlling essential commodity infrastructure can rapidly draw down
billions in banking system liquidity through pre-committed facilities, this invokes
precisely the type of systemic risk transmission from “non-bank” entities to regulated
banks that justifies NBFI classification. The concentration of such activities within
entities that remain outside NBFI monitoring represents a significant gap in current
systemic risk oversight.

Note: @ See https://www.sec.gov/Archives/edgar/data/7084/000000708424000009/adm-20231231.htm.
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2. The contagion Channel 1: Post-2008
architecture: How traders Direct banking relationships financial
access external finance The most visible form of financial system regulations
exposure comes through traditional spawned new
Financial stability concerns related to banking relationships, but these have g :
commodity trading extend beyond evolved far beyond simple bilateral credit vulnera}b|llt|es n
individual trader creditworthiness, arrangements. Modern commaodity traders essential market
encompassing complex networks of typically access credit through large banking infrastructure.
counterparties that connect traders syndicates involving dozens of financial
to the broader financial system. Three institutions across multiple countries.

ific ch | be identified.
SPeCTic channeis can be identiie Major traders often maintain these

banking relationships through subsidiaries
as the key vehicles for acquired credit.
Table Ill.3A presents the results of
analysis of reporting by major food
traders on banking relationships at the
subsidiary level as of December 2024.

Table lII.3A

Subsidiaries and networks of banking relationships allow large traders to
expand their credit access

(Bank intensity ratio in food trading firms)

Trader’s subsidiary

Trader holdings External banking relations of trader’s subsidiary holdings Cohort
As of Subsidiary reporting No. unique bank Counterparty Bank intensity ratio
December 2024 banking relationships ~ names mentioned jurisdictions (Percentage)

Wilmar 593 87 114 12 15 ABCD+

Source: UNCTAD based on Orbis.

Note: Bank intensity ratio is an unweighted measurement of total subsidiaries reporting banking relationships
as a percentage of all subsidiaries in jurisdictions where this is reported in Orbis data service from Moody’s.
Subsidiaries from the United States and Brazil have been excluded as entities incorporated in these jurisdictions
do not appear to have banking relationships captured by data suppliers.
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Channel 2: and affiliate investments that often
Shared investment networks involve the same external partners,
creating hidden connections between
seemingly independent companies.
Table 111.3B describes the extent of
distinct co-investors and jurisdictions
participating in trader equity investments
in affiliate and joint venture holdings.

Beyond direct banking, traders access
external capital by partnering with

other companies and investors in joint
ventures and affiliate investments. These
arrangements allow traders to share
costs and risks while accessing resources
they cannot obtain independently.

Traders participate in joint ventures

Table 111.3B
External counterparties link companies that seem to be independent

External co-investors

Trader Cohort

of trader’s affiliate and joint venture holdings

...............................
ADM 42 298 33 ABCD

v S S -
F R S— ER— CI— e
M —— B i
LR I L T s

Source: UNCTAD based on Orbis.

Note: Co-investors entities were estimated by identifying the latest value of a trader’s shareholding in an
affiliate or JV investment, and then identifying the unique entities with holding information on or prior this
point in time, going back through time in a chronological order until he residual amount of holdings not
accounted for by the trader was reached. Entities that have ever been known subsidiaries of the group
were excluded. This is tantamount to a ‘maximum’ extent of counterparty exposure. For each immediate
counterparty, identification of ultimate owners (if known) were pursued and only these ultimate owner
counterparties are used here to approximate the ‘true’ counterparty ultimately exposed to the trader’s
activities. Only currently active (June 2025) counterparties were used in calculations here to moderate
recursive historical analysis.
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Channel 3: relationships in group subsidiaries.
Minority shareholders These practices allow traders to multiply
their effective borrowing capacity while
spreading legal obligations across multiple
countries and regulatory systems.

The most complex and opaque form
of access to external finance occurs
through using minority shareholding

Table 1I1.3C
Traders access critical external resources through minority shareholders
(Minority shareholders intensity ratio)

Trader’s subsidiary

holdings External minority shareholders of trader’s subsidiary holdings

Subsidiaries with Counterparty Minority shareholding
As of December 2024 minority shareholders Counterparty GLOs jurisdictions intensity ratio

Wilmar 593 31 85 19 14.3 ABCD+

Source: UNCTAD based on Orbis.

Note: Counterparty analysis of Trader’s group holdings is derived from Orbis. Minority shareholder entities

were estimated by identifying the latest value of a trader’s shareholding in a subsidiary, and then identifying the
unique entities with holding information on or prior this point in time, going back through time in a chronological
order until the residual number of holdings not accounted for by the trader was reached. Entities that have ever
been known subsidiaries of the group were excluded. This is tantamount to a ‘maximum’ extent of counterparty
exposure. For each immediate counterparty, identification of ultimate owners (if known) were pursued and only
these ultimate owner counterparties are used here to approximate the ‘true’ counterparty ultimately exposed
to the trader’s activities. Only currently active (June 2025) counterparties were used in calculations here to
moderate recursive historical analysis. Minority shareholding intensity ratio is an unweighted measure of the
number of unique global ultimate owner (GUOs) counterparties as a percentage of total number of subsidiary
holdings. There can be many entities which directly hold minor shares in a number of trader’s majority owned
subsidiary. We have reduced all these immediate minority shareholders to their unique number of global
ultimate owners (or nearest equivalent) to better capture the extent of the ‘true’ counterparties involved.
Jurisdictions represent those of the ultimate owners.

For highly financialized commodity trading storage capacity, transportation networks
groups, liquidity management extends and processing facilities. Traders manage
beyond traditional financial metrics to both forms of resources through complex
encompass access to operational resources. subsidiary-level arrangements that remain
These “hybrid” entities require not only largely invisible in parent-company reporting.

credit facilities but also assured access
to the physical infrastructure that enables
their operations — sourcing relationships,
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These arrangements take three distinct
forms: credit facilities accessed directly by
trader subsidiaries, external companies
where traders acquire minority shareholding
positions to secure operational access,
and trader subsidiaries that offer minority
stakes to external partners in exchange for
resource commitments. The operational
dependencies created by these distinct
forms of external resourcing arrangements
are documented through a counterparty
exposure index (table lll.4). This aggregates
the frequency of use of subsidiary-level
relationships by these three arrangements,

by jurisdiction, for major global food traders.

The index reveals that global food traders
depend on access to key resources

from external parties spread across 80
countries. The data suggest significant
variation in the composition of these
relationships. While counterparties in
countries such as Germany and Spain are
largely contained to bank-based exposures,
others, including in Canada, Singapore
and the United States, show entirely
corporate-based exposures, indicating
different types of transmission channels
through which distress could propagate.

The mixture of debt and equity relationships
at the subsidiary level means that traders’
practical liquidity management extends

far beyond reported bank credit facilities,
encompassing a multi-jurisdictional web

of relationships that create potential
contagion transmission channels. When
regulators assess financial stability risks
from commaodity trading, focusing solely on
parent-level bank credit exposures misses
this subsidiary-level network of operational
dependencies. Distress can propagate
through it in both directions, from external
counterparties to the trader and vice versa.
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a) Implications for financial
stability

The combination of these three
financing channels creates several
types of systemic risk that traditional
banking supervision may not detect.

» Hidden concentration risk: While
banks and other financial institutions may
believe that they have diversified exposure
to commodity markets, in fact, they are
all exposed to the same core group of
traders through different channels. A bank
might lend directly to a trader, invest in
the trader’s joint ventures and provide
credit to the trader’s subsidiaries without
recognizing these as related exposures.

» Cascading effects: \WWhen one major
trader experiences financial stress,
the impact can spread simultaneously
through banking syndicates, investment
partnerships and subsidiary guarantee
structures. This means problems that start
with one trader could quickly affect multiple
banks, investment partners and other
traders who share the same networks.

» Resolution challenges: Because
these networks span multiple
countries and regulatory systems,
coordinating a response during crisis
periods could be extremely difficult.
Regulators would need to work across
jurisdictions while addressing direct
banking exposures, shared investment
partnerships and complex corporate
group structures simultaneously.

» Regulatory blind spots: Current
financial stability monitoring typically
focuses on direct banking relationships
and may miss the extensive indirect
connections that create additional
transmission channels for financial stress.

The evidence above further corroborates
how major commodity traders have evolved
beyond traditional trade intermediation

to become critical nodes in financial
networks that connect banks, capital
markets and industrial sectors in ways

that could amplify rather than contain
financial shocks during stress periods.
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Table Ill.4
) The extensive scale of trader integration in global financial networks means distress could
spread from one to the other and back again

Counterparty  Direct bank- Corporate Counterparty  Direct bank- Corporate
Economy exposure  based exposures exposures Economy exposure  based exposures exposures
index (percentage) (percentage) index (percentage) (percentage)
Argentina 3 0 100
Austria 3 100 0

Congo, the Democratic
Republic of the
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Source: UNCTAD based on analysis of trader shareholding records from Orbis, as of December 2024.

Note: The counterparty exposure index represents a summation of the frequency count of jurisdictions involved in the counterparty analysis of banking,
minority shareholding and co-investments by the ultimate owners involved in trader subsidiaries and affiliate holdings. These are divided between
subsidiaries with direct bank-based exposure and corporate exposures that may include, indirectly, banks and other financial institutions. Blue shading
indicates economies where bank-based exposures exceed corporate exposures.
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Figure 111.10

Unremitted earnings continue to grow
Growth in unremitted earnings of foreign subsidiaries

(Index, 2007 = 100)

400

200

2008 2010 2012 2014

Source: UNCTAD based on annual audited accounts.

2016 2018 2020 2022 2023

Note: As Cargill is a private corporation, compliant financial statements are only available as part of public
bond issuance prospectus documentation on the Luxembourg Stock Exchange (see https://www.luxse.com/).

b) Trading your cake and
keeping it too: The profit
extraction problem

From a development perspective,

perhaps the most concerning aspect of

the structured finance transformation in
commodity trading is the way it enables the
systematic extraction of capital from entities
that interface with the financial system while
socializing the risks of potential distress.

The generation of financial intermediation
income documented above operates
through regulatory frameworks that
provide legal protections for systematic
advantages, while the profits from

these activities are captured through
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sophisticated structures that minimize both
tax obligations and visible capital buffers.

Maintaining large pools of capital in
“undistributed earnings” of unconsolidated
affiliates and “cash held by foreign
subsidiaries” effectively extracts capital
from operational entities (see figure 111.10).
These structures allow trading firms to
keep lean balance sheets for tax purposes
while hiding capital that could serve

as a buffer in crises yet remain outside
conventional resolution frameworks.

Large and growing pools of unremitted
earnings persist despite external credit
being positioned as the primary liquidity
buffer. This indicates a strategic choice
rather than a necessity, shifting immediate
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Figure I11.11

Chapter lll

Unremitted earnings, locked away, may become a last resort in crises
Bunge’s unremitted earnings in foreign subsidiaries

(Millions of dollars)

== nremitted earnings
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2002 2004 2006 2008 2010

2014 2016 2018 2020 2022

Source: UNCTAD based on company 10-K filings (Securities and Exchange Commission).

risks — such as margin calls — onto banks
and markets, while resilience buffers

are held offshore in complex structures
that are difficult to access quickly. This
creates a timing mismatch: Creditors
face short-term risks while profits remain
locked away for tax benefits rather than
crisis resilience. Opacity around access
and speed heightens the uncertainty of
recovery from crises; some firms have a
history of tapping into these reserves at
scale when needed (see figure lll.11).

The financial stability implications of this
arrangement are particularly concerning.
In short, the apparent creditworthiness
of major commodity traders may

systematically understate the risks these
entities create for their counterparties.

When substantial capital buffers exist
but are held in structures that may be
inaccessible during stress periods,

traditional credit analysis may significantly

underestimate the probability and
potential magnitude of losses that could
be transmitted to the financial system.
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D. Conclusion and policy lessons

The analysis presented in this chapter
reveals how the transformation of
commodity trade finance has created new
categories of systemic vulnerability. These
require fundamental changes in how financial
stability authorities understand and monitor
risks in essential commodity markets.

The structured finance architecture

that emerged in response to the post-
2010 banking regulations has not
eliminated systemic risk. It has, in fact,
relocated and potentially amplified that

risk through mechanisms that operate
largely outside existing supervisory
frameworks. Several issues pose particular
challenges for financial stability policy.

First, commodity markets serve as essential
infrastructure for global food and energy
security. Disruptions in commodity trade
financing can have immediate real-economy
consequences that extend far beyond
financial markets. The concentration of trade
finance intermediation within a small number
of global traders means that distress in
these entities could simultaneously disrupt
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multiple commodity markets and geographic
regions, potentially affecting global food

and energy supplies during periods when
such disruption would be most damaging.

Second, the structured finance techniques
that enable modern commodity trading
exploit gaps between different regulatory
frameworks in ways that make coordinated
oversight extremely difficult. Traders use
interacting position-limit exemptions,
securitization disclosure requirements

and market abuse protections across
multiple jurisdictions and regulatory
domains to create systematic advantages
that may be difficult to address through
traditional entity-based supervision.

Third, commodity traders have evolved
beyond traditional intermediation to
become sources of systematic information
advantages that may distort price discovery
in essential commodity markets. When
derivative income consistently represents
70 to 90 per cent of revenues for major
traders, the pricing of food and energy
commodities increasingly reflects the
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optimization of financial payoff structures
rather than underlying supply and demand
fundamentals. This potentially undermines
the economic signals that guide resource
allocation in these critical sectors.

Finally, the complex subsidiary structures,
offshore capital accumulation and muilti-
jurisdictional banking relationships

that characterize major commodity
traders create significant coordination
challenges for authorities charged with
resolution during stress periods.

The challenge for financial stability
policy is to develop approaches that
can monitor and manage these risks
while recognizing the essential role that
commodity trade financing plays in
enabling global food and energy flows.

This will likely require moving beyond
traditional entity-based regulation and
developing frameworks that can tackle
systemic risks evolving through complex
networks of contractual relationships and
regulatory arbitrage structures. Cross-
market analysis, better analytical tools and
holistic frameworks can be devised on the

basis of existing models of systemic risk
regulation and competition policy tools.

The resilience
of commodlity
trade financing
is increasingly
critical for global
economic
stability.

The legal but non-transparent financial
and tax avoidance techniques outlined
above should come under the radar of
international organizations monitoring illicit
financial flows risks. Closer multilateral
policy exchange is clearly overdue.

The stakes of this challenge extend beyond
financial stability to encompass food
security, energy security, illicit financial flows
and financial integrity, and the broader
resilience of the global economy. As climate
change and geopolitical tensions increase
volatility in commodity markets, the resilience
of commodity trade financing is increasingly
critical for global economic stability.

Achieving this resilience will require
fundamental changes in how regulators
understand and address the intersection
of commodity markets and the financial
system in an era where structured finance
has become the dominant architectural
feature of these critical markets.
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