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The global financial crisis that erupted in late 2007 has generated
consequences that are still developing, and in many respects, not yet fully
measured or understood.
It is clear however, that the crisis has fundamentally
altered the state of the international financial
system, one outcome of which has been a
demonstrable tightening of credit, and a
significant reduction in global liquidity, particularly
for certain segments of business and for certain
industry sectors.
Small and medium-sized enterprises have long
claimed that access to capital (more precisely,
limited access to capital) is one of the major
obstacles to growth and success; likewise,
developing and emerging economies are
consistently reported to suffer the most drastic
constriction of credit in times of crisis.
International trade, by its nature, involves longer
timeframes in almost every aspect of commercial
activity, from feasibility analysis to business
development and sales, to negotiation and
contracting, to the completion of a transaction,
and settlement of monies due. This extended
timeframe has direct implications for the working
capital and liquidity position of companies
pursuing business across borders: working capital
is adversely impacted, and becomes a matter of
higher priority for companies that understand the
importance of cash.
Pre-crisis, the global financial system was often
described as being awash in liquidity – so much
so, that borrowing was both easy and inexpensive;
buyers routinely expected, and received, favourable
credit terms from even the smallest suppliers, and
larger companies were well-positioned to borrow
from their bankers, or to access financial resources
directly through the capital markets.
The post-crisis reality is far different.
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Liquidity is at a premium: highly valued by
businesses of all sizes, whose executives have been
reminded that “Cash is King”, and at the same time,
guarded with the caution born of crisis by banks
and other lenders, with the net effect that financing
– working capital – is in short supply.
The impact of this situation is significant, in the
context of international trade and trade finance.
Industry estimates suggest that 80-90% of global
trade flows are supported by some form of trade
or supply chain finance, and in an environment
of constrained liquidity, trade finance, and
the cross-border trade it supports, are being
adversely affected.
The commercial implications for this will vary by
region, by the nature of the business and the size of
the companies engaged and by the importing and
exporting countries involved, however, one thing is
true regardless of these individual factors: financing
is once again a competitive asset in the conduct
of international commerce, and, based on recent
trends, financing is a critical tool in ensuring the
robustness and viability of global supply chains.
Exporters seeking to develop new markets, or new
relationships in familiar markets, can enhance their
competitive position by combining high-quality
products with well-designed financing solutions
and favourable terms of trade, to entice importers
to conclude a trade transaction.
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The ability to access and package trade financing
options that are attractive to an importer, is not
only a competitive differentiator in today’s market,
but perhaps even the price of entry to serious
negotiations around international commerce.
Whether an exporter agrees to trade on
open account terms, or requires the use of
a documentary letter of credit as a means of
mitigating risk, there are options for combining
settlement mechanisms appropriate to a trade
relationship, with financing options. The key is to
ensure that commercial acumen combines with
sound technical understanding of the various trade
financing mechanisms available, to enable the
conception and structuring of financing options
most likely to be valued by an importer client.
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	From 2004-2009, the total value of Letters of Credit on
SWIFT was of the order of USD1.5 trillion per annum.
The indicative market share of world merchandise trade
for Letters of Credit on SWIFT (MT700) is 9.3%.
	Documentary Collections account for about 1.4%.
Exporters have long had the possibility to offer
terms through a letter of credit such as payment
at an agreed future date, perhaps 90 or 180 days
from shipment date, potentially extending out to
360 days.
More recently, as trading parties and their bankers
have taken a more strategic look at global trade
flows, sourcing patterns and the supply chains the
enable international commerce, the critical role
– and competitive value – of financing has been
further highlighted.
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“The average value of a Letter of
Credit in 2011 was USD 603,000”
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Supply Chain Finance (SCF) programs allow
buyers to extend payment terms from 60 to
120 days while providing suppliers access to
better financing rates (e.g., 120 days at 100 basis
points instead of 60 days at 500 basis points).
According to industry sources, SCF could
unlock $100 billion to $500 billion of liquidity
by accelerating the cash conversion cycle
for suppliers and extending days payables
outstanding for buyers.
Source:
Supply Chain Finance: From Myth to Reality McKinsey, 2010
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Buyers are increasingly aware of the importance of
the community of suppliers and service providers
that support the objectives and aspirations of
those same buyers. Bilateral trade relationships
remain, as they should, an area of focus, however,
increasing attention is being paid to global supply
chains and the many commercial relationships that
enable them.
Specifically, large buyers across a variety of industry
sectors are conscious of the imperative to ensure
the commercial viability of so-called strategic
suppliers, the failure of which could endanger the
functioning of the entire supply chain, and cause
the buyer’s own commercial activities to grind to
a halt.
In international trade, cash is king, perhaps even
more than in the context of domestic transactions,
and given recent evolutions in trade and supply
chain finance, adequate liquidity is understood
to be a competitive advantage – simultaneously
– for exporters and for importers alike. Perhaps
equally importantly, it has become increasingly
clear that there is a link between access to
trade finance, the conduct of trade, and global
prosperity as represented by GDP and other
macroeconomic metrics.

“…this in turn, according to the
bank, could lead to a reduction
in trade finance volumes of 6%,
which would also mean a
reduction in global trade by
$270 Billion per annum, and
a 0.5% reduction in global
gross domestic product.”
	Analysis by Standard Chartered Bank
Wall Street Journal, February 2011
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The advantages of supply chain finance to both
large corporates and to small and medium-sized
enterprises, are the subject of increasingly robust
analysis. Perhaps more striking is the positive
impact of trade and supply chain finance in
the context of trade that involves developing
economies, and the micro, small and medium-sized
enterprises (MSME’s) that typically populate the
commercial landscapes in those economies.
It is widely acknowledged – even axiomatic at
this point – that the engines of growth, globally,
are emerging and developing economies, and
that the need for financing is most acute in those
economies, and among the MSME segment
of businesses.
Senior specialists argue, with justification, that
supply chain finance programs are in effect, built
on combinations of long-standing and very familiar
banking products such as receivables financing, the
use of bank guarantees as well as other traditional
instruments of trade finance. The novelty of SCF
relates more to the way in which bankers now look
at the trade financing needs of their clients and at
the holistic approach that naturally flows from the
deployment of SCF programs, in contrast to the
focus of traditional instruments, which typically
involved two trading partners.
The increasing recognition that suppliers – even the
smallest suppliers in the most remote markets – can
be critical to the success of international commerce,
has led directly to increased attention to trade and
supply chain finance in developing economies, and
as tools of international development.

The IFC estimates a ﬁnancing gap of up to USD
2 Trillion in the MSME segment, approximately
USD 1.3 Trillion of which is related to short-term
trade ﬁnance.
Source:
International Finance Corporation, World Bank Group
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A trade financing gap of US $1.3 Trillion involving
MSME’s in emerging markets, is significant, and its
impact can be inferred on the basis that an absence
of pre-export finance at the peak of the global crisis
was shown to result in a 40% decrease in shipment
traffic and trade flows, from Asia to Europe and
the Americas.

The link between trade and international
development, long established, has driven
international institutions such as the World Bank’s
IFC to develop comprehensive frameworks around
which to develop supply chain finance programs.

Source: International Finance Corporation, World Bank Group

While effective risk mitigation is core to the value
proposition around traditional trade finance, it
was, for some time, relegated to the status of
afterthought, with buyers and sellers across the
globe agreeing to conduct trade on open account
terms, with minimal risk mitigation.

It is worth noting also, that supply chain finance
has the possibility, by the nature of its mechanisms,
to provide financing across the full spectrum of
supply chain activities, downstream to suppliers and
sub-suppliers, but also upstream, to distributors,
resellers and ultimately even the end-client.

More recently, there is evidence of increasing
focus on adequate risk mitigation in the context
of both traditional trade finance, as well as supply
chain finance. This development further enhances
the attractiveness of SCF as a solution for highgrowth developing and emerging economies, and
strengthens the proposition of SCF as an important
enabler of international commerce.

This breadth of reach reinforces the potential for
supply chain finance to very positively impact
liquidity, borrowing costs and therefore overall
capacity and efficiency of even the most global,
and the most complex, of supply chains, which
can involve hundreds of suppliers and supporting
service providers in dozens of countries.
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SCF programs may involve banking and finance
facilities in the Hundreds of millions of dollars, in
some cases, even one or two billion dollars; such
programs necessarily involve a great deal of effort
in deployment, from the approval of facilities and
credit lines, to the “on-boarding” of program
participants. Even with such effort and complexity,
the degree of utilization of supply chain programs
can vary significantly, from negligible to material.

A well-structured program might incorporate
the following elements:

Despite the clear momentum, globally, around
SCF as a proposition in the financing of global
trade, certain financial institutions and their trade
specialists persist in the view that there is nothing
“new” in SCF, and in the related perception that
SCF is little more than a temporary fad in the ageold business of trade finance.

• Facilitate adequate risk mitigation

At the same time however, other financial
institutions – and boutique financiers – have
become significantly invested in the development
and deployment of SCF programs, learning about
the drivers and characteristics that differentiate
successful, high-usage SCF programs, from
marginal, resource-consuming, and generally
unprofitable programs in this space.
Importers and exporters, likewise, must be
convinced of the value of launching – and
participating in – a supply chain finance program.
The notion of mutual benefit pre-supposes a
collaborative approach based on high levels
of transparency, significant effort invested in
articulating and “socializing” SCF programs, and
the incorporation of program features that are
clearly suited to the varying needs of members of
the supply chain community.
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• Allow buyers to secure the positions of strategic
suppliers by ensuring their financial health
through adequate liquidity
• Enable suppliers to access affordably-priced
financing without impacting their own, perhaps
limited borrowing capacity
• Enable the optimal distribution of foreign
currency risk based on the currency of invoicing
and the currency of settlement
• Enhance the health of the supply chain overall by
reducing borrowing costs and ensuring
appropriate liquidity across the chain
In addition, however, such programs must clearly
be of value to suppliers and other program
participants, and the benefits or participation must
be clearly articulated to these companies. Some
suppliers will be concerned about revealing the
state of their finances (even through short-term
requests for funding through SCF programs) to
their importer client, worried about giving away
negotiating leverage, while other suppliers may
be adequately financed, and may not require such
support, while others yet may simply not qualify.
Financial institutions offering SCF programs
are challenged in various respects – from the
articulation of a compelling value proposition
based on a collaborative model of financing, to
the complexities involved in meeting regulatory
due diligence requirements, to the process of
connecting various parties to the supply chain
finance program through various combinations
of technology, business processes and legal/
contractual undertakings.
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It may seem intuitively clear, that a solution which
allows the simultaneous extension of payables and
accelerated collection of receivables, should be
of immediate interest to buyers and sellers and to
various partners in a supply chain, however, the
realities of international commerce are such, that
even an apparently clear value proposition can
require significant effort in successful deployment.

Supply chain finance, even in its current, evolving
form, responds to a wide variety of requirements
related to the financing of international trade.
It is particularly well-suited to help address the
perennial challenge of SME’s in accessing working
capital, and in so doing, assists a segment of
business that is, in many economies across the
globe, the driving force of growth.

Effective trade financing is undeniably critical to the
conduct of international trade, and is demonstrably
necessary in the vast majority of merchandise
trade flows, whether in its traditional, bilateral
form, or in the more recent, supply chain and multiparty approach.

Cash is clearly a competitive advantage in the
conduct of business, even more so in the conduct
of commerce across borders, where complexities
abound, timelines extend, and working capital is
a necessity, not a luxury. Trade finance – perhaps
particularly, supply chain finance – enables timely,
cost-effective access to liquidity for businesses of all
sizes, in nearly every market across the globe.

Buyers seeking reliable and timely access to the
components required in the production of their
own final product will gain competitive advantage
through a well-designed, efficient supply chain,
supported by adequate contingencies. Suppliers
across the globe, often SME’s in developing or
emerging economies, may owe their very survival
to their ability to access adequate levels of liquidity
and working capital.

Financing is once again a competitive advantage,
and supply chain finance may be the most
comprehensive, effective form of financing available
to meet the needs of the complex ecosystems that
are the global supply chains of today.

“If we could increase the number of SMEs that sell overseas by 100,000 it
has the potential to add £30 billion ($47.8 billion) to the UK economy. In
other words if we boost the number who export from around one in five
today to over one in four, we could pretty much wipe out the trade
deficit and create tens of thousands of jobs at the same time. That is the
prize we are going for…”
	Prime Minister David Cameron
Source: Trade Finance Magazine, November, 2011
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