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Trade Financing

endations



lrade Financing

can be described as the science on how
, banks, credit investments and
national trade transactions

e Finance is more than regular lending. It refers
ducts and services that assist importers and
ters to fulfill their financing needs

finance is a source of working capital for many
in need of financing to procure, process or
manufacture products before sale in future

Trade finance is also important for individual traders
and firms trading internationally, because it can shape
the competitiveness of their contract terms



inance is therefore important for any country as it
international trade. As international trade
does the importance of trade finance.

dequate trade finance infrastructure is, in
a trade barrier

e of advance paymerlt terms, letters of credit,
tees of availed bills for example

, will have difficulties in penetrating the market
because, while importer may prefer to buy on open
account, the supplier may not be in a position to accept or
offer such terms.




K in Trade Finance

mental Risk
arty (Buyers/Sellers) Risk



es credit/ default risks with payment certainty
n corresponding banks and provide a financing
e to exporters

= Importers are assured of shipment with proper
documentation and easy cash recovery if
discrepancies.



lyade Finance Products

signment - Consifnee (importer) attempts
ell goods to a third party; keeps some
it, remits rest to consignor (exporter)
Account - Credit Sales with greater

flexibility and low transaction costs but hi%hly
vulnerable to government currency controls.






Hnancing Techniques

ptances
epted
arity to holder

ash minus interest to maturity and commissions.

ncing wi
be with (exporter still liab

) without recourse (bank takes liability for
ent). 3

..

2]l accounts receivable to another firm known as the factor
g basis: Factor assumes all payment risk.

ed: Occasional exporting and Clients geographically dispersed.
] Poriel :

= discounting at a fixed rate without recourse of medium-term accounts
receivable denominated in a fully convertible currency

m Government Schemes
= Export Refinance Schemes



Other Forms of Trade
~ Settlements

: sale/ purchase of unrelated
s but with currencies (currency swap)
ack: repaymer original purchase

gh sale of a related product.

10



y Challenges

lling and optimi
nding DPO

ng expertise: local market knowledge,
tices



in Trade Finance

ing suffered with rigidities in L/ C

Ing mechanism

e absence of branches of domestic banks

s border, they need to maintain nostro &

0 account in third country in foreign

ncies

&= information asymmetry and the lack of
awareness among custom officers



sues in Irade Finance
iculty in gettmg started with the

portation techniques so vital to successful
-border deals

rter’s perception of onerous
ralization requirements

= Lack of qualified credit management offices

= Exporter’s perception that finance application
procedures are complex and time consuming



es 1nh ITrade Finance

al whether importing, exporting
attractive due to their

undue reliance on an exporters financial
and performance criteria irrespective of the
strength of transaction



Sssues in Irade Finance
t anxiety notably amongst its
over the borrowers ability to

y especially ase of Indo-Pakistan trade

s apprehension in accepting foreign
unts receivable as collateral or comfort
‘neighboring country

s failure to develop loan officers
familiarity with trade finance across border
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@ Banks perception of razor-thin pricing margins
in the market



mendations

nager in the banking system on
porder need to be trained and
policies pertinent to India-

nem o
stan trade

E-banking solutions

se [ransparency

5 Representative offices of commercial banks
s Trade in local currencies - Currency swaps



