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Credit Crunch,

Asia Discovers
A Proven Trade
Finance Solution

By Roland Hartley-Urquhart, Global Transaction Services, Citi

n interesting note about the
2008-2009 “global liquidity
crisis” is that technically, it
may not have been global
at all. The crisis was largely
nonexistent in Asia — at
‘east for a while.

While U.S. and European economies
suffered mightily during the crunch,
Asian economies remained largely
untouched. China and other econo-
mies in the region continued to expand.
Steady growth across Asia continued
through 2009 as the Chinese govern-
ment pumped capital into their banks,
which in turn provided nearly 10 tril-
lion yuan ($1.4 trillion) in new loans
in 2009. Liquidity was abundant and
inexpensive, allowing Asian companies
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to continue growing their businesses.
That all changed this past winter.

Liquidity dries up

In January 2010, the Chinese govern-
ment tightened liquidity and lending.
As the short-term liquidity spigot
slowed to a trickle, Asian banks were
suddenly unable to continue lending
at the price or intensity that had sus-
tained their economies.

An unintended consequence of
this credit tightening by banks: Trade
financing became expensive. And in
turn, many companies were forced to
explore alternate methods of generat-
ing financing,.

One of those methods was a pre-
viously unexplored strategy in Asia.

Working capital management became
more important, especially in coun-
tries like Japan. And supplier finance
programs, which buyers had used only
sporadically and strategically pre-cri-
sis, emerged as a new solution.

Large buyers began working with
their banks to inject working capital into
their suppliers’ operations. And with
good reason: Suppliers, after all, gen-
erally represent the weakest link of the
global supply chain, due to their size.
While larger buyers have the resources
to withstand economic bumps in the
road, smaller suppliers are generally
more vulnerable to a cash crunch.

In response, larger Asia-based
buyers have since worked closely
with their cash-strapped suppli-



ers. By implementing regional sup-
plier finance programs, they are now
providing strategic assistance and
strengthening supply chains.

East is East, West is West

As supplier finance programs have
taken hold across Asia over the last six
months, it has become apparent that
these programs exhibit some notewor-
thy differences from similar programs
in the U.S. and Europe.

For one thing, the Asian supply
chain itself is sophisticated and com-
plex. Goods can travel from China to
Malaysia to the Philippines to India,
for example, as commodities are trans-
formed into end products. Fortunately,
Asian companies have employed
powerful and advanced information
technologies to manage this complex
pipeline, enabling banks to leverage
key data on physical flows to optimize
financial flows.

Asian markets are also diverse and
fragmented, which can present some
unique challenges for growing compa-
nies. A key benefit to a program like
supplier financing is that it is a truly
adaptable and customizable solution.
Supplier finance programs can easily
be structured as regional solutions.
Implementing a single solution across
multiple geographies can allow for
cost reduction, increased efficiencies,
and more attractive pricing.

Implementing a cross-border solu-
tion does not mean implementing a
one-size-fits-all solution and walking
away. Local lending practices differ
from country to country and require
local expertise. Navigating local
requirements can be tricky, which
is why it is important to choose a
partner with local market expertise.
Issues such as how to perfect security
interests in receivables in a variety of
foreign countries are critical consid-
erations. Banks like Citi, with a large
global footprint, have the in-depth
knowledge of local legal and regula-
tory environments required to struc-
ture global supplier finance programs.

On-boarding suppliers is a key con-
sideration when launching a supplier
finance program. This can be a dif-
ficult process, and regional programs
require additional care. It is important

to be aware and respectful of cultural
nuances. And it is critical to conduct
business in a manner that complies
with local customs.

World-class supplier

finance programs

The most accurate barometer of suc-
cess for a supplier finance programs is
the bottom line — namely, the number
of suppliers who sign on for it, and
the total dollar amount of assets out-
standing. So, what are the best ways
to ensure an effective supplier finance
program? There are a number of suc-
cess factors. Among them:

Quality before quickness. During
the crisis, the operative word for sup-
plier finance programs was speed.
How quickly could it be launched to
provide benefits to the supply chain?

With supplier
finance programs
now having gotten
a foothold in Asia,
they are becoming

an important tool to
keep the wheels of
commerce turning.

Today, however, companies have real-
ized that a successful program takes
some preconditioning. Like nearly any
Initiative, careful preparation is key.

Customization. There is (or
should be) no such thing as a one-
size-fits-all supplier finance program.
Your bank should work with you to
determine your specific needs, then
tailor innovative features of the pro-
gram accordingly.

A4 long-term view. A solid program
should be designed for the long term,
so that buyers can support their sup-
pliers in both good times and bad.

On-boarding. To ensure success,
best practices should be employed to
introduce a supplier finance program
to suppliers. That means effective
marketing of the program’s benefits,

as well as education on its advantages.
An improperly launched program may
not provide the intended benefits; a
properly launched one will be viewed
as buyer-driven support.

Bank track record. Ask your finan-
cial institution about their experience
in designing these programs. Request
examples and case studies of success-
ful programs they’ve implemented.

The near-term future

When Asian economies were under
less pressure, supplier financing was
not considered essential. Short-term
financing was readily available; as long
as the banks were lending, companies
were able to borrow. All was well.

But this year’s events have shown
that when the market tightens and
liquidity becomes an issue, supply
chain financing is a go-to trade finance
solution, no matter where in the world
it’s needed.

With supplier finance programs
now having gotten a foothold in Asia,
they are becoming an important tool
to keep the wheels of commerce turn-
ing. As companies grow comfortable
with supplier finance programs, they
are deploying them more consistently
and strategically. And banks like Citi,
in turn, are refining their programs to
be more attractive to meet the needs of
all supply chain participants.

Citi is a pioneer and market leader
in supplier finance programs. The
bank has offered many such programs
over the past decade, and is continu-
ally adding features designed to meet
the evolving needs of today’s supply
chain partners. As these programs
evolve, they are sure to increase in size
and impact.
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