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Boost Your Business's Competitiveness with Trade
Finance

Boost your business's competitiveness by providing attractive payment terms to your
customers and suppliers. You can use different Asset finance/trade finance products to do this,
including letter of credit and bill collection.
This type of financing is useful for international traders who face challenges in building trust
with each other. It allows you to make payments only if commercial documents meet specific
criteria.

Costs
While extending trade credit to customers can be an excellent way to drive sales and cement
relationships, it comes at a cost. These costs include a variety of fees, including the cost of
assessing creditworthiness and managing limits. These fees should be factored into the total
cost of trade credit to ensure a sustainable business model.
Another major cost is the collection process. Businesses that offer trade credit must have a
strong collections team to manage customer payment terms and prevent bad debt. This can
increase DSO or the average days to collect, which can add up over time.
There are many different types of trade finance products, including letters of credit, purchase
order financing and supply chain finance. These tools can help a business mitigate risk and
improve liquidity. However, they may also have some drawbacks. In a downside scenario,
losses from these strategies will likely resemble those on senior secured debt. In addition, they
can be more vulnerable to operational risks.

Interest rates
The interest rates available for Trade finance can be either short -term with a tenor up to 360
days or medium/long-term if needed. The interest rate varies according to the products, and
there are also other fees, such as transaction fees or guarantees.
These fees can add up and make the cost of trade finance prohibitive for small businesses.
The good news is that there are now options to reduce the costs of trade financing, including
invoice finance and factoring.
Many of these services offer lower rates than traditional bank loans, and they often require
less collateral. In addition, they can help you save on transaction fees and other expenses.
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This makes them a great option for a business that needs to finance large orders or is selling
on credit terms. This can help you stay competitive by speeding up the sales process and
enabling you to sell more goods. However, you should remember that trade financing comes
with a risk and it's important to weigh your options carefully.

Creditworthiness
The creditworthiness of trade finance borrowers is a significant issue in this sector. A large
number of SMEs in emerging markets depend on this form of funding to make substantial
imports. However, these borrowers face numerous challenges to secure financing from banks.
These challenges include poor risk assessments, lower credit ratings, and KYC restrictions.
These issues are hindering trade finance growth.
Moreover, a disruption in trade finance can have serious implications for developing countries.
For example, it can reduce the economic growth of these nations as exports decrease and
jobs are lost. This is why it’s important for investors to understand the risks of trade finance.
There are several different types of trade finance available, including documentary credits,
invoice finance, and factoring. Typically, these products are secured by tradable assets such
as inventory or raw materials. In addition, they often carry lower interest rates than
conventional bank loans. They are also less volatile than other forms of business lending,
making them attractive to investors.

Documentation
Documentation is a crucial part of any international trade transaction. It provides buyers and
sellers with an accounting record, proof of shipment, and insurance documents. It also helps
ensure that all parties involved in a transaction understand each other’s terms and
procedures, minimizing disputes. The documentation process is often complex and requires
rigorous verification best practices. This includes adhering to global standards like the Uniform
Customs and Practice for Documentary Credits (UCP 600) and Incoterms, updated regularly.
A critical piece of documentation for trade finance is proof of funds (POF). POF is a statement
from a financial institution that verifies the buyer’s ability to participate in a transaction. This
can be in the form of a bank statement, letters of reference, or certificates from accountants
and lawyers. This step is essential because it allows a lender to ensure that the buyer has the
funds to complete the transaction. It also protects the lender from any risk associated with a
non-payment.
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