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Increased globalisation means that corpo-

rate competition is at its most intense. As

such, companies must explore new tech-

niques if they want to stay ahead. While

the ultimate aim of finance directors of

multi-national companies remains un-

changed – optimising profit and liquidity

while mitigating risk – they are now realis-

ing that the traditional method of solely fo-

cusing on improving working capital

efficiency is no longer enough. 

Heightened globalisation and in-

creased cross-border trade means corpo-

rate competition is greater, counterparty

risk is higher and supply chains are more in-

tricate and geographically diverse. While,

traditionally, companies invested heavily in

their physical supply chains with consider-

able success, today, contract negotiations

with foreign trade partners no longer focus

purely on prices, delivery times and prod-

uct characteristics. It is becoming more

and more likely for business to be won or

lost on the issue of financing. 

This brings financial supply chain man-

agement (FSCM) to the fore. While the
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Figure 1: Financial Supply Chain
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physical supply chain involves the sourc-

ing, production and distribution of goods

and services, the financial supply chain fo-

cuses on the flow of financial information

and money in the opposite direction (see

figure 1). FSCM therefore recognises and

analyses interrelated events to optimise

these financial flows within a company

and between business partners. 

With this view in mind, realising the in-

terconnected nature of the financial sup-

ply chain is essential. And as the flow chart

highlights, it is possible for one weak link to

damage the entire chain. For example,

when the Tsunami hit Japan in March

2011, major local suppliers were com-

pletely wiped out, resulting in a negative

impact on their worldwide buyers and the

associated supply chains. 

So how can trading companies man-

age the links in the chain to make sure

everyone benefits? The key is to look at the

financial supply chain holistically, using

trade instruments to implement practical

solutions that can ensure the chain’s finan-

cial viability and profitability. 

While the FSCM concept is not new,

focus is now shifting from theoretical dis-

cussion to practical implementation. Real-

ising the advantages of a holistic

approach to FSCM is the first step, the sec-

ond is to install the necessary building

blocks for successful implementation. To

achieve tangible benefits, companies

should therefore lean on their financial in-

stitution partners, leveraging their local ex-

pertise and working with them in order that

all parties ‘speak in the same language’.

Large international correspondent bank-

ing networks can help here; offering local

insight, increasing transparency and miti-

gating risk. 

A holistic approach to FSCM
While working capital management looks

internally to increase revenue – by optimis-

ing each individual internal process – a ho-
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listic approach to FSCM looks to support

and strengthen the structure of the entire

supply chain, from customers (order to

cash) through to suppliers (purchase to

pay). This can offer a significant competi-

tive advantage. 

Typically, buyers and suppliers would

compete with one another to increase

their respective revenues; while the im-

porter would seek extended payment

terms, the exporter demands faster pay-

ments. In order to maintain a working rela-

tionship, often the supplier would grant

extended payment terms and potentially

use expensive short-term borrowing to re-

lieve the pressure. However, to compen-

sate for this extra cost, unit prices might

increase, and in turn, the competitiveness

of both parties decrease. So, with the ho-

listic approach to FSCM in mind, how is this

resolved?

One way is for the buyer’s bank to take

over the financing side of the supplier –

through forfaiting or the purchase of cov-

ered receivables, for example. This way the

buyer receives extended payment terms

and the supplier obtains immediate pay-

ment. If companies adopt the holistic view

to FSCM – from the supplier all the way

through to the customer – while realising

the interlinked benefits to each unit, they

will avoid pushing the cost down the chain

and increase the competitiveness of all. 

Another way to avoid pushing cost

down the chain sees buyers helping sup-

pliers burdened with high interest rates. In

this respect, a ‘win-win’ situation may arise

when a supplier is located in a high-inter-

est rate country, such as Brazil, and is sub-

ject to less favourable interest rates than

their buyers abroad. In all likelihood, this

high cost of financing would be reflected

in higher costs of goods. Yet, by approach-

ing the supply chain holistically and recog-

nising this, corporates can help their

suppliers – working with their bank – to ob-

tain financing at more favourable rates.

The potential outcome: better liquidity for

the supplier and lower cost of goods for

the buyer.

What is more, such a holistic approach

can have real impact on business perform-

ance – increasing revenue and improving

client relationships (by allowing companies

to provide longer payment terms for buy-

ers). Better client relations will lead to a

more reliable supply of goods and serv-

ices, thus increasing the number and loy-

alty of customers – ultimately this virtuous

cycle will have a positive impact through-

out the entire supply chain.

Building blocks 
However, for companies to reap the re-

wards that can be derived from adopting

a holistic approach to FSCM, it is essential

that there are certain building blocks in

place: and here the onus is on their bank-

ing partners. It is clear that implementing

holistic FSCM solutions over supply chains

We predict that, over time, a growing
number of widespread organisations,
together with suppliers and customers, will
recognise how the practical implementation
of FSCM will reduce cost, enhance liquidity
and ultimately increase competitiveness.
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that may stretch continents and time

zones is no mean feat – doing so effec-

tively therefore requires local expertise (at

the same time as a global footprint), a

common consensus and a personalised

approach. 

1. Utilising local expertise 

Utilising local expertise is key. Recognising

the global nature of multinational corpo-

rations’ supply chains, finance managers

rely on advice from banking consultants

based all over the world. These local advi-

sory service teams work closely with cus-

tomers and project managers to facilitate

‘end-to-end’ solutions that can be

adopted globally, whilst respecting local

regulations and conventions. 

In this respect, a large international cor-

respondent banking network can help

FSCM to work effectively – particularly

when a buyer engages in business with an

unknown international supplier for the first

time. Local partner banks can perform risk

and asset assessment, as well as company

profiling, to significantly reduce counter-

party risk. What is more, it is only by having

local banking partners “on the ground”

that larger banks can truly understand the

potential impact on financial supply

chains of political upheaval or regulatory

change, for instance, as well as the likeli-

hood that it may occur. Implementing suc-

cessful solutions is therefore reliant on this

local knowledge.  

2. Speaking the same language

Of course, local knowledge can only take

you so far, and much of the real efficien-

cies from FSCM come when buyers, suppli-

ers and their banks ‘speak in the same

language’, sharing a common view and

goals. For instance, a buyer can only know

that its supplier in Brazil is finding financing

expensive to come by if it’s willing to share

this information. As such, transparency can

be a real enabler of effective solutions.

And this also extends to trade finance

documentation: increasing document

and policy transparency and standardisa-

tion – particularly for small or medium sized

companies (SMEs) – is important in bridg-

ing the gap between banks and their

clients as it minimises the possibility of de-

fault risk if everyone can see exactly what

is going on. 

Yet, while document standardisation

should be welcomed, it is clear that FSCM

solutions must be, at the same time, individ-

ually tailored to account for the unique-

ness of each supply chain. This is significant

because international supply chains fre-

quently connect companies from a range

of different profiles; therefore banks need

to look to meet these individual needs by

bringing together different departments

from within. For example, German SMEs

may have a variety of global suppliers and

customers of different sizes and industries.

To understand the specific needs of an or-

ganisation’s financial supply chain, banks

can analyse customers’ balance sheets, its

imports and exports, as well as its days

payable outstanding (DPO), days inven-

tory outstanding (DIO) and days sales out-

standing (DSO) – in order to tailor specific

solutions to each individual company

within the chain. 

Indeed, it is important that corporate

customers realise that there are no stan-

dard solutions for efficient working capital

management and financial supply chain

management. Advisory services can only

be efficient when a bank devises solutions

specific to the customer’s needs.

We predict that, over time, a growing

number of widespread organisations, to-

gether with suppliers and customers, will

recognise how the practical implementa-

tion of FSCM will reduce cost, enhance liq-

uidity and ultimately increase

competitiveness. While few singular tech-

niques can achieve a win-win situation

alone, holding a holistic view to financial

supply chain management is essential to

any company’s future success.  �


