
Voluntary liquidity
Unlocking working capital in
international trade

Over the last 15 years huge investments have been made worldwide to speed
up the physical supply chain, using new techniques in supply chain
management underpinned by technologies such as EDI and ERP.  Yet the
outcome has seldom been as effective as the business case promised, and
the cost and effort associated with ERP systems, in particular, has been a
sobering experience for many companies.  In parallel, the vision of ‘friction-
free’ international trade remains something of a pipe dream despite record
international flows of capital.  UN estimates show that, while the value of cross
border transactions has reached some US$7 trillion, inefficiencies in the
international trading process amount to nearly US$420 billion.

In large measure, this disappointment is due to uneven development.  While the
physical supply chain has taken steps to modernize, the financial supply chain
which sits alongside it is frozen in time: ordering is real-time and delivery is next
day, but payment still takes two months.  All parties have focused on internal
and domestic efficiencies rather than optimizing across the whole, international
value chain.  The drivers of delay and working capital constipation – paperwork,
untimely dispute resolution and lack of cash flow visibility – remain unresolved.  

Parties across the end-to-end process in international trade can unlock
substantial amounts of working capital through re-engineering the financial
supply chain.  By replicating the gains of the revolution of the physical supply
chain in the realm of cash, companies will find one of the fastest and most
effective ways to deliver shareholder value and bottom line benefits. 

Major gains demand a comprehensive solution that brings benefits to all
participants.  The most ambitious framework is that offered by bolero.net.
This paper explores bolero.net’s value proposition and asks how bolero.net
can claim to help businesses achieve gains of up to 1% of sales from:

• Adopting a common legal framework and a set of agreed message and
data standards

• Replacing paper-based with electronic processes

• Providing visibility and transparency throughout the financial supply chain.

What is the financial
supply chain?

The term ‘financial
supply chain’ refers
to the flows of
documentation,
process, data and
money between
trading partners. 

The financial supply
chain links the
operations associated
with the flow of
information and
money from order
placement to invoice
payment.

The physical and
financial supply
chains sit side by
side as the core
components of the
overall supply chain
in international trade
(see Figure 1). 



Unfinished revolution 
International trade today can be characterized as ‘inefficiency lubricated by
float’.  Excess working capital is used as a buffer to overcome uncertainty in
the financial supply chain.  A company with $1 billion in revenues can spend
as much as $5 million a year on unnecessary float.  Synchronizing the
physical and financial supply chains is a key factor in reducing excess working
capital and securing unrealized gains from past supply chain investment.

Figure 1: The physical and financial supply chains

The first applications of information technology in physical supply chain
management saw significant efficiency gains from the ‘just-in-time’ approach
to procurement, manufacturing and distribution.  All parties have been better
able to respond to demand through efficient information exchange.  Over the
last 20 years, these improvements have seen the inventory turnover period
reduced by some 30%, or 25 days. 

However this revolution is incomplete; success in squeezing capital out of the
physical supply chain has not been matched by efforts to attack the working
capital tied up in the financial supply chain.  ERP systems have improved
intra-company accounting but have done little for inter-company efficiency,
while EDI has had a greater impact domestically than in cross-border trade.

We can ‘track and trace’ the physical goods but not the associated
documentation without which the transaction is incomplete.  To complete
the physical supply chain, the documentary processes underpinning it need
to be overhauled.

The inability of firms to synchronize their supply chains causes inefficiencies
that can inflate supply chain costs.  Specifically these losses are accounted for
by excess costs in administration, financing, communication, banking, freight,
demurrage and customs fees, as well as lost sales.  Sellers may be effectively
financing their customers, but it’s a mistake to believe that buyers get a
bargain deal as a result.



Case Study: Otto UK

A subsidiary of one of the world’s largest catalogue retailers, Otto UK were
aware of substantial improvements that could be made in their international
supply chain.  Their challenge, to ‘maximize sales while minimizing surplus’,
is familiar to any retailer.  High volume importation necessitated mountains of
paper documentation even when the bulk of the business was traded on an
open account basis.  Sending large quantities of paper around the world
was inefficient, antiquated and led to errors and problems with
supply-chain visibility.

Otto UK wanted to redesign, simplify and standardize its supply chain
processes and converge with industry best practice, leveraging new
web-based technologies offered by solutions provider bolero.net. 

As a result of implementing the bolero.net system, the exchange of all Otto
UK’s trade documentation between all parties, including public authorities,
is now undertaken electronically.  This has led directly to a reduction in
discrepancies in documentation throughout the trading chain, with improved
data integrity, as well as a significant reduction in document processing
times and courier costs.  Total throughput time for trade documents in the
financial supply chain has been reduced from some 20 days to 3-5 days. 

As Roz Walmsley, Import Manager for Otto UK commented, “We’ve
addressed our inventory visibility issue and have gained three extra weeks
with which to plan intake – all within our existing lead times.  The system
pays for itself in the savings from administration and courier costs alone.
However, the additional benefits that the organization receives, from greater
transaction visibility and improved decision support, provide the major part
of the cash benefits.”

Removing the paper chase
It is ironic but true that in the Internet era, a carrier will often complete the
physical transfer of the goods before the documentation (in effect simply data)
has worked its way through the financial supply chain to its final destination. 

Creating and processing cross-jurisdictional documentation can be alarmingly
expensive.  In the case of the bill of lading, what starts out as a trivial cost
ends up accounting for nearly 20% of the total administration costs for a
given transaction. 

Current estimates are that some 60% of trade documentation suffers from
some form of error or discrepancy.  Employing a central hub to match
automatically and reconcile this array of documentation, replacing manual



processes, can yield significant gains in the time and costs of administration,
as well as reduction in the associated float.

The bolero.net solution
A number of solutions are offered in the financial supply chain space;  many
are domestically focused.  What makes bolero.net unique for cross-border
trade is the breadth and depth of the offering.

Bolero.net provides a framework and a set of standards onto which other
solutions can be layered and which can be leveraged by companies to
generate working capital benefits:

• At the technical level, bolero.net provides a network and a hosted compliance
engine (SURF) delivered through a web interface.  It replaces the network of
paper-based bi-lateral links with a hub-and-spoke model that integrates all
trading parties across a single network.

• Common legal framework.  Without a standard legal framework, attempts to
make significant improvements in efficiency will be hampered.  A key benefit
of bolero.net is its codification of a standard legal framework, accepted by all
trading parties, effective across multiple geographies.  

• Bolero.net replaces multiple, inconsistent media and data formats with a
single shared set.  The United Nations Center for Trade Facilitation and
e-business (UN/CEFACT) has recently acknowledged bolero.net’s strength
in the global standards domain by endorsing boleroXML as being one of only
five standards schemas worldwide that facilitate the adoption of UN ebXML.
Whereas importers and exporters traditionally relied on a wide variety of
paper documents to cover the various stages of the trade process,
bolero.netXML has created a global, cross-industry standard offering high levels
of straight-through-processing.  

• Common data standards enable rapid communication and massively reduce
the potential for dispute.  Where disputes do arise, resolution is facilitated by
the fact that all parties have real-time access to the same data.  Businesses
can therefore re-engineer their international trade processes around fast,
efficient transfer of data and documentation.

• Bolero.net does not just bring together importer and exporter.  It connects the
whole chain including banks, shippers and customs.  Because it has the most
comprehensive set of message and data standards, bolero.net offers the
greatest range and complexity of transactions and can therefore address a
range of industry-specific needs.  For industries such as retail, for example,
a lot of consignments are high value and urgent, and paperwork delay can
be critical.  In these circumstances timely document flow is tremendously
important.  Bolero.net’s ability to handle airfreight is therefore a significant
benefit for such industries.



• Cash flow visibility.  By bringing visibility and certainty to future cash flow
requirements, bolero.net helps trading partners to make better decisions
about the allocation of their working capital and to avoid working capital
borrowing.  Companies should aim to improve inventory management and
consequently cash-flow management, removing some 2.5 weeks of excess
inventory, as well as gaining early visibility into documentation errors and
bottlenecks to prevent payment delays and reconcile exceptions.

An illustrative benefit case for bolero.net
The potential for working capital reduction from bolero.net varies widely
between industry sectors and types of participant.  The core benefits relate to
cash flow, working capital and processes.  By reducing inventory and
borrowing costs, while at the same time streamlining transaction flows and
improving exception resolution, bolero.net offers direct cost savings.  For a
US$1 billion turnover company these benefits can exceed US$5 million,
assuming 30% of trade is international.

Individual businesses will need to build their own business cases and identify
the likely timing of benefit realization.  Figure 2 shows what the core elements
could be for one retailer.

Figure 2: Illustrative bolero.net benefit breakdown

Area Potential Benefit

Improved international financial supply chain processing
Communication costs $250,000

Administration costs $750,000

Lost margin due to stock in transit $2,000,000

Total process savings $3,000,000

Improved cash management
International trade revenue (30% of US$1 billion) $300,000,000

1 day’s sales (revenues divided by 365) $821,918

Savings of 15 DSO (days sales outstanding) $12,328,767

Savings @ 8% cost of capital $986,301

Improved working capital borrowing
2% interest saving on 75 days working capital

($821k x 75 days x 2%) $1,232,877

Total savings $5,219,178
Total savings as % of revenue 1.74%
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Conclusion
Businesses are looking to release the capital float that is tied up in inefficient
international trade processes.  On offer is the prize of some US$420 billion
of tied-up working capital.  Depending on market sector, working capital
equivalent to over 0.5% of net sales can be reclaimed, with reductions of
some 20% in supply chain costs.

To succeed, businesses need to improve their financial logistics and this
demands that they collaborate across supply chains internationally.
The investment to develop the solution has already been made and early
adopters have already blazed the bolero.net trail. 


