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Credit crunch hurts small, mid-size trade firms
BY JOSEPH A. MANN JR.
ma9jose@aol.com

Even as economists see signs that the global recession may be easing, a lack of financing for
South Florida exporters and importers is holding back growth in international trade.

Big changes occured in trade financing in the wake of last year's economic and financial crisis --
and importers, exporters, their customers and suppliers have all been hurt by the recession.

The Florida International Bankers Association, a trade group representing more than 70 domestic
and foreign banks, estimates that about 80 percent of international trade was financed via open
accounts in past years. Under an open account, goods are shipped to a customer and payment
is usually due in 30 to 90 days.

In the wake of the recession, banks, which used to be involved in about 20 percent of trade
financing, sharply reduced lending to preserve capital. Financing for trade, considered a
low-margin and risky area, suffered.

To finance trade, companies that formerly used open accounts needed letters of credit --
documents issued by a bank that guarantees payment to the exporter.

But since banks weren't used to issuing letters of credit to most customers and were wary of
trade financing anyway, they rejected many applications. The hardest hit companies are small
and mid-size firms, which account for a major share of South Florida's international trade.

``The trade finance business dried up because of increasing levels of risk and because of the
economic crisis, so exporters are taking on the burden themselves,'' said Jerry Haar, associate
dean for international affairs and projects at Florida International University. ``Things got tight for
exporters.

``For some very good, long-term customers, exporters extended payment terms. For others,
they're speeding up the payment process,'' he said. ``Businesses are being squeezed because
they're becoming trade-financing institutions and loaning money to buyers. At the same time,
people aren't paying them on time.''

South Florida bankers are working to ease the situation.

``Banks have a critical role to play in bridging the gap between the need for export financing and
the availability of funds,'' said John Rodríguez, FIBA's president and a senior vice president at
Wells Fargo.

With far fewer banks focused on international trade than 10 to 15 years ago, FIBA's goal is to
ensure that banks remain actively engaged in trade financing, Rodríguez said. FIBA, for
example, conducted a survey with Enterprise Florida to find out which banks are still active and
whether they were willing to take on new clients.
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FIBA is also planning a roundtable to familiarize banks with the needs of the export sector and
with loan and working capital guarantee programs that are available.

The Export-Import Bank in Washington, D.C. is focusing attention on trade financing for small
businesses, too.

``Looks like right now we're headed for the busiest year in our history,'' said Phil Cogan, a
spokesman for the EX-IM Bank. ``About 85 to 90 percent of our transactions are for small
businesses, and our office in Miami is dedicated to small and medium business.''

The Foreign Trade Bank of Latin America (Bladex), which has an office in Miami, tries to fill the
trade finance gap that international banks aren't interested in, said Pierre Dulin, Bladex's Florida
representative and chairperson of FIBA's trade finance committee.

``Before the banking crisis, small and medium-sized companies were able to obtain credit for
exports,'' he said. ``Now these companies are the victims. Even though banks are back in
business, they tend to favor larger companies and the least vulnerable sectors. It will take some
time for the situation to be resolved.''

Earlier this year, Citibank and the World Bank agreed to develop a $1.25 billion facility to
stimulate trade growth in emerging markets over a three-year period.

It's not clear if -- or when -- any of these funds will have an impact on South Florida trade.

Still, Gary Goldfarb, executive vice president at WTDC, a Miami company that handles import
and export arrangements, says that banks in some Latin American countries -- Chile, Peru,
Colombia and Brazil among them -- are starting to provide credit for trade.

``Bankers here, though, have a tremendous fear of lending for anything that is not 100 percent
asset-backed,'' Goldfarb said.

Even when the Florida Export Finance Corp. provides a 90 percent guarantee on export credits,
banks are reluctant to cover the remaining 10 percent, said Steve Fancher, the corporation's
chief executive.

That means that for many South Florida exporters, the credit market is still inaccessible and is
likely to remain that way until the economy rebounds.

The smallest businesses -- those that need loans under $20,000 or so -- are still being left out.

``A commercial bank usually spends as much time on a small credit transaction as it does on a
big one,'' said Fancher. ``So which one will it choose?''
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