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Trade Finance

Trade Finance: Trade finance refers to the financial instruments and products used to facilitate international
trade transactions. It involves various financial services such as letters of credit, documentary collections,
trade credit insurance, and factoring to mitigate risks and provide financing to importers and exporters.

Letter of Credit (LC): A letter of credit is a financial instrument issued by a bank on behalf of a buyer
(importer) to guarantee payment to a seller (exporter) upon presentation of required documents. It provides
security to both parties in a trade transaction by ensuring that the seller will be paid if they fulfill the terms
of the contract.

Documentary Collection: Documentary collection is a trade finance method where banks act as
intermediaries to facilitate payment between the buyer and seller. The exporter ships the goods and sends
the shipping documents to their bank, which forwards them to the importer's bank along with payment
instructions.

Trade Credit Insurance: Trade credit insurance, also known as export credit insurance, protects businesses
from non-payment by their buyers due to commercial or political risks. It provides coverage for losses
resulting from insolvency, protracted default, or political events that prevent payment.

Factoring: Factoring is a financial service where a company sells its accounts receivable to a third party
(factor) at a discount. The factor advances a percentage of the invoice value to the company and collects
payment from the customer. Factoring helps improve cash flow by providing immediate funds.

Export Finance: Export finance is a type of trade finance that provides funding to exporters to support their
international sales. It includes pre-export financing, post-shipment financing, and working capital loans
tailored to meet the needs of exporters.

Pre-Export Financing: Pre-export financing, also known as pre-shipment finance, is a type of export finance
that provides funding to exporters before the goods are shipped. It helps cover production costs,
packaging, and other expenses associated with fulfilling an export order.

Post-Shipment Financing: Post-shipment financing refers to the financing provided to exporters after the
goods have been shipped and the export documents submitted. It helps bridge the gap between shipment
and payment, allowing exporters to fulfill new orders while waiting for payment on previous sales.

Working Capital Loan: A working capital loan is a type of financing that provides funds to cover the day-to-
day operational expenses of a business, including inventory purchases, payroll, and overhead costs. In the
context of trade finance, working capital loans help exporters manage cash flow and meet their immediate
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financial needs.

Export Credit Agency (ECA): An export credit agency is a government-backed institution that provides
financial products and services to support exports from its country. ECAs offer export credit insurance,
guarantees, and direct loans to help exporters mitigate risks and secure financing for international sales.

Trade Credit: Trade credit refers to the credit extended by a seller to a buyer for the purchase of goods or
services. It allows the buyer to defer payment for a specified period, typically 30, 60, or 90 days, after
receiving the goods. Trade credit is a common form of short-term financing in international trade.

Open Account: An open account is a trade arrangement where the buyer pays the seller at an agreed-upon
future date after receiving the goods or services. It is a form of trade credit that does not involve the use of
financial instruments such as letters of credit or documentary collections. Open account terms are based on
trust between the buyer and seller.

Export-Import Bank: An export-import bank is a government-owned financial institution that provides
financing and insurance to support international trade. Export-import banks offer loans, guarantees, and
export credit insurance to help businesses mitigate risks and expand their export activities.

Forfaiting: Forfaiting is a trade finance technique where a forfaiter purchases export receivables (such as
promissory notes or bills of exchange) from an exporter at a discount without recourse. The forfaiter takes
on the credit risk and provides immediate cash to the exporter, who transfers the collection risk to the
forfaiter.

Countertrade: Countertrade is a form of international trade where the buyer pays for goods or services with
other goods or services instead of cash. It can take various forms, including barter, offset agreements,
buyback arrangements, and counterpurchase, to facilitate trade between parties facing currency or payment
constraints.

Standby Letter of Credit (SBLC): A standby letter of credit is a financial instrument issued by a bank to
guarantee payment to a beneficiary (seller) in case the applicant (buyer) fails to fulfill their obligations.
SBLCs are often used as a form of payment assurance in international trade transactions.

Bank Guarantee: A bank guarantee is a commitment by a bank to pay a specified amount to a beneficiary if
the applicant (usually a buyer) fails to meet their contractual obligations. Bank guarantees are commonly
used in trade finance to provide security to the seller and ensure that payments will be made as agreed.

Documentary Credit: Documentary credit is another term for a letter of credit, which is a financial
instrument used in international trade to facilitate payment between the buyer and seller. It involves the
issuance of a written commitment by a bank to pay the seller based on compliance with the terms and
conditions of the credit.

Trade Finance Facility: A trade finance facility is a line of credit or financing arrangement provided by a
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financial institution to support the trade activities of a business. It may include various trade finance
products such as letters of credit, trade credit insurance, and working capital loans tailored to meet the
specific needs of the client.

Revolving Letter of Credit: A revolving letter of credit is a type of letter of credit that allows the buyer to
make multiple drawdowns within a specified period up to a predetermined credit limit. It is commonly used
in ongoing trade relationships where the buyer makes regular purchases from the seller.

Back-to-Back Letter of Credit: A back-to-back letter of credit is a financial instrument that involves the
issuance of a new letter of credit based on an existing one. It is used when an intermediary (such as a
trading company) needs to provide a letter of credit to their supplier based on a letter of credit they have
received from their buyer.

Trade Finance Risk: Trade finance risk refers to the potential financial, operational, or political risks
associated with international trade transactions. It includes risks such as non-payment by the buyer,
currency fluctuations, shipment delays, political instability, and changes in trade regulations that can impact
the profitability of a trade deal.

Country Risk: Country risk is the risk that arises from political, economic, and social factors in a foreign
country that may affect the outcome of a trade transaction. It includes risks such as currency devaluation,
expropriation, political instability, and changes in import/export regulations that can impact the
creditworthiness of the buyer or seller.

Commercial Risk: Commerecial risk refers to the risk of non-payment or delayed payment by the buyer due
to insolvency, bankruptcy, or other commercial reasons. It is a common risk in international trade
transactions and can be mitigated through trade credit insurance, letters of credit, or factoring.

Foreign Exchange Risk: Foreign exchange risk, also known as currency risk, is the risk that changes in
exchange rates will impact the profitability of a trade transaction. Fluctuations in currency values can affect
the cost of goods, pricing competitiveness, and the final amount received by the exporter in their home
currency.

Interest Rate Risk: Interest rate risk is the risk that changes in interest rates will impact the cost of financing
in a trade transaction. Fluctuations in interest rates can affect the cost of borrowing, the profitability of
investments, and the overall financial performance of businesses engaged in international trade.

Political Risk Insurance: Political risk insurance is a type of insurance that protects businesses against losses
resulting from political events in foreign countries. It covers risks such as expropriation, currency
inconvertibility, political violence, and contract repudiation that can impact the success of international
trade transactions.

Importer of Record: An importer of record is the party responsible for ensuring that imported goods comply
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with customs regulations, pay applicable duties and taxes, and meet other legal requirements. The importer
of record is liable for any violations or discrepancies related to the importation of goods into a country.

Export Broker: An export broker is a professional intermediary who assists businesses in selling their
products or services in international markets. Export brokers help companies identify overseas buyers,
negotiate trade terms, arrange shipping and logistics, and navigate export regulations to facilitate
successful export transactions.

Import License: An import license is a document issued by a government authority that permits the
importation of specific goods into a country. Import licenses are required for certain products to ensure
compliance with regulations, protect domestic industries, and monitor the flow of goods across national
borders.

Export License: An export license is a document issued by a government authority that authorizes the
exportation of specific goods from a country. Export licenses are required for certain products to control the
export of sensitive materials, comply with trade agreements, and monitor the flow of goods in international
trade.

Export Declaration: An export declaration is a document submitted to customs authorities that provides
details of goods being exported from a country. It includes information such as the description of goods,
quantity, value, destination, and other relevant data required for customs clearance and compliance with
export regulations.

Import Declaration: An import declaration is a document submitted to customs authorities that provides
details of goods being imported into a country. It includes information such as the description of goods,
quantity, value, country of origin, and other relevant data required for customs clearance and assessment of
duties and taxes.

Incoterms: Incoterms, short for International Commercial Terms, are a set of standardized trade terms
published by the International Chamber of Commerce (ICC) that define the responsibilities of buyers and
sellers in international trade transactions. Incoterms specify the allocation of costs, risks, and delivery
obligations between parties.

FOB (Free On Board): FOB is an Incoterm that indicates that the seller is responsible for delivering the goods
to the port of shipment and loading them onto the vessel. Once the goods are loaded, ownership and risk
transfer to the buyer, who is responsible for the cost of transportation and insurance from that point.

CIF (Cost, Insurance, and Freight): CIF is an Incoterm that indicates that the seller is responsible for
delivering the goods to the port of destination and paying for transportation and insurance. The seller bears
the risk until the goods are loaded onto the vessel, after which ownership and risk transfer to the buyer.

EXW (Ex Works): EXW is an Incoterm that indicates that the seller's responsibility ends when the goods are
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made available at their premises or another named place. The buyer is responsible for all transportation,
insurance, and export formalities from that point onwards, including loading onto the vehicle.

DDP (Delivered Duty Paid): DDP is an Incoterm that indicates that the seller is responsible for delivering the
goods to the buyer's premises and paying for all costs, including duties and taxes. The seller bears all risks
until the goods are delivered, unloaded, and cleared for import at the buyer's location.

Customs Broker: A customs broker is a licensed professional who assists importers and exporters in
navigating customs regulations, completing documentation, and facilitating the clearance of goods through
customs. Customs brokers have expertise in tariff classification, valuation, and compliance with import/
export laws to ensure smooth customs clearance.

Tariff: A tariff is a tax or duty imposed by a government on imported or exported goods to regulate trade,
protect domestic industries, or generate revenue. Tariffs can be specific (based on quantity) or ad valorem
(based on value) and vary by product, country of origin, and trade agreement.

Quota: A quota is a restriction imposed by a government on the quantity or value of specific goods that can
be imported or exported within a given period. Quotas are used to control the flow of goods, protect
domestic industries, and comply with international trade agreements.

Dumping: Dumping is the practice of selling goods in a foreign market at a price lower than the domestic
market price or below production cost. It is considered unfair trade practice and can harm domestic
industries by undercutting prices, creating market distortions, and leading to anti-dumping investigations or
tariffs.

Countervailing Duty: A countervailing duty is a tariff imposed by a government to offset subsidies provided
to foreign producers that harm domestic industries. Countervailing duties are intended to level the playing
field and prevent unfair competition resulting from government support for exports.

Trade Barrier: A trade barrier is any government policy, regulation, or practice that restricts or distorts

international trade. Trade barriers can take various forms, including tariffs, quotas, subsidies, licensing

requirements, technical standards, and anti-dumping measures that hinder the free flow of goods and
services across borders.

Sanitary and Phytosanitary Measures (SPS): Sanitary and phytosanitary measures are regulations
implemented by governments to protect human, animal, or plant health from risks associated with
imported goods. SPS measures include standards for food safety, animal health, plant protection, and
disease control to ensure the safety of consumers and the environment.

Technical Barriers to Trade (TBT): Technical barriers to trade are regulations and standards related to product
quality, safety, and technical specifications that can affect trade between countries. TBT measures include
labeling requirements, product testing, certification procedures, and conformity assessment to ensure

Read online: https://certificates.gsbf.co.uk/glossaries/3321701/trade- Greenwich School of Business and Finance - 22 Jun 2026
finance



GSBF

Greenwich School of
Business and Finance

Change your life. Start from here

compliance with technical regulations.

Trade Facilitation: Trade facilitation refers to the simplification, harmonization, and streamlining of customs
procedures, documentation requirements, and regulatory processes to reduce trade costs and enhance the
efficiency of international trade. Trade facilitation measures aim to expedite the movement of goods across
borders and promote trade liberalization.

Single Window: A single window is a digital platform or electronic system that allows traders to submit
information and documentation to multiple government agencies through a single point of entry. Single
window systems streamline customs clearance, reduce paperwork, and facilitate trade by providing a
centralized interface for import and export processes.

Customs Union: A customs union is a form of trade agreement where member countries eliminate tariffs
and adopt a common external tariff for imports from non-member countries. Customs unions promote
trade integration, harmonize trade policies, and facilitate the free movement of goods within the union
while maintaining a common trade policy towards external partners.

Free Trade Agreement (FTA): A free trade agreement is a pact between two or more countries to reduce or
eliminate tariffs, quotas, and other trade barriers to promote trade and economic cooperation. FTAs create a
preferential trading relationship between member countries, encourage investment, and foster economic
growth through increased market access.

World Trade Organization (WTO): The World Trade Organization is an international organization that
regulates and facilitates trade between countries by setting rules, resolving trade disputes, and negotiating
trade agreements. The WTO aims to promote free and fair trade, ensure non-discrimination, and facilitate
the smooth functioning of the global trading system.

Trade Dispute: A trade dispute is a disagreement or conflict between countries arising from trade policies,
practices, or regulations that affect the flow of goods and services across borders. Trade disputes can result
in retaliatory measures, tariffs, sanctions, or legal actions to resolve differences and protect national
interests.

Trade War: A trade war is a situation where countries engage in retaliatory measures, tariffs, or other trade
restrictions against each other in response to perceived unfair trade practices. Trade wars can escalate
tensions, disrupt global supply chains, increase costs for businesses and consumers, and have negative
economic consequences.

Trade Finance Challenges: Trade finance faces various challenges, including compliance with regulations,
documentation requirements, credit risks, currency fluctuations, and geopolitical uncertainties that can
impact the efficiency and cost-effectiveness of international trade transactions.

Compliance: Compliance refers to the adherence to laws, regulations, and standards governing international
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trade, financial transactions, and business operations. Compliance requirements include customs
regulations, export controls, sanctions, anti-money laundering laws, and other legal obligations that
businesses must comply with to avoid penalties and risks.

Documentation: Documentation is a critical aspect of trade finance that involves the preparation,
submission, and verification of various documents required for customs clearance, payment processing, and
compliance with trade regulations. Trade documents include invoices, packing lists, bills of lading,
certificates of origin, and other paperwork essential for international trade transactions.

Credit Risk: Credit risk is the risk that a buyer or seller will default on their payment obligations in a trade
transaction, leading to financial losses for the other party. Credit risk assessment involves evaluating the
creditworthiness of counterparties, monitoring payment behavior, and mitigating risks through credit
insurance, letters of credit, or factoring.

Currency Fluctuations: Currency fluctuations are changes in the value of one currency relative to another
due to market forces, economic indicators, geopolitical events, or central bank policies. Exchange rate
volatility can impact the cost of imports, exports, and international payments, leading to financial
uncertainty and affecting the profitability of trade transactions.

Geopolitical Uncertainty: Geopolitical uncertainty refers to instability, conflicts, or political events in different
regions that can disrupt trade flows, impact market conditions, and create risks for businesses engaged in
international trade. Geopolitical risks include trade disputes, sanctions, political unrest, terrorism, and other
factors that can affect the stability of global trade.

Trade Finance Solutions: Trade finance solutions are financial products, services, and strategies designed to
address the specific needs and challenges of businesses engaged in international trade. Trade finance
solutions include trade credit insurance, supply chain finance, structured trade finance, and other tools to
facilitate trade, manage risks, and optimize cash flow.

Supply Chain Finance: Supply chain finance is a financial solution that allows businesses to optimize working
capital, improve cash flow, and enhance liquidity by leveraging their supply chain relationships. Supply chain
finance involves financing options such as supplier finance, buyer finance, and reverse factoring to provide
funding to suppliers and buyers at different points in the supply chain.

Structured Trade Finance: Structured trade finance is a specialized form of trade finance that involves
complex financing structures tailored to meet the needs of specific trade transactions. Structured trade
finance solutions include pre-export financing, commodity finance, project finance, and off-balance sheet
financing to support large-scale trade deals, mitigate risks, and provide working capital to exporters.

Trade Credit Risk Management: Trade credit risk management involves assessing, monitoring, and
mitigating the credit risks associated with international trade transactions. Effective credit risk management
strategies include credit analysis, credit insurance, credit limits, credit monitoring, and credit terms
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negotiation to protect businesses from potential losses due to non-payment by buyers.

Trade Compliance: Trade
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