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B2. Reverse Factoring: the NAFIN Cadenas Productivas Program
In recent years, the use of factoring has increased dramatically on a global scale as an effective and relatively low-risk and low-cost means of expanding access to working capital finance. In developing countries, however, traditional factoring, whereby a supplier firm sells all of its accounts receivables to a factor in exchange for immediate liquidity, faces two key challenges: the lack of readily available credit information and insufficient protections against fraud. In the absence of credit information on each of the supplier’s customers, it is difficult, if not impossible, for the factor to adequately assess the risk of a customer failing to pay an invoice. Additionally, fraud, in the form of fake receivables and customers is not uncommon. In Mexico, however, the state-owned development bank, Nacional Financiera (NAFIN) has demonstrated how traditional factoring can be successfully adapted to the characteristics of developing countries.

Since September 2001, NAFIN has provided SME suppliers with automated (reverse) factoring services through its Cadenas Productivas (Productive Chains) program, which links small suppliers to “big buyers.” Through the program, small, risky enterprises that lack access to formal credit are able to use their receivables from big buyers to secure working capital finance. In effect, their credit risk is transferred to their lower-risk customers.

B2a. Background and Environment
MSMEs account for roughly 99 percent of registered enterprises in Mexico (or approximately 600,000 firms), with an estimated 1.8 million more operating in the informal sector. SMEs contribute 64 percent of employment and 42 percent of gross domestic product (GDP).

Despite the clear importance of MSMEs to the Mexican economy, Klapper cites statistics indicating that the typical Mexican SME receives only 1 percent of its working capital from banks (Klapper, 2005, p. 15).

B2b. Objectives
NAFIN was created in 1934 to promote Mexico’s industrial development. Today, it has two principal objectives:  to promote the development of SMEs by providing financial services, training, and TA; and to develop financial markets to better serve SMEs. To achieve these objectives, in 2000 and 2001 NAFIN introduced new programs oriented toward SMEs — including the Cadenas Productivas program — as well as a strategic information technology (IT) plan to facilitate a dramatic expansion in the number of SMEs served by the entity. The Cadenas Productivas program leverages NAFIN’s phone- and Internet-based systems to link SMEs with large enterprises in productive chains and provide SMEs with electronic factoring services to provide them with needed liquidity.

B2c. Approach

In traditional factoring, the small supplier transfers its accounts receivable from all of its buyers to a factor. The factor must then analyze and assume the risk of non-payment for each account receivable. While this can be an effective way of financing small businesses — shifting the risk analysis from the riskier small supplier to larger, less risky buyers — it requires the factor to collect credit information on a large number of buyers. This can be a difficult and costly task in environments lacking robust credit bureaus. Weak legal systems that make collection in case of non-payment difficult further increase the risks of traditional factoring in developing countries. As a result, factors generally buy accounts receivables “with recourse,” meaning the small supplier is held accountable for a buyer’s non-payment.

In contrast, under NAFIN’s reverse factoring program, factors purchase the accounts receivables of only the larger, most creditworthy buyers. Large buyers, registered with the Cadenas Productivas program, provide NAFIN with lists of their suppliers (i.e., the small firms holding their accounts receivables), who are then invited to register for the factoring service for their respective large buyer. Working with only the large, established buyers reduces both the cost of assessing accounts receivable risk and the risk of non-payment itself. As a result, all factoring services facilitated through NAFIN are provided “without recourse.”

Factoring transactions are completed through NAFIN’s electronic platform, which reduces transaction costs and improves security. The platform also facilitates the participation of all commercial banks in the program and introduces the element of competition for suppliers’ receivables. NAFIN covers all costs associated with the electronic platform and legal expenses, such as document preparation, signing, and transfers, out of fees paid by lenders for their services. As a result of this subsidy, banks only charge interest, no fees, for the factoring service. Until July 2004, NAFIN capped the interest rate at seven percentage points above the central bank rate (“five percentage points on average”), which was roughly eight percentage points below commercial bank rates (Klapper, 2005, p. 15). However, NAFIN planned to allow banks to compete on interest rates starting in July 2004, roughly three years after the program began (Klapper, 2005, p. 15). Unfortunately, updated information on interest rates was not available as this document went to press.
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NAFIN promotes the Cadenas Productivas program and other services for SMEs through its regional centers. Suppliers contact a call center to develop relationships with big buyers. In turn, the buyer provides a list of all their suppliers to NAFIN, which contacts the suppliers to introduce the program and collect information on the SME. Interested SMEs register online or by telephone and open an account with a bank or factor that has a relationship with its buyer. The supplier and NAFIN sign a pre-agreement allowing electronic sale and transfer of receivables; other documents establish buyer/NAFIN obligations, including the buyer’s obligation to remit factored receivables to the banks directly.

As illustrated in Figure 6, once goods have been delivered and the buyer has been invoiced, the buyer posts a negotiable document online. The supplier accesses the buyer’s Web page on the NAFIN Web site (www.nafin.com), and locates his or her receivable, along with a list of lenders with a relationship to the buyer and supplier who are willing to factor the receivable, with their corresponding interest rate quotes. Once the supplier clicks on the preferred lender, the amount to be factored — generally 100 percent of the value of the receivable — is transferred electronically to the supplier’s bank account. When the invoice comes due, the buyer pays the lender/factor directly.

B2d. Results

As of 2004, the NAFIN Cadenas Productivas program had helped established productive chains with 190 big buyers and 70,000 SMEs. Approximately 20 banks, independent finance companies, and other domestic lenders were participating in the factoring program, and NAFIN had provided in excess of $9 billion in financing, with monthly factoring volumes of more than $600,000. Since the program began, NAFIN has brokered more than 1.2 million transactions (98 percent by SMEs) at a rate of approximately 4,000 per day. The electronic factoring program also had a significant impact on the development bank itself. “In December 2000, NAFIN reported assets of $23.9 billion and a deficit of $429 million” (Klapper, 2005, p. 14). With the introduction of factoring, by 2003, NAFIN was reporting a surplus of $13.2 million, with assets of $26.75 billion (Klapper, 2005, p. 14).

B2e. Key Findings and Lessons Learned
The success of the Cadenas Productivas program demonstrates that it is possible to successfully provide factoring without recourse, even to SMEs without credit histories, giving these enterprises the opportunity to increase their cash stock without increasing their indebtedness. It also demonstrates how electronic channels can be used to reduce costs and provide SMEs with greater access to financial and nonfinancial services.

The use of an electronic platform was a critical success factor, allowing NAFIN to achieve economies of scale and provide more affordable, faster services. In 2001 NAFIN had a 2 percent market share; by 2004 the development bank had captured 60 percent of the factoring market. It is important to note, however, that the subsidy provided by NAFIN is a key factor in making this program cheaper than commercial factoring.

The existence of a supportive legal and regulatory environment was also a key success factor. Mexico has electronic signature and security laws that should serve as models for other countries (Klapper, 2005, p. 17).

B2f. Prerequisites for Replication

Several countries are considering replicating the NAFIN model, including a development bank in Venezuela. As suggested above, the key factor for replicability seems to be a supportive enabling environment for electronic transactions. Electronic factoring requires laws that give data messages the same legal standing as written documents. While it is possible to do factoring without an electronic system, this increases the costs of the service.

