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Modigliani-Miller “Irrelevance Theorem”, 1958
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Research in Operations Management

➢ In perfect capital markets

▪ No transaction costs, no taxes, no bankruptcy costs, rational 
agents, no information asymmetry, efficient markets

➢ Capital Structure is irrelevant

▪ Firm value is not affected by financial decisions
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Management of financial flows is central in Supply Chain Management

…although often overlooked by Operations Management scholars and practitioners  

Franco Modigliani 
(18 June 1918 – 25 September 2003)

1985 Nobel Prize Recipient 

Merton Howard Miller 
(May 16, 1923 – June 3, 2000) 

1990 Nobel Prize Recipient



The cost of external financing for small-medium size companies might be 
detrimental to supply chain performance 

➢ Capital markets are not perfect

▪ Transaction and bankruptcy costs, taxes, and agency costs

▪ Information asymmetry between borrowers and lenders 

➢ External financing premium

▪ Financial hierarchy (or pecking order theory) 

̶ Preference on internal vs. external funds for financing 
investment 

➢ SME firms face higher deadweight cost of financing

▪ Liquidity crises further worsen financial burden for small firms 
and might lead to underinvestment problem 

▪ Negative impact on SC performance as SMEs account for 50-
60% contribution to global economic output (World Bank)



Supply Chain Finance (SCF): An Illustration of the concept
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Supply chain finance: an integral approach to decreasing the cost of external financing for 
supply chain participants by tracking events in the physical supply chain and reliably 
disseminating this information to financial intermediaries.
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Lets see how is SCF defined by ChatGPT

Supply chain finance refers to the set of financial activities and techniques that are designed to optimize 
the flow of capital and goods along a supply chain. It involves a range of financing options, including 
invoice financing, factoring, and asset-based lending, that are used to help suppliers and buyers manage 
their cash flow and working capital more effectively.

In SCF, a financing institution, such as a bank or a fintech company, typically provides financing to 
suppliers based on the creditworthiness of the buyer or the buyer's order. This helps suppliers to access 
capital more easily and at lower rates than they would otherwise be able to obtain on their own. At the 
same time, buyers are able to extend their payment terms and improve their working capital position, 
while also strengthening their relationships with suppliers.

SCF can bring several benefits to businesses, including improved cash flow, reduced supply chain risk, 
increased efficiency, and enhanced relationships with suppliers. It can also help small and medium-sized 
enterprises (SMEs) access affordable financing, which can be a major challenge for them.



Overview of SCF solutions 
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Source: Adapted from Templar, Hofmann & Findlay, Financing the E2E Supply Chain: A reference guide to SCF (Kogan Page, 2020)



Source: The 2020 McKinsey Global Payments Report

Other relevant figures include:

➢ The global volume of reverse factoring 
in 2022 has been estimated to $2,2 
trillion and funds in use to $858bn 
(Source: World Supply Chain Finance Report 
2023, BCR Publishing)

➢ Large global gap in trade finance; out of 
$17 trillion eligible assets only $3.5 
trillion currently addressed by SCF 
solutions (Source: 2020 McKinsey Global 

Payments Report)

The size of the SCF market is based on estimates by industry experts 

There are significant differences depending on the source and methodologies used

Our focus



Reverse Factoring: Concept and value proposition for a typical setup

Financial intermediary 
(bank) in reverse 
factoring is able to 
transfer the financial 
risk from the supplier 
to the (investment-
grade) buyer.
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Reverse Factoring: Business case for the supplier

Source: Esty, Mayfield & Lane, “Supply Chain Finance at P&G”, HBP case study 9-216-039 (2016)

Before A/P 
Extension

After A/P Extension

without SCF with SCF

Amount invoiced by supplier ($) $1,000.00 $1,000.00 $1,000.00

Minimum days to payment 15 15 15

P&G pays invoice on day 45 75 75

Supplier receives funds on day 45 75 15

Additional days financed by supplier 30 60

Supplier financing cost (3.5% annual rate) $2.92 $5.83

Days financed by SCF bank 60

SCF invoice discount * 0.22%

Net amount to supplier ($) $997.08 $994.17 $997.83

* = [Libor, 60-day rate (0.30%) + SCF Bank spread (1.00%)] x 60/360

AB InBev extended terms from 30-60 to 120 days
The Wall Street Journal, April 17, 2009

Unilever extended terms from 30 to 90 days
Daily Mail, July 5, 2010

Procter & Gamble extended terms from 45 to 75 days
The Wall Street Journal, April 16, 2013

Mondelēz extended terms from 45 to 120 days
Financial Times, May 30, 2013



Reverse Factoring in the press



How delaying payments can help suppliers? The Unilever case

Source: Unilever charts 2013 (company’s website) 

2009-2013 Sales Net Profit PPE

Unilever +25% +44% +41% *

P&G +9% (16%) +11%

Nestle +4% +14% +25%

* Unilever 2009-2013 accumulated investment in 
“Property, Plant & Equipment” of 2.7bn Euro. 

➢ Unilever invested the funds freed up by 
its extended payment program in 
capacity investments for the benefit of 
its extended supply chain – a win-win.

➢ When the cost of raising funds is high for 
buyers, extending payment terms can be 
economically efficient as long as the 
freed up cash is productively used.

The generated value for the integrated supply chain is 
not monotonically decreasing in payment term extension 
(Lekkakos & Serrano, 2017)



Dynamic Discounting: An overview

Buyer
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Supplier1. Presents invoice to buyer

2. Submits approved invoices 

3. Selects invoices 
for early payment

5. Submits earlier 
payment date

6. Pays discounted invoice amount 

➢ Dynamic discounting is a method of invoice 
financing that allows suppliers to receive early 
payment on their invoices in exchange for 
offering a discount to their buyers. 

▪ Suppliers receive payment faster than their 
standard terms.

▪ Buyers improve bottom line by reducing 
the cost of goods or services they  purchase.

➢ Dynamic discounting solutions allow for 
virtually all of a buyer’s suppliers to participate 
in the program.

➢ Using a dynamic discounting program, buyers 
use their own available cash to pay suppliers 
early in exchange for a discount.

▪ In some cases, funding is provided by 
third parties. 

Traditional discounting Dynamic discounting



Supply Chain Finance: Risks and regulatory developments



Supply Chain Finance: The look beyond 

Supply chain financing scope 

▪ Non-investment grade buyers

▪ Global coverage

▪ Deep supply chain financing

▪ Dynamic selection from SCF 
solutions suite  

▪ E-commerce and embedded finance

▪ Purchase-order & inventory 
financing (pre-shipping financing)

▪ Financing of capital investment

Solution structure & funding providers

▪ Catalytic role of digital advancements 
–including, fintech innovation, 
blockchain, and API technologies 

▪ Bank-led vs. platform-led solutions

▪ System integration, automation & data 
sharing

▪ Application of advanced analytics and 
machine learning to support financing 
decisions and pricing

▪ Multi-bank models and increasing 
penetration of non-bank lending 

Legal and regulatory issues

▪ Legal and regulatory issues

▪ Risk Management: Credit assessment, and fraud 
prevention strategies

▪ Environmental, social, and governance considerations



Thank you!

Spyros Lekkakos

slekkakos@zlc.edu.es
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