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Global Payment Challenges

The global banking system is not created equal

Top Tier: North America, Western Europe, Australia and most of 
Asia

Second Tier: Eastern Europe and South America

Third Tier: Africa 

Most companies do not have the bandwidth to effectively 
manage their global payments

Foreign exchange is not their focus

Their current payment system is US dollar driven

Implementing a global payment solution can be costly

Fees: local and foreign 

Payment reconciliation process can be cumbersome
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Global Payment Efficiencies

Financial Infrastructure

Liquidity

Repatriation of incoming payments

Robust online payment platform

Ability to make multi-currency payments in one transaction

Segregation functionality

Communication with leading accounting software systems

Compliance

Ensure provider adheres to strong compliance process

Audit to comply with: Sarbanes Oxley, US Patriot Act and OFAC
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Global Payment Solutions

Product Knowledge

Ensure that you are utilizing the right payment methods

Product education

Utilization of the risk management process 

Solution has to be aligned to your goals

Meant to protect profit and or costs, not to generate trading gains

Service

Ensure that provider knows your business process; proactive 
versus reactive and bilateral 

Off balance sheet credit trading facility
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Risk Management Process
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Forward Contracts - Benefits

A forward contract is a commitment to buy or sell a 
specific currency at a future date

Deliverable and non-deliverable 

Any date - Any amount

Extremely liquid

No upfront costs or fees
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Forward Contracts - Drawbacks

Commitment to buy or sell a foreign currency; once a 
forward position is initiated, it must be delivered or closed 
out at or before maturity  

Cannot participate in favorable market moves
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Forward Contracts - Hedging Ratio

Importer needs to fix their pricing

Exporters need to protect their profit

There is not an ultimate hedge ratio; it rarely makes sense to hedge 
100% of requirements

Psychologically the ultimate hedge ratio is 50%

The narrower the margins the higher the ratio; the wider the margins 
the lower the ratio

Known and contracted requirements vs. forecasted requirements
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Case Study 1 ïNetting Euro Situation

Company was receiving (repatriating) 1 million Euros a 
month and buying (sending) 2 million per month 

Company was converting the receivables and then buying 
an additional 2 million Euros for payables using two 
different systems

Paying 1% to 3 %: average bank FX spread, determined 
through historical rate comparisons

Paying wire fees both ways: outgoing wires fees per 
month $1,500 (100 wires X $15)

Total Euro payment exposure was 36,000,000 per year
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Case Study 1 ïNetting EUR Solution

Implemented one online system

Provider received their 1,000,000 Euros and held them on 
account for their payables

Provider sold client 1,000,000 Euro spot and eliminated 
wire fees

Netting the clients receivables and payables reduced their 
exposure by 24,000,000 EUR; company purchased only 
12,000,000 Euros instead of 36,000,0000

Solution streamlined their overall workflow and saved the 
company over $250,000
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Case Study 2 ïInternational 
Payments Situation

Company was sending USD to all international beneficiaries, even if 
the invoice was denominated in another currency

Paying a posted daily bank rate as conversion

Suffering reputational loss as company was getting complaints as to 
discrepancies around amount received by the supplier

Had to continue to reimburse shortfall; no hedging strategy 

They had exposures in both Japan and Europe and were covering all 
expenses with USD, thus losing 30% in FX exposure

Were incurring bank fees on all transactions, sometimes paying up to 
$50 for international wires
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Case Study 2 ïInternational 
Payments Solution

Converted all USD international wires to FX (local currencies) in order 
to improve delivery and relationship with the supplier; number of 
complaints decreased significantly

Worked on a hedging program for exposure in JPY and EUR

Total exposure of 4,000,000 a year

Decreased risk by 25%

Provider eliminated all USD bank fees: $0 per wire versus $10 - $50 
wire

Provider contributed to the company saving $150,000 per year
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Case Study 3 ïPayment Process 
Situation

Company sends $100 million in foreign currency wires 
annually: 50 wires weekly

The wires were entered manually into an online system 
that included reference details and invoice details

Their lead accounting system did not hold beneficiary 
banking details 

Companyôs accounting clerks would spend one to two 
hours per day entering transactions into the online system, 
resulting in a large potential for human keying errors

14



Custom House Confidential

©2009 Western Union Holdings, Inc. All Rights Reserved. 

Case Study 3 ïPayment Process 
Solution

Providerôs online system allows beneficiary and banking 
details from their online system to upload into their 
accounting system 

Company accounting clerk can now create payments and 
upload them into online trading system

Reduced time spent entering payments and streamlined 
payment process 

Allowed the client to restructure their payables department 

15



Custom House Confidential

©2009 Western Union Holdings, Inc. All Rights Reserved. 16

Lessons Learned

In order to have an effective international payment and 
hedging program, ensure your provider has:

FX products

Technology: robust online platform

Global financial infrastructure

Service: proactive and not reactive

Solution-driven process that is bilateral and iterative

Formal hedging methodology is presented and followed

Ensure solution is aligned with your goals

Not about generating gains but protecting profits and reducing 
costs

To eliminate and not generate risk
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International Monetary Fund - GDP 
Forecast 
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Key International Financial Themes

China

The Yuan

Needs to lead the world in consumption; in the last decade the 
world was long on the US; consumer roles have now reversed

Europe

P.I.I.G.S. putting tremendous downward pressure on the Euro

European Union only as strong as its weakest link; currently 
Greece 

Dubai

They overbuilt

Putting stress on the rest of the United Arab Emirates (UAE)
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US Economic Trends 

Jobless Recovery

A ñVò shaped recovery

Inventory levels at two year lows

Interest Rates

The Fed will have to increase interest rates 

We need to save

Commodity Prices

Oil; speculative or hedging production risk

Gold; hedge against inflation
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Fed on Hold
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Conclusion

Questions?
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