
 
 
 
 
 

 
 

 
Commercial Finance – Where is it Headed? 
By: Toby Dahm, SVP  & ABL Portfolio Manager 

 
For the past eight years, I have made it a priority to attend the annual convention of the Commercial 
Finance Association (CFA). With over 1,000 attendees, many from outside of the U.S., it provides a great 
opportunity to hear what’s happening in the asset-based lending and factoring world. 
 
This year’s convention was perhaps the most informative that I’ve attended. The lending environment is 
more challenging than it has been in recent memory. Supply and demand is in the borrowers’ favor, which 
has been the case for the past couple of years. Yield compression began years ago and is continuing 
throughout the entire lending industry. Loan structure has also become very aggressive and it appears that 
competitive pressure will drive this further.   
 
Lenders are taking differing approaches to this difficult market. Many state that they will not waiver from 
their historical lending standards and anticipate a low growth/no growth environment and will ride the 
storm out. These firms are concentrating primarily on expense management and improving efficiency. Other 
firms are prepared to take calculated risks in situations where they feel the risk/reward is warranted. This will 
amount to stretching advance rates. A third category of lenders are seeking areas where growth 
opportunities exist.   
 
Once such area is cross border financing. Some factors driving this growth include: (1) the continuing 
increase in the volume of international trade which has now become a significant activity for small and 
medium sized businesses, and (2) a shift toward open credit terms in international trade. Traditional credit 
enhancement methods such as letters of credit and credit insurance are predicted to become less acceptable 
to trading parties. 

 
Some lenders are uniquely positioned to benefit from this increase in foreign trade. In particular, those firms 
that have a global footprint, or that have forged international relationships, have an advantage in this area 
through access to local knowledge. Many firms without a global footprint have used organizations such as 
Factors Chain International or have built direct foreign relationships to gain access to this local knowledge. 
This enables them to arrange seller financing to assist their clients that import and will enable them to 
provide export financing for their clients that export. 
 
On a positive note, asset-based lending and factoring has gained a lot of credibility as a useful tool for 
borrowers and lenders. The stigma of commercial finance being a last resort financing solution for 
borrowers is fading rapidly. Some areas where commercial finance holds advantages over more traditional 
cash flow lending include: 

 Acquisitions and other leveraged transactions 
 High growth companies 
 Highly seasonal companies 
 Highly cyclical companies 
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Each of these scenarios provides opportunity for asset-based lenders and factors to increase their market 
share, which is critical in this ultracompetitive market. 

 
My take away from the convention is that we are in a very unfavorable lending environment, which shows 
no signs of improvement. Nobody can predict if and when discipline will return to the lending market. In the 
meantime, if lenders want to grow and ultimately survive, they need to look for business segments that 
support growth and lend themselves to the advantages that asset-based loans have over cash flow loans. 
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