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Chair’s Summary of the Development Effectiveness Committee   

 
26 November 2014 
 
Corporate Evaluation Study: ADB Trade Finance Program  
 
1. The Development Effectiveness Committee (DEC) discussed the Independent Evaluation Department’s 
(IED) corporate evaluation study on ADB’s trade finance program (TFP). The report found that the TFP has 
helped address the gap in the trade finance market, and has been able to respond quickly to requests. The 
program has been a valuable tool in ADB’s countercyclical response to the 2008-2009 global financial crisis and 
its knowledge products have made a notable contribution in showing the low risks associated with trade finance. 
The study recognized the TFP’s alignment with Strategy 2020 and for meeting its objective in supporting trade in 
the region, yet observed that the TFP can improve its performance by: (i) having a clearer, results-oriented plan, 
(ii) increasing use of ADB internal staff resources and reducing reliance on external consultants, (iii) automating 
transaction processing systems, and (iv) regularly monitoring and reporting on financial performance and 
development results.  
 
2. Private Sector Operations Department (PSOD) staff indicated concurrence with many of the 
recommendations in the report, noting that several were already in place or underway.  For example, in 
conjunction with the 2012 Board approval, a results-oriented business plan had been developed, and with the 
upcoming 2015 Board review, a new 3-year strategy, including a new DMF, will be developed.  PSOD agreed that 
stabilizing resources for TFP is a necessity, and referenced its ongoing discussions with Budget, Personnel and 
Management Systems Department (BPMSD) to address resource issues.  With respect to automating systems, 
TFP initiated an ambitious IT project in 2013 to automate transaction processes and reporting.  Finally, TFP’s 
financial and development results are actively monitored, and many of the latter are available in real time via 
TFP’s website and ADB’s annual report. 

 

3. Several DEC members mentioned the high quality of the IED report and stated that it was a balanced 
report, citing many positives of the program alongside ways to improve the program going forward. DEC 
welcomed the success of the TFP and remarked that the 2015 Board review will be a good opportunity to discuss 
questions raised by the IED report. Some DEC members expressed a preference for a full review in the form a 

new Report and Recommendation of the President (RRP) to be discussed at a Board meeting rather than by 
summary procedure and not limited to a change in scope document. Staff representatives responded that the 
2012 major change in program and the 2009 major change in scope were discussed in Board meetings. In 
addition, an informal Board seminar was held in 2012 prior to the formal Board meeting. The Managing Director 
General stressed that Management will consider the ideal format for the review, taking into account the Board’s 
views.  

 

4. Several DEC members commented on IED’s observation that the TFP’s design and monitoring framework 
(DMF) does not adequately describe the program’s objectives nor provide targets to measure progress against 
stated objectives. Staff responded that the 2012 DMF clearly represented TFP’s objectives and bore the 
endorsement of the Board.  PSOD noted that with respect to the DMF target of ‘number of SMEs supported’, over 
1,800 SMEs were supported by TFP since 2009 and that IED suggestions for targets by dollar value may not be 
meaningful as the value of SME transactions are, by definition, of low dollar value. IED staff noted that about 10% 

of TFP transactions by value were directed to SMEs in 2013 and in line with the stated goals, the proportion of 

SMEs by value in TFP needs to increase incrementally.  PSOD staff also said that as a matter of course a new 

TFP DMF will be developed when the Board reviews the TFP in 2015 and they are open to suggestions and will 
consult broadly to create the best possible DMF.  

 

5. DEC members asserted that while TFP is a successful program, there is room to improve ADB’s support 
to trade finance particularly in maximizing private sector involvement, and minimizing ADB participation in credit 
guarantee and risk participation agreements. Staff responded that since 2009, over half of TFP’s $16 billion in 
support for trade – over 90% of which was in ADF countries - was cofinanced. Some DEC members inquired if 
efficiencies could be gained by collaborating with other MDBs in due diligence, especially since use of the facility 
is concentrated in two to four countries. PSOD explained that while extensive collaboration has been undertaken 
by TFP with other MDBs (including co-financing with International Finance Corporation, helping African 
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Development Bank start its trade finance program, and initiatives with InterAmerican Development Bank to 
promote south-south trade), reliance upon another institution’s due diligence was not a prudent risk management 
practice and, moreover, MDBs are prohibited from sharing such information. A DEC member felt that while there 
is a need to maintain the program, he encouraged staff to also consider ADB’s exit strategy in the future.  

 

6. PSOD agreed that it is important to analyze the future relevance of the program in general and its 
operations in certain markets, and that it supports the graduation of countries from TFP when appropriate, as 
evidenced by the graduation of the Philippines from the program in the first quarter of 2014.  PSOD indicated it 
will articulate its graduation strategy in the 2015 Board document. Commenting further on the utilization rate, 
which was noted to be on a downward trend, DEC inquired about the prospects of gradually expanding the 
program to Tier 2 banks and the appropriateness for ADB to aim its pricing at the lower end of the market. IED 
staff noted that TFP has used only 32% of the resources allocated by ADB to the program in 2013, with a large 
difference of some $380 million in 2013 between TFP committed amounts and the amounts actually utilized. 
PSOD explained that there were some misunderstandings around the concept of utilization.  Clarifying ADB’s 
method for measuring the utilization rate, PSOD explained that commitments also needed to be counted as 
exposure, otherwise limits would be breached.   Utilization rates are actually high against industry (including 
private sector) comparators. Supporting $3.5 to $4 billion in trade year-on-year off a $1 billion limit is considered 
very good.  PSOD encouraged IED to consult ORM on the question of costs, including opportunity costs, 
associated with less than 100% utilization of TFP’s program limit at any one point in time.  ORM noted that there 
is no cost, including opportunity cost, and would entertain additional meetings with IED to discuss further.  The 
DEC Chair encouraged IED and PSOD to come to a consensus on how to measure the utilization rate, since the 
former only accounted for the money used while the latter included the commitments made. A DEC member also 
encouraged staff to use technical assistance if necessary in order to widen and diversify participating banks.  

 

7. IED staff noted that large tier 1 banks accounted for 77% of transactions financed under the program by 
value, while potentially the smaller banks are more likely to benefit from the TFP banking network. PSOD staff 
responded by informing DEC that more than half of TFP’s participating DMC banks are Tier 2 banks, but that 
most TFP business volumes come from Tier 1 banks as most trade flows through such banks – and thus, 
expanding into more Tier 2 banks would not necessarily increase trade finance support.  PSOD noted that TFP’s 
profit had increased in 2014 compared with the previous year and that there is a delicate balance between profit 
and scope, and that reaching out to more Tier 2 banks has a negative profit implication with little impact on dollar 
volumes vis-à-vis human resource requirements. IED staff noted that reaching more Tier 2 banks and poorer 
countries can happen in tandem with improved utilization and profits, as there is sufficient room and a large 
portion of the program limit has never been utilized. PSOD also noted that while it is important to drive up the 
utilization rate, lowering the price may distort the market and produce unintended consequences.  

 

8. Some DEC members requested the Office of Risk Management (ORM) to weigh in on exposure limits and 
whether the risk could be lowered to between 10-20% given the safe nature of trade finance. ORM explained that 
ADB applies three credit conversion factors: (i) 20% credit conversion factor for contingent guarantee transactions 
with a tenor of less than one year; (ii) 50% for those in excess of one year; and (iii) 100% for funded transactions 
and credit substituting guarantee transactions. A vast majority of TFP transactions are under the 20% category. 
As to trade finance limits for high-risk countries, ORM stressed that it is largely driven by market demand 
supported by field research conducted by PSOD. ORM further stated that the aggregate TFP limit for issuing 
banks is over $3 billion in order to ensure equitable access to ADB’s TFP by issuing banks in countries active in 
trade financing. However, the program limit is capped at $1 billion under the board approval. ORM shared that it is 
working with PSOD to promote risk transfer of TFP operations with the aim to create new headroom and identify 
international commercial banks who can share the risk with ADB.  

 

9. DEC members asked whether Management intends to augment staffing in support of the TFP. A DEC 
member also asked staff to consider whether promoting the use of internal staff resources is an efficient use of 
PSOD’s limited resources. PSOD shared that it has had in-depth and detailed discussion with BPMSD regarding 
staffing issues, which proves to be challenging given the zero-budget growth directive within ADB overall. BPMSD 
explained that it is taking a gradual approach in increasing staff positions and that it would be challenging to 
absorb the cost of hiring consultants for the TFP under the current internal administrative budget framework.  

 

10.  The DEC Chair also asked staff to consider the shifting economic and political landscape, changes in 
international financial systems and the Midterm Review Action Plan to guide future strategic directions of the TFP. 
Another DEC member requested staff to think about ways to improve the program’s profitability without shrinking 
finance markets and to consider a flexible business plan that takes into account constantly evolving market 
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demand. PSOD actively manages the TFP in this regard and seeks ways to maximize profitability while continuing 
to meet its development mandate, which will be articulated in the upcoming 2015 Board paper. DEC members 
also encouraged staff and Management to improve cooperation and collaboration in all aspects of the evaluation 
process to maximize learning. Staff agreed.  

 

 
2015 DEC Work Program 
 
The DEC discussed the draft work program for 2015 and agreed on some changes in topics and timing. The work 
program for 2015 will be updated and circulated in January 2015.  


