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Executive Summary 

 

Trade has long been recognized as an important tool for generating economic 

growth, for fostering competitiveness and integrating countries into the global market. 

Trade enhances a country’s access to goods, services, and technologies. Trade has been an 

engine of growth and poverty reduction in Asia and Pacific region. Trade finance provided 

by banks is a means and/or guarantee of payment, for international trade transactions. 

Trade finance has been described as the lifeblood of international trade because of the vital 

role it plays in assisting firms in managing trade risks.  

 

The objective of this evaluation is to provide a feedback to the Management and 

the Board of Directors of the Asian Development Bank (ADB) on the performance of its 

Trade Finance Program (TFP) and related technical assistance (TA) from the program’s initial 

approval in 2003 to the end of 2013. The evaluation covers the program’s relevance and 

effectiveness in achieving program goals and objectives, ADB’s additionality, efficiency in 

resource use, and work quality. Recommendations to inform future operations are derived. 

 

Evaluation Method 

 

This study draws on a combination of desk reviews of ADB files, focused interviews 

with key stakeholders in ADB, surveys of issuing and confirming banks, and three country 

case studies. Visits were undertaken to Viet Nam, Sri Lanka and Bangladesh—three 

countries that have participated actively in the program to understand the broader effects 

of TFP in these countries. The surveys covering stakeholder perceptions of the program’s 

relevance, effectiveness, and performance were distributed to issuing and confirming banks 

who have participated in the program. 

 

Program Overview 

 

In 2003, ADB approved the $150 million TFP. Over the past decade, the program 

scope has been revised several times as the program was implemented. These changes 

notwithstanding, the objectives of the program have remained broadly the same, in its 

approval documents including the 2003 Report and Recommendation of the President 

(RRP) and the subsequent changes in scope documents in 2006, 2009 and 2012.  TFP 

program objectives in its approval documents have been to: (i) support trade and enable 

partnerships between international banks and country banks, (ii) enhance intraregional 

trade and borrowing country to borrowing country trade and strengthen country banking 

systems, (iii) support small and medium enterprises (SMEs), (iv) provide countercyclical 

support in times of crisis, and (v) lengthen tenors and  expand the currency denominations 

in which ADB financing could be transacted under the program. The minor change in scope 

in 2006 did not affect the objectives, while it approved the use of the Risk Participation 

Agreement to help boost trade volumes. The 2009 change in scope referred to program 

outcomes and highlighted the need for low-income countries to develop links to 

international markets for trade. The approval documents also highlighted coordination 

with other multilateral development banks (MDBs) and the importance of trade as a means 

to promote cross selling opportunities for the rest of Private Sector Operations Department 

(PSOD). 

 

The RRP for the original approval of the program in 2003 did not have a design and 

monitoring framework (DMF). TFP’s first DMF was released in 2009 as part of a major 
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change in scope approval document. The 2012 major change in scope document presented 

a second DMF that largely reflected the 2009 DMF in terms of indicators and metrics to be 

tracked. TFP has exceeded a number of the targets set in the design and monitoring 

frameworks of its 2009 and 2012 program. In terms of meeting the targets of the DMFs set 

for the program, TFP was effective.   

 

There are important gaps in the DMF as it does not adequately capture the 

program’s stated objectives. As noted in ADB’s Annual Portfolio Performance Report (APPR) 

for 2010, this issue was not uncommon. The APPR reported that just 50%‒70% of DMFs 

issued in 2009 and 2010 were satisfactory in terms of using appropriate measures that 

reflected the impacts, outcomes and outputs of projects and programs.  

 

A key objective of TFP was to provide trade finance to SMEs but no value target 

was set in the DMF to measure progress against this objective, while targets by number for 

SMEs were included. The 2009 change in scope says that developing links to international 

markets for exports, imports, and capital plays an important role in economic expansion, 

particularly for low-income countries. Despite the importance of this activity, the DMF did 

not include metrics to track TFP support to poorer countries. Also, there were no indicators 

to track the share of TFP allocated to fill trade finance gaps for SMEs in poorer borrowing 

countries. There were no indicators to capture the increase in tenor of trade transactions or 

the progress made in delivering local currency-denominated TFP transactions in India and 

PRC. Most of the targets in the DMF were concerned with transaction volumes and the 

number of issuing and confirming banks. These indicators provide a relatively limited view 

of the objectives that the Board approved and were referred to in the changes in scope 

documents.  

 

As a standard evaluation practice, this evaluation considers the objectives set for 

the program in its approval documents for evaluating effectiveness. The DMF itself is 

assessed as part of the consideration of relevance of program design to program 

objectives. The DMF and the performance of TFP against the DMF set for the program have 

been used as one crucial input to the effectiveness, alongside the performance of TFP on 

the other objectives not part of the DMF. The evaluation focuses on the value, in addition 

to the number of TFP transactions, to gain insights on how ADB’s funds were utilized, and 

the likely economic impacts and outcomes. 

 

TFP program includes the following main products: (i) a credit guarantee (CG) 

facility to guarantee payment of trade credits issued by local banks in borrower countries to 

participating international and regional banks, (ii) a risk participation agreement (RPA) 

product which provides risk protection against nonpayment of financial obligations issued 

by banks on a portfolio basis to participating international banks, (iii) a revolving credit 

facility (RCF) to provide short term loans to local banks that were receiving support under 

the credit guarantee or risk-sharing arrangement facilities, all without government 

guarantee, and (iv) TFP knowledge products. 

 

 In 2006, ADB approved a change in scope that introduced a new product—the RPA 

under which ADB provides a maximum of 50% risk protection against nonpayment of 

financial obligations issued by banks in support of a trade transaction on a portfolio basis, 

rather than on a transaction-by-transaction basis. 

 

In 2009, ADB approved a major change in scope for TFP program which allowed 

for: (i) an extension of the term of operation to December 2013, (ii) an increase in the 

overall exposure limit for the program from $150 million to $1 billion and (iii) an increase in 

the maximum tenor of loans and guarantees under the program from two to three years. In 
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2012, ADB approved another major change of scope to TFP program to: (i) extend the 

program beyond its current expiration date of December 2013, subject to reviews by the 

ADB Board at intervals of no more than three years, and (ii) expand the currency 

denominations in which ADB financing may be transacted under the program to include 

the People’s Republic of China (PRC) renminbi and the Indian rupee.   

 

From 2003 to March 2009, a small ADB team implemented TFP. In 2009, when the 

total program exposure was raised from $150 million to $1 billion, a capacity building 

component, financed with TA with a total value of $6 million, was added to the program. 

The purpose of the TA was to develop financial market capacity in borrower countries by 

doing financial analysis and providing due diligence services of participating banks. TFP’s 

capacity building TA was extended in May 2011, November 2011, and May 2012 to reach a 

total value of $10 million. A second phase of the capacity building TA for TFP with a total 

value of $3 million was approved in January 2013. TFP has provided valuable knowledge 

products to promote the use and understanding of trade finance. 

 

Program Implementation 

 

TFP supported some 8,400 trade transactions for a total ADB exposure of about 

$6.6 billion and for a total trade supported amount of some $16.7 billion between 2004 

and 2013 time period. Commitments initiated under the credit guarantee facility steadily 

increased from $12.8 million in 2008 to $1.2 billion in 2013. Relatively modest resources 

were devoted to the RCF, the funded trade line, with total commitments peaking at $35.5 

million in 2011, and averaging just $15.2 million per annum from 2004 to 2013. 

 

TFP started slowly, making relatively few commitments between 2004 and 2008.  

From mid-2008 onwards, following the global financial crisis, TFP entered into a period of 

expansion. An initial boost to the program was provided through business originated under 

RPAs with major international banks. Under these RPAs, ADB risk participated in $155 

million worth of trade transactions in 2008, which then averaged $499 million annually in 

2009–2013.  

 

By mid-2010, ADB started to attract a higher level of demand for credit guarantee 

risk exposure with a number of issuing banks in Bangladesh, Pakistan, Uzbekistan, and Viet 

Nam. From mid-2010 to end-2013, ADB shared credit guarantee risk with a total value of 

$1.7 billion with six international financial institutions through risk distribution agreements 

(RDAs).    

 

A unique aspect of the 2009 major change in scope to the 2003 RRP was that it 

included a statement where the revised scope, and its accompanying provisions, 

superseded the original RRP. Since 2009, TFP has used this major change in scope as the 

guiding document for the program.  As a result, many of the specific restrictions laid out in 

the original 2003 RRP such as limits on participation of state owned banks in the program, 

restrictions on trades where ADB retained 100% of the risk, and the requirement that end 

users of the goods covered by the trade credit must be private sector institutions or 

enterprises, no longer apply as they are not stated as conditions in the change of scope 

document. The key objectives laid out in the 2003 RRP, the 2009 major change in scope 

and the 2012 major change in scope were very similar. This unique nature of approval in 

2009 for a major expansion and change in the program in the form of a change in scope 

rather than a new RRP was probably driven by the need to respond quickly to the global 

financial crisis. 
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Relevance  

 

With its emphasis on private sector development, regional economic integration 

and financial sector development, TFP has been aligned with the priorities set under ADB’s 

Strategy 2020. The gap between supply and demand for trade finance in the Asia and 

Pacific region is large and growing. Borrowing country issuing banks can experience 

difficulties getting their letters of credit confirmed by international banks for a variety of 

reasons. Key constraints include the lack of a credit rating by the issuing banks, their 

customers being unrated, transactions being too small, or the perception of customer risk 

being too high. During the global economic crisis in 2008 and 2009, the cost of trade 

finance increased dramatically, while the cost of some trade instruments doubled or tripled 

in many emerging markets. Reduced availability of trade finance contributed to a sharp 

contraction in global trade in 2008–2009.   

 

Areas to strengthen the program’s relevance in the future have been identified. 

TFP’s country and bank selection has been based primarily on expressed market demand.  

This can be usefully complimented by an assessment of where the needs would be great 

and constraints to demand can be ameliorated. TFP could usefully have criteria for 

supporting countries, banks, and sectors that are conducive for SMEs, and for supporting 

banks in the countries that have the most difficulty accessing trade finance. A proactive 

approach in providing bank and sector support can contribute to improved distribution, 

where currently large tier 1 banks and the oil, gas and energy related commodities sectors 

dominate the program by value. Despite strong demand for funded trade finance lines 

from various banks, due to higher risk of funded facilities, ADB provided very little RCF 

support. The DMF and its selected indicators for TFP need to reflect all of the main program 

objectives and the scope and content of this framework can be improved. 

 

Overall, TFP is addressing an important market gap between supply and demand of 

trade finance and it is aligned with ADB corporate strategies. During periods of financial 

crisis, the role of TFP is particularly relevant to the needs of many borrower countries to 

secure larger, more stable trade finance facilities as a means to encourage trade and 

stimulate economic growth. ADB’s anti-crisis response of boosting access to trade finance 

in 2009 was timely and pertinent. During normal times, TFP is relevant to the needs of the 

banking sectors and SMEs in poorer borrower countries, whose ability to trade is impeded 

by high country risk perceptions and insufficient trade lines with the major international 

banks.  

 

Program Effectiveness 

 

The evaluation was based on the extent TFP met its stated objectives in its approval 

documents. TFP has made a contribution to fostering trade within the Asia and Pacific 

region. The program is supporting more than $4 billion per annum in international trade, 

which is a very large amount by ADB standards, but small compared to total Asia and 

Pacific trade. TFP is working with a critical mass of some 69 (active) issuing banks, 120 

participating confirming banks and six major international banks that act as portfolio 

partners. Thus TFP has met its objective of supporting trade in the region. TFP has exceeded 

many of the 2009 and 2012 DMF targets set for the program. On the other hand, the 

performance measures used by TFP in the DMFs provide less than complete coverage of the 

program objectives. The DMF does not include metrics to track program support to poorer 

countries, a priority set in the 2009 scope change. A key objective of the program was also 

to provide trade finance to SMEs but DMF indicators do not capture the value of program 

support to SMEs.  
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In regard to some of the objectives—of supporting SMEs, enhancing trade between 

borrowing countries, supporting low-income countries, extending tenor of trade 

transactions, and expanding currency denominations for ADB financing—there is scope to 

improve TFP’s contribution going forward.  TFP has made a contribution to financing trade 

transactions of SMEs—14% and 10% of transactions supported by TFP were characterized 

as being directed to SMEs in 2012 and 2013 respectively, based on the value of ADB TFP 

participation amounts. About 53% of ADB TFP funds were allocated for large oil trades in 

2013. By number of transactions, TFP has supported some 4,700 SME transactions since 

inception (which exceeded the 2009 DMF target for SMEs) and reports that over 80% of 

the transactions by number supported SMEs in 2013.  

 

The difference between proportion of transactions supporting SMEs by number 

and by value highlights the dominance of high value trades in the program. Some 80% of 

the total trades by number towards SMEs represented 10% by value in 2013. To be sure, 

supporting SMEs is one among several key TFP objectives and it is not practical to have a 

large majority of TFP support in SMEs for operational reasons. That said, and in line with 

the stated goals, the proportion of SMEs by value in TFP needs to increase incrementally to 

a higher proportion.   

 

There is also scope to improve TFP’s impact of supporting bilateral trade between 

borrowing countries. In 2012 and in 2013, 10% and 13% of transactions supported were 

characterized as borrowing country to borrowing country trades respectively, based on 

value of ADB TFP participation amounts. TFP has supported some 2,500 transactions 

between borrowing countries since inception and the percentage of TFP transactions in 

2013 supporting trade between borrowing countries, in terms of number of transactions, 

was 17%. TFP nearly met the 2009 DMF target for number of bilateral trades between 

borrowing countries.   

 

TFP met its DMF objective of supporting intra-regional trade (defined as trades 

within the Asia and Pacific region). By the number of transactions, 67% of trades from 

2009 to 2013 were used to support trade among countries in the region. By the end of 

2013, TFP had exceeded the 2009 DMF target of 3,375 for intraregional transactions. A 

similar result is derived when intra-regional trade is measured in value terms. TFP 

accounted for 7% of transactions supported in 2009, 37% in 2010, 52% in 2011, 83% in 

2012, and 86% in 2013 by the value of ADB TFP participation amounts.  

 

In relation to the objective of supporting low-income countries, TFP needs to 

enhance the share of poorer group A countries (Afghanistan, Bhutan, Cambodia, Kiribati, 

Kyrgyz Republic, Lao People’s Democratic Republic, Maldives, Marshall Islands, Myanmar, 

Nauru, Nepal, Samoa, Solomon Islands, Tajikistan, Tonga, Tuvalu, Vanuatu) in the program 

where the need for the program was potentially greatest. The share of the poorer group A 

countries by value changed from 18% in 2005 to 0.15% of the program in 2013. TFP has 

supported transactions in low-income countries such as Bangladesh which is not included 

in group A countries and other vulnerable economies such as Pakistan. TFP has indicated it 

is currently working on expanding operations into the Pacific countries and Myanmar.  

 

TFP has had a limited impact on extending tenor of trade transactions and 

expanding currency denominations for ADB financing. In practice, the tenor of ADB’s trade 

finance lines has been declining over time, primarily due to demand, although in some 

cases, it is in response to ADB’s risk management policies. A few requests from the market 

in the last two years notwithstanding, TFP has not done transactions denominated in PRC 

renminbi or Indian rupee.   
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In regard to countercyclical crisis support, ADB’s anti-crisis response of boosting 

access to trade finance in 2009 by raising TFP program limits from $150 million to $1 

billion was timely and pertinent. The degree of response to the crisis was also reflected in 

the utilization of the program: in 2010, the first full year after the approval to raise 

program limits in response to the crisis, the average utilization of the program was 33% 

and the peak utilization was 55%. 

  

The results were mixed on enhancing partnerships and strengthening the banking 

network for trade finance in borrowing countries. TFP has created a banking network that 

would not have existed otherwise. In so doing, it has helped some banks in the region build 

international correspondent bank relationships. TFP helped some participating issuing 

banks improve their reputation in the trade finance market, and it has contributed to 

improving bank governance in some banks. The issuing banks perceive TFP as having a 

positive influence on expanding trade, and it has received several international awards. On 

the other hand, large tier 1 banks with bank network relationships dominate the program 

relative to smaller private banks which are likely to benefit more from expanded banking 

network. The large tier 1 banks accounted for 77% of transactions financed under the 

program by value. Many state owned banks used TFP support to finance imports of 

petroleum for state-owned companies. During the period of expansion of the program 

from 2008 through 2013, some 65% of TFP resources by value were used for oil, gas and 

energy related commodities transactions. Due to the high value of these trades, the oil and 

gas trades represent some 4% by number of transactions. 

 

  In regard to the objective of better coordination with other multilateral 

development banks (MDBs) and the importance of trade as a means to promote cross 

selling opportunities for the rest of PSOD, the results could improve. TFP has had some 

impact generating broader PSOD support by leveraging relationships with participating 

country issuing banks. Commercial banks often use trade finance to establish client 

relations and provide these services as part of a more holistic bank-to-bank relationship. 

Efforts to cross-sell TFP with other PSOD financial products through participating issuing 

banks would represent an opportunity to leverage the bank knowledge and relationships 

developed under TFP to provide a wider range of services to participating issuing banks. 

There has been coordination between the Office of Regional Economic Integration (OREI) 

and TFP for a series of market gap studies.  

 

TFP has established strong relations with other MDB trade finance programs. On 

the other hand, there has been limited cooperation among partner development finance 

institutions for TFP activities related to due diligence of country banks. Limited cooperation 

amongst the MDBs raises transaction costs to the borrower countries as each MDB 

conducts its own due diligence of the participating issuing banks, many of which 

participate in more than one MDB-sponsored trade finance program. Overall, TFP needs to 

enhance its effectiveness in achieving the development objectives set for the program.    

 

Additionality  

 

The program created additional capacity to support trade in the region, and it has 

mobilized some $10.1 billion in commercial cofinancing since its inception. The 

international confirming banks have ample lines with various counter parties, and they 

typically share risks with other banks to extend their limits. As ADB shares risk with 

international confirming banks for TFP guarantees, it is not clear if the relief the 

international confirming banks obtain from ADB risk participation will be used to promote 

trade elsewhere. Money is fungible and international banks are not required to redeploy 

the entire risk relief they obtain from ADB participation for mobilizing additional trade 
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finance, or for providing additional trade support in ADB’s borrower countries. Therefore, it 

is hard to measure the amount of additional trade finance that has occurred in the region 

as a result of ADB’s risk participation.  

 

               The result is much clearer and positive on knowledge products. Through its work 

with OREI on trade finance supply and demand, and backward linkages from trade finance, 

TFP has made an important contribution to the understanding of the gaps in trade finance 

and the implications for growth and employment. ADB successfully established a 

partnership with the International Chamber of Commerce (ICC) to create the Trade Finance 

Default Register, which has made an important contribution to the global understanding of 

the actual risks involved in trade finance. The ICC Trade Register has become an important 

source of time-series information to formally assess trade finance risks.  

 

TFP disseminates market knowledge to risk distribution agreement partner 

institutions. ADB efforts through the use of TA to improve awareness of trade finance as an 

asset class, and to improve regulatory treatment of this low-risk asset class, have had 

substantial impacts. ADB could also create additionality by supporting firms and banks that 

are otherwise not properly supported by the market. These aspects of additionality are 

covered as part of discussions on relevance and effectiveness in this report. In light of TFP’s 

contributions to the global understanding of the trade finance gaps and the actual risks 

involved in trade finance via the Trade Finance Default Register, this evaluation finds ADB’s 

TFP has created additionality. 

 

Program Efficiency 

 

Between 2010 and 2013, TFP on average has used about 39% of the resources 

allocated by ADB to the program (some 33% in 2010, 39% in 2011, 35% in 2012 and 32% 

in 2013). In the same time period, peak utilization of TFP occurred in 2011 at $603 million 

or 60% of the program’s $1 billion limit (some 55% in 2010, 60% in 2011, 45% in 2012, 

and 51% in 2013). This result implies some 40% of the program limit was not used in the 

last four years. TFP reports an average 70% utilization of its $1 billion limit between 2010 

and 2013 by looking at committed (even if unutilized) amounts, with a large difference 

between TFP committed amounts and the amounts actually utilized (There is no 

commitment fee for RPA on unused amounts). TFP should consider revisiting allocations of 

commitments to the RPA banks in line with their actual usage of the facility. While TFP had 

operations in 18 countries, its operations were concentrated in a few—4 to 5 countries in 

2013. This concentration is a source of inefficiency as resources are invested to undertake 

due diligence and maintain relationships in all participating countries, while the number of 

countries that actively use the facility is small.  

 

Except for Georgia in 2012, countries did not have an average utilization rate of 

over 50% from 2009 through 2013. This large TFP allocation, which is under-utilized, 

creates efficiency losses for ADB. At the same time, TFP has some difficulty using this large 

allocation due to stringent ADB bank limits for the various TFP instruments. The use of 

RDAs has provided partial relief from these limits set by ADB’s Office of Risk Management 

(ORM).   

 

TFP has returned a small profit in recent years. The program has been low risk and 

it has not received or paid any claims. TFP accounts for about 4% of PSOD’s net revenues, 

and 10% of its direct expenses, but 2% of its net income. Return on assets, at 0.54% in 

2012 compares with PSOD’s average return on assets of 3.8%. This estimate of TFP profit 

does not include the opportunity cost on imputed capital for TFP products of $137.5 

million, as provided by ADB’s office of risk management. With no commitment fees for TFP, 
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there is an opportunity cost for the difference between committed capital of close to $700 

million and the much smaller actually used amounts. A combination of high supervision 

costs, participation decay rate of about 30% of all screened issuing banks since the 

program began, and low-returns on oil guarantees contribute to the reduction in the 

program’s efficiency. There is need to strengthen TFP’s efficiency.   

 

Work Quality 

 

 TFP operates with a high degree of independence.  Issuing banks must pass 

through a strict due diligence process to participate in the program, and ORM provides an 

independent risk management assessment and sets limits by bank and instrument. The 

prescribed procedures for processing TFP transactions are detailed in TFP Operating 

Guidelines and feature rigorous manual controls and counter checks. TFP has managed to 

process thousands of transactions with a 24‒48-hour turnaround period, and both issuing 

and confirming banks give the program high marks for its responsiveness in processing 

transactions.  

             

While the quality of service provided by TFP is high, there are areas where TFP’s 

work quality could have been further improved if the program had been more automated, 

if it had better procedures for limit suspension, and if participating banks had been 

provided an opportunity to overcome covenant violations before being suspended. 

Program reporting needs improvement, as it has focused on tracking transactions rather 

than on the achievement of profitability targets or development results. 

 

Conclusions  

 

TFP has helped address the gap in the market for trade finance, is market oriented, 

and is able to respond quickly to requests. It has been a valuable tool in ADB’s counter-

cyclical response to the 2008‒2009 global financial crisis. TFP has been scaled-up through 

an expanding network of collaborating country and international banks. Knowledge 

products financed by TFP have made an important contribution to country and global 

understanding of the low risks associated with trade finance. ADB support for the ICC-ADB 

Register on International Trade Finance has contributed to wider global understanding of 

the relatively low risks involved in trade finance transactions. The survey undertaken jointly 

with OREI on trade finance requirements in 2012 has been important in identifying the 

substantial excess demand for trade finance in borrower countries.   

 

The systems that were put in place to operate a small program in 2003 have been 

strained as the program has expanded. As of first quarter 2014, the Trade Finance Unit has 

a total complement of 8 staff and 4 consultants. The program, while contributing to 

establishing a substantial trade finance network of domestic and international banks, needs 

to be more efficient and effective. TFP can achieve improvements in performance if it: (i) 

has a clearer, results-oriented plan; (ii) adequately staffs and operates the program using 

internal ADB resources rather than relying on external consultants; (iii) automates its 

transaction processing systems; and (iv) regularly tracks and reports on financial 

performance and its development results.  TFP needs to state its program objectives more 

clearly. As an ongoing program subject to reviews by the ADB Board at intervals of no more 

than three years, there is scope to improve the program’s impact. 
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Recommendations 

 

(i) Flexibility and Use: The gap between supply and demand for trade finance 

in Asia and Pacific region is large and there is a clear need to maintain TFP 

program. Given the actually unused program limit amounts of some 40% in 

the last four years, and declining revenues and profitability of TFP program 

over the same period, it pays to improve utilization. Providing contingent 

funding support for TFP could be considered so it can be expanded in 

response to a financial crisis, and scaled-back thereafter. 

 

(ii) Strategic Direction: There is a need to prepare a business plan that can be 

used as the basis for a new program document to be approved by ADB’s 

Board of Directors. The new business plan could provide details and 

targets, including details on value of transactions for possible incremental 

expansion of TFP into poorer countries, and strategies to increase share of 

banks in the program that have the most difficulty in accessing trade 

finance. Incrementally, the plan could target sectors for support that are 

conducive to SMEs and reduce its reliance on oil, specify graduation criteria 

(for issuing banks), outline cooperation-arrangements with MDBs, and 

define strategies for better linking ADB trade finance with other ADB 

financial products. Consideration ought to be given to adopting a more 

pro-active approach that seeks to also include smaller private issuing banks 

focusing on SMEs. 

 

(iii) Line of Business: It would pay to operate TFP as a line-of-business with 

sufficient staff to operate as a routine program. TA can be used to finance 

capacity development and not be used to finance routine program 

implementation. It would be useful to invest in technology to support 

automation of TFP and ensure that it allows the program to provide timely 

reports on development results and profitability.     

 

(iv) Profitability and Risk Measures: Profitability needs to be improved by 

reducing exposure to low-fee transactions, improving utilization, and 

strengthening the linkages between TFP and other PSOD lines of business. 

There is a need to rationalize due diligence costs by sharing information 

with other international finance institutions. ORM can be involved in 

validation of TFP pricing. 

 

(v) Knowledge products and communications: TFP should continue to build on 

its support for knowledge products, including the ICC Trade Finance 

Default Register and TFP-OREI trade finance survey. While efforts are made 

to publicize issuing banks when they join the program, more can be done 

to publicize the program’s the day-to-day results in terms of facilitating 

trade and building business-to-business links through appropriate media 

channels. 

 





 

CHAPTER 1 

Introduction 
 

A.    Trade Finance: The Lifeblood of International Trade 

 

1. Trade enhances a country’s access to goods, services, and technologies. Labor-

intensive manufacturing for export has created large numbers of jobs for unskilled labor, 

generating growth and enhancing structural transformation.
1

 Over the past two decades, 

inter-Asian trade has grown from 45% of total regional trade in 1990 to 55% in 2012, 

creating strong cross-border production chains and growing pan-Asian markets for 

consumer goods.
2

   

  

2.  Trade has been a powerful engine of growth and poverty reduction throughout the 

Asia and Pacific region. Exports from Asia and Pacific region increased from $757 billion in 

1990 to $1.85 trillion in 2000, and then to $6.75 trillion in 2012. Export earnings were 

equivalent to 27% of the region’s GDP in 2012. Despite the global financial crisis, exports 

from Asia and Pacific region grew by 6.1% per annum from 2008–2012. Higher export 

earnings allowed Asia and Pacific region to afford higher imports of food, raw materials and 

capital goods, essential to support industrialization and boost living standards. Imports by 

Asia and Pacific nations rose from $748 billion in 1990 to $1.66 trillion in 2000 and further 

to $6.66 trillion in 2012. Total imports into the Asia and Pacific region were equivalent to 

26.3% of regional GDP in 2012. Despite a recent slowdown in growth rates in the region, 

imports continued to increase by 4.2% per annum between 2008 and2012.
3

  

 

3. While trade flows reversed a decades-long trend of growth following the global 

financial crisis, recent World Bank estimates suggest that global trade will grow significantly 

by 4.6% in 2014 and 5.1% in 2015. While some economies may shift from export-based 

growth to growth fuelled by domestic consumption, infrastructure projects and consumer 

borrowing, the central role of trade remains undisputed. With the US economy showing 

signs of recovery, and the European Union continuing to focus on sustaining the Euro and 

supporting the recovery of distressed member states, the gravitational influence of Asia 

continues to increase. Asia is becoming both a source of significant export activity, and 

increasingly, a growing middle-income consumer market. 

 

4. Trade finance refers to finance provided by banks as a means and/or guarantee of 

payment, for international trade transactions. It has been described as the lifeblood of 

international trade because of the vital role it plays in assisting firms managing payment 

risks and providing working capital to support international trade transactions.
4

 Trade 

finance has four primary elements that contribute to the overall financial value chain: 

(i) facilitation of secure and timely payment across borders; 

(ii) provision of finance and liquidity to one or more parties in a transaction; 

(iii) effective mitigation of risks encountered in the conduct of international 

commerce; and 

                                                        
1
  ADB. 2013.  Trade and Employment in Asia.  Edited by Niny Khor and Devashish Mitra.  Manila.  

2
  ADB. 2013.  Asian Economic Integration Monitor.  Manila. 

3
  ESCAP. 2013.  Statistical Yearbook for Asia and the Pacific.  Bangkok. 

http://www.unescap.org/stat/data/syb2013/G.5-International-trade.asp 

4
  Bailey J. K. Xu. 2013. The Issuing Bank’s Duty under Letter of Credit Transactions. 

http://www.hllawyers.com/publications/en/publications-4.html 
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(iv) provision of information about the physical and financial status of the 

transaction 

 

5. Trade finance transactions can be complex and highly structured to meet specific 

needs of customers, and transactional characteristics of a particular sector or market. 

Despite this diversity, trade finance essentially provides a combination of the four elements 

listed below, to facilitate the successful conclusion of a trade transaction (Figure 1).   

 

Figure 1:  The Trade Finance Value Chain 

 

Payment Financing Risk Mitigation Information 

 Secure 

 Timely & prompt 

 Global 

 Low-cost 

 All leading currencies 

 Available to importer or 

exporter 
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transaction 

 No impact in Operating 

Line for exporters 

 Risk transfer 

 Country, banker, 

and commercial risk 

 Transport insurance 

 Export credit 

insurance 

 Financial flows 

 Shipment status 

 Quality shipment 

 Letter of Credit 

systems include web 

& desk top solutions 

Source: Practical Insights: Documentary Letters of Credit, www.opus-

advisory.com/zpubs/opus%20advisory%20documentary%20credits.pdf 

 

6. Trade finance encompasses a wide range of products specifically linked to 

international trade transactions. One of the most common and standardized forms of trade 

finance is the documentary letter of credit. Letters of credit reduce payment risks by 

providing a framework within which a bank either makes or guarantees payment to an 

exporter on behalf of an importer once delivery of goods is confirmed through the 

presentation of appropriate documents. Letters of credit tend to be treated as off-balance 

sheet commitments by banks and they are generally of short-duration. Because letters of 

credit are low risk, they are typically financed on more favorable terms than, for example, 

working capital loans. Banks can also provide fully funded trade finance loans to exporters 

or importers. In this instance, the loan is linked to either a letter of credit or to other forms 

of guarantee documentation related to the trade transaction.  

 

7. The use of documentary credit can reduce settlement risk in international trade. This 

instrument is particularly important when importers and exporters are distant from one 

another and do not have a well-established commercial relationship. Settlement risk arises 

where there is a possibility that the exporter will not receive payment for delivered goods, 

and the importer will pay for, but will not receive, ownership of the goods ordered. A letter 

of credit guarantees payment against transfer of ownership of the goods, protecting both 

the exporter and importer against settlement risk. 

 

8. A letter of credit has a lower risk profile than a direct payment to a supplier, as the 

importer doesn’t bear the risk that the goods don’t arrive, arrive but are of poor quality, 

arrive late, or arrive seriously damaged.
5

  In addition, when using trade instruments, the risk 

to the issuer bank is lower and customer debt capacity is higher.  

 

9. Trade finance is fundamentally important for the successful conduct of international 

commerce. Bank-intermediated trade products are primarily used to finance trade to or 

from emerging market economies, including in Asia. Asia plays a large and growing role in 

                                                        
5
  These risks could be suitably hedged by using an import letter of credit. The importer has the option to request 

his bank to issue an import letter of credit, payable at sight. To receive the amount of the letter of credit, the 

exporter must submit to the nominated confirming bank (i.e. the bank in the home country of the exporter) the 

full set of documents that the importer, advised by the issuing bank, has established. This typically includes a 

commercial invoice, an insurance certificate, an inspection certificate of quality and quantity of the goods issued 

by a reputable company and the transport documents (i.e. bill of lading). Banks can disagree on whether 

documents are compliant or not. The seller can cash the letter of credit if the seller performs the shipment before 

the date specified as the maximum for shipment. If he doesn’t, the letter of credit won’t be cashed, and the 

importer will not have lost his money. Moreover, any loss for damage caused by during the transport of the 

goods will be compensated by insurance.   
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the global trade finance market and for particular instruments, such as letters of credit, Asia 

and Pacific region dominates the global trade finance market. While trade is shifting to an 

open-account basis in other parts of the world, in Asia and Pacific trade continues to be 

financed using traditional transaction based trade finance instruments, such as letters of 

credit (Figure 2). The higher use of trade finance in Asia reflects a number of factors, 

including distance from trading partners, product types, and a preponderance of newly 

formed trading relationships in countries with weak contract enforcement capacity.  In some 

parts of Asia, letter of credit can be fairly inexpensive and effective instruments to meet 

working capital requirements. This explains the popularity of letters of credit in countries 

that have foreign exchange restrictions or strict regulations on ordinary bank lending.
6

  

 

Figure 2:  Volume of Letters of Credit Received, Exporting Regions 

 

                        Source: ICC. 2013. Rethinking Trade and Trade Finance. 

 

10. Historically, trade finance has had a lower risk profile than unsecured credit because 

of its short tenors, the availability of collateral from the underlying trade transactions 

between the two parties, and a generally well regulated financial framework. These 

characteristics mean that the risk for the issuer and confirming banks can generally be 

regarded as low, as the transaction is “self-liquidating.” As a result, default rates on trade 

finance transactions are extremely low.
7

 This means that when the trade documents are in 

proper order, they will be honored by the banks that issue the trade finance.    

 

11. The absence of trade finance greatly impedes the ability of developing countries to 

fully participate in international trade. Access to trade finance in poorer countries is 

generally constrained—local banks tend to ask their customers for high levels of collateral, 

often in the form of cash requirements from their customers, making the terms of lending 

expensive. Similarly, domestic banks can experience difficulties getting their letters of credit 

confirmed by international banks for a variety of reasons, such as the issuing banks or their 

customers being unrated, transactions being too small, or the perception of customer risk 

being too high. In Asia and Pacific region alone, a recent survey of 106 banks that provide 

trade finance revealed that of almost $2.1 trillion worth of proposals received in 2012, a 

total of $425 billion of requests (20%) were not approved.
8

  This result suggests the gap 

between supply and demand for trade finance in the region is large. 

 

12. Small and medium-sized enterprises (SMEs) tend to suffer the most from a lack of 

trade finance. Often, SMEs finance their products through traditional local currency loans 

(i.e., they may already have overdraft facilities). They lack information on trade finance or 

are unable to obtain trade finance services from their local banks. The inability of SMEs’ to 

access trade finance adversely affects economic performance as they play a key role in 

                                                        
6
  J.Clark. 2014.  Trade Finance: Developments and Issues.  Bank for International Settlements. Committee on the 

Global Financial System Papers.  New York. 

7
 ICC Banking Commission. 2013. Global Risks Trade Finance Report.  Paris. http://www.iccwbo.org/Products-and-

Services/Trade-facilitation/ICC-Trade-Register/  

8
  ADB. 2013. ADB Briefs No. 11. Manila.  Note that the reliability of the survey is limited because: (i) of the small 

survey size; (ii) exclusion of banks in major Asian nations, such as India and PRC; and (iii) because it did not 

distinguish trade finance that was denied because of access constraints versus borrower risk concerns. 
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employment and income generation in Asia and Pacific region, accounting for an estimated 

90% of businesses and about 60% of the workforce.
9

 SMEs were hit hard by the global 

economic crisis which caused demand for exports from Asia and Pacific region to soften and 

a tightening of access to credit. 

B.  ADB Trade Finance Program 
 

13. To help address Asia’s trade finance gap, in 2003 the Asian Development Bank 

(ADB) approved the $150 million Trade Finance Program (TFP). The program was initially 

called trade finance facilitation program but was later renamed as trade finance program, 

which is used all through the report. TFP was designed to support international trade in the 

Asian-Pacific region by enhancing the capacity of issuing banks to provide trade finance 

services to their private sector clients. The program consisted of: (i) a direct partial credit 

guarantee (PCG) facility to guarantee payment of trade credits issued by local banks in 

borrower countries to participating international and regional banks, (ii) a partial credit 

guarantee facility through a risk-sharing arrangement‒with an international financial 

institution for operations in the Central Asian Republics where their activities overlap, and 

(iii) a revolving credit facility to provide short term loans to local banks that were receiving 

support under the PCG or risk-sharing arrangement facilities, all without government 

guarantee. The revolving credit and risk-sharing arrangement sub-limits for the program 

were set at a maximum of $45 million and $30 million respectively. 

  

14. The global economic crisis in 2008 led to a severe downturn in economic activity in 

many countries, and triggered a sudden reversal in capital flows to ADB’s borrower 

countries. Due to increased risk perceptions about the regional banks as a result of the 

crisis, international banks sharply reduced the volume of trade credit lines. Trade finance is 

an important means of maintaining access to international finance in a time of crisis and 

helps cushion the shock of the global downturn in international trade and financial flows. 

Based on the World Bank study of the consequences of the crisis in 2008 and 2009, SMEs 

suffered the most from the lack of access to trade finance during the downturn. Reduced 

SME activity had an adverse knock-on effect on employment and poverty.
 10

  

 

15. In response to the global financial crisis, in 2009, ADB approved a major change in 

scope for TFP program that allowed for: (i) an extension of the term of operation of the 

program to December 2013, (ii) an increase in the overall exposure limit for the program 

from $150 million to $1 billion, and (iii) an increase in the maximum tenor of loans and 

guarantees under the program from 2 to 3 years. In the face of strong demand from 

borrower countries for ADB’s TFP, in 2012, ADB approved another major change of scope to 

TFP program to: (i) extend the program beyond its current expiration date of December 

2013, subject to reviews by the ADB Board at intervals of no more than 3 years, and (ii) 

expand the currency denominations in which ADB financing could be transacted under the 

program to include the People’s Republic of China (PRC) renminbi and the Indian rupee.   

 

16. ADB’s TFP is part of a broader multilateral response to the inability of private 

commercial banks to provide trade finance to the markets of the poorest developing 

countries. Subsequently, all the major multilateral development banks have established 

trade finance programs, offering credit guarantees, and other trade finance related services. 

The trade finance programs of the multilateral development banks have expanded in recent 

years, in response to financial market shocks and tightening credit conditions that have 

reduced the risk appetite of private financiers.     

                                                        
9
  ADB. 2013.  Asian Economic Integration Monitor.  Manila. 

10
  World Bank. 2009. Trade and Trade Finance Developments in 14 Developing Countries Post September 2008–A 

World Bank Survey. Washington DC. p. 12–13. 
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17. TFP has the following main products: 

(i) Risk Participation Agreements (RPAs). For some of the international banks 

with large and consistent trade finance volumes, ADB provides a maximum 

50% risk protection against nonpayment of financial obligations issued by 

banks in support of a trade transaction. The RPA is a committed facility to 

the international banks and it provides risk protection on a portfolio basis, 

rather than on a transaction-by-transaction basis. The RPA provides 

international banks with a vehicle to manage portfolios of trade assets, 

while providing issuing banks with the capacity to support more companies 

in challenging markets. Partner international banks sign RPA with ADB, 

which covers the annual risk that these banks can risk-participate in for each 

participating issuing bank and country. The partner bank notifies ADB on 

the transactions in which they have risk participation by sending monthly 

reports. 

(ii) Credit Guarantees (CGs). ADB provides guarantees of up to 100% risk 

protection against nonpayment by approved participating banks, in support 

of trade transactions, responding within 24 hours of receiving a request. 

The credit guarantee facility is unfunded and no front-end or commitment 

fee is charged. Under the credit guarantee, ADB may issue a guarantee for 

up to 100% in favor of the confirming bank, assuming political and 

commercial risks. Credit guarantees can be provided to confirming and 

issuing banks that are eligible to participate in TFP and seek to guarantee a 

cross-border, trade related instrument (such as a letter of credit), which 

creates the risk between the two banks. Figure 3 below depicts the steps 

involved in a typical credit guarantee transaction.  

(iii) Revolving Credit Facility (RCF). ADB provides fully funded US dollar loans of 

up to 3 years to eligible issuing banks for onlending to importers and 

exporters to finance trade-related transactions. These loans are generally 

short-term and are linked to documentary trade credit. The RCF is a direct 

lending arrangement between ADB and an issuing bank and it is similar to a 

revolving loan agreement. As RCF is fully funded, it is higher risk than CGs or 

RPAs.  Issuing banks typically use the RCF in conjunction with the credit 

guarantee facility to provide a broader range of trade finance services such 

as trade loans. 

(iv) Knowledge Products. In addition to the three financial products above, TFP 

makes contributions through its knowledge products which include (i) ADB 

support for the International Chamber of Commerce (ICC)-ADB Register on 

International Trade Finance which has contributed to wider global 

understanding of the relatively low risks involved in trade finance 

transactions. (ii) TFP-Office of Regional Economic Integration (OREI) Gap 

Study to identify and quantify market gaps for trade finance and the 

impacts on economic growth and jobs (iii) information sharing with 

international market participants and (iv) trade finance training, seminars 

and due-diligence credit risk assessment feedbacks to country banks. 
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Figure 3: Credit Guarantee Transaction Business Flow 

 

 

 

18. TFP can also enter into RDAs with top tier reinsurers and other financial institutions. 

Under an RDA, ADB can share up to 70% of the risk in trade related transactions that it 

holds. For up to 70% of the risk ADB passes on to RDA counterparts, it keeps a margin of 

the fees to cover administrative expenses. RDAs are generally used to share risks attached to 

ADB’s credit guarantees and they are entered into on an annual basis with limits set for 

particular countries and issuing banks. ADB notifies the RDA counterparty on a monthly 

basis on the trades in which it wishes the RDA counterparty to participate in the risk. The 

RDA enables TFP to increase the volume of business it undertakes with banks without 

increasing its issuing bank limits. RDAs also reduce TFP’s use of nonsovereign operations 

(NSO) country limits and provide a vehicle for additional cofinancing.   

 

19. TFP operates differently from other ADB programs. The operating and credit 

approval procedures are unique because trade finance transactions have to take place very 

quickly. TFP transactions must be approved and the guarantee issued within 24‒48 hours to 

meet market demands. Accordingly, the Office of Risk Management (ORM), rather than the 

Investment Committee, endorses limits for participating issuing banks. Guarantee limits can 

be used interchangeably between the CG and RPA products, but may not be used for 

funded RCF lines. Pricing is set on the basis of market prices and individual TFP transactions 

are conducted by TFP team within the ORM endorsed amounts and tenors. The combination 

of standard legal documentation, standard transaction processing procedures, and use of 

the automated Society for Worldwide Interbank Financial Telecommunication (SWIFT) 

system means that the transactions can be executed quickly.
11

  

C.   Objectives and Scope of the Evaluation 
 

20. This corporate evaluation study (CES) covers ADB’s trade finance activities, including 

the related TFP technical assistance programs, from the initial approval of the program in 

2003 to the end of 2013. The evaluation assesses the performance of TFP relative to the 

objectives set for the program. It covers various dimensions of the program’s performance, 

including its relevance and effectiveness, ADB’s additionality, efficiency in resource use, and 

work quality in achieving program goals and objectives. Recommendations to inform future 

operations are derived from this assessment.
12

   

 

21. The CES draws on a combination of a desk review of ADB files, focused interviews 

with key stakeholders in different departments of ADB, surveys of issuing and confirming 

                                                        
11

 ADB. 2013. Trade Finance Program Operating Guidelines. Manila.  

12
 An approach paper for the evaluation was finalized and circulated by the Director General of IED to the Director 

General of PSOD on 10 January 2014.  Vinod Thomas, IED. 2014.  
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banks, and three country case studies. Visits were made to Bangladesh, Sri Lanka, and Viet 

Nam—three countries that have participated actively in the program. The three country 

visits were undertaken to understand the broader effects of TFP in countries supported 

under the program by ADB, to better assess trade finance risks, and to understand the 

factors that have influenced access to trade finance for underserved markets.  

 

22. In addition, formal surveys covering stakeholder perceptions of the program’s 

relevance, effectiveness, and performance were distributed to all issuing and confirming 

banks that have participated in the program and for whom up-to-date contact information 

was available. Surveys were distributed to 131 issuing banks and 97 confirming banks. 

Within this total, 33 issuing banks and 19 confirming banks completed and returned the 

survey, and the results have been analyzed and are included in this report.
13

  

 

23. The report is divided into eight chapters. Chapter 2 discusses program objectives 

and provides an overview of the program’s implementation. The relevance of the program is 

discussed in Chapter 3. Chapter 4 focuses on the effectiveness of TFP with respect to the 

objectives set for the program. Chapter 5 provides an assessment of additionality generated 

by the project. Chapter 6 examines issues related to the program’s efficiency. Chapter 7 

examines the program’s work quality, and compares it with good practice standards for 

such programs. Chapter 8 provides a set of key findings, conclusions and recommendations.    

 

 

                                                        
13

 A small number of banks responded to the IED survey, but this sample included a substantial share of the issuing 

and confirming banks active in TFP as of end-2013. Of the 33 issuing banks that completed the survey, 30 were 

active in the program and represented 44% of the banks that had approved limits as of end-2013. The 19 

confirming banks that completed the survey represented about 62% of trade transactions supported by ADB as 

of end 2013.      



 

CHAPTER 2  

Program Objectives, Scope, and 

Implementation 
 

A.    Program Objectives and Scope 

 

24. TFP Objectives.  The main objectives of TFP were to fill persistent market gaps in 

trade finance by ”crowding in” the private sector. The original TFP was approved in 2003. 

Over the past decade, the program scope has been revised a few times as the program 

was implemented. These changes notwithstanding, the objectives of the program have 

remained broadly the same, in its approval documents including the 2003 Report and 

Recommendation of the President (RRP) and the subsequent changes in scope documents 

in 2006, 2009 and 2012. TFP program objectives in its approval documents have been to: 

(i) support trade and enable partnerships between international banks and country banks, 

(ii) enhance intraregional trade and borrowing country to borrowing country trade and 

strengthen country banking systems, and (iii) support SMEs. The minor change in scope in 

2006 did not affect the objectives, and approved the RPA to help boost trade volumes. In 

the 2009 and 2012 changes in scope approval documents, additional objectives were 

introduced to: (i) provide countercyclical support in times of crisis, (ii) lengthen tenors, and 

(iii) expand the currency denominations in which ADB financing may be transacted under 

the program to include the People’s Republic of China (PRC) renminbi and the Indian 

rupee. The 2009 change in scope also highlighted the need for low-income countries to 

develop links to international markets for trade.  The approval documents also highlighted 

coordination with other multilateral development banks (MDBs) and the importance of 

trade as a means to promote cross selling opportunities for rest of Private Sector 

Operations Department (PSOD).  

 

25. The RRP for the original approval of the program in 2003 did not have a design 

and monitoring framework (DMF).  TFP’s first DMF was released as part of the 2009 major 

change in scope approval document.  The 2012 major change in scope document also had 

a DMF that was similar to the 2009 DMF in terms of indicators to be tracked. TFP has 

exceeded a number of the targets set for the program in its 2009 and 2012 DMFs. In terms 

of meeting the targets of the DMFs set for the program, TFP was effective.   

 

26. There are important gaps in the DMF as it does not adequately capture the 

program’s stated objectives. As noted in ADB’s Annual Portfolio Performance Report 

(APPR) for 2010, this issue was not uncommon. The APPR reported that just 50%‒70% of 

DMFs issued in 2009 and 2010 were satisfactory in terms of using appropriate measures 

that reflected the impacts, outcomes and outputs of projects and programs. A key 

objective of TFP was to provide trade finance to SMEs but no value target was set in the 

DMF to measure progress against this objective. The 2009 change in scope says that 

developing links to international markets for exports, imports, and capital plays an 

important role in economic expansion, particularly for low-income countries. Despite the 

importance of this activity, the DMF did not include metrics to track TFP support to poorer 

countries. Also, there were no indicators to track the extent to which TFP has filled trade 

finance gaps for SMEs in poorer borrowing countries. There were no indicators to capture 

the increase in tenor of trade transactions or the progress made in delivering local 

currency-denominated TFP transactions in India and PRC. Most of the targets in the DMF 

were concerned with transaction volumes and the number of issuing and confirming 
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banks. These indicators provide a relatively limited view of the objectives that the Board 

approved, and were referred to in the changes in scope documents.  

 

27. As a standard evaluation practice, this evaluation considers the objectives set for 

the program in its approval documents for evaluating effectiveness. The DMF itself is 

assessed as part of the consideration of relevance of program design to program 

objectives. The DMF and the performance of TFP against the DMF set for the program have 

been used as one crucial input to the effectiveness, alongside the performance of TFP on 

the other objectives not part of the DMF.  Significantly, the evaluation focuses on the 

value, in addition to the number of TFP transactions, to gain insights on how ADB’s funds 

were utilized, and the likely economic impacts and outcomes. 

   

28. Global financial crisis. In March 2009, following the global finance crisis, a major 

change of scope to TFP was approved to extend the terms of operation to December 2013, 

increase the overall exposure limit from $150 million to $1 billion, and increase the 

maximum tenor of loans and guarantees under the program from two to three years. An 

additional objective was added to the program, to provide countercyclical support to 

countries during times of crisis. Expansion of TFP activities in March 2009 was designed to 

help safeguard countries from some of the worst effects of the crisis by providing a 

“precise instrument to channel support to the private finance sector and the trade sector.” 

The importance of TFP as an instrument to foster regional cooperation and economic 

integration was acknowledged and it was stated that TFP would support regional 

cooperation by enhancing a borrower country’s ability to expand investment and trade.  

 

29. In 2009, a DMF was prepared for the first time for TFP. The DMF included specific 

quantitative baselines and targets for program results covering: (i) the number of total 

trade transactions; (ii) the number of bilateral trade transactions between borrower 

countries; (iii) the number of supported SMEs; (iv) the requirement that profitability and 

average fees of 2% would be secured; and (v) increase in the number of participating 

international banks. 

 

30. In June 2012, a second major change of scope was approved to remove the sunset 

clause of TFP and expand the denominations in which ADB could conduct transactions to 

include the renminbi (RMB) and the Indian rupee. Program objectives were expanded to 

increase capacity to use regional currencies to settle trade, with specific regard to trade 

between India and Nepal and India and Bhutan. The list of countries eligible for the 

program was updated in 2012. Additional performance indicators included an increase in 

the number of participating regional issuing banks from 96 in 2012 to at least 100 in 

2015. 

 

31. A unique aspect of the 2009 major change in scope to the 2003 RRP was that it 

included a statement where the revised scope, and its accompanying provisions, 

superseded the original RRP. Since 2009, TFP has used this 2009 major change in scope as 

the guiding document for the program. As a result, many of the specific restrictions laid 

out in the original 2003 RRP, such as limits on the participation of state owned banks in 

the program, restrictions on trades where ADB retained 100% of the risk, and the fact that 

end users of the goods covered by the trade credit must be private sector institutions or 

enterprises, no longer apply. The key objectives laid out in the 2003 RRP, the 2009 major 

change in scope and the 2012 major change in scope were very similar and were designed 

to enhance trade, support SMEs, enhance trade networks among country banks and 

international banks, support trade among developing member countries and intraregional 

trade, strengthen country banking systems and rapidly and effectively respond in the event 

of natural, political, and economic crises. This unique nature of approval in 2009 for a 

major expansion and change in the program in the form of a change in scope rather than 
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a new RRP was probably driven by the need to respond quickly to the global financial 

crisis.      

 

32. Capacity building regional technical assistance support. From 2003 to March 2009, 

TFP was implemented by a small ADB team. In 2009, when total program exposure was 

raised from $150 million to $1 billion, a capacity building component was added, totaling 

$6 million. The program’s regional capacity building technical assistance (TA) was expected 

to improve the ability of borrower countries and participating banks to attract trade 

finance lines from a broader range of counterparties, including international banks and 

the international financial institutions (IFIs). The TA was designed to enable PSOD to 

undertake financial analysis and due diligence in the field on banks to: (i) determine the 

financial and technical capacity of banks to obtain trade finance credit lines and (ii) 

identify gaps in the capacity of banks to obtain such credit lines and obstacles to 

expanding their trade finance support for companies, including SMEs. The TA was also 

used to identify ways of addressing these capacity gaps.  

 

33. The initial objectives of the TA were to foster intra-regional trade, focusing on low-

income countries, support SMEs, and help to mitigate the impact of the global financial 

crisis on low-income countries. The main outcome of TA support was to enhance capacity 

in participating countries and banks, resulting in increased trade finance activity.   

 

34. Design and monitoring targets were established under the program’s regional TA, 

with specific, quantitative targets set for TA outcomes that include: (i) an increase in the 

share of the bank’s receiving trade financing within each borrower country; (ii) an increase 

in the number of issuing banks added to TFP; and (iii) an increase in the volume of trade 

finance amongst participating international and regional banks. Output targets were set 

for conducting due diligence on new banks, bank monitoring assessments, trade finance 

seminars, and the number of trade transactions. 

 

35. TFP’s capacity building TA was extended in May 2011, November 2011 and May 

2012, to reach a total of $10 million. A second phase of the capacity building TA was 

approved in January 2013 with a total of $3 million. The objectives of the second capacity 

building TA remained broadly the same, although it focused primarily on ensuring that 

program risks could be managed adequately, with TA resources mainly being used to 

provide in-depth credit analysis on over 100 participating regional banks.    

 

36. In January 2013, when the second phase of TFP capacity building TA was 

approved, changes in TA outcomes were limited to an increase in trade finance activity.   

B. TFP Program Implementation  

 

37. The ADB TFP program has supported 8,389 trade transactions with a total ADB 

exposure of about $6.6 billion between 2004 and 2013. The bulk of ADB’s trade support 

was provided in the form of credit guarantees (Table 1).       

 

 

Table 1: Summary of Trade Finance Transactions by Product Type, 2004‒2013 

Product 
2004–

2008 
2009 2010 2011 2012 2013 Total 

Credit Guarantee Facility 

       Total participation amounts
a
 ($ million) 39.4 53.4 536.4 679.4 1,264.1 1,200.0 3,772.5 

Number of transactions 167 40 271 953 1,527 1,475 4,433 

Average tenor (days) 177 159 136 136 112 111 
 

Revolving Credit Facility 

       Total ADB amounts ($ million) 59.9 13.6 17.0 35.5 21.0 5.0 151.9 
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Product 
2004–

2008 
2009 2010 2011 2012 2013 Total 

Number of transactions 1,004 92 51 231 67 2 1,447 

Average tenor (days) 193 120 116 130 92 90 
 

Risk Participation Agreement 

       Total participation amounts
a
 ($ million) 155.3 553.4 615.6 481.1 291.0 555.6 2,652.0 

Number of transactions 124 368 404 545 486 582 2,509 

Average tenor (days) 123 91 110 74 49 57   

a
  Total participation amounts refers to the ADB exposure net of Risk Distribution Agreements. 

Source: Raw data from transactions database provided by ADB’s Trade Finance Unit. 

 

38. TFP started slowly, making relatively few commitments from 2004 to 2008. During 

this period, the total exposure under credit guarantees was $39 million, while exposure 

under the revolving credit facility was $60 million. ADB-committed amounts provided 

under TFP for both facilities averaged $20 million per annum. This slow start was due to 

the longer-than-anticipated amount of time required to undertake due diligence of the 

issuing banks in participating countries, to secure country agreements, to sign agreements 

with the issuing banks, and to establish a visible presence in the international trade 

finance market.   

 

39. Prior to the financial crisis, Sri Lanka was the largest TFP recipient, followed by 

Azerbaijan, Viet Nam and Tajikistan. TFP funding amounts were small during these years, 

and this reflected the start-up effects of international banks exploring how well TFP would 

function with the issuing banks that had been approved for the program rather than the 

actual latent demand for services. From mid-2008, TFP entered into a period of expansion 

in terms of ADB exposure amounts. From 2008 to 2013, TFP activity has been dominated 

by Bangladesh, Pakistan, Sri Lanka, and Viet Nam—countries with substantial merchandise 

trade. 

 

1. Risk Participation Agreements 

40. An initial boost was provided to the program in 2008–2010 through business 

originated under RPAs with major international banks. Under the RPAs, ADB risk-

participated in $155 million worth of trade transactions in 2008, and this amount then 

increased to an annual average of $499 million in 2009–2013 (Table 1). The RPAs were 

particularly useful to banks that had a steady flow of trade credits and knew they could 

reliably access ADB support. 

 

2. Credit Guarantee Facility 

 

41. Commitments initiated under the CG facility steadily increased—rising from $13 

million in 2008 to $536 million in 2010 and to $1.2 billion in 2013. The number of 

transactions conducted under the CG facility also rose steadily from 12 in 2008 to 271 in 

2010 and 1,475 in 2013 (Table 1). The sharp rise in the number of commitments and 

transactions under the CG facility can be attributed to an increase in the number of 

countries and issuing banks enrolled in the program, and to an enhanced TA effort in 

support of country and bank outreach and due diligence. As the network of issuing banks 

expanded, and ADB’s reputation as a reliable provider of trade finance spread, more and 

more international banks turned to ADB to share risk on trade confirmations.  

 

3. Revolving Credit Facility 

 

42. Relatively modest resources were devoted to the fully funded RCF, with total 

commitments peaking at $35.5 million in 2011, and averaging just $15.2 million per 

annum from 2004 to 2013. Relatively few issuing banks were approved for an RCF and 

approvals for longer-term (i.e., 2 to 3 years) funded lines of trade credit proved to be 

much less than which was initially anticipated. In fact, the average tenor under the 
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revolving credit lines never exceeded 9 months, and was generally less than 5 months 

throughout 2004–2013. Guarantees were also provided for bundles of short-term trade 

loans under the RPAs. One of the main reasons why there was relatively little use of the 

RCF was the strict limits on exposure under this facility applied by the Office of Risk 

Management (ORM). In practice, the ORM has been selective in approving RCF limits 

because of the higher risks attached to the funded nature of the product, concerns that 

the creditworthiness of the issuing banks could change quickly over time, and the fact that 

2- to 3-year credit lines could not be halted if a major change occurred in financial market 

conditions.    

 

4. Risk Distribution Agreements 

43. By mid-2010, ADB started to attract increased demand for credit guarantees with 

a number of issuing banks in Viet Nam, Bangladesh, Pakistan and Uzbekistan that 

exceeded its country and bank risk exposure limits. From mid-2010 to end-2013, ADB 

started to reinsure its risk exposure using RDAs. TFP has shared credit guarantee risks with 

a total value of $1.7 billion with RDA partners.   

 

5. Knowledge Product 

 

44. TFP has made important contributions through its knowledge products to 

promote country and global understanding of the low risks associated with trade finance. 

ADB support for the ICC-ADB Register on International Trade Finance has contributed to 

wider global understanding of the relatively low risks involved in trade finance 

transactions. TFP-OREI joint survey on trade finance requirements in 2012 has also been 

very important in identifying the substantial excess demand for trade finance in the 

borrower countries. This study provides empirical evidence of the trade finance gap in the 

Asia and Pacific markets. These empirical results also demonstrate that insufficient trade 

finance results in less growth and less job creation. Chapter 5 provides more details on the 

ICC-ADB trade register and the gap study. TFP has made positive contributions to the 

financial sector in countries with little experience in trade finance, such as Myanmar, 

through ADB’s trade finance seminars and due-diligence credit risk assessment process, 

which has made an important contribution to building awareness and understanding of 

the fundamentals of international trade finance. 



 

CHAPTER 3 

Program Relevance 
  

A. Alignment with ADB’s Corporate Mission and Strategy 

 

45. TFP has been closely aligned with ADB’s corporate strategies for private sector 

development, regional cooperation and partnerships. TFP was designed to be part of a 

broader ADB strategy for private sector operations, which included the provision of 

assistance to financial institutions to help reduce poverty. TFP support for banking and 

financial sector development was aimed at reducing poverty by reducing financial 

sector risks and by improving access to financial services for the poor. In its initial 

design, emphasis was placed on enhancing the availability of trade finance for the 

private sector in the lower income borrower countries, and on targeting banks that 

tend to deal more with SMEs. The objective was to assist those firms whose direct 

employment and income generation impacts on the poor would be most immediate. 

TFP was part of a broader private sector operations strategy to use financial 

intermediation to enable private sector development and inclusive growth. TFP was 

designed to complement public sector operations aimed at improving the enabling 

environment for country financial sector development and to establish relationships 

with a large number of commercial banks that would lead to other initiatives that 

could support deepening of the financial sector.    

 

46.  TFP has become an important instrument for achieving a wide range of ADB’s 

regional cooperation, private sector development and partnership objectives. TFP 

directly supports two of the five drivers of change cited in Strategy 2020
14

 (i) private 

sector development, and private sector operations and (ii) partnerships. TFP has 

established partnerships with about 120 issuing banks, 120 correspondent banks, as 

well as insurance companies, export credit agencies, and development organizations. 

The program supports ADB’s plan to scale up private sector development and private 

sector operations in all operational areas, reaching 50% of annual operations by 2020.  

 

47. The program focuses on two of the five core ADB specializations supporting 

Strategy 2020: (i) regional cooperation and integration and (ii) finance sector 

development. TFP supports regional development by helping to build trade networks 

amongst companies within the Asia and Pacific region and by building correspondent 

banking networks in the region. It supports the banking sector by providing regional 

banks with the resources to finance trade, helping them establish correspondent 

banking relations, and maintaining a network of TFP-approved issuing and 

correspondent banks. This activity enables issuing banks to support transactions in 

countries where they may not have corresponding banking relations. Furthermore, it 

supports two pillars of ADB’s regional cooperation and integration strategy: (i) trade 

and investment cooperation and integration, and (ii) monetary and financial 

cooperation and integration.
15

 TFP support for trade finance directly contributes to an 

expansion in merchandise trade, which is essential to enable investment and expand 

market opportunities.    

                                                        
14

 ADB. 2008. Strategy 2020: The Long-Term Strategic Framework of the Asian Development Bank, 2008–

2020. Manila. 

15
 ADB. 2006. Regional Cooperation and Integration Strategy. Manila.  
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48. The substantial growth in TFP between 2008 and 2013 indicates that the 

program was relevant. This increase in volume reflected the effects of the global 

financial crisis, the additional capacity of the program in providing a higher exposure 

ceiling, and the TA resources provided to promote the facility and conduct due 

diligence. While these factors were important, the fact that the program went from 

$18 million of business in 2006 to $4 billion in 2013 indicates the increase was also 

driven by the large persistent gaps in trade finance in Asia and Pacific region.    

B. TFP’s Relevance to Market Failures, Crisis Support, and 

Structural Development 

 

49. The Asia and Pacific region currently enjoys a critical mass of economic and 

trade activity, with large commodity and resource flows into the PRC, a significant 

concentration of financial sector activity in Singapore, and established industries in 

Japan and Korea extending their reach into Thailand, Viet Nam, Indonesia, and other 

markets. Intra-Asia trade has grown to represent over 65% of trade flows in the region, 

with supply chains increasingly exhibiting a centre of gravity in the Asia and Pacific 

Economic Community (APEC). There are a number of key drivers of trade flows in and 

out of APEC and on an intra-regional basis. For example, textile exports from 

Bangladesh is a market that exhibits the highest use of traditional letter of credit 

instruments in the world according to ICC statistics for 2012, and resource and 

commodity imports into PRC are sourced from markets throughout the world. The 

influence of the PRC and India cannot be overstated when examining trade in the 

region, nor can the rise of the RMB, now the second most commonly used currency in 

documentary credit transactions after the US dollar. The central role of SMEs is a core 

feature of Asia and Pacific economic activity, and the need to ensure adequate levels of 

liquidity to support SME trade is central to the mandate of local banks in the region, 

even as some international banks continue to hesitate servicing this important, but 

unfamiliar business segment. 

 

50. The availability of adequate levels of affordably-priced trade finance to enable 

trade activity creates demonstrable value for economies and businesses throughout the 

Asia and Pacific region. The availability of trade finance through purely private sector 

sources is far from assured, with industry estimates  suggesting the existence of a 

global trade finance gap where there is a shortfall of $1.6 trillion to $2.0 trillion 

annually. SMEs and the poorest developing economies experience greater difficulty 

accessing trade finance than large firms, particularly in times of crisis, when this access 

is arguably most needed.
16

   

 

51. Many factors influence the availability of trade finance. The UN has prepared a 

handbook on the development of trade finance in “transition markets” that identifies 

key macroeconomic and financial sector factors affecting the availability of trade 

finance (Figure 4).     

 

 

 

 

 

 

 

 

                                                        
16

 ADB. 2013. ADB Briefs No. 11. Manila. 
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Figure 4:  Factors Influencing the Availability of Trade Finance 

Macroeconomic environment
1. Trade situation

2. Net resources

3. External debt & liquidity

4. Exchange rate policy & availability

5. Monetary & financial system

6. Credit market

7. Legal environment

AVAILABILITY AND DEVELOPMENT OF TRADE FINANCE

Trade finance institutional 

structure and capacity
8. Financial institutions

9. Capital & credit restrictions

10. Cost of borrowing

Indicates direction of effect

 

           Source: ITC/UNESCAP. 2005. Trade Finance Infrastructure Development Handbook. Geneva. 

 

52. When developing trade finance capacity, it is useful to distinguish between 

structural and tactical support. Structural support is strategic, long-term and integrated 

into the wider macroeconomic and financial sector context. Structural support can 

involve, for example, capacity building or policy reform assistance designed to remove 

structural constraints. In comparison, crisis-based support is tactical, normally short-

term, and might involve an injection of liquidity or the provision of risk-mitigating 

guarantees. Crisis-based support may be needed in response to changes in the global 

financial setting, or to address a very specific development, such as the exit of a major 

provider of trade finance from a particular market.     

  

53. Tactical support. The cost and availability of trade finance is highly vulnerable 

to crises. During a crisis, difficulties arise securing and enforcing credible commitments 

across borders, which deepens the risk of non-availability of trade finance. ADB’s anti-

crisis response of significantly boosting access to trade finance in 2009—i.e., by raising 

TFP program limits from $150 million to $1 billion—was timely and pertinent. 

 

54. Trade is the main route through which the Asian financial crisis and the global 

economic crisis affected the Asia and Pacific region. During the Asian financial crisis in 

1997–1998, trade finance had declined by about 50% in the Republic of Korea and 

about 80% in Indonesia. The sudden decline in the availability of trade finance 

disrupted imports, triggered supply constraints, led to a loss of jobs in export 

industries, disrupted supply chains and resulted in a severe contraction in commodity 

exports. During the global economic crisis in 2008 and 2009, the cost of trade finance 

increased by 2–3 times to 300–400 basis points over interbank refinance rates while the 

cost of trade instruments such as letters of credit doubled or tripled in many emerging 

markets.
17

 Reduced availability of trade finance contributed to a sharp contraction in 

global trade in 2008–2009.  

 

55. During both crisis periods, trade lines were reduced suddenly because: (i) 

international commercial banks couldn’t appropriately distinguish between credit and 

other risks, (ii) there was limited credit insurance available, and (iii) adverse reactions to 

emerging market risks. Production and trade activities were adversely affected when 

firms were unable to borrow. In the aftermath of both the Asian and global financial 

crises, there was a compelling need to help local banks reestablish and strengthen 

correspondent relationships with international confirming banks to secure larger, more 

stable unsecured trade finance facilities as a means to encourage trade and stimulate 

economic growth.    

 

 

                                                        
17

 IMF. 2003. Trade Finance in Financial Crises: Assessment of Key Issues. Washington DC. p. 3–4. 
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56. The G20 leaders were concerned about access to trade finance, because “there 

were credible concerns that the effects on trade finance would yield supply-side driven 

shortages, due to a private sector ‘pull-back,’ which could worsen already falling trade 

volumes,” and they ensured the availability of $250 billion in trade finance for 2 years 

from April 2009.
 18

 By significantly enhancing the exposure limit to trade finance in 

2009, ADB contributed to this international effort in a timely manner. By supporting 

SMEs, regional trade, and assisting banks in group A
19

 and B
20

 countries, the 

deployment of TFP resources was pertinent to the needs of firms, countries, and banks 

most adversely affected by the sudden change in global financial conditions.  

 

57. TFP has served as a financial safety net for crises that are confined to single 

member countries. In 2010, after devastating floods in Pakistan, a post-crisis needs 

assessment helped the government develop a strategy for Khyber Pakhtunkhwa and 

the federally administered tribal areas. To ease credit constraints on a potential post-

flood surge in imports of critical items, ADB increased Pakistani bank limits under TFP 

by $500 million. TFP is pertinent to address vulnerabilities associated with availability of 

trade finance during periods of crisis.   

 

58. Structural support. TFP has been pertinent to the needs of borrower countries 

to address structural impediments to trade finance. There are several structural 

impediments to trade in Asian countries. First, trade finance is critical for many Asian 

countries, as they have a high propensity to trade. These countries need strong trade 

links with other Asian countries for sourcing intermediate goods, and with developed 

market economies for selling their final output. A healthy financial system and access 

to finance is critical for export-led growth. Second, access to trade finance is a critical 

element of international supply chains. Well-functioning supply chains rely on a high 

level of trust, and confidence that suppliers have the financial resources to produce and 

supply their value-adding products to the right place at the right time. Disruption to 

this process due to the inability of financial institutions to provide trade finance can 

create gaps in complex processing and assembly operations. Third, macro-economic 

instability, weaknesses in financial sectors and political volatility raises the perception of 

country risk. Domestic banks in relatively high risk countries may not be rated, and 

accounting, auditing and corporate governance standards may be open to question. In 

these countries, some domestic banks may not honor their trade finance commitments 

in a timely manner, due to poor organization, or oversight of their trade finance 

services. There may also be concerns about the reliability of issuing banks in meeting 

their trade finance commitments due to their inability to mobilize sufficient foreign 

exchange. In such settings, international banks have been reluctant to provide 

sufficient credit lines to meet trade finance demands.  

 

59. TFP has helped a number of issuing banks in countries with a high level of 

country or banking sector risk improve their banking practices and gain reputation as 

trusted trade finance partners. TFP’s lists of issuing banks provide a seal of approval 

that helps international banks assess and manage risks in countries whose reputations 

may be impaired but where trade is vital to growth and poverty reduction. In some of 

these countries, like Bangladesh, TFP has helped under-served segments of the financial 

markets by encouraging banks to extend trade finance to SMEs. By fostering new 

                                                        
18

 G-20. 2010. Trade Finance Experts Group—Annual Report Canada-Korea Chair’s Recommendations for 

Finance Ministers. London. P.1. 

19
 ADB group A countries: Afghanistan, Bhutan, Cambodia, Kiribati, Kyrgyz Republic, Lao People’s Democratic 

Republic, Maldives, Marshall Islands, Myanmar, Nauru, Nepal, Samoa, Solomon Islands, Tajikistan, Tonga, 

Tuvalu, Vanuatu. 

20
 ADB group B countries: Armenia, Bangladesh, Georgia, India,4 Federated States of Micronesia, Mongolia, 

Pakistan, Palau, Papua New Guinea, Sri Lanka, Timor-Leste, Uzbekistan, Viet Nam. 
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networks of issuing and correspondent banks within the Asia and Pacific region, and by 

sharing trade-finance risk with nonbank financial institutions, TFP is helping to reduce 

an over-reliance on a small number of international correspondent banks for trade 

finance. By raising awareness about the gaps in trade finance and the extremely low 

risks involved, TFP has helped ease regulatory impediments to trade finance.      

 

60. Country priorities. In some countries, TFP has been more relevant at times of 

crisis than under normal conditions. In Viet Nam, issuing banks reported that TFP was 

especially relevant in 2010 and 2011 when the banking sector was being restructured 

and was suffering from high levels of nonperforming assets. As banking sector 

performance deteriorated, a number of the largest international banks reduced their 

trade finance lines, particularly to the private commercial banks. Similarly, in Sri Lanka, 

private commercial banks found it difficult to obtain sufficient trade finance in 2006, 

2007 and 2008, when the country was still engaged in a long, internal war. Once peace 

was restored, there was rapid monetary expansion, including a substantial increase in 

the availability of trade finance. In both Sri Lanka and Viet Nam, the issuing banks 

reported that TFP was most relevant to their needs during crisis conditions and/or 

periods of sudden financial market stress. During normal times, issuing banks in both 

countries reported that they had ample access to commercial sources of trade finance.   

C. Relevance of TFP’s Selection of Countries, Banks, Sectors, 

Monitoring Framework Design, and Instruments to Users 

 

61. Country selection.  PSOD is maintaining TFP operations in 18 countries, and 

potentially expanding operations in another five to six countries in the next few years, 

while service demand is concentrated in a handful of participating countries. This 

suggests that the program’s relevance in many TFP markets is less than originally 

anticipated. Initially, country selection was based on a brief survey of levels of trade in 

borrower countries when the program was approved. TFP was originally intended to be 

introduced in Viet Nam in 2003; Azerbaijan, Bangladesh, Bhutan, Cambodia, Indonesia, 

Lao PDR, Kazakhstan, Kyrgyz Republic, Mongolia, Nepal, Philippines, Sri Lanka, 

Tajikistan, and Uzbekistan in 2004; and PRC, Fiji, India, and Pakistan in 2005. This 

program proved too optimistic, both in terms of the timing for the country roll-out and 

the ability to secure regulatory approval in countries such as Lao PDR. As a result, PSOD 

decided not to introduce the program in India and PRC at that time, although the 

poorer regions of these two countries had as many poor persons and SMEs as the rest 

of Asia and Pacific region combined.  

 

62. PSOD presented plans to expand the program to the Kyrgyz Republic, the 

Pacific Island countries, and Turkmenistan in June 2012 under a major change in 

program scope. The relevance of spreading TFP resources over a large number of 

countries can be questioned for a number of reasons: (i) excluding India and PRC 

reduces the program’s ability to reach enterprises in two of Asia and Pacific region’s 

main trading powers; (ii) including middle-income countries, such as the Philippines 

and Indonesia is difficult to justify in the light of the sophisticated financial sectors and 

their level of integration into global financial markets; and (iii) since 2008, TFP activity 

has been concentrated in just four countries, Bangladesh, Pakistan, Viet Nam, and Sri 

Lanka indicating that demand is not widespread.  

 

63. In practice, countries were selected based on “market demands” or the 

identification of markets where major correspondent banks faced significant demand 

for their trade services. To execute this demand driven approach, TFP polls six major 

international banks periodically. A market-driven country selection was problematic for 

TFP’s relevance to the programs objectives in two respects. First, it did not take into 
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consideration the extent and nature of constraints to trade finance in particular 

countries. Second, TFP did not factor in the likelihood that the major confirming banks 

would simply use the ADB program to expand their limits in countries facing strong 

trade finance demand. For example, in Sri Lanka TFP banks interviewed reported that 

they had been financing trade for decades, and many of the banks had extensive 

correspondent banking networks with ample private correspondent trade lines. The Sri 

Lankan issuing banks reported that Middle Eastern and PRC banks were aggressively 

attempting to extend trade finance lines to the country, and had a surplus of under-

utilized correspondent lines. It is likely that if ADB had adopted a more purposeful 

country support process, linked directly to evidence of high country risk, bank-specific 

constraints to accessing trade finance (i.e., few correspondent banking relations, few 

commercial lines), and evidence that trade finance constraints were inhibiting trade 

(i.e., evidence of banks’ refusing to issue letters of credit), TFP would have addressed 

the needs of smaller but more relevant selection of participating countries.    

 

64. Selection of issuing banks. While TFP did allow issuing and confirming banks to 

expand their trade finance network, the program’s relevance was diminished by 

including issuing banks in the program that already had strong trade finance networks. 

Still, on the margins even those banks with established trade networks found the 

program useful. According to IED survey findings, a large majority (84%) of the issuing 

bank respondents believed their institution’s participation in TFP enhanced their 

reputation. Many banks (63%) believed that participation in TFP helped their institution 

conduct transactions that they would not have otherwise. In terms of the confirming 

banks, seven of the 13 banks (54%) that responded to the survey said that participation 

in ADB’s TFP allowed them to become involved in countries where they had not 

previously been involved. Seven of 11 banks (64%) said TFP had influenced their 

decisions on adding new banking relationships.   

 

65. Dominance of large banks. In practice, large tier 1 issuing banks have come to 

dominate TFP program, and these banks have the lowest requirement for IFI trade 

finance. Table 2 below shows the distribution of issuing banks that have participated in 

TFP, classified into tier 1, 2, and 3 categories. Tier 1 banks are the largest by asset size 

in any country, tier 2, the middle–sized banks; and tier 3, the smallest. Out of 126 

banks that have participated in TFP, 57 were tier 1 banks (45%). The tier 1 banks made 

disproportionate use of TFP and accounted for 77% of the transactions financed under 

the program by value. The proportion of TFP-supported amounts as a ratio of bank 

assets was small; only about 0.3% for tier 1 banks. Interviews with large tier 1 banks in 

Viet Nam and Sri Lanka revealed that these banks already had extensive trade finance 

networks and trade finance credit lines before TFP began. 

 

           Table 2: Country and Issuing Bank Risk Rating 

  

  Country Risk Rating 

 

    

Low to Medium Risk    

(NSO 1‒8) 

Significant Risk              

(NSO 9‒11) 

High Risk           

(NSO 12‒13) 

 

B
a
n

k
 
R
is

k
 

R
a
t
in

g
 

Tier 3 9 (3.3%) 13 (4.3%) 6 (2.1%) 

 

Tier 2 17 (5.1%) 15 (4.9%) 9 (3.8%) 

 

Tier 1 24 (25.8%) 19 (13.7%) 14 (37.1%) 

Notes: 

1. Country ratings were taken from credit notes on the year the banks and/or countries were first reviewed for the 

program. 
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2. Tier 1, tier 2, and tier 3 bank classifications are based on the most recent data available for asset size in each 

country. Tier 1 banks are the top six banks by asset size. Tier 2 banks are in the range of 7 to 12. Tier 3 banks are 

in the range of 13 and above in terms of asset size. 

3. For countries that have 15 active commercial banks or fewer (according to Bankscope), the top 30% banks 

according to asset size are tier 1, the next 30% are tier 2, and the remaining banks are tier 3. 

4. There are no available asset-size data for one bank. It was designated as a tier 2 bank. 

5. Percentages reflect the proportion of the cumulative ADB TFP exposure in the designated issuing banks. 

6. Kazakhstan was the only low risk country (NSO 4) at the time of bank review. 

7. Tier 1 banks from Pakistan constitute 36.9% of the total ADB TFP exposure. Goods traded in these Pakistan tier 1 

banks are mostly oil and gas.   

Source: IED estimates; raw data from ORM credit notes and Bankscope. 

 

66. Participation of state-owned banks. TFP was intended to contribute to private 

sector development by stimulating private trade and by deepening the financial sector 

in the borrower countries. State-owned banks were permitted to participate in the 

program, but limits were put in place when the program was first authorized in 2003. 

The RRP for TFP approved in 2003 stated that although participation in TFP may be 

extended to state banks, the end-users of the goods covered by the trade credit must 

be private sector institutions or enterprises. TFP will not allocate more than 40% of the 

program limit to state banks. The RRP also stated that, “the majority of issuing banks 

will be small privately-owned banks with a client base consisting of mostly small, 

privately-owned companies.” These limits and restrictions were not included as part of 

the 2009 major change in scope which is the current guiding document for TFP. 

 

67. TFP has had more than 40% participation by state-owned banks. In terms of 

facility limits, the share of state-owned banks in total TFP operations reached 45% in 

2009, 40% in 2010, 44% in 2011, 43% in 2012, and 42% in 2013. In terms of actual 

TFP transactions, the share of state-owned banks accounted for 46% in 2009, 38% in 

2010, 27% in 2011, 36% in 2012, and 42% in 2013. In some countries, such as 

Indonesia, Kyrgyz Republic, Philippines, Sri Lanka, and Uzbekistan, TFP activity is 

dominated by transactions from state-owned banks with shares of 80%–100% of TFP 

transactions supported in those countries. In countries such as Bangladesh, where TFP 

focuses on supporting smaller, private commercial banks, the state-owned banks have 

accounted for no more than 6%–7% of total TFP transactions. Interviews with issuing 

banks in Bangladesh reveal TFP has been most pertinent in fostering private sector 

development and supporting SMEs when it has concentrated its assistance on the 

smaller, private commercial banks.      

 

68. Sector selection. TFP needs to have explicit criteria for supporting specific 

sectors. Sector support was left to the discretion of the issuing banks, with the 

exception of prohibited items (e.g., weapons) included in the issuing bank agreement. 

In practice, the absence of sector criteria weakened the program’s relevance where TFP 

resources were used to support both trade in goods with high sector employment and 

income generation multipliers, and commodities where the comparable multipliers 

were substantially lower. Interviews with state-owned banks participating in TFP in Sri 

Lanka and Viet Nam revealed that ADB’s guarantees were used primarily for financing 

trade in petroleum and fertilizer imported by state-owned companies. In the case of 

the petroleum trade in Sri Lanka and Viet Nam, the main end-users of the imports were 

state-owned power companies, rather than private sector firms. 

 

69. Figure 5 below shows the sector distribution of TFP exposure from 2008 to 

2013, a period of expansion of the program. During those years, the single largest use 

(65%) of TFP resources by value was for imports of oil, gas, and energy-related 

commodities, predominately by state-owned enterprises in Pakistan, Sri Lanka, and Viet 

Nam. Trade in raw energy supplies, which is state-guaranteed and takes place routinely, 

would have happened anyway in the absence of TFP support, according to face-to-face 
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interviews held with representatives of state-owned issuing banks in Viet Nam and Sri 

Lanka. In a counter-factual sense, TFP could have been more relevant if it had 

concentrated limited ADB resources on providing of assistance to those sectors where 

SMEs were more directly involved and for which trade would have been impeded had 

the program not been in place.    

 

 
 

70. Monitoring framework design. There were weaknesses in the design of the 

monitoring framework—the design of the DMF does not fully capture the program’s 

objectives. A key objective of the program was to provide trade finance to SMEs but 

there were no indicators to capture the value of program support to SMEs. There were 

no outcomes indicators defined to track the extent trade finance gaps for SMEs in 

poorer borrowing countries have been filled. The 2009 change in scope says for low-

income countries in particular, developing links to international markets for exports, 

imports, and capital plays an important role in economic expansion. The DMF does not 

include metrics to track program support to poorer countries. There were no indicators 

to capture the increase in tenor of trade transactions or the progress made in delivering 

local currency-denominated TFP transactions in India and PRC. Most of the targets in 

the DMF were concerned with transaction volumes, such as the number of transactions 

and the number of issuing and confirming banks. The DMF design for TFP needs to 

appropriately operationalize program objectives and there is scope for improvement in 

the design of the DMF. 

 

71. TFP instrument selection. TFP has introduced several trade finance instruments 

to meet the requirements of the participating banks. The main TFP instrument, the 

credit guarantee (CG), has been primarily used to provide counter-guarantees for 

import letters of credit. This instrument has been particularly useful for the issuing 

banks, as it has allowed them to leverage existing credit lines with confirming banks 

and to finance larger trades that required risk-participation of multiple banks. Issuing 

banks interviewed in Bangladesh, Sri Lanka, and Viet Nam confirmed that the CG 

instrument was relevant to their needs, although the short-tenor meant its ability to 

support longer-term trade transactions in capital goods was limited.  

 

72. TFP’s funded credit product, the RCF, was relevant to the needs of the issuing 

banks, although it was compromised in implementation by: (i) restricting its availability 

to a small subset of the participating issuing banks; (ii) placing limits on the funding 

provided under the RCF at levels far below amounts requested by participating issuing 
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Figure 5: Trade Finance Program Sector Distribution of ADB 

Exposure, 2008 to 2013 

Note: Based on available data on approximately 66% of TFP’s 2008–2013 portfolio. The rest of the 

portfolio was unclassified or various. 

Source: IED estimates; raw data from the Trade Finance Unit transactions database 
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banks; and (iii) placing tenor limits on RCF transactions which precluded their use for 

pre-financing capital goods imports. The introduction of value-chain financing, as a 

new trade finance product in 2013, should be relevant, particularly to those SMEs that 

are integrating into regional value-chains in Southeast and East Asia. This potential may 

be difficult to realize as experience with the RCF suggests it may prove difficult for TFP 

to scale-up a new funded trade finance product, or to properly assess enterprise risk 

without program staff on the ground in the participating countries. 

 

73. TFP’s utilization of risk-sharing agreements with correspondent banks under 

the RPA and with finance institutions under RDAs was also relevant to meeting the 

program’s objectives. The RPAs enabled TFP to build business volume between 2008 

and 2012, after a slow program start. The RDAs enabled TFP to share risk and mobilize 

additional resources to finance trade transactions in countries where demand has 

exceeded TFP’s bank exposure limits. On the other hand, the use of RPAs has made it 

more difficult for TFP to manage program risks, which has partly reduced the relevance 

of that instrument. The RPA banks simply present a list of transactions in which they 

want ADB to risk-participate on a monthly basis, subject to issuing bank limits.  

 

74. Figure 6 below shows the share of TFP transactions in which trade loans 

represented the underlying exposure. In 2010, ADB’s exposure to trade loans in TFP 

transactions peaked at about 35%. In 2013, the corresponding figure for all TFP 

transactions was about 20%. RPA transactions had a larger exposure to underlying 

trade loans. In 2013, about 40% of RPA transactions with major international banks 

represented transactions with exposure to trade loans. This meant that while ADB 

guarantees were intended to be provided primarily on the basis of letters of credit 

supported by the underlying asset, bundles of trade loans, an inherently riskier asset 

class, represents a sizable portion of the transactions. The RPA is considered a 

committed facility to the extent of the delegated issuing bank limits specified therein. 

TFP does not charge RPA banks a commitment fee on the delegated issuing bank (IB) 

limits, while ADB is required to commit funding to cover these obligations. There does 

not appear to be an explicit TFP strategy for selecting issuing banks for the RPA 

program, determining the delegated limit amounts, or pricing.  
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Figure 6: TFP Transactions with Trade Loans as % of Total, 
2008‒2013 

No. of CG and RPA deals with trade loans (TL) as % of total

ADB exposure of CG and RPA deals with TL as % of total

Source: IED estimates; raw data from Trade Finance Unit transactions 

database. 



 

CHAPTER 4 

Program Effectiveness 

 

A. TFP Results versus DMF Targets 

 

75. The 2003 RRP for the program did not have a DMF. TFP’s first DMF was released in 

2009 and it provides only a small number of performance indicators, compared to the 

many objectives set for the program. TFP has exceeded a number of the targets set for the 

program in its 2009 and 2012 design and monitoring frameworks. The design of the DMF 

does not adequately capture the program’s objectives. The 2009 change in scope says for 

low-income countries in particular, developing links to international markets for exports, 

imports, and capital plays an important role in economic expansion, but the DMF does not 

include metrics to track program support to poorer countries. A key objective of the 

program was to provide trade finance to SMEs but there were no indicators to capture the 

value of program support to SMEs. There were no indicators to capture the tenor of trade 

transactions or the progress made in delivering local currency-denominated TFP 

transactions in India and PRC. Most of the targets in the DMF were concerned with 

indicators, such as the number of transactions and the number of issuing and confirming 

banks. TFP primarily tracks the progress of transaction volumes, with no outcome 

indicators defined to track the share of TFP allocated to fill trade finance gaps for SMEs in 

poorer borrowing countries. There is no ongoing reporting on progress against the DMF, 

nor has a completion report been prepared for any of the phases of TFP assistance.  

 

76. As a standard evaluation practice, this evaluation considers the objectives set for 

the program in its various approval documents for evaluating effectiveness. The DMF itself 

is assessed as part of the consideration of relevance of program design to program 

objectives. The DMF and the performance of TFP against the DMF set for the program have 

been used as one crucial input to the evaluation of the effectiveness, alongside the 

performance of TFP on the other objectives not part of the DMF. Significantly, the 

evaluation focuses on the value, in addition to the number of TFP transactions, to gain 

insights on how ADB’s funds were utilized, and the likely economic impacts and outcomes. 

 

77. Findings from a review of the performance status of the 2009 and 2012 DMFs 

suggest that the program has achieved the impact targets defined in the 2009 DMF, both 

for the numbers of trade transactions and the level of intra-regional trade to be financed 

by 2013. The outcome targets defined in the 2009 DMF were the number of trade 

transactions supported and the number of those transactions involving SMEs, which were 

also largely achieved. The number of transactions involving SMEs is based on TFP’s general 

characterization since 2012 of trade transactions of under $1 million as supporting SMEs. 

The output targets defined in the 2009 DMF for the number of country banks involved in 

the program were not achieved. The number of international banks actively participating 

in the program fell below the target presented in the 2009 DMF. TFP has exceeded its 3-

year target, in the 2012 DMF to boost intraregional trade, process trade transactions and 

involve SMEs in trade transactions. In addition to the lack of clarity on SME definitions as 

stated above, there is a lack of clarity for intra-regional trade definitions in the program 

documents.   
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B. Role of TFP in Expanding Trade 

 

78. Expanding trade. One of the objectives of the TPF was to increase trade in Asia and 

Pacific region. Towards this objective, the ADB TFP program has cumulatively supported 

8,389 trade transactions for a total ADB exposure of about $6.6 billion between 2004 and 

2013. By leveraging its support with other international banks and re-financiers, TFP 

supported the equivalent of some $16.7 billion in international trade during this period 

(Figure 7). This result included $8.5 billion of trade supported under credit guarantees, 

$227 million supported under the revolving credit facility, and $8.0 billion under risk 

participation agreements with international banks.  

 

 

 

79. TFP impact on trade and trade finance in the Asia and Pacific region. While TFP 

supported trade is large in aggregate terms, it is very small compared to total trade in the 

Asia and Pacific region. In 2012, total exports from Asia and Pacific region were equivalent 

to $6.7 trillion while total imports were $6.6 trillion.
21

 Total trade supported by TFP from 

2004 to 2013 was equivalent to just 0.03% of one year’s total trade in the Asia and Pacific 

region. In 2012, trade in the largest TFP markets was $68 billion for Pakistan, $59 billion 

for Bangladesh, $227 billion for Viet Nam, $32 billion for Sri Lanka, $8 billion for Nepal 

and $45 billion for Uzbekistan. TFP supported trade from 2004 to 2013 was equivalent to 

just 0.3% of total trade in its six largest markets. In 2013, the amount of trade supported 

through TFP aggregated to some 0.6% of total trade imports for countries in TFP 

program.
22

 Likewise, trade finance in the Asia and Pacific region was estimated to be $4 

trillion per annum in 2010 and 2011. In comparison, TFP’s annual exposure was just 

0.0025% of Asia’s trade finance activity. While this exposure was limited, and it does not 

minimize the importance of TFP in boosting trade, it does imply that its aggregate impact 

on trade in the Asia and Pacific region will be modest. This result also underscores the 

importance of the catalytic role that TFP plays including through its TA component, in 

                                                        
21

 In 2012, the region surpassed Europe to become the world’s largest trading region, with a share of almost 

37% of world exports and 36% of world imports. Since 2004, PRC has been the largest exporter in the region 

and it accounted for 11% of world exports in 2012. Japan and the Republic of Korea are the second and third 

largest exporters, contributing 4% and 3% of world exports, respectively, in 2012. These economies, combined 

with the rest of East and Northeast Asia, accounted for 21% of world exports and imports. ESCAP. 2013. 

Statistical Yearbook for Asia and the Pacific. Bangkok. http://www.unescap.org/stat/data/syb2013/G.5-

International-trade.asp 
22

 Source: IED estimates; raw data from transactions database provided by the Trade Finance Unit, country 

imports data from ADB's Statistical Database System: Uzbekistan 2013 Imports data from the CIA Factbook 

(https://www.cia.gov/library/publications/the-world-factbook/geos/uz.html) 

 

2005 2006 2007 2008 2009 2010 2011 2012 2013

CG 14 7 15 21 73 929 1,988 3,013 2,483

RCF 16 11 50 33 15 21 39 28 7

RPA - - - 410 1,853 1,863 1,414 877 1,541

 -

 500

 1,000

 1,500

 2,000

 2,500

 3,000

 3,500

T
r
a
d

e
 S

u
p

p
o

r
t
e
d

 (
$

 m
i
ll
io

n
)
 

Figure 7: Trade Supported by the Trade Finance Program 

2005‒2013 ($ million) 

Source: IED estimates; raw data from Trade Finance Unit transactions database. 

https://www.cia.gov/library/publications/the-world-factbook/geos/uz.html
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improving trade networks, enhancing understanding of the low risks involved in trade 

finance, and crowding in other sources of trade finance.  

 

80. Intra-regional trade. One of TFP’s objectives was to promote regional cooperation 

and economic integration in the borrower countries. Based on TFP transactions database 

provided by the Trade Finance Unit (TFU), intra-regional trade (defined as trades within the 

Asia and Pacific region) accounted for 7% of transactions supported in 2009, 37% in 2010, 

52% in 2011, 83% in 2012, and 86% in 2013 by the value of ADB TFP participation 

amounts (Figure 8). By the number of transactions, 67% of trades from 2009 to 2013 were 

used to support trade among countries in the region. By the end of 2013, TFP had 

exceeded the 2009 DMF target of 3,375 intraregional transactions. By supporting trade 

among countries, TFP has helped to build trade and investment relations amongst 

enterprises in the region, and in so doing, it reduces risk perceptions and lowers costs of 

subsequent trades. TFP’s contribution towards promoting trade between borrowing 

countries could improve. In 2012 and in 2013, based on TFP transactions database, 10% 

and 13% of transactions supported by value were characterized as borrowing country to 

borrowing country trades respectively. TFP has supported some 2,500 transactions 

between borrowing countries since inception and the percentage of transactions done by 

TFP in 2013 supporting trade between borrowing countries, in terms of number of 

transactions, was at 17%. Also, TFP missed the 2009 DMF target for number of bilateral 

trades between borrowing countries by a small amount. 
 

 

Source: ADB participation amounts were derived by the IED from the transaction database 

provided by the TFU. Percentages reflect the proportion of ADB participation amount in 

the given trade category for that particular year. TFP started in 2012 to classify all 

transactions of less than $1 million as SME transactions, ADB participation amounts for 

SME trades prior to 2012 cannot be derived from the database. 

C. TFP Support for SMEs 

 

81. SMEs in the borrower countries face considerable difficulties attracting the 

financing they require to support investments, provide working capital, and participate in 

international trade. When resources are limited, financial institutions tend to focus on the 

largest corporate clients in the strongest countries, often to the exclusion of the SMEs in 

poorer countries. Starting in 2012, TFP classified all transactions of less than $1 million as 

SME transactions. Some of these transactions are, as the country cases in Bangladesh, Sri 

Lanka and Vietnam suggest, likely small trade transactions of large corporate clients. Prior 

to 2012, TFP used the issuing bank classification for the size of the enterprise for which 

finance was provided. TFP reports that prior to 2012 it supported a total of 392 SME 
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transactions for 2009, 2010 and 2011 combined. TFP transactions database provided did 

not include SME classifications for trades prior to 2012. Another issue that complicates the 

assessment of TFP’s impact on SME trade finance is the tendency for different issuing 

banks, within the same country, to apply different definitions to what would be 

categorized as an SME. TFP does not provide a standard definition or reporting guidelines 

to participating issuing banks on SME classification. It also, does not require the issuing 

banks to use any portion of ADB assistance exclusively for SME trade transactions.   

 

82. There is limited evidence of TFP support to improve access of the SMEs in the 

borrower countries to international trade finance. A large amount of TFP assistance was 

used to support large trades for large companies—about 53% of ADB TFP funds were used 

for oil trades in 2013. In practice, based on data obtained from TFP transactions database 

and using TFP definition of SMEs based on transaction sizes of less than $1 million, 14% 

and 10% of transactions supported by TFP were characterized as SMEs in 2012 and 2013 

respectively, based on the value of ADB TFP participation amounts (Figure 8). By number of 

transactions, has supported some 4,700 SME transactions since inception (which exceeded 

the 2009 DMF target for SMEs) and TFP reports that over 80% of the transactions 

supported SMEs in 2013. The big difference between proportion of transactions 

supporting SMEs by number of transactions and by value highlights the dominance of 

high value trades in program as 80% of the total trades by number towards SMEs 

represent 10% by value in 2013. Those SMEs that were assisted by TFP were concentrated 

in two countries, Pakistan and Vietnam. Out of 3,392 TFP transactions involving SMEs at 

the end of 2013, 1,146 were in Pakistan and 1,793 were in Viet Nam, the other 

participating countries accounted for 13% of SME related transactions. The evaluation 

recognizes that supporting SMEs is one among several key TFP objectives and it is not 

practical to have a large majority of TFP support in SMEs due to operational reasons.  That 

said, in line with the stated goals, the proportion of SMEs by value in TFP needs to increase 

incrementally from 10% to a higher proportion. 

D. TFP Support for Less-Developed Markets and Country Focus 

 

83. TFP support for poorer group A countries has been declining.
23

 Group A countries 

that have participated in TFP are Afghanistan, Bhutan, Cambodia, Kyrgyz Republic, Nepal 

and Tajikistan. The number and value of TFP transactions to group A countries as a 

proportion of the total TFP transactions has declined sharply over time (Figure 9). The 

share of the poorer group A countries by value changed from some 18% in 2005 to 0.15% 

of the program in 2013. By number of TFP deals, the share of poorer group A countries 

changed from some 91% in 2005 to 0.7% of the program in 2013. From a trade-expansion 

vantage point, group A countries are more challenging markets in the Asia and Pacific 

region because of their weak financial systems, instability, country risk and less well-

developed production and trade networks. TFP’s enhanced participation in group A 

countries could have powerful demonstration effects that could play a valuable role in 

facilitating more trade in these countries, but this potential has not been realized. TFP has 

supported transactions in low-income countries such as Bangladesh which is not included 

in group A countries and other vulnerable economies such as Pakistan. TFP reports that 

they are currently working on expanding into the Pacific countries and Myanmar. 
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 See Footnote 20. 
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E. TFP Contributions to Lengthening Tenor and Promoting Local 

Currency Transactions 

 

84. TFP contributions to lengthening trade product tenor have had limited impact. 

Lack of availability of trade finance for periods longer than 3–6 months is an impediment 

to trade and private investment in many countries because imports of machinery and 

specialized capital goods often require periods of 9 months to 1 year or more for 

transactions to be completed. Commercial banks are often reluctant to provide trade 

finance for longer than 3‒6 months because of the risks involved in longer tenor 

transactions.  

 

85. TFP was mindful of the need to try and to encourage banks to extend the tenor of 

trade finance instruments. In the major change of scope to the program in March 2009, 

the maximum tenor of loans and guarantees was extended to 3 years. Face-to-face 

interviews with representatives of issuing banks in Bangladesh, Sri Lanka, and Viet Nam 

confirm that lengthening the tenor of ADB’s trade finance products would make the 

program more effective because it would fill a “gap in the market” for financing imports 

of large capital goods, which often require opening letters of credit or providing pre-

import finance for a period of a year or more.    

  

86. While the intent of introducing longer-duration trade finance products was sound, 

the execution may not have been well implemented. The main reason for this shortening 

of tenor appears to be a tightening of ORM credit standards in response to market 

conditions and associated risks. The IED issuing bank survey indicated that a large majority 

(69%) said that TFP did not influence the tenor of the trade finance they offer, 10% said it 

increased their tenor, 7% said it reduced their tenor, and 14% were uncertain. Whatever 

the reason, the tenor of ADB’s trade finance lines has become shorter over time. In 2013, 

some 68% of TFP transactions had a tenor of less than 3 months, compared to just 40% in 

2008. In 2007, 11% of TFP transactions were for periods of 1 year or more, while from 

2011 to 2013, less than 1% of TFP transactions were for more than a year. The average 

tenor for the credit guarantee, RCF, and RPA products peaked at close to 200 days in 2007 

and fell steadily to less than half those levels by 2013 (Figure 10).  
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Figure 9: Number and Value of TFP Deals in Group A 

Countries as % of Total, 2005-2013 

No. of TFP deals in Group A countries as % of total
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Source: IED estimates; raw data from transactions database of Trade Finance 

Unit. 
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87. In some cases, ORM reduced the program’s risk exposure by shortening the tenor 

of trade finance products. In all three countries in which face-to-face interviews with 

issuing banks were held, the banks reported that ADB had reduced the tenor of its trade 

finance lines just when longer-lines were needed, both to facilitate trade in capital goods 

and to signal IFI confidence in country banks in the face of a deteriorating external 

environment. Despite an easing of global financial pressures after the financial crisis, short-

tenor restrictions on trade finance lines to the vast majority of the participating issuing 

banks remained in place through 2014.   

 

88. No progress made in delivering local currency denominated TFP transactions in 

India and PRC. TFP was originally intended to be introduced in India and PRC in 2005. This 

never materialized, and there have been no TFP transactions in India or PRC. TFP team 

noted that the roll out in India and PRC did not happen due to TFP staff constraints and 

felt that an India and PRC roll out could have overwhelmed the program. This was the case 

while the poorer regions of these two countries have as many poor persons and SMEs as 

the rest of the Asia and Pacific region combined.   

 

89. Separately, TFP program got approval in 2012, through a major change in scope to 

expand the currency denominations in which ADB financing could be transacted under the 

program to include the renminbi and the Indian rupee. TFP was hoping to catalyze 

transactions in these regional currencies and reduce reliance on major currencies such as 

the US dollar which tend to become scarce in the region during times of crisis. TFP team 

noted that after this approval, TFP signaled to the market through a press release that 

such a facility was available. Despite a few requests from the market in the last 2 years, 

TFP has not undertaken any transaction denominated in renminbi or India rupee. The 

absence of transactions denominated in renminbi and Indian rupee was due to a still 

evolving ADB internal position regarding the acceptability of taking risk exposure in local 

currencies. In the case of the rupee, the Indian government has not yet provided clearance 

for local-currency TFP transactions.  

F. TFP Response to Global Financial Crisis 

 

90. In regard to the objective of providing countercyclical support in times of crisis, 

the relevance section notes that ADB’s anti-crisis response of significantly boosting access 

to trade finance in 2009 by raising TFP program limits from $150 million to $1 billion was 

timely and pertinent.  TFP’s effectiveness in responding to the crisis is mixed—in 2010, the 

first full year after the approval to raise program limits in response to the crisis, the 

average utilization of the program was 33% and the peak utilization of the program was 

only 55%. In 2011, the second full year after the approval to raise program limits, the 

2005 2006 2007 2008 2009 2010 2011 2012 2013

CG 132 178 202 188 159 136 136 112 111

RCF 181 165 231 210 120 116 130 92 90

RPA 123 91 110 74 49 57

All 133 176 207 136 98 118 95 82 87
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Figure 10: Average Tenor by TFP Product, 2005–2013 

(Number of Days) 

CG = credit guarantee, RCF = revolving credit facility, RPA = risk participating 

agreement, TFP = Trade Finance Program. 

Source: IED estimates; raw data from transactions database of Trade Finance Unit. 
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average utilization of the program was 39% and the peak utilization of the program was 

60%. 

G. TFP Contributions to Improving Bank Network 

 

91. Network development and potential trading partnerships. TFP has helped banks 

and their customers reduce risk in their international trade transactions. It has created a 

banking network that would not otherwise have existed, and in so doing, has helped 

country banks build international correspondent bank relationships. The main trade-

stimulating benefits of TFP are as follows: 

(i) TFP multiplies banking relationships. Issuing banks in the participating 

countries have fewer than 10 correspondent bank partners. TFP lets 

another 200 banks confirm a letter of credit for each issuing bank, without 

having to set up a correspondent relationship.  

(ii) TFP enhances the reputation of issuing banks. In some countries, it has 

positive effects on reputations, and being part of the program is viewed 

favorably by international banks.  

(iii) TFP facilitates more trade by allowing international banks to expand their 

limits to participating issuing banks.  

 

92. One of TFP’s main objectives was to create a network of issuing banks in countries 

and confirming international banks to support trade. By signing up local banks under TFP 

and providing counter-guarantees to confirming banks, which were unwilling to take 

unsecured risk on issuing banks, local issuing banks were given access to trade finance 

lines and a network of relationships between issuing and confirming banks was 

established. The network does not need to be very deep as issuing and confirming banks 

tend to deal with a limited number of banks. 

 

93. By the end of 2013, some 120 issuing banks had either applied for or participated 

in the program, of which 69 were eligible to participate as of January 15, 2014. Likewise, 

120 confirming banks had participated in the program as of January 15, 2014. Together, 

this activity has resulted in a potential network of over 7,600 pairs of issuing and 

confirming banks, all of which could be connected to one another through TFP network. 

ADB’s due diligence process and public announcements that issuing banks are  

participating in TFP were designed to build a network and, by boosting their reputation, to 

help country banks attract other sources of finance. On the other hand, large tier 1 banks 

with bank network relationships dominate the program instead of smaller private banks 

which are likely to benefit more from expanded banking network. The large tier 1 banks 

accounted for 77% of transactions financed under the program by value. Many state-

owned banks used TFP support to finance imports of petroleum for state-owned 

companies. During the period of expansion of the program from 2008 through 2013, 

some 65% of TFP resources by value were used for oil, gas and energy related 

commodities transactions.    

 

94. There has been steady growth in the number of deals through TFP network from a 

small handful of deals in 2005–2007 to 410 in 2009 to 1,312 in 2013. Through these 

deals, TFP has been: (i) filling gaps in trade finance support for countries where 

commercial sources of trade finance credit are tight; (ii) enabling transactions that are 

larger than what could be accommodated under international bank country exposure; and 

(iii) providing comfort to international lenders and helps to crowd-in additional financing 

for trade in participating countries.  

  

95. Developing a network containing a critical mass of issuing and confirming banks is 

important because: (i) it makes it easier for the firms in the borrower countries to connect 

with the firms in the countries covered by the confirming banks; (ii) this creates new 
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financial channels through which trade can be intermediated; and (iii) TFP network can 

multiply trade partnerships. The more trade partners per issuing bank, the greater the 

potential trading relationships that could be opened through TFP with its network of 

issuing and trading banks.    

 

96. Expanding confirming bank relationships. Through TFP network, access by country 

issuing banks to international confirming banks has increased, particularly for the smaller 

private issuing banks in the program.  This expansion also includes regions, such as Africa 

and Latin America, where the issuing banks may have limited correspondent bank 

relationships.    

 

97. Building regional confirming bank networks. TFP contributions to building 

relations between country issuing banks and regional confirming banks within the Asia 

and Pacific region could improve. Figure 11 below shows the share of credit guarantee 

trade transactions confirmed by regional banks from 2009 to 2013. The share of regional 

bank transactions by number, as a proportion of total TFP credit guarantee transactions 

has been falling since 2009. Building on the capacity of regional banks to confirm more 

transactions could help to reduce country reliance on the major US and European based 

international banks, which was a source of vulnerability during the recent global economic 

crisis. 

 

98. Trade expansion from an issuing bank perspective. The issuing banks perceive that 

TFP has had a positive influence on expanding trade. From the IED survey of issuing banks, 

a significant majority thought TFP helped increase their number of clients (59%), number 

of transactions (76%), and the overall value of their transactions (75%). In addition, some 

two-thirds of the issuing banks responded that participation in TFP has helped reduce cash 

collateral requirements from issuing banks. Of the 27 issuing bank’s that responded to the 

question of how TFP program has assisted their respective countries in successfully 

engaging in international trade, 59% thought there was an incremental impact while 30% 

thought it had a demonstrable or significant effect and contributed to an increase in 

activity. A vast majority of the 28 respondents (93%) perceived TFP as being either highly 

effective (29%) or moderately effective (64%) in identifying and responding to market 

gaps.    

 

99. Award winning service provider. TFP’s trade finance network has been 

internationally recognized. ADB won the Trade Finance magazine’s award for the Best 

Asia-Pacific Development Finance Institution in the area of trade finance for the years 

2010, 2011, 2012 and 2013. ADB was also selected as the Best Development Bank in Trade 

for 2011 by the Global Trade Review and as the Second Best Development Bank in Trade 

for 2012.    
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Figure 11: Regional Bank Transactions as % of Total Number of 

Deals and ADB Gross Participation in CGs 

RBT as % of total gross ADB participation in CGs

RBT as % of total ADB number of deals in CGs

ADB - Asian Development Bank; CG = credit guarantee; RBT = regional bank 

transactions. 

Source: IED estimates; raw data from Trade Finance Unit transactions database. 
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100. Positive reputation effects. In addition to supporting more trade in the short-term, 

TFP contributes to bring more private sector trade finance into country markets through 

positive reputation effects. TFP’s due diligence, careful monitoring of participating issuing 

banks, and the program’s record of zero defaults and losses provides comfort to the 

international banks, many of whom are encouraged to do business in markets where they 

either had no or little exposure. Participating issuing banks also benefit from positive 

reputation effects from the international banks that are seeking to establish trade finance 

relations in country markets. Through regular contacts with partner confirming banks and 

other global banks, TFP improves confidence in these country markets. TFP relationship 

managers make monthly calls to larger confirming banks, and regular calls to other 

confirming banks. During these calls, they share information on perceptions of market and 

bank risk, provide contact information and discuss the findings of TFP due diligence 

investigations. This dialogue has generated benefits, for example, a major European bank 

contacted TFP’s managers to see what information TFP had on domestic banks in 

Bangladesh. TFP team shared their due diligence information and subsequently the 

European bank started providing trade finance to Bangladesh. The spillover effects of TFP’s 

due diligence process on the extent to which international banks extend trade finance to 

the countries are difficult to quantify but it is significant.  

 

H. TFP Contributions to Improving Financial Sector Governance 

and Capacity Building Impacts 

 

101. Improved financial sector governance. ADB’s TFP has made a positive contribution 

to financial sector governance in some of the participating countries. Trade finance 

seminars were held in a number of the participating countries to explain the fundamentals 

of trade finance to stakeholders in the financial community, review the risk profile of the 

commercial banks, and explain why some banks would be eligible for TFP and others 

would not. ADB held a three day training seminar on trade finance in in Almaty, 

Kazakhstan, in December 2012 for commercial banks from throughout Central Asia. ADB’s 

due diligence project, which started in 2009, has made detailed assessments of 161 banks 

in 19 countries.
24

 For banks in countries with little experience in trade finance, such as 

Myanmar, ADB’s trade finance seminars and due-diligence credit-risk assessment process 

have made an important contribution to building awareness and understanding of the 

fundamentals of international trade finance. 

 

102. Strict enforcement of covenants and the communication of covenant violations to 

partner international banks provide a powerful incentive for the issuing banks to improve 

performance. There are examples of cases where suspension from TFP has triggered 

improvements in banking practices. In Bangladesh, for example, Bank Asia Limited was 

temporarily suspended due to a related party exposure. Due to the importance of the ADB 

relationship, Bank Asia subsequently agreed to exit the related party exposure. Again, in 

Bangladesh in 2011, City Bank Limited was considered for inclusion in TFP, but 

endorsement by ORM was deferred due to concerns over a related party exposure, 

weakening asset quality, and lack of independent directors. City Bank Limited then 

addressed these concerns by adding an independent director and formulating plans to exit 

the related party exposures.
25

   

 

103. ADB’s TFP has contributed to the adoption of improved trade practices by 

promoting and reinforcing transparency and global standards of market practice in 

                                                        
24

 A consulting firm, which has been contracted since 2009 to undertake bank due diligence had completed 112 

new bank assessments, 157 bank monitoring assessments and 36 country risk and banking sector overview 

assessments by the 1
st
 quarter of 2012.   

25
 TFP. 2013.  Trade Finance Program—Bangladesh: Annual Credit Review of 15 Banks.  Manila.  
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international commerce. Support for documentary trade credit, over cash or fully-

collateralized trade deals, promotes transparency and participation in the formal economy 

by relying on documents that enterprises prepare and issuing and confirming banks check. 

This enables confirming banks to supervise the transactions and act as principals to the 

transactions. Their role creates a de facto twinning partnership on each TFP transaction. 

This arrangement ensures that two additional parties, the documentary credit experts at 

the issuing and confirming banks, review the documentation of a trade transaction.  Use 

of documentary credit ensures the adoption of universally recognized standards of 

international commerce by requiring the use of the Uniform Commercial Code and ICC 

trade finance standards that are globally accepted (e.g., UCC 500), and the SWIFT 

messaging standards among banks for trade and payment transactions.  

 

104. TA capacity building impacts. Since 2009, ADB has invested nearly $3.1 million per 

annum in capacity building TA, at a total cost of about $13 million as of the end of 2013.  

These funds have been used primarily for credit risk and country risk assessment purposes 

rather than capacity building per se. In practice, capacity building objectives set for the 

regional-capacity development technical assistance (R-CDTA) were ill-defined and the 

expected capacity building outcomes were neither tracked nor evaluated. The specific 

capacities of the issuing banks or of the country banking systems that the R-CDTA were 

expected to help develop were never identified. The R-CDTA was supposed to result in a 

targeted increase in the volume of trade finance activity. Specific baselines were not 

identified, nor was it clear whether this applied to TFP-supported trade finance, or to the 

banking system as a whole. The notion that a single TA project, which was focused on 

credit-risk assessment in 18 countries, could result in an increase in the volume of country 

trade finance in participating countries, irrespective of market conditions, or of the 

proportion of the banking sector assisted by TFP, is unrealistic. Despite four extensions and 

a second phase of the TA, there have been no completion reports or specific evaluations 

made of the R-CDTA to date.  

 

105. The R-CDTA was evidently undertaken primarily to augment PSOD’s ability to 

manage TFP rather than provide a form of capacity building support. There have been no 

diagnostic assessments made of country trade finance capacity building requirements. 

Although annual reviews are undertaken of participating countries, these reviews focus on 

economic and financial system risks. The reviews do not focus on, or clearly identify, the 

policy and institutional factors that are inhibiting further development of trade finance. 

Specific capacity building plans and milestones for capacity development have never been 

identified, either for the participating countries, or for the issuing banks. Performance 

targets for the capacities to be developed have not been identified, monitored or 

evaluated. It is difficult to escape the conclusion that the capacity building contribution of 

the R-CDTA was incidental at best, and that the R-CDTA was used primarily to help scale-

up and operate the program.  

 
 

I. TFP Development Partner Cooperation 

 

106. Through TFP, ADB has tried to promote a more harmonized approach to IFI 

support for trade finance. When TFP was founded, an RPA was signed with an 

international financial institution to cover transactions in the Central Asian countries. That 

agreement was terminated in March 2006. In 2011, ADB signed an agreement with a 

partner development bank to assist that bank with its trade finance program. Under that 

agreement, ADB has provided support to the partner development bank in terms of the 

various forms, legal agreements, manuals and operating procedures used in TFP. In 

addition, TFP works with partner institutions to facilitate trade between the Asia and 

Pacific region and Latin American countries. This cooperation is important because there is 

very little bank-to-bank contact between the two regions.      
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107. Outside of regular information exchange on pricing, there is scope for more 

collaboration between ADB’s TFP and other MDB trade finance programs. In practice, ADB 

and other partner development finance institution’s trade finance programs overlap in 

many of the same markets Limited cooperation amongst the MDBs raises transaction costs 

to the borrower countries as each IFI conducts its own due diligence of the participating 

issuing banks, many of which participate in more than one IFI-sponsored trade finance 

program. TFP could collaborate with partner institutions to share due diligence 

information of issuing banks to reduce operational costs.         

J. TFP Business Spin-Offs 

 

108. PSOD business spin-offs. Commercial banks often use trade finance to establish 

client relations and provide these services as part of a more holistic bank-to-bank 

relationship. PSOD has not actively drawn on TFP as part of a more integrated program to 

support participating country issuing banks. There could be more cross-selling of TFP 

services and other PSOD products. About 20% of the issuing banks participating in TFP 

have access to another ongoing PSOD credit line and they are predominantly in the 

middle-income TFP member countries, such as Armenia, Azerbaijan, Georgia, Indonesia, 

and Uzbekistan. Efforts to cross-sell TFP with other PSOD financial products through 

participating issuing banks represent an opportunity for PSOD to leverage the bank 

knowledge and relationships developed under TFP to provide a wider range of services to 

participating issuing banks. TFP tries to meet with resident missions and has helped 

Treasury Department, ORM and Regional and Sustainable Development Department 

coordinate with a number of TFP participating banks for knowledge initiatives. There has 

been coordination between OREI and TFP for a series of market-gap studies. 

 

 



 

CHAPTER 5 

Program Additionality 

 

A. Leveraging Commercial Bank Financing    

 

109. TFP has been successful in mobilizing additional resources. Using TFP to 

mobilize additional commercial cofinancing was an important program objective. From 

2004 to 2013, TFP has attracted $10.1 billion in commercial cofinancing to support 

trade.   

 

110. When TFP was designed in 2003, cofinancing through risk-sharing operations 

with a partner international financial institution was planned in the Central Asian 

Republics. This program was designed to initially focus on risk-sharing in Kazakhstan 

and the Kyrgyz Republic. While this was a well-intentioned effort to expand commercial 

financing in Central Asia, few transactions were forthcoming.  

 

111. Cofinancing took off once the program entered into RPAs in 2008 with six 

major international commercial banks. The use of RPAs proved to be a successful 

strategy for mobilizing resources. From 2009 to 2011, RPA-originated deals dominated 

the program. Not only did the RPA play an important role in mobilizing additional 

resources, but it also helped ADB establish its presence as a meaningful source of trade 

finance in a number of key markets.      

 

112. Under its credit guarantee facility, ADB mobilized cofinancing by taking on part 

of the cofinancing risk with the balance being assumed by the international confirming 

banks. The transfer of risk to other financial institutions using RDAs has also been an 

effective means of increasing the available trade finance capacity for certain issuing 

banks. From 2005 to 2013, under the credit guarantee facility, ADB assumed $5.4 

billion in risk gross of RDAs, and cofinancing partners took on $3.1 billion in risk 

(Figure12).    

 

 

 

113. The RPAs have proven to be an important means of mobilizing cofinancing and 

generating portfolio-based business. Nearly one-third of all transactions were 

2005 2006 2007 2008 2009 2010 2011 2012 2013

CG 6 0 2 9 17 309 884 1,077 788

RPA 0 0 0 255 1,299 1,247 933 586 985

RDA 0 0 0 0 3 84 414 672 495

RCF 10 2 34 10 1 4 4 7 2
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Figure 12: Trade Finance Program Cofinancing, 2005-2013 

Source: IED estimates; raw data from Trade Finance Unit transactions database. 
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generated through RPAs while close to half of total TFP exposure was originated 

through the RPAs with six participating banks. Under the RPA facility, from 2008 to 

2013, TFP entered into transactions with a face value of $7.96 billion. Within this total, 

ADB participated directly to the extent of $2.65 billion and indirectly by mobilizing 

cofinancing equivalent to $5.31 billion. 

 

114. In 2010, the second phase of leveraging ADB resources to mobilize private 

sources of finance started with the introduction of RDAs. From 2010 to 2012, TFP 

signed RDAs with top tier reinsurers and other financial institutions. Through the use of 

RDAs, ADB was able to meet more of the demand for its counter-guarantees in markets 

such as Pakistan and Bangladesh, by passing off some of that risk to nonbank 

financiers. RDAs mobilized an additional $84 million in funding in 2010, $414 million in 

2011, $672 million in 2012 and $495 million in 2013.  

 

115. When calculating TFP’s cofinancing contribution, it is difficult to accurately 

determine if the transaction would have happened even without ADB participation.  

The international confirming banks have ample lines with various counter parties, and 

they typically share risks with others to extend their limits. As ADB shares risk with 

international confirming banks for TFP guarantees, it is not clear if the relief the banks 

obtain from ADB risk participation will be used to promote trade elsewhere. In reality 

money is fungible and international banks are not required to redeploy the entire risk 

relief they obtain from ADB participation for mobilizing additional trade finance or 

providing additional trade support in ADB’s borrower countries. Therefore, it is hard to 

measure the exact amount of additional trade finance facilities in the region as a result 

of ADB’s risk participation. Also, in the case of credit guarantees, a large portion of the 

trade deals are made with ADB assuming 100% of the risk, with little cofinancing being 

sourced from international banks. In the case RDAs, the resources mobilized are clearly 

additional.   

B. Building Issuing Bank Capacity 

 

116. TFP recognized that weakness in country banking sectors was one of the 

reasons why there was an insufficient supply of trade finance. TFP set out to build 

institutional capacity in borrower country financial systems by: (i) establishing and 

enforcing strict standards for issuing bank eligibility in TFP; (ii) providing annual due 

diligence through which feedback on suggested improvements in issuing bank capacity 

and financial market capacity could be conveyed; (iii) building a network of issuing and 

confirming banks to enable countries to expand their network of confirming bank 

partnerships; and (iv) providing technical assistance aimed specifically at building trade 

finance capacity. Towards the later objective, an average of $3 million per annum in 

capacity development TA was mobilized over a 5 year period to assist in program 

implementation.  

 

117. TFP’s contribution to institutional development has been greater in some 

countries than in others. In Bangladesh, where TFP activity was concentrated in small, 

private commercial banks, there is ample evidence the program made a positive 

contribution to institutional development. In Sri Lanka and Viet Nam, where TFP activity 

was concentrated in large, state-owned banks, many of which had already built 

extensive trade finance networks, and had long experience in providing trade finance 

services, TFP’s institutional development impacts were limited. In face-to-face 

interviews with issuing banks in these two countries, issuing bank representatives 

noted that they had little feedback on their bank’s performance from TFP and that no 

changes in institutional practices or performance could be traced to advice, training, or 

feedback provided by TFP. 
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118. TFP has provided training programs on trade finance in several of the countries 

in which it operates. According to a TFP survey, of the 131 participants who completed 

evaluation forms as part of its training, 86% said the training was “very good” or 

“excellent” and 98% of 80 respondents said that the training was of value to their job 

activities. Only a small amount of the TA resources allocated to TFP have been used for 

this form of training, with the bulk of the TA being used to undertake credit 

assessments and prepare annual due diligence reports on participating issuing banks.     

 

119. TFP’s capacity building support could have been more effective if a more 

strategic approach was adopted to identify and address capacity gaps at an early stage 

of the program. Despite an extensive and wide-ranging due diligence process, TFP did 

not regularly assess impediments to the supply of trade finance, at the level of either 

the country or the individual issuing banks. Neither institutional performance in trade 

finance nor capacity development requirements in the trade finance area was assessed. 

In the absence of a clear diagnostic picture, the extent to which TFP contributed to 

improved institutional performance was fortuitous at best.  

C. Regulatory Impediments to Trade Finance 

 

120. Banks face increasingly complex regulatory pressure and demands, particularly 

as they relate to international activities such as trade finance. Over the last decade 

banks have been required to provide increasing levels of detail to monitor and report 

upon their trade finance activities. Information is required on issues such as anti-money 

laundering, anti-terrorism, adequacy of due diligence on clients and counterparties and 

adequacy of capital reserves against portfolios of trade business. The level of reserves 

for capital adequacy purposes is of particular concern for trade finance as it is an 

important determinant of the ability of trade bankers to compete (internally) for limited 

capital and balance sheet capacity.  

 

121. Although policy advocacy and knowledge services were not explicitly 

provisioned or budgeted in TFP, the ADB program team played a leading role in 

regulatory advocacy in the industry in the following respects: 

(i) the funding and launch of the Trade Finance Default Register, now a 

critical high-value global tool overseen by the ICC; 

(ii) ongoing efforts to apply a robust analytical and research methodology 

and arrive at metrics that assess gaps in trade finance and the 

economic value it creates; 

(iii) effective advocacy through industry associations and participation in 

leading forums that influence the future of trade, trade finance, and 

development; and 

(iv) engagement with industry regulators and supra-national bodies and 

processes looking at the linkages between trade and trade finance. 

 

122. Through a combination of evidence-based policy analysis and regulatory 

advocacy, TFP has made an important contribution to the understanding and 

international regulation of the trade finance business. ADB helped create the first Trade 

Finance Default Register has been carried forward by the ICC and other partners. This 

initiative has become the definitive source for documenting the extremely low default 

rates (and low risks) involved in trade finance. TFP’s survey work, in partnership with 

OREI, on trade finance gaps, is the first analysis of its kind to develop a methodology 

for identifying under-served trade finance markets and for estimating the costs in terms 

of forgone opportunities for growth, trade and employment.    
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123. Trade Finance Default Register. ADB’s partnership with the ICC on the Trade 

Finance Default Register has made an important contribution to global understanding 

of the actual risks involved in trade finance. Following discussions at expert group 

meetings in Geneva, TFP took the initiative, in partnership with the ICC, to establish the 

ICC-ADB Trade Finance Default Register in September 2010. The register collects 

empirical evidence to demonstrate that trade finance carries a relatively low probability 

of loss. ADB financed the first survey and report of the Trade Finance Default Register. 

For the 2010 report, ICC-ADB surveyed nine international banks that conducted 5.2 

million trade transactions, valued at $2.5 trillion, between 2005 and 2009. This survey 

found the average tenor of all trade finance products was just 115 days while off-

balance sheet products (letters of credit and guarantees) had average tenors of less 

than 80 days. Average default rates were extremely low, at just 0.06% for import letters 

of credit and 0.0008% for export letters of credit. Even during the global economic 

downturn in 2008/2009, there were only 445 defaults reported out of a total of over 

2.8 million transactions. When default occurred, the recovery rate averaged 60% for all 

types of trade products.
26

  

 

124. Subsequently, the ICC prepared two updates of its Trade Finance Report in 

2011 and 2013.
27

 Data drawn from 21 international commercial banks, which reflects 

an estimated 60%–65% of traditional global trade finance activity, worth approximately 

$2‒2.5 trillion, reveals there were fewer than 1,800 defaults made across close to 8.1 

million short-term trade finance transactions. This result equates to an approximate 

default rate of 0.02% on a transaction basis. The ICC Trade Finance Default Register has 

been widely acknowledged as the only source of time-series information on which 

trade finance risks can be formally assessed.      

 

125. The ICC Register findings were presented to the Basel Committee, and helped 

consider the possibility of treating trade finance differently from other financial 

instruments for regulatory purposes. Having played its developmental role in 

establishing the register, ADB transferred responsibility for further development to the 

ICC and its private financial institution partners. However, ADB does provide data to the 

register to contribute to a broader and deeper understanding of the risks involved in 

trade finance.
28

  

 

126. Improving global trade finance regulation. Due to the contribution of the ICC 

Register, there are signs that regulators are becoming more aware that trade finance, 

in practice, carries very low risks. In October 2011, the Basel Committee waived the 1 

year maturity floor for trade-related letter of credit and the sovereign floor for trade 

finance exposures in capital ratio calculations.
 29

 Further, Basel committee decided that 

short term, self-liquidating letters of credit and guarantees would receive a credit 

conversion factor of 20% and 50% respectively, rather than 100%. The January 2013 

update to the Basel III regulation has acknowledged the low risks attached to trade 

                                                        
26

 ICC Commission on Banking Technique and Practice. 2010. Report on findings of ICC-ADB Register on 

Trade and  Finance.  Report funded by the ADB. Paris.  

27
 ICC Banking Commission.  2011. Global Risks-Trade Finance 2011. Paris. and ICC Banking Commission. 

2013. Global Risks Trade Finance Report. Paris. http://www.iccwbo.org/Products-and-Services/Trade-

facilitation/ICC-Trade-Register/ 

28
 ADB TFP. 2014. Impact of the Global Financial Crisis on Trade Finance in Asia and the Cooperation that 

Reduced the Impact. (draft). Manila. 

29
 Basel Committee on Banking Supervision. October 2011. Treatment of Trade Finance under the Basel 

Capital Framework. Bank for International Settlements. Switzerland. Prior to the waivers, capital 

requirements for credit exposures were subject to a minimum maturity requirement of 1 year referred to as 

maturity floor while the risk weighting applied to an international bank exposure could not be lower than 

the risk weighting of the sovereign in which the issuing bank is incorporated. In the case of low-income 

countries, this is typically 100% (the so-called “sovereign floor”). 
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finance assets. In addition, the European Union is considering a solution to the 

unintended consequences of Basel III on trade finance under its region-specific 

customization of the rules, the Capital Requirements Directive IV.
30

 The default register 

has also had an impact by encouraging the private sector banks to assume more trade 

finance risk.  

  

127. ADB Trade Finance Gap Study. In 2012, TFP, in partnership with OREI, 

conducted a survey of 106 banks that had participated in TFP as either issuing or 

confirming banks, the results were released on 12 March 2013.
31

 According to the 106 

banks surveyed, almost $2.1 trillion worth of trade finance proposals were received in 

Asia in 2012, of which $425 billion in trade finance requests (20%) were not approved. 

The reasons cited by the surveyed banks for this gap include the poor payment records 

of their correspondent banks, low country ratings in developing countries, and weak 

banking systems. In addition, 138 companies surveyed said that a 5% increase in trade 

finance support would result in an increase of production levels by 2%, and staffing by 

another 2%, underscoring the strong links between trade finance, economic growth, 

and job creation.    

 

128. These findings have been widely publicized, and are “path breaking” as they 

provide empirical evidence of the trade finance gap in the Asia and Pacific markets. 

These empirical results also demonstrate that insufficient trade finance results in less 

growth and less job creation.  

 

129. A second round of bank and company surveys was conducted by PSOD and 

OREI in early 2014. This second survey will help address several weaknesses in the 2013 

survey arising from: (i) the exclusion of banks and companies in the larger Asia and 

Pacific region countries such as India and PRC; (ii) the small sample size of companies 

and banks that responded to the 2013 survey; and (iii) the challenges posed by scaling-

up the findings from TFP participating banks in the entire Asia and Pacific region. A 

series of “trade finance gap” surveys can also be used to assess whether or not trade 

finance conditions are changing over time, as international bank risk appetite is 

influenced by implementation of Basle III regulatory requirements.   

  

130. TFP’s contribution to improving global understanding of the demand for, and 

risks involved in, trade finance is of critical importance. Consideration should be 

accorded to the inclusion of the development of global “public good” type knowledge 

products in TFP’s work program and budget in the years to come, given the importance 

these surveys have had and are likely to have in future years in the development of the 

trade finance market in the Asia and Pacific region.      
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 See JP. Morgan. 2013.  Basel III Update.  

https://www.jpmorgan.com/cm/BlobServer/Basel_III_Update.pdf?blobkey=id&blobwhere=1320590874145

&blobheader=application/pdf&blobheadername1=Cache-
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CHAPTER 6 

Program Efficiency 

 

A. TFP Pricing, Risk Sharing, and Default Performance 

 

131. TFP pricing. According to the TFU, TFP pricing is set approximately 25 basis 

points off the low end of the primary market. Actual TFP credit guarantee pricing 

practice follows TFP Operating Guidelines (i.e., at the lower range of the primary 

market). It is not clear how this ensures that TFP does not crowd out other private 

sources of trade finance.  

 

132. The TFU conducts a monthly pricing survey among the six RPA banks for funded 

and unfunded transactions (plus oil and non-oil pricing in the case of countries with 

approved oil facilities). The survey results are kept in a pricing worksheet that highlights 

the following: (i) low-end of actual TFP pricing, (ii) high-end of actual TFP pricing, (iii) 

average of actual TFP pricing, (iv) low-end of market pricing, and (v) average of market 

pricing. 

 

133. In examining TFP pricing worksheets, there were certain cases where the 

variances between the low end and the average market pricing for a particular country 

were substantial. For example, in the case of Bangladesh market pricing in February 

2013, the low end was reported at 1.00% while the average was at 3.07%, implying 

that the high end figure was significantly above 3.07%. Such a wide variance raises 

questions on the reliability and usefulness of the information provided during the 

pricing survey.  

 

134. Most issuing banks perceive that ADB prices TFP products fairly close to market 

averages. According to the findings of the IED survey of issuing banks, when asked to 

compare TFP pricing to market pricing, 19 of the 28 banks that responded to the 

question (68%) said that TFP pricing was at market average, 21% said it was below 

market average, and 11% said it was above market average. These findings are contrary 

to the TFU’s stated pricing policy of pricing towards the low end of the market. 

 

135. According to the TFU, the actual practice is to price the credit guarantee 25 

basis points off the low end of the primary market, which is not borne out in the 

pricing information provided by TFU. The TFU pricing worksheet information on 

unfunded transactions shows there were a few instances wherein TFP’s actual pricing 

was below the low end of the market. In many of the countries for 2013, the low end 

of TFP pricing was much higher than the low end of market pricing, which is 

inconsistent with TFP’s stated pricing practice. An independent validation of TFP pricing 

process is warranted.  

 

136. TFP has no pricing prerogative for RPA transactions and relies solely on the 

pricing provided by the RPA banks. Furthermore, per ADB Controllers’ Department, not 

all the RPA banks consistently follow TFP reporting format. As an example, one RPA 

bank has simply been submitting the monthly report using its own internal reporting 

format. As a result, the Controllers’ Department’s Loan and Treasury Accounting 

Division (CTAC-LTA) has been unable to reconcile the RPA fees due from this bank and 
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has simply accepted the bank’s fee payments. TFP also uses information obtained from 

the pricing surveys on funded transactions to decide on the RCF pricing.   

 

137. TFP risk-sharing. The 2003 RRP for TFP called on the program to risk-share its 

credit guarantees to encourage the use of ADB funding to catalyze other sources of 

private finance, and to spread program risks. It was assumed that ADB would only 

retain 100% of the credit guarantee risk in exceptional circumstances. The 2009 change 

in scope did not specify this restriction and allowed for TFP to risk share up to 100% of 

transactions.   

 

138. TFP has retained 100% of the risk attached to credit guarantees for most deals. 

Figure 13 below shows the percentage of credit guarantees with 100% of the risk 

retained by ADB between 2005 and 2013. Risk retention peaked at 90% in 2007, 

declined slightly to between 60% and 80% from 2008 to 2012 and then climbed to 

85% in 2013. Based on number of transactions rather than by number of deals, by IED 

estimates, the proportion of underlying transactions with 100% risk retention for 2013 

is still high at 37% in 2013. In some countries, such as Azerbaijan, Cambodia, and 

Nepal, ADB has assumed 100% of the credit guarantee risk because of a shortage of 

international banks willing to risk share. A large portion of the 100% risk transactions 

done in Pakistan in 2013 was for a Japanese bank that had no country risk limits. In 

markets such as Viet Nam, where commercial banks have a strong demand to share 

risk, ADB has retained 100% of the credit guarantee risk in 65% of deals in 2009, and 

just 7% of deals in 2011. Subsequently, the proportion of deals for which ADB retained 

100% risk in Viet Nam has increased since 2011, to 43% in 2013.  

  

139. Thus, even in markets where commercial banks tend to have a strong demand 

to share risk, the proportion of risk retained by ADB has not declined.   

 

 
 

140. Overall, the average level of credit guarantee risk ADB has retained has been 

going up since 2011. The average risk retained by ADB reached a high of 94% in 2006 

(Figure 14). For the RPA, ADB’s risk has ranged from 30‒38% of the face value of the 

guarantees. Since 2008, ADB has relied heavily on RDAs to reduce its overall credit 

guarantee risk, and bring ADB’s share of the credit guarantee risk to 40‒50% in 2012 

and 2013.  
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Figure 13: Percentage of Credit Guarantee Deals with 100% 

Risk Retained by ADB, 2005–2013 

% of CG Deals with 100% Risk Retained by ADB

Source: IED estimates; raw data from Trade Finance Unit transactions database. 
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141. No defaults. TFP has experienced no defaults or losses of any kind on the 8,389 

transactions processed between 2004 and 2013. This result reflects both the low-risk 

nature of the trade finance business, careful due diligence in selecting issuing banks 

and providing risk exposure, and selection of top-tier international banks to partner 

with in providing trade finance on a portfolio basis. TFP team has taken steps to ensure 

that the risk of loss due to fraudulent trade is mitigated by: (i) annual TFP training for 

program staff, Office of the General Council and ORM officials that focuses on fraud 

(i.e., what to look for, how to check documents, and various case studies);
32

 and (ii) 

part of the due diligence and annual review process which assesses risk in corporate 

governance (checks and balances) and integrity within each issuing bank (mitigating 

the risk that TFP will continue to work with a bank that is prone to, or has a high risk of 

fraud); and (iii) legal protections—the RPA contract explicitly carves out documentary 

risk; confirming bank agreement requires representation from a confirming bank that 

underlying documents are in order when making a claim under TFP's guarantee; and 

the issuing bank agreement requires the issuing bank to reimburse TFP for any 

payments it makes under its confirming bank agreement(s). 

B. TFP Resource Utilization 

 

142. Resource utilization. From 2010 to 2013, TFP has used about 39% of the 

resources allocated by ADB to the program. TFP’s total exposure limit was increased 

from $150 million to $1 billion in 2009; 2010 was the first full year the program’s total 

exposure limit was at $1 billion. Table 3 below shows the program’s total resource 

utilization by product lines. In 2010, the RPA accounted for 62% of the total. 

Subsequently, the RPA tapered off while the credit guarantee rose significantly and 

became the most utilized TFP product. Meanwhile, the RCF remained relatively 

insignificant. TFP’s total average outstanding as a percentage of the $1 billion program 

limit ranged from a low of 32% in 2013 to a high of 39% in 2011. TFP reports that it 

has averaged 70% utilization of its $1 billion limit between 2010 and 2013. In 

calculating this figure, TFP includes committed (but actually unutilized) amounts.  TFP 

independently sets its own commitments for the RPA product, and does not charge a 

commitment fee. The reason for the discrepancy between IED’s actual daily average 

utilization rate and TFP utilization rate is due to the large difference between TFP 

committed amounts and actually utilized amounts. TFP should consider revisiting 

allocations of commitments to the RPA banks in line with their actual usage of the 

facility.  
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  Vin O’Brien, 2013. Chair ICC Banking Commission, Market Intelligence Group. Trade Finance Operations: 

Advanced Training Workshop. 12‒15 November 2013. Manila. 

2005 2006 2007 2008 2009 2010 2011 2012 2013

CG (Net of RDA) 54% 94% 85% 60% 73% 58% 34% 42% 48%

CG (Gross of RDA) 54% 94% 85% 60% 76% 67% 55% 64% 68%

RPA 38% 30% 33% 34% 33% 36%
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Figure 14: Risk Retained by ADB by TFP Product, 2005-2013 

Source: IED estimates; raw data from transactions database submitted by the Trade Finance Unit. 

CG = credit guarantee facility; RDA = risk distribution agreement; RPA = risk participation agreement. 
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Table 3:  Total Average Resource Utilization by TFP Product ($ million) 

TFP product 
2010 

% to 

Total 
2011 

% to 

Total 
2012 

% to 

Total 
2013 

% to 

Total 

CG  115.9  35%   211.2  54% 270.6  78% 245.7 77% 

RPA  203.3  62%  169.3  43% 67.6  20%  73.1  23% 

RCF       7.4 2%     9.1  2%   7.5  2%  1.3  0% 

Total  326.6  100%  389.6  100% 345.7  100%  320.1 100% 

CG = credit guarantee, RCF = revolving credit facility, RPA = risk participation agreement. 

Note: Figures are daily averages and net of risk distribution agreements. 

Source:   IED estimates; raw data from transactions database provided by the Trade Finance Unit  

 

143. Peak resource utilization. At peak times of the year, TFP resource utilization has 

been higher than average, but it is still far below the resources allocated to the 

program. Table 4 below shows the peak utilization by product and of the entire 

program from 2010 to 2013. Peak utilization of the entire TFP occurred in 2011 at $603 

million or 60% of the program’s $1 billion limit. Peak utilization was dominated by the 

credit guarantee and RPA products, with the RCF accounting for around 2.0% of total 

program resources. 

 

Table 4:  Total Peak Resource Utilization by TFP Product ($) 

Product 2010 2011 2012 2013 

Credit Guarantee  271,536,227   331,373,347   374,184,026   403,071,014  

Risk Participation  283,630,941   288,364,962   112,924,465   276,467,329  

Revolving Credit    11,000,000     16,970,000     11,800,000       5,000,000  

TFP program  548,424,088   603,374,618   450,433,347   510,068,566 

Note: The peak utilization for the entire TFP does not equal the total peak utilization of each product 

because these peaks occurred at different times.  Figures are net of risk distribution agreements.  

Source:   IED estimates; raw data from transactions database provided by the Trade Finance Unit  

 

144. TFP business volume was derived from just a few countries. Use of all three TFP 

instruments has been highly concentrated: 

Credit guarantee (CG): In 2010, Viet Nam and Pakistan accounted for 61% and 

21%, respectively, or a combined 82% of the total. While Viet Nam dropped to 

23% in 2013, Pakistan increased to 37%. In 2013, four countries accounted for 

90% of the total credit guarantee product—Bangladesh (19%), Pakistan (37%), 

Sri Lanka (11%), and Viet Nam (23%).  

RPAs: In 2010 three countries accounted for 82% of the total—Indonesia 

(33%), Viet Nam (27%) and Bangladesh (22%). By 2013, the concentration 

eased slightly with five countries accounting for 84% of the total—Indonesia 

22%, Pakistan 20%, Viet Nam at 19%, Sri Lanka 13%, and Uzbekistan 9%.  

RCF: Sri Lanka and Viet Nam accounted for the entire program in 2010. By 

2013, RCF utilization was dominated entirely by program activity in Viet Nam.  

In the case of Indonesia and Uzbekistan, credit guarantee usage is very low but 

RPA usage is significant. It is important to note that for the credit guarantee 

product issuing banks are required to sign an issuing bank agreement while in 

the case of the RPA product they are not required to sign the issuing bank 

agreement. It is possible that issuing banks in Indonesia and Uzbekistan will be 

unwilling to sign an issuing bank agreement, but are willing to participate in 

RPA transactions. To further improve credit guarantee utilization, TFP would 

need to study why issuing banks in some countries are unwilling to sign the 

issuing bank agreement.  
 

145. Resource utilization by country. While TFP had credit guarantee operations in 

18 countries between 2010 and 2013, its operations were concentrated in two to four 

countries. This concentration is a source of inefficiency as resources are invested to 

undertake due diligence and maintain relationships in all participating countries, while 
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the number of countries that use the facility is low. TFP’s average utilization by country 

has been low. Except for Georgia in 2012, no country had an average utilization rate of 

over 50% (Table 5). A review of the individual limits of issuing banks in each country 

clearly shows wide disparities in average utilization rates. For example, in Bangladesh, 

three issuing banks had average utilization rates of over 70% while seven issuing banks 

had average utilization rates of 20% or less in 2013.  

 

Table 5: Average Utilization Rates by Country, 2009‒2013 

Country 2009 2010 2011 2012 2013 

Armenia - - 0% 27% 25% 

Azerbaijan 1% 23% 25% 19% 2% 

Bangladesh 35% 43% 34% 27% 33% 

Bhutan - 0% 25% 0% 0% 

Cambodia 0% 0% 0% 1% 4% 

Georgia - - 1% 52% 49% 

Indonesia 5% 11% 8% 3% 3% 

Kazakhstan - - - 1% 11% 

Kyrgyz Republic - - - 0% 0% 

Mongolia - 15% 43% 35% 30% 

Nepal 2% 6% 11% 9% 4% 

Pakistan 12% 11% 20% 17% 22% 

Philippines - 1% 2% 3% 12% 

Sri Lanka 12% 12% 15% 36% 28% 

Tajikistan 0% 0% 3% 2% 22% 

Uzbekistan - 10% 26% 23% 31% 

Viet Nam 10% 45% 36% 40% 25% 

Notes: Average utilization rates per year were calculated by adding up the outstanding participation 

amounts of credit guarantees (gross of risk distribution agreements) and risk participation agreements 

(RPAs) and dividing the sum by the approved facility limits for credit guarantee and RPA. "-" means no 

approved facilities while 0% means less than 1% average utilization of approved limits. 

Source: IED estimates; raw data from Trade Finance Unit transactions database. 

C. TFP Profitability 

 

146. Program costs and returns. TFP does not track and report its costs and returns 

regularly to management or the Board. It relies on the Controller’s Department to track 

the revenues of the program. Drawing on information provided by the Controller’s 

Department, IED has estimated costs and returns of TFP program for the years 2011 to 

2013.  

 

147. In recent years, TFP has returned a profit, although the profit rate has been 

declining over time. TFP’s net income does not include charges for cost of imputed 

capital of $137.5 million.  With no commitment fees for TFP, there is an opportunity 

cost for the large difference between committed capital of close to $700 million and 

the much smaller actually used amounts.  Gross income from the program has declined 

over these years due primarily to declining revenues from RPAs. Consulting costs, 

account for nearly $3 million per annum, or close to 60% of total program costs.  

 

148. From inception till 2014, TFP has booked about $6.4 billion in guarantees 

(through the credit guarantee program and RPAs) but it has not received or paid any 

claims. Similarly, $152 million in RCF has been released with no defaults. This outcome 

appears to reflect the generally low-risk nature of trade finance and the products 

involved, i.e., mainly import letters of credit.  

 

149. High cost supervision.  Consultant costs, averaging $3 million per annum, are 

the highest single cost item for TFP. A Zurich-based consulting company perform key 

tasks relating to the annual credit reviews and due diligence services. A full credit 
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analysis and banking and industry assessment (including in-country due diligence) are 

conducted annually and are a significant share of the program’s budget which requires 

substantial TA funding support, totaling about $3 million per annum.  

 

150. Suspensions and program costs. The program has suffered from a high 

participation decay rate. One-third of the banks that have been screened or have 

participated in the program between 2004 and 2013 no longer participated in it at the 

start of 2014. The high decay rate can be attributed to issuing banks being suspended 

for covenant violations, their limits not being renewed, cases of fraud or inappropriate 

activity, or because they have been unable (as in the Philippines and Indonesia) to 

conclude an issuing bank agreement. Without an issuing bank agreement, the issuing 

bank is restricted from participating in credit guarantee transactions. A high decay rate 

is a source of inefficiency as resources are invested to undertake due diligence and 

maintain relations with banks that fall out of the program, either entirely or for a long 

period of time. While some dropout is inevitable, and even desirable for banks that 

graduate from the program, the loss of one-third of those banks that had originally 

signed up for the program appears excessive. In some cases, these dropouts were due 

to factors beyond the issuing bank’s control. For example, during field visits to Sri 

Lanka and Viet Nam issuing banks complained of suspensions that were due to 

changes in regulatory oversight which resulted in a reclassification of single borrowers. 

Other factors beyond their control included legal requirements that their annual reports 

be presented to their annual general meetings before being provided to ADB. 

Nevertheless, there were some cases where ADB suspensions took place before the 

issuing bank was allowed a period of time to correct the covenant violations. Issuing 

banks also expressed concern that issuing bank covenants, while in line with good 

corporate governance practices, were overly restrictive for a product as “low risk” as 

trade finance.  

 

151. TFP compared to PSOD performance. TFP accounts for about 4% of PSOD’s net 

revenues, and 10% of its direct expenses, but only 2% of its net income. TFP’s return on 

average assets, at 0.54% in 2012, is significantly below PSOD’s 3.8% return on average 

assets.
 33

 This result is partly due to the high cost of credit due diligence and 

monitoring, which is out sourced to an external service provider and paid for with 

proceeds from TA support since 2009 averaging about $3 million a year. Also, TFP’s 

return on its imputed capital was significantly lower than comparable PSOD figures. 

TFP’s proportionate share of PSOD net income was significantly lower than TFP’s 

proportionate share of PSOD net revenues in both 2011 and 2012. This result was due 

to the fact that TFP accounted for a much higher percentage of direct 

expenses/overhead in those years. TFP’s expenses include the fee paid annually to the 

external advisor and the salaries of a consultant in the front office and three 

consultants in the back office. 

 

152. TFP activity versus PSOD loan volume. TFP dominates PSOD in terms of 

transaction activity. Table 6 compares TFP guarantee activity to the total loan activity of 

PSOD. Overall, total TFP guarantees issued in 2011 and 2012 exceeded PSOD loan 

disbursements in 2011 and 2012.     
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 There are differences in risk profiles, tenors, and the unfunded versus funded nature of transactions 

between TFP and other PSOD products. 
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Table 6: TFP Guarantee Activity vs. PSOD Loan Activity 

 2011 2012 

 PSOD TFP PSOD TFP 

Loan Approvals ($ millions)   1,225.0     1,286.8    

Guarantees Issued:  

Credit guarantees + RPAs ($ millions)      1,160.5   1,555.1 

PSOD = Private Sector Operations Development, RPAs = risk participation agreements, TFP = Trade Finance 

Program.  

Source: TFP and PSOD records. 

 

153. TFP versus PSOD staffing. Table 7 shows TFP’s share of total PSOD staffing, 

excluding consultant use. In 2012, TFP’s share of PSOD total staff was 5.9%, higher 

than TFP’s 3.7% contribution to PSOD net revenues and its 1.44% contribution to PSOD 

net income.   

 

Table 7: TFU Share of the Total PSOD Staff 

  PSOD TFP TFP Share 

National and Administrative Staff 71 5 7.0% 

International Staff 64 3 4.7% 

Total Staff 135 8 5.9% 

PSOD = Private Sector Operations Department, TFP = Trade Finance Program, TFU = Trade Finance Unit. 

Source:  TFP and PSOD records.  3 of the staff are on a loan basis from BPMSD. 

 

 

154. Capital allocation.  ADB imputed $137.5 million of its capital to TFP in 2012. 

This figure is based on a risk-weighting of 55% for TFP as a whole, versus 100% for 

regular loans. This capital allocation assumes that the entire $1 billion facility is being 

used, when in fact the highest level of average capital utilization has been less than 

half of that amount. Moreover, a 55% risk-weighting is too high compared to what the 

industry uses (i.e., 15%–20%) for low-risk trade finance instruments. This results 

suggests that ADB appears to be imputing too much of its scarce capital to TFP, 

considering both industry practice and the partial utilization of the $1.0 billion 

program line.  

 



 

CHAPTER 7 

 Work Quality 

 

A. Organization Structure  

 

155. Organization structure. TFP is administered by the Trade Finance Unit (TFU), 

which sits in the Private Sector Financial Institutions division of PSOD, at ADB 

headquarters in Manila. As of first quarter 2014, the TFU had a total complement of a 

staff of eight and four consultants, which is comprised of the following sub units: TFU 

head; three relationship managers including one consultant; four middle office 

personnel: and four back office support personnel including three consultants. All of 

TFP staff is located in Manila. TFP interacts with ORM on credit related matters and 

with the Controller’s and Treasury departments for trade processing and approvals.  

The supporting departments allocate staff time for TFP.   

 

156. Transaction volumes and staffing. Table 8 shows the number of transactions 

that have been processed by TFP staff between 2008 and 2013. The actual number of 

trade transactions supported tends to be higher, as a single trade transaction processed 

by TFP may represent multiple trade transactions. Since 2008, the number of TFP 

transactions processed has increased almost nine-fold, while the transaction processing 

continues to be manual and the number of staff working on processing transactions 

remained unchanged (i.e., at three middle office and three back office staff) from July 

2009 until March 2012. After March 2012, an additional middle office resource person 

was added. TFU officials interviewed were unanimous in their view that TFP was 

currently grossly understaffed, especially on the transaction processing side, and that 

this needed an urgent solution.   

 

Table 8:  Number of TFP Transactions Processed by Product, 2008–2013 

Product 2008 2009 2010 2011 2012 2013 

CG 14 37 185 257 545 730 

RPA 124 368 404 545 486 582 

RCF 12 5 6 14 5 1 

Total 150 410 595 816 1,036 1,313 

CG = credit guarantee, RCF = revolving credit facility, RPA = risk participation agreement, TFp =Trade 

Finance Program 

Source:  TFP program files. 

 

157. Use of an external consultant for routine functions. Due to internal staff 

constraints, the TFU has hired Zurich-based consulting company to perform key tasks 

relating to the annual credit reviews and due diligence, notably to: 

(i) conduct the face-to-face interviews and/or meetings with selected 

issuing bank officials (typically those responsible for overall strategy, 

lending, risk management, corporate governance, anti-money 

laundering and trade); 

(ii) conduct the country and banking industry assessment; 

perform credit analysis on issuing banks; 

(iii) prepare the draft country and banking industry assessment and 

Standard Credit Application Forms (SCAF); and 

(iv) prepare the integrity checklist.
34
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 This is part of the “know your customer” process and essentially involves checking whether an issuing 

bank has been involved in criminal or other questionable activities.  
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158. The contract with the consulting firm started in August 2009 and was subject 

to review and/or renewal in two years. Subsequently, this period was extended to 

February 2012, when the contract was last reviewed and renewed. Under the contract, 

ADB pays the consulting firm $3.1 million per year and this amount is sourced from the 

TA. The advantages of the consulting arrangement are that it helps TFP overcome a 

shortage of trained staff managing the program in headquarters. The disadvantages 

are: (i) the TA from which the program is funded was to be used for capacity 

development rather than routine program management; (ii) the institutional 

knowledge of the issuing banks, built over time from years of due diligence resides 

with consulting firm, rather than with TFP; and (iii) there is a high degree of program 

continuity risk when routine program management functions hinge on mobilizing TA 

resources where availability can change year by year.  

B. Credit Processes 

 

159. Selection of issuing banks. The credit process starts with the selection of the 

issuing banks. According to TFP guidelines, the selection of issuing banks is “market 

driven” and it is subject to TFP and ORM criteria. Initially, the majority of the issuing 

banks considered for inclusion in the program were to be selected by TFP relationship 

managers based on market surveys and demand. In practice, the TFU’s selection of 

issuing banks was based primarily on feedback obtained by TFP relationship managers 

from the six RPA banks. Periodically, the relationship managers ask the RPA banks for a 

”wish list” of new issuing banks. The relationship manager concerned then conducts a 

preliminary review of any new issuing bank name given and decides whether or not to 

proceed with a limit application. The main advantage of an RPA-driven approach to 

selecting issuing banks is that selection is in line with the demand for trade finance, 

according to the large international confirming banks. The disadvantage of this 

approach is that it doesn’t explicitly take into consideration: (i) opportunities to 

maximize the catalytic potential of TFP by supporting banks with the greatest need to 

expand their correspondent network, to assist SMEs or to foster private sector 

development; and (ii) it tends to include state-owned banks that, among others, fund 

the large trade requirements of state-owned enterprises.   

 

160. Annual reviews and issuing bank limit approvals. Existing and prospective 

issuing banks are subject to annual reviews that principally involve credit assessments 

and the processing of recommendations for limit renewals and new limits. The 

highlights of an annual review on existing and prospective issuing banks include the 

following: 

(i) in-country due diligence conducted by the TFU and the consulting firm, 

which includes face-to-face interviews with selected officials of these 

banks; 

(ii) completion by the TFU of know your customer (KYC), anti-money 

laundering, world check and integrity checklist procedures; 

(iii) preparation by the TFU and submission by the TFU to ORM of a country 

package that includes a country and banking industry assessment and 

individual issuing bank limit applications (called SCAFS) containing the 

bank credit assessment, financial spreads, recommended obligor risk 

rating and facility risk rating and proposed limits;  

(iv) preparation and release by ORM of a credit note providing the basis for 

approval of issuing bank limits, which typically contains ORM’s credit 

assessment of the bank, endorsed obligor risk rating and facility risk 

ratings, and endorsed issuing bank limits, including approval terms and 

conditions; ORM also recommends whether to suspend, withdraw, 

reduce or reject requests for bank limits; and  

(v) approval by the Director General, PSOD, of issuing bank limits. 
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161. Any TFP issuing bank limit recommendation is typically submitted and 

considered during an annual review. The TFU can request one-off limits on an ad-hoc 

basis and such requests are accommodated by ORM. The TFU and ORM have an agreed 

annual review schedule where half of the participating countries are covered in the first 

half of the year and the other half in the second half of the year.  

 

162. The consulting firm prepares a due diligence questionnaire that asks issuing 

banks for information, both financial and nonfinancial, to be used in the credit 

assessment, and follows up with in-country visits and queries each year. The consulting 

firm has signed an agreement with ADB in which it commits to keep any and all 

information obtained during the due diligence process in strict confidence and make 

this information readily available to ADB. Nonetheless, the due diligence records are 

kept with the consulting firm and it appears that, due to resource constraints, the TFU 

has limited ability to validate consulting firm’s output.  

 

163. In-country due diligence. This is done by way of a country mission led by TFP 

country relationship manager accompanied by financial analysts (typically two to three, 

depending on the number of banks to be visited). As part of the preparation for the in-

country due diligence, TFP asks issuing banks seeking limits to submit before the 

mission the following information: 

(i) in the case of prospective issuing banks, the latest 3 years’ annual 

reports/audited financial statements, and  in the case of existing issuing 

banks, the latest year’s annual report and audited financial statements, 

if these documents cannot be found in the issuer bank’s website, or 

other sources such as Bankscope; 

(ii) latest interim financial statements; 

(iii) completed due diligence questionnaire; and 

(iv) completed anti-money laundering and know your customer forms. 

 

164. When the audited financial statements are submitted to TFP, they are 

translated into a spreadsheet by ORM. The completed spreadsheets are then sent to the 

consulting firm, who use them for the credit analysis and financial ratio calculations in 

the SCAFs.  

 

165. During in-country due diligence, face-to-face interviews are conducted with a 

wide range of issuing bank officials, covering the trade functions, and various other 

divisions. Meetings are held with officials of the Central Bank, local branches of major 

confirming banks and other entities considered important sources of information, 

including local offices of rating agencies. According to IED survey results of issuing 

banks, the majority agreed that ADB was responsive to resolving due diligence issues 

(86%). 

 

166. Issuing bank agreement.  Once the due diligence is completed for a new bank, 

and after ORM endorses it, an issuing bank agreement is prepared. This covers the 

duties and obligations of the participating issuing bank, including quarterly reporting 

requirements and financial and other covenants (including environmental and social 

safeguards) that must be met to remain eligible in the program. In some countries, it 

has proven difficult to conclude issuing bank agreements because of differences 

between ADB’s financial and reporting covenants and the requirements enforced by 

regulatory authorities in those countries. Under RPAs, ADB is able to provide counter-

guarantees for these banks, although they are not formally obliged to adhere to the 

covenants listed in the issuing bank agreement.     

 

167. Based on the customer survey results and face-to-face interviews in Sri Lanka 

and Viet Nam, several issuing banks found TFP due diligence process and overall 

procedure for joining TFP cumbersome. In particular, several banks pointed out that 
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when obtaining a letter of credit limit from an international commercial bank, TFP 

required audited financial statements and other information that involved several 

weeks of collection. The issuing banks in Sri Lanka and Viet Nam reported there was no 

substantive benefit to the due diligence process, and they were not briefed on the 

findings or on ways in which their bank’s practices could be improved.   

 

168. In Bangladesh, by comparison, face-to-face interviews with issuing banks noted 

that they found the due diligence process time-consuming but useful. These banks 

noted that the due diligence process provided them with an opportunity to benchmark 

their operations with international good practice standards, and identify areas where 

improvements in reporting, risk management and trade finance management could be 

made.    

 

169. Country due diligence package. The output of the credit review and due 

diligence process is a country package, which includes a country and banking industry 

assessment and the SCAFs. The SCAFs incorporate the bank credit assessment, financial 

spreads, recommended obligor and facility risk ratings, and proposed issuing bank 

limits which are determined by the relationship manager based on perceived demand 

and the credit standing of the banks. TFP country relationship manager maintains 

ownership of and primary responsibility for the entire due diligence process and 

country package. On the PSOD side, country packages, including final SCAFs, are signed 

off by the concerned relationship manager, the TFU head and the Private Sector 

Financial Institutions head. Notwithstanding its major role in conducting the due 

diligence and credit assessment, the consulting firm does not sign off on any Country 

package document.  

170. Due diligence coverage. The credit assessment contained in the SCAFs is 

thorough, detailed, and of high quality, although there seems to be a lack of detailed 

assessment of banks’ trade finance capabilities, both in terms of systems and human 

resources. While the SCAFs do review the country’s macroeconomic and financial 

setting, they do not assess the supply and demand of trade finance, the existence of 

trade finance gaps, or the factors impeding the provision of trade finance.  

 

171. ORM processing. Upon receipt of a country due diligence package, ORM 

reviews the recommendations and then sends the TFU a series of questions and 

requests for additional information. These questions and requests typically pertain to 

the banks’ financial statements, ratios and adherence to prudential guidelines. The 

exchanges between ORM and the TFU continue until ORM is satisfied that all its 

requirements have been met. Because of these exchanges, the period of time it takes 

ORM to release the Credit Note from the time it receives the country package varies 

considerably from country to country. When receiving a question, or request for 

additional information from ORM, the relationship manager concerned determines 

whether it is possible to readily provide the required information. In most cases, the 

TFU asks the consulting firm to respond to the ORM requests. There is no direct 

communication between ORM and the consulting firm.    

172. ORM selectively uses information contained in a SCAF in its credit assessment. 

In particular, ORM relies on the report on compliance with prudential guidelines and 

information obtained from the face-to-face meetings (e.g., details of business strategy, 

corporate governance, risk management, delegated credit authorities), as this 

information tends to be unavailable from public sources. ORM separately performs its 

own financial analysis, based on figures and ratios from the ORM spreadsheets. The 

ORM output is a credit note that contains its credit assessment, endorsed obligor and 

facility risk ratings, and endorsed limits, including approval terms and conditions. The 

credit note is the main basis for providing approval of issuing bank credit limits. 
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173. As a matter of practice, ORM automatically declines any limit recommendation, 

or suspends any existing limit for an issuing bank that reports noncompliance with any 

one of the specified prudential covenants, regardless of the status of the issuing bank’s 

other indicators. ORM has unilaterally taken sweeping action (e.g., cut country 

transaction tenors across the board) in response to perceived negative country events. 

The credit assessment in the ORM credit notes are thorough, detailed and of high 

quality. Nonetheless, in the credit notes, assessment of trade finance and the attendant 

product risks appears to be limited and limited consideration given to the low-risk 

nature of trade finance. There is scope to enhance the collaborative spirit between the 

TFU and ORM.  

 

174. Limit suspension. The way in which suspensions are applied and conveyed to 

participating issuing banks is a source of concern. In a face to face interview in Viet 

Nam, an issuing bank claimed it was informed by a confirming bank of the suspension 

of its guarantee limit, but received no notification to this effect from the TFU itself. 

Likewise, in Bangladesh, an issuing bank claimed it was suspended due to changes in 

the central bank’s classification of single obligors in 2011, and this change had no 

material effect on its performance or its bank risk profile. Another bank in Bangladesh 

that had been suspended suggested that a “warning period” would have been useful 

to give it time to take corrective measures, rather than being immediately suspended.   

175. Risk classification of trade loans. From a booking perspective, ADB’s risk 

exposures to issuing banks under TFP are: (i) unfunded for both the credit guarantee 

facility and RPA and (ii) funded for the RCF. Due to its funded nature, RCF limits are 

recommended and approved very selectively and issuing banks with recommended RCF 

limits are subjected to closer credit scrutiny by ORM than those banks with only 

recommended credit guarantee and RPA limits. Nonetheless, a trade loan from a 

confirming bank to an issuing bank with no approved RCF limit is also eligible for 

coverage under both the credit guarantee facility and RPA. As a result, it is possible for 

a confirming bank to get 100% credit guarantee coverage for a trade loan to an issuing 

bank where ADB has already declined an RCF limit. It seems appropriate, from a credit 

risk perspective, to review the policy of allowing credit guarantee coverage of trade 

loans to issuing banks that do not have approved RCF limits.  

 

176. International bank experience on due diligence. In international banks, much 

like TFP, the relationship function is separated from credit review function, although 

the process is much more automated. An important difference between TFP and 

international banking practice is the use of local staff. In countries with significant 

trade flows such as Bangladesh, Pakistan, Sri Lanka and Viet Nam, the major 

international banks that conduct the bulk of the letter of credit business with local 

banks have offices and bank relationship teams on the ground. A primary responsibility 

of these teams is to closely monitor developments in the local economy, the banking 

industry, and their customer banks from the perspective of risk management and 

business development. As a result, these bank relationship teams can effectively 

conduct due diligence on existing and prospective customer banks through the regular 

conduct of their business, including their calling programs. This practice means that 

they do not need to undertake a formalized exercise requiring the preparation of a due 

diligence questionnaire and structured face-to-face interviews.  

  

177. There are no TFP resources on the ground in any of the countries where it 

operates. Thus, from a risk management and business development perspective, TFP is 

at a distinct disadvantage compared to most major international banks. TFP’s due 

diligence and credit review process appears to be more rigorous than that of other 

peers, at least with respect to annual reviews and renewals, and to than the processes 

of major international banks. This situation may have been prompted by the absence of 

TFP resources on the ground in the countries where TFP operates.  
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178. TFP default experience. TFP has had no claims since its inception. This outcome 

may be the result of any, or a combination of, the following: (i) relatively high 

selectivity ”bar” for issuing banks, (ii) the quality of due diligence conducted on issuing 

banks, and (iii) the low-risk nature of trade finance. 

 

179. Furthermore, the 2013 ICC Global Risks Trade Finance Report shows that the 

default rate for import letter of credit’s, which is analogous to the main TFP credit 

guarantee product, had a default rate of just 0.02% in 2008 to 2011. Out of some 1.5 

million import letter of credit transactions recorded, there were just 299 defaults (Table 

9). This result raises the question of whether or not the due diligence standard for TFP 

participation may have been set too high for low-risk trade finance transactions.  

 

           Table 9: Default Rate for Trade Finance Transactions, 2008–2011 

 Transaction 

Default Rate 

Defaulted Transaction 

Loss Rate 

M (Implied 

Days) 

Specific TXN-

Level Loss Rate 

Import Letters of Credits 

(L/Cs) 

0.020% 42% 80 0.008% 

Export Confirmed L/Cs 0.016% 68% 70 0.011% 

Loans for Import 0.016% 64% 110 0.010% 

Loans for Export: Bank risk 0.029% 73% 140 0.021% 

Loans for Export: 

Corporate Risk 

0.021% 57% 70 0.012% 

Performance Guarantees 0.034% 85% 110 0.029% 

Total 0.021% 57% 90 0.012% 

Source: ICC. 2013. Rethinking Trade and Trade Finance. 

C. Operational Processes 

 

180. Transaction processing. The TFU does not have an automated system for 

transaction processing. The prescribed procedures for processing TFP transactions are 

detailed in TFP Operating Guidelines and feature rigorous manual controls and counter 

checks. The TFU manually records transactions in Excel spreadsheets and prepares 

documentation for review and approval within the TFU and CTAC-LTA. Based on a 

review of transaction documents provided by the TFU and interviews with selected TFU 

officials, it appears to closely follow the transaction processing requirements prescribed 

in TFP Operating Guidelines for all three TFP products. In the June 2013 audit report, 

there were no reported cases of operational lapses.  TFP is currently working on an 

information technology system to automate some of the transaction procedures.   

 

181. Credit guarantee operational process. The credit guarantee is the most widely 

utilized of the three TFP products and its transaction process typifies TFP’s system and 

level of controls and counter checks. Transaction Process Flow for Credit Guarantees 

illustrates the summary process flow for the credit guarantee product, both when a 

counter-guarantee is requested from a confirming bank and when it is requested from 

an issuing bank. 

 

182. In both the issuing and confirming bank process flows illustrated above, the 

TFU, Treasury Department and CTAC-LTA are involved. Accordingly, the parts of the 

process that are outside the TFU’s control are as follows:  

(i) The SWIFT messages containing the guarantee application and related 

SWIFT messages are received through the SWIFT room, which is part of 

Treasury Department, and printed copies of the SWIFT messages are 

manually handed to and received by a TFU back office staff member.  

(ii) After receiving the SWIFT guarantee application from a confirming 

bank, the TFU completes the request for consent from issuing bank 

package and sends this material to CTAC-LTA which then checks to 
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ensure the following: (a) that the exposure amount and tenor per 

issuing bank do not exceed the approved limits; (b) the correctness of 

issuing bank and confirming bank details; and (c) that the SWIFT does 

not involve a cash transaction. If this check is satisfactory, CTAC-LTA 

will approve the request for consent and authorize the release of the 

request for consent from issuing bank SWIFT message.  

(iii) After receiving consent from the issuing bank, the TFU checks the 

consent for correctness and completeness, completes the guarantee 

issuance package and sends this to CTAC-LTA, which again checks to 

ensure the following: (a) that the exposure amount and tenor per 

issuing bank do not exceed the approved limits; (b) that the issuing 

bank and confirming bank details are correct; and (c) that the SWIFT 

does not involve a cash transaction. If this check is satisfactory, CTAC-

LTA will approve the request and authorize the release of the guarantee 

SWIFT message. 

 

183. CTAC-LTA sets a cut-off of 4 p.m. for same-day transaction processing. In 

exceptional cases, the TFU may request an extension of the cut-off time although 

approval is entirely at the discretion of CTAC-LTA. Given the manual nature of TFP 

transaction process, the CTAC-LTA checks strengthen the process, especially from a 

limit control standpoint.  

 

184. RPA processing. For RPA transactions TFP has provided the RPA banks with a 

reporting format they are supposed to adhere to. As per CTAC-LTA, not all the RPA 

banks consistently follow TFP reporting format. The TFU is required to check the 

transaction exposures in RPA reports against limits (amounts and validity) and for 

correctness. Because of the absence of an automated system, this checking is done 

manually. As a result, there is a risk that a transaction from an issuing bank whose limit 

has been suspended will be accepted through the RPA. 

 

185. Limit monitoring.  Both the TFU and CTAC-LTA monitor the regular issuing limit. 

This exercise is largely dependent on data prepared by the TFU. CTAC-LTA involvement 

serves as a countercheck and control.  

 

186. Breaches and waivers. Per the issuing bank agreement, a bank that is in breach 

of any covenant will have its limits suspended until the breach is cured or a proper 

waiver is obtained. When counterparty banks request waivers to the covenants that an 

issuing bank agreement requires, PSOD has internally processed and approved these 

requests.  As of 14 February 2013, the TFU and the ORM agreed that (i) ORM will 

review and approve or decline waivers for active transactions; and (ii) the TFU will 

amend the process to require ORM’s approval on waiver request for future 

transactions.
35

   

 

187. One-off Approvals. TFP relationship manager may, at their own discretion, 

initiate one-off approvals for a transaction that cannot be accommodated given the 

current approval limit or tenor restrictions. A request for one-off approval is prepared 

by TFP relationship manager for ORM endorsement. As part of its analysis, IED 

identified a few cases where bank limits were exceeded, and asked TFP to provide 

copies of corresponding one-off approvals. TFP duly provided the respective one-off 

approvals for all the requested limit breaches. Thus, TFP has been diligent in keeping 

track of issuing bank limits and processing appropriate waivers. 

 

188. TFU client responsiveness. Based on feedback obtained via a customer survey 

and face-to-face interviews, the TFU was viewed very favorably by issuing and 

                                                        
35

 TFP Audit Report dated June 2013. 
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confirming banks in terms of responsiveness and adherence to the 24–48 hours 

turnaround. This result is significant, especially given the high level of manual 

transaction processing. In terms of processing transactions, a large majority of the 

respondents agreed, or strongly agreed with the statements that ADB: (i) handles their 

transactions accurately (96%), (ii) is flexible in responding to their requests (82%), (iii) is 

timely in responding to their requests (89%), and (iv) has completed their transactions 

within the agreed time limits (96%). Of the confirming banks surveyed, 100% 

responded that ADB handled their transactions accurately, 92% responded that ADB 

responded in a timely and flexible manner to their requests, and 100% agreed that ADB 

completed their transactions within the agreed time limits.   

 

189. Default management. The TFU has not handled an event of default or 

guarantee claim and its capabilities in such situations are untested. The TFU’s resources 

have already been stretched by the significant rise in TFP transaction volumes. Thus, 

handling an event of default or guarantee claim could prove challenging.  

 

190. TFP monitoring and reporting. As per TFP Operating Guidelines, the following  

TFP management reports are mandatory: (i) daily monitoring report (submitted to ORM 

on a weekly basis—every Tuesday of the following week) which includes approved 

limits, outstanding exposure and available limits by the issuing banks; (ii) monthly 

results (TFP Monthly Report) which details limit approvals, allocation, outstanding, and 

available limits by country (submitted to ORM and the PSOD front office on the 18th of 

every month); (iii) a schedule of fees of outstanding guarantees and loans (submitted 

to ORM on the 15th of every month); (iv) estimated cofinancing by country (submitted 

to Strategy and Policy Department through the PSOD front office quarterly); and (v) a 

semi-annual report to the PSOD Front Office. TFP prepares and provides these reports 

as prescribed in the Operating Guidelines.  

 

191. The routine reports are generated but do not provide a complete picture of 

TFP’s profits and losses, the degree to which TFP development objectives set forth in 

the program approval documents and successive DMFs are met. Also two of the reports 

lack sufficient information to be particularly useful. The schedule of fees of outstanding 

guarantees and loans contains simply the names of the issuing banks, type of product, 

transaction reference numbers and margins in percentage terms. There is no mention 

of, among other things, the underlying transaction or transaction tenor. Notably, in the 

same report, several credit guarantee transactions for an issuing bank had different 

margins. Based solely on the information provided in the report, it is not possible to 

determine why this variance in pricing happened. The Semi-annual Report to the PSOD 

front office, in its current form, does not appear to be suited for TFP and the format is 

more appropriate for regular PSOD loans.     

 

 192. Fee collection.  TFP charges credit guarantee fees quarterly in arrears based on 

the actual days outstanding, while confirming banks charge letter of credit 

confirmation fees upfront based on the entire transaction life with no refunds in case 

of early settlement. A letter of credit is issued by the issuing bank, which is presented 

to the confirming bank for confirmation. Depending on its risk exposure limits to the 

issuing bank, the confirming bank may in some cases share the issuing bank risk 

through a credit guarantee with another financial institution. Confirming banks also 

charge minimum fees (for small transactions) while ADB does not. As a result, 

confirming banks enjoy extra income each time they obtain credit guarantee cover for 

their confirmed letters of credit. In addition, in the case of a confirmed letter of credit, 

apart from the letter of credit confirmation fee, a confirming bank earns other income 

such as an advising fee, negotiation fee, payment or reimbursement fee, and foreign 

exchange earnings. In comparison, when a confirming bank obtains credit guarantee 

coverage for a confirmed letter of credit, the confirming bank only passes on to TFP a 
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portion of the confirmation commission and retains for itself all the other earnings 

from that confirmed letter of credit.    

 

193. TFP’s transaction processing compared to an international bank. The TFU’s 

processing of a request for credit guarantee coverage of a letter of credit confirmation 

is far more onerous than an international commercial bank’s processing of a request 

for letter of credit confirmation. For example, when processing a request from a 

confirming bank for a credit guarantee covering an letter of credit confirmation, the 

TFU is required to perform several steps that are no required of an international 

commercial bank does not need to do, among them: 

(i) verify and certify the validity of issuing bank and confirming bank 

agreements; 

(ii) verify and certify compliance with covenants in the issuing bank 

agreement; 

(iii) pre-agree pricing; 

(iv) check for unpaid fees;  

(v) obtain the issuing bank’s consent for the credit guarantee issuance; 

(vi) issue a Standby Letters of Credit (SBLC) in favor of the confirming bank; 

and 

(vii) provide a copy of the SBLC to the issuing bank 

 

194. All major international banks with active letter of credit confirmation 

businesses typically have the following automated systems in place which TFP does not: 

(i) an automated credit limit monitoring system;  

(ii) an automated trade approval system that is interfaced to the credit 

limit monitoring system, for which transaction approval is given by a 

business unit with authority to allow credit limit changes, or a unit with 

approving credit authority; and 

(iii) an automated and integrated trade system with an interface to the 

bank’s accounting system. These trade systems are able to, among 

other things, initiate accounting entries, calculate fees and 

commissions, and generate transaction statistics, including letter of 

credit item counts, volumes and revenues. 

 

195. Operationally, TFP’s manual processes compare unfavorably to international 

commercial banks’ automated processes, particularly in the following areas: (i) 

transaction processing and recording, (ii) limit monitoring, and (iii) system interfaces. 

Furthermore, TFP transaction processing does not include monitoring and checking of 

the availability of country limits.  

 

196. Overall transaction processing assessment. The transaction processing 

procedures contained in TFP Operating Guidelines feature rigorous manual controls and 

counter checks. These controls and counterchecks were put in place precisely because 

of the manual nature of the transaction process. Regardless, as TFP transaction volumes 

have increased, the operational and reputational risk to ADB has increased. By 

automating TFP transaction process and integrating it with concerned ADB units, TFP’s 

operational and reputational risk can be expected to be significantly reduced. This 

change would enable TFP to move closer to international standards. Automation would 

also enable it to report on progress achieved in a more comprehensive and timely 

manner. 



 

CHAPTER 8 

Key Findings, Conclusions, 

and Recommendations 

 

A. Key Findings 

  

197. TFP has built a valuable network of issuing and confirming banks, and it is 

working with a critical mass of some 69 (active) issuing banks in 18 borrower countries 

and 120 participating confirming banks, and six major international banks as portfolio 

partners.  

 

198. Operating without a single claim or default, TFP has been building trade links 

across countries and forging trade finance relations between borrower country banks 

and international banks. TFP can help alleviate risks and connect issuing banks to 

confirming banks during times of crisis. It can also reduce the impact of country risk on 

trade relations, as it did during the 2010 Pakistan floods. During periods of financial 

crisis, the role of TFP is particularly relevant to the needs of many borrower countries to 

secure larger, more stable trade finance facilities as a means to encourage trade and 

stimulate economic growth and during normal times to the needs of private 

commercial banks and their clients, especially in poorer countries.  There is scope to 

improve the program’s relevance in terms of the support of both countries and the 

sectors and issuing banks that would participate in the program.     

 

199. TFP has areas where it can improve, particularly in terms of effectiveness in 

meeting the development objectives set for the program and the efficiency with which 

its scarce resources are deployed. The program has grown since 2007 and with the 

removal of the sunset clause in 2012; it has evolved to become a routine business line 

within PSOD. Thousands of transactions are processed annually. TFP was not designed 

to be a large, rapid-response routine service. Its initial institutional arrangements and 

staffing are suitable for a small time-bound project, rather than a large, active business 

service.  

 

200. Knowledge products financed by TFP have made an important contribution to 

country and global understanding of the low risks associated with trade finance. ADB 

support in the creation of the ICC-ADB Register on International Trade Finance has 

contributed to wider global understanding of the relatively low risks involved in trade 

finance transactions. The survey undertaken jointly with OREI in 2012 on trade finance 

requirements has also been very important in identifying the substantial excess demand 

for trade finance in the borrower countries.     

 

201. There are important gaps in the DMF as it does not adequately capture the 

program’s stated objectives. TFP’s approach to measuring success is based on the 

premise that “more volume is better.”  TFP reports do not provide a complete picture of 

its profits and losses, the degree to which TFP development objectives set forth in the 

program approval documents and successive DMFs are met.    
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202. Key challenges in the functioning of TFP include: 

   

(i) Relevance challenges 

a) TFP strategy. TFP has a program design, established in 2003 and 

updated in 2006, 2009 and 2012, and an operating manual that 

has been updated three times. It would be useful to have a more 

proactive strategy in place for incrementally scaling-up the program 

in poorer countries and for supporting smaller participating 

country banks or specific sectors conducive to SMEs, sharing risks 

with international banks, or laying-off ADB risk with international 

financial institutions. The types of trade that the program aims to 

finance, and the size of particular transactions, could be fine-tuned 

further. The exclusion of India and PRC from the program appears 

to be driven by a concern that demand in both countries could 

overwhelm program resources, rather than any notion of operating 

in markets where TFP’s catalytic poverty-reducing role could be 

maximized. There are no specific “graduation criteria” for any 

participating countries or participating country banks, even if they 

exhibit little demand for TFP services or, as the result of 

participation in TFP, have secured sufficient trade finance support 

from international banks.  

 

(ii) Effectiveness Challenges 

a) Program effectiveness and risk management. The program could be 

more valuable if incrementally, smaller banks were included. ORM 

could adopt a more flexible risk assessment and risk management 

criteria for those issuing banks that are only provided with credit 

guarantee facilities. 

b) Program value-added. A related issue is the extent to which TFP is 

financing trade that would have been financed whether or not the 

program existed. More than half of the trade financed by value in 

2013 under TFP is oil and gas, most of which is traded by large 

state enterprises through state-owned banks. According to TFP, 

due to the high value of these trades, the oil and gas trades 

represent some 4% by number of transactions. This is low-risk trade 

and would likely have been undertaken irrespective of the 

availability of TFP support. 

c) Program monitoring and reporting. It would be useful if TFP’s 

performance with respect to the DMF’s established in the 2009 and 

2012 change of scopes are regularly monitored and reported on. A 

regular result report will help assess the extent to which TFP is 

operating in a cost-efficient manner to achieve the objectives and 

performance targets set for the program.   

d) Business spin-offs for PSOD. About 20% of the issuing banks 

participating in TFP have access to another ongoing PSOD credit 

line. PSOD needs to actively draw on TFP as part of a more 

integrated program to support participating country issuing banks. 

There is scope to improve the extent to which TFP bank reports are 

used in other parts of PSOD, and the out-sourcing of TFP due 

diligence could hamper business spin-offs and cross-selling across 

PSOD product lines.     
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(iii)  Efficiency challenges  

a) Outsourcing due diligence. Outsourcing due diligence and annual 

reviews to an external consulting firm  has program cost 

implications. The consulting firm has been financed through a 

series of short-duration regional technical assistance which exposes 

the program to risks if insufficient TA funding is forthcoming. There 

is also an issue of why PSOD is funding the operation using TA 

rather than using these funds for capacity development. Given the 

small program risks, annual due diligence on a broad range of 

countries may be excessive, and more cost-effective means such as 

information-sharing with international confirming banks and peers 

could reduce these costs.   

b) Manual operating systems. To date, TFP transactions have been 

recorded by hand, with requests copied from one spreadsheet and 

Word file to another. Lack of automation and an appropriate IT 

system to track such an active and elaborate program is time-

consuming and creates risk.  Moreover, the time taken to process 

thousands of transactions overwhelms a small TFP team, and places 

strains on ORM and controllers to meet transaction deadlines. 

c) Utilization rates. The utilization rates of some products in some 

countries could improve. The peak utilization rate in the last four 

years is some 60%, implying some 40% of the program limit was 

never utilized.     

d) Pricing. Pricing is largely determined by polling large international 

risk-participation banks. ORM is not involved in pricing decisions, 

and financing terms are determined independent of ORM bank risk 

ratings.  

e) Bottom-line. TFP has been profitable without including the cost of 

capital charges, although the profit rate is lower than other PSOD 

projects. There is scope to improve profits by improving utilization 

and cost rationalization.  

f) IFI cooperation. Many IFIs operate trade finance programs in 

several of ADB countries. While TFP cooperates with IFIs to share 

pricing and other information, cooperation among these IFIs in due 

diligence of country banks could reduce costs further and lower the 

transaction cost burden to the participating country banks.    

B. Conclusions 

 

203. With its emphasis on private sector development, regional economic 

integration and financial sector development, TFP has been closely aligned with the 

priorities set under ADB’s Strategy 2020 and has been particularly relevant during times 

of financial crisis and during other times to the needs of the banking sectors and SMEs 

in poorer borrower countries, whose ability to secure trade finance is impeded by high 

country risk. TFP could benefit from having a more proactive approach for 

incrementally supporting countries, banks, and sectors that are conducive for SMEs and 

for supporting banks in the countries that have the most difficulty in accessing trade 

finance.  

 

204. The RRP for the original approval of the program in 2003 did not have a design 

and monitoring framework (DMF). TFP’s first DMF was released as part of the 2009 

major change in scope approval document. The 2012 major change in scope document 

presented a second DMF that largely reflected the 2009 DMF in terms of indicators and 
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metrics to be tracked. TFP has exceeded a number of the targets set for the program in 

its 2009 and 2012 design and monitoring frameworks. For instance, as per the 2009 

DMF, the target for number of SMEs supported under TFP by 2013 was set at 790, and 

this target was reached by 2013. In terms of meeting the targets of the DMFs set for 

the program, TFP was effective.   

 

205. There are important gaps in the DMF as it does not adequately capture the 

program’s objectives.  As noted in ADB’s Annual Portfolio Performance Report (APPR) 

for 2010, this issue was not uncommon. The APPR reported that just 50%-70% of DMFs 

issued in 2009 and 2010 were satisfactory in terms of using appropriate measures that 

reflected the impacts, outcomes and outputs of projects and programs.  

 

206. A key objective of TFP was to provide trade finance to SMEs but no value target 

was set in the DMF to measure progress against this objective. The 2009 change in 

scope says that developing links to international markets for exports, imports, and 

capital plays an important role in economic expansion, particularly for low-income 

countries. Despite the importance of this activity, the DMF did not include metrics to 

track TFP support to poorer countries. Also, there were no indicators to track the extent 

to which TFP has filled trade finance gaps for SMEs in poorer borrowing countries. 

There were no indicators to capture the increase in tenor of trade transactions or the 

progress made in delivering local currency-denominated TFP transactions in India and 

PRC. Most of the targets in the DMF were concerned with transaction volumes and the 

number of issuing and confirming banks. These indicators provide a relatively limited 

view of the objectives that the Board approved and were referred to in the changes in 

scope documents.  

 

207. As a standard evaluation practice, this evaluation considers the objectives set 

for the program in its approval documents for evaluating effectiveness. The DMF itself 

is assessed as part of the consideration of relevance of program design to program 

objectives. The DMF and the performance of TFP against the DMF set for the program 

have been used as one crucial input to the effectiveness, alongside the performance of 

TFP on the other objectives not part of the DMF. Significantly, the evaluation focuses 

on the value, in addition to the number of TFP transactions, to gain insights on how 

ADB’s funds were utilized, and the likely economic impacts and outcomes. 

 

208. The program needs to be more effective in meeting the development objectives 

set for the program. The program has contributed to fostering trade within the Asia 

and Pacific region. In regard to some of the objectives—TFP’s contributions to 

enhancing the value of trade support for SMEs, enhancing trade between borrowing 

countries, increasing the share of poorer countries in the program, increasing the tenor 

of trade transactions, and promoting trade in Indian rupee and renminbi—there is 

scope to improve going forward. TFU reports that they are currently working on 

expanding into the Pacific countries and Myanmar. In regard to the objective of 

strengthening the banking network for trade finance in borrowing countries, the 

results are mixed. TFP has created a banking network that would not have existed 

otherwise and in so doing, it has helped some banks in the region build international 

correspondent bank relationships.  

 

209. On the other hand, large tier 1 banks with bank network relationships 

dominate the program relative to smaller private banks which are likely to benefit more 

from expanded banking network. The large tier 1 banks accounted for 77% of 

transactions financed under the program by value. Many state owned banks used TFP 

support to finance imports of petroleum for state-owned companies. TFP’s 
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effectiveness in responding to the crisis is mixed.  While the anti-crisis response of 

boosting access to trade finance in 2009 by raising TFP limits to $1 billion was 

pertinent, the degree of response was as reflected in the utilization of the program—in 

2010, the first full year after the approval to raise program limits in response to the 

crisis, the average utilization of the program was 33% and the peak utilization was 

55%. Between 2010 and 2013, TFP on average has used about 39% of the resources 

allocated by ADB to the program. It has returned a small profit in 2012 and 2013 

without including cost of capital charges. A combination of high supervision costs, 

participation decay of about 30% of all participating issuing banks since the program 

began, and low-returns on oil guarantees contribute to reductions in program 

efficiency. TFP’s work quality has been good and there have been no defaults in the 

program to date. TFP has been responsive to client requests and it has been able to 

process thousands of transactions in a timely manner. The program has helped raise 

awareness and understanding of the trade finance gap in the Asia and Pacific region 

and of the fairly low-risks associated with traditional trade finance. 

 

210. TFP could benefit from a clear business plan for the next phase of program 

expansion that could be used as the basis for a new program document to be approved 

by ADB’s Board of Directors.  Currently, TFP does not use the original 2003 RRP, which 

lays out provisions to promote use by small country banks and to limit trade financed 

through state-owned banks. The change in scope approved in 2009 has superseded the 

original RRP and all its conditions. The 2009 change in scope was made in response to 

the global financial crisis and it provides TFP much more flexibility in its operation and 

it has been used as the guiding document since it was approved. There is a need for a 

proactive plan for incrementally scaling-up the program in poorer countries, supporting 

smaller participating country banks, and supporting specific sectors conducive to SMEs, 

sharing risks with international banks, and laying-off ADB risk with international 

financial institutions. Given that some 40% of the program has not been utilized in the 

last four years; there is need to strengthen the utilization of the program.   

 

211. TFP is an ongoing program subject to reviews by the ADB Board at intervals of 

no more than three years, and it needs to have sufficient staffing and consultant 

resources to operate as a routine program. Outsourcing due diligence and credit 

assessments poses risks to the program over the long run. These functions could be 

undertaken using internal ADB resources. Conducting in-house due-diligence and 

building banking relationships could have positive spin-offs in terms of broader PSOD 

support for participating country issuing banks. Using short duration TA funds with 

ongoing approvals to fund routine due diligence and credit functions poses risks to the 

program. TA funds can be devoted exclusively to capacity building and knowledge 

services rather than routine program management.   

 

212. The gap between supply and demand for trade finance in Asia and Pacific 

region is large. This gap may even increase in the future as SMEs become more 

integrated into global value-chains, as inter-regional trade increases, and as the 

implementation of new regulations forces international banks to be more cautious 

about borrower country exposures. The program, while helpful in establishing a large 

trade finance network of domestic and international banks, could be more efficient and 

effective if it has a clearer, results-oriented strategy; adequately staffs and operates the 

program using internal ADB resources rather than relying on external consultants; 

automates its transaction processing systems; and regularly tracks and reports on 

financial performance and its development results. TFP needs to state its program 

objectives more clearly. The program has been managed in a flexible and pragmatic 

manner in the past, and should continue to build on its strengths while addressing 

performance deficiencies. 
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C. Recommendations 

 

213. Flexibility and Use. The gap between supply and demand for trade finance in 

Asia and Pacific region is large and there is a clear need to maintain TFP program.  

Given that some 40% of the program limit amounts were actually unused over the last 

four years, and declining revenues and profitability of TFP program over the same 

period, it pays to improve utilization. From 2010 to 2013, TFP’s total average actual 

utilization of the $1 billion program amount ranged from a low of 32% in 2013 to a 

high of 39% in 2011. Peak utilization was recorded in 2011 at $603.3 million, or 60% 

of the $1 billion program limit. Contingency plans can be made for increasing the size 

of TFP during times when crisis strikes, either in a particular country or for the Asia and 

Pacific region as a whole. Consideration can be given to either: (i) having a separate 

time-bound crisis-response program; or (ii) immediately increasing the ceiling for risk-

sharing agreements with international banks to encourage these banks to remain in the 

regional markets when a crisis strikes. 

 

214. Strategic Direction. TFP has been operational since 2003 and it has undergone 

two major changes of scope in 2009 and 2012. The 2009 change in scope to the 2003 

RRP superseded the original RRP entirely, and the limits and restrictions of the original 

RRP no longer apply. TFP currently uses the 2009 change in scope as its guiding 

document for the program. There is a need to prepare a new business plan that 

clarifies the operations going forward and includes a clear statement of TFP objectives; 

expected program outcomes and performance targets, key operating rules and 

instruments, profit and loss forecasts, staffing, resources required, organizational 

arrangements and processes for achieving these program objectives, and clearly-

defined monitoring and reporting arrangements. The new business plan needs to also 

cover plans for expanding TFP into new countries, new categories of banks that could 

join the program, graduation criteria (for issuing banks), trade volumes and categories 

that would be supported, new trade finance instruments that could be introduced, risk-

sharing arrangements with international banks, cooperation arrangements with IFIs 

and strategies for better linking ADB trade finance with other ADB financial products. 

Consideration should be given to reducing the role of large, top tier issuing banks in 

the program and to adopting a more proactive approach that seeks to incrementally 

add smaller private issuing banks focusing on SMEs. TFP can develop an agreed results 

framework for measuring success that reflects the new business plan, including the 

program’s catalytic and capacity-development effects. This can provide the basis for a 

new program document to be approved by ADB’s Board.  

 

215. Line of Business. TFP should be operated as a line-of-business with sufficient 

staffing and consultant resources to operate as a routine program. Over time, due 

diligence and credit assessments can be conducted using internal ADB resources. Some 

TFP resources can be put into key TFP countries. TA funds, to the extent this source can 

be relied upon, can be devoted to capacity building and knowledge services rather than 

routine program management.   

 

216. TFP warrants better IT support. The scope for recording error is increased 

because of the need to copy transaction records manually from one program file to 

another. However, ADB should balance and prioritize TFP’s IT requirements with the 

vast IT requirements across the institution and nonsovereign operations. An automated 

program management system is gradually being introduced. In addition to easing the 

transaction workflow, this system can be used to generate timely reports on program 

breaches, resource allocation, and program outcomes. An information management 

system will allow TFP to report annually on its profit and loss, and against the targets 

set for the program in its DMFs.   
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217. Profitability and Risk Measures. A combination of revenue-enhancing and cost-

containing measures will improve TFP’s profitability. Revenues could be enhanced by 

reducing exposure to low-fee oil-and-gas deals vis-à-vis other deals, improving 

utilization, and improving the linkages between TFP and other PSOD lines of business. 

Costs can be reduced by relying more on credit information obtained by the rating 

agencies, international banks and other IFIs, and building staff, instead of outside 

consultancy capacity, to assess issuing bank risks.  

 

218. There is no independent validation of TFP pricing. A pricing worksheet can be 

generated that contains, for each country, pricing ranges for various tenors and 

transactions (e.g. oil and non-oil). This worksheet can be validated by another ADB unit 

(i.e., ORM). Also, to improve profitability, TFP can charge guarantee fees in advance 

based on the entire transaction life, as the international banks, rather than in arrears 

based on actual days outstanding.  

  

219. At present, trade loans from confirming banks to issuing banks with no 

approved RCF are eligible for 100% credit guarantee coverage up to 100% of the 

issuing bank’s approved guarantee limits. Limits need to be applied to the provision of 

credit guarantees against trade loans, particularly for banks that do not have approved 

RCF limits. Also, there is a need for a specified limit for RPA transactions that are 

backed by trade loans. 

 

220. Knowledge products and communications. The impacts of TFP support for 

knowledge products, including the ICC Trade Finance Default Register and TFP-OREI 

trade finance survey, have been substantial. Whatever ADB can do to improve 

awareness of trade finance as an asset class, and to improve regulatory treatment of 

this low-risk asset class, can have helpful effects. TFP should continue to build on its 

strong track record in establishing an empirical basis for trade finance decision-making; 

with “global public good” type knowledge products programmed and budgeted in the 

years to come. There is a need to better understand the extent to which large gaps in 

the provision of trade finance are actually inhibiting trade. If these gaps are closed, 

then the benefits gained in trade expansion, productivity and employment from public 

intervention to address market failure in trade finance would be substantial. ADB 

should have a dedicated fund to support enhancing the capacity in countries of 

operation to build professional teams in private banks to supply trade finance. 

 

221. The greater the awareness of TFP, amongst both confirming and issuing banks, 

the more likely it is that the program facilities will catalyze more private finance. While 

efforts are made to publicize issuing banks when they join the program, more can be 

done to publicize the program’s the day-to-day results in terms of facilitating trade and 

building business-to-business links. A communications plan for TFP should be prepared. 

Descriptions of key TFP deals could be made through appropriate media channels. 

Awards could also be given for the best TFP issuing bank in each country, as measured 

by the number and size of deals, or for the most innovative TFP banks or deals to 

improve awareness and utilization.  



  

 

 

 

 

 

 

 

 

 

 

 

 


