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Glossary 
 

A-loan – An ADB loan funded by ADB with its own resources. 
B-loan – An ADB loan funded by third parties without recourse to 

ADB. A form of “funded risk participation” by the third 
parties, with ADB acting as lender-of-record. 

credit enhancement – The improvement in the risk profile of a credit, and 
reduction in a creditor’s risk of financial loss due to default 
of the obligor, through risk transfer or sharing with a third 
party. 

credit enhancement 
product 

– A financial instrument that provides credit enhancement. 

cofinancing – Shared financing with a third party (other than the project 
sponsor) on a transaction-specific basis for a project or 
program associated with ADB funds, risk taking, or 
administrative involvement. 

complementary financing 
scheme 

– A prearranged sale by ADB as a lender-of-record to 
commercial lenders of participations in a B-loan. 

export credit agency – A government-owned or -supported organization 
designed to support the flow of exports from its home 
country through the provision of loans, guarantees, and 
other forms of credit. 

guarantee – An undertaking by the issuer of a guarantee (guarantor) 
to an assigned beneficiary (guarantee holder) to honor a 
financial or performance obligation on behalf of an 
obligor, thereby reducing the guaranteed risks to such 
beneficiary. A credit enhancement to the beneficiary and 
a contingent liability to the guarantor. 

guarantor-of-record – A guarantor who issues a guarantee contract in its name 
on behalf of one or more other guarantors, which assume 
all guaranteed risks under a syndication or participation 
arrangement. The guarantor-of-record maintains sole 
responsibility for administering all aspects of the 
guarantee on behalf of the participants. 

insurance – A contract (policy) whereby a party (the insured) receives 
compensation from another (the insurer) for losses arising 
from certain defined risks under certain conditions, in 
exchange for the payment of a premium. It is based on a 
concept of mutual risk sharing and loss probabilities, 
whereby premiums received are pooled to cover expected 
claims. 

lender-of-record – A lender who issues loan documents in its name on behalf 
of one or more financing participants, subject to all credit 
risk relating to such loan being borne by the financing 
participants, each of whom has entered into a 
participation agreement with the lender-of-record.  

nonsovereign operations – A financing operation without direct sovereign indemnity 
or any other form of direct recourse to a sovereign 
government as obligor. 



 

 

obligor – A person or legal entity that has contractually committed 
to perform an obligation (for example, the payment of 
principal or interest, or both, due under a loan). 

partial credit guarantee – A guarantee that provides comprehensive risk coverage 
for a specified portion of a debt service obligation. 

political risk guarantee – A guarantee that covers an obligation (such as debt 
service) against specific risks of a political nature (usually 
directly or indirectly related to government action), such 
as currency inconvertibility or non-transfer, expropriation, 
or breach of contract. It may also include political violence. 

political risk insurance – A specialist line of insurance that provides conditional 
protection against a wide variety of political risks. 

preferred creditor status – A de facto preferential access to foreign exchange and 
exemptions from transfer restrictions imposed by a host 
country. The concept also refers to the preferential 
treatment from a borrowing sovereign of multilateral 
development bank’s sovereign debt obligations relative to 
the obligations to other creditors. 

public-private partnership – A cooperative venture between the public and private 
sectors, often through a contractual arrangement where 
the private sector supplies assets and/or services of a 
public nature traditionally provided for by the 
government. Public-private partnership financing is often 
arranged via a special-purpose vehicle. 

reinsurance –  A contractual agreement by an insurer or guarantor to 
transfer all or part of a liability to another insurer or 
guarantor. The loss may be shared for an individual 
transaction (facultative reinsurance) or for an entire 
portfolio (treaty reinsurance). 

reputational risk – The risk of loss of goodwill that financing partners, clients, 
and other stakeholders place in working with ADB. 

risk transfer arrangements – Arrangements between ADB and third parties whereby a 
third party assumes all or a portion of the risk under the 
amount of a guarantee or loan provided by ADB. 

sell-down – An arrangement that allows the complete transfer (sale) 
of a financing or risk by one financier to another, without 
any further obligation to such seller. 

sovereign operation – A financing operation with a sovereign government as 
primary or secondary obligor under a contractual 
arrangement. 

subsovereign – A government entity other than a sovereign government, 
without direct sovereign indemnity. 

syndicated loan – A usually large loan in which a group of lenders work 
together to provide funds to a borrower. The arranger 
usually keeps only a small percentage of the loan and 
syndicates the rest to other banks. 

syndication –  The pooling of financing and sharing of risk among 
financiers. One financier (arranger) may lead the process 
and issue a single document in its name to represent all 
participating financiers. 
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The need for infrastructure in developing 
countries is enormous. There is a huge gap 
between these needs and the financing that is 
available from governments’ own resources and 
funds from multilateral and bilateral donors. A 
recent ADB report on Asia’s infrastructure needs 
estimated demand at $26 trillion from 2016–
2030. Credit enhancement products (CEPs) can 
play an important role in mobilizing non-
developmental sources of capital.  

While CEPs can play an important role in narrowing 
the infrastructure financing gap, they cannot 
bridge the gap entirely. A substantial part of the 
gap is caused by the lack of bankable projects, i.e., 
public and private sector projects that are unable to 
attract financing because of very high-risk profiles 
and/or very low expected financial returns. 
Measures are needed to increase the number of 
bankable projects. This requires sufficient financial 
and staff resources for project preparation. Also, 

The financing needs of developing countries are far greater than the funds available from governments’ 
own resources and from development finance institutions. In addition—and further increasing the 
financing gap—developing countries will need to attract huge amounts of finance to combat climate 
change and achieve other United Nations Sustainable Development Goals. Mobilizing non-
developmental sources of capital is therefore of great importance to developing countries and their 
strategic development partners. 
 

This evaluation of the deployment of credit enhancement products (CEPs) by the Asian Development 
Bank (ADB), including its policy environment and the development of its business portfolio shows that 
ADB is primarily a lender of development loans, particularly to sovereign borrowers. At year-end 2015, 
its total guarantee exposure was $1.407 billion (less than 2% of the overall portfolio). This evaluation 
shows that utilization of guarantees, A/B loans, and risk transfer operations by ADB has been very 
modest over the past 30 years. Various market-related factors and internal institutional policy factors 
account for this. Many are not unique to ADB, but are shared by other multilateral development banks 
that are also mainly involved in lending operations. 
 

Of all ADB’s credit enhancement products (CEPs), partial comprehensive credit guarantees are the most 
effective in mobilizing third-party financing. The demand for “classical” political risk cover for medium- 
and long-term debt financing is quite low. Extended political risk cover, including breach of contract, 
is mainly used in project finance transactions, but preference is given to comprehensive guarantees, 
except in high-risk and fragile countries where there is potential demand for political risk coverage. 
 
ADB has no clear targets for the utilization of guarantees, A/B loans, and risk transfer techniques CEPs 
are not well integrated into ADB’s country strategy and operations. A complicating factor is that ADB’s 
system of measuring mobilization leads to the reporting of unrealistically high mobilization figures. 
The current incentive system does not encourage the utilization of ADB products that would have 
optimal mobilization and developmental impact for ADB member countries. 
 

The participation requirement for guarantees, despite a more flexible interpretation since 2006, and 
ADB’s inability to provide political risk guarantees for equity investments are important obstacles to 
the guarantee business. The limited number of staff involved in guarantees and syndication affects 
operations and administration. ADB lacks a comprehensive IT system to manage CEP operations. For 
ADB to play an effective role in the use of CEPs and to use them as an important tool for mobilizing 
much-needed private capital in its member countries, it needs to address several issues identified in 
the report. These include organizational and incentive structure, capacity development, and strategy 
and policy, including the mobilization approach. 
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attention to improving the efficiency of existing 
public sector infrastructure assets (including state-
owned enterprises) will help.  
 
In mobilizing non-developmental sources of 
capital, it is important that attention goes beyond 
public–private partnerships (PPPs). Many 
infrastructure projects do not generate sufficient 
cash flow to be financed on a project finance basis. 
Furthermore, many countries do not have an 
adequate PPP framework or have a risk profile that 
is too high to attract private sector investments. 
Most infrastructure assets are currently owned, 
managed, and financed by the public sector and 
non-developmental sources of capital can be 
mobilized with the government or with a 
subsovereign entity (e.g., a municipality) or a state-
owned enterprise (SOE) acting as borrower or 
guarantor. Most roads, railways, regional airports, 
harbors, drinking water, and sanitation projects are 
and will likely remain public sector projects in many 
developing countries.  
 
Asia is an important and huge export and 
investment market. The most comprehensive set of 
data on the global guarantee market is published 
by the Berne Union, which is the leading 
international association of credit and political risk 
insurers. In 2014, medium- and long-term export 
credit insurance and lending exposure of Berne 
Union members on ADB regional member countries 
was $164.0 billion, of which $111.0 billion was to 
ADB borrowing countries. To note, of the $111.0 
billion, about $9.5 billion represents lending, 
implying most of the exposure was guarantees. In 
2014, the total amount of medium- and long-term 
investment insurance exposure of Berne Union 
members in ADB borrowing countries amounted to 
$83.9 billion. Thus, combining the export credit and 
investment insurance figures, the total medium- 
and long-term exposure of Berne Union members 
in 2014 was about $195 billion in ADB borrowing 
countries. In 2014, the People’s Republic of China 
(PRC) had the largest medium- and long-term 
exposure (both export credit and investment 
insurance) followed by India and Viet Nam. In 
comparison, as of year–end 2015 the total medium- 
and long-term ADB guarantee exposure was $882 
million. That said, some of the sectors such as 
mining and support for purchase of aircraft which 
are included in the Berne Union figures may not be 
applicable for ADB support. 
 

ADB credit enhancement operations can be divided 
into four CEPs and two risk transfer techniques. 
ADB’s CEPs are partial credit guarantees (PCGs), 
partial or political risk guarantees (PRGs), ADB 
guarantor-of-record structure (also referred to as 
A/B coinsurance), and A/B loans, which are a form 
of loan syndication. The ADB risk transfer or risk 
mitigation techniques are insurance of or financial 
guarantees for ADB loan exposure, and reinsurance 
of or financial guarantees for ADB guarantee 
exposure. 
 
The evaluation identifies potential gaps in the CEP 
market. PCGs are needed for: (i) financing in local 
currency; (ii) payment risks for sovereign borrowers 
in relatively high-risk markets; and (iii) payment 
risks for subsovereign borrowers, state-owned 
enterprises, and private sector borrowers (including 
commercial payment risks in project finance 
transactions). In all these areas, ADB could play an 
important complementary role. A special focus area 
could be trade and investments between 
developing nations and cover for international or 
domestic capital market transactions. 
 
ADB started its credit enhancement operations in 
1983 when it introduced a complementary 
cofinancing scheme, later rebranded as the A/B 
loan program. PCGs began in 1988 and PRGs in 
2000. In 2007, ADB started to make use of risk 
transfer techniques. Such approaches became more 
relevant after 2014 when the minimum 
requirement for acceptable counterparty risk for 
risk transfer operations was lowered from S&P AA– 
to A– and credit and political risk insurance 
providers were accepted as eligible risk transfer 
partners.  
 
This comprehensive corporate evaluation of the use 
and deployment of CEPs covers the medium- and 
long-term credit enhancement operations of ADB 
during 1983–2016. The evaluation pays special 
attention to the current policy environment of the 
CEP operations finalized in 2007 and to internal and 
external factors that influence the utilization of 
CEPs. The evaluation assesses ADB’s past credit 
enhancement operations, market needs, supply, 
and practices, and those of other CEP providers, 
including other development finance institutions 
(DFIs), official export credit agencies (ECAs), and 
private insurers. The evaluation also assesses how 
ADB can increase its use of CEPs to enhance its 
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mobilization performance and development impact 
in the region.  
 
The evaluation involved the collection and analysis 
of data from various sources. It entailed a literature 
review and research based on various reports 
related to CEPs. It also carried out an extensive 
survey of key stakeholders in the global CEP market, 
including global guarantee and insurance 
providers. The survey covered: (i) official ECAs and 
export-import banks (EXIM banks); (ii) DFIs, 
including multilateral and bilateral development 
banks; (iii) specialized multilateral insurers and 
guarantors, private insurance companies, and 
commercial banks that make use of CEPs; (iv) 
project sponsors and capital goods equipment 
providers; and (v) financial services organizations 
such as rating agencies, law firms, and specialized 
credit and political risk insurance brokers. Face-to-
face and telephone interviews were carried out 
with key players within ADB and in the global credit 
enhancement market, including public and private 
insurers, the Berne Union, commercial banks, 
insurance brokers, and multilateral and bilateral 
development finance institutions. 
 
The business portfolio of ADB is dominated by 
loans to sovereign borrowers. In 2015, sovereign 
loans represented about 92% of ADB’s total 
exposure. The volume of guarantees is modest. At 
year–end 2015 the total guarantee exposure was 
$1.4 billion, of which $525 million was short-term 
Trade Finance Program guarantees and $882 
million medium- and long-term PCGs and PRGs. 
These medium- and long-term guarantees 
represent less than 2% of the outstanding 
portfolio. The key findings for the low utilization of 
CEPS at ADB are summarized below and a list of 
recommendations are proposed to improve ADB 
CEP operations.  
 
ADB has achieved limited success in providing 
guarantees. From 1988 to 2016, ADB approved 52 
medium- and long-term guarantees for a total 
amount of $6.4 billion. Of this, at the end 
December 2016, $1.3 billion was outstanding (nine 
guarantees), $2.3 billion expired or matured (24 
guarantees), $680.0 million not yet effective (five 
guarantees), and $2.2 billion fully cancelled (14 
guarantees). Of the 52 approved guarantees, 33 
were PCGs and 19 PRGs. Approvals included 29 
guarantees for nonsovereign projects, 20 
guarantees for sovereign projects, and three 

guarantees for nonsovereign public sector 
borrowers. 
 
About half of the approved guarantees have been 
fully or partially cancelled. Of the approved 
guarantees with a total value of $6.4 billion, $3.2 
billion was cancelled—$2.0 billion for sovereign 
transactions, $305.0 million for nonsovereign 
public borrowers, and $922.6 million for private 
borrowers. Almost half (46%) of all approved PCGs 
were cancelled. The cancellation rate for PRGs was 
about 60%. The guarantee business has been most 
active since the approval of the current CEP policy 
in 2007. For the 2007–2014 period the cancellation 
rate for guarantees was 68.5%. Full cancellations of 
the entire approved amounts for the projects 
accounted for 96% of total cancellations, all of 
which were cancelled before signing. 
 
Eighteen guarantees with a total value of about 
$975.5 million were approved for private sector 
infrastructure projects that were financed on a 
limited recourse basis. These included 13 PRGs with 
a total value of $612.0 million and five PCGs with a 
total value of $364.0 million. Four approved PRGs 
and one PCG with a total approved value of $291.7 
million were fully cancelled. In addition, some 
$30.0 million was partially cancelled. The 
cancellation rate of guarantees for private sector 
infrastructure projects that were financed on a 
limited recourse basis was 33.0%. The reasons for 
the five project finance guarantee cancellations 
included replacement by other guarantee providers 
that offered comprehensive cover (ADB offered 
only partial guarantees), the inability of ADB to 
participate in the Multilateral Investment 
Guarantee Agency (MIGA) cover for equity 
investments in a high-risk market, and a failed 
privatization for a coal-fired power plant. Thus, 
cancellations were the result of external factors but 
internal factors also played a role. 
 
The other 34 approved ADB guarantees with a total 
value of $5.4 billion concerned transactions in 
which ADB’s ultimate obligor was a sovereign or 
subsovereign borrower or a private or public sector 
corporate (not a special purpose company in 
project finance transaction). A substantial part of 
these other ADB guarantee operations was used to 
support the development of and lending by the 
local financial sector in ADB member countries. This 
included guarantee operations to support lending 
to small- and medium-sized enterprises (SMEs), 
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climate-related financing (e.g., energy efficiency 
and renewable energy investments), and 
microfinance institutions. 
 
By sector, these 34 guarantees consisted of 18 
projects in the financial sector, 12 in the energy 
sector, two in the transport sector, one in the 
manufacturing sector, and one in general foreign 
debt investments. Most of the guarantees for the 
financial sector were part of a general country 
guarantee facility, which allowed ADB to provide 
multiple PCGs to various eligible local banks to 
support their lending in development areas, such as 
access to finance for SMEs, renewable energy, 
energy efficiency, and rural development. In most 
general guarantee facilities with local banks, the 
maximum cover was 50%. As of December 2016, 
nine guarantees with a value of $1.9 billion had 
been fully cancelled, and in addition partial 
cancellations amounted to about $1.0 billion. The 
cancellation rate for other development guarantees 
amounted to 52.9%.  
 
Apart from the nine fully cancelled guarantees, 
there are expired or matured guarantees that had 
partial cancellations because of underutilization. 
There are various internal and external reasons for 
these cancellations. For some countries, ADB 
developed (often in cooperation with the 
government) PCG facilities with a standard 
percentage of cover of 50% to support certain 
developmental objectives through the local 
financial sector. These facilities appear to have been 
very supply-driven. It is not clear whether in all 
circumstances an adequate assessment was made 
of (i) relevant local commercial bank regulations 
that apply to the utilization of guarantees, (ii) what 
the real constraints were inhibiting local or 
international banks from providing lending to 
certain sectors (e.g., renewable energy) or client 
segments (e.g., SMEs), (iii) the potential demand 
for proposed guarantee facilities, and (iv) whether 
the guarantee (e.g., the 50% cover) and onlending 
criteria (e.g., pricing) for ADB’s support were in 
practice workable. The number of cancellations 
under these supply-driven guarantee facilities and 
the relatively high amounts of unused guarantee 
capacity under various expired facilities suggests 
that the design of the facilities was not optimal.  
  
ADB has achieved limited success in deploying its 
A/B loan product. A/B loans can effectively mobilize 
third-party financing for private sector borrowers in 

countries with a relatively low risk profile.  From 
1983 to 2016, ADB approved 81 A/B loans for 
various projects with a total B-loan value of $6.1 
billion, of which 12 were sovereign projects with a 
B-loan value of $426.4 million and 69 were 
nonsovereign projects with a B-loan value of $5.6 
billion. This means that during a period of 34 years, 
on average 2.4 A/B loans were approved annually, 
demonstrating the modest role of the A/B loan 
business in ADB’s overall development finance 
activities. 
 
Many B-loans are not yet effective or have been 
cancelled. At the end of 2016, 17 approved B-loans 
were not yet effective, including eight transactions 
that were approved before 2015, among which 
loans that were approved in 2009 and 2010. One 
approved B-loan was signed in August 2014, but by 
the end of 2016 it had not yet been disbursed. In 
total 12 A/B loans with a total B-loan value of $1.4 
billion were cancelled. These were all nonsovereign 
transactions. Unfortunately, the project documents 
available for review were not clear on why the B-
loans were cancelled, pointing to the need to 
strengthen IT systems to reduce operational risks. 
Over the 2007 to 2014 period, the total rate of 
cancellation plus not yet effective and/or 
undisbursed B-loans was 72.1%. Of the 
cancellations, 84.2% were full cancellations. B-
loans approved over 2 years ago that have not yet 
been signed are likely to be cancelled.  
 
The long period between approval, closing, and 
disbursement of A/B loans and the high number of 
cancellations show inefficiencies in the execution of 
A/B loans. It may be that for some projects Board 
approvals were sought far too early. As in the 
commercial syndicated loan market, a clear time 
limit for acceptance by the borrower of A/B loan 
offerings seems warranted. This would improve the 
efficiency and effectiveness of A/B loan operations. 
Moreover, ADB cannot let potential B-loan lenders 
that were approached and maybe even provided 
commitments to, wait too long. Such delays could 
hurt ADB’s reputation in the syndication market. 
 

The deployment of ADB risk transfer operations has 
been successful. This is mainly because this product 
does not compete with ADB lending. From the 
introduction of risk transfer operations in 2007 to 
end December 2016, ADB had signed 57 risk 
transfer transactions covering 31 projects with a 
total value of about $1.7 billion. Except for one, all 
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risk transfer transactions concerned ADB loan 
exposure to nonsovereign borrowers, most of 
which were transferred to private insurers. Risk 
transfer is a very effective way of mobilizing non-
developmental sources of capital and has an 
important demonstration effect. Guarantee 
providers can be pulled into doing business in 
developing countries where they normally would 
not go on their own. Working with ADB, the risk 
participant will fully benefit from ADB’s preferred 
creditor status, which also leads to better terms and 
conditions than those normally offered by 
guarantee providers for commercial bank loans. 
However, to avoid revenue dilution, the benefits of 
risk transfer need to be weighed carefully in relation 
to the amount of the credit margins being ceded to 
counterparties given the alleviation of ADB 
headroom pressure in recent years. 
 
Credit enhancement products are not well 
integrated into the ADB policy framework. At 
present, there are no clear targets on the utilization 
of guarantees or A/B loans and risk transfer 
operations. Guarantees and mobilization of non-
developmental sources of finance are not part of 
the country strategy dialogue with ADB member 
countries. An assessment of the availability of 
commercial financing from various sources in 
country partnership strategy documents could be 
considered. These issues are not unique for ADB, 
but apply to most MDBs with a dominant sovereign 
lending portfolio. ADB could integrate CEPs into all 
ADB corporate strategies, country strategies, and 
sector policies, and clearly explain under which 
circumstances guarantees and A/B loans can be 
used to support projects. It can introduce concrete 
targets for guarantees and syndication operations 
as part of its country strategies. This would help 
ADB to improve its catalytic role and increase its 
developmental impact. The transformation of 
MDBs and their move toward a more catalytic role 
was already highlighted in a report of the World 
Economic Forum in 2006. 
 
ADB is exposed to various documentation and 
insurance compliance risks. The quality of the cover 
of a guarantee is, apart from the credit rating of the 
counterparty, also determined by the guarantee 
wording. ADB must carefully assess and manage 
the risk transfer insurance documentation. Also, the 
risk of potential downgrades of ADB counterparties 
needs to be adequately managed. ADB must ensure 
that it complies with all contractually required 

information disclosures to minimize the risks of a 
claims dispute in the future. In many cases, ADB 
used risk transfer through insurance policies 
whereby mismatches occurred between the risk 
profile of the loan and the insurance policy, e.g., 
differences in tenor between the underlying loan 
and the insurance policy or the extent of coverage 
provided. These may trigger operational risks if not 
managed carefully and further highlight the need 
for a comprehensive IT system. Another risk related 
to risk transfers is the counterparties’ untested 
record of accomplishment for timely claims 
settlement. 
 
Several external factors hinder the utilization of 
ADB CEPs. The most important external factors that 
influence ADB’s CEP operations are the (i) 
competition in the global finance and guarantee 
markets, (ii) insufficient familiarity with the benefits 
of ADB guarantees, (iii) concerns that ADB may 
prefer to lend instead of providing a guarantee, and 
(iv) a lack of local banks that are committed and 
have the skills and technical capabilities to make 
use of ADB guarantee facilities for SME lending.  
 
The other external factors include the decreased 
demand for political risk guarantees (except for in 
high-risk countries), market preference for 
comprehensive guarantees, and the limited value 
the market attaches to the risk mitigation effect 
and other benefits of A/B loans for private sector 
borrowers. Also, some Asian sovereign borrowers 
that fall under the International Monetary Fund and 
World Bank debt sustainability framework (DSF) 
and the Organisation of Economic Co-operation 
and Development ECA guidelines for sustainable 
lending face restrictions on their commercial 
borrowing.  
 
In addition to external factors, several ADB internal 
factors negatively influence the utilization of CEPs, 
especially guarantees. Among the most important 
of these are: (i) guarantees are not part of the 
country strategy dialogue with ADB member 
governments and are not well integrated in the 
country partnership strategy (CPS), (ii)  there is a lack 
of a dedicated unit within ADB that can support all 
of the bank in both the guarantees and syndication 
businesses housing sufficient human resources and 
knowledge, (iii) the participation requirement for 
guarantees hinders optimal utilization of ADB 
guarantees, (iv) the ADB Charter stipulates that 
guarantees can only be used for loans and not for 
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equity investments, (v) ADB’s direct value added 
(DVA) cofinancing approach do not adequately 
measure ADB’s mobilization impact, (vi) ADB’s 
pricing of loans and guarantees favor ADB lending, 
and (vii) internal capital allocation practices hinder 
an optimal utilization of guarantees.  
 
The other internal factors include the following: (i) 
the processing of guarantees is too complex and 
takes too much time, (ii) ADB’s client focus is the 
borrower and not the beneficiary of the guarantee 
(which hinders marketing efforts and the 
origination of potential guarantee business), (iii) 
there are limitations on the extent to which 
guarantee documentation can be standardized 
because of the bespoke nature of each guarantee, 
(iv) ADB’s limited syndication capabilities makes it 
difficult for it to take a lead or co-lead arranger or 
underwriting role in large projects, and (v) there are 
internal concerns that PCGs with a percentage of 
cover between 90% and 100% may have a negative 
impact on the pricing of ADB capital market bonds. 
This last issue partially explains why ADB has 
approved only a limited number of PCGs for 
individual transactions and is reluctant in many 
cases to provide cover of 90% or higher. Some of 
these internal issues are further elaborated below 
to arrive at useful suggestions for the way forward. 
 
ADB is lacking a more dedicated effort, supported 
by an expanded expert team and systems, to 
enhance the deployment of CEPs. ADB is primarily 
a lender and the share of the medium- and long-
term guarantee portfolio in its total business is less 
than 2%. ADB’s organizational and incentive 
structure is geared toward lending. Many potential 
clients seeking guarantees, specifically commercial 
banks, perceive ADB as a competitor because of its 
focus on lending. Across ADB, there is insufficient 
skills and knowledge of the guarantees business. 
Currently, the Guarantees and Syndications Unit 
(GSU) of the Private Sector Operations Department 
(PSOD), which has responsibility for guarantees, 
A/B loans (and other commercial syndications), and 
risk transfer operations, has only three professional 
staff. The team is primarily focused on doing 
business and too few resources are available for it 
to address critical strategic and policy issues. The 
very small team is not sufficient to cover both 
nonsovereign and sovereign operations of the 
entire bank. A dedicated guarantees unit providing 
support services for all ADB operations with its own 
origination capacity and its own budget and target 

could improve ADB’s credit enhancement products 
business and mobilization efforts. 
 
Internal capital allocation practices hinder the 
optimal utilization of guarantees. Currently, 
guarantees absorb the same level of capital as an 
ADB loan irrespective of whether they are a PRG or 
a PCG. This is common practice within many other 
multilateral development banks (MDBs). Market 
players such as commercial banks and private 
insurers have sophisticated capital allocation and 
risk models that are based on risks, historical loss 
and default data that enable them to determine the 
amount of capital to allocate to the various risks to 
which they are exposed. These entities adhere to 
the international and national capital allocation 
regulations that apply to their business (for banks 
this means the regulations of the Bank for 
International Settlements (BIS) and the national 
regulator). 
 
Most MDBs, including ADB, have a banking 
approach toward the guarantee business, whereas 
ECAs, MIGA and private insurers conduct their 
business as insurers. In the banking approach, the 
client of the MDB is the borrower. In the insurance 
approach, the client is the financing bank or 
investor that needs risk mitigation to provide a loan 
to a borrower or to invest in a project and the 
insurance cover is neither irrevocable nor 
unconditional. These differences have important 
implications for (i) how the business is conducted, 
(ii) the guarantee or insurance documentation, (iii) 
the operational costs of the guarantee or insurance 
provider, and (iv) the pricing of guarantees and 
insurance. Insurers cooperate closely with banks 
and share risks with them and there is a clear 
division of labor and responsibilities. In a banking 
guarantee approach, this is much less the case. 
From a BIS solvency perspective, comprehensive 
credit insurance policies are treated the same way 
as financial guarantees if all insurance 
documentation risks can be managed by the 
insured.  
 
ADB’s borrower focus hinders its marketing of 
credit enhancement products and the origination 
of potential guarantee business from commercial 
banks. Addressing these issues may require a 
refocusing of ADB’s guarantee business with 
commercial banks—like ECAs and MIGA—by 
placing the guarantee origination efforts on 
commercial banks. This does not mean any dilution 
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of ADB’s due diligence efforts. ADB could develop 
and implement a client management system for 
cooperation with banks and other debt financiers 
and establish a dedicated team of client account 
managers.  
 
ADB has a general mobilization strategy with a 
general mobilization target, but its measurement 
system lacks precision. Strategy 2020 mentions that 
ADB’s direct valued added (DVA) cofinanced 
lending is expected to increase at a faster rate than 
ADB’s stand-alone financing operations, with a 
long-term objective of having total annual direct 
cofinancing exceed the value of ADB’s standalone 
project financing. However, ADB’s current 
mobilization measurement system has various 
imperfections which negatively affect the 
utilization of CEPs and the developmental impact 
of ADB’s mobilization efforts. The actual 
mobilization that can be reasonably attributed to 
an active mobilization role for ADB is much lower 
than the gross figures that are reported.  
 
ADB has separate approaches for measuring DVA 
official and commercial cofinancing. ADB’s official 
cofinancing policy does not refer to A/B loans and 
guarantees or risk transfer operations. 
Furthermore, the official cofinancing policy does 
not clearly state when the cofinancing should be 
measured (the date of ADB Board approval or the 
date of signing of the facility), which could lead to 
overreporting. In the future, ADB should have one 
DVA cofinancing approach for both sovereign and 
nonsovereign operations. ADB’s current system for 
measuring mobilization is far too flexible for 
parallel loans, which discourages utilization of 
guarantees, A/B loans, and risk transfer techniques. 
Parallel loans are part of cofinancing, but should 
not be included in ADB’s mobilization figures, since 
the availability of parallel loans cannot reasonably 
be attributed to a catalyzing role of ADB.  
 
Successful mobilization strategies require not only 
effective CEPs, but also market knowledge. This 
includes extensive knowledge of how national and 
international financial markets operate, why 
market-based financiers require CEPs, how CEPs 
“crowd in” third-party financing, and what 
financing and CEP alternatives are globally available 
for commercial banks and capital market investors 
and their public and private sector clients. This 
knowledge is also crucial to determining where 
national and international commercial financing 

and CEP markets fail, where development finance 
and guarantees can play a complementary role, and 
how “crowding out” of market-based finance can 
be avoided.  
 
Benefits of ADB’s credit enhancement products are 
not sufficiently known among potential users. In 
addition to a lack of widespread understanding of 
guarantee products within ADB, its potential clients 
in developing countries are not sufficiently familiar 
with the benefits of ADB guarantees, the 
importance of mobilizing non-developmental 
sources of capital for development, and how ADB 
guarantees can be used for that purpose. The 
country strategy discussions between ADB and its 
sovereign borrowers do not include market-based 
financing alternatives and how ADB guarantees can 
mobilize private capital for governments. This 
partly contributes to the low utilization of ADB 
guarantees for sovereign projects. Many local 
banks in Asia are unfamiliar with credit and political 
risk guarantees. ADB should invest in capacity 
building for the utilization of guarantees and other 
CEPs. This could cover government officials, central 
banks, and ministries of finance to ensure that 
central bank regulations regarding the utilization of 
guarantees are in line with international standards. 
 
Market respondents perceive comprehensive 
guarantees to be the most important product in the 
global CEP market and the one with the highest 
mobilization impact. For the financing of 
infrastructure—in fact for all international trade 
and investment that requires medium- and long-
term financing—guarantees are the most 
important CEP. The medium- and long-term 
guarantee market is substantially larger than the 
market for A/B loans. Comprehensive guarantees 
are the most frequently used because they provide 
the highest quality of risk mitigation and lead to the 
most optimal solvency benefits. The demand for 
classical political risk cover for medium- and long-
term debt financing is, in general, quite low. 
Commercial banks that participated in the survey or 
were interviewed mentioned that political risk 
guarantees are much less attractive, both from a 
risk mitigation point of view and a solvency 
perspective. Extended political risks with cover of 
breach of contract are only used in project finance 
transactions. In B-loans, participants are fully 
exposed to commercial and political risks. The 
preferred creditor umbrella has a positive effect on 
transfer and inconvertibility risks, but these risks are 
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not perceived to be important bottlenecks in 
medium- and long-term cross-border financing in 
the Asia and the Pacific region. Also, A/B loans do 
not produce substantial solvency benefits for B-
loan participants. There is potential for A/B loans to 
be combined, on a case-by-case basis, with a PCG 
for higher risk markets and projects that require 
tenors that are longer than those offered by the 
syndicated loan market. 
 
There is scope for ADB to increase its cooperation 
with ECAs and other international financial 
institutions to enhance mobilization efforts. ECAs 
and private insurers play a leading role in the global 
medium- and long-term guarantee market. There is 
a huge overlap between the businesses of Berne 
Union members, specifically the ECAs, and MDBs. 
Most of the exposure of many MDBs is 
concentrated on middle-income countries, which is 
also the case for most ECAs. The overlap shows 
there are significant opportunities for DFIs to 
mobilize ECA insurance capital. Unfortunately, 
MDBs, including ADB, have no or very limited 
experience with the mobilization of insurance 
capital from ECAs. Only MIGA has reinsured some 
of its exposure with ECAs. ADB could enhance its 
development impact by partnering with ECAs and 
by covering local costs that ECAs are unable or 
unwilling to cover in transactions in developing 
countries. Another area for collaboration could be 
for ADB to provide cover for the 15% down 
payments that ECAs are not able to support and 
cover for transactions between developing nations 
for which no adequate ECA cover is available. In this 
area, ADB could partner with local ECAs and EXIM 
banks. Nonetheless, cooperation with ECAs is 
sometimes complicated by the fact that not all 
projects guaranteed by ECAs are realized under 
international competitive bidding. This needs to be 
carefully considered when discussing cooperation 
with ECAs. Cooperation agreements with ECAs and 
other IFIs could provide multiple entry points into a 
transaction and increase joint relevance and 
leverage on countries and projects. In addition, 
partnerships can lead to a coordinated approach to 
regulatory issues, such as the discussion of Basel III 
treatment of MDB guarantees. Partners can share 
due diligence (including environmental and social 
assessments) and coordinate in structuring the 
transaction. They can join forces in mitigation 
actions, potentially reducing the cost of preparing 
and supervising transactions as well as the 
incidence and gravity of claims. 

 
The evaluation has five recommendations. These 
recommendations are intended to strengthen 
ADB’s deployment of CEPs and, more importantly, 
its development impact in the region, benefiting 
the countries in which it operates.  
 
Recommendations 
 
(i) Organization and incentive structure. ADB 
should prioritize the strengthening of the 
organizational arrangements, operation and 
pricing aspects, and incentives of its CEPs business, 
based on a dedicated unit model, operating on a 
One ADB principle, serving both sovereign and 
nonsovereign businesses, staffed with expert 
personnel, operating with a clear mandate and 
supported by an appropriate ADB incentive 
structure. The unit should have a clear and broad 
mandate to conduct all guarantee business for 
both sovereign and nonsovereign projects and to 
assist operational departments within ADB in all 
syndication and risk transfer activities. 
Management should decide where in ADB to locate 
this unit, giving primary consideration to the 
interest of creating the best conditions for CEPs to 
grow and boost the mobilization capacities of the 
Bank. An important benefit of a dedicated 
guarantees and syndications unit is that expertise 
and resources would be concentrated for 
developing this business line. Guarantees need to 
be provided independently from ADB lending. 
While operating within the One ADB principle, the 
unit needs to be adequately staffed and have its 
own budget and targets to conduct its business.   
 
To ensure effective functioning of the guarantees 
and syndications unit, ADB should evaluate the 
desirability and viability of modifying ADB's Charter 
to (i) remove the participation requirement for 
guarantees; and (ii) allow guarantees to cover 
equity investments. The costs of the guarantee 
business when compared with direct loans must be 
factored into pricing. The new guarantees and 
syndications unit should have a primary client focus 
on the users of guarantees (e.g., commercial 
banks); and be guided by appropriate capital 
allocation, and internal approval procedures; and 
pricing policies and strategic alliances with other 
guarantee providers such as multilateral insurers.  
 
While the guarantees and syndication unit is 
expected to serve all departments, the latter should 
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also cooperate closely with the guarantees and 
syndications unit and assist in originating 
guarantee and syndication business. Adequate 
two-way incentive structure must be introduced to 
ensure smooth cooperation between the new unit 
and the regional and private sector operations 
departments within ADB. To promote the use of 
sovereign guarantees within ADB in the near term, 
ADB could strongly consider setting up a dedicated 
guarantee pool or fund by notionally reserving a 
certain amount of capital for sovereign operations 
in addition to the lending amounts available under 
regular operations.   
 
(ii) Mobilization approach and measurement 
system. ADB should improve its mobilization 
approach and mobilization measurement system 
(i.e., DVA cofinancing). ADB should clarify the 
mobilization approach for sovereign and 
nonsovereign operations, and clearly describe how 
different ADB financial products can mobilize 
financing from third parties. In monitoring its 
business, ADB should make a clear distinction 
between cofinancing in general and mobilization 
by ADB of capital provided by third parties and it 
should report on both. Cofinancing can include any 
form of financing provided by third parties in 
projects that are partially financed by ADB. This 
could also include parallel cofinancing. 
Mobilization requires ADB actively to arrange, 
underwrite or carry out risk transfers; often in 
exchange for a fee, ADB would arrange finance or 
risk capital from third parties. Due consideration 
should be paid to determine if parallel loans 
without a clear arranger role can be counted as 
mobilized capital.  
 
Official development cofinanciers already report 
their own financing through their annual reports. 
Funds mobilized from other DFIs could be included 
in cofinancing calculations and excluded from 
mobilization figures. In measuring cofinancing and 
mobilization, a distinction should be made 
between the mobilization of (a) short-term and (b) 
medium- to long-term capital, and they should be 
reported separately. Cofinancing and mobilization 
should be measured on the date that the financing 
is committed and not on the date of Board 
approval. The system should include concrete 
targets for mobilizing third-party financing through 
guarantees and syndication operations (such as A/B 
loans and risk transfers) so ADB can enhance its 

catalytic role in Asia and improve its developmental 
impact in the region.   
 
(iii) Internal and external capacity building. ADB 
should develop and implement a capacity building 
program on CEPs that enhances awareness on the 
ways and advantages of using the product and 
understanding of the mobilizing role ADB can play.  
The program should take stock of learning from 
past experiences of ADB in providing capacity 
building to developing member countries in this 
area. The program should cover ADB, governments, 
government agencies, SOEs, subsovereign entities, 
local banks, capital market investors, and exporters 
in ADB member countries. The program should 
focus on CEPs that are globally available to finance 
international trade and investments and the 
specific needs of individual developing countries in 
areas such as infrastructure, climate change, and 
the United Nations Sustainable Development Goals. 
The role of CEPs in mobilizing non-developmental 
sources of capital and helping to reduce the overall 
borrowing costs of ADB clients should also be part 
of the program. ADB needs to engage with banks 
and regulators to ensure best possible treatment 
under Basel III for MDB guarantees. 
 
(iv) CEPs and their role in the CPS. ADB should 
discuss in country dialogues with governments, 
especially in high-risk countries, whether and how 
certain development priorities of governments can 
be financed by mobilizing alternative and 
complementary sources of capital (e.g., private 
capital from international and domestic financial 
markets). It should explain how, through 
guarantees and strategic cooperation with other 
financiers and guarantee providers, ADB can assist 
these governments to mobilize such alternative 
sources of capital. In this way, ADB can improve its 
member countries’ access to capital, enabling them 
to receive better terms and conditions. This would 
strengthen ADB’s own complementary and 
catalytic role, which in turn would increase its 
developmental impact.  
 
As examples, efforts could be directed at 
developing a program to assist sub-sovereign 
entities and SOEs in member countries to become 
financially self-sustainable, to help governments to 
decentralize infrastructure responsibilities to these 
entities and increase the number of bankable 
projects. ADB could help governments to develop 
and maintain an adequate system to manage 
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contingent guarantee liabilities. ADB could also 
investigate the needs and regulatory and other 
constraints on local currency financing and 
guarantees, for each relevant ADB member 
country. To crowd in private sources of capital, ADB 
could expand its sovereign B-loan offerings (the 
pricing of the B-loan participation of commercial 
banks in sovereign A/B loans will need to be higher 
than the non-market-based interest rates of ADB 
sovereign loans). ADB could use PCGs to support 
sovereign bond issues and should adopt differential 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

pricing to attract non-developmental sources of 
capital to reinsure sovereign guarantees beyond 
ADB country allocations. 
 
(v) IT systems. ADB should improve the 
administration and risk management of its CEP 
business operations to reduce operational risks and 
improve organizational efficiency and 
effectiveness. Better IT systems could also assist in 
better management reporting on the status and 
performance of approved CEP transactions.  

 


