
 
 

Chair’s Summary of Meeting of the Board of Directors 

31 August 2006 

• REVIEW OF THE ASIAN DEVELOPMENT BANK’S LIQUIDITY POLICY 
• REVIEW OF THE ASIAN DEVELOPMENT BANK’S INVESTMENT STRATEGY 

AND AUTHORITY  

1. The Board of Directors discussed the two working papers on the Review of the Asian 
Development Bank’s (i) Liquidity Policy, and (ii) Investment Strategy and Authority and generally 
supported the thrust of the two papers.  

 
2. Many Directors welcomed the synchronized and timely initiative to comprehensively 
review ADB’s major financial policies in line with several business initiatives being undertaken in 
its operations. 
 
3. Some Directors questioned the need for higher levels of liquidity for a developmental 
lending entity such as ADB, especially when the economic and foreign reserve situation of the 
region (including major borrowing countries) has improved since the policy was last reviewed in 
2001 and 2002. A few directors questioned whether credit rating agencies’ perception of ADB 
would change if it were to keep the same or even a lower level of liquidity. Some Directors 
commented that, given the geographical concentration of and uncertainty resulting from new 
business initiatives, it is better to have a conservative liquidity level (within specified 
boundaries), especially when it has a positive impact on income and is favorable to lending 
operations.  
 
4. Some Directors requested clarification on the effect of higher levels of liquidity on loan 
volume and lending cost. A few Directors emphasized that the higher liquidity levels must not 
crowd out ADB’s lending capacity. Some Directors expressed concern over the impact of the 
proposed liquidity policy on the lending and borrowing headrooms, and on the equity-to-loan 
ratio. 
 
5. Some Directors sought clarification on the amount of exposure to complex assets. A few 
Directors expressed concern about ADB’s exposure to single-A rated security investments. 
Some Directors questioned the change in the minimum credit rating requirement of ADB’s 
deposits from long-term to short-term ratings. 
 
6. Some directors inquired about the rationale for proposing an extended duration from 36 
to 48 months. A few Directors requested clarification whether the proposed investment strategy 
is advocating an increase in ADB's risk from the current level of 5% Value-at-Risk to a new level 
of 7% Value-at-Risk. These Directors questioned whether ADB is advocating an increase in the 
portfolio risk. 
 
7. Some Directors questioned the rationale for outsourcing part of asset management 
responsibilities instead of developing internal capability. A few Directors requested clarification 
on the reason why only one or two passive managers are proposed.  




