
Second Small and Medium-Sized Enterprise Development Project (RRP BAN 36200) 

RISK ASSESSMENT AND RISK MANAGEMENT PLAN 

 

 
Risk Description 

Risk 
Assessment 

Mitigation Measures or 
Risk Management Plan 

Macroeconomic   

Renewed political instability could 
lead to investment delays and a 
corresponding decline in private 
sector credit growth. 

Medium The government is expected to call for 
elections in 2018, thereby providing some 
continuity and a relatively stable political 
environment until the end of its present term. 

Governance   
Despite good progress in many social 
indicators, governance issues add to 
the costs of doing business, which 
could lead to investment delays and a 
corresponding decline in private 
sector credit growth. This could hurt 
small and medium-sized enterprises 
(SMEs). 

Medium The government has recently demonstrated 
strong commitment to pursuing critical 
governance reforms with a focus on 
combating corruption, ensuring the 
effectiveness and independence of the 
judiciary, and depoliticizing the civil service. It 
has reconstituted the anticorruption 
commission, framed new laws to tackle 
corruption, taken tough legal and 
prosecutorial actions, and ratified the United 
Nations Convention Against Corruption. 

Corruption and weak government 
effectiveness reduce the development 
impact. 

Low The government is committed to establishing 
good governance, which has been identified 
as a priority area in the Sixth Five-Year Plan 
for fiscal year (FY) 2011–FY2015.

a
 Since 

2010, the government has implemented 
several key governance reforms, including 
establishing independent information and 
election commissions, enacting a public 
money and budget management law, enacting 
uniform public procurement laws and rules, 
and expanding e-governance in the public 
sector. The new Right to Information Act, 
2009 and Whistle Blower Protection Act, 2011 
resulted in a more transparent and 
accountable government. Furthermore, the 
National Integrity Strategy was approved by 
the government and supported by the Good 
Governance Program of the Asian 
Development Bank (ADB), which represents a 
comprehensive institutional approach to 
fighting corruption. To implement the integrity 
strategy, a National Integrity Advisory Council 
headed by the Prime Minister was formed in 
November 2012. 
 
ADB’s support to build capacity for 
governance continues to focus on (i) reducing 
corruption; (ii) improving public financial 
management, public management, and 
procurement; and (iii) developing institutional 
capacity. 
 
With other development partners, ADB will 
continue to engage the government to deepen 
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its procurement and anticorruption reforms. 
Regulatory   

Inability or unwillingness of the 
government to initiate reform 
measures to support SME 
development and improve financial 
sector stability 

Low Effective and coordinated donor support will 
help ensure consistency and continuation in 
reforms. 

The government’s policy on funding 
the development of rural and non-
urban SMEs as well as women 
entrepreneurs through banks and 
nonbank financial institutions (NBFIs) 
is inadequate. 

Low Subloans under the proposed Second Small 
and Medium-Sized Enterprise Development 
Project (SMEDP2) will be made exclusively 
available to SMEs located in non-urban 
centers (outside of the metropolitan areas of 
Chittagong and Dhaka). An amount of 
$20 million is specifically earmarked for 
women-led SMEs. Furthermore, the 
associated technical assistance will provide 
capacity building support to PFIs and SME 
entrepreneurs targeted under the project. 

Business   

Downturn in economic activity 
increases the risk that SMEs will not 
be able to repay the loans taken out 
under SMEDP2. 

Low Government maintains support for public 
investment in infrastructure development and 
industrial modernization to sustain growth and 
expand employment. As per ADB estimates, 
gross domestic product is expected to grow at 
6.1% in 2015 and 6.4% in 2016. 

Inadequate demand for medium- and 
long-term credit at market rates by 
viable SMEs 

Low A demand assessment was conducted and 
confirmed during loan fact finding. 

The creditworthiness of SMEs in 
some locations could affect utilization 
of the project’s credit line. 

Low ADB’s assessment indicates that PFIs have 
significant opportunities for lending to viable 
SMEs outside the metropolitan areas of 
Dhaka and Chittagong. Furthermore, the 
anticipated improvement of the borrowing 
capacity of SMEs through the attached 
capacity development technical assistance 
will indirectly help strengthen their 
creditworthiness.  

Currency and interest rate mismatch 
of SME loans provided by the 
Bangladesh banks 

Low Bangladesh Bank will onlend the proceeds 
from the ADB loan in local currency at 
Bangladesh Bank rates to the participating 
financial institutions (PFIs) so that they can 
provide taka-denominated subloans on a 
floating rate basis to their SME borrowers. 

Implementation delays if the PFIs fail 
to sustain performance standards 

Low These risks have been dealt with by 
assessing PFI eligibility and commitment 
upfront. In addition, PFIs with performance 
shortcomings or other material issues may be 
excluded from the credit line under SMEDP2. 

Government-subsidized lending 
programs distort market competition. 

Low Based on ADB’s analysis, the demand–supply 
gap is in excess of $6.8 billion. Furthermore, 
the project does not discriminate any financial 
institution, as it is open to all commercial 
banks and NBFIs in the country that meet the 
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eligibility criteria. Finally, SMEDP2 will provide 
market-based financing to SMEs. 

Bangladesh Bank is unable to repay 
loans to ADB. 

Low The loan under SMEDP2 will be guaranteed 
by the People’s Republic of Bangladesh. 

Project Implementation   

Weak capacity of the implementing 
agency to implement the project. 

 Bangladesh Bank, as the implementing 
agency, has the necessary financial 
management arrangements—including 
procedures for making payments, accounting 
treatment of transactions, financial reporting, 
audit of financial statements, and internal 
control procedures to administer the project in 
a prudent fashion. Furthermore, ADB has 
developed, in partnership with Bangladesh 
Bank, detailed information and reporting 
procedures and processes to ensure that all 
necessary submissions of accounts, related 
financial statements, disbursement records, 
and information related to the design and 
monitoring framework are duly submitted to 
ADB. 
 

Reputational   

The financial condition of the PFIs 
remains weak. 

Low ADB’s eligibility criteria require the PFIs to be 
financially sound. ADB will closely monitor 
such compliance. 

Overall Low  
a
 Government of the People’s Republic of Bangladesh, Planning Commission, Ministry of Planning. 2011. Sixth Five-

Year Plan: FY2011–FY2015. Dhaka. 
Source: Asian Development Bank. 


