
 
MANAGEMENT RESPONSE TO IED REPORT: CORPORATE EVALUATION STUDY ON 

ADB TRADE FINANCE PROGRAM 
 
On 19 November 2014, the Director General, Independent Evaluation Department, received the 

following response from the Managing Director General on behalf of Management: 
 

I. General Comments 
 
1. We appreciate the corporate evaluation study (CES) on ADB’s Trade 
Finance Program (TFP). We welcome the CES’s conclusion that TFP has helped 
address a gap in the market for trade finance, and that the program has been 
market oriented and responsive to changing market conditions and needs. TFP is 
widely recognized as successful in the market, as evidenced by a series of 
industry awards.  
 
2. We have three major concerns on the CES: (i) the process of evaluation 
was not metrics based nor clearly defined; (ii) the study exhibits certain 
preferences for activities and outcomes that are not consistent with the program’s 
objectives as articulated in the DMF; (iii) the study makes observations and 
recommendations that are not supported by the analyses, nor by commercially 
viable practices.  We consider the framework used for the evaluation weak and 
poorly aligned with ADB’s strategic approach on TFP.  
 
3. The evaluation downplays the DMF and the program’s impact on trade 
finance,  both in terms of its operations and knowledge products.  We fail to 
understand why the evaluation considers DMF targets as insufficient. The DMF 
ought to be a benchmark against which to judge the effectiveness of the 
program. The study does not reveal how DMF’s components were weighted, nor 
does it articulate what alternative metrics were used. Similarly, while TFP’s 
clients rated highly TFP’s additionality, effectiveness, service quality and 
relevance, as evidenced from IED’s own survey, these results are not adequately 
recognized in the report.  
 
4.        The CES’s bias toward a prescriptive rather than a market-based 
approach to managing the TFP is contrary to, and undermines, the approach 
taken by ADB since the successful repositioning of the program in 2009. TFP’s 
primary objective is to fill market gaps, guided by a continual assessment of 
market demand. In this context, we strongly believe that market dynamics should 
drive decisions as to where to operate, which banks to partner with, and which 
trade in goods to support. Support for oil transactions (which represent 4% of 
TFP’s transactions, but tend to be of high dollar value) in low-income countries 
(where such imports are often economically critical) is viewed negatively in the 
CES. This is done without clear analysis or rationale. Also, the evaluation relies 
heavily on the ‘dollar value’ of TFP support as opposed to the ‘number of 
transactions’. This significantly underplays the highly developmental nature of 
TFP’s work in poorer countries (over 90% of TFP’s transactions are in ADF 
countries) or with SMEs (over 80% of TFP’s transactions support SMEs). These 
are areas where dollar values individually may be small but the number of 
transactions is large.  



5. Some of the recommendations are contradictory. For example, while the 
CES urges higher utilization rates, it also criticizes the focus on oil transactions 
and participation by large banks, both of which typically drive higher utilization 
rates. As another example, greater ‘flexibility’ in risk management and more 
activity in terms of funded facilities is encouraged, yet tighter restrictions on 
TFP’s support for trade loans are also recommended. In addition, whereas higher 
profitability is called upon, TFP is encouraged to move into more ‘category A’ 
countries which would drive down profitability on account of the higher staff costs 
involved.  
 
II. Comments on Recommendations 
 
6. Limits and Use Rates. We disagree with the recommendation to lower 
the program’s limit and introduce a contingency buffer to cope with crises. Given 
the unique nature of the trade finance business, it is important to ensure that 
imputed capital is maintained at an appropriate level, commensurate with the risk 
and exposure levels of the program. Lowering the limit would significantly reduce 
the results generated by the program, including the facilitation of $3.4 billion to $4 
billion of trade through over 2,000 transactions a year (over 90% of which are in 
ADF countries), support to over 1,500 SMEs annually, and the mobilization of 
$10 billion in commercial co-financing. Conscious of the need to better leverage 
ADB’s finite capital resources, ADB ‘risk weighted’ the program at 55% in 2011. 
This is considered reasonable, although management will continue to evaluate 
alternatives to further reduce such risk weighting as the program’s operational 
results and credit profile mature.  
 
7. We disagree with the characterization of TFP’s utilization rate as ‘low.’  In 
fact, TFP’s utilization rate is relatively high compared to private sector and 
multilateral comparators.1 Further, adding commitments to exposures in 
determining utilization (which is a standard practice in all financial institutions) 
indicates that TFP’s actual utilization (commitments + outstandings) averages 
70%, with peaks at over 90%. As such, any reduction in the limit may: (i) impede 
overall TFP activity, including for SMEs; and (ii) lower co-financing performance.      
 
8. Strategic Direction. The program does not lack strategic direction. As 
such, we disagree with the recommendation. In 2012 the program underwent a 
major change in scope.  At the time it was also agreed that PSOD would report to 
the Board every three years, and that as part of this report, TFP will set out its 
three year strategy, along with appropriate targets. In the meantime, TFP’s “five-
phased expansion strategy”, “market based strategy”, and “distribution (co-
financing) strategy” were articulated in the 2009 and 2012 Board submissions. In 
our view, the less market-focused, more prescriptive strategic approach 
recommended by the CES would undermine the program’s relevance and 
effectiveness. For example, the recommendation that the program reduce its 
activity with Tier One banks (including state-owned banks in some DMCs) is 
counter to the realities of how the trade finance market operates.  Tier One banks 
have the highest market demand for TFP guarantees.  Most trade is conducted 
through larger Tier One banks, and in order for the program to stay relevant and 
effective in closing market gaps, these banks cannot be excluded from the 

                                                
1
 Private and public sector comparators average utilization rates were between 23%-26%, with one being at 40%.  



program. That said, it should also be duly noted that TFP has many smaller 
participating banks. These banks are also selected based on market demand 
and following ADB’s rigorous risk assessments.  
 
9. The evaluation does not show that TFP graduated the Philippines in Q1 
2014. This was the result of limited market demand. TFP’s strategy with respect 
to graduation will continue to be market focused and gap driven. This will be 
covered under the 2015 report to the Board. 
 
10. Resources and IT support.  We agree with the recommendation to 
increase human and budgetary resources to support the program. We also agree 
with the need for stronger IT support. In 2012, TFP designed a comprehensive IT 
system to administer transactions, manage exposures and provide detailed 
reporting. TFP is now working closely with OIST to implement the new system, 
which will be rolled out in 2015. 
 
11. Profitability and restrictions. We disagree with the recommendation. As 
indicated in the CES itself, TFP’s profitability compares favorably to other 
comparators being quoted in the report. TFP’s profit in 2014 is expected to be 
over 10% higher than in 2013. While TFP seeks to maximize profit, this aim 
should also be balanced against having to operate in high-cost/low-return regions 
and countries, as well as the need to develop and deliver effective knowledge 
products. Reducing TFP’s support for oil transactions would reduce profitability, 
instead of increasing it. Energy imports are critical to development, especially in 
DMCs such as Pakistan, and the TFP should respond to such imperatives.  
 
12. In terms of business spin-offs, TFP works closely with other sections 
within PSOD and other departments. TFP’s credit information and contacts on 
some 100 banks is PSOD’s first stop for information in originating and assessing 
new financial institution businesses. Further, we note that over 80% of PSOD’s 
Board-approved transactions for direct financial support to such institutions 
between 2009 and 2013 were for TFP banks. TFP’s credit information has been 
widely used by CWRD and SERD, and TFP has also worked closely with OREI, 
TD and RSDD to deliver knowledge products. 
 
13. TFP is coordinating extensively its work with other multilateral 
development banks (MDBs). TFP played a key role in the start-up of the African 
Development Bank’s trade finance program, as stated in the CES. TFP also 
coordinates monthly with IFC to share market and pricing information and has 
closed several co-financing transactions with IFC’s trade finance program. TFP 
continues to work closely with Inter-American Development Bank to promote 
South-South trade.   
 
14. Relying on credit decisions by other MDBs is not believed to be a prudent 
way of undertaking risk management. For the TFP banks rated by rating 
agencies - many are not - TFP uses the available information along with its own 
assessments. However, private sector information on TFP banks is scant, 
reflecting existing market gaps and pointing to ADB’s important role in this space. 
ADB’s TFP team has developed expert knowledge of its banks through a 
rigorous due diligence process. This process and the ensuing information 
acquired underpin TFP’s ability to provide knowledge products that are valuable 



to the private sector.  TFP’s record of zero defaults and losses, built on its 
rigorous due diligence process, helps attract co-financing and protects ADB’s 
capital base. 
 
15. Pricing and Risk.  We disagree with the recommendation. TFP 
distributes risk to the private sector at the margin TFP earns, less a commission 
fee. In this context, the market plays a fundamental role in determining if TFP 
products are priced properly by choosing whether or not to pay for such services. 
This, in addition to the fact that TFP conducts monthly market assessments of its 
pricing, which are filed for audit, suggests that TFP is priced within appropriate 
market ranges. ORM does not have the market access or presence to 
independently verify such market pricing. Furthermore, verification of appropriate 
pricing is done against Risk Participation Agreement monthly reports which 
include independent pricing. 
 
16. On the issue of trade loan guarantees, we don’t recognize such a need 
for additional sub-limits. Sub-limits for TFP’s revolving credit facilities delineate 
TFP’s funding business from its guarantee business. Guarantees, whether they 
support loans for trade or confirmation of payments for trade, carry a similar risk 
profile and do not require additional sub-limits. Such sub-limits will lower TFP’s 
flexibility to support transactions, add costs to operations, and decrease 
utilization.  
 
17.      Knowledge products and communications. We acknowledge the 
CES’s assessment that the impact of TFP support for knowledge products has 
been substantial. TFP’s knowledge initiatives have been transformative, 
especially with respect to changes to Basel guidelines (resulting from TFP’s 
Trade Register initiative), which freed billions of dollars to support trade in 
emerging markets globally. There are measurable impacts of TFP ‘knowledge 
dissemination’ that led private financial institutions to enter the trade finance 
business and move into DMCs for the first time. In this regard, we would like to 
point out that the CES falls short of adequately highlighting these aspects. TFP 
publishes a variety of documents annually, which include information on 
performance against a number of DMF targets. TFP also maintains an up-to-date 
website and its visibility in the media is substantial.  

 


