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introduction
1.
This Report covers (i) intra OIC trade issues, (ii) IDB trade financing programme as an instrument to facilitate intra trade among its member countries and (iii) the way forward on the issue of accelerating trade within and beyond OIC countries.
2.
The issue of accelerating trade, especially intra trade among OIC countries has been central to the activities of IDB and was accorded greater prominence  after OIC Summit in Tehran in 1997. IDB has come a long way since then and  the Bank has made significant stride, through its financing programme in enhancing and accelerating trade links among its member states. 
3.
Since its inception,  IDB has endeavoured to strengthen economic cooperation through promotion of intra trade mainly through its trade financing activities. The intra trade focus is pursuant to the mandate given to IDB by the 1997 Islamic Summit in Tehran and this is further reinforced by the 2005 Third Extraordinary Session of the Islamic Summit in Makkah (December 2005), which set a target of raising the intra OIC trade from the present 14% to 20% of the overall trade volume by 2015. This target is also in line with the Strategic Thrusts of the Vision 1440H of IDB. 
4.
To further strengthen its ability to finance trade of its member countries, the Bank has set up a subsidiary institution, the International Islamic Trade Finance Corporation (ITFC), which is expected to commence its business this year. ITFC, with an authorised  capital of US$3.0 billion and subscribed capital of US$750 million, will continue the trade financing activity of the Bank with equal focus on development and commercial objectives. Apart from IDB, its present major shareholders include Saudi Arabia, Malaysia, Iran United  Arab Emirates, and several Islamic banks.
Some Data on Intra Trade

5.
The share of the OIC countries in world export trade is still low. In 2001 it was 6.3% of global total of US$6.1 trillion while in 2005, it climbed to 7.5% of global total of US$10.3 trillion The intra-trade among the OIC countries in 2005 stood at about 13.5 per cent. A noteworthy feature is that, during the five-year period from 2001 to 2005, total exports of these countries registered an average growth rate of 19 per cent while exports destined to industrialised and developing countries showed growth rates of 17.3 percent and 21 percent, respectively. 
6
During the same period, intra-exports performance of IDB member countries increased by annual growth rate of 24 percent, which reflects their growing economic cooperation. As a share of their total exports, intra exports of these countries rose steadily from 11.4 per cent in 2001 to 13.5 per cent in 2005.
7..
The structural share of individual member countries in intra-trade activities is quite revealing. Of the total intra-exports amounting to $135 billion in 2005, fifteen member countries accounted for 82 percent share. The combined intra-trade share of twenty-four least developed member countries (LDMCs) in the total intra-exports account for a mere 2.8 percent, amounting to only $3.74 billion. This combined share of twenty-four LDMCs can be contrasted against the intra-export share of the following individual member countries: Saudi Arabia – 18.5 percent; United Arab Emirates – 11.8 per cent; Turkey – 9.7 percent;  Malaysia – 7.5 percent; Indonesia - 6.2 per cent; Syria– 4.8 percent and Kuwait- 3.72 per cent. 

8.
It is to be noted that trade among OIC countries (24 per cent) is growing faster than with the industrialized countries (17.3 percent).  This trend reflects the regionalization of trade flows (South-South trade pattern). Further  enhancement of intra trade flows is possible if concerted trade integration measures (bilateral free trade agreements) and liberalization initiatives (OIC Trade Preferential System or TPS-OIC)  are taken. 
Intra Trade Issues
9.
There are three key players in international trade; buyers (importers), suppliers (exporters) and banks. Trade cannot  happen unless these three key players are present and more importantly, playing the roles that are expected of them. It is the absence of one or two of the three key players that hinders intra trade among OIC countries; a major factor that hinders growth of trade links between these countries and limit their ability to be players in international trade.


Buyers or Importers
10.
Buyers or importers need to be financially strong with good track records.  They must be able to gain the confidence of financiers (banks or financial institutions). In many developing countries, this has become a major constraining factor. In most OIC countries, there is prevalence of small sized companies, companies with weak financials or without proper financials. In some countries, the only viable entities are state-owned or privatized entities. Even then, some of these entities do not have sound financial track record. Of course, I am not denying that there are many good companies or entities in OIC countries especially in the more developed member countries where some of them can be considered as multinationals.
11.
Due to the above factors, their ability to trade in their own name will be severely limited and is often done at great costs. Due to their weak financials, these companies have to shoulder high financing cost . For instance, their letters of credits have to be fully collateralized  against cash deposits and have to bear high incidental charges. In LDMCs, it is common to find importing companies and even Governments that are forced to be dependent  on trading companies, often foreign ones. Under this  arrangement, the cost of doing business would also be high but they are left with little choices.
Sellers or Exporters

12.
The position of the sellers in most OIC countries is not promising either. It is observed that most of OIC countries especially the LDMCs lack capacity or capability to sell or export. To day, there are still a number of primary commodity producing countries who are exporting their products in raw forms (e.g. cotton in Mali, Burkina Faso and Chad) and they are not receiving fair returns for their efforts while international traders are reaping handsome profits at their expense. Also, many countries still lack broad-based manufacturing and service sectors although they are richly endowed with resources. Agriculture and mineral resources continue to be the mainstay of their economy and important components of their exports.

13.
Consider the case of  countries in Sub Saharan Africa. Their major export items  generally are made up of agricultural commodities (cotton, fish & fish products), minerals (ferrous and non-ferrous metals), crude oil and chemicals. (Their imports are mostly equipment and machinery, refined petroleum products and foodstuffs).  They are still dependent on their traditional markets of  Europe particularly France and UK.
14.
The situation in Central Asian countries is not much different. Sellers or exporters are still dependent on trade with the former Soviet Bloc countries due to their past structural orientation and geographical isolation (land-locked economies).  Trade flows either to or through Russia and Eastern Europe before it reaches its final market destination and this constitute a significant percentage of their total trade. Their exports comprising primary commodities/mineral resources are sold through traders (mostly Europeans) without much value-added components. 

Banks
15.
Banks play key roles in facilitating intra trade of OIC countries. Currently, non-OIC country banks are the main market players that hold  commanding position in determining how and where trade should flow due to their historical links to most OIC countries, their better understanding of the so- called “exotic markets” and their ability to mitigate lending risks coupled with their higher risk appetites for these countries, arising from their long experience in operating in what is considered by others as “high risk “ countries.

16.
Banks of OIC countries, except for a few of them, generally tend to shun or avoid intermediating in OIC intra trade transactions, the more so when the parties involved are from the LDMCs. Their low appetite for risks stem from lack of understanding of fellow OIC markets (an understanding influenced by reports from western institutions such as international rating agencies) and, understandably, by the unsatisfactory track record (unstable economic and political environment) of some of these countries.     
17.
One factor that is hampering intra OIC trade is the lack of, or in most cases, the absence of direct correspondent banking relationships or networks between OIC country banks. What has been observed is that even if such relationships do exist, the bilateral exposure limits (countries’ and banks’ exposure limits) that have been established are insignificant,  in amounts that do not help in facilitating intra trade among OIC countries. 
18.
A consequential problem that crops up is the lack (or absence) of acceptability of letters of credits (L/Cs) issued by other fellow country banks. Very often, letters of credits issued by one member country banks are not accepted by their counter parties except those confirmed by first class international banks (euphemism for European or North American banks). Strangely, even L/Cs issued by banks of more developed OIC countries have to abide by the same dictates.
19.
The downside of this state of affairs is the higher transactional costs of intra trade. It is a known fact that  L/C confirmation can  be a costly exercise. The charges can be something like 2.5% (or even higher) of the value of the L/C or on an annualized basis. The rate charged could be even higher  during times of economic or financial crisis as many of us have witnessed during the period after the 1997 financial crisis of the East Asian Region.
20.
The road to increased intra-trade is also beset by other obstacles. Some of these obstacles are briefly described below:

i.
Access to capital and financing. The absence of conducive financing environment is a major obstacle. In most OIC countries, especially LDMCs, there is no easy access to capital to local companies. The banking system is often dominated by international banks which cater a lot more to the needs of multinational firms operating in these countries.

ii.
Lack of support to SMEs.  SMEs can be important players in international trade. In OIC countries, due to the difficulty of accessing capital, the Small and Medium Enterprises (SMEs) sector is neglected. This is done to the detriment of development in view of the fact that these SMEs are traditionally the principal driving force in an economy given that they represent the energy and vibrancy of the economy. The entrepreneurs that constitute the SMEs sector require support as they evolve to bigger enterprises.

iii.
Unfavourable financing terms to local entrepreneurs. Where there are opportunities for financing, these are often available under very unfavourable terms. The level of collateral required may be to the extreme of 100% cash cover and other extensive tangible security. Then there would also be very high pricing or mismatches whereby short-term finance is used to fund long-term projects/investments. In a lot of cases, this will result in business failures compounding the difficulties of future financing sought by economic operators.

iv. Barriers to free trade. The barriers to trade present in the form of either tariff or non-tariff barriers are another major setback for rapid intra-trade growth. These measures may either originate from domestic policies, from regional or international commitments and economic alliances. These barriers are one of the major bottlenecks holding back international trade. Poorer member countries are left unable to access major markets and in the process, poverty eradication is held further away from the very target groups. The establishment of  preferential trade arrangements/agreements may be one way of containing the negative impacts of such barriers.

v. Capacity building and institutional support. The lack of capacity on the part of LDMCs is holding back on the pre-requisite trade promotion, trade cooperation and facilitation to boost intra-trade to the desired levels. In this regard, an intensification and expansion of these roles will be a welcome development.

vi. Logistics. Transportation and communication are also constraining factors. There are some of these countries that are either landlocked or have very poor infrastructure (common in Sub Saharan Africa and CIS regions). Consequently, the marketing of produce and products is hindered. Modern telecommunication is also not readily accessible and where it is, the costs could be prohibitive to enable economic operators to use them in their ordinary course of business.
IDB Trade Programme – An Instrument for Intra Trade Facilitation

21.
IDB’s trade programme is an instrument to facilitate intra trade flows among OIC countries. IDB has undertaken trade financing activity  since 1397H (1977), to assist the development efforts of its member countries. Started as a fund placement mechanism for its surplus funds during those early years after its incorporation in 1975, the programme has now evolved into a beneficial undertaking to both the Bank and its member countries. The following are its salient points.
· The financing volume has grown tremendously since 1397H (1977): from a modest level of about US$50 million, it has surpassed the US$1 billion mark in 1420H/2000 and  has reached US$ 2.8 billion last year (1427H/2006). This year (1428H), the Bank is targeting to exceed the US$3.0 billion level.  

· IDB has, to date, approved a total of  US$26.73 billion, which constitutes about 60% of total approvals made by IDB for all operations since 1396H (1976). 
· The repayment record has been good with overdues (Non-performing loans) currently standing at  about 2.0 per cent. 

· Its utilisation rate has been credible. The level achieved last year (1427H) was more than 70 per cent rate of disbursement.

· The financing programme have benefited about 30 member countries in Africa (mostly LDMCs), the Middle East and Asia such as Algeria, Bahrain, Bangladesh, Benin, Burkina Faso, Chad, Cote D’Ivoire, Egypt, Gambia, Indonesia, Iran, Jordan, Lebanon, Libya, Malaysia, Maldives, Mali, Mauritania, Morocco, Niger, Nigeria, Pakistan, Saudi Arabia, Senegal, Sudan, Togo, Tunisia, Turkey, United Arab Emirates and Yemen.  

Intra Trade Focus

22.
IDB’s strategic objective is to increase intra trade, the more so after the 1997 Tehran Summit and 2005 Makkah Summit.  To meet this objective, it has consciously instituted "affirmative action" measures under the financing programme. These are in the form of lower spreads of at least 50 basis points, longer utilisation period by additional three months beyond the normal period of 12 months, as well as longer maturity period. These are incentives to encourage OIC importers to buy from fellow member  countries.  The bank also consciously ensures at the time of approval that transactions being considered for financing have high intra trade elements with regard to the goods. Preferences are also given to OIC countries’ banks for related activities such as L/C issuance/ negotiation/advising and reimbursing. 
23.
This strategy has borne some positive results. Of the US$26.73 billion that has been approved to date, about 75% is dedicated to financing of intra trade.

Adding Value to Letters of Credits of Member Country Banks

24.
As mentioned in the earlier paragraphs, a major problem hampering trade among OIC countries is the acceptability of letters of credit issued by member country banks. It is common for these letters of credit not to be accepted unless they are “endorsed” by first class international banks (European or American banks). Even member country exporter's bank more often than not would insist on letters of credits issued by  banks of fellow member countries to be endorsed in the same manner.

 25.
To overcome this obstacle, IDB, through its financing programme, make use of an instrument called Irrevocable Commitment to Reimburse (ICR) in order to add value to  letters of credits (L/Cs), issued by  member country banks. ICR, issued to the exporters'  banks (negotiating banks), has the same effect as the L/C confirmation and effectively mitigates against risks of non-payment to the exporters. Thus, the ICR from IDB eliminates the need for confirmation of L/Cs issued by banks of member countries. For now, this ICR is available only for financing approved by IDB.
26.
An important aspect of IDB intervention in this area is that it helps to reduce transactional costs of intra trade. The ICR issued by IDB under the programme are presently given at minimal costs to the exporters. L/C confirmation can  be a costly exercise and the charges can be something like 2.5% (or even higher) of the value of the L/C or on annualized basis. 

27.
It is worth noting that IDB do not take away the normal trade financing business of commercial banks such as L/C issuance, advising and negotiation roles as it currently do not perform these functions. The most positive contribution of the Bank in this regard is to add value  to the L/Cs of member country banks, who otherwise would be at the mercy of the international banks.


Facilitation of correspondent banking network

28.
IDB has also facilitated the growth of correspondent banking arrangements in member countries. It has brought together banks from different parts of OIC world to work together on certain transactions with IDB performing the anchor role of issuing ICR with dedicated agent banks playing the role of paying /reimbursing banks and supported by importers' and exporters' banks, all of them banks of OIC countries. 
29.
It can be said that without this form of IDB initiated arrangement, all these member country banks would not have worked together. This, undoubtedly, helps  facilitate the growth of correspondent relationships among banks in member countries. Frequently, this has also led to matching or introduction of customers between the related banks thus giving rise to opportunistic trade transactions among member countries.

30.
It also worth mentioning that IDB has more banks on its acceptability list (for purpose of guarantees and L/C issuances) than any other banks in all the 56 member countries. 


Risk Mitigation measures in “Exotic Markets

31.
The Bank's good market knowledge has enabled it to move away from  the traditional bank guarantees to other useful alternatives such as structured financing {e.g. against assignment of export receivables, collateral management etc} to back trade transactions. This has enabled IDB to enter new markets and increase its level of financial interventions in those markets.
32.
One main obstacle faced by IDB is the high country risk and high level of corporate credit risk perceived in some of its member countries such as the Sub Sahara African (SSA) countries .  In order to overcome the constraints associated with lending to SSA, the Bank is now relying more  on structured financing. This has been the basis on which financing was extended for the cotton sector, petrochemical and electricity companies in Burkina Faso, Mali, Senegal and Cote D’Ivoire, just to name a few. 
33.
The application of structured trade financing has been widened and is now regularly applied in transactions which would have otherwise been limited in scope if conventional approach was applied. By focusing on performance risks of the borrowers rather than purely on its credit risk, it helps IDB in improving the rating level of a transaction. Basically, the core component  of structured trade finance is to secure repayment from future commoditized income stream. Structured financing may take the form of  a facility against the assignment of future export receivables. The primary purpose of deal structuring is to use export flow or future flow type transaction to mitigate sovereign, convertibility and transfer risk. Future flows of receivables as a source of repayment enable the financing institutions to weather the stressful situation of macro economic environment.

34.
IDB is now evaluating pre and post-shipment financing concepts, which will be  secured against commodities being grown or traded (more widely known as warehouse receipt collaterals). These will further help IDB's interventions in countries with more difficult operating environment.  IDB is looking forward to build on its field experience to utilise techniques and skills  that will enable the transfer of credit risk into transactional risks (that is the separation of the operation from the underlying balance sheet of the beneficiary), whereby the operational risks are being evaluated, mitigated and packaged in such a way that the operation becomes more attractive, secured and “profitable”.


Risk  Sharing Through Syndications/Co-Financing
35.
Another important contribution of IDB is to act as the bridge between those resource endowed or fund rich countries and those with less resources by mobilizing funds from the former to finance trade activities in the latter. This has been accomplished through short term trade syndications (also co-financing) for LDMCs such as Bangladesh, Burkina Faso, Mauritania, Mali, Mozambique, Senegal and Sudan. The first ever syndicated facility arranged by IDB in Africa was for Mali in 1425H/2004. Since then, IDB has been able to raise sizeable amount of funds from the market for the benefit of LDMC member countries, which on their own, may have difficulty in raising the required financing. 

36.
IDB uses its triple A rating to attract banks to the LDMCs and its intermediation role has also helped financial institutions in the more developed  OIC countries increase their risk appetites for LDMCs and at the same time, improve their access to these “risky” markets. Member country banks and European banks (among them Maybank, Dubai Islamic Bank, Abu Dhabi Islamic Bank, Bank Negara Indonesia, BNP Paribas, HSBC, UBAF, UBAE, Calyon,) are leveraging on IDB  near status of "lender of record" to bring more "money to the table'" of member countries under the IDB-arranged syndication.
37.
The Table below shows some of the syndications (co-financing) for member countries especially the LDMCs  that have been arranged by IDB in recent years:
	Year
	Countries
	Security
	Sectors
	Amount in Million

	2004
	Mali
	Sovereign risk & assignment of export receivable
	Cotton
	€ 46.0

	
	Bangladesh
	Sovereign risk
	Petroleum
	US$ 200.0

	
	Pakistan
	Sovereign risk
	Petroleum
	US$100.0

	2005

	Mauritania
	Sovereign risk
	Petroleum
	US$40.0

	
	Sudan
	Sovereign risk
	Cotton
	US$30.0

	
	Bangladesh
	Sovereign risk
	Petroleum
	US$135.0

	2006
	Sudan
	Sovereign risk
	Cotton
	US$30.0

	
	Burkina Faso
	Assignment of export receivable
	Cotton
	€ 30.0

	
	Mali
	Sovereign risk & assignment of export receivables
	Cotton
	€ 41.5

	
	Bangladesh
	Sovereign risk
	Petroleum
	US$418.0

	
	Senegal
	Collateral Management 
	Petroleum
	US$34.0

	2007*

	Bangladesh
	Sovereign risk
	Petroleum
	US$290.0

	
	Cote D’ Ivoire
	Assignment of export receivable
	Cotton
	€ 15 .0

	
	Mozambique
	Sovereign risk
	Petroleum
	US$15 .0



* Figures for 2007 covers only the first quarter of the year
The Way Forward
38.
The prospect for greater intra trade among OIC countries is good. There has been some improvement in intra trade recorded during the recent years. As mentioned above, during the five-year period from 2001 to 2005, total exports of OIC countries registered an average growth rate of 19 per cent with exports destined to industrialised and developing countries registering growth rates of 17.3 percent and 21 percent respectively. Also, trade among OIC countries, at 24 per cent annual increase, is growing faster than their trade with the industrialized countries (growth rate of 17.3 percent).  However more work need to be done in order to further  enhance intra trade flows and the areas that need to focused are described in the following paragraphs.


LDMCs 

39.
LDMCs are playing very small roles in international trade and should be the primary focus of our endeavours. Their combined intra-trade share in the total intra-exports in 2005 account for a mere 2.8 percent, amounting to only $3.74 billion and generally lack exporting capability. Most of them particularly in Sub Saharan Africa are still exporting their products in raw forms (e.g. cotton in Mali, Burkina Faso and Chad) and lack broad-based manufacturing and service sectors although they are richly endowed with resources. In order to enhance their ability  to trade,  actions in the following areas may be considered:
a.
Capacity building and institutional reforms to strengthen the capacity of these countries to expand their exports (such as knowledge building and skill upgrading in design, packaging and quality control)
b.
Develop information networking on trade (also investment) opportunities, and on trade facilitation methods, including among Chambers of Commerce and business communities; and dissemination of country profiles and trade related publications.
c.
Encouraging direct support at enterprise level for improving product competitiveness including technology transfer. 

d.   Human resources development, through technical support institutions for management training, product design, quality control, packaging and trade promotion.

e.
Infrastructure development such as industrial estates, export processing zones, and bonded warehouse to boost export development. 

f. Strengthening marketing channels through establishment of trading houses in order to bridge the gap between SMEs and markets.

g. Subcontracting with SMEs becoming suppliers of large firms or even multinationals.

h. Export promotion strategy with focus on adopting successful strategies (best practices of fellow member countries such as Malaysia, Turkey, Egypt and others.
Banking
40.
One of the main factors hampering trade links among OIC countries is the lack or  absence of direct correspondent banking relationships (or networks) between OIC country banks. Even if such relationships exist, the established exposure limits are insignificant that really do not facilitate intra trade among OIC countries. Thus, we have to encourage  OIC banks to establish direct correspondent banking relationships with their counterparts
41.
As a first step, the banks have to increase their understanding of OIC market risks including bank risks instead of just relying on feedbacks and reports from international rating agencies. An independent assessment of risks is therefore needed. Another point that is being made is that while OIC banks are shunning  these markets, non- OIC banks are monopolizing ( and reaping huge benefits) from the trade financing business there due to their historical links, their ability to mitigate lending risks coupled with higher risk appetites for these countries, arising from their long experience in operating in what is considered by others as “exotic and high risk “ countries. (Some OIC banks are also known to avoid doing business even in their neigbouring countries)
42.
Avoiding unmitigated risks understandably is the responsibility of banks as they are answerable to their regulators and shareholders. This do not mean that banks have to adopt “gung- ho” lending policies  for the sake of complying with the objective of accelerating or facilitating intra trade. They must be in the OIC markets with their eyes wide open and not wide shut. Some form of risk mitigation measures must be put in place and this is where the adoption of the Malaysian model Bilateral Payments Arrangement (BPA) can be a useful mechanism of mitigating trade financing related risks.. 

Role of IDB
43.
IDB’s role in intra trade expansion is to use its financing programme as a catalyst. Trade among member countries has to exist and member countries must have the capacity to trade before IDB can play a more meaningful role. Admittedly, obstacles to trade and intra trade are the challenges that the Bank is facing in its efforts to promote the expansion of trade among member countries.  
44.
The Bank has very limited control on international/regional economic environment and even the trade policies and strategies of the OIC countries.  Furthermore, the trade financing quantum of IDB, currently at just over US$2.5 billion per annum represents only a small fraction, considering the total OIC trade of more than US$1.80 trillion (2005 IMF data). For the Bank to significantly achieve the increased intra-trade objective, all concerned parties have to play their supportive roles by helping themselves,  cooperating among themselves and with IDB.

45. 
IDB will be able to play a more effective role in intra trade enhancement provided, it receives strong support of other stakeholders. It can play the role of the financier/co-financier, fund mobiliser, innovator (creating new financing instruments) and facilitator (to enhance trade capabilities of countries and to champion intra-trade growth). Other key areas where IDB can also play a major role are:

 (a) deepening the content of  its project financing with the objective of  strengthening  the institutional capacity and enhancing exporting capabilities of the member countries;

 (b) enhancing the effectiveness of project and trade financing through  more lines of financing to support trade/small business sectors;

 (c) cooperation with other multilateral institutions in order to build up on the expertise already developed by them and;

 (d) "trade matching" of  buyers with sellers in other member countries. 

46.
For intra-trade to flourish, OIC countries should take steps to eliminate or at least to minimise obstacles in all forms including the tariff and non-tariff barriers. Ratification of the OIC Agreement on Trade Preferential  System (TPS-OIC) and the Protocol on the Preferential Tariff Scheme for TPS-OIC (PRETAS) by concerned countries, for instance, will be an important step forward.
47.
Trade settlement mechanism is another important step to forge higher intra trade links. OIC countries may want to adopt the Bilateral Payments Arrangement or BPA, which has been successful in improving the level of Malaysia's trade with the countries of the South.

48.
 IDB cannot be sole party responsible for facilitating of trade. IDB does not have the resources to be the sole provider of trade financing. Our financing  is complementary to those that have been provided by other financial institutions and its quantum can never fully meet the needs of all traders in OIC countries.  It is worth noting that although as much as 70% of all IDB trade finance approvals are towards intra-OIC trade, the quantum involve represents a small proportion in the context of total OIC member countries' trade volumes. To this end, achieving the 20% target set under the Makkah Declaration would involve a lot more than what IDB can singularly do.
49.
The Bank will continue to support intra trade through its financing programme, so as to better serve its constituency. However, let us not forget that increasing intra-trade should be a common goal for all stakeholders. By combining and synergizing our efforts, we can, Insha Allah, make it a success story. In this regard, IDB has succeeded in forging bilateral relations with some member countries aimed at boosting trade and investments in target sectors/areas. The first such Memorandum of Understanding (MoU) was signed with the Government of Malaysia seeking to boost Malaysian exports to IDB member countries. As part of the implementation of this MoU, a Co-financing Agreement was signed with the Malaysian Exim Bank. Later, a similar MoU was signed with the Government of Turkey aimed at enhancing economic relations between Turkey and the IDB member countries in Africa. The latter covers two-way trade between Turkey and Africa. To complement these initiatives, it will be necessary for a wider network of strategic alliances between IDB and commercial banks in member countries to be built.
50.
Structured financing is an innovative way for IDB to improve creditworthiness of the beneficiaries. The focus is more on the performance of the beneficiary and its environment rather than on analyzing the credit risk  to rate a transaction. Structured financing has been identified as one of the avenues for the growth of the IDB trade portfolio especially in Sub Saharan Africa (SSA) when conventional trade finance tools/products may not be the best way forward in face of the inherent structural weaknesses among corporate entities and financial institutions. IDB has arranged many syndications for structured trade deals in SSA. OIC banks may want to consider supporting IDB syndications for these types of deals so that more funds can flow to assist the SSA countries in enhancing their ability to exports.
51.
The establishment of ITFC as an autonomous trade finance institution within the IDB Group is a major development initiated by the Bank in an effort geared towards expanding the Bank's trade finance role. This new corporation will bring all of the IDB Group trade finance activities under one entity and is expected to be more commercially driven. Funding for ITFC will be complemented by increased access to funds in the market through syndications/co-financing arrangements and also dedicated funds that the corporation will be managing on behalf of member countries.
52.
Another critical role IDB continues to play is in the area of trade promotion. This function is delivered through the Bank's Trade Cooperation and Promotion Programme (TCPP). The main achievements under this function are in the areas of capacity building and skills enhancement undertaken. This is made available through seminars, workshops and on-the-job training activities. 
53.
As its  trade financing programme operates in developing member countries, IDB has good knowledge on markets and the related lending risk elements existing in these countries and these have been mainly based on tested and practical experience instead of the theoretical conclusions of some international publications.

54.
This would enable member country banks, which are active  in intra trade financing to leverage on this knowledge edge of IDB, in addition to relying on the conventional edicts of rating agencies, whose risk assessments may not necessarily reflect the true situation on the ground. This would help bring about better understanding of markets in member countries and this indirectly facilitates growth of trade and investment links among them.

55.
The Bank has the ability to raise additional funds from the market to finance import requirements of member countries. These countries, in the first place, may face difficulty in raising funds in the required amount and on their expected terms and conditions, if they have done the syndications on their own. 

56.
We also find that banks in financial centers of member countries and European banks (among them BNP Paribas, HSBC , UBAF UBAE, Calyon) are leveraging on IDB  near status of "lender of record" to bring more "money to the table'" of member countries under IDB-arranged syndication, comforted by the knowledge that the Bank has the moral suasion ability to solve repayment default problems. This has been evidenced by oversubscription in recent IDB-arranged syndications for member countries considered by most international banks as "below investment grades". 

Trading beyond OIC Countries
57.
Moving away from the main focus of this Paper, which is enhancement of intra trade flows, we have also to look at the issue of accelerating trade beyond the borders of OIC region. It is not about OIC countries’ trade with their traditional markets of Europe and USA but it is about trade with “new” markets of the two economic superpowers of Asia that is India and China. Of course, for countries in the South East Asia and South Asia regions, these may not be new markets for them.

58.
The Indian and Chinese markets can be looked from the narrow perspective of Muslim population in these two countries, where OIC countries can benefit from potential demand for their goods, for instance “halal food” apart from other non-oil products (for example cotton from Sub Saharan Africa/CIS). OIC countries should create  trade links with these countries.
59.
To support the exporters, banks have to play their roles in their ability to appreciate the risks of doing trade business with India and China. The experience of Japanese Yen assistance to South East Asian countries in 1960s, for instance, can be adopted as a model by OIC countries whereby two specialized institutions the Overseas Economic Cooperation Fund (OECF) and Japan Eximbank  were created to promote demand for Japanese developmental goods through provision of “tied soft loans” to Governments and state-owned entities of developing countries. Through this approach, Japan was able to create markets for their goods and even services.
60.
It cannot be denied that several  OIC countries have created similar institutions already but most of them, I should say, are performing below expectations and have a long way to go to reach their targeted objectives. Adoption of the Japanese model may be considered as a way to assist in promoting trade of OIC countries with countries beyond their region.  However, lending institutions (export credit agencies or ECAs)  must be ready to take the risks of the foreign buyers of the OIC goods. This point is often overlooked by planners when ECAs were set up in some OIC countries and this lead to their failures to achieve the targeted objectives.
61.
From the perspective of IDB, this perhaps will be an area that should be looked at by the newly created institution, the ITFC. What is being mooted here,  perhaps, is to look at  facilitation of trade between OIC countries with India and China, taking into consideration of the potential of doing trade business with countries which have sizeable  Muslim population. This however does not mean that the focus is just to do business  with Muslims and between Muslims.
Conclusion 
62.
In conclusion, the following points are to be reiterated :

· Trade finance has  always been a top priority in the Bank’s agenda. This has been proven when one looks at the aggregate total of trade financing approvals which, as at the end of 1427H (2006) stood at US$26.730 billion or about 60% of total approved operations of the Bank. Of this amount, about 75% has been used to finance intra trade transactions of member countries. 

· A number of ideas could be considered as ways and means to move forward in the area of intra trade promotion. They include proposals for linkage creation, strengthening of correspondent banking relationships among member  country banks, trade matching, structured financing and innovative mechanism (Bilateral Payment Arrangements). IDB  would welcome additional ideas from  other stakeholders that can contribute towards enhancement of  intra trade.

· IDB will continue with its mission to support intra trade through its financing program, so as to better serve its constituency. However, let us not forget that increasing intra-trade should be a common goal for all stakeholders. By combining and synergizing our efforts, we can, Insha Allah, make it a success story. 
· LDMCs need the most help. Their overall exporting capabilities are weak and should therefore be enhanced.
· While acceleration of intra trade is important, OIC countries should also look at enhancement of their trade links with countries beyond the borders of their region.  India and China, the two economic power house with sizeable Muslim population, should also be focused. To support the exporters, banks and financial institutions must play their roles and should have the appetite to take the lending risks of buyers in the foreign markets beyond the OIC countries. This is also one possible area that can be looked at by the new IDB subsidiary, ITFC. 
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