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Letter from the Supervisory Board

Dear Reader,
Looking back at 2021, the year can best be described as the Covid recovery year – at 

least from TCX’s point of view. And it seems strange to write about recovery whilst, at the 
time of writing, Europe is on fire following the invasion of Ukraine by Russia, but we will come 
back to that topic later in this letter. So, 2021 saw a stable start of the year, during which 
TCX continued to earn a healthy positive interest carry. Face masks, working from home, and 
self-testing had already become standard practice. However, the Supervisory Board and the 
Managing Board of TIM, the Fund Manager, still preferred physical to virtual meetings, and 
whenever possible in view the Covid restrictions, the Supervisory Board members travelled 
to Amsterdam to have on-site or hybrid meetings with the management team. 

The Covid recovery translated into a record production of USD 1,367 million in 2021, that 
was partially offset by USD 351 million in capital market development transactions. We were 
satisfied to see that this offsetting activity was effective in preventing concentration risk, as the 
Fund Manager kept the top-10 currency exposures below 50% of the portfolio by focusing on 
the sale of currency risk where most risk had been onboarded. The Fund’s gross outstandings 
were just over USD 5 billion at year end. 

An important milestone in the Fund’s ambition to stimulate markets was the launch of the 
TCX Frontier Currency Index (“TCX FI”), an index whose purpose is to increase the flow and 
transparency of information on frontier currency bonds as an asset class. This informational 
index tracks the performance of frontier currency bonds issued by TCX’s shareholders, where 
TCX acts as the hedge counterparty. At year end, the index reflected the value of 72 bonds in 
20 currencies. The index is a passive recipient of exposure, as it mainly consists of currencies 
where TCX identifies opportunities to offset exposures in its books and stimulates the bond 
issuances. So, although maximizing return is not the main purpose, it was good to see that the 
TCX FI outperformed JP Morgan’s ELMI+ index by 4% on an annualized basis. This underlines 
the case that local currency bonds are an investable asset class.

In August, TCX received a long term foreign currency issuer rating of A1 with a stable outlook 
from Moody’s, in accordance with the rating agency’s supranational rating methodology. This 
initial rating of the Fund by Moody’s reflects “the solid support from its diverse group of mainly 
highly rated shareholders, which are also the main users of its services”. We believe that this 
assessment gives a good reflection of TCX’s function as a currency risk pooling vehicle for the 
world of development finance. 

The Fund unfortunately saw two relatively large shareholders leave us in 2021. Both the 
Japan Bank for International Cooperation (JBIC) and the African Development Bank (AfDB) 
redeemed their shares, leading to an outflow of circa USD 94 million in capital. The AfDB’s 
exit resulted from changes in the regulatory and legal environment of Mauritius, which was 
the pass-though route chosen in 2008 for the AfDB to invest in TCX, due to their limitations 
on investing outside Africa. Also the final tranche of IADB’s subordinated loan was repaid in 
full during the year.

On the other hand, the Fund strengthened its capital base by drawing-down USD 20 million 
on the committed IDA private sector window investment from the IFC and EUR 50 million on 
the unfunded convertible subordinated loan that KFW manages as implementing partner for 
the European Commission’s European Fund for Sustainable Development. At the end of the 
year, we also welcomed a second investment of USD 10 million from SECO. Adding to these 
amounts the year’s profits of USD 107 million, the Fund’s total capital thus grew to USD 1.19 
billion in 2021, an 8% increase over 2020. 

In February 2022, the world witnessed with great dismay the invasion of Ukraine by Russia. 
The exposures of the Fund in Eastern Europe, the Caucasus, and Central Asia were hit hard 
and the Fund suffered significant losses. This is, however, the purpose of TCX: to take losses in 
times of crisis so the clients of our shareholders are protected. From this perspective, we are 
grateful to have played our role in limiting the destabilizing effects of the war on individuals 
and entrepreneurs in the region.   
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With regards to the targets approved by the 2021 Annual General Meeting of Shareholders, 
we are happy to report several highlights. Following the General Meeting’s approval of the 
new risk framework and associated governance, adequate progress was made on all fronts. 
The internalization of the operational controls started. The IT security was strengthened. The 
setup of the Pricing Committee was improved, with the PC now clearly focusing on approving 
the currency benchmarks and NDF spreads, and the Fund Manager now clearly in charge of 
pricing individual transactions.    

Following the presentation of the Africa strategy, the Supervisory Board was very satisfied 
with the results realized in the poorer regions of the world. Not only did the Fund’s production 
in Sub-Saharan Africa increase by over 100% - well above the 20% target - but the production 
in IDA countries was USD 462 million, almost double the target of USD 240 million. 

Less success was achieved on the innovation side, where only one transaction was closed 
with a crowd funding platform and, despite considerable efforts, no inflation indexed swap 
was executed. Also, putting the EC Pricing Facility at work took significantly more time than 
expected. Ultimately, only EUR 15 million out of the targeted EUR 50 million in transactions 
were closed by year-end. 

From the oversight perspective, we refer you to the governance section of this Annual 
Report (page 34), which describes the Supervisory Board’s organization and activities. In 
all, the Supervisory Board met 7 times during 2021, not counting the separate meetings of 
the Risk Oversight Committee, the Audit & Compliance Committee, and the Remuneration 
& Appointments Committee. Additionally, there were 11 meetings of the Pricing Committee 
appointed by the Supervisory Board, and 25 meetings of the Risk Management Committees 
appointed by TIM, the Fund Manager. 

We agree with TIM’s assessment (page 22) that there are no material uncertainties 
concerning TCX’s ability to continue as a going-concern entity.

In the Netherlands, large corporates are requested to have at least 30 % women participation 
at managing and supervisory board levels. This is the translation of a diversity and gender 
balance policy that TCX fully supports. During 2021, two out of five Supervisory Board 
members were women. Also, four continents were represented on the Supervisory Board, 
reflecting the crucial importance of geographical diversity for TCX. 

As stated above, the Fund realized a healthy positive result of USD 107 million in 2021. This 
brought the long term return to TCX’s shareholders to Libor + 2,6% since the Fund’s launch on 
2007, against a long term target of Libor + 1,4%. At TCX, we prefer to speak about positive 
returns as reserves for future crises and available capital for new business. At the time of 
writing this report, we see that the invasion of Ukraine by Russia and the ensuing economic 
and financial sanctions have triggered a global crisis whose outcome is still unclear. What is 
clear, however, is that TCX is well positioned to protect the clients of its shareholders against 
the otherwise unmanageable volatility of their currencies. 

On this note, we wish to thank the Fund Manager, the Pricing Committee and TCX’s partners 
including DLM Finance, Cardano Risk Management, and OG Research for their outstanding 
work and support in 2021.

Amsterdam, 13 April 2022

The Supervisory Board of The Currency Exchange Fund N.V.

Mr. Bernd Loewen, Chair

Mrs. Lakshmi Shyam-Sunder, Vice-chair

Mr. Aigboje Aig-Imoukhuede

Mr. Marcus Fedder

Ms. Sarah Russell
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A personal note from Mr. Bernd Loewen, 
departing Chair
This is my last year as Chair of the TCX Supervisory Board, after 8 years of Board 
membership. During this time, TCX managed to increase its primary portfolio from USD 1.3 
billion in 2014 to USD 3.3 billion in 2022, an increase of over 250%. Over the same period, the 
hedge ratio improved from 9% to 40% of the primary portfolio, a development that conserved 
much capital and could expand even further in the future.

Another milestone was the introduction of the TCX Frontier Currency Index just last 
year. This increases transparency for all market participants and makes great use of the 
data available to TCX. Looking forward,  I see increased attention being placed on SE4All 
transactions, exploring business opportunities with sovereign borrowers, and identifying 
demand for and implementing further innovative products. That said, the core product must 
stay the course with nearly unlimited room to grow further. Given the overall market size 
of local currency mismatches caused by development finance, TCX does still classify as a 
start-up.

I would like to thank my colleagues on the TCX Supervisory Board, the management team 
and employees of TIM as well as all TCX stakeholders and partners for working together and 
so far succeeding in realizing the common vision of TCX. And I would especially like to thank 
our shareholders and investors for the trust they have placed in us. Also, I am very pleased 
that my successor as a Supervisory Board Member will be Tim Armbruster, the Treasurer of 
KfW, and that Lakshmi Shyam-Sunder will take over as Chair. Together with colleagues Sarah 
Russell, Aigboje Aig-Imoukhuede, and Marcus Fedder, the Supervisory Board will continue 
to be in very safe, professional, and seasoned hands. 

I believe that the coming years will continue to be ground-breaking for TCX and I am 
convinced that together we have laid a strong foundation for its future.

I thank you all and wish you the best. 

Bernd Loewen

Brice Ropion, Dina Yaminova, Santiago Tavani,  Irina Rogojan
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Results 2021
Portfolio size: gross outstandings
TCX’s gross derivatives outstandings (total of its long and short positions) grew 7% in 2021, 
from USD 4.75 billion at year-end 2020 to USD 5.07 billion at year-end 2021, as shown below:

 

Investment type 
(USD millions) Long positions Short positions Gross outstandings 

(Long+Short)
Net Exposure 
(Long-Short)

2021 2020 2021 2020 2021 2020 2021 2020

Primary book 3,180 3,076 47 153 3,227 3,229 3,133 2,923

Trading book 0 0 0 0 0 0 0 0

Hedging (LCY:USD) 36 12 1,257 1,117 1,293 1,129 -1,221 -1,105

Total LCY portfolio 3,216 3,088 1,304 1,270 4,520 4,358 1,912 1,818

Hedging book  
(EUR:USD) 515 355 30 36 545 391 484 320

Total TCX portfolio 3,730 3,443 1,334 1,305 5,065 4,749 2,396 2,138

Excluding the EUR:USD Hedging book whose purpose is to manage part of the EUR risks 
that arise on around a third of the Primary book, the portfolio outstandings grew 4% to USD 
4.52 billion. This local currency portfolio was spread across 1,356 trades in 55 local currencies 
(2020: 1,323 trades and 55 currencies), including USD 3.23 billion in Primary Investments 
and USD 1.29 billion in Hedging Investments.1 The graph below shows the historical trend:

1 | Primary Investments are medium- to long-term local currency swaps and forwards transacted with TCX investors and select third-parties 
in relation to real underlying economic activities (speculative positions are not allowed). These investments consist, for the most part, of 
long local currency positions that hedge local currency loans to local borrowers, though short positions are possible as well (to hedge the 
FX risks, for example, of offshore entities that earn hard currencies but enter into long-dated contracts to pay for local goods and services in 
local currency). For diversification and concentration/risk management purposes, TCX also invests in derivatives with investment banks and 
professional counterparties. Where the purpose is portfolio diversification, the trades are classified as Trading Investments. Where the purpose 
is managing concentrations and mismatches in the Primary Investments portfolio, the trades are classified as Hedging Investments. The latter 
include the short local currency trades that TCX closes in relation to local currency bonds issued by TCX’s investors to institutional and other 
investors, which serve to stimulate the development of local capital markets. 

Derivatives Portfolio: gross outstandings
(USD million)
Derivatives Portfolio: gross outstandings
(USD million)
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Letter from the Managing Board 
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Primary book 

The Primary production jumped 39% from USD 985 million in 2020 to USD 1.37 billion in 
2021, the most ever in TCX’s history. This increase reflects the strong recovery in loan supply 
and demand following the sharp downturn caused by the Covid crisis.

The record-breaking Primary production was spread across 51 currencies in 534 transactions. 
Especially noticeable was the production in Sub-Saharan Africa, which more than doubled 
compared to 2020:

Primary portfolio: production volumes by region (USD mln)

Region 2021 2020 Change in %

Europe / Central Asia  584  409 43%

Sub-Saharan Africa  386  187 106%

Asia  173  169 3%

Latin America  158  89 78%

Middle East North Africa  65  130 -50%

Despite the increase in Primary production, the Primary portfolio outstandings did not 
grow during 2021 and ended the year flat at USD 3.23 billion. Apart from the usual level of 
scheduled redemptions, this reflects the large number of trades that were partially or fully 
unwound during the year in response to the Covid crisis.

Hedging book

The local currency Hedging book outstandings grew 15% in 2021, reaching USD 1.29 
billion or 40% of the Primary book outstandings (2020: 35%). This achievement reflects 
the team’s continuing success in offsetting the Fund’s long Primary positions, and thus 
reduce concentrations, release capital, and increase the capacity for closing fresh Primary 
transaction.

In total, USD 704 million in local currency Hedges were closed during the year, amounting 
to 51% of the Primary production. This includes USD 351 million related to bond issuances 
by TCX’s investors, a 12% increase relative to 2020. These capital market development 
transactions - which TCX actively stimulates and helps structure through direct interaction 
with the bonds’ issuers and buyers - were spread across 14 currencies in 33 transactions:
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LCY bonds: production volumes
(USD million)
LCY bonds: production volumes
(USD million)
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Portfolio size: net exposures
TCX’s net derivatives exposure (its long positions minus its short positions) grew 12% year-
on-year, reaching USD 2.4 billion at year-end 2021. This increase was driven by an 8% increase 
in the notional size of the long book, and a 2% increase in the notional size of the short book:

Included in the short book are the derivatives related to the bond issuances by TCX’s 
investors. This portfolio grew from USD 833 million in 77 transactions and 21 currencies in 
2020, to USD 843 million in 80 transactions and 27 currencies in 2021 (+4% by amount and 
+1% by volume).

Portfolio profile 
In 2021, as shown below, the maturity profile of the Primary portfolio remained relatively 
stable, with 72% of the gross outstandings having an original maturity of 3 or more years 
(2020: 75%). At the same time, the sector diversification shifted towards the SME sector (30% 
in 2021 vs. 22% in 2020) at the expense of the microfinance sector (46% in 2021 vs. 49% in 
2020) and the other sectors (24% in 2021 vs. 29% in 2020).
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Within the ‘other’ category, the share of the non-financial segments (SE4ALL, infrastructure, 
etc.)2 remained flat at 16% of the portfolio, with a small decrease in the number of deals 
outstanding:

In terms of Development Assistance Committee (DAC) country classification, the proportion 
of the Primary Investments portfolio allocated to the least developed and lower income 
countries increased from 70% of the portfolio in 2020, to 74% in 2021:

Primary portfolio: sector diversification 
(% gross outstandings)

Primary portfolio: original maturity profile  
(% gross outstandings)

Primary portfolio: original maturity profile
(% gross outstandings) 

Primary portfolio: original maturity profile
(% gross outstandings) 

Microfinance

SME Finance

Other Finance SE4ALL

Other Infrastructure

Other Sectors

Primary portfolio: sector diversification
(% gross outstandings)
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2021 2020 2021 2020 2021 2020

Gross outstandings (USD mln) 132 155 236 179 145 178

% of portfolio 4% 5% 7% 6% 5% 5%

Number of deals outstanding 46 46 22 18 38 55

Primary portfolio

Primary portfolio: country classification
(% gross outstandings) 

Primary portfolio: counterparty types
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2 | SE4ALL = Sustainable Energy For All
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Per type of counterparty, 88% of the Primary portfolio is investor-related. The balance is 
sourced from international banks and other parties. This deal-flow diversifies the currency 
mix of the portfolio and enhances TCX’s development impact, notably by contributing to 
achieving specific development objectives targeted by the Subordinated Convertible Debt 
investors (e.g., Sub-Saharan Africa, SE4ALL, etc.).

In 2021, the regional mix of the Primary portfolio outstandings saw Sub-Saharan Africa’s 
share increase to 21% (2020: 18%) and Asia’s share to 15% (2020: 14%). This result came at 
the expense of Latin America’s share, which decreased to 16% (2020: 19%) and the Middle 
East North Africa region, which decreased to 6% (2020: 7%). Europe/Central Asia remained 
the same at 42% as the portfolio’s largest region.

Looking at the regional mix of the net exposures in the total local currency derivatives 
portfolio (which is the basis for setting the regional currency limits), Latin America’s share 
decreased to 21% (2020: 22%), Middle East North Africa to 4% (2020: 6%) and Sub-Saharan 
Africa to 22% (2020: 24%), whereas Asia and Europe/Central Asia increased to 15% and 38%, 
respectively (2020: 14% and 34%).

Derivatives portfolio: regional diversification 
(% net LCY exposure) 

Derivatives portfolio: regional diversification
(% net LCY exposure)
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Financial results
The net result for 2021 was a profit of USD 107.4 million, including an investment gain of 
USD 128 million (after FX translation effects) and USD 21 million in operational expenses 
and financial charges.

o The primary driver of the investment gain of USD 128 million was the positive interest 
carry in TCX’s derivatives book. This was partially offset by losses due to FX movements 
and local interest rate (curve) movements. 

o The operational expenses3 increased from USD 12.6 million (0.21% of Assets Under 
Management) in 2020, to USD 14.7 million in 2021 (0.23% of AUMs4).

o The financial charges consisted primarily of USD 5.6 million in amounts due on the 
Subordinated Convertible Debt (2020: USD 5.4 million).

3 | Includes the management and performance fees paid to the Fund Manager, plus TCX’s internal costs.
4 | The AUMs are as defined under the Alternative Investment Fund Management Directive and are essentially equal to the fair market value of 
TCX’s non-derivative assets plus the gross notional size of the derivatives portfolio. The AUMs at 31 December 2021 totaled USD 6.3 billion (2020: 
USD 6 billion).

Annual results (before dividends) (USD million)
Annual results (before dividends) 
(USD million)
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Reflecting the year’s strong results, the Net Asset Value per share grew by 15% year-on-year, 
from USD 687,586 per share at year-end 2020 to USD 787,503 per share at year-end 2021:
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o In 2021 the net gains and average long and short outstandings per currency were 
as follows:5

5 | See Note 22 for details on the realized and unrealized results on the derivatives portfolio
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Capital management  
The available capital grew 8%, from USD 1.10 billion at year-end 2020 to USD 1.19 billion at 
year-end 2021. The increase was primarily driven by:

o the year’s retained earnings (USD 107.4 million), plus

o USD 20.1 million for 29 A-shares issued to the IFC for its own account and on behalf 
of the International Development Association (IDA)6, plus

o USD 10 million in funded Subordinated Convertible Debt issued to the State 
Secretariat for Economic Affairs of Switzerland (SECO), plus

o EUR 50 million in unfunded Subordinated Convertible Debt issued to KfW on behalf 
of the European Commission,7 less

o USD 93.8 million to redeem the entire shareholdings of JBIC (USD 57.8 million for 
84 A-shares originally purchased in 2010) and AfDB (USD 36 million for 49 A-shares 
originally purchased in 2008).

The capital ratio (available capital to risk weighted assets) decreased to 27.4% at year-end 
2021, compared to 29.9% in 2020. This reduction was caused by the faster growth in the risk 
weighted assets (+19% to USD 4.4 billion) than in available capital (+8% to USD 1.19 billion).

Market risks (FX and interest rate risks) accounted for 92.9% of risk weighted assets at year-
end 2021 (2020: 90.9%), operational risks 5% (2020: 5.7%), and credit risks 2.1% (2020: 3%).

6 | Second tranche of a USD 50 million facility that TCX may draw over time (no fixed period), subject to achieving certain volume targets in coun-
tries targeted by the IDA’s Private Sector Window Blended Facility. The total drawn at year-end 2021 was USD 34.6 million.
7 | Second tranche of a 15-year EUR 145 million Capacity Facility that TCX may draw upon till November 2024, subject to achieving certain vol-
ume targets in Sub-Saharan Africa. The total drawn at year-end 2021 was EUR 80 million. For additional information, see Note 20 to the Financial 
Statements (“EC Capacity Facility”)
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Recent Developments 
EC Market Creation Facility: Pricing Component 

In February 2021, TCX closed the Pricing Component of the Market Creation Facility 
it negotiated with the European Fund for Sustainable Development of the European 
Commission (“EFSD”) in parallel with the EC Capacity Facility. The implementing partner 
for this second EC facility (the “EC Pricing Facility”) is KfW as well (see Notes 20 and 21).

The purpose of the EC Pricing Facility is to provide financial institutions based in Sub-Saharan 
Africa and the European Neighborhood with enhanced access to synthetic local-currency 
borrowings, and to address short- and medium-term funding requirements triggered by 
the ongoing pandemic in these regions (whilst not exposing the borrowers to currency 
risk). With the support of this program, TCX can offer price discounts in currencies where 
TCX’s risk-based pricing does not work due to structural impediments (e.g., caps on lending 
rates). By doing so, the program aims to contribute to the stabilization of institutions and to 
create local-currency lending capacity when and where most needed.

In total, EUR 20 million is available for TCX to claim from the EFSD (through KfW) under 
the program, in case the actual return on the portfolio of discounted deals does not meet a 
threshold return of at least 2.5% per annum (the claims will be made annually in arrears, in 
relation to the deals that mature each year, so the actual return is known).

During 2021, TCX closed 12 deals under this program. The earliest maturity date is 2024, 
meaning that the earliest possible time for filing a claim will be in early 2025.

TCX Frontier Index

In April 2021, with the support of KfW on behalf of the German Federal Ministry of Economic 
Cooperation and Development (BMZ, an investor in TCX), TCX launched the TCX Frontier 
Index (“TCX FI”), an index that tracks the performance of Eurobonds linked to frontier 
currencies and issued by development finance institutions with the support of TCX.

The objective of this informational index (the index is not tradable) is to increase transparency 
around frontier currency fixed income instruments and support the growth of local capital 
markets.

At year-end 2021, the index included 72 bonds in 20 frontier currencies where TCX acted 
as hedging counterparty to the issuer. The proceeds from these bond issuances fund 
institutions whose mission is to create impact in developing countries whilst applying the 
highest environmental, social, and governance (“ESG”) standards in the industry. Settled in 
Euros or US Dollars, the bonds provide an accessible route to frontier currency exposure 
with minimal credit risk and no transfer and convertibility risks. TCX calculates the bond’s 
prices from the valuation of the related hedges in its books.

The TCX FI has a dedicated dashboard on TCX’s website. This may be viewed at the following 
address: https://www.tcxfund.com/tcxfi

Internalization of the risk management functions outsourced to Cardano Risk  
Management B.V.

At the May 2021 Annual General Meeting of TCX, the Fund’s shareholders approved a 
proposal to internalize the functions delegated to Cardano Risk Management B.V. since 
the Fund’s launch in 2007. These outsourced functions include quantifying, monitoring, 
and reporting the Fund’s risk exposures and capital ratios, and providing pricing, trading, 
valuation, and operational control services to the Fund. The proposal to internalize these 
functions was rooted in the view that TCX is a risk management business that has become 
complex and sizeable enough to justify taking this step in the interest of TCX’s investors.

This risk internalization and optimization project will last through 2022 and 2023. It will be 
led by the new CRO hired in November 2020 and will gradually involve the following changes 
to the existing set-up:

o Expanding the risk management team to include enterprise, market, counterparty, 
and operational risk management experts; 
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o Institutionalizing an Enterprise-Wide Risk Management (ERM) approach to managing 
the risks faced by TCX and refining the mandates and composition of the RISKCO 
committees to align with this framework; 

o Acquiring and implementing a new risk system that interfaces with the back-office 
and front-office systems;

o Internalizing within the Fund Manager the risk measurement, reporting, monitoring, 
and control activities performed by Cardano Risk Management B.V.; and

o Internalizing within the Fund Manager and the Fund’s Administrator and Valuer 
(DLM Finance B.V.) the operational and valuation controls performed by Cardano Risk 
Management.

During 2021, the Fund’s day-to-day risk management and control was largely unchanged 
relative to the previous period and effectively performed by the Fund Manager’s COO (who 
was the previous CRO) and Cardano Risk Management B.V., given that the new CRO and the 
nascent internal risk organization were entirely focused on recruiting staff, selecting a risk 
system, and elaborating the future risk management framework.

Inevitably, an outcome of the project will be that changes will be made to the Fund’s 
processes, which will require adjusting the control framework and the tests of the controls’ 
adequacy and effectiveness by the 2nd and 3rd lines of defense. However, the changes to 
the processes will primarily involve changing who does the work (rather than the work to 
be performed), and will always respect the existing risk management principles, notably 
the separation of (i) the business, risk, and oversight functions; (ii) the system and model 

Allie Yu
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development, testing, and ‘promotion to production’ functions; and (iii) the user access 
and data entry, verification, approval, and reconciliation functions. Consequently, we do 
not expect that the forthcoming changes will lead to any increase in TCX’s risk profile, and 
rather expect that TCX will benefit significantly from internalizing and optimizing the risk 
management function as proposed.

Dissolution of TCX Investment Company Mauritius Limited

In June 2021, following changes to the laws of the Republic of Mauritius, AfDB, FMO, and 
Oikocredit as co-owners of TCX Investment Company Mauritius Limited (TCXM) decided 
to dissolve TCXM as a vehicle for their indirect holding of 108 TCX shares (49 in the name 
of AfDB, 49 in the name of FMO, and 10 in the name of Oikocredit). As a consequence of 
this decision, TCX repurchased from TCXM all the shares that it held on behalf of AfDB, and 
transferred from TCXM to FMO and Oikocredit all the shares that it held on their behalf. These 
transactions severed all connections between TCX and TCXM (effective 1 July 2021), with TCX 
(and the Fund Manager) having nil residual obligations or liabilities towards this firm.

Credit ratings

In August 2021, Moody’s assigned an “A1, stable outlook” credit rating to the Fund. This was 
the first time Moody’s issued a credit rating for TCX.

In April 2022, Standard & Poor’s re-confirmed TCX’s credit rating as “single-A with a stable 
outlook”.

Development impact and SFDR disclosure

In November 2021, TCX introduced a new section to its website to showcase the Fund’s 
development impact. The content includes TCX’s “Theory of Change” and an interactive 
dashboard that provides monthly updates on TCX’s efforts to de-risk and stimulate the 
growth of the emerging and frontier markets it serves. The updates include, inter-alia, data 
on TCX’s research activities, the size of the portfolio, its breakdown per currency and sector, 
and whether the trades relate to loans or bond issuances.

Also included is TCX’s Impact Report, an annual publication that supplements the data in 
the dashboard with estimates of the Fund’s environmental and social (“E&S”) impact on (i) 
male and female jobs created, (ii) value added in the form of incremental salaries, profits and 
taxes, and (iii) gigawatts of energy generated and kilotons of green-house gas emissions 
avoided. These estimates are produced using a Joint Impact Model developed by Steward 
Redqueen, a specialised consultancy that works across the globe advising organisations 
on impact and sustainability. This model was developed in close collaboration with several 
development finance institutions, including several TCX investors.

Notwithstanding the above, it is important to note in the context of Regulation (EU) 
2019/2088 of the European Parliament and the Council (the Sustainable Finance Disclosure 
Regulation or “SFDR”), that the returns on TCX’s portfolio are a function of global FX and 
interest rate movements, not E&S factors. In addition, as a financial services provider that 
is often several layers removed from the parties that ultimately benefit from the hedges it 
provides, TCX is not in position to compile auditable data on the E&S impact of the activities 
that underlie its business. Accordingly, we stress here that the E&S measures in the Impact 
Report do not enter into TCX’s investment decision-making processes as ex-ante inputs to 
try and achieve specific E&S targets. They are ex-post estimates provided for information 
purposes only.

TCX thus classifies as an Article 6 financial product under the SFDR, meaning that the 
investments underlying TCX as a financial product do not take into account the EU criteria 
for environmentally sustainable economic activities, 

For additional information and a more detailed SFDR disclosure, please see https://www.
tcxfund.com/our-impact/.
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Other Ongoing Challenges
Impact of the Covid and Ukraine crises and going-concern representation

Although the Managing Board expects that the continuing Covid crisis and Ukraine war will have 
a  significant impact on TCX during 2022 and uncertainties exist concerning our assessment of 
this impact, we have at this time no material uncertainties concerning TCX’s ability to continue 
as a going-concern entity. 

This conclusion is based on the Fund’s strong capitalization and liquidity and the continuing 
absence of material operational issues. We appreciate that the pandemic is not over yet and 
economic, geo-political, and cyber-security pressures are still escalating that may cause extreme 
volatility and sustained losses for TCX. At the same time, we note the following:

o The Fund is capitalized to withstand tail-risk scenarios, with a Liquidation Trigger 
set at 14% of Risk Weighted Assets, a redemption gate set at 18%, and remedial 
management action starting at 20%. In contrast, the capital ratio at year-end 2021 was 
27.4% of RWAs, with the Available Capital standing at USD 1.19 billion. At this level 
of capital, based on the portfolio at year-end 2021, TCX could sustain a loss of USD 
583 million (13.4% of RWAs) before causing a Liquidation Trigger Event. This amount 
is 4.6 times the record-breaking monthly loss TCX experienced in March 2020 at the 
start of the Covid crisis (USD 128 million), 2.6 times the “12-month diversified risk” 
(or potential annual loss) estimate reported at year-end 2021 (USD 223 million), and 
1.15 times the extreme loss TCX might experience in a “twice Lehman 2008” scenario 
(USD 507 million based on the 2021 ICAAP report). These multiples demonstrate that 
entering 2022, TCX’s capital position was robust and capable of supporting substantial 
future volatility and growth at the same time.

o In addition, we note that TCX had ample liquidity at year-end 2021, with USD 1.14 
billion (81% of the balance sheet) held in the form cash, cash-equivalents, and highly-
rated marketable securities to cover future expenses, settlement payments, and 
collateral needs. 

Business development issues

As we have in previous years, we re-iterate here some of the key business development  
issues we face when trying to expand TCX’s portfolio and development impact:

o The choice for local currency funding to match assets earning local currency is 
often based on short-term financial considerations (“how much will it cost me now?”) 
rather than forward-looking risk management (“how much more could I lose later?”). 
As a result, many end-clients mistakenly perceive as attractive the low interest rates 
prevailing in hard currencies and continue to borrow in these currencies instead of 
local currencies. This often acts as a damper on TCX’s growth.

o In many economic sectors, TCX faces long-standing structural impediments to 
realizing its development impact. An example is the energy sector where most of 
the underlying commercial contracts are denominated in US dollars and the risk is 
off-loaded to the end-clients. Another example is the infrastructure sector, due to the 
large amounts and long tenors required. Penetrating these sectors requires patient 
work to explain to the lenders, borrowers, regulators, and governments involved that 
local currency arrangements may be better suited.

o As a market risk vehicle, TCX is not in a position to absorb a significant amount 
of the credit and country risks that inevitably arise when investing in emerging and 
frontier markets. The Fund is dependent, therefore, on the ability and willingness of 
strong parties to face these risks, either as counterparties to TCX or as guarantors of 
its exposures.

o As the Fund increasingly operates as a warehouse of local currency risks (by on-
selling to the market the exposures that it onboards when hedging the loan books 
of its counterparties), TCX becomes more dependent on the market’s appetite for 
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frontier currency risk. In the past, we have seen that periods of risk adversity towards 
frontier markets can result in an inability to offset the Fund’s long positions. In these 
circumstances, the Fund’s capital usage intensifies and its growth buffer shrinks. This 
reinforces the need to retain capital instead of paying dividends and to attract fresh 
capital to fuel the Fund’s growth, in a context where the demand for TCX’s product 
grows daily and capital raising transactions have long lead-times.

o TCX’s Primary portfolio occasionally achieves peaks in individual and regional 
currency concentrations due to high demand in specific currencies. Notwithstanding 
the Fund Manager’s efforts to place some exposures with market participants, 
the opportunities to offset these positions can be limited at times, due to market 
circumstances and TCX’s mandate to be “additional” to the market. Under these 
circumstances, rationing the available capacity could be required.

As demonstrated since 2007, we believe that TCX has in place the strategies, policies, 
processes, resources and relationships necessary to overcome these challenges, and look 
forward to building on the momentum and successes of the past. 

Amsterdam, 13 April 2022

The Managing Board of TCX Investment Management Company B.V.

Ruurd Brouwer, Chief Executive Officer

Othman Boukrami, Head of Trading

Bert van Lier, Chief Investment Officer

Brice Ropion, Chief Operating Officer 

Hanane Saih, Chief Risk Officer

Bert van Lier, Othman Boukrami, Ruurd Brouwer, Brice RopionBert van Lier, Othman Boukrami, Ruurd Brouwer, Brice Ropion
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Business Rationale
Long-term finance in emerging markets is often provided by development banks and 

other international investors who naturally lend in hard currency. The local borrower, earning 
local currency, has limited scope to absorb a currency mismatch between income and 
liabilities, and thus should borrow in local currency. The international investor, however, can 
usually only provide local currency if it can itself be hedged.

In established markets hedging solutions are readily available, but this is rarely the case in 
frontier markets. Hedging products are typically provided by banks acting as intermediaries, 
ultimately placing the risk back into the local capital markets. In frontier markets, however, 
the ability to absorb these risks is limited. Thus, the intermediary model breaks down.

TCX’s unique value proposition is its ability to retain, on its own balance sheet, the 
currency risks that arise from the hedges it provides to market participants. To operate 
successfully, TCX does not need a functioning local market. Its risk model is based on the 
portfolio diversification effect of spreading and absorbing currency risks across all regions. 
On average, the higher interest rates prevailing in frontier markets more than compensate 
for the devaluing trend of these currencies, which allows TCX to be modestly profitable over 
the longer-term.

Business Principles
o Focused products: TCX only invests in market risk management products such as 
currency swaps and forwards. It does not provide funding.

o Unique risk management structure: TCX assumes outright currency risks in highly 
illiquid markets, managing risk through portfolio diversification across all regions and 
DAC countries in the emerging and frontier markets.

o Alignment with shareholders: By working with its shareholders, TCX has 
origination access to their combined client networks and deal-flow. TCX tailors its 
investments for these institutions.

o Risk-reflective pricing: TCX invests in products that are priced in accordance with 
prevailing market rates and established methodologies.

o Additionality: TCX only invests where its counterparties have no adequately priced 
commercial alternatives.

o Non-speculation: TCX only onboards currency exposures that arise from actual 
underlying obligations.

Products
TCX uses a limited set of derivative products and delivery channels to achieve its mission. 

This allows it to remain focused on its primary objective, which is the facilitation of long-
term local currency finance in frontier markets in close alignment with its shareholders.

TCX’s main investment product is a non-deliverable cross-currency swap, usually 
matched to the cash-flow of a local currency loan provided by one of its shareholders. The 
swap ensures that the lender’s income is guaranteed in USD or EUR whilst the borrower’s 
obligations are in local currency. A simpler investment product that can achieve similar 
results is the FX forward, also one of TCX’s products.

The cross-currency swap may be provided either to the lender or to the borrower. 
Hedging the lender results in the investment structure presented in the figure below. The 
lender provides a local currency loan to the domestic borrower and hedges the associated 
currency exposure with TCX, so that the combined deal is an asset in the lender’s functional 
currency e.g. the USD. 
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This structure is relatively straightforward from several perspectives. The client interface 
(and counterparty credit risk management) remains concentrated with the lender and the 
hedge is not exposed to domestic legal, regulatory or tax constraints.

The hedge may also be provided to the borrower, resulting in the structure presented 
below. The lender provides a USD loan to the local borrower, who hedges the resulting 
obligation with TCX. The hedge transforms its hard currency obligation into a local currency 
liability. 

Non-deliverable Swap

on-shore
borrower

o�-shore
lender

Local Currency Loan

TCX

on-shore
borrower

o�-shore
lender

USD  LoanNon-deliverable Swap

GuaranteeTCX

Hedging the Lender

Hedging the Borrower

Non-deliverable Swap

on-shore
borrower

o�-shore
lender

Local Currency Loan

TCX

on-shore
borrower

o�-shore
lender

USD  LoanNon-deliverable Swap

GuaranteeTCX

The direct swap to the local entity allows a greater flexibility in the application of the 
hedge, since it is decoupled from the loan. The timing, size and tenor of the transaction may 
be specified to suit the client’s needs, as may the details of the hedge terms (the client could 
decide, for instance, not to include the loan margin in the hedge). The direct swap structure 
does however require TCX to onboard the local client, address the resulting counterparty 
risks (via guarantees or other means), and satisfy itself that the local legal, regulatory and 
tax environment support the required transaction terms. For these reasons, TCX generally 
prefers dealing directly with lenders. 

Please refer to TCX’s website, www.tcxfund.com, for more details on TCX’s investment 
products and the requirements to trade.
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Antigua and Barbuda Dollar XCD
Argentina Peso ARS
Bolivia Boliviano BOB
Brazil Real BRL
Colombia Peso COP
Costa Rica Colon CRC
Dominica Dollar XCD
Dominican Republic Peso DOP
Grenada Dollar XCD
Guatemala Quetzal GTQ
Guyana Dollar GYD
Haiti Gourde HTG
Honduras Lempira HNL
Jamaica Dollar JMD
Mexico Peso MXN
Montserrat Dolla XCD
Nicaragua Cordoba NIO
Paraguay Guarani PYG
Peru Sol PEN
Saint Lucia Dollar XCD
St. Vincent and Grenadines Dollar XCD
Suriname Dollar SRD

Angola Kwanza AOA
Benin Franc CFA XOF
Botswana Pula BWP
Burkina Faso Franc CFA XOF
Burundi Franc BIF
Cameroon Franc CFA XAF
Cape Verdean Escudo CVE
Central African Rep. Franc CFA XAF
Chad Franc CFA XAF
Comoros Franc KMF
Côte d’Ivoire Franc CFA XOF
Dem. Rep. of the Congo Franc CDF
Equatorial Guinea Franc CFA XAF
Ethiopia Birr ETB
Gabon Franc CFA XAF
Gambia Dalasi GMD
Ghana Cedi GHS
Guinea Franc GNF
Guinea-Bissau Franc CFA XOF
Kenya Shilling KES
Lesotho Loti LSL
Liberia Dollar LRD
Madagascar Ariary MGA
Malawi Kwacha MWK
Mali Franc CFA XOF
Mauritania Ouguiya MRO
Mauritian Rupee MUR
Mozambique Metical MZN
Namibia Dollar NAD
Niger Franc CFA XOF
Nigeria Naira NGN
Rep. of the Congo Franc CFA XAF
Rwanda Franc RWF
Senegal Franc CFA XOF
Sierra Leone Leone SLL
Somalia Shilling SOS
South Africa Rand ZAR
Swaziland Lilangeni SZL
São Tomé and Príncipe Dobra STD
Tanzania Shilling TZS
Togo Franc CFA XOF
Uganda Shilling UGX
Zambia Kwacha ZMW

                  • Europe + Central Asia            • Latin America    • Sub-Saharan Africa

         • Middle East + North Africa

countries
114
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Afghanistan Afghani AFN
Bangladesh Taka BDT
Cambodia Riel KHR
China Renminbi CNY
Fiji Dollar FJD
India Rupee INR
Indonesia Rupiah IDR
Laos Kip LAK
Malaysia Ringgit MYR
Maldives Rufiyaa MVR
Myanmar Kyat MMK
Nepal Rupee NPR
Pakistan Rupee PKR
Papua New Guinea Kina PGK
Philippines Peso PHP
Samoa Tala WST
Solomon Islands Dollar SBD
Sri Lanka Rupee LKR
Thailand Baht THB
Tonga Pa’anga TOP
Vanuatu Vatu VUV
Vietnam Dong VND
Wallis and Futuna CFP Franc XPF

Albania Lek ALL
Armenia Dram AMD
Azerbaijan Manat AZN
Belarus Ruble BYN
Bosnia and Herzegovina Mark BAM
Georgia Lari GEL
Kazakhstan Tenge KZT
Kyrgyz Republic Som KGS
North Macedonia Denar MKD
Moldova Leu MDL
Mongolia Tugrik MNT
Serbia Dinar RSD
Tajikistan Somoni TJS
Turkey Lira TRY
Turkmenistan Manat TMT
Ukraine Hryvnia UAH
Uzbekistan Som UZS

Algeria Dinar DZD
Djibouti Franc DJF
Egypt Pound EGP
Iraq Dinar IQD
Jordan Dinar JOD
Lebanon Pound LBP
Libya Dinar LYD
Morocco Dirham MAD
Tunisia Dinar TND

                  • Europe + Central Asia     • Asia

         • Middle East + North Africa

97
currencies


