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RFEPORT ON TNDUSTRIAL FINANCING

I. Introdurtion

1. The Second Genrral Conference of UNIDO held in Lima, Peru, in March 1975
recommended that UMIDO should include among its activities a system of
continuing rconsultations between develored and developing countries among
develovping countries themselves, The objective of these consultations

would be to =28sist the developing countries in achieving their industriali-
zation egoils, which include in particular the goal of producing at least

25 percent of world industrial output by the year 2000,

2. Initially, in accordance with the directives of the policy-mrking orean
of UNIDO, the In'ustrial Development Board, consultation meetings have

been convened in the following sectors: fertilizers, iron and steel, leather
and leather products and vegetable oils and fats during 1977 and 1978.
Preparations on five other sectors are continuing. One of the conclusions

of these consultations has been that certain issues are common to all
sectors, such as financing and the training of industrial manpower, The
Industrial Development Board recognized this and recommended that industrial

financing should be dealt with on the following basis:

"The Secretariat, gathering all the necessary information should
examine the recquirements for the financing of industrial develop-
ment in developing countries; the Executive Director shouls
report to the Board at its thirteenth session on the results of
this examination in order to enable the Board to consider the
convening, at an appropriate time, of a Consultation Meeting on
the financing of industrial development in developing countries"

(1p/B/212, para 169(b))

3. The problems of financial industrial development projects are being
considered by UNIDO as transaotions between entities in developed

and developing countries. However, the objectives of eacl. party to the
transaction may differ considerably; for the Third World countries this
objective is to gain access not only to the financial resources which may
be available in developed countries, but more importantly to the
technological know-how and other knowledge and experience accumulated by
those countries. This transfer of know-how depends equally on the
absorptive capacity of developing countries, The acquisition of equipment,
engineering and other services, training, technical assistance need to be
purchased by developing countries if they are to accelerate their




industrialization process and achieve the Lima Tarcet by the year 000,

An Expert Oroup Meetins on Indnctrial Financinpl/met in Vienna on -t December 197¢
to dircucs firstly the financinl recources required to pay for the acquisition

of such knowledse, know-how, plants and equipment, and secondlv to discuss

the present and possibly improved terms and conditions applied to loan and

emuity financine.
II. activities uwertaken by the UNIDO Secretariat

4. In accordance with the mandate riven to it by the Industrial Development
Board at its twelfth ~ession, and in addition to orranizines *he ~t're-mentioned
fxpert Group Meetine~, the UNIDO necretariat nas pathered information on the
activitier of financial institutions in order to:
(1) review their lending policies and practices with resard
to the industrial sectors of developing rountries;
(i1) ascertain that the issues which might be discussed at -
possible Consultation Meeting are not being dealt with in
any other glcbal forum in which all members of the United
Nations are able to participate on an equal basis.
S Some of the activities of UI'INO on the nroblems related to indurtrial
financing are reflected in 12 of the documents presented at the above-
mentioned Expert Group Meeting. They have included an investipation of
the investment credit policies of selected financial institutions with
regard to industry in the developing countries; in order to highlight
the real obstacles to the mobilization of industrial finance, an attempt
has been made to review the present and future poliries of srlected
financial institutions; attention has been focussed on the proress of
financial intermediation for industry through banking institutions and
on the past and cxpected future volumes of industrial finance and
technical assistance; the statutory provisions and actual practice
with regard to industrial finance; banking policies, i.e. standard
operations and new designs and methods; normal and innovative board
and management decisions of development finance institutions; other
ways of increasing the share of industrial finance, funding and

supporting activities,

6. It is important to note that the Joint Ministerial Committee of

the Boards of Governors of the World Bank and the International Monetary
Fund on the Transfer of Real Resources to Developing Countries (Development
Committee) recognizes the importance of clear procedures to be applied by
host countries to direct foreign investment even in a case-by-case approach;

such procedures are desirable in order to minimize uncertainties to both
1/ Final Report, ID/WG.287/10, 8 December 1978.




partners in inductrial co-operation. Of erual importance 1s the
recosmition by the Development Committec that improved mechanisms for
information, ~nonsultation and monitoring are drricatle, and particularly
that no pglobal forum existc todny where th. developing countries generally
can eychange in.ormation, consult and follov-ap on ‘wreed policies
concernins inter ilia, direct foreign investment with the industrialized
countrics., It conseuently appearc thiat TIDO rould provide the desired

global forum,

le In carrying out its activitics on inductrial finoneineg, collaboration
with th . Wo:ld Bank has been serur~ throuch the Investment "o-sperative
Progrumme OSfice - World Ba.nk/UI‘TIDO Co-operative Programme; 1 world-wid:
Symposium on "Development Banking in the 1330:z" 1. being orpanized Jointly
by UNIDC nnd the World Bank in June 1374, MIDO hus been in contact with
UNCTAD ttroush nart cipation in the m-~tinm - the '"Group »f High Level
Ezpert - or Fininee ror Development " in Au~ucst )74, Additionally,

cont ot vitn JAU Lo taken place thr-us o calar participation in the
annutl m etinec of *he FAO/Bankers Yroserutme. UNIDO has been collabaratine
withh 00O an tie £ 1d of tripartits co-operation, involving Arab sourcec
of finanr: snd drveloped countricc' t-chnology and enuipment for the
industrizliration 7 the Third Worli. 1t chould also be stressed that
concideravle effort~ nave been made v UHNIDO to promote closer collaboration
with tne state inve: tment and devel ‘oment uvanie of the sociilist countries,
sucn on tue Iniernational Investment ank (escow), WINCCM (iramue), the

State Development . -nk (Budapest), e,

Anmex 13 Summary on Instituti-nal Vnlicies for Industrial Development
Financing of Interna’ .onal, trrional and MNational Development
Ranks o







SUMMARY ON INSTITUTIONAL POLICIES FOR
INDUSTRIAL DEVELOPMENT FINANCING
OF INTERNATIONAL, REGIONAL AND NATIONAL DEVELOPMENT BANKS

1. In compliance with the recommendation of the Industrial
Development Board (ID/B/212, para.169(b)) that "The Secretariat,
gathering all the necessary information should examine the
requirements for the financing of industrial development in
developing countries ,..." this annex to the Executive Director's
Report summarizes the activities of other development institutions
concerned with industrial financing.

INTRODUCT ION

2e Most industrial development financing institutions in

developing countrie: are between 10 and 20 years old and many in

the industrialized countries are only a few years older. Some of

them are of rather recent establishment like the Caribbean Development

Bank (1970); the We: t African Development Bank (1973; 1976 first operatinal
year); aradb Fund for Economic and Social Development ( 196€); Abu Dhabi Fund
for Arab Economic Levelopment (1971); or the Islamic Development Bank (1975).
By experience it takes 3-5 years to get a bank fully operational

and even a few year: more before they enter industrial lending

operations because of the high degree of financing expertise and

technical know-how required.

3« Naticnal development bauks become faster operational; however,
their preparedness to undertake sizable industrial investments during
their infant years is limited, due to the accumulation of various
industrial investment risks. However, their importance in mobilizing
financial resources to invest in industrial development projects

is unquestionable but their effectiveness may have been lessened

by the general lack of information about their policies, objectives
and potential for providing funds. It is important to note that

this applies as well to institutions in industrialized countries as
to those in developing countries.

a) FINANCIAL TERMS AND CONDITIONS

4. Information on intermational terms and conditions for financing

industrial projects, the activities of industrial development finance

institutions, their lending criteria and 2ligibility for preferential




industrial financing, the resources available in individual
institutions, all these data have been compiled in UNIDO's
publication PI/61, "Financial Resources for Industrial Projects
in Developing Countries", March 1978, and made available to
interested members of delegations to the Industrial Devel opment
Board at its twelfth session, to more than 2000 development
finance institutions, commercial bankers, industrial firms and
government departments.

b) DEVELOPMENT BANKING STRUCTURE

5. During the past year, ICPO's investigation revealed that

industrial development finance institutions take a very broad

variety of forms:

- Governmental aid agencies and international banks (such as the
World Bank Group, Washington, or the International Investment
Bank in Moscow);

- Regional development banks (such as the Asian, the African and
the Inter-American development banks);

- National development banks of mixed ownership between private
shareholders and governments (such as the Cyprus Devel opment Bank,
the National Development Bank of Congo, the Colombian Financieras,
the Development Finance Corporation of Sri Lanka, etc.);

- Private development banks in developing countriesj

- State investment corporations (such as the Algerian Development
Bank, the State Development Bank of Hungary, or the Union Bank
of Bu.rm&).

There are many highly specialized industrial development banks of

mixed ownership in developing countries, but also private investment
houses, parestaial corporetions and semi-oommercial finanoing companies,
mixed local and foreign partnerships in development finanoe companies, etc.

6. Such institutions become more numerous since the developing
countries' need for industrial finanoing is actually growing. In
addition, the opportunities inorease for combining differemt types
of industrial financing:

a) on short-, medium- and long-terms;

b) by several project spomsors;

o) with owmership shared between loocal and foreign partners; and
d) co-financing between pubdblic and private imstitutions.

ol Nt i
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7. 1t has been observed by UNIDO that such co-operetion
arrangements are often the only means of fulfilling financing
requirements; hence, there is an upward trend for national and
international joint ventures and closer co-operation among industrial
development finance institutions themselves. As a result, industrial

financing has become more international.
c) INDUCTRIAL FINANCING POLICIES

8., However, when contacting individual institutioms, be it an
international, a regional or a national financing agency, UNIDO's
investment co-operative programme and related technical assistance
projects are first of all confronted with the policies and management
decisions of these particular institutionse Their investment and

lending decisions are based on very different statutes and organizational
charterc for financial institutions. Therefore, an attempt was made

to assess the institutional policies of industrial development finance
organizations by a questionnaire action involving approximately

350 financial companies. It was checked whether their legal statuts

and charters allow industrial investments and financing. It was

asked which approximate amount of financing was earmarked or

available for industry. We inquired whether financing is available

for industry on special terms, what is the number of industrial projects
financed in the last fiscal year and how many applications for
industrial projects were received in the last fiscal year, etc.

9. The response to UNIDO's questionnaire action was overwhelmingly
positive. However, after a careful analysis, it proved that
partioularly those questions related to the prospects for increased
industrial finance and expanded investiments which are required to
acoelerate the industrialization prooess in order to achieve the

Lima target by the year 2000, were either unanswered, not yet considered,
or the answers provided highly uncertain estimates.

10. Among bankers there appears to be & genersl tendency toc be
conservative towards indusirial lending and investment because of
the high risk component which is imminent to most industrial
financing operations not only because of the production process but
also because of the industrial products prioces, unocertainties in
market forecasts, quality aspects, changs of fashion, and currency
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flurtuntions, There is hardly information traeeable from
international banks or 1id-piving institutions on the number Hf
applirations for industrial projects finaneines they receive, whirh

i3 an essential Anta for comnaring offer and demand in noational

and internationnl capital markets. A few miotations might illustr-te
the munlitative asoects of the Miture orientation in indnstri-
finanring, notwithatandine the fact that the current practice:

and poliries might seem to he suffirient to moet the present

- — -

remiirements,

1, Formal aereements of co=operation have bern concluded by 1INTHNO
with the World Baink Group, the Inter-Americon Derelonment Bank ) .d

the African Develspment Bank., A note of co-operation wae sicmed with
the West African Develobment Bonk, Wurther arrangements ara cnuigaeed

for examnle with the Isl.amic Dvvelopment Bank ind other institutione,

I.  INTERNATIONAL DEVELOPMENT FINANCS INSTITUTIONS
THE WORLD BANK GROUP

While the Bank has traditionally financed all kinds of
infrastructure facilities, such as roads, railways and power
facilities, its present development strategy places more emphasic
on investments which can directly affect the well-being of poor
people by making them more productive and by bringing them into
the development process. This strategy is most evident: in 1977
loans approved for industrial projects (including development
financing companies) amounted to US$ 1,451.5 million., Although
there is no financing available for industry on special terms, it '
should be noted that in fiscal Yyear 197., as a result of a stepped-up-
effort and changes in sectoral compusition, 36 loans were approved for
a total of US$ 1.457 million: US$ 910 mailion for 25 industrial
development and finance projects, (including swall scale industries),
US$ 392 million for 8 major industrial and mining projects, and
US$ 155 million for three programme loans by the World Bank. IFC
commitments reached US$ 338.4 million in fiscal year 1978. 1IFC
contributed 18€ of the total cost of the pProjects it helped to finance;
the balance was mobilized from the developing countries (65’) and
from capital exporting countries (17%). The sectors of particular
emphasis were manufacturing, development of earth resources and

food/agribus iness,




EUROPEAN INVECTMENT BANK grants and guarantees long-term loans

to enterprises, publie authorities and financial institutions, to
finance invecstments furthering the development ot less advanced
regions. The Bank's activitiies were initially confined to EEC,
but hLave gradually been ex*ended on an ad_hoc ba:is under various
agreements, conventions, and decisions to ascociated states and

to the signatories of the Lomé Convention, states in Africa, the
Caribbean and the Pacific, However, there is nc approximate amount
of financing earmarked for or available to industry for tihe years

to come. ¢

12.  The conditions on which EIB conducts its industrial financing
operations outside the Fuiopean Economic Community are governed

by the agreements and decisions in force. However, "Lomé II" is
under negotiations and most of the existing "protocols", defining
framework and scope of industrial financing for a four to five-year
period,will terminate in 1979/1980.

II. REGIONAL DEVELOPMENT BANKS

The AFRICAN DEVELOPMENT BANK in a communication tc the Executive
Director of UNIDO dated 13 December 1978 states: "As indicated

by the Vice President Mr. Kerdoudi to your group of experts, the
African Development Bank, to date, contributed to the development
of the industrial sector 16% of its lending, either directly or

by way of credit lines to the national development banks of its

member countries. In the five-year programme 1962-1986, an increase
to 2% is envisaged. The engagement of the African Development Fund
whose loans are at the most favourable conditions, is nil in the
industrial sector, because its lending policy gives priority to the
sectors of agriculture, health, education, roads and public services,"

The ASIAN IEVELOPMENT BANK inforwed UNIDO that its financing earsarked
or available for industry "depends om the projects requiring
financing. So far, on an average betwsen 15 and 2% of the bank’s
lending has gone to the industrial sector inclusive of lending to
developsent banks." The scope and extend of the ADB's assistance is
confirmed by its sector paper om development finance institutions.



"As of 31 December 1977, the Bank's financial assistance to development
finance institutions cumulatively amounts to US$ 717.2 millaon

made available to 20 imstitutions in 14 DMCs, comprising U3$ 684.6
million in credit lines and US$ 32.€ million as project-tied loans.

At U°$ 717.2 million, the financial assistance to development

finance institutions represents 17% of the total gorss loans approved
by the Bank up to 31 December 1977." 1/

"Out of the total credit line approvals of US$ 654.6 million fr
development finance institutions to 31 December 1977, US} 486.7 million
(or 71 percent) has been approved and/or authorized for withdrawal
from the respective loan accounts for a total number of 2,045 sub-
projects, of which US$ 367.1 million (or 75 percent) having been
disbursed. It has been estimated that the total fixed cost of these
29045 sub-projects amounts to US$ 1,479 million of which the Bank
financing represents 33 pe rcent."_?/ The Asian Devel opment Bank doec

not have a rigid pattern of lending to individual economic sectors;

in the first ten years' lending 23% of total lending went to industiy,
including development bank: representing US$ 772 million. UNIDO
asristed in appraisal of HETAUDA cement project in Nepal, and in a

Fertilizer project in Sri Lanka.

The INTER-AMERICAN DEVELOPMENT BANK has not specified the terms

and conditions for industry. However, many lending operations are

channelled through industrial deveiopment financing institutions in
Latin America, for sub-lending to a broad variety of inductrial
ventures. It is hoped that a special agreement between the Inter-
American Development Bank and UNIDO will increase the number of

industrial projects financing through technical assistance arrangemenis.

y ADB Sector Paper on Development Finance Institutions, page Ty para.

19.

g/ ADB Sector Paper on Development Finance Institutions, page 8, para. 20

Asian Development Bank Publication, April 1978.




The CARIBBEAN DEVILOPMENT BANK and CENTRAL AMERICAN BANK FOR ECONOMIC
INTEGRATION (CABEI) report in some detail and it appears that they

have come to grips with industrial financing, particularly on the
bacis of small-scale industries and Joint ventures. For larger scale
industrial projects, however, thece banks are lacking the required

capital funds and the vroad economic baie, sofar,

Tt appears that ARAB FUNDS continue to receive a remarkable large
number of applications for industrial projects finance. Industrial
finance iv reju-cted for rather large scale industries. However,
managerial capacity and information gaps and lack of technical know=-
how within the respective institutions, prevent them - for the time
bein - to respond efficiently to loan applications and industrial
invertment opp.rtunities. UNIDC co-operated with the Islamic
bev.iopment Bank in staffing an evaluaiion mission on industrial
progects to Gyria and for the OPEC Cpecial Fund in a mission to Mali
for studying the comstruction industries.

111, NATINAL EVELOPMENT BANK®
UNIDC has also ectablished co-operation with some of the major

development finance institutionc in European countries for developing
countries: Jociété Belge d'Investissement International, Belgium;
Indui-trialiseringsfonden for Udviklingslandene, Denmark; Caisce
Centrale de Coopération Economigue, France; Dleutsche Gesellschaft

fiir wirtschaftliche Zusammenarbeit (Entwicklungsgesellschaft) mbH,
Feueral Republic of Germany; Nederlandse Financierings-Maatschappi j
voor Ontwikkelingslanden, Netherlands; Commonweal th Devel opment
Corpuration, United Kingdom; Overseas Private lnvestment Corporation,
U«sleie (OPIC finances part of the cost for the UNIDO Investment
Promotion Office in New York).

These member institutions have considerable funds available for
industrial finance, which, in compliance with an established code

of practices, iz expected to be increased, particularly by channmelling
funds through national industrial development financing institutions
in developing countries, The German Development Corporation (pEx),
for example, has an authorized capital of 700 million IM. As of
February 1976, DEG shared with a total of DM 128 million in 29
development banks and funds, of which 33% was invested in the so-called



17

"leact developed countries"., UNIDO hac, concequently, established
an investment promotion office in Cologne, FhKG. With a similar
objective, a UNIDO investment promotion office was established in
Bruxelles previously, in order to co-operate, inter alia , with

the Société Belge d'Investissement International and with the Caisse

Centrale de Coopération Economique, France.

13, Economic development depends, to a large extent, on the

creation of an adequate financial infrastructure to promote industrial
production. The financing system in devel oping countries is

primarily structured according to national and local needs with a
major proportion of domestic private and public funds. The domestic
capital formation is based on private savings, taxation, or other
budgetary allocations of the developing countries themselves. The
mobilization of national resources is usually considerably higher

than it might appear at a first glance. The external component is
usually provided be governments of industrialized countries and
international agencies. However, the mandate of international
organizations gives stronger impetus to the mobilization of foreign
exchange and additional capital funds on terms and conditions
acceptable to developing countries. Therefore, the necessary measures

ought to be taken to raise the flow of concessional capital.

14. The principle issues in regard to medium and long-term
industrial capital flows to the developing countries are the
uncertainty about the rate of growth of lending from private souroces,
nasely oommeroial banks.

15. The rapid growth of those financial intermediaries which are

now operating in the semi-industrialized oountries, for example

in Turkey, India, Brazil, Korea, Argentina, have - on the one hand -
been able to cope with the demand for long-term credit and investiment.
On the other hand, it caused some finanoial problems, sinoe the
increased demand for working capital for industry, in few cases at

a growth rate of 50% per annum, led to sharp inoreases in their debt
service obligations and made the lenders partioularly sensitive to
unexpected developments. It was observed, however, that these
countries were able to build a very sophisticated mechanism for



channelling indurtrial development finince. These mational devel opment
finance institu“ions demoncirate a high degree of specializatiorn and
competence.

CONCLUS ION:,

16.  The problems of any of the above-mentioned countries could
easlly affect the willingmess to lend ‘o lesser-developed countries,
in particular the least developed of them, and the potential of

the projected rapid growth of the inaustrial sector might be hampered
by the lack of financial liquidity as well as by the accumulation

of risks. The second problem i. the inctability created by the

gross disbursements from commercial banks and the re-financing of
short-term funds on the so-called euro-markets, leading to high
amortization requirements which must be financed by additional gross

borrowing.

17. "The World Development R:port, 197€", published by the World
Bank in Augu-t 197¢, states on pare 24, “Finally, how far the banks
will increase their exposure in Jdeveloping countries over the next
several year: depends on the adejuacy of their capital base, and the
maintenance cf 4 regulatory environment conducive to continued active
lending to the .eveloping countries. Much of the increase in lending
to the deveioping countries over .he past few Years has been handled
by a relatively ¢mall number of banks. Well over half of all
outstanding claims on developin countries are held by about 30 major
banks, "

6. It 1s concluded by the came report, "Diversifying the sources

of lending wouid improve the prospect of a stable flow of commercial
capital to deveioping countrie.. Mandatory diversification among
borrowers, however, poses a potentially serious threat to the projected
flows of commercial bank lending. In this connection, changes in

the regulatory environment could be critical. The danger is that
regulatory measures designed to assure the stability of the banks in
industrialized countries could inadvertently cause abrupt changes

in the availability of finance to individual developing countries,
thereby triggering the sort of debt crises that the regulatory measures

are intended to prevent,"



0. For whic very reason, it ic believed that the globa. mee: ing

f Jovelorment tinanc: institutions to te organized joint. v bty lne
world Bank and UNIDt, 11-13 June 779, i: llirich, Switzerl ..u, iiill
.. rerve as a forum for the preparation of ¢lobal consui atr
concerninge mobla tation of industrial tinance. All intere. .. bankers,
sovernmental 1rctioU tonc, multilateral and regional bank., .o owell

. private commercial banks, export-import bankc and aid-gi .oy
inctitutiore, «. wei. as UN-specialized organizations will c..oouos

in that symposium ‘he prorpects of development banking in the 1980s.

20, The agenda for this global neetin reflects the salient iscsues
of development financing institu'i:ne in compliance with a
juet iionnaire, which was sent out by UNILC and the World Bank to

aprreoxima® °ly 300 finance institutions,

1. Consultatiuns with governments are teen as not only being
desirable, hut escential for the wide variety of investment projects
+hat increasingly need to rely on governmental co-operation Jith
inductrial financial institutions. In any event, since UNIDO hac
already promoted a supporting programme for development banking:,

for which world-wide annual conferences were organized in Paris,
Copenhagen, Ottawa, West Berlin, Caracas, Tunisia, New Delhi, it 1is

cur experience that national and international industrial development
bankers have always regarded their operations in a spirit of partnership

Wwith governmentc.

22. After having promoted a dense network of imstitutional
relationships and an effective mechanism of communication with
industrial development finance institutions, it should finally be
emphasized, that numerous direct contacts and excellent personal
acquaintences help considerably in UNIDO's day-to-day operation to
accelerate the flow of domestic and external flow of finance to

industry.
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