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(1) Indus*zi=l Zevelcpment Financing Activitiss
with an ares of
The islznc of Malta is small,/:>nly 122 scuace nilzs, with
nas natural sesgurcss and 2 hcmez macket tso tiny %ta suppo:st
onits own anindustrial projzct, Fzx thesz and histszical
reascns, thz rcecord of incdustrial activity in Malta is not
ane cf lecng-standing. In facit, the Tirst ser-ious activity

of an industrizl nature sitartsd shout 20 to 25 years =z2go,

We are almost exclusively depencent for technclogy and our
supplies of machinery, ecuipment and raw materials an imports,
and for cur survival substantially on naintaining a competitive
ecdge arc an ability to exploit such advantage in ourzcder to
expoct.

The importance of directly productive activities to Malta

is immediately recognised when one considers that almcst

30% of our gross domestic product is contributed by this
sectaor, Value added by the manufacturing secteor accounted

for some 30% of GDP, Malta offers the p.tantial entrepreneur
the undoubtad cuality of its disciplined labgouz, & a cost
which compares very favcurably with Euragpean actuel z2nc sccial
wages, [t is also a manufacturing lccation which is clecse tc
Europe, and to the Naorth Afr-ican and Middle East mazkets.

Thess factiors have been tc a large =xtent cesponsible faoc
attracting industrial enterprises from varicus European
countries to set up subsidieries and joint ventures with
Maltes= interesis, . They manufacture a range aof praducts
from clothing items to metal fabricated goods, machinery

anc =2quipment, eslectronic components, paper and paper products,
printing activities, leather goods, wosd pruoducts and furniturse,
focd and beverages items, plastic and other chemical and

rubber p-cducts, and ships.

Naturelly, with our climate and the sea, thz tourist indusi:zy

has flourished beyond our cwn expectaticns, but this industrs

dces not perhaps strictly fall inside the parameters for

whizh this paser is intended, However, it too, likz manufacturing
industry which has graown and expanced, was to a2 large extent
financed Ly the banking system in Malta,

The stzucture of the banking system in Malta is a simpl=s cne.

Apart from the Central 3Zank - which car-rizs sut the noomal

functions of & cent:al bank = thers are the commercial banks

on the cne hand, and the medium and long-term landing instituticns

on the other, The comme-cial banks ars authorised to take
dzposits, 2nd tc make finance available for industrial Zzvelcpment,

anc othz2r purposes, on a shart-term basis for a maximum of

thrze years, Therafare, their function primazily is tz provids

warkine zapi*al faciljtiess, and in this way they finance the

purchasz of raw matezial for indust:ial anterpriszss, and theoy

Yinanze tha2ir pzoduction procassirg, debtozs, and poovide expost

Tinancz th-zuzh pre-shipment anc post-ah-pment lsans or ov=*4*aft.

An important t:ochnicue used 2xtensively in financing inzustzy,
intzoduced with the acdvant of manutacturing incdustry in Malta, is th
"merzchandisin~® methcd,
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New indus%zial units more often than not havs no secuziiy

tg offer fc the commercial banks, having generally cha-ged
their scuipment 4z thz long~t=szm lenders, anc bszing unable

ts mertgage thszirz facteorzy on account of iis being held en
lezs= fzom thz Gavernment, as pact 2f the latter's inczantiives
packzgz tc atiract industrzial zctiviiy. Throough the
"aerchandising™ gverdr-aft the ccommercisl barnks will firence
about 75% cf the cost of raw matzcials on the lattes baing
pledgecd as security., This i3 then -aleased to the customer

as it is gradually requized for processing, and ceplaced
eventually a2ither by finished goods, or shipping documents
or other paper evidencing sale, or at times.hsre necessary
a simple uncertaking to hold the goods undzz process in
trust for the bank, accompanied by a genezal legal chaczge
an the moveable assets,

The commercial banks offer a complete range of ncrmal

banking services to industry, compatible with those expected
in the industrialised coun:ries of Yestern Europe, For
although Malta is regarded a2s an advanced-developing country,
its banking sector is a well developed one, Tt is relavant
to mention that the availapility of funds in the banks fou
financing industrial and commezcial activity has so var never
been a problem in Malta., The banks can in fac® be safely
said ts be highly liquid, and demand of the lzvel expariznced
in the past should in my opinion continue tc be amply cz2tared
for by the local banking sector,

Finance for capital-formation purpcses (the purchase of
machinery and squipment  and for industrial property) is
provided basically by the Invesiuient Firance Bank Limited
(I.F.B.), 1Its terms of refersnce are to make loans availahle
for a term in excess of 3 years, up tc a maximem of 20 yeers,
3lthough in practice the duration of a loan is tizsd to the
expected useful lifes o the asset being financed,

The Investment Finance 3Jank Limited considers loans <o,

and sometimes also takes a minority equity in, industrial
projects which are expected to contribute directly or
indirectly to the foreign exchange zarnings of *he Country,
or to increase empioyment, or to create productive activity
in line with tre statzd abjectives of zhe authuziiies.

Such locans normally acre for a maximum af two-thirds cf the
capital expenditure involved in setting ur oz expandirg an
industrial project.

1t is ralevant to state that the Investment Finance 3ank
is nct a development bank in the strict s=nse of the wozd,
but it is the only operating institution of firance which
cames nearast in its Tinancing policy to the nourmally-
accepted function in this particular area cof development
banks, The Investment Finance Bank, in fact, sets csut ¢a
operate on 2 cummercizal basis, in that it will consider
funding an industrial prajsct ¢r commercial critexia and
strictly provided such pruject can prove that it a2xpects
toc be a viable venturs=,




{2) Cur-=nt expexizancss and _uethgdslogy of evaluziian
af +the tachnolcgizzal crniants cf the industrial
. g=ciz=zts,
Thz r=zcucsts fo- fipancz maZ= cn Malisses banks until 20 y=acs
: sz 58 2172 wero2 puz2ly cf = commearziz2l nztuzz. Cuz husinsssmen
wer impoziz2zs 2f ceommoditias secuirsZ for censumpiion Iin
Meltz, but with the initiztion cf indust=izl activiiy i
the late 13S50's and during the two decades that follcwed
the banks were callad upon tc cperate in aczeas hithertc
unknown, Thzy hzZ {tz learn through hard exgeczience,
This, no docubt, is the sxperience aof every Zeveloping

country,

As a developing =cuni:y evolves as an industrial society,

it moves into successive phases of industrial activity.

This prog-ession involves more sophisticatad choices of
tachnclcgy and final product, and industries become more
complax, The financing institutions for industrial projects
will n=zed therafore to kazep pa2ce with the develcpment

which is tz2king place in the varisus sectcos of industry.

Tn pra:tize, the banks in the davelaping cnuntriss are ofien
unable tc afford thz spscialisation necessary to svaluate
the technologizal content of a projsct., It is well known
that larce inteznational banks now =mploy specialists in
2nergy dspartments, shipping, agriculture, commodity,
insurance and other sectors of incustzy. The Amecican

banks have been daoing thiz for a leng time, The banks

in Mglta are neither in a position tu call on such expertise
at homz, no:z arz they sc financizlly large as to be able

to afford =mployment of various specialist sezvices, 3Besides,
it is unlikzly that the demand feor such secvices would ever
be of sufficient volume in any one sagment of the eronomy as
to justify the emplayment of scveral spscialists, bearing

in mind the inevitable limitation impos=d on the growth of
our industrial activity by the size of the Countrcy.

In assessing the viability ecf a proiect, and in the process
therefore the validity of its technological cantent, the
banks in Malta apply any one or a combination of some of
the following tests:=

(a) The fullest possible r=eports ace obtained frem
foreign banks and agenciss specialising in giving
financial and other relevant information on the
promotars, when these are non-Maltese., In this
way the banks endzavcur tc establish to scme degres
the integrity, crzditworthiness and technical knawhow
of the sponsazs behind the project,




(b) The sharzhold=z:zs azs 2xpeci=? i3 be dseply commitdad
to thsz prooject frequanily, but nct exclusivaly, in
money-tzcms, This aims at eliminzting ths spszzulzaiive ’
=lemz2nt, by =nsuring thzt ths spcnsszs havez an
appr=ciabls stz2kz tc luse, In zbscluie fzoms if nat .
alsa in propar*icn sz b=ak l:ondings,
(c) “here the project is a subsidizry 2f cz in some way
associa%zd with a foreign campany, as is Pf‘@n the
case, the balance shzzt ar£ trading cesultis foo tha
preceding three ysars acs regussted, Thls ao:umen*a“:n
sarves as a guide tg what we can 2xpeczt in the manzgement
af thez local subsidiary, iis p-ocuzement and macketing

potential, whethex exports are assured if the local
unit is to produce for the parznt company's existing
market, or if not, whether the latter's sales
organisation will enhancz the local concern's axport

prospects,

(d) To this information, gathezsi frem 2 study of past

razk=-reccc-ds, is then zelated the forecast intTarmation

which is zallsd for, This genz-dly consists of any
fz2asibility study ma_-, inzluding prejected Pzafit
and Loss Accounts and balancs shests for thrzz years,
and a casih flcw for the first yeasz of ope-ations,

(e) Gccasionally, vhere fcr instancz unusuvally high -eliancs
is placsd on *F=2 security of th= =quipment, the cpi..ion
is aobtained ¥ - “ndependent pz-son, who is expec-ienced

's2ness concerned, an the value and

in the lines ~ bu
2gi~al validity of tha alant meachinery

genersal tachnrl
and eguipment,
(f) Refarance is scmetimas mzde to frisndly, fore=ign banks
whko advise us on thz int=2rnational situaticn of scme
aspect or other in a pa-ticulac s:zctor of indust:y,
or on their normal approach to landing to that pazticula:c
ndusiry, which might be @ new activity %o Malta,

As can be seen, the method of svaluztion used is meore in

the naturz of "a circzuitous" way, ls2ning heavily on th=

past ability cf +the spaonsors of the szcjiect, ratha:o than

3 direct assazssment of the technalogy ccntent of the project
and whether this is ablz to achisve the for:c-=ast results,

So fai, our expsrienc2 ot bad dedis has tz2en » positive cne
and the metheds cf cverall evaluztizcn cf indusizizl pzoizcis
have sezved us well, 3ut w‘ll thesz2 metheds ccontinuz to

be sufficiont, 2g w2 movz iatc ancther phzse of cuz indust-izl
cdevelcocomant, whez= projects ba:omz mcz2 ccnplex 23 & result

of higher tﬂ'hnolaglczl zaonza2nt?,
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{(3) Infgrmatign sequized for t=chnogigeical =zvaluation
of the projects submitiz22 for financing, and ths
existing gaps for cbtaining such inTo-mation.

uiith thz prograss and devzlopment of incustzizl activity
in a developing country f-om one phase to 2 highez ane,
thz technology involved becomes more complax, and with

it the problems far the financing institutions, In
evaluating this particular aspect of a project, the banks
in Malta find themselves often dealing in some grey areas,
which could b: broadly gathered under four heads,

(a) Plant machinery and equipment,
(b) Production
(c) Procurement and marketing

(d) Menagement

As in‘imateg earlier on, it is essential for a bank to

be abisz to gauge the real value of plant machinery and
equipment, its production capacity and capability, whether

it is considered of modern technology and hew scon it

can be expacted ta Lecoire cbsolete, This will influence

the "payback®™ period set by the bank, and the reliance

it can place on the equipment as security. More important,
the information should be able to indicate ta *he bank

whethar demand anticipated in a market research can be
satisfied by the plant machinery chosen, This z=presents

one of the essential supporting and substantiating justifications
for the bank's decision to fund the project., Diametrically

it could show that the capacity of production of the machinery
is far too much for the market expesctations, and conssquently
the machinery will be under-utilised, and losses occu:,

It sometimes happens when stucdyino the projected cash flows
and profitability estimates that the financing institution
is dazzled by the expected end-results into approving the
loan, only to find at a later stage that production has

run into difficulties because of over-runs in costs.
Relating the employment level required to achieve the
productlun for which the sponsors a-e 2iming is, more often
than not, not within thz bank's ability. Nor can a
non-technical banker test in a forecast Profit & Loss
Statement the figures quoted for power oz fuel ccnsumpticnm
for the particulaxr plant machinery involved in a proje-t.
These two elements of producticn ace by no means an exhaustivea
ligt, but~apart from raw materialsearz perhaps two c¥ the
major constituents of the agents of production in terns

of value.




Tc a small csountzy like Malta, wheze naot anly thz home-
ma=ket is neclicibls but thz unitis of pocduciizn acz2 alsc

relatively small-tc-mecium, the gzzzu-sment of cuslity
matsrials is oft=2n = grsblzm, 3due %o volums= -=2cuizznznts,
Purchasing methccs rnizsc iz be czso2fully =xzainzs by loncing
tanks, bec2use thz corzec* sysiams can mzke 3 significznt
contzibution tec 2 unit's zost-sffactivensss, Similarly,
th: barxs must te in a pesition to assess the z=2lizbility
of the mazk=tinc expectaticns of an enterprise, iIn thsz
absencs of a professionzlly =xecutad macka2t suzvey by e
specialisad institution, The undertaking o such studizs
by "startup” indusirizs in dsvelcping counitzizs is nct

diffused, mainly m doubt die to the =2xpens= invclvec, Nao

for that matter is expert service in this fi=ld eesily
available in such countrizs, 3Banks in developing countrizs
need to be abls to ref=r ta a peint which can authoritatively
give an opinion on the price and qualiiy of raw matercials,
and halp in tiieir pracurement 7 f they are not available

to developing countries, Such an agency should 2130 bz

able to advisz cn the passibilitizs of penstration of the
ta-get-markats, at the selling prices at which the particular
2nt2rprisa intznds %3 go to thaosz marckz2ts. And in ths

zvent that ths sutzomz is nzagative, what lowaro crice
(if at all) could att-act a marketl,

In vizw of the youth of cu- industry, thzre is a scarcity

of quality in the arsza of mapagsment, 2nd in particulac

in thz management of production, and therefoze to cazrry

out policy and operating decisions, This applies alsc for
designing, which would enb=-nes the chances of industry
maving up-mark t, such as in =h=z czr-aznt-making industi:cy,

of which in halta theze acs many units, and whos2 continu=sd
zxistence and viability could in the futuze very much depend
on their ability to producs higher quality goods,

The inexperience in the general industrizl pracesses of
production has so far -esulted in the absznce of consulting
agencies which are qualifisd in the mattez, to test and
advise enterprises on their systems which link policy with
operations. Banks therefore face a gap ir. that they arz
unable sometimes to gauge the quality of management, and
its ability to veer couzse sh2n things acz not mcving the
right way.
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(4) i2f outline gropasal for a taschnolgecical informatian

——

xchange nztwork inclucding suggesticns foz %thes method
af ope-ation,

t

(L]

The Exchange Netwozk waould consist basically of tha pocling
and cisceminatisn of irformation at U,N.I1.35.0., gatheced
frzn "membez™ developing cauniciss, but also, 2nd moco:z
signifizantly, from indu-trialissd zsountciss,

An =squally important function would be the availability

af specialicad, technical pec-sannsl who will be able to
give their advisory szrvices to member banks, or to whom,
througn the intercession of U.N.I1.0.C., refererce can be
made by member banks ta obtain informed vi=ws on equipment,
raw mate-ials, =tc,

If the Network is to be of practical value, it has to provide
informaticr at the micro lasvel in terms of the evsluation

of the various constituunts of specific projects., Therefore,
the following factors are relsvant:e

- Membez banks and development institutions in industrialised
countries would submit detailed information on thz volume
cequired and cost per unii{, of the va-ious agents of
production in a number cf pa-ticular industiries - thus
for instance the number of power units used per so many
items of an article produced,

-—

- Similar info-mation would be given on plant machinery
and syuipment, its description, makers, date of
manufacture, value, and ithere applicable on site
preparation rsquiremehts,

~ This information, it is admitted, would entail painstaking
work to extract from figures relating to complete
projects, but the scope is to cover all aspectis of
tue production process, and thersby provide "a madel”
- with which comparison can be made by an assessing-
bank -~ in as-wids-as-pogsible 2 spectrum of products.

- A contimuousflow of this information will nzed to be
maintainzd, not only by submission of data on new projzcts
but also by up-dating existing det=ils,

« Tthe sgservice of enginzers an” cther t2chnicians should
be available to advise on the value, capacity, capability
and up-to-dateness, in terms of developing technolagy,
of plant machinery and equipment, U,N,I.D.0, could
co-ordinate the n2eds of developing countries in this
arza and the availability of the relevant =zxpertise
in technical inastitutions arnd information banks,

- A similar serzvice could be dzvelap=d, from infcrmation
flowing in from contributors to the Network, regarding
the procurement of raw materials, their availability
and prices

- There should finally be an exchange of personnel between
the member zountries, at the financing institutions lavel,
to enable an easier dissemination and exchange of 2xperiencas
~ which can be co-ozdinatsd by a central pzint,




(5) Gthes- sucge=stions 45 comgly with and sugoozt the nseds
of p-ciect evaluaticon and teciinglaagy cheice, and on
haow IJF)'s coyld contribyts sencihoning the

2] capabiliti=s and c2pacitiss in the

e possibility of setting up o.janisations tg
ive technical advice cuiuld be explored by
dzvelopment banks, on a2 regisnal basis. These
wae ld effectively be able to advise on choice
-f technology, assessing and monitcring projscts,

(b) Another possibility is for development banks,
on a r=gional basis and with the co-operation
of incdustzialised countries, could form under
the direction of U.N.I.D.0. a Uni* to develop
industrial activity in developing countries.
Its principal aim would be to help such countries
use the2ir awn skills and materials to best
advantage, An Operationai Section aof the Unit
vould carry out field studies and advise on ways
how to sxpand production by using existing
capacity more fully, and diversifying into
new products which would attract new marksts,
Such Unit would advise on operaticnzl detzils,
and help in the tzansfer of technaologies to
upgrade existing industries,

(c) Within the parameters set by Governmert policies
an the type of industry it waould be desi-able
to p-omote, development bsnks could involve
therselves in promoting projects in conjunction
with technical know=how from industrialised
countries, This cuuld be achieved in such cases
wheze escalating procduction costs, industrial
unzest which is discupting producticn, ar fo:
any other reason, an entsrprise ceases to opzsrate
profitably in i%s countzy but could find a new
lease of 1life in a developing country wharz costs
are lower. In this way, technolcgy would find
its way to developing countries, But this requires
a clearing touse where the nesds of the industrial
project can be mztched as much as possible with
the incentives which a developing country could
offer it,

Conclusion

The knowledge required i institutions provicing loan financing
for industrial projects must be over wide aceas - legal,
taxation, to cdetermine what is thz proper gearing, and also
that of a nan-financial nature, i.e., to dstarmine at the
outset the viability of a project, and subsegiently its
profitable implemzntation., It is from ecxperience, in an
inves*ment bank in 2 small developinc country, that I

maintain that 2ll there gualities togzther 2re virtually
impossible 0 harnesgs in a developing country whece industry

is still in e stage aof initial development, And the problem
becomass more acute 2s the spectrum widens fzom the ralativelf
simple, labour-intensive proj=cts to the more complex technologies.

An in’ :rchance of experiences, in vinancing different industzial
activities, betwe:n countrizs might be a start in making project
evaluation l238 of & zisky exercise in developing countries,







