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Access to finance: a major structural
constraint for Developing Countries
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Source: Investment Climate Survey (ICS) responses by enterprises in 76 countries, grouped
by region.
Note: Figure shows the percentage of firms reporting access to finance or cost of finance as a

severe or major obstacle to hirm growth.



Financial systems and corporate credit: aggregate
trends in the world economy(1990-2005)

% change % change
1990 2000 2005 2005/1990 1990 2000 2005 2005/1990
Financial system deposits Stock market capitalization
(% GDP) (% GDP)
Regions
East Asia and the Pacific 40.9 41.7 45.6 11.5 38.7 44.1 51.3 325
Europe and Cenrtral Asia 23.8 22.8 2 31.0 8.5 13.8 19.7 130.8
Larin America and
the Caribbean 31.1 39.9 39.8 28.1 11.7 28.2 46.4 298.3
Middle East and
North Africa 46.5 7.4 59.8 28.7 16.0 26.1 298.3
South Asia 22.5 33.3 43.7 94.0 6.7 13.4 26.1 290.0
Sub-5aharan Africa 18.5 19. 24.4 31.4 31.0 27.0 34.9 12.4
Income groups
High-income countries 76.0 87.0 91.4 20.4 45.1 105.0 112.2 148.7
Upper-middle-income countries 34.3 43.6 45.2 31.8 37.7 36.5 50.2 334
Lower-middle-income countries 36.0 34.3 39.4 E 13.4 20.4 34.3 156.7
Low-income countries 16.7 17.4 21.8 30.7 7.6 10.8 22.3 194.7
Privare-sector credit Private-sector debr
(% GDP) (% GDP)
Regions
East Asia and the Pacific 30.3 36.7 44.9 48.2 —_ 37.5 31.0
Europe and Central Asia 22.3 18.2 27.9 253 — 12.7 12.2
Larin America and
the Caribbean 28.6 40.6 321 12.3 — 27.2 23.3
Middle East and
North Africa 35.3 40.5 46.1 30.7 — — —
South Asia 16.2 21.6 34.1 110.4 — 1.9 4.0
Sub-Saharan Africa 17.4 16.3 18.2 4.4 — 20.1 30.2
Income groups
High-income countries 81.1 04.2 108.2 33.3 — 47.9 50.0
Upper-middle-income countries 32.8 42.5 40.5 23.6 — 27.5 26.1
Lower-middle-income countries 27.3 29.3 31.9 16.7 —_ 277 23.4
Low-income countries 4.9 13.4 16.4 9.7 — 1.9 4.0




The relative importance of constraints to
business by country group

Each bar shows the number of countries in each country group for which the
constraint is ranked more important than the average constraint for that country.
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Financial constraints in Transition Economies (TE) and
other country groups
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National Innovation Systems and the Business
Environment in East Asia: selected indicators

3. Average 4 Ressarchers 5. Omality of 6. University-

1. Credit 2. Starting years of per million scientific industry 1. Intellectnal &. Phone
market depth, & business,  schooling, o bation, resaarnch resoarnch property subscribvors,
Ragion or country 200004 days 2000 2003 instindions* collaboration® protection® il e
East Asia (9) 102 40 16 1375 45 41 43 278
MIEs 125 22 8.2 3,165 5.2 47 5.1 1,475
Hong Kong, China 153 Ll 8.5 1,564 49 41 50 1,640
Korea, Rep. of a8 22 10.5 3,187 5.1 4.8 45 1,240
Singapore 115 & B 4745 5.5 5.0 E.1 1,284
Taiwan, China 135 48 B.A aC 5.2 49 49 1,735
Southeast Asia 75 GE 6.6 210 4.1 36 3.4 398
Indonesia 20 151 47 207 39 34 3.2 15
Malaysia 141 30 749 209 5.0 47 5.1 642
Philippines 38 43 16 43 33 21 248 an
Thailand 102 33 6.1 287 4.0 36 41 44949
China 118 438 57 663 38 3.9 32 413
High income (21} 12 20 9.5 3616 5.1 44 5.5 1,342
Japan 100 E 9.7 5,287 b.E 45 5.3 1,151
United States 249 5 12.3 4484 E.4 5.7 6.4 1,175
Latin America (11) 36 67 6.7 300 35 3.0 3 4049
Emerging Europe (9] 29 an 8.7 1,503 4.0 31 33 ah0

Sowrces: 1 and 8. World Development Indicators Databass, World Bank, http:/ fsesescworldbank.org fdata /datapubs/datapubs liml. 2 Daoing Business Databasa, World Bank and
Intarmati onal Financa Compa@ation, httpd Aesswdoingbusiness.org/. 3 Bamo and Lee 2000, 4; UNESCO 2006, 5, 6, and 7: Ldpez-Claros, Portar, and Schwab 2006,

Fota For region or cauntry, the number of countries involved is shown in parenthesas.

.. =nagligible.

a. Credit to the private sactor as a % of GOP.

b. This is an index ranging from 1 fweakast) to 7 (strongest).

. Fimad line and maobile subscribars per 1,000 population. A1 regional data are sirmple avarages,



Foreign debt contracted by developing-country
firms, 1999-2006, billions $

1994 2000 2001 2002 2003 2004 2005 2006
Total 91.86 110.29 86.83 87.54 117.58 147.96 237.59 33292
By instrurment
Bond 19.20 14.78 19.03 21.67 35.95 41.38 65.93 87.70
Bank lending 72.66 85.51 67.80 65.87 81.63 106.58 171.66 245.22
By region
Latin America and the Caribbean 46.17 54.23 46.87 25.89 36.58 43.45 54.16 86.07
East Asia and Pacific 15.85 20. 11.38 28.76 31.15 24.80 7.34 47.36
Europe and Central Asia 14.31 22,25 16.10 20.83 28.71 50.55 92.43 134.92
Sub-Saharan Africa 5.52 A1 6.38 5.13 11.14 9.78 13.69 2471
Middle East and MNorth Africa 342 3.51 2.68 1.92 3.91 7.70 14.54 10.71
South Asia 6.58 3.91 3.37 5.00 6.11 11.58 15.37 29.15
By ownership
Public 2473 29.56 25.14 33.21 44.81 50.34 66.35 71.76
Private 67.13 73 61.69 54.33 72.78 9762 171.24 261.16
By sector
Finance 17.09 23.15 19.94 15.55 20,03 40.99 64.11 102.31
Qil and gas 14.42 25.91 21.92 23.40 30.09 32.47 57.46 54.70
Telecommunications 17.39 17.93 11.38 8.85 9.19 15.33 19,22 31.93
Energy/utilities 16.57 l6.66 966 11.05 19.52 11.37 14.89 15.92
Construction/building/meral and sreel 4.18 5.70 5.08 3.51 660 11.73 22.37 3571
Mining 2.58 2.70 2.88 1.78 2.38 7.04 7.11 767
Crthers 1962 18.24 15.97 2341 29.78 29.03 52.43 8468

Sotrce: World Bank staff estimates based on Dealogic Loanware and Bondware.



Net portfolio equity flows to developing
countries, 2000-06 (billion $)

2000 2001 2002 2003 2004 2005 2006e

Toital 13.4 5.6 5.8 24.3 399 66.7 94.1
East Asia and Pacific 6.6 1.8 3.8 12.5 19.0 26.1 48.4
China 6.9 (.8 2.2 7.7 10.9 20.3 32.0
Thailand 0.9 0.4 0.5 1.8 1.3 5.7 5.4
Europe and Central Asia 0.6 -0.4 0.1 —0.6 5.3 6.3 10.5
Russian Federartion 0.2 0.5 6 0.4 0.2 -0.2 9.2
Latin America and the Caribbean —0.6 2.5 1.4 3.4 —0.6 12.4 11.1
Brazil 31 2.5 2.0 3.0 21 6.5 7.7
Mexico 0.4 0.2 —0.1 -1 =25 34 3.9
Middle East and North Africa 0.2 -0.1 —0.3 0.3 0.7 2.3 1.6
South Asia 24 2.7 1.0 8.0 8.8 12.2 10,0
India 2.3 2.9 1.0 8.2 9.1 12.2 8.7
Sub-Sabaran Africa 4.2 —-0.9 —0.4 0.7 6.7 7.4 12.5
South Africa 4.2 -1.0 —0.4 0.7 6.7 6.9 12.4

Sowrces: World Bank Debt Reporting System and staff estimates.
Note: e = estimate.



INVESTMENT AND TECHNOLOGICAL CHANGE

O Cost of new investment
O Adjustment costs (complementary investment andieg)

O Working capital
Investment Capabilities:
Knowledge gaps

! !

eInformation asymmetries
eFinancial Structure
eCorporate finance
elncentives structure

Financial Resour ces:
Constraint markets

eTechnological Capabilities
sCorporate strategy
eSectoral characteristics

»Capital Structure

»Industrial Organisation

»Corporate Performance




Corporate expansion and investment financing

STAGESOF START-UP FIRMS GROWTH FIRMS MATURE FIRMS
BUSINESS
DEVELOPMENT
No demonstrated track recorgiDemonstrated product Stabilisation of competition;
Minimal business system potential on small scale or| Development of sophisticateg
development. prototype basis; business systems;
Proven management teany;increasing concentration on
Rapid business system | cost economies.
development.
STAGESOF EARLY-STAGE LATER-STAGE MATURE AND LATE-
FINANCE FINANCING FINANCING STAGE FINANCING
Seed finance- Second-stage finance- Turn-around finance-

A relatively small amount of
capital provided to an inventd
or entrepreneur to develop
and/or improve a concept.

Working capital provided
rfor the initial expansion of
company.

Financing provided for

acompanies in trouble for
bankruptcy or reorganisation
purposes.

Sart-up finance-

Financing provided to
companies for product
development and marketing.

Third-stage finance-
Financing provided for
major expansion of a
company whose sales
volume is increasing.

Management/lever -aged buy-
Out_

Financing provided for
management to acquire equit
interest in firm.

y

First-stagefinance-

Financing provided to
companies to initiate
commercial manufacturing ar
sales.

Bridgefinance- Financing
provided for a company
expecting to go public

dvithin six months to a year.

MergerJacquisition
privatisation-

Financing provided to cover
firm’s share of costs in a
merger, acquisition or

privatisation of company.




INSIGHTS from SECTORAL BENCHMARKING

Main mode of Sources of sectoral innovation Typical sectors Policy Instrument Countries
mnovation failure
Development of Financial market transactions Software, equipment, Support for venture capital  Israel,
mputs for using costs facing SMEs: risk instruments markets; bridging Sweden,
ndustries associated with standards for new stitutions to facilitate Finland
technology; limited standards adoption
appropriability of generic
technologies
Application of Small firm size, large external Agniculture, light industry  Bridging mstitutions USA, Chile
mnputs developed in  benefits: limited appropriability (extension services) to
supplying facilitate technology
mndustries transfer (e.g., PRCs)

Development of
complex systems

Applications of
high-science-
content technology

High cost, risk, limited
appropriability (particularly for
infrastructure technology)

Knowledge base orginates outside
commercial sector; creators may
not recognize potential
applications to effectively
communicate new developments
to potential users

Aerospace, electrical and
clectronics technology,
telecom/computer
technologies.
semiconductors

Biotechnology, chemistry,

materials science.
pharmaceuticals

R&D cooperation subsidies
(e.g. research consortia)

Bridging institutions to
facilitate ditfusion of
advances 1n big research:
incentives for knowledge
appropriation

Japan,
USA

USA



Market failures and technological investment
iIn Developing Countries

* Imperfections:
— credit markets
— equity markets, and
— Insurance markets

e Coordination faillures

e Externalities



The technological development
process Iin catching up countries




A Summary of Policy Responses

Coordinating technology acquisition decisions acros s firms and sectors

Sharing risk and enabling the financing of investme nt in new technologies and
sectors

Sharing risks in labour training and learning proces ses
Providing targeted infrastructure to critical secto rs

Developing regulatory capacity to maintain and enha  nce competitiveness

The mix of policies will depend on the technologies being adopted and the pre-existing strengths
and weaknesses of entrepreneurs, financial institutions, infrastructure and skills in the sector.

The critical determinant of success is likely to be governance and regulatory capacities to _
maintain and enhance competitiveness through monitoring and taking tough action when required,
including the early withdrawal of support if progress is unsatisfactory.

While most countries have tried variants of industr  ial and technology policies in the past,
the main cause of their differential success has of  ten been the efficacy with which
incentives have been implemented, and the credibili ___ty with which their withdrawal has

been organized in cases of poor performance.



Relevance to Transition
Economies

Generic market failures justify the need for a policy framework aiming at the
triangle: firms-capital markets-technological development

The global search for innovative projects is increasing the importance of
risk. In this context, the quality of local financial intermediation is influencing
iInvestment decisions.

The European integration process is enhancing the credibility of transition
economies and perceived lower risk is reducing the cost of credit.

This trend combined with supply-side financial incentives, supported by the
EU, is leading to a proliferation of competing investment projects.

Thus, the quality of investment decisions is emerging as a strategic problem
for transition economies.



Bank loans to the corporate sector. EA-12 vs.
Transition Economies and Southern Europe (% GDP)

T
I\.I

R e T T Y = = = =] =
— g1 o0 - =} [ ==+ ] =l
I 1 I I 1 1 I
R\NEEAE | N
o o E Y
M, 1
SESE N R RS b TR VoS £ B &
1 -...f.r 1 1 | I 1
1 [ Y 1 _ 1 1 i
I i | I I
54 /7; ; ! | ]
AT T T AR e T |_|4| ||||||| | e g 5
I ] [ Y Ij I [ ||
1 1 1 " 1, 1 1 !
I 1 I L i 1| I LY
1 1 1 #... i 1 1 ..
B e L 1o et ol EEEEE EEER LRt o
1 1 1 1 hy 1 i
1 i 1 1 1 1 \
I 1 I 1 1 |
1 i 1 1 ) 1 "
¥ !
i s e et | S vy L._ e e T
1 i 1 1 AT i
1 1 1 il Ly % i 1 |1
1 1 1 1} 1 .. LY i 1 1
o dieeloai e L ACN L \
O T T R | .*|I_U. |‘ﬁ|lll_ ||||| ™ 1
1 1 1 a 1k T 1 |
I i I i [ A ] i 1
I 1 1 i i L 1 1 ]
T,
PR R X1 . 8 H H ]
T T T T T T T
=1 = =3 £ = = [ = =
[T = R = = T =} [ ==+ ] =
= =2 o o B e B e — =
L [ | oo [
- F — oo TR T I 1 &l -
R G e I (S 0 Bk |
[ Wi L I
PEd ] A N _
I T Y WO
R R T e |.#.|,|||“.._..||||_| |||||||||| i
[ T | v 1 L e A DO | 1
[ | ko ] o I
e L MR sy 2
- e e e e i S S -
[ IR B A L i V. S |
[ 1 1 [E] 1 T | S
1 1 1 1 __ 1 LW .:...x..... w 1
1 1 1 ] 1 1 g | ......x._
R e e e S S e -
[ R R 1 1} ._. ,
1 1 1 1 L | 1 1 Y
I e | I it I ™,
1 1 1 _-_- 1 1 -. 1 .-
RRE e L e B | S s SRt -
T o i o
P T 1 1 1 1 L]
I I e B 1 1 S LY
B e S E b -
1 1 1 1 1 1 1 1y |
| [ R R B | I 1 1 14
[} 11 1 1 1 1 1 i (3L 1
\
4 A I N S | H o
T T T T T T T T
= [ T e’ [ e R = [ = [
L = o (0w =+ £ ol —
= = = = =1 =1
= e - & 4 -
L 1 [l ]
. | =t o
| i i 11 M,
] 1 1 i b
! “ L BT '
I . Yo T e et & At - S T
| ' I i |
1 1 1 % ._.r...-.... ]
| i ™ i |
Pzt e T e e T P e e T e e | e 5
1 1 1 | 1A ¢
1 1 1 | i
1 i 1 i 4
P\ O
R e R N . Sl i
y 1 1
! 1 1 i .
A ,
e e T T O e S = e e S S sse s T
“ “ “ b .“ f i
|
“ ; | E: f
G e e B T S
1 1 1 o -
| | | R
] ] ] I-..... =
T T T T
= = = = [ =
=} e - & 4 -

06 2007

2003 2004 2005 20

002

2001 2

007

04 2005 2006 2

2001 2002 2003 A

6 2007

4 2005 200

200

03

2001 2002 20

™ oa
En
._..I..U_H
= E D
.“..”__.m__“w.
it IR — SRR — e
— oy M @
=f. = = i1
Wl =t b =
=
&=
wu
=
e

=
fd R S —
1.qm..m
i =
=

oo
oo
= o
=
[T

—+— Slovakia

e 412

—— Czech Rep.

—— Hungary

—o— Haland




