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Your Excellencies, Honourable Mayor, Ladies and Gentlemen,
Introduction
As President of the Malta Chamber of Commerce and Enterprise, it is my pleasure to address this distinguished conference and I would like to express my sincere thanks to the President of Mediterraneo Insieme Onlus, the Mayor of Marsala on behalf of the Comune di Marsala and Prof. Luigi Troiani on behalf of the Euro-Med TDS Association for inviting me to do so.

Innovation and Entrepreneurship – An EU Perspective

"A society that fosters innovation and entrepreneurship creates prosperity for its people and an economy capable of meeting the economic challenges of tomorrow."  This is a quotation I borrow from Timothy Mahoney - Chairman, vFinance, Inc. in the United States.

This quotation reflects precisely the reason why there exists such a wide chasm in the performance gap between EU and US companies in the area of financing of innovation.  Furthermore, the gap is due to basic differences in framework conditions.  These include the availability of equity finance for technology-based firms, competition in securities markets, the promotion of university-industry relations and the legal framework for venture capital fund structures.  The European Union’s Lisbon Agenda aims to address all these issues and it is augured that, besides the other commendable aims, there are concrete measures to bring about tangible improvements in the above factors.  This will enable businesses and SME in the EU as well as in Malta to benefit from those same factors that our counterparts in the United States enjoy and which contribute to their rate of growth and success that is envied on this part of the Atlantic.
In March 2003, almost one year after the referendum on EU accession for Malta and almost one year before the historic step for our Islands, the Malta Chamber organized a meeting for the Presidents of the national Chambers of new EU acceding countries.  The theme of the meeting was “An Enlarged Europe: The Role of our Chambers of Commerce in Ensuring a Smooth Integration for Commerce and Enterprise”.  At this event, all Chambers urged their governments to strengthen the position of SMEs with all possible means, especially through better and simplified regulation.  They declared that there was to be a concerted effort towards reaching the Lisbon targets, especially in areas concerning the internal market, research and innovation and employment.  
Furthermore, they jointly urged the responsible authorities to take urgent steps to devise ways to encourage financial institutions to allocate more funds in the form of venture capital for the benefit of SMEs.  In this regard they insisted that their Chambers would be consulted in the identification of EU funding priorities so that there would be a concerted effort to target and channel limited financial resources to those areas which will create wealth.

Malta’s Experience
Moving closer to home, I must admit that innovation, new methods of finance and alternative credit were relegated to the back-burner for a significant period of time.  This was mainly due to the fact that our politicians, union leaders and the business community became more concerned with economic reforms, attempting to reach consensus on a social pact and employment-related issues.  The country’s socio-economic realities at the time dictated such priorities. 
Besides, at that time, the social partners in our country allocated an enormous amount of effort and resources on the issue of EU membership.  At the institutional level, government – assisted by the vast majority of the social partners – proceeded determinedly with the screening and negotiation phases of EU membership.  On the political level, on the other hand, the main parties and the electorate contested, neck and neck, whether EU membership was the best alternative for Malta and indeed whether this momentous step was at all going to be taken.
Despite this background, the Maltese financial authorities have introduced legislation to enable alternative access to credit for Maltese companies and SMEs almost a decade ago.  Here I refer specifically to venture capital funding as well as Alternative Companies Listing being the main alternatives to shareholder’s capital, bank loans and overdraft facilities.
Venture Capital

It is a worldwide phenomenon that not all entrepreneurs and business projects succeed.  While some start-ups fail, others go on to become major employers, significant foreign exchange earners and developers of innovative products and services that create beneficial spin-offs in the wider economy.  Most of the time, however, the best ideas come to people who do not have the necessary financial clout to bring an interesting project to fruition.  Much of their success depends on the financial market flexibility whereby people who require unsecured financial backing find it from their banking sectors, private investors or their governments.
It is empirically proven that venture capital trusts (VCTs) contribute to economic growth and creation of successful productive private enterprise that would otherwise fail to flourish or even exist.  For this reason, our Chamber is amongst the main proponents of venture capital schemes for Maltese SMEs and companies.  Economic growth will depend on the future entrepreneurs and enterprise competitiveness. Within this framework, SMEs are expected to be the major source of employment, the innovators in developing new products and the principal actors in the services sector.

As a firm supporter of venture capital schemes, our Chamber has strongly and consistently recommended to Government and the national authorities that the subject of venture capital be given more priority as an opportunity for SMEs to embark on new initiatives in the field of research, development and innovation.

The Chamber admits that past attempts to introduce venture capital schemes in Malta did not yield the desired results.  This was either because the timing may have been inappropriate or perhaps because the management of the venture capital fund was not targeted at SMEs.  A scheme used in the late 1990s by a public sector institution (the Institute for the Promotion of Small Enterprise – IPSE) called “the Technology Venture Fund (TVF)” was managed as a hand-out mechanism of Government funds.  This was not in line with how venture capital – in the narrow sense of its definition – should work and most of these available funds were absorbed by the University.  The opportunity for new and small entrepreneurs was, therefore, lost.
Ever since, the Chamber called for renewed attempts which better adapt to local circumstances particularly the size of local companies and the smaller amounts of capital required. 
The local banking sector can play a major part in the provision of venture capital.  The banking sector in Malta includes the global giant HSBC as well as Bank of Valletta which is partially owned by the Maltese Government (25%) with the rest of the shares pertaining to the Maltese public (61%) and the rest (14%) to Banco di Sicilia – forming part of Capitalia.  The banks and Government can attract investment into a venture capital fund and can also provide seed capital.  Government, on its part, can create the right fiscal incentives to attract investment into the fund and encourage a healthy take-up.
Nevertheless, the success or otherwise of such a Fund depends primarily on the extent of private capital that is attracted and secondly if the Fund actually invests in projects requiring venture capital.

In Malta, beyond any doubt, there is still over-reliance of debt over equity.  The venture capital market is best described as under-developed. Whilst one may appreciate the reluctance of Maltese (family-based) entrepreneurs to accept outside shareholders, there is evidence to suggest that companies with equity finance grow faster and create more jobs than the average SME.  The Chamber believes that venture capital mechanisms are the best way to channel Maltese financial liquidity into Maltese business that have the potential to leave wealth in the form of profits and business expertise in addition to salaries and wages.

The Chamber was encouraged that its line of thinking and its proposals are much in tune with that of the Maltese Government.   Our Prime Minister was reported to state recently that the Maltese economy would not grow as long as entrepreneurs are bound with guaranteeing their bank loans with property.   He also said that Government would be pushing this initiative aggressively because he believed it was “crucial to have a new source of financing for our enterprises”.  As a result, it was declared by the Ministry of Finance in a pre-Budget document, (published in July this year) that Government would create a Venture Capital Fund very shortly.
In this regard, the Chamber encourages Government supplement its investment in the Venture Capital Fund with an education campaign leading to a change in mentality of potential beneficiaries of venture capital.  The campaign is to target the benefits of joint management, shared equity and the fact that potential investors are no longer justified to expect cash-grants from any source.

Alternative Companies Listing (ACL)

Another form of alternative credit available to Maltese entrepreneurs on a higher scale is through equity on the Malta Stock Exchange through the main and second-tier lists.  The latter has been available for the past six years.  In 1999, in fact, the Council of the Malta Stock Exchange approved new Bye-laws setting up the Alternative Companies List (ACL).  These new listing rules allowed for the creation of a "second tier market".  The introduction of these rules granted certain companies the opportunity to list their securities on the Malta Stock Exchange.  The scheme was specifically aimed at companies which do not have all the necessary qualifications to seek a listing on the current Official List, such as, for example, new companies which do not have the necessary three-year track-record.
Companies seeking admittance to the second tier market go through a less rigorous listing process, however, once listed, such companies are regulated by the Exchange to the same extent as those listed on the main board. 

The Malta Stock Exchange has also issued a "Guide" to these new bye-laws explaining the salient points and answering common questions in this respect.  At the time of launching, the Guide was distributed to lawyers and accounting and auditing firms, as well as to over 1,000 local firms who were potentially interested in this new market.
The response from both practitioners and companies has been very encouraging. It is felt that the introduction of the second tier market will be a very good opportunity to increase investment choices both in the equity and corporate bond markets

At the time when the Malta Stock Exchange took this step, some argued that taking it was too early to introduce such measures because local investors had not yet shed the traditional "savings" mentality and might not have been sophisticated enough to take "investment" decisions.

Since inception, the Listing Authority has been transferred to the Malta Financial Services Authority.  A number of companies have taken advantage of this link to alternative credit including Datatrak Holdings plc, Hotel San Antonio Finance plc, Bay Street Finance plc and Big Bon Finance plc.
A prominent financial analyst in Malta recently informed me that there are a number issues impeding further expansion in this regard and that the listing regulations are in need of fine-tuning.  For instance, the regulations place the entire onus on the broker who becomes fully responsible for anything that may go wrong with the venture.  The responsibility expected exceeds that for which the broker can foresee through a due diligence exercise.  Therefore, whilst there may be more entrepreneurs who may be interested in taking this route, there may be less brokers prepared to take the responsibility.  It is augured that the difficulties being encountered in this regard are addressed and rectified in the not-too-distant future.
EU Funds
The risks at the early-stage of financing tend to be relatively high for which investors typically require high returns to compensate. If there is little prospect of such high returns, few outside equity investors would be interested in investing and public institutions (as I have mentioned Malta Enterprise as an example) are the only feasible source of additional funding.  This is the area where EU Structural Funds, particularly the European Regional and Development Fund (ERDF), and the Maltese Government guarantee on a public issued bond, can come into play to bridge the gap.


The creation of a Risk Capital Fund targeted to invest in early-stage financing is similar to experiences found in other EU member states.

For the next programming period 2007-2013, it is recommended that the Maltese Government requests that the EU allocates €5 million under ERDF to set up a Risk Capital Fund.  It is recommended that the fund would divide its capital into two sub-funds, namely: A (Capital Investment Sub-Fund) and B (Bank Guarantee Sub-Fund).

Sub-fund A (Capital Investment Sub-Fund) would invest up to 50 per cent in the capital of early start-up firms. Total capital allocation of the sub-fund per firm would not exceed €200,000.  This sub-fund would be required to sell its 50 per cent shareholding in business start-ups once they are in a healthy financial situation possibly through an initial public offering. This would usually take between seven to eight years; and

Sub-fund B (Bank Guarantee Sub-Fund) would offer the firm a bank guarantee/ security up to €500,000 per firm.  This will improve the access to finance for these firms.  The European Investment Fund, a subsidiary of the European Investment Bank could possibly partially guarantee these securities.

The problems of finance facing start-up businesses require long-term solutions involving the public sector.  Most member states have programmes and institutions (like our Malta Enterprise) that aim to close the gap in early-stage SME finance caused by high risk and high overhead costs.  Efficient public support mechanisms need to be simple, accessible and tailored to local conditions.  This can only be achieved by using local banks as intermediaries as happens with the European Union financial instruments.  I believe that bank lending will remain the main source of outside financing for SMEs.

Indeed since membership, EU funds have been made available for Maltese entrepreneurs to upgrade their production methods, install greener processes or enhance their properties.  The grant schemes falling under manufacturing and tourism categories were administered by Malta Enterprise and the Malta Tourism Authority.  The take-up for both these funds was extremely high and the budget was almost fully allocated after the first call.

Our Chamber, through our Malta Business Bureau subsidiary, may be partly responsible for this rapid take-up.  This is because our EU-information office organized a number of events to ensure a general awareness on such possibilities amongst the local business community.  Our Chamber, through its close links with the banking sector, has encouraged local banks to introduce special products to finance the portion of co-financing that would be required to be covered by the entrepreneur.
For the next programming period, it is imperative that EU structural funds are used in an innovative manner to leverage the access to finance for Maltese SMEs thereby breaking away from traditional grant schemes used during the May 2004 to December 2006 period.  In this manner, it would be expected that the funding would exert more positive results in terms of economic and management efficiency.
Conclusion

Indeed, the lack of equity financing can seriously limit the growth of new and existing firms, as debt finance is unsuitable for early-stage financing of growth companies with limited or no income streams. This could be a result of a lack of collateral and the uncertain prospects of young firms such as technology, make bank financing often difficult to obtain.  Besides, borrowing in general is inappropriate because principal and interest payments can limit the cash flow flexibility of an expanding company at crucial times.

Further to my brief presentation, it can be safely concluded that the Maltese have always managed to find the resources needed to bring their commercial ideas to light.  In most cases, this has come about through the raising of conventional secured banking facilities.  This, in turn, was made possible by the fact that most family businesses pioneering commerce in Malta were resourceful and owned a substantial stock of real estate, properties and other resources which satisfied the most stringent of bank regulations.  Until today, there is little doubt that the Maltese business community is over-reliant on debt over equity.

Within these new scenarios and difficulties, Malta has quickly realised that times are changing.  The entrepreneur, the institutions, Government and the social partners have realised that it is not enough to rely on conventional credit.  New commercial realities have dictated us to follow in the footsteps of other developed financial markets, adopting the best practice used in the United States and Europe.

For a number of reasons I explained, venture capital has been slower to progress but the renewed attempt by the Maltese Government envisaged for 2006 is expected to result in a positive outcome.
I also spoke about the possibility of Second Tier Listing on the Malta Stock Exchange.  Again, in this regard there is more scope for enhanced take-up if a number of regulations could be fine-tuned.
Similarly, it is evident that there is scope for an increased role of EU funds.  After EU membership, this is gradually developing into one of the most popular alternatives to conventional sources of credit.  In less than two years since Maltese entrepreneurs have become eligible for such funding - and despite the related bureaucratic process - similar methods of raising capital have already become very popular in the Maltese Islands. 

The Malta Chamber of Commerce and Enterprise had been a firm supporter of EU membership for Malta for at least three decades before our islands eventually joined the European Union.  It was convinced that between the lists of advantages and disadvantages for the business community, the former would prevail.  This is one concrete example whereby the solidarity principle governing the bloc of 25 nations is assisting a nation like Malta to match the pace of economic growth and prosperity enjoyed by the more developed and wealthy partners.

Thank You
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