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The other important issue raised 
at the Conference was that of 
arriving at a compromise wi th 
those who had earned huge profits 
in the black 'market and whose 
cases have not been referred to the 
Investigation Commission. This is 
intended to bring out money which 
is being hoarded and is not avail
able for investment. The deve
lopment of public relations at i m 
portant cities and big centres was 
also considered essential at the 
Conference in order to assist low 
income assessecs, 

T HE absence of a suitable agency 
to provide finance for indus

t ry has been a long-felt want. Ever 
since the Industrial Commission 
recommended the creation of an 
institution to supply the financial 
requirements of the industries, 
public mind has been agitated over 
the matter. But nothing tangible 
came out although the public 
demand was reinforced by the 
recommendations of the External 
Capital Committee as well as of 
the Central Banking Enquiry Com
mittee. A l l this is now history. 
It has all along been contended that 
in the absence of facilities for 
obtaining adequate capital, indus
tries have been left to be financed 
wi th the help of managing agents 
who obtain control of the under
takings under their charge by virtue 
of the financial help and accommo
dation they offer. Post-war indus
trial problems—reconstruction, re
conversion and expansion—empha
sised the need of institutional 
finance even more strongly. It 
was in response to this long-felt 
demand that the Industrial Finance 
Corporation Act was passed in 
1948 and the Corporation came into 
being in the same year. 

Naturally, public expectation had 
been raised very high. The consti
tution of the Industrial Corporation, 
the prestige conferred on it by the 
representation of the Government, 
Reserve Bank of India and custo
dians of scheduled banks, insurance 
companies and other financial insti
tutions on its board and the very 
wide scope of its activities gave add-

M r . Govindan Nair , the pre
sent member of the Central Board 
of Revenue, is retiring shortly and 
is due to be replaced. This may 
lead to some reorganisation in 
the Income-tax Department for 
the Income-tax Investigation Com
mission recommended last year 
that the post of Director of Inspec
tion should be replaced by that of 
a Chief Commissioner of Income-
tax. For the present, the Director 
of Inspection M r . Airey, who was 
recently brought out from UK wi l l 
be in additional charge of the post 
of Member Income-tax. 

ed stimuli to these expectations. But 
after two years of working, the 
result achieved by the Corporation 
have not only shattered these high 
hopes; it has not fulfilled the expec
tations of the most conservative and 
the cynical. In these two years, it 
received 106 applications for finan
cial accommodation to the extent 
of Rs, 19.1 crores; of these 44 were 
sanctioned, involving a loan of 
Rs. 7.19 crores while the actual 
amount drawn was as low as 
Rs. 3,41 crores. This is far below 
the standard expected of even a 
medium-sized commercial bank, not 
to speak of an institution which 
has the potential resources of 
Rs. 35 crores at its command and 
expects to have Rs. 60 crores in 
the peak period of its working. 
And this, too, at a time when our 
industries are not in a position to 
undertake replacement of capital 
equipment and rationalisation in 
their working due to the lack of 
working capital and new industries 
cannot crop up because they do not 
get the initial capital from normal 
market sources. 

In its second annual report, the 
Corporation has taken pains to ex
plain the circumstances accounting 
for this poor show. The number of 
applicants asking for financial ac
commodation was very small. This 
was because, says the report, there 
is still some misconception about 
the precise scope and objectives of 
the Corporation. The Corporation 
can grant accommodation only to 
public limited companies and co
operative societies. The explana-
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tion sounds rather surprising and 
too naive. After al l , most of ou t 
industries are organised on the 
joint-stock basis. It is unthinkable 
that more of our industrial enter
prises did not want to avail of long-
term finance on the attractive rate 
of interest of 5½ per cent, are not 
prospective borrower being fright
ened away by the business regula
tions framed by the Corporation? 
In fact, the report does mention 
that a number of applicants had to 
be turned away as the borrowers 
could not fulfil the regulation of the 
Corporation. Industries applying 
for financial accommodation are 
business enterprises and have at 
the back of their mind the inevit
able yardstick of profit and loss-
If the business regulations are so 
stiff as to make them ill-suited to 
those for whose service the Corre
lation has been created, is it not 
incumbent upon the Corporation to 
examine these regulations? 

Nobody wi l l deny the need of 
exercising caution and financial 
prudence. In fact, in the formative 
stage of its development, the Cor
poration has to sift and scrutinise 
with added vigilance and care but 
it does not mean that its affairs 
should be so conducted as to scare 
the public away. No business 
enterprise, far less a public. body 
like the Corporation, can work in 
this way. If the Corporation thinks 
that its rules and regulations do not 
need any modification, it is for the 
Corporation to tackle its customers 
and persuade them about the sound
ness and practicability of the regu
lations. No efforts have been made 
by the Corporation in this behalf. 
On the contrary, the activities of the 
Corporation have been conducted 
behind closed doors. The public 
and the press have been kept 
starved of information on its acti
vities. The fact that the Corpora
tion is a new experiment, and a 
pioneer venture, in the industrial 
organisation of the country has to 
be borne in mind. Much of our 
future industrial and financial deve
lopments wi l l depend on the manner 
in which the Corporation conducts 
its business. 

This brings us to the core of the 
problem. As we have said earlier, 
the Corporation can extend finan
cial accommodation upto a l imi t of 
Rs. 60 crores at the peak period 
of its working. This must be re
garded as too small a sum com
pared to the financial needs of our 

Industrial Finance and the 
Corporation 

(From the De lh i Correspondent) 
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dxisting industries. But the suc
cessful operation of a financial insti
tution like the Industrial Corpora
tion cannot he reckoned in terms of 
the direct financial accommodation 
it gives. It can only be judged by 
its success in promoting and foster
ing better investment habits among 
the public and the strength it can 
impart to the investment market of 
the country. That capital has 
become so shy is a problem which 
has to be tackled by the adoption 
of many fiscal and economic mea
sures by the Government. Never
theless, i' is a task to which the 
Corporation should also address 
itself and take steps which would 
provide encouragement to the public 
to invest and help the industrial 
development of the country. It is 
principally in this field that the 
Corporation has tailed to make 
any impression. 

Under the statute, the Corpora
tion has to issue bonds, guarantee 
loans and underwrite new issues. 
It is by these steps that the Corpo
ration "can exercise a healthy influ
ence on the investment market. 
But the report states that the Cor
poration has not found the market 
conditions propitious for undertak
ing these businesses. A weaker 
excuse could hardly have been 
thought of. That public body wi th 
such immense prestige and large 
resources should find itself too weak 
to approach the market, because 
the market would not respond, is a 
woeful admission indeed. No 
industrial concern worth the name 
is going to tap the resources of the 
Corporation for financial accom
modation in times of boom when 
money is plentiful and investors are 
only too wil l ing to unloosen their 
purse strings. 

In Japan, the Industrial Banks 
rendered supreme service to the 
economy of that country during 
critical periods like the one we are 
now passing through by taking a 
courageous view and participating 
in industrial ventures at a time 
when such assistance was much 
needed. It is precisely in these 
periods of depression that the use
fulness of such specialised institu
tions is tested and if the Corpora
tion does not take courage to meet 
the test, it is time we revised our 
notions of industrial finance. 

We have a suspicion that the offi
cials of the Corporation are taking 
the same narrow and conservative 

view of things which characterises 
the investment policies of our com
mercial banks. Is it due to the 
fact that the Corporation has at its 
top officials wi th commercial bank
ing tradition? It is high time that 
the Corporation changed its out
look. Alter all , the function of 
industrial financing is vastly differ
ent from that of commercial bank
ing. And under the conditions of 
our underdeveloped country like 
India, the difference is all the more 
vital . Incidentally it may be men
tioned that a very remarkable feat 
was achieved by the Investment 
Banks in Germany by securing the 
services and resources of commercial 
banks in developing " Syndicate 
advances." The commercial banks 
subscribing to the Syndicate took 
no more risk than was justified by 
their resources. We would like to 
know what contact the Corporation 
has established with scheduled 
banks to develop this fruitful line 
of co-operative finance. After all, 
the resources of our commercial 
banks are quite large and even if 
a small portion of their funds could 
be diverted to industry in this way, 
the capital market wi l l be toned 
up automatically. 

It is time that we reassess the 
entire field of industrial finance in 
the light of the experience of the 
working of the Corporation. The 
financial needs of our existing and 
prospective industries are heavy. 
The market is in low ebb. Fiscal 
incentives by way of income tax 
relief are not indefinitely expand-
ible. Are we then to call a halt to 
all development? Certainly not. 
It this ' no ' is to be translated into 
action, we have to take a more 
positive and courageous stand. 
Even at its inception, the Corpora
tion has been saddled wi th a very 
serious disability, not being permit
ted to subscribe directly to shares 
of the public l imited companies 
except to underwrite new issues. 
It is a very serious handicap which 
impedes the growth of the Corpora
tion. The gap in the structure of 
industrial finance arises from the 
fact that industries are unable to 
raise the init ial capital by new capi
tal issues. This undercapitalisation 
impairs the efficiency of industry 
and work against steady develop
ment. This was also the reason 
why managing agents could secure 
control of the industries although 
they lacked, often conspicuously, 
both the technical knowledge and 

personnel required for the efficient 
working of industry. 

The subject of industrial manage
ment is now under the examination; 
of a committee of inquiry recently 
appointed. It seems there is little 
realisation as to the causes of the 
ills that our industries are suffering 
from. It is eminently desirable 
that the Corporation should be more 
energetic and also widen the scope 
of its activities. When it invites 
the public to shoulder the risks 
inherent in any industrial enterprise, 
the public ought to be satisfied that 
the Corporation is also taking that 
risk and permanently, too. We 
think representation should be made 
to the Government for securing the 
deletion of the clause in its. consti
tution by which it is debarred from 
investing in industrial equities. 
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