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Industrial development'is the basic of economic
development of a number of countries, especially in develop-
ing countries like India. After Independence, Government
of India have set up number of financial institutions viz,
IFCc, SFCS, ICICI, NIDC, NSIC and RCI, to provide long-term
finance to industry. Industrial Development Bank of India

is one of then.

This chapter deals with the Features of Industrial

Development Bank of Indis.

RV : ORIGIN @

During the decade following independence, a galaxy

of institutions for industrial finance and development or

the so-called development banks, were set up in India. Such

banks were 1FC, SFCs, ICICI, NIDC, NSFC, and RCI. It was
therefore, felt in certaln quarters that the profusion of
development banks was leading to confusion, competition

and duplication of activities. It was in this back ground
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that the Industrial Development Bank of India ( IDBEI )

was set up by the Government ( in consultation with the
Reserve Bank ) on 1st July, 196k under IDBI Act 1964

No. 18 of 1964 ) pasced by Parliament in May 1964. IDRI
has been designed as an apex institution to coordinate the
activities furnishing of other financial institutionsg,
including banks, term finance to industry. Another factor
which seems to have stimulated the Govermment Reserve Bank
interest in the establishement of IDBI is that the Reserve
Bank desired to have in.its hand a potent instrument for
the control and regulaticn of term lending institutions as
well, besides the chort term money market which was already
in its grip. It is explained that as an apex development
bank, IDBI has to keep in view both the needs for speedy
industrial growth and the maintenance of financial/monetary

stability.

There has been abundant controversy regarding the
need for the establishment of IDBI in the back ground of
the existence of so many development banks. Some critics
have argued that re-modelling of IFC could have served
the purpose, as has been done in Pakistan. Others have
suggested that a cocktail of IFC, NIDC and KCI would have

worked equally well, probably better. Answers to most
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( if not all ) of these criticisms, arguments and doubts
can be found with reference go the short comings of the
other development banks ( especially IFC and ICICI ) and

more so, in the distinctive features of IDBI.

At the time of the establishment of IDBI, there
was no agency in the country to under take a systematic
coordination of the activities of the various financial
institutions (,including RCI, SFCs and banks ), demarcate
their spheres of operation and help them channel their
financlal resources in to the priority sector of industries.
Primarily, therefore, 1DBI was cenceived to solve the
above ma;?y. Its record in this sphere during the brief
period of its'existence viz. about four years, has certainly
maBle redundant most of the criticism. This work could not
expediently be entrusted to ICICI or IFC because both these
development banks are only partly government owned and
for over all regulation, direction and coordination, it
is necessary that the agency undertaking such must be free
from private influence/pressures/aspirations. Fence,
Reserve Bank did well in setting up IDPBI for the job-a
development bank close to the central bank of the country:
yet seperate enough ( under its statute ) to cperate with

a reasonable degree of autoncmy.
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Another important feature of IDBI is that it can
promote new industrial projects to fill up the gaps in
the industrial structure of the country. ICICI and IFC
are not doing ﬁhis function-theformer has preferred to
concentratedon financing while the latter has first, no
such powers and secondly, probably no expertise and

enthuciasm to undertake such functions.

Functions of IDBI are much wider and itg is free
from the ( statutory ) inhibitions of tax and divident

payment, debt & equity ratio, security and margin, type/
size of industrialconcerns which can be financed, etc,.

Larger resources of IDBL from the Development Aselstance
Fund and the National Industrial credit ( Long Term
operation ) Fund also engble it to make a larger impact

of the industiies. IDBI has also been conceived as

a lender of the last resort. It is conceived as an agency
for filling up the gaps in the demand for and the supply
cf institutional financé. Demand for institutional finance
ie likely to increase many-fold in the years tc come and

it was felt that the then existing facilities were inade-

qdate to supply the quantum and quality of finance required.

IDBI has been entrusted with the responsibility of providing
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finaneial assistance to certain vital and strategic sectors
of the economy where progress has higher to been slow
either due to the low anticipated rate of return on
capltal or due to the unusually heavy amount of investment

involved.

The IDBI, thus, emerges in perspective, as an
important financial instrument in the machinery of
planned development and more than an ordinary financial

intermediary.

MANAGERIAL PATTERN ¢~

PR S R e e e e ey

The most significant aspect of the managerial
pattern of IDBI is that it has been established as a
wholly owned subsidiary of the Reserve Bank. In this
respect, IDBI is akin to IDB of Canada. Because of
this peculiarity in managerial/orgsnizational structure
IDBI is controlled by a Board of Directors which is
the same as that of the Reserve Bank. The Board is
assisted in the discharge of its duties by the Fxecutive

committee, Adhoc committees, officers and staff members.

BOARD OF DIRECTORS : -

. a a—— - — -~

Industrial Development Bank of India (IDBI) is

managed by a Board of Directors consisting of the same
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persons who constitute the central Board of Directors
of the Reserve Bank. As on the 1st July, 1967, the
Board consisted of 19 members ( including the chairman )
Governor of the Reserve Bank is the Ex-officlo chairman
of IDBI and one of the Deputy Governors of the Reserve
Bank is the Vice-Chairman of IDBI. The idea behind mak-
ing IDBI a wholly owned subsidiary to the central bank
of the country.seems to have its roots in’the feeling
that such an apex coordinating development bank/ageney
should be free from the influence of private sector

entrepreneurs.

But if that be so, is it not éurprising ( to say
the least ) to see that the Board of Directors of IDBI
as on the 1st July, 1967 included as many as about seven
top industrialists? Presence of such persons on the
Board may sometimes create practical problems in decision
taking and carefully scrutinising the projects. The fact
that the " Demi-Gods " or the So-called Directors are
interested in a particular proposal may, because of human
psychalogy, make it difficult for the officers conderned

to take a dispassionate view of the projedt.

On the other hand, closer association of such

persons with IDBI is also essential. Hence, it would be
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alright if these persons are taken as ' advisers ' to
IDBI and not as ' masters '. An alternative to the
industrialists may be found in eminent banking finance
scholars, economists, technical and financial experts,
and to some éxtent, in government officials, dealing

with banking, finance, industry and fiseal affairs.

e o - ——

Most of the powers which the Board of Directors
cén discharge hgve been deleggted tq the Executive Commi-
ttee consisting of the Ch:irman, Vice-Chairman and 5
Directors. From the practital point of view, Executive
committee is the most important managerial organ of
IDBI. The Board meets only once in two months. It is
however, interesting to see that in 1967, out of the 5
directors on the Fxecutive Committee, 3 were top
industrialists, while one wss a leading industrial perso-
nality. In such circumstances, it is amazing how far per-

sonal biases/prejudices can be avoided.

ADHOC COMMITTEES :

G R D W M WS S S -

IDBI has formed a panel of Technical Advisers
and consultants by drawing upon experts from various

sectors of industry. Persons from this panel advice
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IDBI through the Adhoc Advisory committees on various
projects. The adhoc Advisory committees review the pro-
ject appraisal report before it is placed before the
Fxecutive committee and offer suggestions wherever
required. As a matter of fact, it is the experts on
such committees who have been found to possess the re-
quired technical and financial expertise to assess the
piability of pgsjects.

INTER-INSTITUTIONAL MFETINGS

. - .t e T -

In fulfilment of its duties as an apex coordina-
ting agency, one of the most important steps taken by
IDBI is the conduct of Inter Institutionzl Meetings at
which the top executive of IDBI, IFC, ICICI and LIC sit
together, discuss general pioblems of interest and
projects which require financial assistancé from more
than one of these institutkéons. A large part of this
coordination of activities between ICICI, IFC znd IDBI
has been effected through these meeting which provide
and zvenue fér an exchange of thoughts and joint consi-
deration of projects. Such meeting are held almost once

in a monthe.
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OFFICEKS AND STAFF

P T )

The 10Bl's main office is in Bombay, the same as
that of the RBI. In the first 4-5 years, the IDBI did not-
have any regional or branch offices. Subsequently, the
Bank embaiked on branch expansion and to-day it has Regio-
nal offices at Calcutta, Madras and New Delhi and in
addition has 12 branches offices in various parts of the
country, the brenches functioning under the jurisdiction

of the Regionzl Offices.

In additions tc the Board of Directors, the Fxecu-
tive committee and the Adhoc Advisory Committees, IDEI
has a team of officers and staff members to carry on the
day to day work. 8ince IDBI was formed as a wholly owned
subsidiary of the Reserve Bank, it borrowed from the

latter the entire staff needed.

IDBI has been organised into various departments

and sections for its every day work viz. Appraisal Depart-

ment ( to look after the appraisal of applications for
financial ascistances ), Operations Department ( which
deals with disbursement, rediséhnts, resources, investments,
relations with other financial institutions and follow up ),
Fconomic and Planning Deparsment ( which‘conducts research

into problems of develcpment banking, finance and industries
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and provides new ideas-for the improvement of Bank's
operations ), Refinance Department ( this department
administers the three refinance schems ), Administration
and Board Department ( to carry on the administrative work
and look after matters pertaining to Board meetings ) and
the Legal Depart of the Reserve Bank ( which looks into
the legal matters pertaining to DIBI's operations ). In
addition to these departments, there is a team of

technical experts.1/

- - om e O M B 4 G R S .

FINANCLAL RESQURCES

The authorised capital of the IDBI has been fixed
at Rs. 50 crores but with the previcus apprqval of the
central Government it may be increased to Rs. 100
crores by the Reserve Bank. The issued capital will be
Rs. 10 crores which may be increased from time to time
by the Reserve Bank with the previous sanctiah'bf the
Government of India. The entire issued czpital will be
subscribed by the Reserve bank. Apart from the initial &
share capital of Rs. 10 crores, the IDBI will receive an

interest free loan of Rs. 10 crores from the central

. Government repayable after a peried of 15 years in 15

equal instalments like the loans grunted to the ICIC and
Agricultral Refinance Cowrporation on more or less similar

terms.
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The financizl resources canh be supplementaed

by further loans from the central Government on the

usual terms and conditions,

by sales of bonds and debentures with or without state

guarantee the amount of which need not bear any legally

fixed ratio to the capital and reserves,

by advances from the Reserve Bank for periods upto 9

years on the s%curity of commercial bills or promigsory

notes bearing two good signatures,

by borrowing on long term from the National Industrial
credit ( Long term operations ) Fund to be set up by
the Recerve Bank, on the lines of the National Agricult- .
ural credit ( long term operations ) Fund, by making

an initial centribution of Rs. 10 crores and such further
sums of money as the Bank may contribute every year.
Provided that the annual contribution during each of the
five years commencing with the year ending June 30, 1965
shall not be less than Rs. 5 crores,
by obtaining normal banking accommodation from the
Reserve Bank for periods up to 90 days against tructee
secu¥ities,

by accepting deposits of the maturity of not less than

"one year and finally,
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by the receipt of gifts, grantes ;donations and
benefactions from government as well as non goverhment
sourcess Thus, it is clear the sources of finance for
the IDB will not only be far wider than those of the
IFC but the amounts available will be considerably .-
larger and the period of availability will also be

1onger.2

UN1QUE FEATURES @

The IDBL, as a development bank, is endowed

with certain unique features.

WHOLLY-OWNED SUBSIDIARY OF KBI :

W e e WD e G M S g SV D A e N ML MR S e e VD S A G S G . S

The first unique feature of the IIUBI is that it
was started as a wholly-owned subsidiary of the Reserve
Bank of India ( RBI ). In terms of the Public Financial
Institutions Laws ( Amendment ) Act, 1979 it has been
delinked from the RBI with effect from 16 Feb. 1975,
and the restructured IDBL has been designated as the
principal financial institution of the country for co-
ordinating in conformity with national priorities, the
woiking working of the institutions engaged in finan-
cing promoting or developing industry, for providing

credit and other facilities. The primary objective
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of the delinking was to enable the RBI to concentrate

on proper discharge of its central banking functions.

On the one hand, and to enable the IDBI to grow into a
development agency on the other. This basie change in
the IDBI has led to quite a few changes in the structure

of the IDBI as well as other financial instutions.

The ownersirip and control of the IDBI as passed
on from the Reserve Bank of India to the Government
of India. Further, the reconstituted IDBI is managed
by a'separate Board of Directors comprising representatives
of financial insthtutions, and public sector banks and
experts in different fields. Also, in keeping with its
new role, & wider range of»industrial activities has
been brought under its purview. In addition, the 1DBI
is guided in the discharge of its functions by such
directions in matter of policy as the government may

give it in writing.

Apart from restructuring the IDBI it self, the
inter-institutional relztionship haé also under gone
significant changes conseguent upon the IDBI's delinking.
For instance, the share capital of the SFCs held by
the RBI has been transferrered to the IDBI as also

the responsibility for their supervisbon. In matters
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where the state governements were required to consult
the KEI they have now to consult the IDBI. For
instance, in regard to the aprointment of the Managing
Directors, the state governments have to consult with
and obtain the advice of the IDBI, instead of the RBI
as was being done hither to. Moreover, a SFC has to
obtain the pr}or approval of the IDBI before borrcwing
meney from the market or from the RBI or from the

public in the form of fixed deposits.

The initial capital contribution of the REI to
the Unit Trust of India has been trzansferred to ITBI
as a part of the delinking process. The appointment
of the Chairman of the UTI is now to be made by
government in consultation with the IDBI, before
delinking of the ILUBI £H8 appointment was made by the
RBI. Further, the appointment of an Executive Trustee
and the nomination of four other Trustees, hither to
made by the RBI, will now be made by the Board of
Directors as also of the Investment Committee have
been increased by one each to enable the IDDI to be

represented on the two bcdies.

AN APEX IN-STiTUTION s

- e S e ww e T G @S T S me e ww

The second unique feature, related to the first,

‘is that the IDBI has been assigned the role of an apex

6538
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institution. Apart from the organisational link, it
has devised a wide variety of mechanism for perform-
ing its role as an apex development bank. It has been
vested with the responsibility of strengthening the
resources of the financial institutions including
banks. This function is perfeormed by (1) reffinancing
industrial loans granted by eligable financial institu-
tions like thé IFC, SFCs énd banks and so on, (ii) re-
discounting of machinery bills and (iii) Subscription
to the share capital and bond issues of SFCs, IFC,
ICICI and XRCL. The role of co-ordinator at all

India level is being performed through the machinery

of a monthly Inter-Institutional meeting of the Heads
of all the Yinancial Institutions under IDBI's leader-
ship since September 1365, The broad policies in the
field of project financing are discussed gnd coordinagt-

ed and action taken with regard to fin@ncial and techni-

cal assistanceg on a consortium basis for large as well
as medium projects in these meetings. Besides, there
is an fortnightly meeting of the senior executives to
expedite decisions on various matters and, adoption
of 'Lead Institution' in the sphere of both appraisal
and follow up. The areas of coordination have been
gradually extended. Appraisal and supervision of

projects assisted on a joint participation basie are
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being coordinated so as to avoid duplicaticn and undue
delay. A uniform basis for collection and precescsing
of project data is being followed. All the development
banks have adopted common Loan Applicationy Form as
also standard Loan Agreement to avoid delays in sanct-

ions and disbursal of ascistance.

OPERATIONAL FLEXIBILITY

- e T e -

The third special features of the IDBI is that
ites statute engbleg it to have considerable cperationa-
tional flexibility in order to undertake all types of
finanéing and developmental roles. 1In regard to the
amount, forms of assistance, size and lezal stdtus of
units, it has complete freedoms In other words, it can
finance all types of industrial concerns. There are
no restrictive provisions in the IDBI Act regarding
the nature and type of security to be obtained. Also
no upper or lower limit of assistance for iteself or
any concern has been prescribed though for operational
reasong certain criteriz are kept in view. Since ITBI
has been created, inter alia, to cupnlement activities
of finéncial institutions, it normally perfers not
to ageist directly projects whoge need could be met
by other financial institutions. 1It, thus, concentra-

tes on large and complicated projects involving huge
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capital outlay or sophisticated technology aé al so
projects promoted by technician entreprenelrs,projects
in less-developed areas and those exploring new areas
of technology which might not find ready support from
other financigl institutions. A special fund called
the ®mk Development Assistance Fund has been set up

by the IDBI under its statute for assistingAwith the
prior approval of the government, specially deserving
projects to which the other financi-l institutions

are not likely to provide the requisite finance in
ordinary course of business. The 1DBI has also been
guthorised to. plafn, promote and develop industries

to fill gaps in the indusctrial structure in India.

To make it truly developmental institution, IDBI ig ex-
empt from payment of any taxes. The 1DBI has been con-
ceéived as an agency to Promote widely diffused and
egalitarian procesc of industrialisation consictent

with the socio-economic objectives of the state policy.

FXPORT -1MPORT BANK COF THE COUNTRY :

Y e B e . - e - o . e S W S

Finally, ancther operational feature of I1IDBI 1is
that it functions as the Export-Import Bank of the

country. It provides export finance through the scheme
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of directparticipation, refinance of medium term export

credit and overseas buyer's credit.3

In vrief, in view of the pivotal position of
the 1DBL, its role with regard tc the supply of term
finance can appropriately be said to be g kin to that

of the KBI in the field of short - term finsnce.

the same position in the field of development banking
as is occupied by the KRBl in the field of commercial
bankinge Probably in no other cruntry of the world any
development bank has been elevated to the Position of
being a counter part of the central banking authority
of the country. Such is the position of the IDBI in

Indiag today.

OBJECTIVES AND FUNCTIONS

. - - T o M - W - — - - - -

The existing inétitutional frame work for induc-
trial financing was considered by Government as well
as the Reserve Bank of Indig to be inzdeguately equipp-
ed for carrying the additional burden of financing
industrial growth in the various séctors in the conming
years of the rapid process of industrialisation. It
had to be re-adapted to the wider horizons as envisaged
under the Fourth and subsequent plans. The establish-
ment of the 1DB was thus called .for, according to the
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Governor of the Reserve Banke. Who is the Chairman

of the LD3's Board of Uirectors, not only to co-ordinate
the operations of the various termlending institutions
but also to promote really large-scale enterprises which
required the mobilisation of the resources of the several

financing agencies including tle capital market.

The ro}e of the Bank has been envisaged by its
Vice-Chzairman. Who is a Deputy Governor of the Reéerve
Bank, as the apex of an integrated structure of banking
and financlal institutions catering for the long term
and medium term financial reguiremente of large scale
and medium sized industry. It will not compete with
but will complement and supplement the operations of

other financial agencies.3

A close examination of the business assigned to
the 10B shows that it will function first, as a co-

ordinating agency.

Secondly, as a re-financing device, thirdly as

an instrument of direct financing, and last but nor

least, as a promotor of Key and other industries.

The statement of objects and reasons makes it
clear that it has been designed to co-ordinate the

activities of all the institutions which are or may be
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concered with the financing of industrial development. As
has already been pointed out, the existing agencies for the
provision of industrial finance are frequently operating

in the same field, with hardly any demarcation of their
spécific spherea of activity, they may be competing with
each other, and their functions are also over lapping. It
was considered necessary to establish a proper relationship
among the various "industrial financing institutions ameng
the-vardens irdust¥ier—finaneing institubtions and to provide
leadership to all of them-by a central co-ordinating agency.
But the IDB will have to co-ordinate the functions and work-
ing of institutions which are mature and have already gath-
ered a great deal of experience in their particular fields
and some of which can themselves assume the responsibilities

of a co-ordinating agency.

The I1IUB of India has not however been conceived as
a merely co-ordinating agency. It will function as a
development financing institution as well. In its capacity
as a financial corporation, it will (1) grant loans and
advances to any industrial concern, (2) Subscribe to,
Purchase or underwrite the issue of stocks, shares, bonds
or debentures of any industrial concern. (3) be entitled
to have at its option loans, advinces or debentures con-
verted into equity stocks and shares of that concern, if
so desired, (4) guarantee, (i) Loans ralsed by industrial

concerns which are floated in the public market, or (ii)
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(ii) raised from scheduled banks, state co—opérative bank s,
the IFC, the SFCs or any other Financial institution noti-
fied for the purpose by the central government, (iii)
deferred payments due from any industrial concern and

(iv) obligations of any scheduled bank, state co-cperative
society, the IFC, the SFCs or any other financial institution
notified by the central government in this connrnection, ari-
sing out of or in connection with underwriting the issue of
stocks, shares, bonds, or debentures of any industrial
concern and finally (%) accept, discount or rediscount bills

of exchange and promissory notes of industrial corcerns.

3.12 As a refinancing agency, it will refinance (i) 1long-
term loans repayable between 3 and 24+ years which may have
been granted by the IFC, SKFCs or any other notified fin-nc-
jal institution to industrial concerns, (ii) Medium term
loancs repayable between 3 and 10 years granted by any
ccheduled or state co-operative bank to an industrial
concerns (iii) 1loans repayable between 6 months and 10
years granted by banks and co-operative societies and
financial institutions like tne IFC, SFCs etc. to industrial
concerns or group of industrial concerns in connection with
the expor£ of capital gocds or other commodities from India.

As a result of refinancing functions ascigned to the 1D,
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the existing Refinance corporation for Industry will
clearly become superfluous. Frovision has been made in the
statute of the IDB to enable it to acquire the RCI on a

date to be fixed by the centrzl government. The corporation
has already been acquired and cenverted into a wholly owned

subsidiary of the 1DB.

Developnent, Bunks however are not purely financial
institutions. An i@portant aspect of the functions of such
banks related to non-financial promotional and entreprene-
urial activities. In line with development banks working
in other underdeveloped countries the IDB of India will
plan, promote and develop industries to fill the gaps in
the country's industrial structure, provide technical gnd
administrative ascistance to any industrial concern or any
person for promotion, mgnagement or expznsion of any industry
and underteke market and investment recearch and survey and
carry out techno-econonic studies-5

CONCLUDLLG OuUSERVATIONS ¢

il e L R P R e e )

The charter under which the 10B of India has been
established is rather simple and short in comp=zrison with
the elaborate status setting up development banks elsewhere
or the IFC, SkCs and N_.DC in India. Provisions relating

eWrightsgin case of defaults, enforcement of claims, the
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period for which accommodation will be granted, the limit
of accommodation, the kind of security to be accepted,
relaization of security, and finally the debtequity ratio
wﬁich are so meticulously laid down in such statutes have
not been written down in to thecharter of the IDB. Wherezs
in the case of development banks generally, sucha as the
ceylon DEC, the XKB8kAN Indian IFC and the IDB of Csnadz,
from which the concept of central bank ownership and
management has been borrowed, it ic obligatory to establi-
sh a reserve funds, it is only optional for the Indian
institution. The Bank has thus been allowed consgiderable
discretion and freedom to exercise its judgment =znd

pur sue flexible policies.
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