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Speech
VENTURE CAPI TAL AND TECHNOLOGY DEVELOPMENT IN

| NDI A

AN AGENDA FOR DELI BERATI ONS*

Y. V. Reddy

| thank the organi sers, andinparticul ar
ny seni or and respect ed col | eague M. Nayak,
for givingnethi s opportunity tobewth you,
and del i ver the keynote address at this
National Venture Gapital Seminar.

| amhappy to observe that the Gentre for
Technol ogy Devel opnent (CID), under the
gui dance of its emnent Governing Board, is
f ocussi ng on t he devel opnent of Karnat aka’ s
technd ogy infrastructure. | alsonctethat the
CIDhas set upthe National Venture Gapital
Forumto pronote venture capital inlndiato
ensur e t he devel opnment and conmmer ci al
vidilityd itsthrust aress.

Wiat tenpted ne t o cone over here was
not only the persuasi ve abi | ities of M. Nayak,
but al so the i nportance of financing
t echnol ogy devel opnent inIndia | al so have
speciad interest inverturecapital businessin
our country sincel was invol vedin pronoting
venturecapital fundsininda—inlate* 80s.
Honestly, | feel that the growth of venture
capital business andits contributionto
t echnol ogy devel opnent has not been up to
the expectations of sone of us, who cancla m
tobeearlybirdsinthis adverture.

| wouldliketojoinyouinexploringways
of acceleratingthegronhof venturecapital,
special ly inthe context of technol ogy
devel opnent .

What is Venture Capital ?

Venture capital financingis commonly
associ ated wi th provi sion of equity
investment for atine periodinsnall/
nedi umbusi ness w th hi gh grow h potenti al
and hi gh reward but whi ch coul d entail high
risk. Snplystated, Venture Gypital (MJ is
high-risk, high-returninvesti nginsupport of
busi ness creation and growth. It i s noney
provi ded, often by professional s, who i nvest
al ongsi de i nnovat i ve ent repreneur s i n young,
rapi dly grow ng conpani es that have a
reasonabl e, though not assured, potential to
devel opintosignificantly profitad e vert ures.
Nturally, venturecapital financingis very
different fromtrad tional sources of i nvesting
such as | endi ng and borr ow ng, devel op-
nental financi ng or stock narket investing.
Venturecapita financingfillsavoidleft by
thetraditiona financia institutionsinhigh
risk, highpotentia andinnovative vent ures.
Infact, venture capital busi ness denands

* Keynote Address by Or. Y. V. Reddy, Deputy Governor, Reserve Bank of Indiaat the National Venture Capital
Seninar organi sed by Gentre for Technol ogy Devel opnent, at Bangal ore on August 2, 1998.
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skills, attitudes and systens very different
fromthose of traditional financial
interned ari es.

Such vent ures are nost |y pronot ed by
what | may cal |l ‘1deas-Peopl e and are
general Iy i n newand hi gh t echnol ogy ar eas.
S, providers of venture capital invest noney
and al so assi st wth nanagerial or narketing
i nput s whi ch t he | deas- Peopl e usual | y need.

Aventurecapitalist ofteninvests before
thereis area product or conpany, though
capital tostart upaconpany initsfirst or
second st ages of devel oprent i s al so
common. VW& need not rul e out financing
expansi on of conpani es that are al ready
selling their product. Sone venture funds
speci al i se inacquisition, turnaround or
recapitalisationof public and private
conpani es that represent favourable
i nvest nent opportunities.

Inbrief, thereareinthisbusiness, dearly
twopllars, viz., venturecapitdist wo cones
forvardwth fl exi bl e fi nanci ng ar r angenent
and | deas- Peopl e who corre forward with
hi gh-ri sk, potential |y hi gh-return busi ness
opportuni ti es.

Thereisathirdpllar dso viz, size Large
sizedenterprises caninternalisetherisk and
return. Hence, typically, this businessis
identifiedwth financing of snall and
nedi umsi ze uni ts.

Inthis scenario, peopl e canask, what rd e
has afourthpillar, viz., initiative of
Gvernnent or the RR policy? Snply stat ed,
itisafadlitao rde Mbrief hereistofocus
onthefacilitator roleof public policyin
enabl i ng and f ost eri ng econom ¢ grow h
aoundthethreepllarsviz., venturecapitd,
t echnol ogy and si ze (snal | / nedi un) .
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Let me begin by recalling howthis

facilitator roevas playedby pudicpdicyin
other countri es.

International Experience in Venture
Capital

Theoriginof thefornal venture capital
industryinthe Lhited Satesis usually
traced to the formati on of American
Resear ch and Devel opnent in 1946.
However, funds flow nginto the venture
capital industry and t he nunber of active
venture organi sations increased
dranatical ly duringthe |l ate 1970s and earl y
1980s. Minportant factor attributedtothe
increase innoney flowngintothe venture
capi tal sector was the 1979 anendnent to
t he “prudent Man” rul e gover ni ng pensi on
fund i nvestnents. Prior to 1979, the
Enpl oyee Retirenent | ncone Security Act
(ERISA) limted pension funds from
i nvesting substantial anounts of noney
intoventure capita or other highrisk asset
cl asses. The anendrnent al | owed pensi on
funds to i nvest in high-risk assets,
including venture capital. Thus, whilein
1978, pension funds supplied just 15 per
cent of venture capital funds, currently over
50 per cent of investnentsinventure capital
cones frominstitutional public and
pensi on funds, w th the bal ance com ng
fromendownent s, foundati ons, insurance
conpani es, banks, individual s and ot her
atities.

Accordi ng to dat a publ i shed by Vent ure
One Cor poration, anmount invested by
venturecapitalistsinUsindustry i ncreased
fromb7billionin19%to$1L 5hillionin1997.
d this, $7.1billionwasinvestedinthe
I nfornat i on Technol ogy i ndustry, $2.6billion
inFalthGreand$1 7hbillioninRetail ad
Gonsuner i ndustry.
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The Snal | Busi ness | nvest nent Conpany
(B Q programme establ i shedinthe USAin
1958 to fund privat e organi sati ons that nake
equity and debt i nvestnents inyoungfirns
was responsi bl e for much of theinitial
formation of high technol ogy firns.
Conpani es such as Digital Equi prent
Cor poration, Apple, Federal Express,
Conpaq, Sun M crosystens, Intel and
M crosoft are successful exanpl es of
conpani es that recei ved verture capital early
intheir devel opnent.

The I sraeli Government initiatedtwo
programes t o encour age venture capital
funds in 1991, whichledtoincreasein such
funds from$29mllionin1991to$550 mllion
in1997, aswell asaspurt ininvestnent in
hi gh t echnol ogy conpani es.

S ngapor e aggr essi vel y began pronot i ng
vent ure capi tal funds by providing tax
i ncentives and t hrough ot her neasures in
1995, whichledtoadramaticrisein
i nvest nent activity in hightechnol ogy R&D
agivty.

Growth of Venture Capital in India

Now, | et us see howwe went about
pronmoting this businessinlndia Gventhe
virtual nonopol y of public sector financial
institutions andinparticul ar Devel opnent
Financial Institutionsinthe financial
internediationuntil the reformperiod of
1990s, theinitiativesfor venturecapita a so
vere taken by them 1n 1975, venture capital
financi ng was i ntroduced by the al | -1 ndi a
financid institutionswththeinauguration of
the R sk Gapi tal Foundati on (RF) sponsor ed
by Industrial H nance Gorporationof India
(IFQ) to suppl enent pronoters’ equity as
neans of encour agi ng t echnol ogi sts and
prof essi onal s t o pronot e newi ndustries. In
1976, the seed capital schene was i ntroduced
by I ndustrial Devel opnent Bank of I ndia
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(I08). Wntil 1984, venture capital took the
formof risk capital andseedcapital.

The Technol ogy Pol i cy st at enent of the
Gover nnent i n 1983 set t he gui del i nes for
technol ogi cal sel f-rel i ance by encouragi ngthe
conmer ci al i sati on and expl oi tati on of
t echnol ogi es devel oped i nthe country. In
1984, Industrial Oedit and | nvest nent
Gorporationof India(1AQA) decidedto
allocatefunds for enterprisesinval vingrisk
and highprofit potential andin 1986, it
| aunched a venture capital schene to
encour age newt echnocrat s i n t he ener gi ng
fieldsof highrisktechnd ogy.

To popul ari se venture capi tal financi ng,
the governnent took afornal initiativeand
announced the creation of aVenture Gapital
Fund (MOF) in Decenber 1985. The VOF was
toprovide equity capital for pilot projects
attenpting coomerci al applications of
i ndi genous t echnol ogy and for adapti ng
previously i nported technol ogy for w der
donestic applications. The Fund whi ch
becane operational in April 1986 is
admni stered by | CBl. The sour ce of fi nance
was the cess | evied on al | paynent s nade f or
pur chase of technol ogy f romabr oad.

Thefirst attenpt to frane conprehensi ve
gui del i nes gover ni ng venture capi tal funds
was nmade i n 1988-89. Even under these
guddines, olydl Indafinacid imstituioms,
al | schedul ed banks i ncl udi ng f or ei gn banks
operatinginindia andthesubsid ariesof the
above vereeligibletoset upventure capital
f unds/ conpani es. 1 n 1988, | FQ sponsor ed
RFwas convertedintothe R sk Gpital and
Technol ogy H nance Gorporation of I ndialtd.
IN1989, Lhit Trust of Ind asponsored venture
capital unit schenes. Sate Bank of I ndiahas
aventure capital schene operatedthroughits
subsidiary B CGyps. 1A flagged of f a new
vent ure capi tal conpany cal | ed Technol ogy
Devel opnent and | nf or mat i on Conpany of



730 Reserve Bank of India Bulletin

India (TDIC) with the objective of
encour agi ng newt echnocrats inthe private
sector inhighriskareas. Ginara Bank has set
up a separ at e Asset Managenent Conpany
(AMD toundertake venture capital financi ng.
The first schene fl oat ed by Ganar a Bank had
partici pation by Vérld Bank. About the sane
ting, two Satelevel corporations, viz.,
Andhr a Pradesh and Quj arat al so t ook
initiativestopronote venture capital funds
and coul d obt ai n Vér | d Bank assi stance. A
forei gn bank set up a Venture Gapital Fund
in1987 Inaddition, other public sector banks
have participatedinthe equity share capita
of venture capital conpanies or investedin
schenes of venture capital funds.

As ref ormprogressed, consistent wth
general trends, local publicsector’sroewvas
i ncreasi ngl y suppl enent ed by | ocal private
initiativesinventure capital al so. Mre
i nportant, resources frommultil ateral
agenci es | i ke Var | d Bank wer e suppl enent ed
by foregninstitutiona investors.

Status of Venture Capital in India

As at end- Decenber 1996, accordingto
Venture Gpital Associationof India, 140of its
nentoer s had set up 17 funds. Thetotal pool
of funds avail able toits nenbers was
Rs. 14,019 mllion. Inearlier years, nuch of
venture capital financi ngwas contributi ons
fromfinancial institutions followed by
nmul til ateral agencies and thenthe private
sector. This trend has changed i nthe | ast
coupl e of years w th many of f shor e based
funds enteringthis arena. Reflectingthis
trend, of thetotd funds avail abl e, 39 per cent
canefromall Indiafinancia institutions, 33
per cent was contributed by foreign
institutional investors and over 12 per cent
by nul til ateral agencies. Qher contributors
of course were banks, public and private
sector organi sations, insurance conpani €s,
mitual funds, etc.
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As to be expected, na or part of venture
capital investnentswereinthe formof equity
issues. @ thetota investnent of Rs. 6,729
mllionin622 pro ects, about 61 per cent was
intheformof equity, 21 per cent was by way
of convertibleinstrunents and 6 per cent in
non-converti bl e debt. Redeenabl e pref er ence
shares and ot her i nstrunents of finance
i ncl udi ng tenporary and bri dge | oans
accounted for the bal ance.

Wiat is, however, sonmewhat surprising
isthat inrespect of conputer software or
serviceindustry ingeneral, wich are fast
growi ng and where we have strength,
venture capitalists did not findthem
attractive. Investnent inindustrial
product s and nachi nery account ed for 29
per cent of theinvestnent, fol | oned by 13
per cent inconsuner rel atedindustry, about
8 per cent in food and f ood processi ng
industry and 7 per cent in conputer
sof twar e and servi ce i ndustry. Thi s negl ect
of the fastest grow ng hi gh-tech sector
needs sone attention.

As regards participation of venture
capital by stagesin business cycle, najority
of investnents (42 per cent) vasinthestart-
up stage, fol |l oned by over 27 per cent in
| ater stages. Qnly 14 per cent of financing
was i n seed-stage. Thisis anatter for
satisfaction

Sze-wse, alargeproportionof venture
capital vent intosnall and nedi umunits and
therest tolarger units. It is necessaryto
recogni se that what we consi der to be snal |
and nmedi umis tiny by international
standards. Incidental ly, asnall scale
industrial unit inlindiaisdefinedasaunit
wthaninvestnent linnt of 5. 3crore. Infact,
as our econony i s poisedtobeinternationa ly
conpetitive, our definitions, at | east as
venture capital is concerned, need a second
| ook.
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Venture Capital and Technology Develop-
ment : International Experience

Internati onal experiencewthregardto
venture capital financing for technol ogy-
based firns has been mxed. Inthe WK the
per cent age of venture capital beinginvested
inearly-stagefinancingissnall. It has a
dedi cat ed seed capital sector whichis snal |
i nsize and i npeded by capaci ty constrai nts
and funding difficulties. Inthe USA the
Governnment pl ays an activeroleinthe
devel opnent and fi nanci ng of t echnol ogy-
based firns t hrough t he Smal | Busi ness
Adm ni stration programre which ains to
incressetheavailability of equity capita ad
| ong-termdebt to snal | busi nesses. Large
critica nass nakes it easier for technol ogy-
based firns t o obtai n appropriat e fi nance.
Institutional investors place substantial funds
wthventure capital funds. InGanada, both
formal andinfornal venture capital play a
verysignificant roeinthefinancingof this
sector, with fiscal encouragenent. In
Germany, it isreportedthat avery snall
proportion of venture capital goes into
t echnol ogy- based fi rns.

The Bank of Engl and i n Gct ober 1996,
publ i shed areport that describes thefinanci ng
envi ronnent for technol ogy-based firns in
the Kadidertifiestheparticd ar dfficuties
theyface. Thereareafewinterestingfind ngs
based on t hei r survey conduct ed t hr ough
interviews with directors and seni or
nmanager s at 59 t echnol ogy- based fi rns.
Fornal venture capital had been utilised at
sone st age of devel opnent by 32 per cent of
t he t echnol ogy-based firns; 14 per cent were
consi deringutilisingthefunds and 17 per cent
had been refused funds. Lack of
under st andi ng of t he t echnol ogy by vent ure
capital firnswas citedas asore point anong
nmany firns. Frns that had rejected the
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venture capital option were concerned wth
loss of control, highrates of returnor qui ck
exit routes expected by venture capital firns.
Qher rel ativel y conmon criticisns werethe
unw | I'i ngness of venture capital firnsto
provi de snal | anounts of capital andthetine
takentofinalisedeta | sandfundi ng. Rerhaps
we shoul d consi der asimlar survey inlnd a

Venture Capital and Technology Parks

An innovati ve proposal that provides
signifi cant scopefor |inkage bet ween venture
capi tal and technol ogy-based projectsisthe
concept of technol ogy park. The obj ectiveis
t o encour age t echnol ogi cal research, tofoster
transfer of such contents tosnal | and nedi um
undertaki ngs andto stiml ate the creati on of
new conpani es. Vent ure capi tal conpani es
are usual I'y housed i n t he t echnol ogy park so
that they cancl osel y screenthe vent ures they
are funding. Italy and t he WK have been
successful insetting up such technol ogy
parks. Inltaly an Area Sci ence Park was
establ i shed in 1992 and fol | ow ng thi s an
Envi ron Sci ence Park was set up in 1996. A
qui ck | ook at the LKnodel s indicatethat they
have est abl i shed t hree parks, viz., Gantori dge
i ence Park i n 1970, Minchest er i ence Park
in 1984 and Of ord Sci ence Park in 1991.

Inindia it is comnmendabl ethat under
inspiration fromShri Narasi nham Shri
Vaghul, Dr. Ganguly and others, 1A A has
deci ded to est abl i sh a Know edge Park in
Andhra Pradesh w th acti ve support fromthe
Chi ef Mnister of Andhra Pradesh. The
obectiveistofaornal |y put i nplaceanetwork
tofacilitateresearchin biotechnd ogy, drug
devel oprent, health care, infornation
t echnol ogy, environnment and ener gy
protection technol ogy and advance nat eri al
science. | understandthat 1GQ wll initialy
invest 5. 25croreincommoninfrastructure.
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Informatics : An Illustration in India

A the outset, one needs to guard agai nst
assumng that venture capital is synonous
w th fundi ng hi gh technal ogy but the | i nkage
isverystrong. Keepinginviewthe current
context, wecanillustratetheissuesre ating
to venture capital and technol ogy
devel opnent by anal ysing recent initiatives
ininfornatics.

The Finance Mnister inthis year’s
Budget Speech stated that “The
Gover nent have set itself atarget of
meki ng I ndia a d obal Information
Technol ogy Power and one of the | ar gest
generators and exporters of softwareinthe
worldwthintenyears.”

Inadditionto setting up a Nati onal
I nfor mat i on Technol ogy Task Force, the
Fi nance M ni ster al so announced fi scal
proposal s to support rapi d devel opnent of
thscuid setor.

The RBI constituted a VWrking G oup
under | eadership of Sate Bank of Indiawth
a task of framng fresh gui del i nes for
ext endi ng worki ng capi tal financetovarious
types of software units, includingunits
engaged i n the export of software. The
Vérking Goupidentifiedkeyriskfactorsin
financi ng softwareunits andthese are:

Frst, thereis an absence of tangi bl e
curet assets.

Second, the fi xed assets of software
conpani es depreci at e rapi d y and hence
obsal escence becones a naj or risk factor.

Third, lowinitial capital requirenentsin
software services translateintol owentry
barrier. Thishasledtomultiplicity of snall
and nedi umpl ayer s and consequent |y rat es
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o faluesarehgh

Fourth, the high turnover of nanpower
isanmaor riskfactor asit affects executi onand
conpl eti on of j obs.

Finally, there are risks in product
devel opnent si nce t he product coul d t urn out
t o be non- mar ket abl e or overtaken by a
sinnl ar product of aconpetitor.

Inny personal view theseriskfactors
seemt o be applicablefor al nost all venture
cyitd ativities.

The Wr ki ng G oup has gi ven a nunber
of suggesti ons whi ch are bei ng exam ned by
the I ndi an Banks' Associ ati onand | woul d not
liketopre-enpt their views by di scussingthe
reconmendat i ons here.

However, | will highlight two reco-
mmendat i ons of the VWrking Goup rel ating
directlytoventurecapita finance, for wder
debat e. S nce bot h banks and vent ure capi t al
conpani es encount er probl ens i n eval uati ng
theviability of the ventures, the Viérki ng
QG oup has proposed t hat an i ndependent
agency nay be set upw th offices at the
software activity intensi ve centres. The
agency rmay be assi gned t he functi on of
provi di ng techni cal support tothe financi ng
institutions, including venture capital
institutions. The Wrki ng G oup has al so
reconmended t he est abl i shnent of a Venture
Gapital Institution sponsored andjointly
owned by financial institutions, banks and
the industry to cater excl usively tothe
ener gi ng demand of the industry for
venture capital funds. Suchaninstitution
may al so i ntroduce hybrid financi ng
i nst runent s havi ng bot h debt and equi ty
elenents at the lender’s option, and cross
currency derivative products as a neans of
hedgi ng ri sk.
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G course, these reconmendati ons rai se
br oader 1 ssues :

F rst, whet her there shoul d be vent ure
capi tal funds excl usi vel y dedi cated to an
industry. Uhdeniably, innyviewthereisa
case for natural specialisation, though not
aprescriptivespecialisationor exclusivity.

Second, whet her there shoul d be speci al
hedging facilities permtted to venture
capital fundsingeneral or specialist ones
inparticd ar.

Third, shoul d we creat e i ndependent
agenciestoeval uateviability of ventures so
that banks and vent ure capital conpani es
can be hel ped? If so, are we doubting the
capabilities of our venture capital
conpani es?

Issues
in India

Faced by Venture Capitalists

| solicitedviews infornally froma
vari ety of sources includingthe Ind an
Vent ure Capi tal Associationand TD A
Ltd. onthe issues bei ng faced by vent ure
capitalists. Let ne, for record, recall sone
of them

First, benefits ontotal incone are
currently avail abl e to donesti c venture
capital funds under Section 10 (23) Fof the
I ncone Tax Act. Asit presently stands, the
Act requires that i nvestnents are nade by
Venture Capital Funds only in equity
i nstrument s, whi ch i nposes avoi dabl e
constraints. SEB, whichregul ates venture
capital funds permtsinvestnent inequity
and equity likeinstrunents. All over the
wor |l d, instrunments such as converti bl e
preference shares, fully and partly
converti bl e debentures are used for
fi nanci ng by vent ure capi tal conpani es.
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Second, accordingtothe Indi an \Venture
Capital Association, thereisnoregul atory
franework for structuring the funds. Mst of
t he donest i ¢ funds have been set up under
the I'ndi an Trust Act 1882. Wii | e donestic
funds arerequiredtofol | owSE qgui del i nes,
offshorefunds arerequiredtofol lowthe RR
Qui 0el i nes.

Third, Venture Gapital Funds are finding
exit fromtheir existinginvestnents very
difficult. Seps |ike conpany buyback w ||
partly sol ve t he probl em

Fourth, thereis apparently ananonaly i n
the tax treat nent between donestic and
of fshore funds. Gfshore funds are general |y
registeredin Muritius and do not pay any
t ax wher eas donesti ¢ funds have t o pay
maxi mum mar gi nal tax. Even anong
donesti c funds, funds settled by Lhit Trust
of Indiaaretotal |y exenpt fromtax. The
contentionisthat offshore funds whi chinvest
onlyinlargeindustries are exenpt fromtax
wher eas donesti ¢ funds that i nvest in snal |
and nedi umi ndust ry ar e t axed.

Fifth, again, the provisions of
Section 10 (23) Frestrict venture capital
conpani es fromi nvesting i nthe services
sector barring conputer software. Thereis a
strong opi ni on t hat tel ecommuni cati on and
rel at ed servi ces, conputer hardwarerel ated
servi ces, project consul tancy, design and
testing services, touri smrel at ed servi ces and
heal th rel at ed servi ces shoul d qual i fy for
exenpt i on under the Act for venture capital
i nvest nent .

Sxth, thereis a soaviewthat greater
flexibility shou dbenade avai | abletoventure
capital investnentsinunlistedsecurities.
Interestingly, evenforeigninstitutional
investors are permttedtoinvest inunlisted
debt i nstrunents.
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Seventh, wthregardto foreigndirect
i nvestnent inIndianventure capita funds,
thereisafeelingintheindustry that A FB
approval shoul d be di spensed w th i n respect
of investments invol ving quasi-equity
instrunents as al so for any i nvest nent t hat
resultsinlessthan 51 per cent owner ship.
Smlarly, it has been representedthat no
per mssi on fromt he RBl shoul d be requi red
for repatriationaof dividendsor for exit from
the i nvest nent .

E ghth, public provident funds and
pensi on funds shoul d be permttedto i nvest
sone portionof their corpusinventurecapita
funds wth proventrack record. Smlarly,
mut ual funds |i ke UTI shoul d al so be
pernittedtoinvest inventure capital .

Possible Agenda for Deliberations

Inthelight of this overview |et us see
what coul d be a possi bl e agenda f or
deliberationsinyou semnar. Deliberations,
| believe, woul dcover broader aspects such
as strategi es and approaches as al so

operational aspects.

g Isthegrowhof venture capita busi ness
inlnd aadequate, interns of our financia
as wel | technol ogical skillsandwth
referencetoother countries? If not, what
exactly are the reasons and what shoul d
be done?

B dventhe nature of venture capital
busi ness, shoul d we not encour age nor e
private sector participation, including
largeprivatesector corporatestoenter this
busi ness?

¢ Recognisingthat it isdifficult to
di sti ngui sh bet ween nanuf act uri ng and
servi cing, and our i ncreasi ng t echno-
| ogical strengthsinservicesector, howdo
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ve enabl e and encour age fl owof venture
capita inoservicesector?

d) Shoul d there be funds devoted to or
speciaisinginparticul ar techno ogy? In
any case, shoul d the country focus on
sone t echnol ogi es wher e we nay have
speci al skills, such as infornatics,
phar naceuti cal s. If so, what arethey?

¢ Should, for the purpose of technol ogy—
based i nnovat i ve vent ur es funded by
venture capital, the definitionof snall
industry bedifferent, andif so, wat are
the operati onal detail s and advant ages?

) Howdo we ensure a closer |inkage

bet ween centres of technol ogy such as
Institute of Sciences, |1Ts, research
laboratoriesbeit privateor pudic, anda
arge pool of NR scientists, technocrats
inthe WK USA etc. Canthere be an
ef fecti ve network bet ween our venture
capital conpani es and NR s over seas?

0 Hwdowe operationally ensurethat the
threeingredi ents of successful ventures
arebrought together, i.e., entrepreneurs,
resear ch support fromuni versities and
venture capital i sts? Gul dt he Know edge
Par k concept be appropriate and coul dit
be emul at ed by ot her S at es?

B Shoul d vent ure capital conpani es al so
devel op and di ssem nat e expertisein
pat ent regi nes?

)  Shoul d sour ces of fundingfor venture
capital bedversifiedtoincl ude pensi on
funds, etc. ? Bren assuming that thereis
no resour ce constrai nt now coul d there
be enabl i ng provi sionfor future needs?

) Inregardtouseof funds, istherealogic

for puttingrestrictions oninstrunents,
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i.e, equtyonlyor nounistedsecurities,
for i ncone tax or other purposes? Mre
generally, what isanideal taxreginefor
pronot i ng vent ure capi tal ?

R Wat is an appropriate regul atory
authority and an appropriate regul atory
regine for gronth of venture capital and
fl owof such capital for technol ogy
devel opnent ?

To concl ude, | have no doubt, that
pronoting venture capital alongwth strong
technol ogy i s key to the growt h of snal | and
nedi umbusi ness, productivity, enpl oynent
and overal | grow h of the econony. This
deserves a nati onal | evel focus, sonewhat
simlar tothe focus givento Infornation
Technol ogy by t he A anni ng Gorma ssi on.

For our part, inthe RBI, we woul d be
happy to strongly support a study of the
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t ype done by t he Bank of Engl and on
financi ng envi ronment for technol ogy-
based i ndustries, towhich| hadreferred
earlier. It isfor thissemnar toadvi ce us on
t he ways i n whi ch you woul d |'i ke t he RBl

t o sponsor or be associ ated wi th such a

st udy.

Inthiscotext, | reca | wat Gwernor, D).
B nal Jal an had sai dinhi s address “<ci ence
Technol ogy and Devel opnent” del i vered here
inBangal oreat thelnd anlnstitute of Sience
just a nont h ago.

“Inthelibera environnent, | et thousand
i deas of sci ence and t echnol ogy bl oomand
l et these be transcreated intoinnovative
ventures by our entrepreneurs. Indiahas the
tdet, theskillsandtheresowcestobeinthe
forefront of technol ogical revol utionthat is
taki ng pl ace i nthe newsectors of growthin
the gl obal econony.”



