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BUDGETARY RELIEFS NEEDED FOR FURTHER
ECONOMIC GROWTH '

ik Resesve Baxe R By

arrency and Finance, 1975-76,
reflects the satisfactory state of
our economy during the year
imicler roview. Thonks to viporoos
clforts, the price level bobween
wne 1975 and June 1976 declined
y 3 per cenl, in contrast lo a
rse of 278 per cent in 1973-74
and O.7F in 1974-75. The manthly
price indices recorded a fall of
6 during July, 1975 — June, 1976,
& aguinst an actwal rise of 16.8
per cent in 1974.75. The price
sinbility, in tum, created an en-
virgnment of confidence, ensured
mereased  availability of  goods
el indhuced a greater measure of
savimgs andd investment  during
the perigl,  Agricultural produc-
tiom went up by 8% and ndustrial
oubput by 4.4%, though a 10%
growth in the output was achiev-
ed in the Core Sector.

Though money supply expanded
by LLTF during ﬂ year, a8
against 645 during 1974-T5, the

expansion was necessitaled by the
need for financing & larger agri
oultural  and  industrial  output
ol for matching the sizable in-
Bvwe of foreign exchange, It s
noteworthy  that the credit ex-
tended by the Reserve Bank to
the: bl - actually de-
dlined, The reversal of the infla-
tinnary trend helped o acoelerate
investment  in the private sector
by wav of new capital issnes aml
b the public sector throush the
nprward  revision of the Plan in-
vestments. As a result, the growth
i the Matinnal fncofme, in berms

of 1960-6]1 prices, is estimated ut
5.5 per cent and In per capila
income by 3.5%

Our exports scaled new heights
mnd reached Ra 3,2 crotes, re-
cording an 18 per cent increase
over those of last year, but our im-
ports rose ko Rs, 5,158 crores, re-
sulting in a trade deficit of Rs.
1,216 erores as against Rs, 1,180
erores in the previous year. The
foreign exchange reserves, how-
ever, stood at Rs. 1,592 crores,
thanks to the withdrowals from
LMF. and the spectaculur inflow
of aid during 1975-76. The fore-
going summary of the economic
indices encourages the hope that
the economy is poised for a sound
angd steady growth.

However, the tremds since June
1976 -have been  disturbing wod
call for vigil and caution. The
whalesale price index which stond
at 2052 iy the week snded Dec
13, 1975, has risen to 315 in the
week ended Deec, 11, 1976, regis-
tering an increase of 67% The
rise in prices since March 1975
has been about 10%, which cancels
a considerable part of the price
decline registered  botween Sep-
tember, 1974 and March, 15876, A
scrutinv _ of the items  dizcloses
that. while foodgraing, fresh fruits
and vegetables, milk and milk
procluets  have registered a de
cline in prices since  December
1975, the prices of edible oils
have increased hy 40 per ‘cent,
sngar and allied products by 14.3%
and fish and meat by nearly 5%
Among industrial materials, - che-

o

micals registered a decline of 10
PHT: h:«ent, while :'nbdugil]'in! mate-
rials hove gome up by 30 per cenit.
It wrould, tbam’rgu'a. appenr that
the price incréases are ‘sectinmal
rather than general amd that mea-
sures have to be taken to tackle
the situation on that bosis, The
Goverriment has already initiated
remedial action sich as import of
edible nils, staggering of sugar ex-
Pé:rtu. ete, The need today is to
nerease suppligs of materials in
shortage, rather than * lighten
money supply, ecausing needless
mémetary skringency and- curhing
productive activities. With -u- fair
agriculbural erop in prospect and
a handsome boffer stock of 16-18
million' tonees, the base is strong
and gound and only the shortages
in specifed Aelds call for reme-
lial - measures.

The Reserve Bank estimates
the rise in industrial output be-
tween January and August 1976 ot
12% and a final overall growth of
9% during the wvear. The report
recognises that the higher output
has heen achieved hy fuller utili-
zation of capacity and that if
higher mates of inelustrinl growth
have to e achieved additions to
capacity will have to take place.
Tt is obvious that without fuether
installed capacity, a higher rote
‘of growth cannot be achieved and
that in tuny without frther in-
vestments,  additinnal  capacity
eannotbe created, 1t is stated that
the new eapital issues by non-
Government Public Limited com-
“panies reached Rs. 99 crores in



1975, as compared to Rs. 585
CToTes im lﬂl'i-:. In ﬂlﬂm:é?;hﬁ
our needs, the figure is n i

and unless l]nu_gitnl‘marketis

NECEEAry

may not be forthcoming. The
capital market is admittedly slug-
gish and efforts to stir it into
activity is a condition precedent
to any further investment and ex-
pansion. Like the reliefs in per-
gonal taxation granted last year,
some relief in corporate taxation
is clearly indicated during the
forthcoming Budget. Whether it
should be by way of waiver of
surcharge or by way of reduction
in the general rate is for the
Finance Ministry to examine from
fizscal and administrative consider-
ations.

We are not sure that even if
relief in eorporate  tavation - is
given, the market will revive. The
stagnation in the market is trace-
ghle to the receding purchasing
power with the masses. Accord-
ing to the Year Book of Labour
Statistics, [L.O., 1875, wnem-
ployment as per the live Register
of Employment Exchanges in
India, rose from 59,27 622 in 1972
to 8378276 in 1974, The Unrepis-
tered Unemploved are many times
over. With larme masses of peonle
lackini the wherewithal to buy
even the barest nercessities of life,
demand  stimulation s mo easy
matter, Massive programmes of
rural and semi-urban emnlovment

have to get a higher priority in.

our plans than hitherto, Thanks
to the inflation, heavy excise
duties, super-imposed  sales tax
cranging  up to 16F on the top,
India has hecome &  hich cost
economy, Manv of the products
are hevond the reach of the
maiority of the population, Mo
demand  stimulation is

without cost rednction, The Tha
Committes, which is wokine into
the structure of indirect toxes,
may throw valuable suggestions
im this rewsnd,

To sum up, we feal the sconomy
iz strone and poised  for arowth
and develppment bt that it will
not hanmen of ity own socord. un=
less anmronriate action s initiated
to stirmlate  baoth demand and
investment. j

—R. Venkataraman
C[E-12-1876)

SWARATYA, January § 1977

TWO DECADES OF LIC: A REVIEW
Prof. L. G. BAPAT

surance Corporation (LIC) com-
pleted the first two decades of its
working, The time seems to be

portune now o take stock of
:Eu LICh

progress in  these 20

IS '

The creators of the LIC ex-
pected it to mobilse the scattered
savings of the people through a
rapid pypansion of business and
make them available for invest-
ment in our successive fve-year
plans, This expectation has been

only partly realised, As pointed-

out by the Union Minister for
Finance, Mr. Subramaniam, in
Wew Delhi on September 1. 18706,
at the time of nationalisation the
expectation was that insurance in
India would !gmw in a deeade 1o
a per capita level of Bs, 200 From
Rz, 25 in 1855, Bul now it was
found that it had  taken nearly
two decades for the LIC to attain
that level. As  admitted by its
chairmen on verious  oocasions,
the LIC has touched only the
fringe of the problem.

Heawy Lopses

It was expected that under the
national set-up, la af husi-
ness immediately after it iz con-
tracted would be reduced substan-
tially, Before 1856, the lapse
ratio waz 9.1 per cent. No doubt,
it declined mors or less continu-
ously up to 1972, However, it has
bheen nsing since then. The net
lapse ralin, which was 1T.7 per
cent before nationalisation, arain
stoad at 17.1 per cent in 1974-75;
i.e., almost at the same old level.
It is found that as much as 28
Eor cent of the business written

pwm in any one year lapses dur-
ing the subsequent four vears
torether. Ont of the new buesiness
of Bt 1924 croess  uncerwritten
In 1973-T4, the business of Rs, 327
croves wag losk in 1974-75. This
is indeed a verv heavy loss, both
to the LIC and its policvholders.

The LIC apents are paid 23 per
cent of the frst wear’s premium
amount a5 commission for securins
new business, Hence, they tend
to press I:ha puli::vlmlde-rﬁ;u insire
bevond his premiurm-paying capa-
city. The agents eam &' good

ol

commission bul a1 the cost of the
policyholder.  Hence, insurance
proposals  must be much more
closely serutinised by the LIC
hefore their aceeptance, Particu- -
larly, the capacity of the would-
he policyholder to ]pav the con-
tracted premia regolarly must be
rigidly checked. Those agents
whose proposals  show a much
higher rate of lapses than the
normal ratio should be punished
by way of fines or suspension of
their licences for two yeass or so
Such - unbusiness-Hke  practices
should be  declired  as methi-
and  wnfair Ty the LIC
The development officers, under
whom - such - agents  work,
should also he held respon-
sible for lapses and ealled upon
to explain why the policvholders
of lapsing policies suddenly fnd
themselves in a position wherein
they eannot pay the premium
nmy more, This situation  cannot
be' cured unless  some  drastic
steps are taken by the LIC early.

Expensa Ratio Still High

Efficiency of the insurance
business s measured in terms of
the expense ratio, i.e., the ratio of
ET:!!FCDBH b the preminm income,

g expenie ratio wos 318 per
ecent  before nationalisation, [t
declined  after the formation of
the LIC, but has again gone up
to 30,48 per cent by 1974-T5. Aftes
nabticnalisation, 245 different in-
surance units were hrought under
gne roof. This was expected to
mrake rationalisation and improved
administrative  procedures  possi-
ble. Elimination  of unnecéssary
duplication was also expected, As
e husiness  expanded by 26
tires andd the tota! business by
13 times, the advantages of large-
scale operations  and spread of
fixed costs over a large base have
becoms possible, Henee, a sub-
stantinl reduction in the overall
expense ratio should have been o
fact. Tt has not been s,

At present, the LIC's expenses
are riging faster than its income,
This, between 1057 and 1976, the
Comporation’s  premium  fneome
increased, by 9 per cent from
.Rs, 58.55 erores to 388 crores. But



