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Dr. Suresh Chandra
It has become normal.

Shri B. D. Pande: All work and no
play makes Jack a dull boy. The Chair
should not side with the Government;
you are our elected ‘President’.

Shri Kamath: You have not put the
proposal to the House Sir.

Mr. Deputy-Speaker: 1 do not want
to put it to the House. The hon. Finance
Minister may move the next Bill stand-
ing in his name.

(Aurangabad):

LIFE INSURANCE (EMERGENCY
PROVISIONS) BILL

The Minister of Finance (Shri C. D.
Deshmukh) Sir, I beg to move® ¢

“That the Bill to provide for the
taking over, in the public interest,
of the management of life insurance

business pending nationalisation
thereof, be taken into considera-
tion."”

This Bill seeks to convert into an
Act the Life Insurance (Emergency
Provisions) Ordinance, 1956, which was
issued on the 19th January last. This
was the first and preFaratory step to-
wards nationalisation of life insurance in
this country. 1 shall now explain the
reasons which prompted Government to
take that major decision.

After reaching the decision to nation-
alise, Government considered the further
action, whether any interim mecasures
were necessary until Parliament discuas-
ed the relevant issues and passed the
necessary legislation. Normally, of
course, the procedure would have been
to introduce a Bill incorporating a pro-
vision that transactions entered into by
the management of companies after the
date of introduction could be reopened
by Government if it appeared that the
transactions were mala fide. While such
a provision would have been adequate
for dealing with most other ta)es of
business, we felt that it would be inade-
quate in the case of life insurance. Our
experience of the ways of the less scru-

ulous insurance management over the
ﬂast several years had convinced us that
such a provision would not prevent a
serious frittering away of the assets. In-
surance company managements would
‘have had recourse to a number of ways
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to enrich themselves, Perhapc at the ex-
pense of the policyholders, and may be-
even the shareholders. Transactions
could, be and almost certainly would
have been, back-dated and documents.
manufactured to cover even misappro-
priations that might have occurred till
then. Indeed complaints have reached:
my ears emanating from some manage-
ments that it was a pity they did not
have another 24 hours in order to ad-
just the accounts. The misuse of funds.
15 nof confined to a small minority, as

be evident from an extract from
a leading financial journal which I pro--
pose to read out. I may mention that
the journal is one which is strongly
opposed to nationalisation and had in
fact criticised in no uncertain terms.
Government's decision in the very issue:
from which this extract is taken. 1 am-
quoting now.

“Thirdly, some businessmen who
have been in the habit of specula-
tion in shares with the aid of insu-
rance companies under their control
have been caught unawares. The
practice of these persons has been
to buy or sell shares first without
telling the brokers on whose name
the contracts are to be made. If the
transaction resulted in a profit it
was recovered in their name. If,
however, it ended in a loss, it was
entered in the name of the insu-
rance company. It would appear
that at the time the Government
nationalised life insurance, some
of these speculators had a long po-
sition in a number of well known
counters or securities. As the Gov-
ernment gave no time for them to
adjust the books of insurance com-

anies, Mr. Deshmukh seems to
ave profited by his experience of
the demonetization ordinance. (That
was many years ago.) They had no
go but to liquidate their purcha-
ses.”

It is needless to comment on this very
clear description of one of the well-
known and well-established practices.
But apart from this negative aspect, that
is to say, preventing the further frit-
tering away of the assets, we apprehend-
od, and you will agree, not unreason-
ably, that even the better type of man-
agements would lose interest in their
companies. And during the period of
some five to six months which might
ela| between -the introduction of the
Bilfs:nd nationalisation, the interests of

*Moved with the recommendation of the President.
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policy-holders might suffer in conse-
quence, By taking over the management
immediately, we felt that Government
would be enabled to take the steps ne-
cessary to ensure both the normal work-
ing of the business during the interim
period and also the eventual smooth and
efficient integration.

Members are no doubt familiar with
some of the things we found out or I
should say we failed to find in insurance
companies. In the case of one company,
with the head office at Bombay, Govern-
ment securities worth probably Ras.
30,00,000 were found missing. That was,
1 think, two days after we took over
the management. Calcutta reported two
cases where the amounts missing were
Rs. 15,00,000 each. There is a fourth
case from Uttar Pradesh where the
managing director, who is purported
to have with him some Rs. 12,00,000
worth of securities and cash belonging
to the company, apparently for safe
custody, has not yet found time to re-
turn to the head office or to hand over
the securities. Meanwhile the police are
on the look out in order to draw his
attention to the provisions of the ordi-
nance (Interruption). 1t is true, of
course, that these misappropriations oc-
curred before the issue of the ordinance,
but if the ordinance had not taken these
enterprising gentlemen by surprise, 1 am
not sure if attempts would not have been
made to cover these misappropriations
by putting through suitable transactions
which would have shown a totally mis-
leading picture on paper. In making this
statement | am drawing upon the ex-
perience we have gained from some
other cases. In one case, just before the
winding up was ordered, the manager
sold Government securities worth over a
lakh of rupees and purchased a piece of
agricultural land for an equal amount.
On further scrutiny the liquidator found
that the alleged vendor had no title
whatever to the land at any time, and
in any case the land was not worth even
a tiny fraction of the amount supposed
to have been paid. In an-
other case, Rs. 20,00,000 worth
of Government securities were
purported to have been ke
in deposit with a bank. Later when the
liquidator took over, he found, not the
Government securities, but some shares
the title to which was far from clear.
Incidentally, the bank where the securi-
ties were supposed to have been held in
safe custody and whose certificate had
actually been produced before the audi-
tors totally denied that at any time they
held these securities in safe custody. In
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other words, the bank certificate had
been forged.

d?Shrl Kamath (Hoshangabad): Forg-
€

Shri C. D. Deshmukh: Yes. It was
precisely to take care of such things as
these that we had to resort to an ordi-
nance, and even then we had taken
only the minimum powers necessary,
and all the important provisions inci-
dental to nationalisation were left over
for consideration in the Life Insurance

‘Corporation Bill.

Since this is the first and preparatory
measure, the House will expect me to
explain, htfwevcr, briefly, the reasons
which impelled the Government to take
the major decision, nationalisation. This
subject had been exciting people’s minds
for quite some time past. It had been
the subject of comment in journals and
amongst students of economics, leaders
of industry and commerce and persons
in other walks of life. The one disad-
vantage from which these comments
have generally suffered is that a com-
prehensive view of the insurance indus-
try as a whole has in most cases been
lacking. Often the study has been from
the point of view of a particular com-
pany or a particular class of insurance
mterests or has been prepared by an
obviously academic writer divor from
the realities of the situation. We had an
advantage in the matter in that the ad-
ministration of the Act has afforded us
an opportunity of taking an over-all
view of the entire industry in its various
ramifications. We were, therefore. able-
to appraise the point of view of the
policy-holders, the shareholders and.
commission agents, and in fact, every
interest concerned. And this broad ap-
praisal showed that life insurance today
was not being managed either eﬂicientl(
or with an adequate sense of responsi-
bility. We felt that a detailed enquiry
was necessary into the affairs of the
industry as a whole with a view to deter-
mining the measures necessary to place,
it on a sound footing.

I need scarcely assure the House that
we entered on the study with no pre-
conceived notions and it was conducted
strictly on pragmatic lines. The questions
we posed to ourselves were : Was life
insurance functioning in India in the
most efficient manner possible so as to
attract the savings of the average man
to the maximum extent? If not, what
was it that prevented it from doing so?



1139 Life Insurance

[Shri C. D. Deshmukh]

What was the nature of those shortcom-
ings and how best could they be over-
come by further tightening of control?
Or alternatively, must they be regard-
ed as inherent in the type of manage-
ment found in life insurance in India? I
can also claim justly that this study was
a prolonged and comprehensive one.
We took up the question first for ac-
tive consideration sometime in 1951. We
have been at it throughout the period.
Even the first examination pointed to
nationalisation as the obvious step. But
we did not want to take a hurried deci-
sion. During this long period we con-
sidered every aspect of the case and
-every comment made and incidentally
went on collecting our own experience
of companies which we were adminis-
tering. The conclusion that finally emer-
ged confirmed our apprehensions. The
industry was not playing the role ex-
pected of insurance in a modern State
and efforts at improving the standards
by further legislation, we felt, were un-
likely to be any more successful than
in the past. The concept of trusteeship
which should be the corner-stone 6f11'fg.
insurance seemed entirely lacking. In-
deed most managemerits had no appre-
ciation "of the clear and vital distinc-
tion that exists between trust moneys
and those which belonged to joint stock
companies—that is to say, owned by the
shareholders themselves, '

1 shall now give some detailed ac-
count of the reasons underlying this step
and I can do that best perhaps by giv-
ing my concept of a well-run insurance
company and then show how the insu-
rance companies had failed to reach
these standards. Firstly, the business
must be conducted with the utmost eco-
nomy and with the full realisation that
the mongy belongs to the policyholder.,
The premium must be no higher than is
warranted by strict actuarial considera-
tions. The fund must be invested 30 as to |
secure the maximum yield for the policy- .
holders that it may be possible to seciirp
consistent with the safety of the capital. |
1t must render a prompt an"d‘”é!ﬂcnent
service to its policyholders and by its
service make insurance widely popular.
Finally, the management must be con-
ducted in a Spif of trusteeship, as 1
have said. . T

Now, take the first criterion. I think
the record of our life insurance compa-
nies is poor. The ratio of expenses of
management to the premium income for
Indian insurers is 27 per cent compared
with 15 per cent for companies in U.K.
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and seventeen per cent in USA., Even
statutory imposition of expense limits
has failed to check extravagance. It has
been claimed by companies that this
ratio is high for various reasons but to
me it seems that it is largely due to’
extravagance in the field. Most of the
field agents are dummies and their main
purpose seems to be to function as the
channel for passing illegal rebates. The
code of conduct which incidentally was
framed by the industry itself tried to
arrest this mad race for business by pro-
viding that there shall be only one inter-
mediary between the agent and the
branch office but the industry, I am
sorry to say, soon got round this. Bran-
ches came to have several branch secre-
taries; joint branch secretaries and assis-
tant branch secretaries multiplied and
the scramble for business continued un-
checked. ’ )

With all this high expenditure, one
would expect that the policyholders were
well served. But here also the record is
not good. Post-sales service does not
exist and lapses continued to be high.
When a policyholder takes out a life in-
surance policy, he does not make a pur-
chase in the sense that he purchases a
share or any other article of necessity
for current consumption. The premium
is really a form of saving and when more
than four annas in every rupee of this
premium is spent in expenses and onR'
twelve annas or less than that is paid,
then the harm to the interest of the small
saver can easily be imagined.

Then as regards the premium rates,
they are about the highest to be found
in any advanced country of the world.
It is true that mortality rates are higher
in India than perhaps many of those
countries but even after making allow-
ance for this, experts think that our
premium rates are high,

Turning next to investments, we find
that there are various inescapable mal-
practices; when for the first time in 1951
we obtained detailed returns of the in-
vestments made by managements, we
were appalled by the picture that was
revealed. Loans had been given on
type of security—good, bad and
no

- was a floating security—, standing sugar-

‘loans in 1950, we thought that

cane crops and on libraries. With the
tightening of the provision regarding
these
ar. But they
to other forms.

tendencies would disa)
.did not. Only they t
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Policyholders, moneys were used to fin-
ance enterprises iffespec

trinsic_mer(s. There is"Unfecessary tirn-
over of securities, grant of loans on in-
adequate securities, buying property at

inflated prices, etc. These are .some of:

the ways in which waste occurred or
funds were jeopardised. House—proper-
ties and then possibly shares and deben-
tures—some of these have no clear-cut
market value—and investments in these
categories offered considerable scope for
malpractices.

All such investments and high ex-
penses have taken their inevitable toll.
During the decade 1944-1954, as many
as twenty-five insurers went into liquida~
tion And another like number had to
transfer their business to other compa-
nies, in most cases with a cut in the po-
licy contracts. I think one such case
came before the House in regard to a
foreign company. Further, ‘¢ven among
the companies which are carrying on
business today as many as seventy-five
were unable to declare any bonus at
their last valuation. This means that
thele insurance companies had spent not
only the provision for expenditure made
in their premium but also made inroads
into the additiona! premium which the
with-profit policyholders were induced
to pay in the hope of getting bonuses.

Now, we may examine the claim of
the insurance companies that they are
second to none in what they have been
able to do in publicising insurance in
this country. I do not deny that they
have done something. The point is this:
Have they done enough?

On a careful assessment I do not think
it can be maintained that the progress

has been as it should have been. Life in--

surance is a social necessity, more parti-
cularly today when the joint family
system which had been partly servin

as an indirect insurance is rapidly diu?
integrating and leaving the individua

more and more exposed to economic
uncertainty or insecurity. In other ad-
vanced countries insurance companies
have schemes whereby persons of low
economic means are enabled to take out
policies for small amounts. The pre-
miums under these schemes are payable
weekly, fortnightly or monthly and are
collected from door to door. This type
of business is usually known as indus-
trial assurance because they are mostly
industrial workers. This class of busi-
ness forms 40 per cent of the total life
insurance business done in the United
Kingdom, 35 per ceat in Germany, to

ve of their iA-"

—
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quote two examples. In India this busi-
ness has not even been attempted. There
are 70 provident socicties which profess
to cater to the poorer sections of the
community, but, in fact, they have
hitherto only exploited them. The record
of these societies is very dismal indeed.
They numbered over 500 in the early
years of the century and have now
deservedly dwindled to 71. A majority
of them are insolvent or nearly so, and
the total assets barely equal a month’s
income of one insurer.

The per capita insurance in force is
Rs. 25 in India as against Rs. 8,365 in
the United States of America, Rs. 6,647
in Canada, Rs. 2,544 in Australia and
Rs. 1,840 in the United Kingdom. Now,
one might say that this is not a valid
comparison at the per capita incomes in
these countries, of course it is well
known, are much higher. But even if we
allow for this factor, by comparing the
sums assured in force with the national
income in each of the countries we find
that in India the sum assured in force
is only 10 per cent of the national in-
come whereas for Canada the corres-
Bonding figure is 108 per cent and for

K. it is 95 per cent. It is, therefore,
clear that it is not the low per capira in-
come in India which can explain satis-
factorily the comparatively poor prog-
ress of insurance in this country. The
reasonable explanation may be that the
insurance companies, by and large were
goverened by short-term considerations
and consequently their activities were
confined to urban areas and there too
perhaps to limited categories of people.

Now, in the matter of service to the
policyholders many companies systema-
tically postpone or avoid payment of
claim until of course forced by legal
means. In 1954 a thousand complaints
were received by us in our department
against various companies alleging delay
or non-pgyment of claims. In Australia,
where the number of life insurance
policies is about the same, acording to
the report of the Commissioner of Insu-
rance there was only one complaint in
1954 relating to. non-payment of claim.
A number of cases were referred to the
Controller of Insurance under section
47A after the claimants had despaired
of getting satisfaction from the insurance
companies. In most of these cases the in-
surance companies were found to be in
the wrong. Therefore, it is clear that
here in India we have failed to live u
to the high traditions associated wi
insurance all over the world.
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And, in respect of investments—for a
relatively small investment we find that
an individual acquires control over com-
paratively immense funds and this con-
trol alas has only too frequently been
used not as trustees are expected to use
it.

Now, it is claimed that the position
could have been remedied by further
legislation tightening supervision and
control. Al such control or regulation
is negative in character. It can prevent
what is demonstrably bad but it cannot
raise standards. These must come from
within and all that Government regula-
tion can do is to foster the growth. In
the United Kingdom, for instance, there
is very little control over life insurance
and yet they have the highest of stand-
ards. We started on the model of United
Kingdom in 1912 but the principle of
“Freedom and Publicity” was not found
to be sufficient in our conditions to
achieve the United Kingdom high stand-
ards. So, we had to undertake legisla-
tion for detailed State control. There-
fore, a comprehensive—or what we
thought was comprehensive—Insurance
Act was enacted in 1938. At that time
it was described as a Draconian piece of
legislation and it was hoped that it spelt
the end of all mismanagement as every
war is supposed to end all wars. But, we
had not reckoned with the ingenuity of
some of the insurance managements.
During the last 18 years the Act has
had to be amended on as many as 10
occasions and each time a provision was
tightened the resourceful ~management
managed to find a way round it. For
instance, with a view to preventing a life
insurance company being controlled by
an individual tge 1950 amending Act li-
mited the share holding of any one per-
son to 5 per cent of the capital of the in-
surance company. Despite this the same
individuals or groups continue to control
the insurance companies as before. The
Act was circumvented by holding shares
in the names of family members, friends
and employees. We indeed have very
many experts in benmami in this country.
Again, a provision was inserted by the
same Act prohibiting payment of exces-
sive emoluments to officers of insurance
companies. This provision too was cir-
cumvented by appointment of dummies,
the whole or a substantial portion of
their salaries being passed on to those
who control the companies.

Now I will give another illustration.
The Act prohibits granting of loans to
companies where the directors of the
insurance companies are also directors.
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This provision has in some cases been
got round by those companies floating
debentures and the insurance companies
being made to subscribe to these deben-
tures. In one case the only subscriber to
the debentures were the insurance com-
panies concerned.

The ineffectiveness of legislative con-
trol is also brought out when we regard
the business from a different angle. As
I said 25 insurance companies went into
liquidation during the last decade and
another 25 had to transfer their business
to other companies, in most cases with
a cut in the policy contracts. 60,000
poor policy-holders of these companies
suffered in varying degrees. Now I may
mention the extreme cases. In the case
of 11 insurance companies administra-
tors had to be appointed to take over
the management. The reasons for such
appointments were fraudulent transac-
tions, defalcations, Joans to fictitious per-
sons, reckless expenditure, insolvency,
gross-management and so on. Some
other companies were also ripe for simi-
lar treatment but action was not taken
either because the managements were
persuaded to set matters right or be-
cause of practical difficulties. So, the
position thus is that we are as far away
today as ever in attaining the standards
achieved voluntarily in a country like
the United Kingdom.

Had poor standards been confined
to a small minority of companies fur-
ther legislation might perhaps have been
worth attempting, but I am sorry to say
that the truly well-managed companies
are a minority, a very small minority,
Legislation and .control therefore can
no longer be regarded as giving us a rea-
sonable chance of achieving our objec-
tive. The fact that the minority of well-
run companies account for a consider-
able part of the business done does not
in any way affect this argument, because
lakhs of policies are today insecure
affecting lakhs of families. There is no
justification for allowing such a state of
affairs to continue. Insurance is a busi-
ness in which there ought never to be
a failure and not a single policy-holder
should ever find his life savings in dan-

er. So, legislative control has %een tried
o% enough and it would have been
difficult to justify persisting with it any
longer.

Insurance is an essential social ser-
vice which a welfare State must make
available to its people and the State

‘must assume responsibility for rendering

this service once it is clear beyond rea-
sonable doubt that it cannot be provid-
ed in any other manner. So, while it is
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the failure of the general run of insu-
rance companies to live up to the high
‘traditions demanded of them that has led
“Government to take this step, I would
like to emphasise that nationalisation in
‘this field is in .itself justifiable. With the
profit motive eliminated, and the effici-
-ency of service made the sole criterion
under nationalisation, it will be possible
to spread the message of insurance as
far and as wide as possible, reaching
.out beyond the more advanced urban
areas and into hitherto neglected, name-
1y, rural areas.

Life insurance gives to the insurer—
it is a truism—a sense of security, but
it also compels him to put by moneg
for a rainy day. Today, less than 3
lakhs of persons in this country are in-
sured. Even if we were to do no better
than double this number, we shall have
increased the savings significantly. Ac-
tually, the possibilities for expansion are
even greater. The urban areas alone
contain a much bigger earning popula-
tion while the rural areas are as yet
‘wholly unexplored territory from this

oint of view, It has been claimed on
gehalf of private enterprise that it was
confident of increasing the total life
business in force from a little over Rs,
1,200 crores to Rs. 8,000 crores, and the
per capita insurance from Rs. 25 to Rs.
200 per head in the course of the next
ten years. While I have very little doubt
that the nationalised life insurance
will be able not only to achieve it but
exceed it, in doing so, we shall have
made available for the implementation
of our Plans—the second and the suc-
ceeding Plans—substantial sums of mo-
ney from the people’s own savings.

1 come back to the ordinance and
shall indicate what has been cone so
far since its promulgation on the 19th
January. As you are aware, it vested
the management of all life business in
the Government and in order that there
may be no dislocation of business, it
was provided that the existing manage-
ments should continue to be in charge
of the business but as agents of Gov-
ermmment. They were allowed to carry
on day-to-day business on their respon-
sibility though in certain important res-
pects, such as investment of funds or
where any exception to the normal prac-
tice had to be made, they could act
only with the approval of the authori-
sed persons nominated by Government.
These authorised persons were in posi-
tion everywhere on the 20th of January.

We nominated and trained them sec-
retly for a couple of months and they
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had reccived orders to join their posts
at a precise time indicated to them. So,
there was no hiatus in the working of
any insurance company. There has n
a certain amount of speculation in the
press as to how these persons reached
their places on the 20th itself, and some
wild guesses have been made about all
those persons being flown by special
lane. But let me state the prosaic fact.
cy travelled by train and they started
moving out of Delhi from the evening
of the 17th. Only a few travelled by air
and they travelled by regular scheduled
flights taking with them, to the persons
to be authorised, their authorisation
papers which were available only after
the ordinance was duly promulgated. So
I claim this secret was well kept. The
point I wish to make is, our arrange-
ments were designed to ensure that no
inconvenience whatever was caused to
the policy-holders, and I think we can
claim to have succeeded in this. Imme-
diately after the ordinance became pub-
lic, we proceeded to appoint custodians
to take charge of insurance companies.
Some 126 insurance companies are al-
ready managed by custodians, and as
this accounts for over 96 per cent of
the total life insurance business, it may
be said that management at the top is
now directly in the hands of Govern-
ment. Custodians have been chosen from
amongst senior salaried staff of insu-
rance companies. They are working to-
gether as a team under the general guid-
ance of the Finance Ministry, and al-
ready there is emerging a common and
uniform policy. As you know, uniform
premium rates have been prescribed as
also uniform types policy conditions.

In the matter of investment to0, a uni-
form polity is being evolved, Advertise-
ments have bégui to appear Eommending
insurance and its advantages generally;
and not in one company. There ﬂave been
suggestions that fresh business is at a
standstill. I am glad to state categorical-
ly that that is not correct. After a short,
a very short interval, fresh business has
begun to flow in at a rate which is no
slower than before, and as doubts are
dispelled and the real position becomes
clearer, the pace will accelerate as in-
deed it already is doing in some parts of
the country. Meantime, it is also be-
coming clear that the claims are met
promptly. No complaint has at any rate
yet reached me on this score. I must of
course add a note of warning. Policy-
holders in companies which are insol-
vent will necessarily have to wait until
the affairs of such companies are fully
gone into. The Bill before the House
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virtually repeats the provisions of the
Ordinance. We propose, however in the
light of experience which we have gain-
ed during this brief period, since the
20th January, 1956, to seek some addi-
tional powers for the custodians on the
lines of the powers enjoyed by the -ad-
ministrators appointed under the Insu-
rance Act. It is obviously necessary that
the custodians should be able to take
action to recover monies which may be
missing, in an appropriate and prompt
manner, wherever such action becomes
necessary. With these words, I commend
my motion to the House.

Mr. Deputy-Speaker: Motion moved:

“That the Bill to provide for the
taking over, in the public interest
of the management of life insurance

business pending nationalisation
thereof, be taken into considera-
tion.”

The time allotted is 12 hours. I would
like hon. Members to tell me how much
time they want for the consideration
stage and how much for the rest.

Shri Bansal (Jhajjar-Rewari): Ten
hours for the consideration stage.

Mr. Dep:a'-Spenker: Then, will two
hours be sufficient for the other stages?
There are 16 clauses in the Bill. As yet,
‘there are not many amendments ex-
cept some Government amendments.
Shall we have ten hours for the consi-
deration stage? Then, what is the time
for the third reading?

In the clause-by-clause consideration,
once again the hon. Members should
not think that the Speaker or whoever
is in the Chair is hustling them. I would
like to avoid that contingency. There-
fore, let us have 8 hours for the discus-
s10n.

Some Hon. Members: Ten hours.

Mr. Deputy-Speaker: In the course
of the discussion, I find hon. Members
sending in a number of amendments.
Very well, we will have ten hours for
discussion, 14 hours for clause-by-clause
consideration and half an hour for the
third reading. There is the other Bill also
and I thou xbt originally that both these
Bills might be introduced and a common
discussion could be held. But I under-
stand this has to be passed immediately.

Shrli Sadhan Gupta (Calcutta South-
East) : Mr. De‘)uty-Speaker. I rise to
welcome this Bill with a mixture of satis-
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faction and apprehension. Many argu~
ments have n advanced on behalf
of the insurance employers against na-
tionalisation, some arguments even with
an appearance of plausibility. But, even
if all the arguments were right, which
they are not, as I shall show later on,.
I would have supported this Rill, if only
because it would at least put an end to
the most unsatisfactory state of affairs,
to say the least, in the insurance busi-
ness. It would at least put an end to the:
corruption, malpractices and abuses that
have marked the insurance business in
this country.

[PT. THAKUR DAs BHARGAVA in the
Chair)

The insurance magnates by investing.
a very paltry amount of capital have
seized control of huge life insurance
funds, which belong not to them, but to-
the policy-holders, most of them poor
policy-holders, and with those funds.
they have found diverse means of en-
riching themselves. Attempts have been
made, as the Finance Minister has ex-.
plained, to curb them by way of legisla--
tion. It had been provided, for instance
that a major portion of those funds—
subsequently, by an amendment it was.
rovided that half of those funds—would
ave to be invested in Government secu-
rities. You will be surprised to know
how easily this inhibition was eluded.
This inhibition of section 27 of the In-
surance Act.was eluded by a very simple
process. The funds were invested in
Government securities; then those Gov-

Anment securities were transferred by

endorsement and the money was invest-
ed in other business. If there was fear
of some check, the securities were re-
endorsed and endorsed back again.
There are many ways and I am only in-
dicating one. The insurance magnates
with the huge funds under their con-
trol freely indulged in speculation, totally
unsettling the economy of the country.
The way speculations have been prac-
tised has been stated by the Finance Mi-
nister by his quotations from the maga-
zine Commerce. It is not the maga.
zine of any political party. It is not the
magazine of any party or faction advo-
cating nationalisation. It is the maga-
zine of a part of the business world. It
is a financial journal which is bitterly
opposed to nationalisation. It is that ma--
gazine that has revealed the way in
which insurance m tes have speculat--
ed. The Finance Minister has read ex-
tracts from the article appearing there:
to show how the speculation was made
by taking the profits in the name of the
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individual and shifting the loss to the
insurance company. Even apart from
that, it appears from the same article
that the insurance magnates also financ-
ed professional speculators. The maga-
zine itself says that now that the Ordi-
nance has come upon them suddenly,
these speculators are in difficulty. The
market has gone down against them and
they are faced with the alternative either
of bearing the losses themselves or of
refusing to pay the dividends. It may be
said—it has been said certainly by the
insurance magnates—“Couldn’t you le-
gislate to check this? Could not you
legislate to eliminate these evils from
the insurance business? Why don’t you
do it?” For example, some insurance
magnates have suggested, “If you do not
~like our investments, why don't you say
that 100 per cent of the funds will be
invested in Government securities?”’ The
object is quite clear. If 50 per cent was
not an adequate check, 100 per cent
would not be a check either, because
the investment in  securities would be
there, but there would be transactions on
the securities themselves. Whether it is
50 per cent, 75 per cent or even 100
per cent, there is no difference.

The Finance Minister, I am afraid,
has been very ogtimistic in saying that
perhaps it might have been controlled by
legislation. I will cite a statement of a
colleague of his to show that that con-
trol was impossible. It was the Com-
merce and Industry Minister, who in a
statement which appeared in ‘the Press
said like this :

“We have had a series of legisla-
tive measures controlling insurance,
but we have finally felt that legisla-
tive control had become ineffec-
tive. ... Ultimately, we have come
to this conclusion for two reasons
—undoubtedly one a negative rea-
son—public funds of the policy-
holders being misapplied—and the
second, a positive one; we could
devise no legislative hedge that
could not be jumped over.”

That, Sir, is the crux of the matter. I
shall come to the other arguments,
weightier arguments, in support of aa-
tionalisation. But even taking the point
of view of the insurance magnates that
it should be run on the basis of private
enterprise under legislative control, this
statement of the Commerce and Industry
Minister is a complete refutation of
their arguments and is a complete indict-
ment og what they have done.

3—12 Lok Sabha
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I have referred to malpractices result-
ing from the control of huge life insu-
rance funds, malpractices of eluding the
requirements of investment in securities
and malpractices of speculation. I shall
very shortly refer to another malpractice
namely, the practice of employing sine-
cures or paying persons in authority for
doing nothing at all.

3 pP.M.

I shall not cite examples. 1 had cited
some examples during the time of the
amendment of the Insurance Act, I
think, last session. I shall only hope
that these sinecures will be eliminated
in the course of nationalisation and a
start will be made while the custodians
are still in possession of the different in-
surance companies.

1 shall now come to weightier argu-
ments, arguments which are of greater
consequence to our national life.
Removal of  corruption, removal
of malpractices and abuses is
a weighty argument indeed.. What
would be weightier from the country's
point of view, from the national point
of view are other matters to which I
shall now refer. In the first place, nation-
alisation of insurance will make a huge
fund available which, if invested in pro-
per lines, would be of immense benefit
to our national economy. At present, I
understand that the life fund belonging
to all the insurance companies amounts
to Rs. 380 crores. This sum of Rs. 380
crores is not a joke in our country.
Then, there is an annual premium in-
come of about Rs. 55 crores, according
to the latest figures. That premium in-
come will go on increasing as it has gone
on increasing according to our experi-
ence. It has been calculated that the rate
of increase is 10 per cent over the in-
crease of the previous year. This would
be the rate of increase on the assump-
tion that the insurance business will run
as it has always run and there will be
no improvement, no accentuation in the
flow of insurance business. But actually,
we can have an insurance business of a
much greater volume in this country be-
cause, as yet, very little of our country
has been touched by life insurance. We
have an insured tpopulation which is
about 1 per cent ot the total population,
while in advanced countries it goes on
to about 80 per cent, for instance, in
the United States. I do not say that we
are likely to have an insured population
to the extent of 80 per cent. But, cer-
tainly, we can go a long way and we can
have much more than 1 per cent, We
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can increase the total volume of insu-
rance which is today, I think, about 1,000
crores to about Rs. 8,000 crores, as the
Finance Minister has just said. That, 1
believe, would yield an annual premium
income of Ra. 350 to 400 crores, or in
the neighbourhood of that. 1 am not
speaking in exact figures. That gives an
idea of the amount of wealth that would
be in the possession of the nation for
the purpose of being invested not in use-
less enterprises for the profit of the in-
surance magnates, but in really socially
useful enterprises which will lead to the
economic progress of the country. At
a time when we are desperately looking
for aid to foreign countries, when we
are trying even to resort to deficit financ-
ing for the purpose of balancing our
budget, is it a small fund to have so
many hundreds of crores of rupees to
improve our economy?

The second consideration is that it
will help in the breaking of the mono-
poly that has grown up round the insu-
rance business. I have already said how
the insurance magnates, with a small
share capital control huge funds. For
example, the paid-up capital of a com-
pany like the Oriental Life Assurance
Co. is only Rs. 6 lakhs. Yet, they have
a life fund—I forget the exact figure—
of, 1 think, more than Rs. 100 crores.
Similarly, all the insurance companies,
at all events, all the big insurance com-
panies have a very insignificant paid-up
capital in proportion to the life fund

that they control. Again, they are link- -

ed up with banks and industrial groups.
The Dalmias, Birlas, Tatas, and Jalans,
have all their insurance companies, life
insurance companies, general insurance
companies and their banking companies.
They are also industrial magnates them-
selves. This link between their concerns
should be broken so that the funds are
not diverted to channels which are not
profitable to the nation.

There is another advantage  which
incidentally arises from nationalisation.
You know the insurance companies
hold considerable shares in many indus-
trial  undertakings. So much so that
through nationalisation, Government will
be able to establish control over a siz-
able section of the private sector. This
is very important. Through this control,
Government may channelise the resour-
ces in that sector to industries which
come under their control. Through con-
trol over the insurance business, they
can channelise the resources in that
sector for purposes beneficial to the
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national economy. That, although an in-
cidental achievement, is not a very small
achievement and .Government should
pay every heed to channelising these re-
sources in the proper way. -

These are the grounds why I look
upon this Bill with great satisfaction. Be-
cause it is a Bill preparatory to the na-
tionalisation of life insurance in this
country, it cannot but give satisfaction
to any person who is averse to corrup-
tion, and malpractice, and to any per-
son who wishes the nation to have re-
sources which are beneficial for its eco-
nomic interests. But, as I said, I have
my apprehensions also. I do not for a
moment mean that my apprehensions
are such that they would lead me to
oppose nationalisation or to doubt the
desirability of nationalisation. Far fronr
it. My apprehensions are really that
ithis desirable object may not be pro-

erly fulfilled. Therefore, I shall indicate
why these afprehensions arise and what

have to remedy them.

You know that in the Ordinance and
in the Bill which is now before the
House replacing the Ordinance, there is
a provision for the appointment of Cus-
todians for the control of the business
of the concerns taken over. That is, of
course, necessary. Some one must be in
control on behalf of the Government,
but the kind of persons put in control
of insurance concerns, at any rate of the
largest insurance concerns, would fill
every afdent supporter of nationalisa-
tion with apprehension.

Before 1 come to the individual con-
cerns, I would like to place the princi-
ples which in my opinion should have
guided the Government in appointing
custodians. Government are proceeding
to nationalise insurance companies. In
nationalisation the first thing necessary
when you appeint a custodian is that
the person concerned should be an en-
thustast for nationalisation. You know,
Sir, that the insurance magnates have
opposed nationalisation tooth and nail.
They have given all kinds of arguments,
philosophical, economic and what not,
to oppose nationalisation and yet when
you appoint 2 custodian if you appoint
a person who himself is opposed to na-
tionalisation, who himself has given ex-
pression to his views vehemently against
nationalisation, can you expect the affairs
of the institution to run smoothly? If he
starts with the prepossession that nation-
‘alisation is a bad thing, it is not going
to help anyone. Is anything going to be
done if such persons are appointed
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custodians ? And yet in the biggest con-
cerns, it is precisely this kind of per-
sons who are appointed as custodians.

Let us take the case of the Oriental.
Now, who is the ¢ustodian there? The
chief officer of the concern, Shri Vaid-
yanathan....

Mr. Chairman: 1 would request the
hon. Member not to criticise personally
by particular names since the person
criticised is not here to defend himself.
It will be very difficult to make a distinc-
tion as well as to found a criticism
against a particular person unless he is
given an opportunity to defend himself.

Shri Sadhan Gupta: I thought 1 was
oot making any defamatory allegations.

Mr. Chairman: 1 am only warning
beforehand because he will go to other
companies also; he will name other per-
sons also. It is quite right that he is in-

dicating the qualifications of the persons

who should be appointed. That is per-
fectly fair. But to come to individuals
and criticise them that they do not ans-
wer this description will be invidious and
unjust.

Shri Sadhan Gupta: In the Oriental
a gentleman has been appointed. In
1945 he was the Superintendent of In-
surance under the Government of India
and while in that post he vehementy
opposcd nationalisation in an article pub-
lished in the Insurance Year Book of
1945, and this article was reprinted in
the Capital of 2nd February, 1956.

Shri Venkataraman (Tanjore): Peo-
ple change their opinions also.

Shri Nambiar (Mayuram): Will he
change that is the question.

Shri Sadhan Gupta: People change
their opinion, 1 agree, but in this case
he wrote an article in the Annual Num-
ber of Commerce in 1955. It is only two
months ago and therec he reiterated it.
So, I do not think anything has hap-
pened to make him change “his opinion
in this short time. If anythi’r\xdg has hap-
pened, perhaps the Finance Minister wall
explain it. ,

Then, in regard to the custodian of the
Hindustan -operative  Society, an-
other of the largest insurance companies,
he not in 1945, not even in 1955, but
in January 1956, in the insurance world
wrote an article opposing nationalisation.
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Then there is the case of National
Insurance, another of the largest con-
cerns, one of the big five. There, the cus-
todian concerned made a statement in
the press which appeared on the very
same day that the Finance Minister's
statement was published announcing na-
tionalisation. In the same page, in one
of the papers at least, in one column
was the statement of the Finance Minis-
ter announcing nationalisation, and just
beside his statement in the same page
there appeared the statement of the
gentleman who has now been appointed
custodian of National Insurance oppos-
ing nationalisation. I hope he did not
change after that. That was in the press
on 20th January, 1956.

In the case of the Oriental, the chief
officer of the concern has been appoint-
ed custodian. Just before nationalisation,
and we can assume that in anticipation
of nationalisation, the Oriental prepar-
ed a scheme of mutualisation which was
a very interesting scheme. For every Rs.
100 paid-up share it was proposed to
substitute a debenture of the value of
Rs. 8,800 to carry interest at 4 per cent,
and then the debenture-holders would
retain control until, of course, the de-
benturecs were redeemed. That would
have a very multiplicity of advantages.
First of all, the rate of dividend would
be 4 x 88, that is to say 352 per cent
of the paid-up capital. Secondly, the de-
benturc-holders would remain in con-
trol as they did as shareholders, and
thirdly, if the question of nationalisation
came, then additional compensation
would almost certainly be given be-
cause of the higher value of the deben-
tures. Now, with all thesc, to make a
person custodian who must have been
concerned with this kind of thing, is, I
say, a very bad start for nationalisation
indeed.

Another feature, the third feature 1
would say, is the appointment of custo-
dians who form a sort of chain. What
we find in Calcutta is that one gentle-
man has been appointed custodian of
Metropolitan who was the chief officer
of National. Then the Consulting Actu-
ary of the Metropolitan goes to Aryas-
than as qustodian, and the chief officer
of Aryasthan comes to National as cus-
todian. What is more, they are mutual
friends.

Shri Kamath:
pose.
Shri Sadhan Gupta: 1f some kind

of defect arises in one concern, then it
would be very easy for them to link up

Mutualisation, I sup-
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and cover up each other’s defects. If
defects are in each other’s concerns,
then it would be an additional incen-
tive to them to cover them up. Is this
the way to proceed with nationalisa-
tion?

Apart from thesc, in the matter of
appointment of custodians. ...

Mr. Chairman: The hon. Member
has already taken about 35 minutes.
After all, there are other Members an-
xious to speak.

~ Shri Sadhan Gupta: Another matters
is that the chief officers in many of the
companies have been made custodians
in others. That way, if there is any de-
fect in that company, the custodian of
that company does not have the chief
officer concerned to give his explana-
tion for the defect. Secondly, because
the chicf officer is the only person who
has a comprehensive picture of the
company, the custodian is in a soup,
because he does not know anything and
the other officers either do not know
anything at all because they are connect-
ed with only sections of that concern,
or they conveniently give the excuse
that only the chief officer knows and
that they do not, and therefore the
custodian does not find out what is what
in that company.

1 have referred to custodians so far.
My next point is regarding the reduc-
tion of policies. I do not know what
made the Finance Minister announce
that the policies may have to be re-
duced.

There may be a few companies which
have assets which are less than the lia-
bilities, But the point is that when we
are taking over all the insurance con-
cerns, there would be a surplus avail-
able, an overall surplus, with which we
can certainly honour the liability of
those who have no surplus. And what
arc these deficits? In many cases, they
arise because valuable assets are under-
valued and liabilities are over-valued. In
the case of one insurance company, 1
know that valuable assets were transfer-
red to the management as worthless at
a very small price, and a collusive re-
port was obtained from the auditor; and
then it turned out that the assets were
really valuable and the report was false.

In another case, mortgaged property
was transferred to the management, and
a report was obtained that it was dilapi-
dated property; and it turned out, how-
ever, that it was very sound immovable
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property, and ‘very valuable at that. This
is the kind of way that assets are under-
valued.

Liabilities have been over-valued in
one case, by assuming an interest of
2% per cent in 1950, whereas in 1949,
the company was declared solvent on an
assumption of 3 per cent interest. You
must remember that after 1949, it was
a rising market for interest. The prices
of Government securities were going
down, and the bank rate had been en-
hanced in 1951 actually.

Even if there was no surplus avail-
able, I would say that the burden on
Government in honouring these policies
would be insignificant, and Government
could not shirk the moral responsibility
of granting the policy-holder a credit for
his full policy. For, after all, is it the
policy-holder who is responsible if the
assets of the insurance company are
insufficient? Government themselves are
responsible for it. They have a Control-
ler of Insurance to look after the affairs
of the company; and the policy-holder
was justified in relying on the Controller
of Insurance; and if the Controller of
Insurance has failed in his duty, the
policy-holder should not be penalised.

Lastly, 1 would say that this kind of
decision is a bad beginning for national-
isation. It shakes the confidence of the
policy-holders in nationalised insurance,
that 1s, the confidence of people whose
goodwill the corporation has to depend
upon.

The other bungling that Government
have done is to determine the premium
with reference to the Oriental rate, and
at one rupee less than that rate. The dif-
ficulty has been that the Oriental pros-
pectus has not been supplied to all the
concerns, and the agents are in a soup
about what the rate is. Secondly, all the
agents are not familiar with the Orien-
tal table of premium rates and commis-
sions. Thirdly, it has created a misim-
pression among policy-holders that only
the Orientals is the recognised concern,
and that no other concern has the right
to book policies. I have heard this com-
plaint from agents; and agents are find-
ing it difficult to procure business unless
they happen to represent the Orientals.
Fourthly, in the most popular policy of
20 years’ endowment for the age group
30-50, 78 companies have lower pre-
mium than the Oriental according to the
Indian Chamber of Commerce's note to
the Finance Minister; and in some cases,
the difference is about Re. 1 to Rs. 2
per Rs. 1000. According to the same
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note, quite a few companies charge lower
premia for whole-life policies. Fifthly,
there is no scientific basis for the for-
mula of one rupee less than the Oriental
rate, for that premium rate will not be
‘permanent, and the whole premium-
system will have to be revised later on;
and pending that revision, the present
premia may be allowed to continue,
for the agents will be in a better posi-
tion to do business under the present
premium.

Then, the treatment of the staff has
not always been very desirable. For ex-
ample, an employee of a particular com-
pany im Calcutta was asked to report
at Ajmer within seven days of the no-
tice. Now, this kind of thing cannot be
done, because after all it is not so easy to
wind up establishments and report at
Ajmer within seven days’ time. I know
of at least three cases where the Janu-
ary pay has been stopped, and increment
has been stopped.

There is another very serious argu-
ment against the way Government have
proceeded to nationalise, namely the
omission of the general insurance sector.
Now, the reason for nationalising life
insurance that has been given is the
malpractice and the need to mobilise
resources. Malpractices are even more
rampant in general insurance business.
The chairman of many general insurance
companies and of regional insurance
councils have admitted malpractices.
Shri M. C. Shah himself has stated that
income-tax to the extent of Rs. 1 crore
a year is being evaded. The general
manager of a general insurance company
has confessed to me that there was no
general insurance company which did
not indulge in illegal rebating and other
malpractices. In spite of that, that sec-
tor has been left alone.

If general insurance had been nation-
alised, we would have got a lot of in-
vestible funds. Fire insurance, for ins-
tance, records a net claim of less than
35 per cent in India. It is a very covet-
able thing. And that it is a profitable
thing is clear from the fact that foreign-
ers are very eager to come into the
Indian market in respect of fire insur-
ance.

Then, many of the foreign concerns
would have been eliminated by taking
over general insurance. There are 61 In-
dian general insurance companies as
against 88 foreign companies. In marine
and miscellaneous  insurance, forei
companies have practically a monopoly.
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Further, the non-nationalisation of

general insurance companies would lead
to the extinction of most of the subsi-
diary and composite general insurance
companies. You know that the subsidi-
ary general insurance companies were
being fed by the corresponding life in-
surance companies. When the fat(er are
withdrawn, the former would be depriv-
ed of the support and they would perish.
The subsidiary and composite general
insurance companies have achieved a
reat deal of economy by reason of the
act that the administration was carried
on in conjunction with the life insurance
companies; a small allocation was made
to the general and the bigger share was
borne by the life side.

Now that the two are going to be se-
parated, the difficulty will be that the
general insurance part of the composite
concerns or the subsidiary concerns
would have to bear the whole burden
of the administrative expenses, which
they would not be able to bear, and
would close down. What would be the
result? Huge retrenchment among its
employees, discontent and discredit to
nationalisation.

Fifthly, in allocating employees of
the composite companies, what proce-
dure would you follow? In the case of
one insurance company—the National
Insurance Company—I know they had
no separation of the Life from the
General department. A small volume of
general business was being conducted
by employees who were freely transfer-
red from one department to another.
How are you going to allocate them
between the nationalised concern and
the sector still left over in the hands
of the insurer? And how are you going
to allocate the share capital either?

Then the Government are already
running two composite companies beca-
use an Administrator has been appoint-
ed to look after their business. So
why could not they take over the general
sector also? Now, Government will also
have a controlling interest over many

subsidia;y general companies. Then if
they had the general companies in their
control, they would also succeed in

directing investments on proper lines. As
it is, investments are bemg grossly mis-
directed by general companies, into the
details of which I have not the time
to go.

I would also say here that not only
insurance but banks should also be na-
tionalised and the Government should
look to that part of the suggestion.
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Now, I would make a few suggestions
to improve the administration ot the na-
tionalised concerns and to make nation-
alisation popular among the people. The
first thing is that the existing Custodians
who are against nationalisation should
be replaced by Custodians who have en-
thusiasm for nationalisation. Secondly,
Custodians must be given entire control
over the ex-Chief Officers and those
Chief Officers must be available to them
for rendering explanation at all times.
Then the link between Custodians should
be broken at once. Fourthly, there should
be no reduction in policy. It is not ne-
cessary because the liability can be met
from available surplus, and in any case,
it is not a great burden on the Govern-
ment. Fifthly, there must be a direction
to Custodians to run business on effici-
ent lines and to take the co-operation
of the employees through Unions where
Unions of employees exist or otherwise
where they do not exist. They should
establish contact with the All India Insu-
rance Employees’ Association. That As-
sociation has warmly supported and
enthusiastically welcomed the proposal
to nationalise, and it will be in a position
to give them valuable assistance in con-
ducting the nationalised concerns. The
Custodians must be directed also to pay
particular attention to disbursement of
claims promptly, to disbursement policy
loans and surrender values. Sixthly, the
old premium rates should be reintroduced
for the time being pending introduction

of new rates on a scientific basis, Then:

there should be full protection of the
privileges of the employees and their
trade union rights, and behaviour to-
wards them should be decent and hon-
ourable. In particular, all agreements
reached between the ex-authorities and
the employces should be scrupulously
honoured. Agreements which were near-
ly completed and could not be comple-
ted on account of nationalisation should
be completed, industrial disputes bet-
ween employees and the concerns should
be expeditiously settled at all levels and
transfers should not be made without
compensating the employces for losses
duc to transfer. In any case, transfer
should not bec made in the way it was
done in the case of the company in Cal-
cutta 1 referred to where people were
asked to report at Ajmer in seven days'
time, Steps should be taken to level
up disparity of wages between different
classes of employees. Where concerns
had no fixed scales, some increment
should be given to employees because
there had been considerable exploitation
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by these concerns. No employee should
be retired before he reaches the age of
60. Where no retirement benefit is pro-
vided for in those concerns, retrench-
ment benefits or gratuit}? should be given
in accordance with the Industrial Dis~
putes Act. Then there should be a
thorough examination of accounts of
the last three years in suspected cases
of mis-application and the guilty should
be punished. This examination should
be done in co-operation with employees
who will render assistance very gladly.
At this stage, no investment other than
investment in government securities
should be permitted, except in the case
of bona fide agreements gy thé autho-
rities which preceded nationalisation.

Mr. Chairman: Most of these matters
will be the subject-matter of the other
Bill. For example, conditions of ser-
vice.

Shri Sadhan Gupta: The difficulty is
this. They are serving under the Custo-
dians now and difficulties are arising re-
garding conditions of service. These are
certainly the subject-matter of the other
Bill, but also relevant to this Bill
because the Custodians have to keep
these things in mind.

Now, I would say something about
the compensation proposed. I could not
for the life of me see what is the neces-
sity of paying these companies compen-
sation for taking over the management
at such a heavy rate. One rupee for
every Rs. 2,000 of the premium in-
come is an extremely heavy compcnsa-
tion. I worked it out in the case of the
Oriental, T think, and it would come to
about 1]12th or so of the entire paid
up capital. .In any case, I, do not see
why such a heavy compensation should
be given, because when we nationalise
the concerns, we will give them compen-
sation, and a very small compensation
should be enough for the purpose of
taking over the management.

In conclusion, I would say that the
Government have made a bad start with
nationalisation, so bad indeed that the
wildest dreams of the enemies of na-
tionalisation have been satisfied. Yet,
this kind of evil should not at all be a
concomitant to nationalisation. If you
do away with bureaucracy, if you intro-
duce an efficient and flexible adminis-
tration without red-tape, nationalisation
will be a success, not only be a success
but will be a great asset to the nation.
The best thing you can do is to take
the co-operation of the employees in
this respect. The employees are enthusi-
astically for nationalisation. They will
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serve you loyally and they will see that
the administration is efficiently run. Take
their co-operation, take the co-operation
of the Unions, take the &o-operation of
their all-India A8sociation, the All India
Insurance Employees’ Association, in
improving their lot, in discovering mis-
. feasances and in punishing the guilty
and in devisiug ways and means of serv-
ing the policyholders, and success is as-
sured for the nationalised concerns.

Shri M. S. Gurupadaswamy (My-
sore) : I have listened carefully to the
first part of the speech of the Finance
Minister. There he explained the rea-
sons why the Ordinance had to be pro-
mulgated as a preliminary step to the
nationalising of life insurance compa-
nies. He stated that in view of the com-
plications and the kind of business that
18 carried on in the insurance world
there is no alternative but to issue an
Ordinance. I have no quarrel on this
point because 1 feel that the circumstan-
ces which prevailed in the insurance
world had left no other alternative but
to take this step, that is to issue an Or-
dinance as a first step towards the na-
tionalisation of insurance business. But
I object to the method of approach made
by the Government in regard to this
problem. I do not deny the importance
of nationalisation and also the need for
it. But, 1 have to say that this attempt
on the part of Government to nationalise
insurance is not a complete step. There
is no comprehensive approach to tackle
this problem.

All of us are aware that only life in-
surance is going to be nationalised. The
other kinds of insurance business would
be left safely in the hands of private
entrepreneurs. I do not know what rea-
sons weighed with Government in re-
sorting to only partial nationalisation
and not full nationalisation.

The party to which 1 belong all along
stated inside the House as well as out-
side that there should be immediate na-
tionalisation of both insurance and
banking. We Insisted that both insurance
and ﬁanking should be nationalised
wholly because both these institutions
are like the linchpin of the apple cart
of our national economy. They control
the levers of national development and
they constitute very vital clements in
our national life. So, we have stated that
both banking and insurance companies
should be nationalised and one cannot
be divorced from the other. Today what
are we doing? Government is content
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with nationalising only a very small part
of the insurance business and gives com-
plete freedom for the rest of the insu-
rance business; and there is no assurance
—there is no indication—that steps
would be taken, at least in the imme-
diate future, to nationalise the remaining
sector. Further, there is no indication
also that the banking business would be
nationalised.

I always hold the view that insurance
and banking are responsible for some
of the unregulated developments—or
may | say the undesirable developments
—in the field of business. When money
is in the hands of private individuals
and when there is no sufficient planning
and proper judgment over the matter
of spending or investment, there would
be naturally chaotic investment or un-
regulated utilisation of funds. So, we
said, that in view of the nature of the
activities which the insurance compa-
nies and banking institutions have to
carry on, it would be desirable that the
whole system should vest in the hands
of Government or in the heads of pub-
lic bodies. 1 would therefore consider
this a very paltry step in the direction
of nationalisation.

The hon. Finance Minister said that
his approach in nationalising this sector
of life insurance business was consider-
ed on pragmatic basis. But 1 have to say
that this pragmatic approach or empin-
cal approach has been responsible for
the muddle-headed—or may I say plan-
less—thinking in the matter of nation-

alisation. Unless we accept the
ideological basis for nationalisation
we cannot bring about a com-

plete and satisfactory scheme for na-
tionalisation. Before nationalising a thing
one should have heart in it. One shoul

ive full thought and full mind to it.

e very pragmatic approach takes awa

that element of seriousness and it will
make the whole scheme appear as a non-
ideological plunge in which the nation
may not have more than casual interest.
So, 1 would say that this pragmatic ap-
proach should be given up and there
should be a proper 1deological approuch
to the whole question. However, I do not
want to make ideology a fatish. 1 do not
want that for the sake of ideology we
should go on experimenting with all
things. Ideologies should be considered
and should be viewed from the point of
view of practicability. That 1 agree. But
there should be some ideological basis
for any action. Even for a pragmatic
approach there should be some
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ideological basis. I am very sorry to
notice that this is entirely lacking on the
part of Government.

If you look at nationalisation in some
of the other countries you would see
that in no country except, I think, New
Zealand, and to a certain extent, France,
there has been an honest attempt towards
full nationalisation. In France, when this
matter of nationalisation came up before
the National Constituent Assembly, the
Government argued that the insurance
business would leave enormous funds
in the hands of private people and this
accumulation of huge capital in the
hands of private individuals would give
such a considerable power to them that
in the long run they may prove perilous
to the very economy of the State. The
Government also argued that the money
that is in the hands of these companies
does not belong to the shareholders. Even
in India the shareholders’ money is
very insignificant or considerably small
when compared to the policyholders’
money. The major portion of the money
15 derived from the latter class. So,
the Government of France stated that
the policyholders should have all the
benefit or most of the benefit of insu-
rance business, but unfortunately in the
grivate management only the share-

olders would rule the roost and reap
all the benefit. That is why the Govern-
ment of France thought that the only
way of protecting the policyholders and
giving them all the benefits of insurance
and also of enlarging the insurance for
the benefit of the public is by nationalis-
ing insurance. They also considered the
question of the nationalisation of bank-
ing. Unlike our Finance Minister, the
Finance Minister of France thought the
without nationalisation of the major por-
tion of banking mere, nationalisation of
life insurance would mean nothing and
would not carry them any further. So,
the Government of France thought that
nationalisation of banking also should
go hand in hand with nationalisation of
msurance.

In the case of New Zealand, an at-
tempt has been made by the Govern-
ment of New Zeualand to nationalise
certain sectors of insurance. I have got
here the various types of insurance busi-
ness they have nationalised already. The
working of nationalised insurance in
New Zealand has given us certain indi-
cations by which we may be profited.
In that country, nationalisation of insu-
rance had led to too much of bureaucra-
tisation. And bureaucratisation is the
enemy number one of nationalisation. If
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only nationalisation is to lead to bureau-
cratisation or bureaucratic control of the
entire sector, then nationalisation has
no meaning. And my party does not en-
courage or want bureaucratisation in the
form of nationalisation. That is not so-
cialism. I may say that we regard that
bureaucratisation is a great danger to
socialism.

An Hon. Member: What is the hon.
Member driving at?

Shri M. S. Gurupadaswamy: In New
Zealand this has been very much appre-
ciated by certain sections of the public.
Now they are thinking that there should
be less of bureaucratic control or depart-

- mental control; and to achieve this they

are considering the question of having
corporations for the different companies
when they are nationalised. Supposing
there are half a dozen companies pri-
vately owned and privately run, when
you -nationalise those companies, each
insurance company would be treated se-
parately, that is, a separate board of
directors would be appointed, of course
under the aegis of the Government.
Similar consideration has been bestow-
ed in other countries as well. In the
short time at my disposal I cannot give
the history of nationalised insurance in
various countries, but I may refer to
these things in detail when the next Bill
is taken up for consideration.

In India, when we are now nationalis-
ing life insurance business, I would sug-
gest to the Finance Minister that suffi-
cient thought should be given to this
aspect, that is, what g'pe of structure
or machinery we should have for handl-
ing this nationalised business. The Fin-
ance Minister gave certain reasons why
there had been great reasons impelling
Government to issue ordinance. In re-
ferring to these reasons, may I point out
one thing? He said that in certain com-
panies various types of misappropriation
and misusc of funds were noticed. That
is true, and I do not disagree with it.
May I point out one thing which came
to my notice just a few days back? I
was told—I am subject to correction—
that before the ordinance was issued, a
very big man or a representative of a
very big insurance company approached
the Government to know whether there
would be such an ordinance. The Gov-
ernment took him into confidence and
he was told that there would be such
an ordinance. I was told—again I am
subject to correction—that sufficient
time was given to that gentleman to
keep his records in order or rectify
wrongs in the accounts, and before the
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ordinance was issued, he was asked to
be ready so that he might not be caught
for any illegal act. If that is true, it is
a very serious matter.

Shri S. V. Ramaswamy (Salem):
Ma); I know the basis for this informa-
tion

Shri C. D. Pande (Naini Tal Distt.
cum Almora Distt.—South-West cum
Bareilly Distt.—North) : Assumption.

Shri S. V. Ramaswamy: The hon.
Member is charging the Government of
partiality to individuals. May I know
the source of his information?

Shri M. S. Guropadaswamy: I do not
want to name the person or name the
company, and I do not like to be drag-
ged into discussion, That is why I said
in a general way that a representative
of a company approached the Govern-
ment to know whether there would be
such an ordinance issued.

Shri S, V. Ramaswamy: This is a
very serious allegation against the Gov-
ernment.

Shri M. S. Gurupadaswamy: I am
not yielding. If that is not true, I would
like to be contradicted and I would be
happy if that is done.

Mr. Chalrman: The genesal rule is
that if an hon. Member wants to make
an insinuation or to state a fact, then
he should be perfectly sure of what he
is speaking about. The only basis for
making this allegation against the Gov-
ernment seems to be that he has heard
it from somec quarters. He is perfectly
entitled not to name the person.

T am only requesting him not to make
any allegation of this kind unless he is
perfectly sure and he has got good basis
or solid foundation for such an allega-
tion. That is all that I can say at this
time. By the hon. Member saying he does
not want to disclose the source of infor-
mation this insinuation becomes worse.

4 P.M.

Shri M. S. Gurupadaswamy: I cannot
produce any record nor is there any
other evidence with me.

Shri S. V. Ramaswamy: May I sub-
mit that it is very easy to make an insi-
nuation like that. ...

Mr. Chatrman: Order, order. I am
only asking the hon., Member not to
make such insinuations.
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Shri S. V. Ramaswamy: May I re-
quest that this portion of the debate may
be expunged? This is a serious allegation
against the Government,

An Hon. Member: It means Gov-
ernment is approachable.

Mr. Chalrman: This is not the sub-
ject matter for discussion. I have already
asked the hon. Member not to indulge
in such allegations.

Shri M. 8. Gurupadaswamy: I do not
want to pursue this matter further, I
have already said that it was a hearsay
and my friends need not feel upset very
much about it. If it is wrong or false let
them say so0; I will be satisfied.

Now by leaving a large sector of in-
surance still in the private hands, you
would encourage the same type of fraud
or misappropriation. The Finance Minis-
ter said certain bad things in respect of
life business. If they are true, they may
be true in a lesser degree in respect of
other insurance business.

Shri Asoka Mehta (Bhandara): In a
greater degree. - ‘

Shri M. S. Gurupadaswamy: [ would
say that this partial nationalisation of life
business without nationalising the re-
maining field would render nationalisa-
tion meaningless and farcical. The Gov-
ernment might have been influenced
only by the consideration of money for
the Plan; life business gives a lot of
money—crores of rupees. Moreover, it
is less risky. Government can manage
life insurance in a comparatively easy
way. But to manage and run marine in-
surance, accident insurance, Crop insu-
rance or cattle insurance and the like
is difficult. If Government wants to give
the benefits of insurance, by taking it in
its own hands, why confine it to life
business only? Why not take up other
matters and other fields also. The risk
involved is of course great. In life insu-
rance, the risk is rather very little. For
instance in the case of marine insurance
the amount to be paid may be very high.
There is greater danger and so greater
risk. It seems Government does not
want to shoulder the greater risks and
responsibilities. That is why it is shirk-
ir:ﬁ and does not want to nationalise
other insurance business.

Even in regard to life insurance, we
have at present some instances of State-
managed or owned insurance. I know °
how it is managed in my own State.

ere is the life insurance department
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managed by the Government. The man-
agement is not of a very high standard
which we could® emulate. overnment
or State management there does not
compare very well even with some of
the private insurance companies.

Shri K. K. Basu (Diamond Har-

bour) : That is why Mysore is being
merged with Karnataka. .
Shri M. S. Gurupadaswamy: That is

why 1 say this bureaucratisation or de-
partmental management may not be a
good substitute or proper remedy. Ins-
tead of departmental management and
control, insurance business should be
run and conducted by corporations. One
corporation does not solve the problem.
Our country is so vast and there are
thirty-six crores of people and our inten-
tion is to give insurance benefits to one
and all. If that is our actual aim, it would
be very difficult for one corporation to
give those benefits to the public. My sug-
gestion therefore is that small companies
may be amalgamated with big companies
and for each such body, there should
be a separate board of directors.

Today, what is happening in the case
of air corporations? There are two cor-
porations. I was one of those who plead-
ed for only one corporation in the
beginning because 1 thought at that time
that by having one corporation for the
whole thing, it would be easy to exercise
control, and bring about economy and
%ood treatment to employees and so on.

ut now 1 have heard complaints that
even these two corporations are  big
enough. 1 suggest that we should take the
experience of other nations in this re-
gard. The small companies may be
amalgamated with the big- and we may
have four or five corporations. If this
is done there will be sufficient competi-
tion among them. If there is only one
corporation, there will be no competi-
tive element left. Even in Government-
owned industry, there should be an
clement of competition. Otherwise there
will be no efficiency, no economy and no
healthy growth of business. There should
be about half a dozen corporations
competing with each other so that there
may be standard.

Shri Heda (Nizamabad):
the railways?

What about

Shri M. S. Gurupadaswamy: If you
want my views on railways, I would say
there should be three or four zones. I
"do not want the Railway Board itself
to manage such a colossal enterprise.
The entire railway should be split up
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into different zones and there should be
zonal management of railways instead
of central management.

Mr. Chairman: Let us be more re-
fevant.

Shri M. S. Gurupadaswamy: 1 was
diverted. I would suggest that we should
adopt that method and there should not
be ¢xtensive departmental control and
management.

Finally I would appeal to the Finance
Minister to consider whether it would
not be feasible to bring the entire in-
surance business under nationalisation. I
would also suggest to him that banking
cannot be divorced from insurance busi-
ness. Banking and insurance are - two
wheels of the economic chariot. Both
of them should be taken under public
control and management. The expansion
of public sector should not -only cover
life insurance business but also banking
and other sectors of insurance.
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Mr. Chairman:
Member is likely to take some more
time. The House will now adjourn and
will re-assemble at 5 P. M.

4-30 r.M.

The Lok Sabha then adjourned till five
of the_Clock.

The Lok Sabha rc-assembled at Five
of the Clock.

{MR. DEPUTY-SPEAKER in the Chair]
GENERAL BUDGET, 1956-57

The Minister of Finance (Shri C. D.
Deshmukh): Sir, 1 rise to present the
statement of the cstimated receipts and
expenditure of the Government of India
for the year 1956-57.

I have had the privilege of presenting
so far five annual Budgets of the Central
Government, which reflected to a very
large extent the financial implementation
of the First Five Year Plan. There has
been considerable transfer of revenue
resources from the Central Government
to the States, both on the recommenda-
tion of the Finance Commission and as
statutory or discretionary grants. More-
over, loan assistance given by the Cen-
tral Government to the States towards
their capital expenditure has been prog-
ressively increasing. The Central Gov-
ernment has been enabled to do this by
the discriminating approval of Parlia-
ment to the Taxation measures put for-
ward by Government from year to year,
as also by the judicious augmentation
of our financial resources by the creation
of credit supplemented, and indeed faci-
litated, by the assistance so generously
and understandingly extended to us by
friendly foreign countries or bodies and
international 1nstitutions. In the context
of our Plans the Central Government's
budgets have thus come to possess a sig-
nificance far exceeding that suggested by
the respective constitutional spheres of
the Central Government and the States.

Thanks to the encouraging response
of the people of this country themselves,
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in addition to external assistance, the
First Five Year Plan will, by the end of
the current financial year, have been
fulfilled generally to a satisfactory ex-
tent. 1 shall not take up the time of the
House to recount the main features of
the results achieved, the more important
of which have already been referred to
in the President’s address. It is enough
to state broadly my view that by means
of the First Five Year Plan we have laid
sound foundations for a more massive
super-structure in building up the coun-
try’'s economy. '

The present Budget relates to the first
year of the Second Five Year Plan
which will during this Session be sub-
mitted to the Parliament for approval. A
draft outline of it has already been pub-
lished, and in dus course the House
will have an opportunity of discussing it
fully. At this stagg only a few general
observations by me are called for so
that the background to the Budget that
I am presenting may be understood.

The Plan envisages a total outlay of
Rs. 4,800 crores on development and
investment in the Public sector. It has
not been possible to satisfy all the pres-
sing demands from the Central Mi-
nistries and from the States. I can onily
say that, considering all the cir-
cumstances, a Plan of Rs. 4,800
crores, with possibilities of unavoidable
marginal increases, and corresponding
financial resources not fully within
sight, is in my opinion (which is shared
by most of the leading economists of
the country) about the utmost that the
country can, with realism, adopt. It is
indeed a bold and ambitious Plan that
we shall be undertaking, requiring great
and sustained efforts, and it will be,
therefore, a matter of pride and gratifi-
cation if we can successfully implement
such a Plan within the Five Year period.
If some Central Ministries and States are
disappointed, I can only assure them
that the Planning Commission has tried
to equalise dissatisfactions at the mar-
gin,

A plan for a five year period has neces-
sarily to be flexible. It has to be adapted
from time to time to changing circum-
stances. There are uncertainties inherent
in any forecast or preview of the futurc
and it is unrealistic to claim any immu-
tability about allocations, targets and
the implicit assumptions in the plan. The
plan is to be regarded as a framework
or a map which indicates in which di-
rections development is to proceed, in
what measure and through what techni-
ques of resource mobilisation. Such a





