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Indo-US Food Agreement 
And State Trading in Foodgrains 

H Laxminarayan 

S I N C E the commencement of the 
p rogramme of food a id to Ind ia 

in 1954 under T i t le I of the I I , S. 
Government Ag r i cu l tu ra l Trade Deve
lopment Assistance (Pub l i c Law 
4 8 0 ) , five agreements have been 
signed between the Un i ted States 
Government and the Government of 
I nd ia . The P. L. 480 agreements 
a im at supply of surplus agr icu l tu ra l 
commodit ies f r o m the U.S.A. against 
payment of the rupee equivalent of 
the dol lar cost of these commodit ies 
plus 50 per cent of the ocean f re ight 
cost. The proceeds realised by the 
sale of these commodi t ies are credit
ed to the account of the U. S, Tech
nical Cooperat ion Mission in Ind ia 
and are to be spent on programmes 
approved by the Government of In
dia. The total value of the com
modit ies impor ted under P. L. 480 
in the per iod August 1.956 to Nov
ember 1959 comes to approx i 
mately Rs. 452 crores. The quan
t i ty of foodgrains involved amount
ed to 10.5 mi l l ion metr ic tons of 
wheat. 2 lakh metr ic Ions of rice. 
1.8 lakh metr ic tons of corn and 
some quant i ty of maize. Out of 
the total proceeds realised by tin-
sale of P. L. 180 commodit ies, a 
sum of Rs. 234 crores has been 
given as loan to the Ind ian Govern
ment, Rs. 93 crores as grant for 
economic development, and the 
balance for such purposes as the 
expenses of the U, S. Embassy and 
mutual ly agreeable loans. 

These above are exclusive of the 
assistance wh ich this country is go
ing to receive under the fifth P. L 
480 Agreement which was signed 
on 4th M a y 1960. The new agree
ment is fo r an amount almost four 
times as large as in any agreement 
previously signed by U S. A. w i th 
any country since the commence
ment of P. L. 480 p rogramme. This 
wou ld enable us to impor t f rom 
U. S. A. 16 m i l l i on metr ic tons of 
wheat and 1 m i l l i on met r ic tons of 
rice valued at Rs. 1700 crores over 
a per iod of 4 years. 

An impor tan t aspect of the. pre
sent agreement is that ha l f the a id 
w i l l be suppl ied grat is wh i le the 
other ha l f w i l l be given on credit 

repayable in rupees over a fa i r l y 
long per iod of t ime. As in the pre
vious P. L. 480 agreements, the 

proceeds realised f r o m the in ternal 
sales of these commodit ies wou ld be 
available* for financing some of the 
developmental programmes du r i ng 
the last year of the Second 
Five Year Plan and first three years 
of the T h i r d Five Year P lan. 

Though the ma in features of the 
last P. L. 480 agreement do not 
"differ f rom those of the previous 
ones, its impl icat ions are di f ferent 
at least in two respects. F i rs t l y , the 
quantum of assistance assured is of 
a considerably larger magnitude. 
Whi le our normal impor t of wheal 
would be of the order of 3 mi l l ion 
metr ic tons per year, the present 
agreement envisages the impor t of 
about 4 m i l l i on metr ic tons of wheat 
p lus 2.5 lakh metr ic tons of rice 
per year. Thus- the proposed im
port of 4 mi l l ion tons per year 
would f o r m as much as 40 per cent 
of our domestic product ion of wheat 
which stood at 10 m i l l i on Ions in 
1958-59. Af ter mak ing allowance 
fo r the normal impor t of 3 m i l l i o n 
tons of wheat per annum which 
should be sufficient to meet our in
ternal def ic i t , we would be left w i th 
a net surplus of one mi l l i on tons 
every year. At this rate. we should 
be able to accumulate a buffer stock 
reserve of about 4 mi l l ion tons of 
wheat and one mi l l ion tons of rice 
over a four year per iod. A food 
reserve of 5 m i l l i on tons should 
serve as a safe reserve for all em
ergencies. 

The other d is t inguish ing feature 
of the agreement is that un l ike the 
previous agreements, it is a long 
term arrangement. The bit ter would 
prov ide a useful base f o r any ant i -
in f la t ionarv measure that we may 
have to take du r i ng the T h i r d F i v e 
Year Plan per iod. 

The experience gained d u r i n g the 
first two plans suggests that bu i ld 
ing up of food reserves is one of 
the most crucia l factors that deter
mine the rate of g rowth of the eco
nomy. An adequate buf fer stock of 
food would pave the way for a h igh
er volume of defici t f inancing and 
increased savings and investment. 
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as any increase in demand for food 
grains resul t ing f r om increased in
come cou ld easily be met. The first 
Five Year Plan could progress 
smoothly and most of the targcis 
could be attained mainly because 
the food s i tuat ion was easy. the. 
food si tuat ion du r i ng 1953-54 and 
1954-55 was so comfor table that the 
rate of investment cou ld be easily 
stepped up f r o m Rs 343 crores in 
1953-54 to Rs 667 crores in 1955-50. 
The dissipat ion of savings of the 
communi ty due to decline in food 
prices dud ing 1953-54 and 1954-33 
indicates that there was scope for 
fur ther s tepping up of the rate of 
investment w i thout generat ing infla
t ionary forces. 

In contrast to the First P lan , the 
Second Plan d id not pay adequate 
attention to the food prob lem, in 
fact it under-emphasised the i m p o i -
tancc of food supply in a develop
ing economy. Though this was rea
lised soon af ter and food targets 
were raised subsequently, no effort 
was made to match the higher tar
get w i th an increased out lay on pro
jects which could help to raise food 
output. Wh i l e the total plan outlay 
was stepped up, it was not accom
panied by an adequate increase in 
food output . Wh i le the total invest
ment target ( inc lus ive of invest
ment in the pr ivate sector) was 
raised f r om Rs 3,360 crores dur ing 
the First P lan to Rs 6 7 5 0 crores in 
the Second, the target of food pro
duct ion was raised f r o m 65.8 m i l 
l ion tons in last year of the First 
Plan to 80.5 m i l l i on tons in the last 
year of the Second Plan. Even 
though this target can by no means 
be considered as very ambi t ious the 
l i ke l y achievement might not exceed 
75 m i l l i on tons. The internal pro
duct ion stood at 73.5 m i l l i on ton.-
du r i ng 1958-59 wh ich happens to 
be the t h i r d year of the Second 
Plan. W i t h the 1959-60 output 
sl ight ly lower than this, one can 
safely presume that we are not likely 
to attain the target. 

Due to the h igh income elasticity 
of demand for foodgrains in a de
veloping economy, stepping up the 
rate of investment wi thout adequate 
measures to increase food supply 
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led to dislocat ion of the pr ice structure 
structure. Whi le factors l ike in
creasing popu la t ion and urbanisat ion 
were also responsible for increased 
demand fo r foodgra ins, the main 
pressure came f r o m higher plan in 
vestments and the resultant increase 
in income. The sharp increase in 
the demand f o r foodgra ins led to an 
increase in food prices. As com
pared to 1955-56, wh ich was the last 
year of the F i rs t Plan, food prices 
increased by 37,4 per cent du r i ng 
1959-60 ( fou r th year of the Second 
Plan) as against an increase of 26.5 
per cent in the general pr ice level. 
Prices of industr ia l raw mater ials 
increased by 25 per cent and those 
of manufactured goods by 11.8 per 
cent. Thus pr ice increases were 
much higher in the case of food-
grains. This d iver ted a substantial 
par t of people's income f r o m 
urban goods to food articles. The 
terms of t rade between the industr ia l 
sector and the agr icu l tu ra l sector 
went against the former. Since a 
large p ropo r t i on of r is ing income 
was f r i t te red away in the f o r m of 
h igher prices paid f o r food, i t was 
not possible to sustain the higher 
rate of investment and the Second 
P lan investment in the pub l ic sector 
was reduced f r o m Rs 4800 crores to 
Rs 4600 crores. Our achievements 
in terms of physical targets may be 
even lower, due to the higher in
vestment costs of many projects. 

I I 

The review of nine years of eco
nomic p lann ing given above w i l l 
p inpoint the strategic role of a size
able buffer stock of foodgrains in a 
developing economy. Against this 
background, the latest I ndo -U . S. 
Food Agreement must be considered 
as an impor tan t s tabi l iz ing factor in 
an otherwise* deter iorat ing s i tuat ion. 
Apa r t f r o m the fact that the coun
terpar t funds realised by the inter
nal sale of P. L. 480 commodit ies 
would be avai lable f o r economic 
development of the country , the 
Agreement may be expected to 
exert a stabi l is ing influence in three 
di f ferent ways. 

BUFFER STOCK PLAN 

Firs t , the buffer stock p lan is of 
such a magni tude that it is bound to 
have a healthy effect on food prices. 
I t w i l l be possible to arrest adverse 
pr ice movements of one k i n d or an
other by under tak ing large scale 
open market operat ions in scarcity 

areas l i ke Eastern U. P. and N o r t h 
ern B iha r and marg ina l areas l ike 
certain parts of Rajasthan. In 
these areas even marg ina l short fa l ls 
in food p roduc t ion leads to sharp 
r ise in prices due to hoard ing of 
stocks and speculative act iv i t ies. 
Unless t ime ly act ion is taken to cor
rect these trends, even marg ina l 
shortages in some parts of the coun
t ry may lead to sharp rise in prices 
in other parts, par t icu lar ly when 
crores of rupees are being invested 
in projects w i t h long gestation 
per iod . These imbalances can be 
corrected and violent f luctuations 
prevented by buffer stock opera-
turns w i th the help of P. L. 480 
foodgrains. 

Second, almost throughout the 
four years of the Second Plan, the 
pr ice structure has been distorted 
by the sharp increase in food prices 
as compared to the prices of other 
commodit ies. Apa r t f r o m ra is ing 
prices of indust r ia l raw materials 
l ike sugarcane, h igh pr ice of food-
grains has been a ma jo r factor res
ponsible for a slackening of demand 
fo r manufactured goods. The P L 
480 assistance w i l l go a long way in 
correct ing the discrepeney between 
the prices of food and non-food 
art ic les, pav ing thereby the way for 
increased indust r ia l ac t iv i ty . Th is 
statement is based on the assump
t ion that the ent ire income released 
as a result of decline in food prices 
is not spent in the f o r m of increased 
consumpt ion o f food art icles. In 
a country where people are used to 
a sub-standard of l i v i ng ' it is essen
t ia l to take precautions against this 
dartger. A n y decline in food prices 
w i l l also reduce the burden of cost 
of l i v i ng al lowance paid to workers 
in both pr ivate sector and publ ic 
sector projects. To this extent our 
investment costs are bound to go 
down apprec iably . 

T h i r d , apar t f r o m the fact that 
impor t of food under P L 480 does 
not invo lve any burden on our 
fo re ign exchange reserves, it w i l l 
have the added advantage of reduc
ing the stra in on our balance of 
payment posi t ion. Any reasonable 
decl ine in food prices w i l l be a 
welcome factor in the di rect ion of 
i m p r o v i n g our balance of payments. 

III 

W h i l e the P L 480 agreeme it 
wou ld p rov ide Us a br ie f respite 
f r o m food problem fo r a per iod of 

4 years so that we can concentrate 
our energies on the task of bui ld
up the economy, the intervening 
per iod should be ut i l ised for pu t t i ng 
our food economy in order. The 
buffer stock is not of such a magni 
tude as to solve our food prob lem 
for all t ime to come. Two or three 
crop fa i lures may entirely wipe i t 
out. Even w i th in the l im i ted span 
of fou r years, the food a id might 
not prov ide a solution to many of 
our problems. The points to be 
considered are ma in ly four in num
ber. 

First , import of so large a quan
t i ty of foodgra ins as 4.25 mi l l i on tons 
a year is bound to have a depressing 
effect on food prices. Since our 
normal f ood deficits would be of 
the order of 3 m i l l i on tons, the 
pressure on prices w i l l p r i m a r i l y 
come f r o m the addi t iona l impor t of 
1.25 m i l l i on tons. The problem cre
ated by the impor ts w i l l assume 
serious propor t ions as we move 
f rom one year of the Plan to the 
other, since there w i l l gradual ly he 
a large increase in the size of our 
buffer stock. It is going to be a 
problem of some magni tude, con
sider ing that even marg ina l increas
es in food product ion have led to a 
decline in prices in the past. It is 
not so much the imbalance between 
supply and demand for foodgra ins 
which is responsible for pr ice chag-
ges as the behaviour of marketed 
surplus. Past experience shows that 
food prices have general ly declined 
under the impact of increase in 
marketed surplus as both the pro
ducers and the traders, would be 
anxious to get r i d of their stocks. 

In view of this si tuat ion increased 
food impor ts are bound to lead to 
a depressing effect on food prices 
as they would produce the same 
effects as excessive in terna l produc
t ion . The I nd ian farmer who has 
been used to h igh food prices dur
ing the last f ive years may not re
act favourab ly to a sudden decline in 
food prices. Apar t f r om the po l i 
t ical pressure which he may t ry to 
b r i ng , his reaction m igh t take the 
fo rm of sh i f t ing over to product ion 
of commercia l crops in which case 
the domestic product ion of food-
grains might decl ine. Though this 
shi f t in the pattern of product ion 
might temporar i ly benefit the indus
t r ia l sector in the fo rm of more and 
cheaper raw materials, f r om the 
long run point of view this develop
ment, is not desirable as it may 
dr ive us to depend more and more 
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on external assistance f o r a v i ta l 
commodi ty l ike food . 

To PREVENT PRICE DISTORTION 

In order to prevent developments 
of this nature two remedial mea
sures w i l l have to be under taken. 
First . the buffer stock operations 
w i l l have to be carr ied out in a 
planned way so that no d is tor t ion 
of the pr ice structure takes place. 
The Foodgrains Enqu i r y Committee 
r igh t l y recommended that whenever 
food prices tend to fa l l , even If .such 
a fa l l is not general but is confined 
to a par t icu lar locali ty, the buffer 
stock organisat ion should step in 
and start purchasing at reasonable 
prices and when prices lend to r i se 
this organisat ion should sell at 
reasonable prices. Save du r ing 
exigencies l ike crop fai lures, in 
order to assure a fa i r pr ice to the 
producer, it would be best for the 
buffer stock organisat ion not to en
ter the market du r i ng the first few 
months fo l lowing the harvest season 
as most of the marketable surplus 
arr ives in the market du r i ng this 
per iod. Du r i ng this per iod even a 
certain degree of pr ice rise may be 
permi t ted so long as it is w i th in 
reasonable l imi ts . A certain degree 
of pr ice increase du r ing this per iod 
may even act as an incentive for 
increasing the marketed surplus. 

As fa r as possible the P.L. 480 
foodgra ins should he released in the 
market on ly du r i ng the lean months 
when food prices show a tendency 
to rise sharply. However, the task 
of fo rmu la t ing a simple rule in this 
matter is not easy. Whichever 
per iod of the year the Government 
may choose for releasing the stocks. 
the gu id ing p r inc ip le should be one 
of assuring a fa i r pr ice to the pro
ducer without sacr i f ic ing the overal l 
object ive of pr ice s tab i l i ty . More
over, the in terna l food si tuat ion 
may tu rn so favourable that i t might 
not be necessary for us to draw 
f r o m stocks at a l l The very fact 
that the Government is in command 
of huge reserves of foodgrains may 
itself act as a strong deterrent 
against a l l speculative activi t ies on 
the part of both the trader and the 
producer. The effect wh ich P.L.480 
a id is going to have, on the psycho
logy of all sections of the popula
t ion is a very important part of 
the buffer stock strategy. 

The second remedial measure is 
to guarantee a m i n i m u m price to 
the cul t ivator . The guaranteed 
m in imum should be fixed in such a 
way that it takes into account the 

cul t ivators income and product ion 
costs. W h i l e determin ing produc
t ion costs, due considerat ion should 
be given to prices of means of pro
duct ion l ike fert i l isers, i ron and 
steel and cost of capital improve
ments needed on land, ft is equal ly 
impor tant to take into considerat ion 
the prices of u rban goods l ike cloth 
and kerosene wh ich f o rm an integ
ra l par t of the cult ivator 's consump
t ion . Once the cul t ivator is assured 
of a m i n i m u m pr ice, buffer stock 
operations can be planned in such 
a manner that the cul t ivator w i l l 
not react adversely when prices 
fluctuate w i t h i n reasonable l im i ts . 

DIVERSION OF DEMAND 

The second point to be taken note 
of whi le ut i l is ing the P L 480 aid 
relates to bu i l d ing up of capacity 
for product ion' of non-food articles. 
Since food prices are bound to de
cl ine to an appreciable extent, it 
is necessary to ensure that the extra 
purchasing power so released does 
not exert any undue pressure on 
non-agr icul tural goods. No doubt, 
it is true that in the ease of indus
tries l ike cotton texti les, there is 
some degree of excess capacity. In 
these eases, increased demand result
ing f rom release of purchasing 
power may easily be met by a more 
intensive ut i l isat ion of the installed 
capacity. In the case of other indus
tr ies l ike sugar, where there is no 
excess capaci ty, increased demand 
due to release of purchasing power 
is bound to have some adverse re
percussions. In these cases prices 
wi l l increase under the pressure of 
increased demand. 

Thus we may be compel led to in
crease the product ion capacity of 
non-food art ic les. However due to 
the tight foreign exchange posi t ion, 
we may not have faci l i t ies to in
crease the product ion capacity of 
these industr ies to an appreciable 
extent. In that case we w i l l have 
either to al low the fore ign exchange 
posit ion to deteriorate fu r ther or we 
may have to allow some pr ice in
creases. In the latter case, trade 
unions might press for wage in
creases in order to neutralise the 
rise in cost of l i v ing either par t ia l ly 
or whol ly . A phenomenon s im i la r 
to this has been happening in our 
economy dur ing the last one year or 
so. The two good harvests (.inclu
sive of the present one ) d id lead to 
an increase in the purchasing power 
of the ru ra l masses and this result

ed in increased demand for uon-
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food articles l ike cloth and sugar. 
The pr ice increases led to consider
able increase in the cost of l i v i ng 
and the resultant demand for higher 
wages by the trade unions. Whi le 
u t i l i s ing the P L 480 aid we w i l l 
have to take certain protect ive mea
sures against the reoccurance of a 
phenomenon l ike this. 

STORAGE CAPACITY 

T h i r d , we w i l l have to increase 
oer storage capacity for keeping 
the add i t iona l imports of food-
grains. Out of the annual im
port of 4.25 m i l l i on tons, 3 m i l l i on 
tons represent normal impor ts . The 
main storage problem w i l l be in the 
case of the remain ing 1.25 mi l l i on 
tons. This p rob lem migh t assume 
serious proport ions if we proceed on 
the assumption that at the end of 
the four year per iod we w i l l have to 
find place fo r stocking a reserve of 
at least 5 m i l l i o n tons of foodgrains. 

In view of this prob lem we w i l l 
have to b r i n g about a careful ly 
planned increase in the storage 
capacity. Our exist ing storage 
capacity does not seem to exceed 2 
mi l l ion tons. Since we have speed
ed up storage construct ion du r i ng 
the last two years, at best we may 
hope to add a capacity of I m i l l i on 
Ions by the end of the Second Five 
Year Plan. However the prob lem 
of increasing the storage capacity 
might not prove insurmountable 
provided we use a part of the funds 
made avai lable by the sale of P L-
480 commodit ies for purposes of 
construct ing godowns. 

PROBLEM OF RICE 

Fourth, our food problem is 
mainly one of shortage of r ico 
since most of the P L 480 aid wou ld 
be in the f o rm of imports of wheat. 
In a p redominant ly rice eating 
country there is no short cut solu
t ion to this problem and we must 
increase product ion of r ice. W h i l e 
wheat deficits can easily be met by 
i m p o r t i n g wheal even f rom coun
tries l ike Canada and Austra l ia , it 
is not possible to increase rice im
ports bv s imi lar measures. By and 
large the wor ld is deficit in r ice 
supp ly . Assuming that we would 
be able to increase our rice imports 
f r om countries tike Burma. Tha i land 
and United Arab Republ ic, the 
surplus of all these countries to
gether would no more than touch 
the f r inge of the problem. Impor t of 
rice f rom some of these countries 
is by no means easy and in any 
case, none of these countries are in 
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a pos i t ion to g ive us rice on terms 
s imi la r to the P L 480 a id , If we 
want to b u i l d up a substantial 
buffer stock of r ice we can do so 
on ly by r igorous in terna l procure
ment. 

Last ly, the P L 480 a id might give 
rise to an atmosphere of compla
cency, pa r t i cu la r l y in the official 
circles. A l ready it has created an 
impression that our food problem 
is v i r tua l l y solved. Once this com
placent at t i tude sets i n . the organi
sed efforts requi red for mak ing this 
country self-sufficient in respect of 
food supply w i l l not be for thcoming. 

Company Notes 

Escorts Issue 

ESCORTS wi l l short ly announce 
a Rs 41 lakh pub l ic issue of 

share cap i ta l . Th is w i l l comprise 
l is 17 lakhs of equity at a p rem ium 
of 50 per cent on face value and 
Rs 21 lakhs of 6.3 per cent tax-free 
redeemable cumulat ive p r e f e r e n t 
shares. Almost the entire prefer
ence issue has been underwr i t ten by 
the L j C. Nat ional and Grindlays. 
New Ind ia and Nat ional Employers 
M u t u a l , and by fo re ign collabora
tors l ike M A N, Westinghouse and 
Rhc inmet la l l . 

The company more than doubled 
its share capital to Rs 47 lakhs last 
year. The new issue w i l l increase 
the share capital to Rs 88 lakhs. 
Net earn ing on net wor th in 1959 
was nearly 22 per cent and prefer
ence d iv idend was covered 10 times. 
L a m i n g per equity share was Rs 
3.76 and d iv idend Rs 2.60 gross or 
Rs 1482 net (see p 719, issue of 
May 14 1960 ). 

Funds raised f r o m the publ ic issue 
w i l l be uti l ised fo r the establish
ment of three factories which wi l l 
manufacture x-ray equipment (w i th 
West inghouse). ra i l shock-absorbers 
(w i t h Rhe inmet ra l l ) , and heating 
elements for electric appliances 
(w i t h E l t r a ) . The requisite l icen
ces under the Industr ies Develop
ment and Regulat ion Act have been 
obta ined, land has been purchased 
and b u i l d i n g plans are in progress. 
Licences for the impor t of capi ta l 
equipment for these projects are 
expected to be issued short ly. 

For over a decade. Escorts has 
represented wor ld- famous f i rms l ike 
M A N. A E G, Massey-Fcrgusoas 
and Westinghouse in Ind ia , i t has 
exclusive representation in Ind ia of 

In the long r un , the solut ion to our 
food problem w i l l have to come 
th rough our own efforts. Th is w i l l 
depend as much on the in i t ia t ive of 
the Government as on that of the 
people. In view of this danger in 
volved in the P L 480 a id . every 
effort w i l l have to be made to see 
that a sense of complacency does 
not overtake the people. We should 
not depend on the P L 480 aid fo r 
any th ing more than the temporary 
respite which it provides for step
p ing up our food p roduc t ion and 
development of our agr icu l ture . 
Development of agr icu l ture is the 

K O E L Diesel Engines over 100 H P 
made by K i r l oska rs under M A N 
licence, and cranes of all types 
manufactured by H indus tan Motors, 
also under M A N licence. Since 
early 1948, the company has ar
ranged sales, erection and service of 
heavy and l igh t machinery inc lud ing 
agr icu l tura l equipment wor th over 
Rs 80 crores. D u r i n g the last three 
years, moreover, Escorts and its 
subsidiaries have successfully estab
l ished their own manufac tu r ing 
plants for pistons, piston r ings, 
sleeves and razor blades in collabo
rat ion wi th Goetze. Burshied and 
Mahle. all of them well known Ger
man f i rms, 

India Reinsurance 

T HE gross p rem ium income of 
Ind ia Reinsurance in a l l depart

ments in 1959 increased to Rs 3.55 
crores f r o m Rs 2.84 crores and net 
p r e m i u m to Rs 1.82 crores f r o m Rs 
1.26 crores. A large par t of the 
increase was in respect of Ind ian 
F i re business. Tota l departmental 
reserves went up to Rs 87 lakhs 
f r o m Rs 55 lakhs. The year's opera
t ions resulted in a prof i t of Rs 5.23 
lakhs, s l ight ly higher than in the 
previous year. The directors; have 
recommended a first d iv idend of Rs 
25 per share of Rs 500. wihch ab
sorbs almost the ent i re prof i t . 

The company has achieved an im
pressive reduct ion in the rat io of 
c laims, commission ami management 
expenses to net p remium. This 
reduct ion enabled it to raise the 
ra t io of increase in reserves to net 
p remium f r o m 4.82 per cent to 10.75 
per cent. The F i re results would 
have been even better but fo r the 
disastrous experience in the U K. 
The Mar ine department has shown 
a small loss, but its results are ex-

1447 

basis fo r indust r ia l investment 
Creat ion of a surp lus in the agr i 
cul tura l sector is necessary fo r 
meeting the higher consumpt ion of 
the non-agr icu l tura l sector and the 
absorpt ion of surplus labour f r om 
the agr icu l tura l sector. Employment 
oppor tuni t ies can expand as rap id 
ly as the popu la t ion only by increa
s ing the per capi ta output in 
agr icu l ture . It is therefore essential 
that the I n d o - L S Food Agreement 
should not lead to slackening of 
in ternal efforts. 

(To Be Concluded) 

pected to improve substant ial ly in 
the current year, the facul tat ive 
business is expand ing and the Re
insurance Exchange is w o r k i n g 'very 
sat isfactor i ly ' . As a result of the 
lead given by the Corpora t ion , un i 
f o r m procedures and rates are being 
evolved for guarantees in connection 
w i th h i re purchase transactions in 
motor vehicles. In col laborat ion 
wi th the- efforts of another leading, 
insurer, the Corpora t ion has succeed
ed in reducing the p r e m i u m rates 
on insurance of I n d i a n Hu l l s , 

The p r inc ipa l sources of d ra in out 
of Ind ia occur on account of re
insurance of Av ia t ion and Mar i ne 
Hul ls, and Fire. The d ra in on ac-
count of Fire business is expected to 
dwind le once 'norma l experience' is 
restored abroad. The Cha i rman, 
Shr i A D Shroff, has suggested that 
the d ra in could also be reduced by 
fo rm ing Pools of Ind ian business 
sui tably protected, in which each in
surer would contr ibute f r om its 
surplus upto a defined max imum 
l iab i l i t y per risk and redistr ibute the 
business in the rat io of business 
received f r o m each par t ic ipant . Busi
ness so pooled and processed could 
be retained in I nd ia . The Chair
man hopes that once the adverse 
cycle on fo re ign business turns fa
vourable, and normal experience on 
overseas business is realised, the 
arrangements made so far wi l l en
able the Corpora t ion to achieve its 
objectives in a substantial measure. 
In this context, he has deplored the 
Governments decision to convert In
dian Guarantee, a subsidiary of L I C. 
into a professional reinsurance com
pany. The trend abroad in the 
insurance business is towards amal
gamation of separate units in order 
to reduce the costs of hand l ing . 

THE ECONOMIC WEEKLY 
September 24, 1960 


