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Government began to requisition 
supplies to send jute manufactures 
to Argentine in return for wheat. 
The Government also established 
priorities for deliveries against 
North American orders wi th the 
result that other countries like the 
United Kingdom suffered. Recently 
the Government has directed the 
mills to switch back from sacking 
to hessian. 

The establishment of a jute manu
facturing industry large enough to 
meet the domestic demand for jute 
goods has been engaging the atten
tion of the Pakistan Government. 
In December last it was announced 
that three jute mills would shortly 
be constructed. But as it wi l l take 
some time for these mills to go 
into production, the Government of 
Pakistan is t rying to have raw jute 
processed on Pakistan account in 
other countries. It is reported 
that such a processing agreement 
has been recently concluded wi th 
I t a ly . 

The greatest threat to jute trade 
lies in the development of substi
tutes. The competition from paper 
may become keener as supplies of 
pulp become more plentiful. Brazil 
has plans for increased production 
of indigenous fibres which can be 
substituted for jute. Many of the 
Caribbean countries are expanding 
the cultivation of kenaf, another 
long fibre. Belgian Congo is fos
tering the cultivation of a vegetable 
fibre, commonly called Congo jute, 
which is being tried out in other 
African countries as well. India 
has lost a great market in South 
Africa, which is now manufactur
ing bags from home-grown fibres. 
Experimental cultivation of substi
tute fibres is also being carried on 
in Australia and the Philippines. 
It is not that the output of the 
other fibre crops is large or even 
considerable. It is the develop
ment programmes for their cultiva
tion which constitute the threat to 
jute. 

Limitation of Expenses in Life 
Insurance 
Provakar M i t r a 

LI F E Insurance is a business 
which is carried on upon cer

tain assumptions which are expected 
to be realised in course of time. Its 
premium rates represent the dis
counted value of what a Life I n 
surance Company wants to spend 
on running its business and what it 
wants to provide for the insured. 
These rates are based upon certain 
assumptions wi th regard to mortal
ity, interest earned on investment 
and expenses incurred. Needless to 
say, expenses are an important factor 
in life insurance business, When a 
Life Office commences new assur
ance, the expenses included in the 
computation of premia contains a 
considerable element of estimation 
and judgment. When the con
tracts have been in force for some 
years, it is unlikely that the ex
penses allowed for while computing 
the rates of premium wi l l be exactly 
borne out by experience. Expenses 
are a continually changing factor. 
The "bonus loading" in premiums of 
" wi th p r o f i t " policies not only pro
vides for bonus, it also absorbs the 
ini t ia l shock of high expenses dur
ing the early years of the insurer's 
operations and in a well-managed 

company it is ultimately adjusted 
against the cost of life insurance. 

To l imit expenses by law, how
ever, is a formidable task. Any 
rigid fixation of expenses by law 
would be difficult to enforce in 
practice unless the rates are so high 
as to lead to extravagance. 

"The fixing of suitable limits," 
stated M r . R. W. Sturgeon, F. I .A. , 
Chairman, Special India Com
mittee, British India Association, in 
a representation to the Govern
ment of India on the subject, 
"presents a difficult problem. In 
order to provide a criterion which 
could be relied upon as a test of 

soundness and good administra
t ion in every case, it would be 
necessary to set the limits at a level 
which would result in the majority 
of insurers appearing at once as 
transgressors.'' It was appreciated 
by the Government of India that 
there was no scientific basis for fix
ing the ceiling of expenses in view 
of the wide differences in the i n 
surance companies. Accordingly, 
under Sec. 40-B (2) of the Insur
ance Act, 1938, as amended by the 
Insurance (Amendment) Act, 1950, 
it has been laid down that in pres
cribing the limits of expenses, re
gard shall be had to the size and 
age of the insurer and the provi
sion generally made for expenses 
of management in the premium 
rates of the insurers. In pursuance 
thereof, Draft Amendments to the 
Insurance Rules prescribing the 
limits of expenses of management 
have been published in the Extra
ordinary issue of the Gazette of 
India, dated June 9, 1950. Any 
objection or suggestion from the af
fected persons wi th regard to the 
Amended Rules w i l l he considered 
by the Central Government when 
the Rules w i l l be taken into con
sideration by them on or after 
July, 15, 1950. 

Leaving aside the Indian life in
surers who have not yet completed 
ten years, only the case of those 
who have passed that age wi l l he 
examined from the particulars of 
their working given in the 1949 
Year Book, to ascertain how far 
they would be in a position to 
satisfy the legal requirements wi th 
regard to expenses. It has been pro
vided in the Rules that after De
cember 31 , 1950, no insurer shall, 
in respect of life insurance business 
transacted by h im in India , spend 
as expenses of management in any 
calendar year an amount exceeding 
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the aggregate sum computed on the 
basis of the percentages for the time 
being appropriate to the durat ion 
of the insurer's life insurance busi
ness specified in Table A. 

Tha t 90 per cent of the first 
year's premiums goes as expenses 
has been the general experience of 
such insurers. Rut that the above 
rates wi th regard to renewal pre-
miums for expenses compare "not 
unfavourably'' w i t h the provisions 
generally made in the premiums of 
the Indian insurers, as has been 
stated, w i l l not stand scrutiny. 

Ou t of 189 Indian insurers doing 
life business in 1948, nearly 150 
had passed their tenth year of life. 
The details of working of 21 of 
these 150 companies are not avail
able. Most of these 21 appear to be 
of moderate size although one or 
two do large business. The remain
ing 129 insurers, when classified 
according to the above standard, 
fall into the groups given in Table B, 
if their experience of expense in 
1948 be a guide for the future. 

I t w i l l be seen that on the basis 
of their working in 1948, only 30 
out of group ( a ) , 9 out of group 
(b) and 7 out of group (c) i.e., 
only 46 out of 129 or about 35 per 
cent of such Indian insurers can 
reasonably hope to come up to the 
legal requirement. The rest shall 
have to comply wi th this rule by 
making strenuous efforts, or go to 
the wall . This is no doubt an ex
tremely forbidding prospect. 

Further, according to section 
40-B ( 1 ) , every insurer transacting 
life business in India is required to 
submit to the Controller of Insur
ance a certificate from the actuary 
showing the basis of premium in 
respect of mortali ty, rate of interest, 
expense and bonus loading. It is 
accordingly provided under the 
aforesaid Rules that the actuary 
making the valuation shall append 
to his report a statement whether 
any encroachment on the bonus 
loading has occurred and whether 
such encroachment is due partly or 
wholly to heavy expenses. This is 
a difficult hurdle to get over. Cases 
of encroachment on bonus loading 
niay not be rare even for Companies 
disclosing surplus on valuation. 
Bonus loading is a useful buffer or 
safety valve against abnormal fluc
tuations in expenses or heavy ex
penses during early years, though 
of course in normal circumstances 
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they provide the main source from 
which the bonuses are paid. 

But, as a matter of fact, in view 
of the current low rate of interest 
earning and the high rate of tax
ation, the prospect of bonus is very 
gloomy. Judged from this stand
point, the position of the Indian 
insurers doing life business w i l l be 
extremely difficult if they are re
quired to keep their expenses wi th in 
the provision made in this behalf 
in their premiums. " I t is in these 
directions, i.e. encroachment of cur
rent expenses and bonuses upon 
future loadings" said M r . Sturgeon, 
"that the worst danger to Indian 
insurance lies," 

While it is admitted that all 
abuses must be stopped and proper 
accounting insisted upon, it cannot 

be ignored at the same time that 
the actuarial experience of the 
Indian life insurers, generally 
speaking, does not extend much be
yond a couple of decades. I t w i l l be 
an excessively stringent test if the 
extent of his early age is determin
ed, as has been done, or his progress 
is regulated, by British or American 
standards of actuarial accuracy. 
The business wi l l face a major crisis 
on this score of expenses alone, 
irrespective of other factors, unless 
some concession is made for com
panies which are otherwise sound 
and the table of expense ratios is 
liberalised substantially. It w i l l be a 
catastrophe indeed if the majority 
of the Indian life insurers show up 
' 
'at once as transgressors", the 
moment the l imitat ion of expenses 
comes into force ! 
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