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INCOME TAX IN INDIA SINCE 1860

M. M. Sury

Income-tax is the only notable source of direct tax revenue in India. This article provides an
historical analysis of the various aspects of income-tax in India. The main emphasis is on post-
Independence developments of the tax relating to revenue significance, rate structure, exemptions,
concessions, evasion, and federal aspects. Recent reforms in income-tax and their critical evaluation

are given special focus.

PRE-INDEPENDENCE DEVELOPMENTS

Consequent upon the financial difficulties
created by the events of 1857, income-tax was
introduced in India for the first time in 1860.
However, the imposition of income-tax remained
irregularuntil 1886, when a systematic legislation
was enacted for its operation on a permanent
basis. Since then the form of income-tax has
undergone a series of changes to meet the
requirements of Government finances and eco-
nomic policy.

The Act of 1860 was passed only for five years
and therefore it lapsed in 1865. It was replaced in
1867 by a license tax on professions and trades
and the latter was converted into a certificate tax
in the following year, The certificate tax was
replaced in 1869 by a general income-tax which,
after remaining in force for four years, was
abolished in 1873. In 1876, Government imposed
alicense tax on the traders to create a famine fund
to deal with the famine of 1876-78. This license
tax on traders remained in operation till 1886
when it was merged in the income-tax Act of that
year. ‘...the whole period (1860-1886) was one of
continuous trial and error with different schemes
of direct taxation, no less than 24 Acts being
passed in 26 years’ [Todhunter Committee,
1924-25, Vol. 1, para 259].

The Income-Tax Act, 1886

The Act of 1886 levied a tax on the income of
residents as well as non-residents in India. The
Act defined agricultural income and exempted it
from tax liability in view of the already existing
land revenue, a kind of direct tax. (In the 1860
legislation, agricultural income was also subject
to taxation). The absolute exclusion of agricul-
tural income from the purview of income-tax law
continued till the Government of India Act, 1935
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made it a provincial (State) subject. This provi-
sion was retained in the Constitution of inde-
pendent India. ’

The Actof 1886 exempted life insurance premia
paid by an assessec on policies on his own life or
on that of his wife, a provision that has continued
in one form or another till now. Under another
provision of the Act, a Hindu undivided family
was treated as a distinct taxable entity, a position
maintained by all subsequent Income-Tax Acts.

The assessment and collection procedures of
income-tax in the earlier days of its operation.
were simple and somewhat arbitrary. ‘The
Income-tax Act of 1886 laid an obligation only
oncompanies to file every year statements of their
net income and it was entirely within the discre-
tion of the Collector to devise means for finding
out other persons likely to have taxable income
and to adopt the appropriate method of deter-
mining their income ... the procedure for assess-
ment was summary, and the Collector could
intimate the amount of income and tax determined
by him to the assessee either through a list
published in his office or through an individual
notice.” The total income assessed was Rs 33
crore for assessees with income above Rs 2,000
in 1886-87. Net collection from income-tax was
Rs 1.37 crore in 1886-87 [Matthai Commission,
1953-54, Vol. I, Ch. 1, paras 60, 74 and 78].

The Act of 1886 remained in force for 32 yecars
i.e., until 1918; during this period a number of
amendments were made in it including the
introduction of the principle of graduation in
income-tax in 1916 and of super-tax in 1917.

The Income-Tax Act, 1918
The Act of 1918 also brought under charge

receipts of casual or non-recurring nature per-
taining to business or profession. This was con-
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trary to the generally accepted meaning of income
that it should, inter alia, be received with some
degree of regularity. The Act granted exemption
to contributions to provident funds governed by
the Provident Funds Act.

Although income-tax in India has been acharge
on net income since inception, it was in the Act
of 1918 that specific provisions were inserted for
the first time pertaining to business deductions for
the purpose of computing net income. Prior to
that, deductions were granted on the basis of
executive orders. For example, there was no
specific provision for depreciation allowance in
the Act of 1886, but the Act of 1918 inserted in
the statute itself the provision for depreciation
allowance on the straight-line method.

The Act of 1918 remained in force for a short
period and wasreplaced by anew Act (Act XI of
1922) in view of the reforms introduced by the
Government of India Act, 1919.

The Income-Tax Act, 1922

‘The Act of 1922 provided for the first time the
set-off of loss from one source against income
from other sources in the same year., An amend-
ment of the Act in 1939 permitted carry-forward
of unabsorbed business losses for a period of six
years with the restriction that carried forward loss
could be set-off only against the profits of the
same business. Pursuant to a recommendation of
the Income Tax Investigation Commission
(1948), the income-tax law was appropriately
amended in 1953 to provide for the set-off of
speculative losses, even during the same year,
only against the speculative gains.

Under the Act of 1886, the paying officers had
the obligation to deduct tax at source from the
salaries of Government servants and employees
of local bodies. However, the Act of 1922
extended to all employers the responsibility to
deduct tax at source on salaries. Prior to 1922,
there was no separate department for income-tax
administration. The assessment and collection of
income-tax was done by the land revenue officers
as a subsidiary duty. It was only in 1922 that a
separate Central Department was created to deal
with income-tax administration,

JAN-MAR 1993

The Indian Taxation Enqui}'y Committee,
1924-25

The Government of India appointed this Com-
mittee under the Chairmanship of Sir Charles
Todhunter to examine in detail the entire field of
taxation in India. Chapter IX of its report con-
tained recommendations pertaining to income-
tax. The Committee rejected the idea of
differentiation between eamed and unearned
income for income-tax purpose.

A major recommendation of the Commitce
pertained to the distribution of income-tax reve-
nue between the Centre and the provinces. Prior
to 1919, income-tax was a ‘divided head’ of
revenue. However, the Montague-Chelmsford
Reforms resulted in a complete separation
between Central and Provincial finances, and
income-tax formed a part of Central revenues.
The Todhunter Commitiee opined that in the
eventof any division of taxes between the Centre
and the Provinces, the choice of income-tax as the
main balancing factor was inevitable. The Gov-
ernment of India Act, 1935 did assign to the
provinces a part of the net proceeds of income-tax
levied by the Centre.

Income Tax Enquiry Committee, 1935

This Committee was appointed by the Gov-
emment of India ‘to make an investigation of the
Indian Income-tax system in all its aspectsand to
report upon both the incidence of the tax and the
efficiency of its administration.” Many amend-
ments based on its recommendations became law
in 1939. According to one such amendment the

then prevailing step rates system of income-tax

was changed to slab rates system in 1939. Under
the step system of rates all persons in a particular
income bracket bear the same effective rate on
every rupee of their income. Under a slab system
of rates, tax on each slab of income is calculated
separately and then added up. Under another
amendment, closely-held companies were
required to distribute 60 per cent of their profits
net of tax as dividend. The Income Tax
(Amendment) Act, 1939 provided also for the
taxation of profits of the business of mutual life
insurance which had remained exempt from
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taxation prior to 1939.

Ancther notable development in the evolution
of income-tax was the imposition of Excess Profit
Tax in 1940, It was levied on profits earned by
businesses and professionsduring the period from
September 1, 1939 to March 31, 1946. A ‘stan-
dard profit’ was calculated for each accounting
year falling within the above years. Standard
profit was approximately equated with the profits
earned in normal times,i.e., in the pre-war years.
Companiesstarted before 1936 had the following
- five options to choose from for determining
standard profit: profits during 1935-36 or
1936-37 or average of the profits during 1935-36
and 1936-37 or 1936-37 and 1937-38 or 1937-38
and 1938-39. In the case of companies started
after 1936, the ‘capital standard’‘was used. Thus,
a statutory percentage of 8 per cent of the capital
invested was considered the standard rate of
profit. Excess profit tax was levied at the rate of
50per centon the excess over the standard profits
eamned between September 1,1939 and March 31,
1941. For the period April 1, 1941 to March 31,
1946, the rate of excess profit tax was 66-2/3 per
cent.

Soon after Independence, the Income Tax
Investigation Commission submitted in 1948 a
report which dealt mainly with the problems of
evasion and avoidance of income-tax. Its rec-
ommendations were implemented through the
Income-tax (Amendment) Act, 1953. During
pre-Independence period, revenue-raising was
the main purpose of income-tax system. There
were hardly any concessions/exemptions for
savings, investments, industrial growth, and other
desirable socio-economic objectives. Incentives
for these activities started building up in the
system soon after Independence. Thus, a provi-
sion introduced in 1949 exempted from tax new
industrial undertakings for the first five years of
their manufacturing operations.

CONSTITUTIONAL PRO VISIONS

Taxation of income in India may be classified
into two broad categories: (a) taxation of non-
agricultural income, a Central subject, and (b)
taxation of agricultural income, a matter for State
legislation, The two relevant entries in List I
(Union List) of the Seventh Schedule of the
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Constitution which empower the Parliament to
levy income-tax are: entry 82, "taxes on income
other than agricultural income”, and entry 85,
"corporation tax". According to Article 366 (6)
"corporation tax means any tax on income, so far
as that tax is payable by companies.”

The States are empowered to make laws with
respect to taxes on agricultural income, vide entry
46 of List IT (State List) in the Seventh Schedule.
However, from the assessment year 1974-75,
agricultural income is taken into account to
determine the rate of tax on non-agricultural
income in certain cases. Very few States have,
however, imposed tax onagricultural income, and
wherever it is imposed the revenue is negligible.

Although income-tax is levied and collected by
the Centre, the proceeds are shareable with the
States under Article 270 (1) of the Constitution.
However, the proceeds attributable to Union
Territories, taxes payable in respect of Union
emoluments, and corporation tax are kept out of
the divisible pool in accordance with the provi-
sions contained in clauses (2), (3) and (4) of
Article 270. Similarly, the surcharge levied for
purposes of the Union is also excluded from the
divisible pool under Article 271. The Finance
Commission recommends the formula for the
distribution of income-tax revenue between the
Centre and the States and the distribution of
States’ share among the States themselves. Thus,
income-tax plays an important role not only in
Central finances but also in the finances of State
Governments.

REVENUE SIGNIFICANCE

In 1950-51, personal income-tax accounted for
almost one-third (32.7 per cent) of Central tax
collections. However, the relative contribution
has declined over the years and was less than
one-tenth (9.3 per cent) in 1990-91 (Table 1). In
the case of corporation tax, the relative contri-
bution was 9.9 per cent in 1950-51 while in
1990-91 it was 9.3 per cent. In the intervening
period, however, moderate changes are notice-
able in the proportionate share of corporation tax.



Two implications of these trends are notewor-
thy. The sharp decline in the relative revenue
significance of personal income-tax indicates
lower tax burden on household incomes. The
corporation tax which was wholly borne by pri-
vate sector in the early fifties, in the absence of
public enterprises, is now substantially paid by
the public sector undertakings. Thus, the effec-
tiveness of corporation tax on the private corpo-
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rate sector has lessened over the last 40 years.
Lamenting over these trends a recent tax report
observed, ‘It isa matter for concern that the share
of taxes on income particularly personal
income-tax has registered a sharp decline over the
years and despite efforts to raise more revenue
from these taxes, no appreciable improvement
seems to have come about’ [Chelliah Committee,
1991, para 3.5].

TABLE 1. TRENDS IN THE RELATIVE SHARES OF PERSONAL INCOME TAX AND CORPORATION
TAX IN CENTRAL GOVERNMENT T AX COLLECTIONS: SELECTED YEARS

(Rs Crore)

Central Taxes 1950-51 1955-56 1960-61 1965-66 1970-71 1975-76 1980-81 1985-86 1990-91
A + B Total Tax 404 483 888 2,060 3,206 7,608 13,179 28,671 57,576
collection (100.0) (100.0) (100.0) (100.0) (100.0) (100.0) (100.0) (100.0) (100.0)
A. Direct Taxes 174 171 290 602 810 2,205 3,004 5657 11,025
of which (43.1) (354 (326) (292) (27.1) (2900 (228) 197y (19.1)
(i) Corporation tax 40 37 111 304 371 862 1,310 2,865 5,335

9.9 an (125) 147y (116) (113) 99 (10.0) 9.3)
(ii) Personal Income tax 132 131 166 271 473 1214 1,506 2,509 5,371

@GLn (LY A8 (132)  (148) (160) (11.4) (CX)) ©.3)
B. Indirect taxes 229 315 599 1457 2337 5403 10,175 23,014 45,551

(56.7 (652) (61.5) (0.7 (729) (71.0) (712) (803) (809)

Figures in parentheses are corresponding percentages of total tax collection.
Source: Govemment of India, Ministry of Finance, Explanatory Memorandum on the Budget of the Central Government

(various years), and Receipts Budget (various years).

Why has the share of personal income-tax in
Centraltax collections dipped so low? One reason
is the low stake of Central Government in the
proceeds of this tax. The share of the Statesin the
net proceeds of income-tax has gradually
increased ever since the recommendations of the
First Finance Commission [Fora summary of the
recommendations of various Finance Commis-
sions relating to income-tax, see, Sury, 1992}, It
reached the level of 85 per cent with the
recommendations of the Seventh Finance Com-
mission, and this level was retained by the two
subsequent Finance Commissions, Centre’s share
in the proceeds of income-tax is low at 15 per cent
and it virtually acts as a collecting agency on
behalf of the State Governments. This arrange-
ment has dampened the efforts of the Centre to
increase revenue from income-tax. The high share
of the States in income-tax has proved counter-
productive because the Centre has diverted its
attention to sources which strengthen its own
revenue position. Taking note of the deteriorating

situation, the Sarkaria Commission observed, ‘It
is a fundamental principle of taxation that the
taxing authority should have interest in its pro-
ceeds. In order to maintain this principle and
giving a more meaningful choice to the Union
among fiscal alternatives, it is necessary to
enlarge the base of devolution to the States but
with alower percentage share in individual taxes.
This can be done by bringing into the divisible
pool amajor Union tax butstill keeping a sizeable
revenue source for exclusive utilisation by the
Union’ [Sarkaria Commission, Part I, 1988, para
10.6.15].

The Sarkaria Commission, therefore, recom-
mended that the net proceeds of corporation tax
may be made permissibly shareable with the
States through an appropriate amendment of the
Constitution. Simultaneously, itmadeit clear that
in the event of the inclusion of corporation tax in
the divisible pool, necessary adjustments will
have to be made by suitably lowering the shares
of States in income-tax and Central excise duties.
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INCOME TAX ACT, 1961

Meaning of Income

The present law of income-tax is governed by
the Income Tax Act, 1961 (hereinafter called the
Act) which is amended from time to time by the
annual Finance Actand otheramending Acts. The
Act which came into force on April 1, 1962,
replaced the Indian Income Tax Act, 1922 which
had remained in operation for 40 years.

As in most other countries, income is exem-
plified rather than defined. The Act does not
define the term ‘Income’, but section 2 (24) of the
Act describes the various receipts as income
which include, inter alia, profits and gains, div-
idends, voluntary contributions received by a
charitable trust, the value of any perquisite or
profit in lieu of salary, any capital gains, any
winnings from lotteries, crossword puzzles, elc.
Apart from the aforesaid receipts, any other
receipt is taxable under the Actif it comes within
the general and natural connotation of the term
Income. The description of the term ‘income’ in
section 2 (24) is inclusive and not exclusive. It is
indeed very difficult to reduce the concept of
income to a precise and unambiguous definition.
Various forms of imputed and accrued incomes
pose serious practical difficulties of measure-
ment, and guidance is sought from judicial pro-
nouncements on the subject. ‘It will be
impracticable to reduce the principles evolved by
Jjudicial decisions in the leading cases on this
subject (income) into an exhaustive and self-
contained definition of income in our taxation
Act. We are also of the opinion that perhaps more
harm than good may result from including in the
taxation Act a rigid definition of income. We
think that guidance in this matter should continue
to be drawn in the future, as heretofore, from the
extensive case law on the subject’ [Matthai
Commission, 1953-54, Vol. II, Ch. 3, para 3.

Itis noteworthy that income which is subject to
charge of tax varies according to the residential
status of the taxpayer. In the case of a person
‘resident’ in India, all income derived from
whatever source is within the scope of taxation.
However, in the case of a ‘non-resident’, the tax
liability extends only to income which (i) is
received or is deemed to be received in India by
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or on behalf of the non-resident or (ii) accrues or
arises, or is deemed to accrue or arise, to the
non-resident in India. It is evident that income
which accrues or arises outside India (i.e., foreign
income) is beyond the scope of tax liability in
India in the case of a non-resident.

Incomes Exempt from Tax

The Actdescribes incomes that are exempt from
the purview of income-tax. These exemptions are
meant to serve various socio-economic objectives
through the medium of tax policy. The plethora
of exemptions granted under various sections of
the Act has narrowed the base of income-tax
considerably, besides making the law compen-
dious.

The important types of income altogether
excluded from the scope of total income under
section 10 are agricultural income, share of profit
from a firm, casual and non-recurring receipts,
death-cum-retirementgratuity, pension and leave
salary, any retrenchment compensation received
by a workman, payment at the time of voluntary
retirement, payments from provident funds,
payments from superannuation fund, house rent
allowance, awards for literary, scientific, and
artistic work and income of scientific research
associations, universities, hospitals, and sports
associations. A detailed description of incomes
exempt from tax is given in Appendix I.

Tax Holiday Schemes

1. Tax Holiday for Newly Established Industrial
Undertakings in Free Trade Zones

This scheme of section 10A provides for a
complete tax exemption in respect of the profits
and gains of an industrial undertaking set up in
any free trade zone. From the assessment year
1987-88, complete tax exemption can be claimed
in respect of any § consecutive assessment years
falling within a time frame of eight years begin-
ning from the year in which the industrial
undertaking commences production. The
objective of this concession is to encourage the
establishmentof export-oriented industriesin free
trade zones. Free trade zone means the Kandla
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Free Trade Zone, the Santacruz Electronics
Export Processing Zone and others specified by
the Central Government for the purpose of section
10A.

2. Tax Holiday for New Established Hundred Per
Cent Export-Oriented Undertakings

Under provisions of section 10B, any profitsand
gains made by an assessee from a hundred per
cent export-oriented undertaking are not included
in the total income of the assessee. This benefit
is available to the assessee in respect of any 5
consecutive assessment years (referred to as
holiday period) falling within a period of eight
years beginning with the initial assessment year
in which the undertaking commences production.

Heads of Income

Income-tax is a composite tax on the aggregate
of incomes from various sources. However, tax-
able income is first computed under different
heads of income and then aggregated. From the
aggregated amount certain deductions are made
toarrive at taxable income, Section 14 of the Act
prescribes five broad heads under which the
income of an assessee is classified for purposes
of computation of total income and the charge of
income-tax. These are (A) salaries; (B) income
from house property; (C) profits and gains of
business or profession; (D) capital gains; and (E)
income from other sources. The method of
computing income and the permissible deduc-
tions differ with each head of income. The heads
of income are intended to indicate the classes of
income to which different rules of computation
are applied. The aggregate of income under these

heads is termed as ‘gross total income’ which,

when reduced by the deductions available under
sections 80D to 80U (also called Chapter VIA
deductions) gives ‘total income’ on which the
charge is applied. A brief explanation of the
different rules governing the computation of
taxable income under each of the above-
mentioned heads is as follows.
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A.Salaries

Under section 17(1), salary is defined toinclude
(i) wages, (ii) any annuity or pension, (iii) any
gratuity, (iv) any fees, commissions, perquisites
or profits in licu of or in addition to any salary or
wages, (v) any advance of salary, (vi) any pay-
ment received in respect of any period of leave
not availed, (vii) any annual accretion to the
balance at the credit of an employee participating
in a recognised provident fund to the extent it is
taxable, and (viii) transferred balance in a
recognised provident fund to the extent it is
taxable. It also includes perquisites,i.e., the value
of any benefit or amenity provided by the
employer like rent-free accommodation. How-
ever, section 17 provides for exemption from tax
in respect of perquisite in the form of medical
facilities provided by the employer. Broadly
speaking, whatever isreceived from the employer
is salary.

From the aggregate amount of salary a standard
deduction is allowed (Sec. 16). Prior to the
assessment year 1975-76, the computation of
income under the head salaries allowed deduction
of expenditure, from gross salary income,
incurred by a taxpayer on purchase of books and
for maintenance of conveyance for employment
purposes. The deduction was allowed to the
taxpayer only on production of proof of having
incurred such expendiwre. The procedure was
obviously cumbersome for the salaried persons
and to simplify it the Finance Act of 1974 sub-
stitoted it with a standard deduction for all types
of expenditure incurred toward employment. The
maximum amount of deduction allowed for this
purpose was fixed at Rs 3,500. According to the
provisions of the Income-tax Act, the standard
deduction was granted, ‘in respect of deduction
incidental to employment of the assessee’.
However, this clause was deleted by an amend-
ment introduced by the Finance (no. 2) Act, 1980.
Consequently, standard deduction is now
claimable by an employee regardiess of the fact
whether or not any expenditure incidental to
employment has actually been incurred. For
example, even a pensioner is eligible to claim it
though he does not incur, under normal circum-
stances, any expenditure to collect his pension.
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Thus, standard deduction, originally envisaged as
a device to amrive at an assessee’s net salary
income, has virtually become a blanket deduction
against salary income. It shows how tax designing
is subject to pressures and influences.

Maximum standard deduction was raised from
Rs 3,500 to Rs 5,000 in 1981-82, to Rs 6,000 in
1983-84, to Rs 10,000 in 1986-87, and to Rs
12,000 in 1988-89. Thus, at present all salaried
employees are entitled to a standard deduction at
the rate of 33.3 per cent of salary income or Rs
12,000 whichever is less. In case where the
employee isinreceipt ofa conveyance allowance,
the standard deduction is limited to Rs 1,000. As
a special consideration for women, the standard
deduction was increased from Rs 12,000 to Rs
15,000 from the assessment year 1993-94 in
respect of working women having total income
upto Rs 75,000,

B. Income from House Property

The scope of the income charged under this head
is defined by section 22 and the computation of
income under this head is explained by sections
23t027. Income-tax is payable by an assessee on
the annual value of property consisting of build-
ings and land appurtenant thereto of which he is
the owner. The annual value of such property,
called house property, is deemed to be the sum
for which the property might reasonably be
expected tolet from year to year. The annual value
is ascertained by taking into consideration all
relevant facts such as rent received, the terms of
the lease, the municipal valuation, rent paid for
similar property in the locality and so on. The
concept of taxation under this head does not
extend to properties used for the purpose of any
business or profession carried on by the owner of
the property because house property is regarded
as any other business asset. One house used by
the owner for his own residence is exempt from
tax. From the annual value of the house property,
various deductions are allowed in computing the
net annual value of a house property.

C. Profits and Gains of Business or Profession

This head of income is beset with complicated

INCOME TAX IN INDIA SINCE 1860 7

rules of computation, often leading to contro-
versies and litigation. According to section2 (13),
business includes any trade, commerce, or
manufacture or any adventure in the nature of
trade, commerce, or manufacture. A profession,
under section 2 (36), is an occupation requiring
purely intellectual skill or manual skill such as
that of a lawyer, accountant, engineer, surgeon,
author, etc. Section 28 defines various incomes
which are chargeable to tax under the head profits
and gains of business or profession. Sections 30
to 44D specify the method of computation of
income under this head by describing the nature
and amount of permissible and non-permissible
deductions. Broadly speaking, all expenses that
are wholly or exclusively laid out or expended for
the purpose of business and that are not of capital
nature are deductible.

1. Deductions Expressly Allowed

Following expenses are admissible as deduc-
tions while computing taxable income under this
head. (1) Rent, taxes, repairs, and insurance for
buildings (Sec. 30); (2) Repairs and insurance of
machinery, plant and fumiture (Sec. 31); (3)
Depreciation (Sec. 32); (4) Investment allowance
(Sec. 32A); 5. Investment Deposit Account
Scheme (Sec. 32AB)%; (6) Development allow-
ance (Sec. 33A)%; (7) Expenditure on acquisition
of patent rights or copyrights (Sec. 35A); (8)
Deduction in respect of expenditure on know-
how (Sec. 35AB); (9) Amortisation of certain
preliminary expenses (Sec. 35D); (10) Deduction
for expenditure on prospecting, etc., for certain
minerals (Sec. 35E); (11) Other deductions like
insurance premium; bonus or commission to
employees, interest on borrowed capital;
employer’s contribution to provident fund, gra-
tuity, staff welfare schemes, bad debts; transfers
to special reserves; family planning expenditure
(Sec. 36); (12) Entertainment expenditure,
expenditure on advertisements, travelling
expenses, and other general deductions (Sec. 37);
(13) Payment of interest to any partner by a firm
subject to a maximum of 18 per cent per annum
(Sec. 40B).
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2. Expenses Expressly Disallowed

The following expenses, inter alia, are
expressly disallowed while computing taxable
income under this head: (1) Expenditure on
advertisement in any souvenir, brochure, etc., of
a political party [Sec. 37 (2B)]; (2) Expenditure
on the maintenance of guest houses [Sec. 37 (4)];
(3) Any interest or salary payable outside India
from which due tax has not been deducted at
source; any tax calculated on the basis of profits
or gains of the business or profession [Sec. 40(a)];
(4) Payment to partner [Sec. 40(b)].

D. Capital Gains

Under section 45 of the Act, any profits or gains
arising from the transfer of a capital asset are
chargeable to tax under the head ‘capital gains’.
Tax treatment of capital gains is discussed sepa-
rately.

E. Income from other Sources

Income of every kind, which is not chargeable
totax under any of the other four heads and which
is not to be excluded from the total income, is
chargeable to tax under the residuary head ‘in-
come from other sources’ Some examples of
incomes included under this head are: (i)
dividends, (ii) winnings from lotteries, crossword
puzzles, races including horse races, card games,
gambling or betting, (iii) income from machinery,
plant or furniture belonging to the assessees and
leton hire, (iv) interestonbank deposits and loans,
and (v) interest on securities issued by the Gov-
ernment; and interest on debentures and other
securities issued by a local authority, a company,
or a public sector corporation.

Anti-Tax Avoidance Provisions

To counteract practices of tax avoidance, the
Act contains provisions under which income of
other persons is included in assessee’s income.
Sections 60 to 65 of the Act deal with instances
where the assessee attempts to reduce his tax
liability either by transferring his assets in favour
of his family members or by arranging his sources
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ofincome in such a manner that tax incidence falls
on others, whereas benefit of income, directly or
indirectly, is derived by the assessee himself. To
counter such attempts, the Act incorporates pro-
visions under which certain incomes are included
in the assessee’s total income, though such
incomes legally belong to other persons. In other
words, incomes arising tothe spouse, minorchild,
son’s wife, son’s minor child and other persons
are clubbed with the assessee’s income in certain
circumstances. In this respect, the Act deviates
from the general principle that a person can be
assessed in respect of his own income.

Prior to the assessment year 1993-94, section
64 of the Actprovided that in computing the total
income of any individual, there shall be included
all such income as arises to a minor child of such
individual from: (a) the admission of the minor to
the benefits of partnership in a firm, (b) assets
transferred to the minor child by such individual
otherwise than foradequate consideration,and (c)
assets transferred by suchindividual to any person
otherwise than for adequate considerations, to the
extent to which income from such assets was for
the immediate or deferred benefit of such indi-
vidual’s minor child. Since these provisions were
cumbersome and often led to litigation, the law
with regard to clubbing of minors’ income was
recast and simplified by the Finance Act, 1992

From the assessment year 1993-94, all income
of aminor isincluded in the income of his parent.
However, the income derived by the minor from
manual work or from any activity involving his
specialised knowledge is not included in the
income of his parent. The law also provides that
the income of the minor is to be included in the
income of that parent whose total income is
greater. Where the marriage of the parents does
not subsist, the income of the minor is includible
in the income of that parent who maintains the
minor child. The Finance Act, 1992 also inserted
a new clause 32 in section 10 to provide that in
case the income of an individual includes the
income of his minor child in terms of section 64,
such individual shall be entitled to exemption of
Rs 1,500 in respect of each minor child.
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Set-off and Carry Forward of Losses

As already noted, income chargeable under the
Act is computed under five different heads. The
aggregation of ‘gross total income’ is relatively
easy if income under each head and from each
source is positive. However, loss may be sus-
tained in one or more sources under one or more
heads of income. Therefore, in the computation
of ‘gross total income’ of an assessee, appropriate
adjustments should be made for the losses suf-
fered by him. Sections 70 to 80 of the Act deal
with provisions concerning set-off of losses and
their carry forward. The following three steps may
be followed to understand the procedure of set-off
and carry forward of losses. (a) Inter-source
adjustment under the same head of income. (b)
Inter-head adjustment in the same assessment
year, Provisions of (b) are applied only if a loss
cannot be set-off, fully or partly, under (a). (c)
Carry forward of loss. Provisions of (c) are
applied only if a loss cannot be set-off, fully or
partly under (a) and (b).

The purpose of these provisions is to mitigate
the disincentive effects of fluctuating income.
Under a system of progressive income-taxation
based on yearly assessment, a taxpayer whose
income fluctuates from year to year will surrender
a larger proportion of his income in tax than a
taxpayer with the same average income more
evenly distributed over the years. To counter this
violation of the principle of horizontal equity,
some form of income averaging method may be
adopted. The set-off and carry forward provisions
are proxy for income averaging principle.

Deductions from Gross Total Income

Gross total income of an assessee isobtained by
adding up incomes under different heads. While
computing incomes under various heads, certain
deductions are allowed, which are in the nature
of expenses incurred in earning the specific
incomes under different heads. These have
already beendiscussed while dealing with various
heads of income. The Act provides certain special
deductions under Chapter VI-A and these are
intended to promote various socio-economic
objectives like industrialisation of backward
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areas, small-scale industries, export promotion
and to help the assessees in meeting certain
essential expenditures. These deductions are
made from the gross total income of the assessee
and not from any particular head of income.

The aggregate amount of deductions allowable
cannot exceed the gross total income. No such
deduction is allowed against long-term capital
gains. Thus, where the grosstotal income includes
long-term capital gains, the gross total income is
reduced by such long-term capital gains for the
purpose of deductions. These deductions are
allowed under various clauses of section 80 of the
Act (i.e., sections 80D to 80U). Some of these
deductions are in respect of certain payments
while others relate to certain incomes. The list is
given in Appendix 11

Rebates

Till March 31, 1990, the schemes of tax
incentives to promote savings and investments
were based entirely on deductions from grosstotal
income. When a deduction is made from income,
an assessee gets tax relief at the highest marginal
rate of tax applicable to him. Apparently, this
system confers higher amount of tax benefit toa
person with higher income compared to a person
with lower income. To do away with this
iniquitous system, the Finance Minister intro-
duced in the 1990-91 budget a new scheme of tax
rebate on gross amount of savings. The new
scheme covered under section 88 provided for a
rebate (or tax credit) on tax to the extent of 20 per
cent of the sum invested in National Savings
Certificates, provident funds, life insurance
policies, etc. The maximum amount eligible for
rebate was Rs 50,000 generally and Rs 70,000 in
the case of authors, playwrights, artists, musi-
cians, actors, and sportsmen, thereby permitting
a maximum rebate of upto Rs 10,000 and Rs
14,000, respectively. Thus, all taxpayers derive
the same amount of tax benefit on a given amount
of savings irrespective of their level of income.
This new scheme with uniform tax rebate led to
simplification in tax deduction at source by the
employers. It is a good example of how equity
and simplicity criteria can be combined in the tax
System.
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In the Finance Act, 1992, the scheme of tax
credit under section 88 was further liberalised in
the case of authors, playwrights, etc., to com-
. pensate them for the fluctuating nature of their
income. As against the 20 per cent tax rebate
allowed normally, it was raised to-25 per cent in
their case. Also, the ceiling of the maximum
rebate in their case was raised from Rs 14,000 to
Rs 17,500. With a view to allowing this conces-
sion only to a person having significant portion
of his income from the above-mentioned
profession, the enhanced rebate is allowed only
to such persons whose income from his profession
as author, playwright, etc., is at least 25 per cent
of his total income.

The Finance Act, 1992, inserted a new section
88B to provide for a special tax relief in the form
of an additional rebate of 10 per cent from the tax
payable by persons who have attained the age of
65 years and have a gross total income not
exceeding Rs 50,000. This special relief starting
from the assessment year 1993-94 was designed
to help senior citizens meet the increased
expenses in their old age.

The Finance Act, 1992 extended also the scope
of section 88 by including under it the National
Saving Scheme (formerly under section §0CCA),
and the Equity-Linked Saving Scheme (formerly
under section 80CCB), The maximum amount
eligible for rebate was increased from Rs 50,000
to Rs 60,000 or the ceiling of tax rebate was
increased from Rs 10,000 to Rs 12,000. Within
the overall ceiling of Rs 60,000, a sub-ceiling of
Rs 10,000 was fixed in respect of investments in
Equity-Linked Savings Scheme in order to ensure
continued viability of other saving scheme con-
tained in section 88.

From the foregoing description of exclusions,
deductions and rebates it is clear that income tax
law provides liberal concessions to a variety of
socially desirable activities almost on permanent
basis. The supposedly high statutory rates of
income-tax turn out to be illusory in view of
various exemptions/concessions which lower the
effective rates of taxation significantly. These
‘tax expenditures’, each with a rationale of its
own, have the combined effect of eroding the tax
base and impairing the progressivity of the tax
system. Little surprise if the total number of
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income taxpayers is 70 1akh, representing 2.5 per
cent of the country’s working population.
Moreover, the system of exemptions/conces-
sions has caused considerable instability in the
income-tax law. According to one estimate, there
have been 3,300 amendments to the Income-Tax
Act during 1961-9(L[Palkhivala, 1990, Vol. I, p.
9]. Not only that, there is considerable fickleness
and ad hocism about amendments, particularly
those pertaining to exemptions/concessions. This
state of affairs has often led to uncertainty and
confusion among taxpayers and tax collectors.
“The instability of our tax laws is another of their
worst features. The laws are riddled with uncer-
tainties and statutory amendments are as unpre-
dictable as they are frequent. Surely, after more
than half a century of the working of the
income-tax Acts of 1922 and 1961, it should be
possible to have an enduring tax structure’
[Chokshi Committee, 1978, para I-0.10].

Units of Assessment

There are seven categories of persons (i.e., units
of assessment or taxable entities) chargeable to
tax under the Act. According to section2 (31) the
word ‘person’ includes (1) An individual, ) A
Hindu undivided family (HUF), (3) A Company,
(4) A firm, (5) An association of persons ora body
of individuals whether incorporated or not, (6) A
local authority, and (7) Every artificial juridical
person, not falling within any of the preceding
categories. However, individuals, and companics
are the two main taxpaying entities. For the
assessment year 1988-89, individuals accounted
for 76.5 per cent of returns filed, 52.2 per cent of
income returned, and40.9 percent of tax payable.
For the same year, Companies accounted for 1.2
per cent of returns filed, 22.4 per cent of income
returned, and 46.3 per centof tax payable [AII'TS,
1990, p. 1IV].

Depending upon the residential status, com-
panies are classified into ‘domestic’ and ‘foreign’
companies. Domestic companies, in turn, are
divided into two main categories: (3) widely-held
companies, and (b) closely-held companies.
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These distinctions are important because the rates
of tax vary for different types of companies (See
Appendix III).

RATE STRUCTURE

Prior to 1916, income-tax was levied at a flat
rate of 5 pies in a rupee on all incomes above Rs
2,000. With a rupee containing 192 pies, the rate
of tax worked out to 2.6 per cent approximately.
It was in 1916 that the income-tax came to be
levied at graduated scale and this principle has
been followed since then. In 1945-46, the maxi-
mum rate of income-tax was 57 pies in a rupee
(29.7 per cent). In 1946-47, there was a steep rise
in the maximum rate of income-tax to 15-1/2
annas in a rupee (96.9 per cent). The Taxation
Enquiry Commission (1953-54) recommended
92 per cent rate of tax (including surcharge) on
the highest slab of income.
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The Report of the Direct Taxes Enquiry Com-
mittee (DTEC) 1971, was a milestone in the area
of income-tax rates. The Committee made a
number of far-reaching suggestions for unearth-
ing black money, preventing evasion and avoid-
anceof taxes, and reducing arrears. One important
recommendation of the Committee related to
reduction in the rates of direct taxes which in its
view were mainly responsible for tax evasion
because they made tax evasion profitable and
attractive. For example, the rates of individual
income-tax were quite high till the year 1973-74.
However, pursuant to the recommendations of the
DTEC, the Government initiated a series of rate
reductions in individual income-tax. Table 2
summarises the decline in the maximum marginal
rate of income-tax beginning with the year
1974-75. The rate of tax was reduced from 97.7
per centin 1973-74 to 77 percent in 1974-75,and
further down to 66 percentin 1976-77. It is

TABLE 2. TRENDS IN THE MAXIMUM MARGINAL RATE OF INDIVIDUAL INCOME TAX

(Per cent)

Financial Top Marginal Surcharge, Rate including
Year Rate if any surcharge
1973-74 85 15 971
1974-75
1975-76 } 70 10 77.0
1976-77 . 60 10 66.0
1977-78 '
1978-79 } 60 15 69.0
1979-80 60 20 72.0
o o

- 10 .

1982-83 } 660

+ 1983-84 60 125 675
1984-85 55 12.5 619
1985-86
1986-87 } 50 Nil 50.0
1987-88
1988-89 50 5 525
198990 S0 8 540
199091
1991-92 50 12 . 56.0
1992.93 40 12 448

Note: The maximum marginal rate of individual income-tax is applicable to incomes over Rs 1 lakh.

Source: Govemment of India, Finance Acts (various years).
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noteworthy that DTEC had recommended a
maximum marginal rate of 75 per cent [Wanchoo
Committee, 1971, para 2.52). The downward
trend in the rate of income-tax was temporarily
reversed during the brief Janata Government rule
at the Centre. The top marginal rate of income-tax
was increased from 66 per cent in 1976-77 to 69
per centin 1977-78, and further up to 72 per cent
in 1979-80. However, the policy of low direct tax
rates started by the Congress Governmentin 1974
and carried forward in 1976 was further rein-
forced after it came back to power at the Centre
in 1980. After a series of revisions the maximum
marginal rate of individual income-tax was 54 per
cent (including employment surcharge of 8 per
cent), applicable from the assessment year
1991-92. Consequent upon the recommendations
contained in the interim report of the Chelliah
Committee on Tax Reforms, the marginal rate
was fixed at 44.8 per cent (including surcharge)
from the assessment year 1993-94, It is note-
worthy that Chelliah Committee had recom-
mended 40 per cent maximum rate inclusive of
surcharge for income exceeding Rs 2 lakh, Still,
pressure continues for further lowering of the
marginal rate and some enthusiasts have sug-
gested the abolition of income-tax altogether.
The philosophy of low tax rates presupposes
improved tax compliance to control the growth of
black money, and broadening of the tax base. It
is argued that high tax rates increase premium on
tax evasion which, in turn, generates black
money. Unfortunately, neither of the two
intended objectives has been achieved. The
number of individual income-tax payers is stag-
natingataround 70 lakh foralong time. Similarly,
statistical evidence is lacking to support the

contention that reduced rates have checked the.

growth of concealed incomes. Contrarily, recent
estimates of black money are staggering and
suggest an increase in tax-evaded income as per
cent of GDP {Governmentof India, 1985, p. 161].

Low tax rates are welcome provided they
improve complianceand revenue yield. However,
to expect that lowering of rates would improve
compliance automatically is unrealistic because
tax evasion occurs at all levels of income. Since
income-tax is the only major direct tax in India,
it must be sufficiently progressive to ensure more
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equitable distribution of income and wealth. The
presentmarginal rate of 40 per centismuchbelow
the 75 per cent recommended by the DTEC. The
argument that high rates of income-tax will dis-
courage savings is untenable because provisions
exist in the income-tax law under which not only
savings but returns on savings (i.e., interest) are
exempt from tax upto specified limits. Such
provisions can be further strengthened, if neces-

sary.

Broadly speaking, the present system of
income-tax is ‘global’ in nature in that it does not
discriminate between different sources of
income. Income from various sources is pooled
together for determiningtax liability. Elements of
schedular system (under which different sources
of income are taxed differently) exist insofar as
agricultural income is excloded from the tax base,
and long-term capital gains, though included in
the definition of incomne, are given special con-
cessions.

As already noted, income-tax revenue
originates mainly from two taxpaying entities
viz., Companies, and individuals. Although the
concept of taxable income and the procedure for
its computation is the same, except for minor
differences, for all taxable entities, the income-
tax rates vary among the different entities. From
the standpoint of differential tax treatment, the tax
oncompanies (also referred to as corporation tax)
is essentially a proportional tax while the tax on
non-corporate entities (also referred to as per-
sonal income-tax) is basically a progressive
income-tax. The different constituents of the
non-corporate entities viz., individuals, HUF, and
firms, in turn, are subject to varying rates of
income-tax. Likewise, the rate of tax on the cor-
porate entities differs depending on whether a
company is ‘domestic’ or ‘foreign’, ‘widely-held’
or ‘closely-held’, ‘industrial’ or ‘trading”. In
general, a domestic company is taxed at a lower
rate than aforeign company. Among the domestic
companies, widely-held companies bear lower
tax rates as compared to closely-held companies.
Again, among the domestic companies, the
industrial companies are taxed at alowerrate than
the non-industrial companies. The distinction in
corporate tax rate between trading companiesand
industrial companies was abolished in the
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1991-92 budget.

It may be noted that a company is liable to
income-tax however small its income may be
while a basic exemption is allowed to individual
taxpayers. Basic exemption is allowed to permit
a minimum standard of living or some level of
income which does not reflect the taxpaying
capacity of a person. The basic exemption limit
was raised from Rs 12,000 to Rs 15,000 in
1981-82, to Rs 18,000 in 1985-86, to Rs 22,000
in 199091, and further upto Rs 28,000 in
1992-93. Table 3 records trends in the basic
exemption limit for individual income-tax payers
during the post-Independence period. The
exemption limit has generally been raised from
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time to time to make adjustments for inflation.
Only once it was actually reduced from Rs 4,200
to Rs 3,000 in 1957-58. Proposing the reduction
the Finance Minister remarked, “The minimum
limit had been raised over the past few years
mainly for administrative reasons. An income of
Rs 4,200, modest though it is in absolute terms,
is quite a large multiple of the average level of
incomes in the country. It is reasonable to expect
that those with an income over Rs 3,000 should
also make their contribution, however small, to
the public exchequer, and should come within the
range of direct taxation’ [Speeches of Union
Finance Ministers, p. 155].

TABLE 3. TRENDS IN THE BASIC EXEMPTION LIMIT FOR INDIVIDUAL INCOME TAX PAYERS

Financial Year Basic Exemption limit (Rs)
1947-48 2,500
1948-49 10 1950-51 3,000
1951-52 and 1952-53 3,600
1953-54 10 1956-57 4,200
1957-58 to 1965-66 3,000
1966-67 to 1969-70 3,500
1970-71 10 1973-74 5,000
1974-75 and 1975-76 6,000
1976-77 8,000
1977-78 to 1979-80 10,000
1980-81 12,000
1981-82 to 1984-85 15,000
1985-86 to 1989-90 18,000
1990-91 and 199192 22,000
1992-93 28,000

Source: Govemment of India, Finance Acts (various years),

Rates of income-tax are fixed by the annual
Finance Act and not by the Income-tax Act. (In
the case of other direct taxes, viz., wealth tax, and
gift tax, the rates are specified in a schedule to the
Act imposing the tax). Rates of income-tax
applicable to various entities for the assessment
year 1993.94 are givenin Appendix II1. A notable
feature of the rate structure is the imposition of
surcharge on income-tax wholly for the purposes
of the Centre. Surcharge was levied in 1951 and
continued uninterrupted when it was completely
abolished in 1985-86. However, a drought sur-
charge was levied at the rate of 5 per cent in 1987
on incomes above Rs 50,000 and the same was
replaced by an employment surcharge of 8 per
cent in 1989, It was increased to 12 per cent in
December 1990. For the assessment year

1993-94, surcharge is applicable at the rate of 12
per cent if total income exceeds Rs 1,00,000.

Though the regular assessmentin respect of any
income is made ina later assessment year, the tax
on such income is payable by way of advance
payment or deduction at source. Section 208 of
the Act makes it obligatory to pay advance tax in
every case where the advance tax payable is Rs
1,500 or more. Similarly, there are provisions
under various sections of the Act regarding tax
deduction at source as, for example, deduction of
tax from salaries (Sec. 192).

TREATMENT OF CAPITAL GAINS

A tax on capital gains was in operation in India
fora short period in respect of capital gains which
arose during the period April 1, 1946 to March
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31, 1948. Following the recommendations of
Nicholas Kaldor, the tax wasrevived in 1956 and
made applicable on capital gains made on or after
April 1, 1956. 1t is levied within the framework
of Income Tax Act. Profits or gains arising from
the transfer of a capital asset are chargeable to tax
under the head ‘capital gains’.

The procedure to compute capital gains
involves the following steps. Firstly, the full value
of consideration received or accruing as a result
of the transfer of the asset is ascertained. The
second step is to deduct from the full value of
consideration (a) the cost of acquisition of the
asset including cost of any improvements made
to the asset, and (b) expenditure incurred in
connection with the transfer of such asset (bro-
kerage, legal expenses, etc.).

Incidence of tax on capital gains depends upon
whether such gains arise from the transfer of a
short-term or a long-term capital asset. A short-
term capital asset is one which is held by an
assessee for less than 36 months from the date of
its acquisition. If the asset is held for a longer
duration, it is regarded as a long-term capital
asset. Capital gains arising from the transfer of a
short-term capital asset are taxable like an ordi-
nary income in the case of all assessees. However,
capital gains relating to long-term assets get
preferential treatment. The Act provides for the
exemption from tax of long-term capital gains
arising from the transfer of certainassetsincertain
circumstances if the conditions specified for the
purpose are fulfilled. For example, under Section
54 any long-term capital gains arising on the
transfer of a residential house is exempt from
income tax if the individual has within a period
of one year before or two years after the date of
such transfer purchased, or within a period of
three years constructed a residential house. The
amount of exemption available is equal to the
amount so utilised or the amount of capital gain,
whichever is less.

Pursuant to the recommendations contained in
the interim report of the Chelliah Committee on
tax reforms, the capital gains tax was drastically
recast by the Finance Act, 1992. The cut-off date
for valuation of assets acquired in earlier years
was shifted from April 1, 1974 to April 1, 1981.
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In another significant move, a system of indexa-
tion was introduced for the first time under which
long-term capital gains are now computed by
allowing the cost of the asset to be adjusted for
general inflation. The new procedure for com-
puting capital gains effective from the assessment
year 1993-94 isas follows. The costof acquisition
and the cost of improvement of the asset will be
linked to a Cost Inflation Index. Long-term cap-
ital gains will be computed by deducting from the
sale proceeds the indexed cost of acquisition and
the indexed cost of improvement, and the
expenditure incurred in connection with the
transfer. Beginning with1981-82asthe baseyear,
the Central Government will notify each year the
Cost Inflation Index having regard to 75 per cent
rise in consumer price index for urban and non-
manual employees. The cost of acquisition will
be adjusted with reference to the rate applicable
for the relevant year. There will be similar
indexation of cost of improvement. The new
procedure isrelated to the period of time for which
the asset is held and takes into account the
inflation that may have creptin over time. It will
favour those whose capital gains accrue over a
longer period while those making capital gains
over a shorter period will pay a higher tax.

Prior to the assessment year 1993-94, income
arising under the head. ‘Capital gains’ was
included in the gross total income of the assessee
and after allowing deductions under Chapter
VI-A, the total income was subject to tax and
surcharge at the rates in force. Rebate under
section 88 was available from the tax computed
on the total income in respect of deposits pay-
ments made in approved schemes and instru-
ments. However, the Finance Act, 1992 inserted
a new section 112 in the Income Tax Act to
provide that long-term capital gains will be sub-
ject to a flat rate of income-tax. The rate of tax
will be 20 per cent in the case of individuals and
HUFs, and 30 per cent in the case of all other
assessees such as companies, firms, association
of persons and bodies of individuals. Deductions
under Chapter VI-A and rebate under section 88
were withdrawn in respect of long-term capital
gains. In the case of an individual if the liability
to 1ax arises only because of the inclusion of
long-term capital gains in the total income, tax



VOL.5NO. 1

will be levied at a flat rate of 20 per cent on the
excess over the minimum exemption limit. Sur-
charge at the appropriate rates in force will
however apply, wherever applicable.

The introduction of inflation indexing for cap-
ital gains will complicate the income-tax law. It
is surprising that salary incomes which suffer the
mostdue toinflationhave been left outand instead
capital gains have received the coveted treatment
of inflation adjustment.

The flat rate of 20 per cent for capital gains as
compared to the marginal rate of 40 per cent for
other incomes has reduced the effective pro-
gressivity of income-tax besides producing dif-
ferential tax liabilities at given levels of income,
violating the principle of horizontal equity.
Moreover, this differential will induce people to
earn income in the form of capital gains (often
speculative) rather than as business profits, div-
idends, or interest. The inducement will be
stronger at higher income levels because of the
high tax rates applicable thereon. To conclude,
Indian income-tax system treats capital gains for
tax purposes on a footing different from other
sources of income. The differentiation is done in
the case of long-term capital gains which alone
qualify for concessionary tax treatment. Since
capital gains are accidental in nature and bear no
relationship to efforts on the part of the recipient,
their preferential tax treatment is untenable.

EARNED VERSUS UNEARNED INCOMES

The Indian Taxation Enquiry Committee
(1924-25) examined, for the first time, the
desirability of differentiation between earned and
unearned incomes for income-tax purpose. The
Committee, however, rejected the idea, main-
taining that it was premature in the context of the
Indian conditions. It was in 1945 that a distinction
between eamed and unearned incomes was
introduced when assessees were allowed to
exclude from their earned incomes a fixed pro-
portion subject to a maximum limit.

The Taxation Enquiry Commission (TEC),
1953-54, made several recommendations
regarding income tax, some of which dealt with
broad structure of taxation while others related to
matters of detail like inclusion and exclusion of
certain categories of income from taxation, grant
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of concessions to promote objectives of economic
policy and so on. A notable recommendation of
the TEC pertained to the withdrawal of the con-
cession relating to earned income beyond a cer-
tain level of income which it suggested should be
Rs 24,000. Agreeing with this recommendation
that earned income relief should not be allowed
on higher brackets of income, the Government,
as a first step, reduced the allowance in the
1955-56 budget by stages on incomes in excess
of Rs 25,000, the concession ceasing when the
level of Rs 45,000 was reached. Under the recast
scheme an allowance of 20 per cent subject to a
maximum of Rs 4,000 was granted to earned
incomes not exceeding Rs 25,000. For incomes
inexcess of thisamount the allowance of Rs 4,000
was reduced at the rate of 20 per centofthe excess
over Rs 25,000 so that for an earned income of
Rs 45,000 the allowance was reduced to nil. From
1957-58, the relief was given in the form of a
lower surcharge on earned income than on
unearned income. The surcharge was fixed at 5
per cent of the tax on earned incomes upto Rs 1
lakh and 10 per cent on incomes in excess of that
sum while for unearned incomes, a uniform
surcharge of 20 per cent was imposed. However,
the distinction between eamed and unearned
incomes, introduced in 1945, under which the
earned income was treated leniently was com-
pletely abolished from April 1, 1968, and was
widely criticised as a retrograde fiscal measure.

The present law of income-tax does recognise
and tax different sources of income differently,
thoughtoalimited extent. Thus, long-term capital
gains enjoy special concessions under the
income-tax law. As stated above, this form of
preferential tax treatment is not tenable. Till
1990-91, differentiation principle was followed
in the case of company taxation when trading and
investment companies were subject to a higher
flat rate tax (50 per cent) than industrial and other
companies (45 per cent).

TREATMENT OF COMPANIES

Companies have been treated as separate tax-
able units from the very beginning. In the 1886
Act, profits of a company were taxed at a flat rate.
In 1916, companies with an income of less than
Rs 1,000 were exempted from paying income-tax.
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The Act of 1918 inserted a new provision under
which dividends received by a shareholder were
included in his total income for the purpose of
determining the rate of tax on his other income.
The dividends as such continued to be exempt in
the hands of the shareholders. Under the differ-
entiation principle introduced in 1948, companies
with total income not exceeding Rs 25,000 were
required to pay income-tax of only 2-1/2 annas in
the rupee (15.5 per cent) as against 5 annas in the
rupee (31.2 per cent) on other companies.

Prior to the year 1960-61, a company was
deemed to have paid income-tax on behalf of its
shareholders ondividends declared out of income
on which the company had paid income-tax. Each
shareholder was entitled for a tax credit against
his income-tax liability to the tune of the tax
deemed to have been paid on his behalf by the
company. The tax credit entitlement of a share-
holder was determined on the basis of gross
dividend income, instead of net dividend income,
and the rate at which the tax deemed to have been
paid by the company was the rate applicable to
companies in that given year in which the divi-
dend was declared or paid. If, for example, a
shareholder received net dividend of Rs 900 paid
entirely out of the profits of a company, and the
income-tax rate (including surcharge) applicable
to the company in that year was 40 per cent, the
gross dividend was calculated by the formula G
= N/(1-R), where G = gross dividend, N = net
dividend, and R = income-tax rate. For the above
example G = 900/ (1-0.4), or G = 1500, The
difference between Gand N i.e. Rs 600 was taken
to be the tax payment made by the company on
behalf of the shareholders.

However, the super-tax paid by companies was
assumed as paid by a company on its own behalf.
Thus, there was an important distinction between
income-tax and super tax paid by companies, the
former on behalf of shareholders and the latter on
its own behalf. The super-tax was often called the
real corporation tax. The distinction was rendered
irrelevant when beginning with the year 1960-61,
a company was deemed to have paid income-tax
on its own behalf.

The scheme of tax credit to sharcholders was
discontinued with effect from the financial year
1960-61 and since then all dividends received by
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shareholders are subject to personal income-tax.
In other words, a company is regarded as separate
entity for purposesof income-tax. Thus, presently
dividends are taxed twice, first in the hands of the
company and second in the hands of the share-
holders. This is an example of double taxation of
a source of income, viz., dividends. Business
community has often demanded that dividends
should be totally exempted from tax and treated
as an allowable expenditure in the hands of the
company.

Under the law, the parent (or holding) company
and its subsidiary company ar¢ separate legal
entities and therefore taxed separately. Thus, ifa
holding company receives dividends from its
subsidiary, the former has to pay tax on such
dividends. Taxation of inter-corporate earningsis
designed to prevent concentration of economic
power in the hands of corporate giants. However,
this provision is said to give rise to treble taxation
of such dividends; firstin the hands of the eaming
company, then in the hands of the receiving
company, and finally in the hands of individual
shareholders. The law provides certain conces-
sions to facilitate inter-corporate investment.
Prior to the assessment year 1991-92, the adverse
situation was partially remedied by section 80M
of the Act under which a company was entitled
to a deduction of 60 per cent of dividend received
by it from another domestic company. An
important change was introduced from the
assessment year 1991-92 under which dividends
received by a domestic company from another
domestic company are exempt to the full extent
to which the assessee company itself distributes
dividends during the relevant period.

It may be noted that company or corporation tax
is an important source of direct tax revenue for
the Central Government because it is not share-
able with the States.

TREATMENT OF SMALL TRADERS

The growing small business sector isa taxhaven
in the Indian economy. It is very difficult to
enforce a reliable system of book-keeping to
assess eamnings of this sector. In his 1992-93
budget, the Finance Minister introduced, on an
experimental basis, a presumptive tax system for
persons engaged in retail trade with an annual
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turnover upto Rs 5 lakh. The objective of the new
simplified procedure for taxation was to widen
the tax base by encouraging shopkeepers (incl-
uding those engaged in vocations like tailoring,
typewriting, photocopying, repair work, etc.) and
other small retail traders to pay their taxes. The
scheme as incorporated in the Finance Act, 1992,
has the following features. The scheme is optional
and open to individuals not assessed to tax earlier
and who have income from the business of retail
trade having an annual turnover upto Rs 5 lakh.
The person opting for the scheme will be deemed
tohave aturnover of Rs 5 lakh and his total income
will be deemed to be 7 per cent of this turnover
i.e., Rs 35,000 on which the tax works out to'Rs
1,400 after allowing for the basic exemption of
Rs 28,000. A retail trader opting for the scheme
has only to file the simplified statement (name,
address, nature of business, etc.) and pay the tax
of Rs 1,400 by 15th March of the financial year
in which the income is earned. The scheme will
be in force initially for two assessment years
1993-94 and 1994-95.

INCOME TAX EVASION

The Income Tax Investigation Commission,
1948, investigated all matters relating to taxation
of income, with particular reference to preventing
evasion and avoidance. The Commission rec-
ommended several changes in the law to plug
loopholes in the income-tax system. It
recommended, inter alia, that the law should be
amended so as to allow speculative losses to be
set-off only against speculative gains.

The Taxation Enquiry Commission, 1953-54,
which dealt at length with the administration of
income-tax, found staggering levels of tax eva-
sion. To quote: ‘It is observed from statistics in
connection with the ‘Disclosure Drive’ that
income as originally included in the returns sent
to the income-tax department by assessees who
made disclosures was grossly understated, the
difference between the income as originally
returned and that disclosed later to the Depart-
ment being, on the average, as much as 600 per
cent. Such other statistics as have been made
available to us by the Central Board of Revenue
also give evidence of the fact that cvasion is
prevalent on a considerable scale’ [Matthai
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Commission, 1953-54, Ch. 12, para 2]. The
Commission maintained that improvement and
strengthening of the enforcement machinery was
the only way to tackle evasion effectively.

Nicholas Kaldor, a British economist, made the
first systematic study of income-tax evasion in
India in the mid-fifties. He estimated income-tax
loss through tax evasion at Rs 200 to Rs 300 crore
for the year 1953-54 [Kaldor, 1956, p. 105]. The
estimates of Kaldor were based on certain tenta-
tive figures relating to national income provided
to him by the Central Statistical Organisation.
Kaldor made it clear that his estimates were
tentative and needed to be interpreted with cau-
tion. However, another study by the Central
Board of Revenue for the same year recorded
much lower estimate of tax evasion of Rs 20 to
Rs 30 crore [Tyagi Committee, 1958-59, para
7.5]. One main reason for the wide divergence
between the two estimates was the inclusion in
Kaldor’s estimate of what the Central Board of
Revenue counted as avoidance rather than eva-
sion. Kaldor himself had admitted while tender-
ing oral evidence before Direct Taxes
Administration Enquiry Committee, 1958-59 that
his estimate represented the loss of tax not only
through evasion but also through avoidance
[Tyagi Committee, 1958-59, para 7.5]. It is,
therefore, generally agreed that the income-tax
evasion estimates of Kaldor were on the highside.

The Direct Taxes Enquiry Committee, 1971,
also considered, inter alia, the problem of tax
evasion and established the income on which tax
was evaded for 1968-69 at a figure of Rs 1,400
crore. The amount of tax evasion for the same year
was put at Rs 470 crore [Wanchoo Committee,
1971, paras 2.17 and 2.18].

The National Institute of Public Finance and
Policy estimated the ratio of tax-evaded income
to GDP in the range of 3.7 per centto 5.7 per cent
in 1975-76 and 4.2 per cent to 8.6 per cent in
1980-81 [Government of India, 1985, p. 161].
With GDP at current prices and at factor cost
being Rs 1,14,271 crore in 1980-81, the range of
tax-evaded income amounted to Rs 4,799 crore
toRs9,827 crorein thatyear. Applying an average
income-tax incidence of 35 per cent, the
income-tax evasion in 1980-81 ranged between
Rs1,679 crore and Rs 3,439 crore. A recentreport
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on tax reforms has ‘estimated that not more than
30-35 per cent of legally taxable income is being
disclosed, on the average’ [Chelliah Committee,
1991, para 6.6].

Apart from the foregoing estimates, some evi-
dence of a general nature also suggests wide-
spread non-reporting and under-reporting of
taxable income in India. For the assessment year
1988-89 the number of individuals who had each
a taxable income between Rs 5 lakh and Rs 10
lakh was only 4,100 [AIITS, 1990, p. VI].
Although it is difficult to suggest the actual
number of such individuals, it can safely be said
that the reported number is much less than one
would expect considering the living styles of
people in metropolitan cities of India.

Tax evasionleadstothe creation of black money
which, in turn, is a menace to the economy in its
own way. The nexus between tax evasion and
black money and its distortion of the redistribu-
tive role of tax policy was noted by the Seventh
Plan as follows: ‘With a sizeable proportion of
income and wealth evading taxation, the redis-
tributive impact of progressive taxation had been
severely blunted. A reduction in the scale of black
income generation would improve distribution of
income and wealth after taxation. Besides, if the
magnitude of tax evasion is significantly reduced,
there would be a greater volume of tax revenue,
and a greater volume of public expenditure
benefiting the poorer section of the population
would become possible’ [Planning Commission,
1985, Vol. 1, para 6.22].

The Direct Tax Enquiry Committee, 1971, had
suggested various measures to fight the evil of tax
evasion. Some of the measures suggested were as
follows: (i) reduction in tax rates; (ii) minimisa-
tion of controls and licenses; (iii) regulation of,
donations to political parties; (iv) creating
confidence among small taxpayers; (v) substitu-
tion of sales tax by excise duty; (vi) vigorous
prosecution policy, and (vii) compulsory
maintenance of accounts. To give effect to the
recommendations made by the Committee, the
Government enacted the Taxation Laws
(Amendment) Act, 1975. This Act, inter alia,
provided stringent punishment for tax evaders. In
cases where tax evasion exceeded Rs 1 lakh or
prosecution was for the second or subsequent
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offence, the maximum punishment prescribed
was seven years rigorous imprisonment. Also, the
discretionary powers to courts toaward monetary
punishment as an alternative to imprisonment or
to reduce the term of imprisonment less than the
minimum period, was withdrawn. Side by side,
effortshave been made, from time to time, to curb
tax evasion and avoidance through voluntary
disclosure schemes.

TAXATION OF AGRICULTURAL INCOMES

When income-tax was introduced in India in
1860, agriculwural income was also subject to
taxation. However, the Act of 1886 defined
agricultural income and exempted it from the
purview of income-tax law, and this arrangement
continued till the Government of India Act, 1935
made it, for the first time, a provincial levy. The
Constitution of free India retained the distinction
between agricultural and non-agriculiural
incomes and allotted the power to tax the former
to the States.

Agricultural income-tax, which could have
been a dependable source of revenue for the
States, has remained largely untapped as yet. -
The share of thistax in the total revenue from
States’ taxes is negligible and has hovered
around 1 per cent since Independence. More-
over, land revenue which formed the mainstay
of States tax revenue during pre-Independence
years and even in the early post-Independence
period, has recededinto insignificance over the
years (Table 4).

The Taxation Enquiry Commission (1953-54)
had suggested the taxationof agricultural income
by all States on equity considerations. A more
comprehensive examination of the question of
direct taxation of agriculture was undertaken by
the Committee on Taxation of Agricultural
Wealth and Income (Raj Committee). Appointed
in February 1972 by the Government of India,
the Committee was required, under the terms of
reference, to suggest methods by which direct
taxation of agricultural wealth andincome could
be used more effectively for raising additional
resources for development. It was further asked
to recommend specifically waysand means by
which taxation of agricultural wealthand income
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could be used to reduce economic disparities and
promote more efficient utilisation of the avail-
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able land and labour resources. The Committee
submitted its report in October 1972,

TABLE 4. RELATIVE SIGNIFICANCE OF AGRICULTURAL INCOME TAX AND LAND REVENUE IN STATES’ OWN T AX REVENUE

Rs Crore)
1950-51 1960-61 1970-71 1980-81 1990-91
(RE)
A. Total Revenue from States” Own 221 454 1,527 6,616 30,324
taxes (100.0) (100.0) (100.0) (100.0) (100.0)
B. Revenue from Agricultural 3 20 10 46 176
Income-tax 1.6) Q@1 ©.7) ©.7) ©.6)
C. Land Revenue 49 97 113 145 603
(22.3) @1.3) 73) 2.2) 2.0)

Figures in parentheses indicate the corresponding percentage of the total revenue from State’s taxes.
Source: Reserve Bank of India, Report on Currency and Finance (various years).

Raj Committee disfavoured on practical con-
siderations, a full-scale coverage of agricultural
incomes under the Central income-tax. However,
it suggested partial integration of agricultural
incomes with non-agricultural incomes for the
limited purpose of determining the rates of tax-
ation. It also maintained that the additional rev-
enue realised as a result of the partial integration
of agricultural with non-agricultural income in
the above manner should go entirely to the State
of origin of the agricultural income so aggregated.
Consequently, the present Central income-tax

takes into account the income of an assessee from

agriculture for the purpose of determining the rate
of tax. It is noteworthy that under this form of
partial integration, revenue realised does not go
to the state of origin. Although averse to the idea
of full integration of agricultural and. non-
agricultural incomes for income-tax purposes, the
Committee favoured the possibility with certain
cautions, of integrated taxation of agricultural and
non-agricultural wealth. While the power to tax
agricultural income belongs exclusively to the
States, there is no constitutional impediment to
an integrated taxation of agricultural and non-
agricultural wealth by the Centre.

As its main recommendation, the Committee
suggested the imposition of Agricultural Holding
Tax (AHT) which inits view would secure for the
States the additional revenue from well-off sec-
tions of agriculturists with much less harassment
of the assessees than is likely if Central
income-tax is extended to the farm sector. The
Committee accepted the view that incidence of
direct taxation should be broadly the same on

comparable income and wealth groups irrespec-
tive of the sources and the forms in which wealth
is held. In devising a system of direct taxation of
agriculture, itis necessary toensure progressivity,
aprinciple that hasnot governed the land revenue.
The Commitiee emphasized that for purposes of
direct taxation, the family should be the basic unit
of assessment so as to prevent large-scale
avoidance.

Although the recommendations of the Com-
mittee were widely welcomed, it is unfortunate
that the State Governments have generally
remained lukewarm in taxing agriculture directly.
Exemption of agricultural incomes from taxation
deprives the States of a potential source of reve-
nue. Emphasizing the need for taxing agricultural
sector, the Sixth Plan noted: ‘Direct taxes on
agriculture at present constitute less than 1 per
cent-of the total agricultural income. Land reve-
nue, which is the principal direct tax on agricul-
ture, is generally a flat rate levy and,
consequently, regressive in character. Fixation of
minimum support and procurement prices for
major agricultural crops and provision of various
inputssuch as fertilisers, irrigation, and electricity
at subsidised or concessional rates have helped
raise agricultural incomes particularly of large
farmers. It is, therefore, necessary to consider
measures for raising additional resources from
agricultural sector and introducing a measure of
progressivity in agricultural taxation’ {Planning
Commission, 1981, para 7.10].

The near absence of direct taxation of agricul-
tural sector is partly due to the preponderance of
big landlords and other vested interests in State
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legislatures. It shows how rural rich have effec-
tively resisted additional tax burden upon them-
selves. The absence or inadequacy of tax on
agricultural incomes is an example of the
insufficient use of taxation powers allotted to the
States. Moreover, the exclusion of agricultural
incomes from the income-tax base provides
opportunities for tax evasion by camouflaging
taxable income and black money as gains from
agriculture. It isnotuncommon among urban elite
to own agricultural farms on the outskirts of
metropolitan cities for the sole purpose of
diverting their high mon-agricultural incomes
from taxable zones to tax havens. The unequal tax
treatment of similar incomes, even though from
different sources, violates the principle of hori-
zontal equity.

States, on their part, have highlighted serious
problems in the assessment of agricultural
incomes. These include shrinkage of the tax base
due to ceiling on holdings, widely dispersed
potential assessees, fluctuations in production
due to uncertain weather conditions, lack of
accounting practices in the agricultural sector,
etc. Although disinterested in levying tax on
agricultural incomes, States have also expressed
themselves against any move to transfer the tax
to the Union List. More interestingly, the Centre
too isnotenthusiastic toadopt the tax as was made
clear in the Long Term Fiscal Policy: ‘It is often
stated that exclusion of agricultural income is a
major shortcoming of the personal income-tax
base in India and constitutes an important
explanation for the weak revenue-raising capacity
of the personal income-tax. Taxing agricultural
income presents many conceptual and adminis-
trative problems. Land revenue and taxation of
agricultural income are States’ subjects under the
Constitution. The Centre has no intention of
seeking any change inthis position’ [Government
of India, 1985, para 5.36]. For proper assessment
of agricultural incomes, some knowledge of local
conditions is required and so the primary
responsibility of administering agricultural
income-tax should preferably be left to the States.
Therefore, the taxation of agricultural incomes
continues to remain a doubly neglected child of
the Indian tax system.
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It is well-known that since Independence agri-
colture has remained the focus of developmental
effortsin terms of irrigation facilities, availability
of better quality seeds, subsidised fertilisers and
electricity, credit and marketing facilities, and
support prices for the main crops. The success of
green revolution in many parts of the country is
reflected in the increased productivity per hectare
of various crops, and also in the total production
of foodgrains estimated to be 176 million tonnes
at present as compared to 50 million tonnes in
1950-51. It is also well-known that the benefits
of green revolution are unevenly distributed,
creating an affluent elite group in rural areas. Itis
this class which must pay its due to the national
exchequer, and revenue so raised may be ear-
marked for ameliorating the conditions of the
downtroddenin villages. The States mustexercise
their constitutional power and tax the upper
income agriculturists.

A recent report on tax reforms has recom-
mended that agricultural income above Rs 25,000
accruing to non-agriculturist assessees should be
brought under the tax net. ‘...the provisions for
the taxation of agricultural income by the Central
Government that we have recommended would
not affect those agriculturists who (a) have agri-
culturalincome notexceeding Rs 25,000 per year;
or (b) have non-agricultural income not
exceeding Rs 28,000. This means that agricultu-
rists who have only agricultural income or who
have also non-agricultural income but have
agricultural income not exceeding Rs 25,000 will
be left out. Thus, the tax will fall mainly on the
larger non-agricultural assessees whose agricul-
tural incomes exceed Rs 25,000° [Chelliah
Committee, 1992, para 3.70]. The Committee has
suggested that the tax proceeds attributable to the
agricultural component of income should be
distributed in their entirety among the States on
the basis of origin.

In terms of the recommendations of Chelliah
Committee, a person having agricultural income
say of Rs 26,000 and non-agricultural income of
Rs 29,000 (above the exemption limit of Rs
28,000) pays tax on both the incomes while
another person having agricultural income of say
Rs 3 lakh (or even more) and non-agricultural
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income of Rs 27,000 has no tax liability on any
of his income. Such an arrangement will hardly
stand the test of equity.

NOTES

1. Introduced by the Finance Act, 1976, investment
allowance is provided in respect of eligible assets to any
assessee who carries on a business the profits and gains of
which are chargeableto tax in India. It was allowed at the rate
of 35 per cent in respect of certain new plant and machinery
installed after June 30, 1977, but before April 1, 1987. The
Govemment, however, announced to reintroduce investment
allowance in respect of assets installed after March 31, 1988.
The scheme was withdrawn in 1990.

2. Underthe Investment Deposit Account Scheme 1986, the
amount deposited with the Development Bank or profit of the
eligible business can be utilised for purchase of new
machinery orplant subject to cenain conditions. The Scheme
was withdrawn in 1990.

3. An assessee who carries on the business of growing and
manufacturing tea in India is entitled to development allow-

_ance in respect of expenditure incurred for plantation of tea
bushes on any land in India owned by him. The sum allowable
as development allowance is equal to 50 per cent of actual
cost of planting tea bushes on any land not planted at any time
with tea bushes.
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APPENDIX 1

INCOMES EXEMPT FROM TAX UNDER THE
INCOME TAX ACT, 1961

Incomes Absolutely Exempt from Tax (Tax Free Incomes)

The important types of income altogether excluded from
the scope of total income under various clauses of Section 10
are the following:

1. Agricultural income [Sec. 10(1)]

2. Receipts by a member from a Hindu Undivided Family
[Sec. 10(2)]. .

3. Share of profit from a fimn [Sec. 10 (2A)].

4. Casual and non-recurring receipts [Sec. 10 (3)}.

5. Certain income from interest received by non-residents
[Sec. 10 (4)].

6. Value of leavetravel concession to an Indian citizen {Sec.
10(5)1.

7. Remuneration to a foreigner and non-resident individual
in respect of shooting of a cinematograph film in India
[Sec. 10 (SA)).

8. Centain incomes of non-citizens [Sec. 10 (6)].

9. Salaries of a foreign government employees under co-
operative technical assistance programme [Sec. 10 (8)].

10. Income of a family member of a technical assistant/
consultant/employer [Sec. 10 (9)].

11. Death-cum-retirement gratuity [Sec. 10 (10)].

12. Commutation of pension [Sec. 10 (10A)], and leave
encashment [Sec. 10 (10AA)].

13. Any retrenchment compensation received by 2 workman
[Sec. 10 (10B)].

14. Payment on voluntary retirement [Sec. 10 (10C)).

15, Plymt;m/bonus under a Life Insurance Policy [Sec. 10
(10D)).
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16. Payment from provident fund [Secs. 10 (11), (12)}.

17. Payment from superannuation fund [Sec. 10 (13)].

18. House rent allowance {Sec. 10 (13A)].

19. Special allowance or benefit to employees [Sec. 10 (14)].

20. Interest on certain securities [Sec. 10 (15)].

21. Educational scholarship {Sec. 10 (16)].

22. Daily allowance of Members of Parliament [Sec. 10(17)}.

23. Any amount in connection with the award [Sec. 10
(17A)).

24. Income of a local authority [Sec. 10 (20); of a housing

authority [Sec. 10 (20A)]; of a scientific research asso-

ciation [Sec. 10 (21)1; of a university [Sec. 10 (22)};of a

hospital [Sec. 10 (22A)]; of a sports association [Sec. 10

(23)]; of Kbadi or Village Industries {Sec. 10 (23B)]; of

certain national funds {Sec. 10 (23C)}; of mutual funds

[{Sec 10 (23D)); of trade unions [Sec. 10 (24)); of

provident funds [Sec. 10(25)); of a member of scheduled

tribe [Sec. 10 (26)]; of a body for promoting interest of

scheduled castesfiribes, etc. [Sec. 10 (26B)]; of a co-

operative society for promoting interest of scheduled

castesfribes [Sec. 10 (27);

Tax credit centificates [Sec. 10 (28)].

Subsidy received from the Tea Board [Sec. 10(30)].

Subsidy received from Commodity Boards [Sec. 10(31)).

Income of minor child upto a maximum of Rs 1,500 per

minor child [Sec. 10 (32)).

25.
26.
27.
28.

APPENDIX Il

DEDUCTIONS FROM GROSS TOTAL INCOME ALLOWED UNDER
THE INCOME TAX ACT, 1961

A. Deductions in Respect of Certain Payments

Deductions under this category relate to certain kinds of
payments made by an assessee. These payments are not made
in connection with eaming any income chargeable 1o tax.
These are of the following type.

1. Deduction in respect of medical insurance premia (Sec.
80D).

2. Deduction inrespect of medical treatment of handicapped
dependents (Sec. 80DD).

3. Donations to Prime Minister’s National Relief Fund and
certain other funds (Sec. 80G).
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4. Deduction in respect of rent paid (Sec. 80GG).
5. Donations for scientific research or rural development
(Sec. 80 GGA).

B. Deductions in Respect of Certain Incomes

Deductions are allowed in respect of the following kinds of
income of an assessee.

1. Income from newly established industrial undertakings
or hotels in backward areas (Sec. 80 HH).

2. Income from newly established small-scale industrial
undentakings in certain areas (Sec. SOHHA).

3, Profits from projects outside India (Sec. 80HHB).

4. Deduction in respect of exports (Sec. S0HHC).

5. Eamings of a tour operator, travel agent, etc. (Sec.
80HHD).

6. Deduction in respect of export of computersoftware (Sec.
80HHE).

7. Profits from an industrial undenaking, hotel, or ship
which starts operating on or after 1. 4. 1991 but before
31. 3.1995 (Sec. BOIA).

8. Profits from newly established industrial underakings,
ships, or hotels in certain cases (Sec. 80I).

9. Profits from business of poultry farming (Sec. 80JJ).

10. Interestincome from bank deposits, and certsin securities
(Sec. 8GL).

11. Deduction in respect of inter-corporate dividends (Sec.
80M).

12. Deduction in respect of royalties, etc., from certain
foreign enterprises [Sec. 80(0)].

13. Deduction in respect of co-operative societies (Sec. 80P).

14. Profits from the business of publication of books (Ses.
80Q).

15. Professional income of authors of text books in Indian
languages (Sec. 80QQA).

16. Deduction in respect of certain incomes from foreign
sources (Sec. 80R).

17. Deduction in respect of blind, mentally retarded or
physically handicspped persons (Sec. 80U).
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APPENDIX IIT

Rate Schedule of Income Tax for Individuals, Firms, and Association of Persons: Assessment Year 1993-94

Slabs of Income (Rs ) Rate of Income Tax

From To

0 28,000 Nil

28,001 50,000 20 per cent of the amount exceeding Rs 28,000.

50,001 1,00,000 Rs 4400 plus 30 per cent of the amount exceeding Rs 50,000.

1,00,001 and above Rs 19,400 plus 40 per cent of the amount exceeding Rs 1,00,000.

Surcharge: If taxable income exceeds Rs 1,00,000 then surcharge at the rate of 12 per cent of income-tax is also
payable.

Rates of Income Tax for Companies: Assessment Year 1993-94

Type of Company “Rate of Tax

1. A domestic company in which the public are substantially inter- 45 per cent

ested (i.e., a widely held company).
2. A domestic company in which the public are not substantially 50 per cent

interested (i.e. closely held company).
3. A Foreign Company

3.1 On income consisting of royalties, fees for rendering techni- 50 per cent
cal services, etc.
3.2 On other incomes 65 per cent

Surcharge: 15 per cent of income-tax if total income of a domestic company exceeds Rs 75,000. No surcharge is payable
in the case of a foreign company.



URBANISATION IN INDIA: USE OF A NEW INDEX

P.K. Chaubey

Urbanisation is traditionally measured by the proportion of population living in urban areas.
However, this measureis notconsidered satisfactoryasit ignores the distributional aspect. Therefore
the measure is usually supplemented by some measure of concentration of population distribution
over different sized urban units. In this paper, following Sen-Takayama's axiomatic framework
developed in the context of poverty measurement, we construct a composite index which takes care
of the both the aspects, viz., level and pattern of urbanisation. The composite index computed for
fourteen major states of India shows that ranking of states according to this index is different from

that according to the traditional index.

MEASURES OF URBANISATION

Urbanisation is often considered an important
indicator of development and various indices
have been suggested to measure the same. They
may be put into two categories : those capturing
positive or desirable features and those capturing
negative or undesirable features. The former
category includes degree, growth, and tempo
indices while the latter, scale, concentration,
rank-size rule, and primacy indices. Separate
indices, though informative on different aspects,
do not help in an overall assessment of the
situation and comparison over time and space
becomes difficult.

The traditional single index is the proportion of
population living in the urban areas. It is simple
but it measures only the degree (level) of urban-
ization and ignores the distributional aspect,
namely, the distribution of the urban population
within the urban area, thatis, over urban units of
different sizes. For example, the Office of the
Registrar General of India observes: ‘Degree of
urbanisation .....reveals only one dimension of the
urban process. It gives only the level of urbani-
sation but does not show how the urban popula-
tion is distributed over urban units of various
sizes. Regions having the same degree (level) of
urbanisation in ‘terms of percentages may have
quite different size structure of urbanisation,
implying that measuring the degree of urbanisa-
tion by way of calculating percentage of pop-
ulation ne¢ds to be supplemented with measures
of size-structure as well” [Office of the Registrar
General of India, 1984, p. 1]. Thus, regions
(states) are considered more urbanised if they

have higher proportions of their respective pop-
ulations living in urban areas whatever be the
distribution of their urban population over urban
units of different sizes.

In the Census Atlas National Volume 1981,
index of urbanisation is defined in altogether
different manner, namely, as the unweighted
average of reciprocals of population per town in
each category defined by size of population.’ If
larger population is concentrated in smaller
towns, the index is higher as the number of towns
would be larger even when one considers only
one category. Similarly, if larger population is
concentrated in smaller size category of towns,
the index is higher still.

This paper intends to develop a suitable com-
posite index which takes into account both the
degree (level) and the distribution aspects by
using Sen-Takayama axiomatic framework
developed in connection of poverty measurement
[Sen, 1976; Takayama, 1979)>

AXIOMATIC STRUCTURE

In India, a human scttlement is defined as
‘urban’ if it has a population of 5,000 or above
though some smaller settlements are also con-
sidercd as ‘urban’ on grounds that they have
certain ‘urban’ characteristics. We shall ignore
these exceptions. In that case, let
P* = threshold population size, such as 5,000
H = number of human settlements or habitations,
N = number of urban settlements or habitations,
T = total population of the country,

U = total population living in urban units,

A = average population size of the urban units,
and

P;= size of the i® urban unit

P K. Chaubey, is Professor in the Institute of Management Studies, Devi Ahilya Vishwavidyalaya, Indore - 452 001.
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For a given population-size T, we may assign
any arbitrary number 0, 1, N/H, or (NP*)/T to the
urbanisation index, when all urban units have
population equal to P*. In this case, it is obvious
that the average population size of urban units A
is equal to threshold population-size P*. When
Arises above P* in a way that all urban units grow
at the same rate there can hardly be any dis-
agreement that urbanisation grows for a given T.
However, when A rises above P* in such a way
that growth of different units is not uniform, one
is not sure whether urbanisation increases at all
foragivenT.

The axiomatic framework developed here has a
growth axiom which purports an increase in
urbanisation index when there is increase in
average size of urban units and a distribution
axiom which holds that urbanisation index
decreases when relative distribution favours
larger units. More formally, the two axioms are:

Growth Axiom (Axiom G): For a given popula-
tion size T, anincrease in average population size
of urban units results in an increase in
urbanisation index when other things, including
distribution, remain the same.

Distribution Axiom (Axiom D): For a given
population size T, change in the distribution
relatively in favour of larger units results in
reduction in urbanisation index implying that a
more uneven distribution of the urban population
is not desirable.

It may be noted that Axiom G relates to
distribution-neutral growth while Axiom D
relates to growth-neutral distribution. Both pro-
cesses may take place simultancously and may
involve natural increase as well as migration. The
index proposed here would alsoreflect the change
of the status of a human settlement from rural to
urban and vice-versa. It would also reflect the
emergence of a new human settlement as well as
the extinction of an old one as did the traditional
measwre.,

A commonly used measure of inequality or
concentration is the Gini coefficient of concen-
tration which in the present case is given by:

G=1+1/MN)-(I/NA)SN+1-1)P,
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Hence, to modify the traditional measure of
urbanisation, namely, U/T in order to construct a
composite index I, satisfying both axioms G and
D, one may write it as

I=(UmMaQ-G)
It will be useful to derive this index more
formally in order toknow its analytical properties.

DERIVATION OF INDEX

Let us arrange populations of urban units in an
increasing (strictly speaking, non-decreasing)
order:

P*<P,<P,sP,<....SP.<.....5P, )

and define what may be called excess population
ratio E;

E, = (P,- P*)/P* @
so that
0<E, <E;<E<...<E<....<Ey 3)

Keeping in view the distribution axiom, let us
assign larger weights to smaller excesses, ie.,

@

so that the contribution of uniti to the urbanisation
index is proportional to W, E;.

Now if the urbanisation index is defined as the
normalised linear aggregate of W, E,, we can write
the index I in the following manner:

W>W,>W;>...>W;>....... >Wy

I=BEWE+D Y
where B and D are normalisation parameters. A
very simple way of accomplishing (4)isto define
W, in terms of ordinal ranks according to pop-
ulation size:

W=N+1-i ©)

Substituting (2) and (6) in (5) and making use of
standard definition of Gini coefficient of con-
centration G, for large N, we find that

I=B (N'2) (A/P*}1 -G)-11+D a
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whose value crucially depends on B and D. For
fixing the normalisation parameters B and D we
provide following two normalisation axioms N1
and N2:

AXIOM N1: When all urban units have popula-
tion equal to P*, the urbanisation index I is equal
to (NP*/ T).

AXIOM N2: When all urban units have popula-
tion equal to A, the urbanisation index I is equal

to (NA/T).
Invoking Axiom N1 which means A = P* and
G =0, we find from (7) the value of D:

D = (NP¥/T) ®)

and therefore the relation (7) gets transformed
into (9):

I=B (N72) [(A/P*) (1 - G) - ] + (NP*/T) 6

Further invoking Axiom N2 by substituting I by
(NA/T) on the left hand side and putting G =0 in
the right hand side of (9) we get

B =(2/N) (P*/T)

Substituting (10) into (9), we obtain
I=P*T) [(A/P*) (1 - G) -1]1 + (NP¥/T)
which can be simplified to show that
I=OUmQ-G)
where U is obviously NA.

a0

an

PROPERTIES OF THE NEW INDEX

The index 1 is simple and easy to compute as
(UfT) and G are readily available. When there is
no urban unit, I is zero. It is equal to unity when
all habitation units are urban (i.e., H = N) and all
have the same population, i.c.,

A=P =P=Py= ... =Py

Therefore, I lies betweenOand 1.

Under linear aggregation scheme with rank
weighting, the excess population ratios yield an
urbanisation index: I = (U/T)(1 - G) where U and
T represent urban and total population respec-
tively and G represents Gini coefficient of pop-
ulation concentration in the urban units. The new
index is found to possess interval independence
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and scale independence properties as does the
traditional urbanisation index as wellastopossess
other intuitively appealing properties.

It may be considered desirable that the level of
urbanisation remains invariant if the population
of every unit grows at the same rate and the
threshold populationis raised by the growth factor
0=1+rwhereristherate of growth of population.
We find that this is satisfied by I. This property
goes with the name ‘scale independence’ in the
literature on measurement of inequality.

The measure I also satisfies the property called
‘frequency independence’ which may be stated
as: if the number of habitations in each of the
population-size categories were to increase in the
same proportion, the measure of urbanisation
would remain the same. These two requirements
along with the one that the range of urbanisation
index should lie between zero and unity are, of
course, also satisfied by the traditional urbani-
sation measure Traditional measure fails to
account for redistribution of population.

We may be interested in knowing the differ-
ential impacts of the arguments that enter the
index 1. For this we have to split total population
Tinto urban population U and rural population R
and write I as
I=[UKU+R)){1 -G}
which can be differentiated with respect to U, R
and G. The elasticities with respect to each of
these argumentscan very easily beobtained. They
are presented in Table 1.

TABLE 1. DERIVATIVES AND ELASTICITIES OF

URBANISATION INDEX
Argument Derivative Elasticity
U R(1-G)T R/T
R -UQ -GyT? -R/T
G -ur -G/(1-G)

We may note that the changes in R and U are
here taken as autonomous meaning thereby that
they do not occur as a result of migration. It is
easy to see that if a person migrates from a rural
area to an urban area without causing change in
G, the overall impact would be (1-G)/T. Thus, if
M people migrate from rural areas to urban areas
and get distributed proportionately, then the



VOL.5NO. 1

change in the index is equal to [m (1-G)] where
m is the migration rate (defined as the ratio of
migrants to total population).

URBANISATION IN MAJOR STATES OF INDIA

For computing the index for fourteen major
states, we have taken the basic data from the
census monograph ‘Urban Growth in India,
1951-81" for the Censuses 1951 to 1981. For the
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Census 1991, we made use of Paper 2 of 91 on
Rural - Urban, Distribution. While Gini coeffi-
cients for earlier censuses were available in the
cited monograph, those for Census 91 were
calculated by the author. Different measures of
urbanisation, namely, the traditional (U/T), Gini
Coefficient (G), and the new index (I) are given
in Table 2.

TABLE 2. URBANISATION IN MAJOR STATES AS MEASURED BY DIFFERENT INDICES

States Index 1951 1961 1971 1981 1991
India g)/l‘ ) 17.59 18.24 20.21 23.70 2572
55.40 60.00 62.80 63.60 67.81

1 07.85 07.23 07.52 08.63 08.28

Andhra Pradesh ngI‘ ) 17.42 17.44 19.31 23.32 26.84
48.60 53.90 57.40 57.90 60.07

1 08.95 08.64 08.23 09.82 10.70

Bihar glﬂ‘) 06.77 08.43 10.00 12.47 13.17
49.90 49.10 48.80 52.40 .07

. 1 03.39 04.29 05.12 05.94 05.22
Gujarat gjﬂ‘ ) 27.23 25.77 28.08 31.10 34.40
51.70 58.00 60.90 62.60 69.27

1 13.15 10.82 10.98 11.63 10.57

Haryana g}ﬂ‘) 17.07 17.23 17.66 21.88 2479
42.90 46.10 47.60 53.60 63.93

1 .75 09.29 09.25 10.15 08.94

Kamataka gl/l‘ b} 2295 22.23 24.31 28.88 3091
48.30 54.10 57.50 58.50 T2.25

1 11.87 10.21 10.33 11.99 08.58

Kerala gJ/T ) 13.47 15.11 16.24 18.74 26.44
46.90 44.50 52.00 43,70 61.10

1 07.15 08.39 07.99 10.55 10.29

Madhya Pradesh gJ/I‘ ) 12.02 14.29 16.29 20.29 23.21
50.50 51.30 55.80 55.9 63.14

1 05.95 06.96 07.20 08.95 08.56

Maharashtra gJ/T ) 22.75 28.22 31.17 35.03 38.73
61.80 70.30 73.00 74.70 75.70

. I 08.69 08.38 08.42 08.86 09.41
Orissa gJ/I‘ ) 04.06 06.32 08.41 11.79 13.43
35.60 38.00 45.00 47.30 44.72

. 1 02.62 03.92 04.63 06.21 07.42
Punjab (QJJ/I') 21.72 23.06 23.73 27.68 2972
51.60 5490 57.10 60.80 64.45

. 1 10.51 10.40 10.18 10.85 10.54
Rajasthan gJ/I‘ ) 18.50 16.28 17.63 21.04 22.88
45.00 49.30 54.60 55.10 58.35

. I 10.18 08.25 08.00 09. 09.53
Tamil Nadu g}/l’) 24.35 26.69 30.26 32.95 34.20
53.70 56.30 61.60 64.90 68.67

1 11.27 11.66 11.62 11.56 10.71

Uttar Pradesh gjﬂ’) 3.64 12.85 14.02 17.95 19.89
56.70 61.60 62.80 60.30 66.59

) 05.91 04.93 05.12 07.12 06.65

West Bengal gJ/I’) 23.88 24.45 24.75 26.46 21.39
68.30 67.10 67.20 65.00 73.61

. I 07.57 08.04 08.12 09.26 07.23

North eastern Region gJ/l‘ ) 04.97 08.59 11.17 16.75 22.87
54.00 42.70 47.40 38.90 59.03

I 02.29 04.92 05.87 10.23 09.37

Other Area not Calcu- g)/l‘) 25.50 33.36 38.93 44.93 N.A.
lated 64.80 83.10 86.00 83.30 NA.
I 08 95 05.64 05.45 07.50 NA.

Note : All the three indices are given as percenta,
Data Sources: (1) Urban Growth in lmg
1984, Office of the Registrar General of India
(2) Census of India 1 95

es.
1951 5981 (A Statistical Analysis), Census of India 1981, Monograph No. 1 of
1, Paper2 of 1991: Rural-Urban Distribution, Office of the Registrar General of India.
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To begin with we may examine to what extent
concentration of urban population as measured by
Gini Coefficient (G) grows with greater urbani-
sation as measured by the traditional measure
(U/T). For this purpose, we have worked out
(Table 3) a linear regression of G on (U/T) (both
expressed as percentages) for each of the fourteen
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states, and the North Eastern Region and Other
Areasover the five decennial years 1951 to 1991,
We have also worked out the same for All India.
Besides, we have fitted the same regression for
the pooled data for the 16 states/regions giving a
total of 79 observations (for Other Areas, the
figures for 1991 were not calculated).

- TABLE 3. REGRESSION OF (G) ON (U/T) BOTH EXPRESSED AS PERCENTAGES

R

States No. of Constant Regression t
Observations ) Coefficient

All India 5 36.66 0.83902 120 3.95
Andhra Pradesh 5 3725 0.64986 088 2.36
Bihar 5 38.74 056140 131 1.96.
Gujarat 5 14.15 0.71837 1.58 2.77
Haryana s 4.70 0.95103 234 763
Kamataka 5 622 0.74062 2.01 2.93
Kerala 5 29.61 0.62318 1.11 2.23.
Madhya Pradesh 5 37.43 0.87398 1.04 456
Maharashtra 5 44.51 0.88345 0.85 477
Orissa 5 32.08 0.76047 1.14 3.09
Punjab 5 21.02 096239 1.46 8.76
Rajasthan 5 26.94 0.44559 133 155
Tamil Nadu 5 17.57 0.98456 1.46 13.83
Uuar Pradesh 5 50.80 034524 0.69 126
West Bengal S 42.27 021875 1.02 092
North Eastern Region 5 45.08 0.04940 0.26 0389 -
Other Areas 4 44.94 0.66628 0.96 200 -
All States & Regions 79 36.27 0.64560 0.99 11.34

It will be noticed that, in all cases, there is a
positive relation between urbanisation and con-
centration of urban population within the urban
areaand that, as judged by R the relationis strong
except in Bihar, Rajasthan, Uttar Pradesh, West
Bengal, and North Eastern Region. The relation
is particularly strong in Punjab, Haryana, and
Tamil Nadu and, in these states, the regression
coefficients are also large. For instance, in
Haryana, for one percentage pointin (U/T), there
isanincrease of 2.34 percentage points in G (both
U/T and G expressed as percentages). The
regression coefficient is greater than one in
Haryana, Kamataka, Punjab, Tamil Nadu,

. Gujarat, Rajasthan, Bihar, in that order and only
marginally soin Orissa, Kerala, Madhya Pradesh,
and West Bengal. The regression coefficient is
1.20 for all India and 0.99 for all states/regions
pooled together. This means that both at the all
India level and in most states, increase in urba--
nisation as measured by I would be smaller than
as measured by (U/T) and that, in fact, in some

periods, while the former may show an increase,
the latter may show an actual decline. This is
confirmed by Table 2.

It will be seen that, between 1951 and 1991,
urbanisation according to traditional measure
(U/T) increased by 46.22 per cent in the country
as awhole. According toour measure itincreased
only by 5.48 per cent. This is true of most states.
Another noteworthy feature which the new index
brings out is that while, according to the tradi-
tional index, urbanisation has ever been rising
despite declassification of a large number of
towns, according to the new index it actually
declined by 4.41 per cent between 1981 and 1991.
This is also evident in most sates; the exceptions
are Andhra Pradesh, Maharashtra, and Rajasthan.
It is only in these states that increase in the
proportion of urban population was accompanied
by its more even distribution. Boththese features
may be seen from Table 4 in which we give the
percentage increase in urbanisation (1951 = 100)
as shown by different measures. These are also
shown in a series of graphs.
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TABLE 4: INCREASE IN URBANISATION AS INDICATED BY DIFFERENT MEASURES
(1950 = 100)

STATES INDEX 1951 1961 1971 1981 1991
India urm 100 103.70 114.89 13474 146.22
: G 100 108.30 113.36 114.80 122.40
1 100 92.10 95.80 109.94 105.48

Andhra Pradesh urm “100 100.11 110.85 133.87 154.08
G 100 11091 118.11 119.14 123.60

1 100 96.54 91.96 109.72 119.55

Bihar ) 100 124.52 147.71 184.19 194.53
G 100 98.40 97.80 105.01 120.38

) I 100 126.55 151.03 17522 153.98
Gujarat am 100 94.64 103.12 11421 126.33
G 100 11219 117.79 121.08 133.98

1 100 82.28 83.50 88.44 80.38

Haryana urr) 100 100.94 103.46 128.18 145.23
G - 100 107.46 110.96 . 12494 149.02

I 100 95.28 94.87 104.10 91.69

Kamataka wrm 100 96.86 105.93 125.84 134.68
: G 100 112.01 119.05 121.12 150.10

1 100 86.02 87.03 101.01 72.28

Kerala um 100 112.18 120.56 139.12 196.29
G 100 94.88 110.87 93.18 130.28

1 100 117.34 111.75 141.55 143.92

Madhya Pradesh {um 100 118.89 135.52 168.80 193.09
G 100 101.58 110.50 110.69 125.03

I 100 116.97 121.01 150.42 143.87

Maharashtra U 100 124.04 137.01 153.98 170.24
G 100 113.75 118.12 120.87 122.49

1 100 96.43 96.89 * 101.96 108.29

Orissa um 100 155.67 207.14 290.39 330.79
G 100 106.74 126.40 132.87 125.62

1 100 149.62 176.72 237.02 283.21

Punjab /T 100 106.17 109.25 127.44 136.83
G 100 106.40 110.66 117.83 124.90

1 ) 100 98.95 96.86 103.24 100.29

Rajasthan urm 100 88.00 95.30 113.73 123.68
G 100 109.56 121.33 122.44 129.67

. 1 100 81.04 78.59 92.83 93.61
Tamilnadu urm 100 109.61 124.27 13532 140.45
G 100 104.84 11471 120.86 127.88

1 100 103.46 103.11 102.57 95.03

Uttar Pradesh U 100 94.21 102.79 131.60 145.82
G 100 108.64 110.76 106.35 117.44

I 100 83.42 86.63 120.47 112.52

West Bengal (urm) 100 102.39 103.64 110.80 114.70
G 100 98.24 98.39 95.17 107.17

1 100 106.21 107.27 12232 96.43
North Eastem Region U/m) 100 172.84 224.75 337.02 460.16
G 100 79.07 87.718 T2.04 109.31

I 100 214.85 25633 446.72 409.17

Other Areas Lm 100 130.82 152.67 176.20 N.A.
G 100 128.24 132.72 128.55 NA.

I 100 63.02 60.89 83.80 N.A.
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As already noted, the measure I, has a quali-
tative dimension, namely, the distribution of the
urban population between the urban units and a .
decline in I signifies a more uneven distribution
of the urban population. In this sense, if the
highest value of (U/T) were to refer to the ‘most’
urbanised state, the state with highest value of 1
could be regarded as the ‘most evenly’ urbanised
state. In this way, our ranking of states would be
found to be different from the one obtained by the
application of the traditional méasure. In Tables

-5 and 6, we give the ranking of the states by the
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traditional measure (U/T) and the new index (I)
respectively. In Table 7 we give the highest and
the lowest ranked states according to both the
traditional measure (U/T) and the new index (I).

The movement of (U/T) over time would thus
indicate whether urbanisation has risen/declined
and that of I would show whether it has impro-
ved/deteriorated. We note from the Table 2 that
only in the four states of Andhra Pradesh,
Maharashtra, Orissa, and Rajasthan, could one
say urbanisation to have improved in the last
decade.

TABLE 5. STATES RANKED BY URBANISATION AS MEASURED BY TRADITIONAL INDEX (U/T)

1951 1961 1971 1981 1991
Gujarat Maharashtra Maharashtra Maharashtra Maharashtra
Tamilnada Tamilnadu Tamilnadu Tamilnadu Gujarat
West Bengal Gujarat Gujarat Gujarat Tamilnadu
Kamataka West Bengal West Bengal Karnataka Karnataka
Maharasthra Punjab Karnataka Punjab Punjab
Punjab Kamataka Punjab West Bengal ‘West Bengal
Rajasthan Andhra Pradesh Andhra Pradesh Andhra Pradesh Andhra Pradesh
Andhra Pradesh Haryana Haryana Haryana Kerala
Haryana Rajasthan Rajasthan Rajasthan Haryana
Uttar Pradesh Kerala Madhya Pradesh Madhya Pradesh Madhya Pradesh
Kerala Madhya Pradesh Kerala Kerala Rajasthan
Madhya Pradesh Uttar Pradesh Uttar Pradesh Unar Pradesh Uttar Pradesh
Bihar Bihar Bihar Bihar Orissa
Orissa Orissa Orissa Orissa Bihar

TABLE 6. STATES RANKED BY URBANISATION AS MEASURED BY NEW INDEX (1)
1951 1961 1971 1981 1991
Gujarat Tamil Nadu Tamil Nadu Kamataka Tamil Nadu
Kamataka Gujarat Gujarat Gujarat Andhra Pradesh
Tamil Nadu Punjab Kaniataka Tamil Nadu Gujarat
Punjab Kamataka Punjab Punjab Punjab
Rajasthan Haryana Haryana Kerala Kerala
Haryana Andhra Pradesh Maharashtra Haryana Rajasthan
Mazharashtra Kerala Andhra Pradesh Andhra Pradesh Mabharashtra
Andhra Pradesh Maharashtra West Bengal Rajasthan Haryana
West Bengal Rajasthan Rajasthan West Bengal Kamataka
Kerala West Bengal Kerala Madhya Pradesh Madhya Pradesh
Madhya Pradesh Madhya Pradesh Madhya Pradesh Mabharashtra Orissa .
Uuar Pradesh Uttar Pradesh Uttar Pradesh Uttar Pradesh West Bengal
Bihar Bihar Bihar Orissa Uttar Pradesh
Orissa Orissa Orissa Bihar Bihar

TaBLE 7. HIGHEST AND LOWEST RANKED STATES ACCORDING TO TRADITIONAL AND NEW INDICES OF URBANTSATION

Status 1951 1961 1971 1981 1991
Most Gujarat Maharashtra Mabharashtra Maharashtra Maharashtra
Least Orissa Orissa Orissa Orissa Bihar
Best Gujarat Tamil Nadu Tamil Nadu Kamataka Tamil Nadu
Worst Orissa Orissa Orissa Bihar Bihar
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NOTES

1. Formally, this is to be given by (1/N) (N, /P,) where N,
and P,, are the number of towns and the total population
respectively in the category g.

2. There are couple of attempts making use of Sen’s index
of poverty in different coniexis. One is by S.K. Sanyal in the
field of distribution of agriculiural holdings. See S.K. Sanyal
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(1988). The other is by Suneel Kapoor who adapted the
poverty index for messuring urbanisation. See S.K.Kapoor
(1991).
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A STUDY OF THE BEHAVIOUR OF SOME MACRO VARIABLES -
A SEARCH FOR A PARADIGM

Sukumar Nandi

There are several ruling hypotheses about the behaviour of major macro variables in Indian
money market like bank deposits, money supply, price level, etc. There are theories which can give
indications about the possible pattern of movement of these variables in response to exogeneous
shocks. But a particular theoretical model has its alternative and that makes the analysis confusing.
One way out of this is to quantify the patterns of movement of these variables and on the basis of this
quantification alternative hypotheses can be tested. This approach has been pursued here. To make
the analysis broad based, Indian experience has been placed along with other countries and this is

10 test one particular aspect of monetarism.

INTRODUCTION

Economic observations, when documented,
reveal some part of the living drama that goes on
in the economy, because some observations get
Tost and the rest are not put correctly most of the
time. Keeping this limitation in mind we can
approach the problem of an analysis of the
economy broadly in two ways. First, we have
some models in mind and we try to seeck empirical
verification of the model with a view to recording
some prescriptions for the future economic poli-
cies which are supposed to be oriented either to
preserve the status quo or to reform the existing
system. We can call it the clinical method for the
gvaluation of an economy. Second, we can
approach the problem with an open mind, observe
the behaviour of the variables, analyse the courses
of their movement and present the whole analysis
before the policy makers who reach their own
conclusions. This may be termed as empiricism,
which entails some sort of a theoretical vacuum.
But this becomes useful to the theoretician
sometimes, as this helps him to have a fresh look
towards the established orthodoxy so that he can
modify the existing theories. The present paper
starts from the second premise though an attempt
has been made to test the existing theory towards
the end of it.

The scope of the paper is very much limited.
Basically it tries to throw some light on some
aspects of Indian money market with an open
mind. It starts with an econometric analysis of
deposit growth in the money market using time-
series models. This is covered in Section 1. Next,
the growth of money supply in India has been
analysed to reveal some peculiarities in this
process. A change in money supply is expected

to have some impact on the price level especially
when the former creates disequilibrium in the
money market. This monetary paradigm hasbeen
tested empirically in Section 3. Here the situation
of India has been placed in a world perspective in
the sense that the same standard model has been
tested in case of ten other countries taken from
four continents. Further, Section 4 empirically
sets the relation between reserve money and the
money stock of two definitions. This throws light
on the effectiveness of monetary policy. The last
section comes in the form of a conclusion.

The data used in this study are collected from
various sources. The data on income, price level
and money supply of eleven countries including
India are taken from International Financial
Statistics (IMF, 1990]. The dataon money supply
in India are taken from Report on Currency and
Finance [RBI, 1991] and deposit figures are taken
from Banking Statistics [RBI].

1. The Deposit Behaviour of Commercial Banks

Commercial banks do the adjustment between
aggregate savings and investment through the
financial intermediation process. Financial
institutions other than bankscan do the same thing
partly through the capital market. To the extent
they substitute the functions of the bank, the latter
feel the impact of the dis-intermediation.
Recently we find in the literature that commercial
banks in India are suffering from dis-
intermediation and this is evident by the sluggish
growth of deposits in the banks. This section deals
with this hypothesis. Obviously, one aspect of
dis-intermediation is taken here. The full picture
includes the operation of capital market and the
shifting preference pattern of the households

Sukumar Nandi is Associate Professor at the National Institute of Bank Management, Pune.
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away from the banking system. This s outside the
scope of this paper.

Our data on demand deposits and time deposits
coveraperiod of 22 years, i.e.,from 1970 to 1991.
A diagrammatic exposition (Figure 5) shows
exponential growth for both types of deposits.
Accordingly, an exponential curve is fitied, the

JAN-MAR 1993

equation being
log DD =a, + a, time

for demand deposits. A similar curve is fitied to
the time deposits also. Both the results are
reported in the following Table 1.

TABLE 1. REGRESSION RESULT: EQUATION LOG X = A + B TIME

Independent Variables Dependent Variables
Demand Deposits Time Deposits
C 7.80 7.786
onstant (110.95) (197.26)

Time 0.118 0.199

(22.05) (66.36)
Other Stau's}ics
Adjusted R 0.958 0.99
D.W. Siatistic 0.46 0.30
SEE 0.508 0.160

Figures in parenthesis are t-statistics.

From the results we find that both demand and
time deposits have grown at an exponential
growth rateof 11.8 and 19.9 per cent respectively.

Again from Table 6 we find that aggregate
deposits as a percentage of national income
increased form 13.97 per cent in 1970 to 26.90
per centin 1980 and 36.71 per cent in 1991. The
annual rate of growth of aggregate deposits has
fluctuated over the years and compared to the
middle of 1980s, the growth rates in 1990 and
1991 are lower. But since the base has been
expanding consistently a slight lowering of
growth rate is not unnatural.

Time series analysis has been applied to both
types of deposits. The values of the auto-

correlations in different lags show that both the |

series are stationary (Tables 3 and 4). Further, an
ARIMA (3,0,3) is applied to both demand and
time deposits and forecast values are obtained
from 1984 onwards. Interestingly, for both types
of deposits the forecast values are lower than the
actual values in the relevant years (Figures 6 and
7). The position of the actual values of the deposits
above the expected values confirms lack of sup-
port for the deceleration thesis in the aggregate
deposit behaviour. By differentiating the series
once, we have applied an ARIMA (3,1,3) and
obtained the forecast values. Here also the actual

values of the time deposits are higher than the
forecast values for all the years since 1984 except
the year 1990,

The above empirical analysis fail to prove the
hypothesis that a significant financial disinter-
mediation has occurred in the commercial bank-
ing sector so far as deposit growth is concerned.
Since the scope of this study is restricted to
depositgrowth only, the relative comparison with
the capital market is beyond this scope. To be
precise, the story about the sluggish growth of
aggregate deposits is not empirically supported.

2. Money Supply : Different Aggregates

In India four definitions of money supply are
used. While the narrow definition of money
includes the currency with the public and demand
deposits with commercial banks (M1), we get M2
definition of money when we add savings
accounts of postal system with M1 definition.
Again, when time deposits of banks are added to
the M1 definition, we get the M3 definition of
money and the broadest possible definition of
money (M4) is derived by adding other forms of
savings available in the postalsystem with the M3
definition. The considerable amount of savings
accounts in the commercial banks, is divided
between demand deposits and time deposits ina
proportionate manner. The proportion is subject
10 a revision from time to time.
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FIGURE 1. GROWTH OF M1 & M2 OVER THE YEARS 1977-1990
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FIGURE 3. FLUCTUATIONS BETWEEN M2 & M1 OVER THE YEARS 1977-1990
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FIGURE 5. GROWTH OF DEMAND AND TIME DEPOSITS: 1970.1-91 4
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FIGURE 6. ACTUAL AND FORECAST VALUES OF DEMAND DEPOSITS: 1984 ONWARDS (BASED ON ARIMA (303))
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FIGURE 7. ACTUAL AND FORECAST VALUES OF TIME DEPOSITS: 1984 ONWARDS (BASED ON ARIMA (303))
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FIGURE 9. THE MOVEMENT OF M1/M3 OVER THE PERIOD 1960-1989

-

-

-~

AR AL S SRS A S, SN S, S, A, S SR S SRASS SRS SR Sees qen ARane M sea gwme aee s s e Lo
‘“ﬂ.‘u.’““-.‘l....n'li"7-7‘7.7."7.7.“.‘““"“-.”“.



VOL.5 NO.1

One interesting aspectof money supply in India
isa comparison of twodifferences - the difference
between M2 and M1 and the difference between
M4 and M3. In both cases savings with the postal
system make the difference, in the latter case all
forms of savings are put together. While the
growth of money supply inall the four definitions
are steady over the years (Figures 1 and 2), the
difference between M4 and M3 is much higher
and volatile compared to the difference between
M2 and M1 (Figures 3 and 4). This aspect of
money supply is seldom studied and it requires
some attention from the established orthodoxy. Is
it due to the operation of black money in the
economy? At this stage it is a wild conjecture.

Another important feature of the two differ-
ences - that is (M2-M1) and (M4-M3) - is the
almost paralle!l growth of the two series in each
case, though the difference (M4-M3) is much
higher than the difference (M2-M1). Is it not
surprising that the difference remains more or less
same over the entire period? This requires further
investigation.

3. Monetary Model:

In the standard monetarist paradigm inflation is
completely a monetary phenomenon and there
had been a time in the sixties when scores of
papers had been written to test the monetary rule
that an increase in money supply will lead to
inflation, though with a lag. It all started with
Cagan {1956] and the countries in the Latin
American region had been the laboratory of the
Chicago-based economists.

What is monetary rule? The monetarists start
with the Quantity Theory of Money, which is
taken as the long-term equilibrium condition
implying that the demand for each balance will
be made equal to the supply of it through the
adjustment of price level. In mathematical form
this is written as

G, =Gm - b.Gy
where G, = rate of inflation
G,, =rate of change in money supply
G, =rate of growth of gross domestic
product and
b = income elasticity of cash balance

BEHAVIOUR OF SOME MACRO VARIABLES
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The measure of money may be narrow (M1) or
broad (M3). Though Friedman initially favoured
the narrow definition of money.

One important assumption in the case of mon-
etary rule is the exogeneity of money supply
implying thereby that money supply can be
controlled by the central bank of the country. Any
expansion of money supply willimpart an upward
pressure on price level and this will be partly
instigated by an expansion of real output through
the operation of income elasticity of cash balance.
To be specific, the price level becomes a joint
outcome of the monetary forces determining
nominal income and the real forces determining
real income [Friedman, 1971, p 27]. It is a
theoretical frame and so subject to empirical
verification.

How to test the monetary model? The equation
as derived above describes the long run equilib-
rium condition. If we add a constant to the
equation and then use the stochastic term, we can
write a stochastic relation of the form.

G,=23,+3,G,+2,G,+u

then this stochastic relation can be tested empir-
ically. To test the monetary rule the null
hypothesis will be

H,:a,=0and a,<0

Significantly, a, (estimated) is the income elas-
ticity of cash balance.

Apart from India, the above equation has been
estimated in case of ten countries from all conti-
nents and these are: Sri Lanka, Pakistan, Mexico,
Venezuela, Italy, United Kingdom, Germany,
France, the USA and Australia, The OLS esti-
mates show high degree of autocorrelation in all
cases and these are not reported here. The
Cochrane Orcutt method of estimation has been
applied and the results are reported in the table'.

One interesting aspect of the results is that the
constant term is positive and significant in all
cases implying thereby the effects of other vari-
ables on the inflation rate apart from the two
variables considered. Thus the first null
hypothesis.

H,:a,=0

is rejected in case of all ten countries.
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TABLE 2. ESTIMATION OF THE MONETARY MODEL - TEN COUNTRIES

The model : GP = a, + a,GM+azG,'+u

(Cochrane-Orentt method of estimation)
Country Coefficients Statistics

F 8, R? D.W.
Sri Lanka 0.073 -0.041 0.387 0.26 20
(1960-88) (2.138) (-0.348) (1.08)
Pakistan 0.125 -0.382 0.404 0.65 1.68
(1960-91) (3.867) (-4.095) (1.88)
Venezuela 0342 -0.02 2.03 0.73 1.96
(1960-91) (1.411) (-0.144) (-6.07)
Mexico 0.556 0.044 -3.315 0.86 2.37
(1960-86) (2.136) (0.628) (-5.40)
Italy 0.099 0.009 0.017 0.73 1.56
(1960-91) (2.55) (0.286) (0.085)
United Kingdom 0.106 0.003 -0.733 0.65 2.16
(1960-91) (4.144) (0.115) (-3.058)
Germmnany 0.040 -0.044 -0.003 0.65 1.10
(1960-91) (3.55) (-1.64) (-0.76)
France 0.08 0.015 -0.336 0.73 1.50
(1960-91) (3.142) (0.203) (-1.244)
USA 0.088 0.271 -0.14 0.67 1.32
(1960-91) (3.54) (-2.64) (-1.05)
Australia 0.065 0.099 0.003 0.55 2.11
(196091 (3.575) (1.56) 0.74)
Note : Figurcs in parenthesis are t-statistics.
Further, the sign of estimated a, isnegativeand The Indian Case

significant in cases of Venezuela, Mexicoand UK
only. It is negative is case of France (22.5% level
of significance) and the USA (30 % level of
significance). Interestingly, the sign of estimated
a, should be positive, but we find negative sign
in cases of Sri Lanka, Pakisian, Venezuela, Ger-
many and the USA. Also, in most of the cases the
estimated a, is not significant.

The overall result of the empirical test of
monetary rule is not good. Only in two cases
(Mexico and United Kingdom) we get results
which vindicate the monetary rule. '

Thus the empirical support of monetarism is
weak in the international field. We are to see the
Indian case now. The study of India is done
separately simply because it is done in some detail
to derive maximum possible leverage of policy
prescriptions.

That monetary rule is the least probable to hold
inIndiais easy to understand since the economy
is under the control of planning for the last four
decades. But since intention often betrays, the
empirical testing of the monetary rule has been
done in detail. Thatis lags have been used in case
of the independent variable GM, that is, the
growth rate of money supply. Here the broad
definition of money (M3) has been used.

Anexamination of results in Table 6 reveals that
both the hypotheses stated in the previous section
are liable to be rejected in Indian case as the
constant term in each case is significant (in case
of one lag it is significant at 20 per cent level).
Further, the estimated coefficient of GY is posi-
tive and not significant in all cases. Infact, the
regression is a poor fit in each case which is
revealed in the value of adjusted R2.

The logarithmic forms of the model with and
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without lags in GM have been estimated, but the
results are not significant and hence are noi
reported here.

Inessence, the growth rate of money supply has
no perceptible impact on inflation in India. This
conclusion comes from the empirical result in the
Table 7. If this sounds strange the econometrician
is helpless. Perhaps the reasons behind inflation
in India should be sought elsewhere i.e., other
potential factors suggested by alternative para-
digm in economic theory.

4. Reserve and Money Stock : Empirical Relation

The exogeneity of money supply in controlla-
bility sense is derived from the power of the
Central Bank to change the amount of reserve
money to influence the size of the money stock.
In case of India the relative size of the reserve
money is much higher thanks to high SLR ratio.
This conventional wisdom is put to empirical test
here and the results have been encouraging.

The time series of reserve money and both
definitions of monetary stocks (M1 and M3)
during the period 1960-89 have been utilised in
this study. First differences of logarithms of all
the values are taken to take care of the possibility
of autocorrelation. The results are as under:

For M1 definition of money:
logM=0.079 + 0.2851og TR +e

-statistics (2.93)  (1.393)
D.W. Statistic = 1.89 F=194
AdjustedR2 =0.03 n=30

For M2 definition of money:
log M =0.0693 +0.559 log TR + ¢

i-statistics (5.747) 6.09)
D.W. Statistic= 1.33 F=37.13
Adjusted R2 = 0.563 n=30

The values of the coefficients of log TR are
significant in both cases and these show the
strength of the variation in reserve money
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regarding its effects on the variation in money
stock in respective situations.

The regression of log M and log TR shows that
there is a strong relationship between reserve
money and the monetary stock (1). On the
assumption that reserve money is exogenous
{(which is the basis of taking regression analysis),
it shows the power of the controlling authority.

Another important aspect of the growth of
money supply in India is the relative growth of
M3 over the period. The relative growth of M3
over M1 is shown in Figure 9 which depicts the
ratio M1/M3 over the entire range. It shows that
any meaningful control of money supply should
take care of M3 rather than M1 as the size of the
former has increased at a much faster rate.

CONCLUSION

The objective of the paper has been tostudy the
behaviour of some macro-variables relevant for
the Indian money market. As a result, the beha-
viour of aggregate deposits of the commercial
banks has been analysed. It is revealed that
deposits have been increasing at an exponential
rate. Further, one peculiar aspect of the growth of
money supply has been pointed out.

Growth of money supply should have some
impact on the price level. This has been largely
rejected not only in case of India but many other
countries in the world. Thus Indiais placed in the
perspective of world situation and the empirical
evidence shows that India’s result follows the
trend of the world. Even a somewhat detailed
treatment of monetary rule in the case of India
does not give any different result.

Our objective has been to initiate debate rather
than to settle it. To be consistent with our
approach we leave the policy prescriptions, which
are derivatives of the empirical findings, to the
reader, who will interpret these according to the
prevailing circumstances.
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TABLE 3. AUTO CORRELATION ANALYSIS OF TIME DEPOSITS, INDIA, 1970-91

Autocorrelations Partial Autocorrelations
1 0.825 0.825
2 0.666 -0.043
3 0.516 -0.068
4 0.380 -0.050
5 0.256 0.054
6 0.147 -0.057
7 0.051 -0.050
8 -0.036 -0.062
9 0.114 -0.064
10 -0.183 -0.069
11 -0.247 0.079
12 -0.287 0.026
13 0316 -0.050
14 0.335 -0.052
15 -0.343 0.047
Q-Statistic (15 lags) 47.203 S.E. of Correlations 0.213
TABLE 4. AUTO CORRELATION ANALYSIS OF DEMAND DEPOSITS, INDIA, 1970-91
Autocorrelations Partial Autocorrelations

1 0772 0.772
2 0.556 0.102
3 0.417 0.057
4 0.297 0.053
5 0.193 -0.032
6 0.098 -0.059
7 0.012 -0.059
8 -0.046 0015
9 -0.077 -0.004
10 -0.083 -0.018
11 -0.083 -0.010
12 -0.139 -0.152
13 -0.215 -0.118
14 -0.276 -0.092
15 -0312 -0.054

Q-Statistic (15 lags) 32.471

S.E. of Comelaions 0213
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TABLE 5. MONETARY AGGREGATES OF INDIA: DIFFERENT DEFINITIONS: 1977.1 TO 1990.4
Year M1 M2 M3 M4

1977 15,220.67 16,671.33 26,832.33 30,311.00
16,212.33 17,709.00 28,667.00 32,280.33

16,225.00 17,734.33 29,388.33 33,119.33

16,,972.00 18,495.67 30,579.33 34414.33

78 17,683.33 19,244 .67 31,919.00 35,890.67
19,073.33 20,708.67 34,17133 38,312.33

19,077.67 20,727.67 35,133.00 39,406.33

19,996.00 21,669.67 37,125.67 41,528.33

9 21,336.33 23,055.67 39,116.33 43,698.00
22,620.00 24,449.33 41,383.33 46,203.33

23,208.33 25,049.67 43,083.00 48,083.00

23,717.00 25,567.33 44,359.00 49,518.00

80 24,230.67 26,145.67 46,093.33 51,528.67
20,309.33 22,343.33 48351.67 54,078.33

19,795.33 21,832.67 49,250.33 55,125.67

20,966.00 23,036.00 51,613.33 57,650.00

81 22,396.33 24,551.33 54,293.67 60,646.33
23,747.67 26,007.67 57,461.00 64,097.67

23,353.00 25,605.33 58,772.00 65,541.67

24,156.33 26,418.33 60,721.67 67,681.33

82 24,617.00 26,912.00 61,967.33 69,260.33
26,105.00 28,402.33 64,991.00 72,445.00

25,631.00 27,928.00 66,642.33 74,251.00

26,835.00 29,149.33 69,516.33 77,282.00

83 2748233 29,825.33 71,662.33 79,707.00
29,616.67 32,055.67 75,603.67 83,910.33

29,440.33 31,863.67 78,179.67 86,615.33

30,852.00 33,308.33 81,685.33 90,289.00

84 31,920.00 34,414.00 84,581.67 93,482.00
34,796.67 37,368.67 89,468.67 98,556.67

34,612.33 37,180.67 91,969.00 101,173.67

36,514.67 38,109.67 96,4 18.00 105,918.33

85 38,201.00 40,873.00 100,535.00 110,554.33
40,680.33 43,428.00 105,462.67 115,769.67

39,622.33 42,374.67 107,966.67 118,629.67

41,259.00 44,034.00 112,777.00 123,712.00

86 42,618.00 45,463.67 117,143.67 128,615.00
4572133 48,635.00 123,446.00 135,067.33

45,088.00 47,987.33 126,041.00 137,581.33

47,500.67 50,454.67 132,962.67 144 422 67

87 49,592.67 52,544.33 138,568.33 149,841.00
52,621.33 55,744.00 144,832.67 156,141.00

51,737.33 54,856.33 148,787.67 159,983.00

54,865.33 58,063.00 156,200.00 167,371.67

88 56,585.00 59,804.67 160,854.33 171,859.33
60,310.67 63,668.33 169,356.67 180,443.67

60,105.00 63,415.67 175,132.33 186,017.67

62,305.67 65,663.67 182,290.00 193,037.00

89 64,864.67 68,266.67 188,873.00 199,614.00
70,238.00 73,771.00 200,037.67 211,680.00

71,701.00 75,246.00 207,563.33 219,197.00

76,550.33 80,158.33 217,800.33 229 ,466.33

90 79,737.33 83,345.33 226,437.33 238,094.33
85,481.33 89,089.33 237,105.00 258,762.00

84,201.33 87,959.33 242,864.00 254,748.00

87,251.33 91,015.33 249,823.67 261,707.67
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TABLE 6. DEMAND AND TIME DEPOSITS OF COMMERCIAL BANKS IN INDIA: 197091
Year Deposits time Demand N1 atCurrent  Aggr. Deposits  Annual Rate Dep. asa
(Rs Crores) (Rs Crores) Prices (Rs Crores) of Growth percentage
Rs Crores) of NI
1970 2,946 2,329 37,760 5.275 13.97
1971 3,473 2,743 40,670 6,216 17.83% 15.28
1972 4,252 3,348 44,890 7,600 22.27% 16.93
1973 5,207 3,958 55,590 9,165 20.59% 13.93
1974 6,109 4,647 65,780 10,756 17.35% 16.35
1975 7,288 5,257 69,780 12,545 16.63% 17.98
1976 9,072 6,106 75,460 15,178 20.99% 20.11
1977 11,581 7,232 84,620 18,813 23.95% 22.23
1978 14,094 9,219 95,590 23,313 23.92% 24.39
1979 17,621 11,050 104,230 28,671 22.98% 27.51
1980 22,822 10,555 124,070 33,377 16.41% 26.90
1981 32,259 8,290 145,000 40,549 21.49%% 27.96
1982 37,073 9,055 160,070 46,128 13.76% 28.81
1983 43,838 10,201 186,510 54,039 17.15% 28.97
1984 52,425 12,195 207,080 64,620 19.58% 31.21
1985 62,036 15,039 234,860 77,075 19.27% 32.82
1986 74,835 16,993 261,740 91,828 19.14% 35.08
1987 88,615 19,283 296,060 107,898 17.50% 36.44
1988 104,387 21,936 349,080 126,323 17.08% 36.19
1989 122,746 25,108 400,880 147 854 17.04% 36.88
1990 140,078 33,437 473,230 173,515 17.35% 36.67
1991 162,898 38,300 548,118 201,198 15.95% 3671

Source: Banking Statistics 1990, Reserve Bank of India.

TABLE 7. INDIA: TESTING OF THE MONETARY RULE WITH LAG STRUCTURE

Independent variables Original Equation Equation withone laginGM  Equation withtwo lags in GM
Constant 0.242 -0.11 -0.33
(3.616) (-1.309) (-2.189)
GM -1.0429
(-2.706)
GM (- 1.159 174
(2.44) (3.927)
GM (-2) 0747
(1.62)
GY 0.120 0260 0.179
0.477) (1.048) (0.751)
Other Statistics
Adjusted R? 0.15 0.13 0.16
D.W. Statistic 1.84 1.54 150

Note : Figures in the parenthesis are t-statistics.

NOTE

1. The use of time series of money and reserve aggregates
raises the possibility of stationarity as such variables tend to
grow over time atdifferent growth rates. Sothe nullhypothesis
of non-stationarity is frequently not rejected when applied to
such univariate time series. The null-hypothesis of non-
stationarity may not be rejected even when first differences
of such variables are used. But reserve requirements establish
a link between reserves and checkable deposits. As a result,
these variables should be cointegrated. Of course, this does
not necessarily imply that there is a stationary linear rela-
tionship between reserve and other monetary aggregates.

Further, the first differences of logarithms of the variables
growing over time are not necessarily stationary. But in the
present case, considering the sample at hand, the issue of

rion-stationarity is not much important.
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INTER-STATE AND INTRA-STATE VARIATIONS IN ECONOMIC
DEVELOPMENT AND STANDARD OF LIVING

Uma Datta Roy Choudhury

The primary objective of the study is to analyse the growth pattern of the states and relate it to
the standard of living of the people. The study for the first time constructs constant price comparable
series of State Domestic Product and this makes the inter-state comparison of the resulls more
meaningful. Ranking the states by per capita income and per capita household consumer expenditure
shows that the states at the extreme ends continue to be so irrespective of the measure considered.
However, consumer expenditure shows a lower inter-state disparity than per capita income and
current price less than the constant price. Some of the states viz. Rajasthan, Jammu and Kashmir
and Uttar Pradesh, however record a much higher rank in terms of level of living of the people than
in terms of per capitaincome. Tamil Nadu and Karnataka on the other hand present just the reverse
situation with higher ranking in terms of per capita income than in terms of per capita household
consumption. Inter-temporal comparisons suggest the possibility of a reduction in inter-state dis-
parity in the future as a result of current pattern of higher growth in lower income states as compared
to the higher income states coupled with a marginal fall in urban-rural disparity in per capita
household consumer expenditure. The results also suggest much higher urban-rural disparity in
industrialised states like West Bengal and Maharashtra while agriculturally developed states like
Punjab and Haryana have practically no perceptible disparity between urban and rural levels of
living. Finally, there are definite indications that the country is moving towards industrialised base
through higher growth of manufacturing and infra-structure and this phenomenon is widespread
covering more of the lower income states than higher income ones.

INTRODUCTION AND SUMMARY RESULTS standard of living arc directly related. This is
important in view of the factthatunlike individual
countries, the states within the country have open
border with free trade between states. Thus,
because of the possibility of free export/import of
goods and services between states, a state with a
high level of domestic product originating with
pre-dominance of capital goods industrics and/or
high mineral deposits might not be a state with
above average standard of living and may actually
have a low per capita consumer expenditure,
because of a large volume of exports from the
state with no corresponding import of consumer
goods to compensate and improve the standard of
living. Both these aspects have thercfore been
covered in the present study.

Statewise data on domestic product and
household consumption expenditure are not

1.1 Introduction

To understand the regional variations in levels
of economic development and wide disparities in
the standard of living of the people in different
states one has to examine in detail the sources of
growth and factors influencing growth and
structure at the regional level. This analysis can
be either in terms of related indicators of devel-
opment covering different socio-economic
aspects or itcan be in terms of basic factor inputs
of capital stock and labour employed and their
contribution to growth of output. The approach is
guided primarily by the type of information
available at the state level, and such information
intermsof factor inputs may notbecome available

forsome time to come. Therefore, before deciding
on the apprach to be followed for study of
sources of growth and development it is essential
to assess the nature of both inter-regional and
intra-regional disparity and analyse the pattern.

This should be accompanied by a simultancous

study of the standard of living of the people in
terms of current consumption expenditure and the
extent to which the level of devclopment and

available from a single source though this ques-
tion is not of primary importance so long as each
of the two series i.e. SDP and houschold
consumption expenditure is consistent within
itself and can be analysed to draw meaningful
conclusions,

Currently two sets of State Domestic Product
(SDP) estimates are available - one (State serics)
prepared by cach of the Siate Statistical Burcaus

Uma Datta Roy Choudhury is Senior Consultant at the National Institute of Public Finance and Policy, New Dethi.
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(SSBs) and the other the ‘comparable series’
prepared by the Central Statistical Organisation
(CSO)for all the states simultaneously. While the
former is available both at current and constant
prices, the latter is prepared at current prices only.
However, for a meaningful and valid study of
inter-state disparity it is essential that such anal-
ysis is based on statistics which are mutually
consistent and also comparable between states.
The comparable series of SDP meet these con-
ditions and these have been used for study of
inter-state  disparity and structural changes
between states. Such analysis is not possible
without the data at constant prices. The constant
price comparable SDP series have been con-
structed using implicit price indices (at sectoral
level) derived from the SDP series at current and
constant prices available from the States.

The data on per capita household final con-
sumption expenditure gives ameasure of the level
of living of the people who are the normal
residents of the states and when compared over
time, gives anindication of the change in standard

JAN-MAR 1993

of living. For meaningful inter-temporal com-
parison it is necessary to deflale and obwin
measures at constant prices.

1.2 Ranking

The ranking of the states in terms of per capita
SDP i.e. the levels of development and the dis-
parity between the group with high per capita
income and the group with the lowest levels in
the rank have been examined both at current and
constant prices besides their rates of growth and
structural shifts in production pattern. The results
as emerging from the analysis of the data both at
currentand constant prices are summarised below
(Tables I & II) to highlight the levels of devel-
opment of the states. A comparison is also made
of ranking by per capita income and per capita
household consumer expenditure levels to
ascertain whether the two indicators could jointly
be usedto draw more meaningful conclusionsand
also whether states with high per capita income
are necessarily high in terms of standard of living
of the people.

TABLE 1. RANKING OF STATES BY PER CAPITA INCOME AT CURRENT AND CONSTANT PRICES FOR SELECTED YEARS

(Rs)
At Current Prices At Constant (1980-81) Prices
1967-68 1977-78 1985-86 1967-68 1977-78 1985-86
1 PNB(880) 1PNB(317)  1PNB(4839)  1PNB(2,147)  1PNBQ.643)  1PNB(3422)
2 HRY(786) 2HRY(2.021)  2MAH(4099) 2HRY(1.979)  2HRY(2.412)  2MAH(Q,926)
3 GUI(675) IMAH(1,677) 3HRY(3662)  3MAH(1794) 3IMAH(2272)  3HRY(,649)
4 MAH(664) 4GUI(1626)  4GUI(3062)  4GUIATT)  4GUIQ062)  4GUI(029)
5 WBL(659) SKARQ2837)  STND(1453)  STND(I,781)  5TND(1,925)
IND(1,262) 6 TND(2.802) 6KAR(1706)  6KAR(1.903)
IND(593) 7 I&K(2.777) IND(1,432)  THPR(,684)  7J&K(1,881)
6 APR(531) 2}%15((: '22553)) IND(2,74
; 7 6 KER(1,378 IND(1,640 IND(1,85
7 TND(525) 7TWBL(I 252) 749 7 RAJ((l ,314)) D160 D8
8 KER(519) $TND(1,203)  8WBL(2630) 8 APR(1289)  8J&K(1,501) 8 WBL(,721)
9 KAR(514) 9RAJ(1,153)  9KER(2519)  9MPR(1.195) 9 RAJ(1.493) 9 APR(1,646)
10 RAJ(52) 10J&K(1,146)  10APR(2425) 10KAR(1.124)  10KER(.464) 10 HPR(1.642)
11 UPR(490) 11KER(1,141)  11HPR(2410) 11 ORS(1,086) 11 ORS(1.344) 11 MPR(l.628)
12MPR(467)  12APR(1,030) 12ASM(2386) 12UPR(1,083) 12 APR(1.333) 12 KER(1.599)
13 ORS(458) 13ASM(994)  I3MPR(2304)  13J&K(1,069) 13 WBL(1.298) 13 ASM(I.532)
14 BHR(419) 14MPR(951)  140RS(2182) 14 WBL(1,042) 14 ASM(1226) 14 ORS(1,466)
15 1&K(414) 1SORS(912)  ISRAJ(2058)  1SBHR(892) 15 MPR(1200) 15 UPR(1.420)
16UPR (89%) 16 UPR(2,054) 16 UPR(1,198)  16RAJ(1,391)
17BHR (759) 17 BHR(1658) 17BHR(963) 17 BHR(I.055)

Note: States are ranked in descending order of per capita income with the figures of per capita income within brackets.
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Ranking of the states by per capita SDP at
current and constant prices for selected years
show that the disparity between the states with the
highest and the lowest per capita SDP has
increased over the period of study, though at
current prices there are some signs of a little
reduction in the eighties as compared to the sev-
enties (Table III). It is also seen that the elimi-
nation of the effect of price rise (which is not
uniform between the states) highlights the
disparity and gives a higher disparity ratio at

INTER-STATE AND INTRA-STATE VARIATIONS

49

constant prices than at current prices. The ranking
also shows that the position of individual states
does not change over the period of study except
in the case of two or three states. The static
position is revealed particularly by the states at
the two extreme ends. The two states which
otherwise deserve special mention - having reg-
istered substantial growth - are Kamataka and
Tamil Nadu. The complete picture of ranking of
the states both at current and constant prices can
be seen from the results in Table 1.

TABLE 11. COMPARISON OF RANKING OF STATES BY PER CAPITA INCOME/CONSUMPTION EXPENDITURE
AT 1980-81 PRICES FOR SELECTED YEARS

[Rs)
1967-68 1977-78 1985-86 1986-87
Per Capita Per Capita Per Capita Per Capita Per Capita Per Capita
Income Consumption Income Consumption Income Consumption
1 PNB(2,147) 1 PNB(1,430.53) 1 PNB(2,643) 1 PNB(1,762.92) 1PNB(3,422) 1 PNB(1,864.96)
2MAH(1,794)  2RAX(1,174.77) 2MAH(2272) 2 RAJ(1,618.35) 2 MAH(2,926) 2RAJ(1,435.10)
3GUX(1,737) 3 ASM(1,044.77) 3 GUI(2,062) 3 MAH(1,293.20) 3 GUJ(2,029) 3 KER(1,392.58)
4 TND(1,453) 4 MAH (99222) 4 TND(1,781) 4 GUJ(1,166.45) 4 TND(1,925) 4 J&K(1,342.95)
5 J&K (966.32) 5 KAR(1,706) 5 KAR(1,903) SMAH(1,318.80)
IND(1,432) 6 UPR (95897) IND(1,100.96) 6 J&K(1,881) 6 GUJ(1,288.57)
: IND(1,640) 7UPR(1,288.54)
5 KER(1,378) IND (91345) 5 UPR(1,100.89) IND(1,858) 8 WBL(1,282.81)
6 RAN(1,314) 6 J&K(1,501) 6 KER(1,078.07)
7 APR(1,289) 7GUJ (909.97) 7RAN(1,493) 7 J&K(1,044.17) 7 WBL(1,721) IND(1,281.11)
8 MPR(1,195) 8 WBL (899.21) 8 KER(1,464) 8 APR(1,030.86) 8 APR(1,646)
9KAR(1,124) 9 MPR (85024) 9 ORS(1,344) 9 KAR(1,030.03) 9 MPR(1,628) 9 APR(1,265.58)
10 ORS(1,086) 10 APR (835.96) 10 APR(1,333) 10 WBL (997.37) 10 KER(1,599) 10 TNDX(1,245.34)
11 UPR(1,083) 11 KAR(808.66) 11 WBL(1,298) 11 ASM (963.15) 11 ASM(1,532) 11 KAR(1,195.71)
12 J&K(1,069) 12 ORS (760.45) 12 ASM(1,226) 12 MPR (960.48) 12 ORS(1,466) 12 ASM(1,176.21)
13 WBI(1,042) I3 KER(75627) 13 MPR(1,200) 13 TND (937.74) 13 UPR(1,420) 13 MPR(1,154.13)
14 BHR (892) 14 BHR (728.65) 14 UPR(1,198) 14 BHR (888.87) 14 RAJ(1,391) 14 ORS(1,064.58)
15 BHR (963) 15 ORS (825.29) 15 BHR(1,055) 15 BHR(1,054.44)

Note: States are ranked indescending order of per capita income/consumption expenditure with figures of per capitaincome/expenditure
within brackets. Duc to non-availability of consumer price indices for Himachal Pradesh and Haryana, these two states do not appear

in the above Table.

Table II compares the ranking of states by per
capita income and per capita consumption
expenditure for three different points of time. The
comparison would have been much more mean-
ingful if the income figures had referred to per
capita personal disposable income or personal
income rather than to per capita state domestic
product which has a much wider coverage and
refers to total net product originating within the
states. In spite of this limitation, the comparison
do give some idea of the levels of production
within the states boundaries and the actual levels
of consumption of the people within the same
states.

The results are interesting to the extent that the
states which figure either at the top or at the

bottom do so both for per capita SDP and per
capita consumption. This, for example, is true of
Punjab, Maharashtra and Gujarat with high levels
of production and household consumption and
Orissa, Bihar and Assam with low levels. There
are however, outstanding exceptions as well.
Thus the states of Rajasthan, Uttar Pradesh and
Jammu and Kashmir which are known to be
comparatively underdeveloped states with low
per capitaincome (below all Indialevelin ranking
except Jammu and Kashmir in 1985-86) have
high (above all-India) levels of per capita con-
sumption - Rajasthan ranking second from the top
only next to Punjab in all the years. This would
suggest that either there is substantial import of
consumer goods into these states or that these
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states are primarily producers of consumer goods
which are domestically consumed with very little
or no exports. This situation may record a high
level of consumption per capitainthe case of these
states in spite of the per capita SDP being low.
Though for Jammu and Kashmir the situation of
high imports of consumer goods is conceivable,
this is not equally acceptable for Rajasthan or
Uttar Pradesh. The patterns of production and
consumption in these states need to be looked into
more carefully before drawing definite conclu-
sions.

High levels of per capita consumption with low
levels of per capitaincome could also follow from
very high prices of consumer goods. Besides the
fact that the prices have to be substantially high
for this factor to influence the levels, this cannot
be ascertained till the prices are neutralised
between states and consumer expenditure of all
the states are valued at a set of all-India uniform
average prices. Other special features of some of
the states which can be mentioned in this context
are those of Kerala, Tamil Nadu and Kamataka.
Thus in the case of Kerala, though there is a
comparatively lesser growth in SDP leading to
lowering of its rank from six (6) in 1967-68 (first
below all-India level) to ten (10) in 1977-78 and
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twelve (12) in 1985-86; in terms of per capita
consumption, it goes upinrank from thirteen (13)
in 1967-68 to six (6) in 1977-78 to three (3) in
1986-87 with nearly doubling of per capita con-
sumption (from Rs 756in 1967-68 t0Rs 1,393 in
1986-87) at constant prices. In comparison per
capita consumption at the all-India level
increased from Rs 913 in 1967-68 toRs 1,101 in
1977-78 and Rs 1,281 in 1986-87. For Tamil
Nadu and Kamnataka the ranking presents just the
reverse picture with reasonably high levels of per
capita income (even improving the rank over the
period in the case of Kamnataka) and low levels of
per capita consumption. It is thus obvious that
depending on the indicator or the measure used,
the inter-state ranking position of the states might
change - in some cases substantially - and any
conclusion drawn regarding any particular state
should be examined carefully before using it for

policy purposes.
1.3 Inter-state Disparity

In terms of overall disparity, it is seen from the
results that both for per capita SDP and per capita
consumption expenditure the inter-state disparity
is higher in constant prices than in current prices

TABLE II. INTER - STATE DISPARITY

Per Capita Income
At Current Prices At Constant (1980-81) Prices

1967-68 1977-78 1985-86* 1967-68 1977-78 1985-86*
Av: top 6 States(Rs) 699.10 1,693.31 3,550.29 1,747.98 2,145.98 247578
Av:bottom 6 States(Rs) 458.33 923.66 2,107.17 1,049.49 1,203.01 141048
Disparity Ratio 0.41 0.61 053 0.49 0.57 057
Gini Coefficient 0.1240 0.1653 0.1464 0.1449 0.1549 0.1587
Coefficient of Variation 23.26 31.77 28.22 26.51 28.33 3117

Per Capita Consumption

Av: top 6 States(Rs) 482.42 1,082.8 227884 870.12 1,336.64 14404
Av: bottom 6 States(Rs) 85.65 7603 175082 780.78 '928.81 114840
Disparity Ratio 0.23 0.35 030 0.30 037 023
Gini Coefficient 0.0661 0.1071 0.0852 0.0880 0.1128 0.0704
Coefficient of Variation 1229 20.21 15.49 16.28 22.67 14.35

Note: * Results for per capita consumption expenditure refer to 1986-87.
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irrespective of the measure considered. Also, the
inter-state disparity is higher for per capita
income than for per capita household consumer
expenditure, This would generally be true
because of free movement of goods and services
between states irrespective of the levels and
patterns of production within the states. It will
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thus not be fair to draw conclusions regarding the
economic status of the population and their
inter-regional variations on the basis of the levels
of per capita SDP alone just as the measure of per
capita income at the national level does not give
an indication of the actual standard of living of

the people.

TABLE 1V. PER-CAPTTA INCOME/ CONSUMPTION EXPENDITURE BY STATES AND A LL INDIA:
RANKING BY ANNUAL AVERAGE RATE OF GROWTH (PER CENT) IN 19608, 19705 AND 19808

State 1960s State 1970s State 1980s
Per Capita Income
1 HRY 6.76 1PNB 2.79 1 ASM 5.65
2 KAR 6.70 2MAH 2.62 2TND 505
3 ORS 5.89 3WBL 2.62 3 BHR 367
4 UPR 414 4GUJ 2.50 4 MAH 3.60
5 KER 3.21 5KAR 1.81 5PNB 352
6 J&K 2.30 6 TND 1.74 6 APR 323
7J&K 1.51 7MPR 2.19
IND 223 8 APR 1.13 8 ORS 291
9 HRY 0.94 9 HRY 278
7 WBL 223 10 HPR 0.48 10RAJ 2.50
8 TND 1.39
9 PNB 0.59 IND 0.18 IND 2.46
10 MAH 0.07
11 APR -2.55 " 11KER 0.09 11 KAR 2.05
12 BHR -2.68 120RS 041 12 WBL 1.49
13 GUJ -2.88 13 BHR -0.44 13J&K 127
14 MPR -3.01 14 ASM 098 14 UPR 1.04
15 RAJ -8.56 15RAJ -1.12 15 KER 0.19
16 MPR -1.59 16 GUJ 0.10
17 UPR -1.79 17 HPR 0.04
Per Capita Consumption Expenditure
1 BHR 8.00 1RAJ 4.99 1J&K 1
2J&K 555 2 KER 4.79 2 MPR 5.41
3 KAR 3.93 30RS 3.56 3 MAH 5.17
4 MAH 364 4TND 334 4 APR 3.96
5WBL 329 5 APR 2.87 5 BHR 3.94
6 MPR 229 6 WBL 2.07 6 ASM 3.82
IND 192 IND 199 IND 3.60
7 APR 191 7BHR 1.79 7 KER 3.57
8 UPR 1.67 8 ASM 1.58 8 IND 31.32
9GUI 1.09 9 MAH 1.51 9 ORS 2.82
10 PNB 0383 10GUT 1.10 10 KAR 2.49
11 KER 0.82 11 MPR 0.54 11 PNB 2.31
12 ASM 035 12 UPR -0.08 12 WBL 2.30
13 ORS 0.14 13PNB 041 13 GUJ 1.61
14 RAJ -2.11 14 KAR -0.54 14 RAJ 1.36
15J&K -4.33 15 UPR 1.25
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14.Rate of Growth

Since both the series of per capita income and
per capita consumption expenditure have been
derived at constant prices and inter-temporal
changes can be justifiably measured, it will be
worthwhile comparing the rates of growth
between states as well as between the two indi-
cators for the individual statesranked either at the
top orat the bottom. It will be seen from the results
presented in Table IV that irrespective of the
indicator used i.e. per capita income or expendi-
ture, the rate of growth vary very widely between
states and within states over time. In other words,
no pattern emerges to enable establishment of a
link between economic development or standard
of living and rates of growth. However, it is
possible that for meaningful results linking eco-
nomic development with rates of growth it will
be necessary to undertake the study covering a
much longer period including the early stages of
development of the more advanced states which
already have reached a high level of per capita
income. Thus, Gujarat which has a reasonably
high rate of growth in the seventies registers fall
in per capita income in the sixties and hardly any
growth in the eighties. Bihar, a low per capita
income state, on the other hand, improves its
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performance over the two decades and records
nearly 4 per cent rate of growth in per capita
income in the eighties. Comparatively higher
rates of growth in low income states with lower
rates in states ranked high would tend to reduce
the inter-state disparity in levels of development.
However, thoughthe pattern in the eighties moves
towards this direction, no definite conclusion can
be drawn till this pattern persists for some time.
In the case of consumer expenditure, the inter-
state growth pattern is slightly more conduciveto
reduction in disparity though the trend needs to
be sustained over some time beforeits impact can
be felt in the form of reduction in disparity
between states. Another aspect worth a mention
is that consumer expenditure per capita generally
registers a higher rate of increase than, per capita
income though it is not without outstanding
exceptions,

1.5 Intra-state Structural Changes

The structural changes within states and between
states as revealed through the detailed results
of industrial breakdown of State Domestic
Product and urban-rural disparity of per capita
consumption are studied (Table V & VI). SDP
datashows a definite pattern of development of

TABLE V. SHARE OF DIFFERENT SECTORS IN TOTAL SDP (AT 1980-81 PRICES)

(per cent)
states Agricuiiure Manufacturing Transportation
1967-68 1979-80 1985-86 1967-68 1979-80 198586 1967-68 1979-80 1985-86

Andhra Pradesh 50. 14l 43.26 40.42 14.07 18.75 20.25 24.36 2284 2094
Assam 62.18 56.02 41.97 1621 17.74 23.55 12.24 13.55 1525
Bihar 59.05 45.88 47.41 22.19 26.22 22.02 11.95 1698 1263
gujam 22(7):35 3;?; ggg2 27.83 28.35 33.87 19.81 25.82 18.85

aryana X . .54 15.11 21.16 20.66 12.70 2126 13.59
Himachal Pradesh 50.78* 4177 45.44 26.32* 19.02 19.35 8.34% 1445 9.62
Jammu & Kashmir 63.89 46.82 42.55 12.81 13.18 15.90 7.16 2351 20.69
Karnataka 45.45 1242 36.19 25.82 27.56 29.39 13.29 18.02 16.06
Kerala 52.08 39.36 35.06 15.77 23.05 2244 2013 2287 21.19
Madhya Pradesh 58.94 41.76 45.39 19.59 27.17 21.64 1171 1780 15.79
Maharashtra 34.03 29.64 2L02 30.83 32.98 39.42 22.54 2197 18.03
Orissa 64.24 53.02 53.92 16.81 21.28 15.02 9.48 13.84 14.68
Punjab 48.10 46.36 51.26 29.62 20.40 2047 13.07 23.05 15.98
Rajasthan 53.14 45.44 46.68 17.47 23.13 2017 1932 18.31 16.27
Tamil Nadu 2673 22.06 24.64 28.21 33.47 31.64 3038 2137 24,20
Uttar Pradesh 57.89 43.99 46.70 14.86 21.05 18.17 1545 19.13 17.35
West Bengal 45.89 34.63 32.18 16.83 28.52 30.02 2414 2131 16.92
India 46.86 37.85 36.50 22.35 25.36 2574 1373 16.62 17.34

Note: 1 Refers to 1968-69,2 Refers w0 1970-71.
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TABLE V1. PER CAPITA CONSUMPTION EXPENDITURE BY STATES AND ALL INDIA:
RANKING BY AVERAGE LEVEL OF URBAN-RURAL DISPARITY
At Current Prices At Constant (1980-81) Prices

States 1960s  States 1970s States 1980s States 1960s  States 1970s  States 1980s
MAH 4161 WBL 42.27 MAH 42.20 WBL 5030 MAH 4430 WBL 3804
WBL 41.51 ORS 42.01 ORS 41.84 MAH 47.64 WBL 44.00 ORS 36.76
ORS 4065 MAH 37.95 WBL 40.36 TND 45.75 ORS 4326 MAH 3485
ASM 3472 ASM 33.69 MPR 36.94 ORS 4432 TND 35.07 ASM 3116
MPR 31.52 ASM 35.39 ASM 40.25 MPR 3435 TND 29.57

IND 28.70 TND 35.12 ASM 34.18
IND 29.95 IND 37.13 IND 2829

TND 28.03 IND 34.96 IND 33.37
BHR 27.81 TND 28.98 BHR 36.97 MPR 2733
APR 25.87 BHR 28.81 KAR 33.05 APR 6.43 APR 3323 KAR 2674
MPR 25.85 APR 26.83 BHR 32.62 MPR 34.90 BHR 33.14 BHR 2637
KAR 2275 KAR 24.92 GUJI 30.75 KAR 33.92 KAR 32.01 GUJ 2462
GUJ 2173 GUJy 2097 AP 28.87 KER 30.60 KER 29.06 KER 21.96
KER 21.05 KER 20.44 UPR 26.87 GUJ 27.59 GUJ 28.24 J&K 20.87
UPR 17.98 UPR 19.52 RAJ 25711 UPR 22.53 J&K 17.63 APR 19.16
RAJ 10.73 RAJ 11.62 J&K 21.23 RAJ 14.97 UPR 15.14 RAJ 16.25
J&K 249 PNB 7.65 KER 18.18 J&K 13.77 RAJ 13.15 UPR 1474
PNB -0.56 J&K 7.10 PNB 11.97 PNB -0.84 PNB 579 PNB 498

Note: Inter-state Urban-Rural Disparity has been defined as the absolute difference between Urban and Rural per capita
consumption expenditure as percentage of Urban per capita consumption expenditure [{ (Urban-Rural)/Urban } x 100].

industrial base along with growth of infra-
structure except for the two states of Punjab and
Haryana where agricultural activities still
predominate with agricultural sector contributing
more than 50 per cent of total SDP. Structurally,
in states such as Jammu and Kashmir and Orissa,
development of transportation has been a special
feature. In terms of consumer expenditure, the
intra-state urban-rural disparity at constant prices
has registered a fall over the period of study
though not to a large extent. Between states, the
urban-rural disparity varies very widely being
very high for example, in the case of West Bengal
and Maharashtra - urban per capita consumer
expenditure level almost double of rural while
Punjab has per capita consumer expenditure in
rural areas higher than in urban areas in the initial
years with greater increase in urban over the
period to outstrip rural (marginally) in the sub-
sequent years,

Aliernative way of looking at the intra-state
structural shift is through the sectoral rates of
growth. Considering the three sectors of Agri-
culture (agriculture, livestock, forestry, and

fishery), Manufacturing (mining, manufacturing-
registered and unregistered, electricity and water
supply and construction) and Transportation
(transport, trade, hotels and restaurants and stor-
age), the rates of growth separately for the three
periods of 1969-70 to 1973-74, 1974-75 to
1978-79, 1980-81 to 1985-86 have been
examined along with those of the overall periods
1967-68 to 1979-80 vs 1980-81 to 1985-86 to see
the extent to which the rates of growth have an
increasing trend over the two decades. Agricul-
dure though included, do not exactly fit in this
pattern because of the fluctuations due to weather
conditions which do not allow any meaningful
generalisation. An examination of intra-state
co-efficient of variation (CV) suggests wide
variation in sectoral rates of growth both within
states and between states --Transportation sector
having the lowest figures of CV both within states
and between states. Without going into details the
states have been grouped into those showing
increasing trend in sectoral rates of growth and
vice versa.
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TABLE VII. TRENDS IN SECTORAL RATES OF GROWTH

(per cent)
Agri- Manufac- Trans- Per Capita
culiure turing port SDpP
i APR APR APR
Increasing Trend lesd ASM ASM ASM
BHR BHR BHR BHR
HRY J&K GUJ HRY
MPR MPR KER HPR
ORS MAH MPR KER
PNB PNB MAH MAH
RAJ RAJ RAJ ORS
TND TND IND PNB
WBL UPR TND
WBL
Decreasing Trend GUJ GUJ HRY GUJ
HPR KAR WBL J&K
J&K KER HPR KAR
KAR ORS KAR
MAH WBL ORS
PNB
No Trend KER HRY UPR MPR
UPR HPR RAJ
UPR

This arrangement classifies the states clearly
into those on the higher path of growth separated
from those lower down. Thus Andhra Pradesh,
Assam, Bihar, Punjab, Rajasthan, and Tamil
Nadu can be categorised as growing states with
West Bengal and Orissa high in Agriculture and
Services and low in Manufacturing and Trans-
port. Kerala shows growth of infrastructure while
Maharashtra, as expected, has very little
improvement in agricultural sector, Madhya
Pradesh has increasing growth rate except in
services while Uttar Pradesh registers no trend
except in Manufacturing. Generally the results
suggest substantial structural shifts between
states like Assam, Bihar and Rajasthan showing
increasing trend in growth, in spite of the fact that
they are being ranked low in terms of levels of
percapita income, suggesting a shift in inter-state
ranking in the foreseeable future.

1.6 Final remarks

This summary covers most of the results in a
nutshell and more of the details follow in the next
two sections on SDP and household consumer
expenditure with broad summary conclusions
ending the study. A follow up study which is in
progress proposes to go more deeply into the

disaggregation of SDP from the expenditure point
of view and link more closely the two aggregates
of income and consumption to draw more definite
conclusions. Attempt is also being made to link
these results with several independent indicators
of socio-economic development to draw more
positive conclusions regarding inter-state devel-
opment covering both the social and economic

aspects.
STATE DOMESTIC PRODUCT

2.1 Data

Estimates of State Domestic Product (SDP) i.e.
income originating within the boundaries of the
states are prepared at current and constant prices
by the State Statistical Bureaus (SSBs) on a
regular basis. However, these estimates are not
strictly comparable between states as the proce-
duresadoptedby them are dependent on the extent
of data available at the time of preparation of the
estimates; the extent of information system vary
very widely between states. Besides, qualitative
differences also exist between the estimates for
different states and for some of the states in
particular the results can not be accepted without
further examination and possibly revisions (¢.g.
mining in the case of Assam or electricity in the
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case of Jammu and Kashmir). The revised esti-
mates with 1980-81 as base are not available for
all the states even for the more recent period i.e.
from 1980-81 onwards and as a result, inter-state
comparability cannot be assured if the state esti-
mates are used for inter-state disparity study. In
view of this, the Central Statistical Organisation
(CSO), at the instance of the Planning Commis-
sion and successive Finance Commissions have
been preparing comparable estimates of SDP for

different periods at different points of time. The .

first set of such estimates covering the period
1962-63 to 1964-66 were prepared in October
1968. Subsequently such estimates have become
available for the period 1967-68 to 1985-86 in
groups of three to four years each time as and
when the request has been made either by the
Planning Commission or different Finance
Commissions for estimates of SDP,

These estimates prepared by CSO follow uni-
form procedure for all states and adopt uniform
concepts and definitions as well as classifications
as followed at the national level. Comparability
between states is ensured by using, to the extent
possible, resuits of studies and surveys which are
part of national scheme for purposes of deriving
estimates for bench-mark years such as the
National Sample Surveys. These SDP estimates
are comparable among states as also with the
national estimates in terms of concept. By and
large, the methodology and source material used
for preparation of these estimates at the state level
aswell as at the national level are the same. These
state estimates are prepared at current prices only
and do not include activities like Defence, Border
Security Force, other paramilitary forces, Indian
Embassies and High Commissions and other
offices abroad because of their special charac-
teristics. As a result, the totals of comparable
estimates of SDP for different states either for any
of the sectors or for all sectors do not aggregate
to the corresponding national totals of net
domestic product. This however, in no way
affects the comparability of the rest of the esti-
mates between states.

Using these comparable estimates of SDP for
the period of nearly twenty years (1967-68 to
1985-86) an attempt has been made to study the
differential patterns of growth and development
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between states and identify the states which have
recorded substantial variations in economic
behaviour as compared to the rest of the states or
the overall economy. Analysis at individual state
level is also attempted.

Before going into the details of the results, two
aspects of the data need to be highlighted. Firstly,
thoughthe comparable serics of SDPare available
since 1962-63, the detailed industrywise data are
not available for the first three years beginning
1962-63. The current analysis is therefore con-
fined to the period 1967-68 to 1985-86. Even
within this period, the estimates refer to New
Series for the period 1980-81 to 1985-86 and
therefore are not strictly comparable with the data
for the earlier period (1967-68 to 1979-80). It is
thus not possible to use the 19 years’ dataas a
single series and undertake the analysis. The
results of the analysis are thercfore presented for
two separate sub-periods (1967-68 to 1979-80
and 1980-81 to 1985-86). Sccondly, comparable
series of SDP are prepared at current prices only
which are not suitable for study of growth rates
of the states. It is therefore essential that the effect
of changes in prices over time is climinated from
the series of SDP and volume measures are
obtained prior to any time trend studies. Since
inter-state behaviour of prices are likely to be
different, it is essential that relevant price series
for each individual state and for each economic
activity are used to deflate the SDP series at
industry level. In the absence of any other
meaningful price data, the implicit price indices
at the sectoral level separately for each of the
states have been worked out from the state series
of SDP at current and constant prices. These price
indices are thenused for deflating the comparable
series of SDP at current prices and obtaining the
corresponding constant price figures. However,
for the state series of SDP prepared by the SSBs
only the New Series beginning 1980-81 are at
constant prices of 1980-81 while for the earlier
period the old series have not been revised and
are at 1970-71 prices only (except for West
Bengal where the compiete series beginning
1947-48" has beenrevised). The old series of SDP
are generally available upto 1984-85 and it is
possible to convert the implicit price indices
derived there from to 1980-81 base (which will
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of course have 1970-71 weights). Such a price
series has been used for deflating the comparable
series of SDP for the period 1967-68 to 1979-80.
Thus using this price series along with those
derivable from the New Series of SDPat 1980-81
prices for the period 1980-81 to 1985-86, the
comparable series of SDP at constant (1980-81
prices) at the industry level have been obtained.
While Appendix A. 1 and A. 2 present the
aggregate estimatesatcurrent and constant prices,
Appendix B. 1 and B. 2 give the corresponding
per capita figures and Appendix C, the popula-
tion. The industry wise data for the complete
period at current and constant prices along with
percentage distribution are at Appendix D.

2.2 Inter-state Disparity

These estimates have been used to study the
comparative performance and growth of different
states for selected industry groups. The picture
emerging at the overall level has also been
examined. The ranking of the states in terms of
per capita income, growth rates against the all-
India rates gives the overall picture of the per-
formance of individual states as well as their
economic status while the industrial breakdown
and the percentage distribution by economic
activities present the variations in industrial
structure between states. Over the period of nearly
two decades, the details of structural change,
withineach state also become apparent from these
results.

Tables 1 and 2 ranks the states by per capita
income at current and constant prices. Consid-
ering the results at current prices first, it is seen
very clearly that except for a set of three or four
states, the inter-se position of the states in terms
of their per capitaincome being higher/lower than
the all-India level remains unchanged. Thus
Punjab, Haryana, Gujarat and Maharashtra have
per capita income higher than all-India over the
complete period of study with Punjab remaining
at the top all through. Similarly Uttar Pradesh,
MadhyaPradesh, Orissaand Bihar have remained
economically less developed with per capita
incomes lower than all-India throughout the
period, though their inter-se ranking amongst
stateshas not remained unchanged over the period
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except for Bihar which has remained at the
bottom. West Bengal and Assam changed for the
worse over the period of study. Assam which was
justbelow all-India level in 1968-69 (no estimate
available for 1967-68) has come down substan-
tially to be ranked seventecen in 1980-81 with
marginal improvement to twelve in 1984-85 and
thirteen in 1985-86. West Bengal changes from
justabove India at the beginning to just below in
the last year of the study. Karnataka, Tamil Nadu
and Jammu and Kashmir have gone up in ranking,
the betterment in the case of Jammu and Kashmir
being substantial, shifting from the bottom most
(last but one) position in 1967-68 to just above
all-India level taking the seventh position in
1985-86. The shift in these cases have been more
or less gradual and therefore going up in rank can
be assumed to be a result of steady development
over the period. Kerala has also recorded
improvement over the two decades though not
enough to reach a very much better ranking by
1985-86. The ranking of Andhra Pradesh and
Rajasthan remain unchanged holding about
middle position amongst the states with per capita
income below the ail-India average throughout.

Considering the series at constant prices, it is
possible to say more firmly that Kamataka and
Tamil Nadu have registered substantial growthto
be ranked above all-India in the late eighties.
Because of substantial variation in price beha-
viour between states, the levels of per capita
income of the states are affected some what more
as a result of adjustment for price changes. More
prominent of such states are West Bengal which
not only has a much lower level of per capita
income at 1980-81 prices through out the period
but goes down inranking. This shift is substantial
and West Bengal has atconstant prices arank just
above Bihar and below all other states. However,
over the period West Bengal improvesits position
to some extent and is ranked just below all-India
in 1985-86. The rest of the states have behaved
more or less similarly both at current and constant
prices suggesting no out of the ordinary price
behaviour,

An examination of the overall price indices
(Appendix E) shows that the growth of priceshas
not beenuniform between states being of the order
of 5 per cent per annum for West Bengal over the
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period 1967-68 to 1979-80 against a little over 8
per cent per annum for Kerala and Madhya
Pradesh with Coefficient of Variation (CV) of
nearly 30 per centfor these two states against 18.7
per cent for West Bengal. During the eighties the
fluctuations in prices have been much wider with
1983-84 and 1984-85 as two years of high infla-
tion. During 1985-86, on the other hand, the price
change has been widely different between states,
the inflation being as much as 20.77 per cent in
the case of Jammu and Kashmir against less than
1 per cent for West Bengal.

Such differences in price behaviour suggest that
the gap between the highest and the lowest per
capitaincomeortherelative range is likely tohave
changed over the period of study. The relative
range in per capita income defined as the differ-
ence between the maximum and the minimum as
aratio of the all-India level shows that the ratio
has increased continuously over the period. At
current prices the change is from 0.41in 1967-68
to 0.69 in 1979-80 and slight fall thereafter to
reach0.53in 1985-86. Atconstantprices, the ratio
behaves similarly with the distance in per capita
income between the states in the higher per capita
income groups and lower per capita income
groups being wider with the ratio consistently
carrying a higher value. In the above exercise, to
avoid acomparison only between two states at the
extreme ends (Punjab and Bihar) and to give the
ratio a wider meaning, the maximum and the
minimum (for purposes of measuring the range)
have been defined as the average of top six per
capita income states (generally above all-India)
and vice-versa. An exercise with only the highest
and the lowest gives similar results.

An alternative measure of inequality in state per
capita income in terms of Gini Coefficient shows
that the ratio does rise both at currentand constant
prices upto 1979-80 and declines somewhat
thereafter though the absolute value of the coef-
ficientin 1985-86 is higher than in 1967-68. The
change in Gini Coefficient however is not as large
as in the disparity ratio which suggests that the
per capita incomes of middle level states are also
rising, reducing the overall disparity in the levels
of incomes between states. The summary state-
ments (Tables 3 and 4) give the results for three
points of time with the identification of the six
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top-most states and six bottom-most states and
their per capita incomes at current and constant
prices.

2.3 Growth rates

The growth rates of per capita income and of
selected sectors viz., agriculture, manufacturing
and transportation are studied next to establish a
link, if possible, between their levels of per capita
income and performance over the period of study
(Tables 5and 6). Similartothe levels of per capita
income, the rates of growth also vary very widely
between states and even within each state over
time. The states with high levels of per capita
income are not necessarily those recording above
average rates of growth. Also, the growth rates
differ very much between different periods even
for the same state. In terms of the averages, the
average rate of growth over the period 1968-69
to 1979-80, varies between 3.46 per cent in the
case of Karnataka to (-) 1.57 per cent in the case
of Madhya Pradesh with CV values as 191.38 for
Kamataka and -4,382.92 for Bihar (Table 5).Over
the subsequent six years ending 1985-86, the
variation in growth rates isequally wide: 5.66 per
cent for Assam to 0.04 for Himachal Pradesh.
Within state variation is also large as is obvious
from the values of CV and the range of growth
rate (highest and lowest) presented atthe bottom
of the table. In summary thus, one may conclude
that no overall pattern of growth emerges cither
at the inter-state level or at the level of the
individual states to enable one to draw conclu-
sions linking the growth rates with the levels of
development. It is possible that one has to goback
much further into the pastto establish a link, if at
all, between the present level of economic
development and the rates of growth. Since the
potentials of development and natural endow-
ments vary widely between states it is possible
that the factors of production viz., capital and
labour to begin with, were at the source of high
levels of production in some of the states. It is
however, also necessary to study the influence of
other social factors like population pressure, lit-
eracy rates, health standards and the like before
drawingany definite conclusion. Nevertheless, an
examination of the sectoral rates of growth makes
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itvery clear thatexcept for Tamil Nadu and West
Bengal during 1980-81 to 1985-86, the rates of
growth of Manufacturing and Transportation
have always been higher than that of Agriculture.
Over the whole period, Transportation has reg-
istered substantial growth in all the states - often
much higher than that of Manufacturing, Table 6
gives the summary statement for six states at the
top and six at the bottom while Appendix F and
G give the details.

2.4 Structural Changes

Before concluding the analysis of the behaviour
of SDP over time, it might be worthwhile to
examine the extent to which (i) the high levels of
per capita income in particular states can be linked
with industrialisation and (ii) growth and devel-
opment of individual states have led to structural
shifts resulting in changes in the patterns of
production. Broad examination of industrial
breakdown of State Domestic Product indicates
that states with per capita incomesabove all-India
are not necessarily the highly industrialised ones
in the sense of the share of manufacturing being
reasonably large. The results show that Punjab
and Haryana -- the two topmost states in terms of
per capita income -- are primarily agricultural
with production from agricultural crops
accounting for more than half of total SDP in each
of these states. Also these two states along with
Tamil Nadu (which records substantial growth in
SDP over the period of study) show hardly any
structural shifts in patterns of economic activity.
In the case of other states there is a definite
tendency of the economy moving away from
Agriculture with much larger growth of Man-
ufacturing and Transportation resulting in
increase in share of these two sectors in total SDP.
In the case of other developed states (Gujarat and
Maharashtra) as well as West Bengal, the share
of Manufacturing is not only high in the base year
but rises consistently so that this sector accounts
for 30 per cent of total production in 1985-86 for
eachofthese states. This characteristic isapparent
in the case of all other states as well (Tables 7 &
8). The details are at Appendix D. In other words,
itcan be concluded that over the last two decades,
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a strong tendency towards creation of an indus-
trial base with simultaneous development of the
infrastructure can be noticed in case of all the
states. Thus going a step further one may conclude
that the industrialisation of the country and
development of infrastructure over the last two
decades have not been limited to particular areas
within the country but has been sufficiently wide
spread tocover all the major states of the country.

HOUSEHOLD FINAL CONSUMPTION EXPENDITURE

3.1 Data

So far, the discussion of inter-state disparity has
been limited to State Domestic Product i.e. the
measure of income originating within the
boundaries of the state. Conceptually this esti-
mate gives an idea of the pattern and structure of
production within each of the states but not any
measure of the income earned by residents of the
state i.e. no indication of the levels of living of
the people of each of these states.

Conceptually the levels of Per-Capita Con-
sumption Expenditure (PCCE) is one of the most
satisfactory comprehensive measure of standard
of living. In this section on the basis of data on
PCCE, an attempt has been made to examine the
disparity in standard of living of the people within
the states - both inter-state and intra-state - and
also the nature of changes which have occurred
over the period 1966-88. The data refer to the
results of the eleven National Sample Survey
(NSS) Consumer Expenditure Survey rounds
within this period. The data being based on
all-India surveys are comparable between states

.and between rounds and create no problem. Per

capita monthly consumption expenditure data
available from various NSS rounds are at current
prices and given separately for the Rural and
Urban population for each of the states and also
at the all-India level. These have been first con-
verted to annual estimates and combined with
population weights to obtain overall state/all
India figures.

Since the data are available at current prices
only, they need to be converted to constant price
base of a given year for using them for deter-
mining the rates of growth of PCCE of indi vidual
states. The current price data directly available
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have therefore been converted to constant price
(1980-81 asbase) using independent costof living
indices separately for urban and rural areas
(Appendix H. 2 and H. 3). For deflation of rural
PCCE the consumer price indices for agricultural
labourers (converted to base 1980-81 from given
base of 1960-61) have been used with weighting
diagram of 1960-61. The urban cost of living
indices (base 1980-81 from given base of 1960-61
with weighting diagram (1960-61) unchanged)
have been constructed as the simple average of
Consumer Price Indices for Urban Non-Manual
Employees (CPIUNME) and Industrial workers
(CPIIW). The state average consumer price
indices for both the urban Non-manual
Employees and Industrial Workers had to be
constructed first as weighted averages of
CPIUNME/CPIIW of state centres for each state.
The urban PCCE at current prices have been
deflated by this urban cost of living indices (base
1980-81) to derive the corresponding constant
price estimates. The overall state/all India con-
stant price (base 1980-81) estimates of PCCE
have been worked out as the weighted average of
urban and rural constant price estimates of PCCE
with Urban and Rural Population as weights
(Appendix H. 1). The overall implicit cost of
living indices have then been derived by using the
combined PCCE estimates at current and constant
prices. The data on cost of living indices are at
Appendix L.

Substantial work has been undertaken by
Minhaset al [1988, 1990,1991] to construct rural
and urban cost of living indices for different NSS
periods between 1970-71 and 1987-88. These
indices are available not only separately for rural
and urban areas but also separately by states.
These indices are based on the same retail price
data which have gone into the construction of the
official consumer price indices for different
occupational groups referred to above i.e. for
agricultural labour, industrial workers and non-
manual employees. The primary departure is in
terms of the weighting diagram, the authors
having used the NSS-based consumer expendi-
ture patterns which are more meaningful if the
indices are to be applied to the consumption
expenditure of total population in urban/rural
areas. One could consider the question of using
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the indices specially constructed for the total
population rather than the official indices for
selected occupational groups. This has not been
preferred in the present study for a number of
practical reasons. Firstly, the analysis has been
attempted in this study to cover more or less the
same period under State Domestic Product and
Houschold Consumption Expenditure which
required using data from 1966-67 onwards and
therefore obtaining comparable indices for period
prior to 1970-71 i.e. beginning 1966-67. It is not
possible to construct such indices for the earlier
period. Secondly it has been the aim of the current
study to construct all constant price series with
1980-81 as base while the specially constructed
cost of living indices do not give the figures for
1980-81 and have the series constructed with
weighting diagrams as 1970-71 and 1983. Using
the cost of living indices for the more recent years
with 1983 weighting diagram would create
additional problems of comparability. Besides,
the cost of living indices for more recent years
have been constructed with agricultural (July-
June) rather than financial (April-March) year as
the reference period. Since the current analysis
refers to not only household consumption
expenditure but also State Domestic Product, it
was considered desirable not to adopt this series
with different reference period. Use of this data
would also create problem in the future as and
when the study is to be extended to cover more
recent years. Finally, the broad conclusion which
emerges from the analysis by Minhas and his
associates is that the newly constructed general
cost of living indices both for rural and urban
population gives higher levelsof indices. In other
words, the official price indices of agricultural
labour, industrial workers and non-manual
employees under-estimate the extent of general
price rise in the 1980s in comparison with the
appropriately constructed consumer price indices
for both the rural and urban areas. In the case of
rural cost of living index numbers the price series
has been substantially improved by replacing the
fixed value price relatives of firewood by the
actual data on prices which are independently
available. However since the weightage of fuel
and light group in the overall rural cost of living
indices is not very high the extent of its influence



on the overall trend is not known. Also, no such
factor influences the urban cost of living indices.
Moreover since the primary purpose of the current
analysis is a study of inter-state differentials and
not comparison of absolute levels of per capita
expenditure (unlike for example, incidence of
poverty) the use of readily available official price
series was preferred and their use is not expected
to affect the overall conclusions.

3.2 Inter-state Disparity in Standard of Living

The actual data on PCCE have been presented
in Appendix (H. 1 - H. 3) while Tables (9.1-9.3,
10.1-10.3) either rank them in descending order
or present the results as indices with all-India =
100.

A close look into the results highlights the fact
that the gap in PCCE between states when com-
pared to the state with highest PCCE has reduced
significantly in case of a few states, e.g., Kerala
and Andhra Pradesh. However, in majority of the
cases the gap has remained more or less the same
as in the initial year. Thus in case of states with
highest and lowest PCCE i.e. Punjab and Bihar
respectively, in the initial year (1966-67) Punjab
has PCCE at constant prices 1.96 times that of
Bihar and in 1987-88 the ratio has remained
almost the same (1.8 times).

Ranking the states in descending order of levels
of PCCE (rural urban combined) at constant
prices gives the first five states in 1966-67 as
Punjab, Rajasthan, Assam, Maharashtra and
Jarnmu and Kashmir, Though their respective
ranks have differed marginally over the period
(1966-88), in 1987-88 the same states (except
Assam) have had the first five positions with the
fourth place being occupied by Kerala. Among
the five states ranked lowest in 1966-67 (Andhra
Pradesh, Kamataka, Orissa, Kerala and Bihar)
there has been significant improvement in stan-
dard of living of Andhra Pradesh andKerala while
Assam has joined rank as one of the lowest five
from the top position in the earliest period. The
relative position of the restremained unaltered in
1987-88. In other wordsthere hasbeen hardly any
shift in the inter-se position of the states over the
two decades under analysis except for one or two
states moving to the top (Kerala and Andhra
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Pradesh) and Assam coming down,

To look at the problem from a different angle,
the growth rates of PCCE of the states have been
studied next (Appendix J). The fact that some
under-developed states are growing as fast as or
even faster than the developed states (see Tables
11 and 12 on growth rates) isnot enough toreduce
the gap between the top and the bottom, because
arithmetically, reduction in gap depends not only
on the difference in rates of growth of different
states but also on the initial extent of the gap.
Consider for example, the gap in PCCE at con-
stant prices between the top-moststate Punjaband
the most backward state Bihar.In 1966-67 the gap
was Rs 701.88 and in 1987-88 it goes up to Rs
833.23. Thus, inspite of Bihar having a higherrate
of growth (on the average) the gap in PCCE
between the well off state Punjab and backward
state Bihar has widened. A little further investi-
gation shows that the gap between Punjab and
Kerala has however reduced from Rs 673.88 in
1966-67 to Rs 479.59 in 1987-88. This is due not
only to the fact that Kerala’s rate of growth of
PCCE was substantially higher than that of
Punjab but because the initial gap was notas much
as in the case of Bihar. As a result, Kerala has
improved its ranking. This is not true of Bihar.

Similar analysis can be undertaken with dataat
current prices. It should however be remembered
that state wise levels of PCCE at current prices is
only a rough measure of the standard of living of
the people in different states since there exists a
wide diversity not only in the absolute levels of
pricesbetween states but also in the nature of price
behaviour overtime. An attemptat comparing the
states on the basis of PCCE at current prices is
over simplified and does not depict the true
picture of the gap. The variations in PCCE at
constant prices should therefore be taken as a
better measure of disparity across states overtime.

In the results presented in Table 13, Coefficient
of Variation (CV) of PCCE atconstantprices have
higher values and wider fluctuations than at
current prices. However, inter-state comparison
ofllevels of living even for a point of time implies
comparison in terms of values of PCCE which
have inherent within the measure, the effect of
variations in absolute levels of prices between
states. Such analysis cannot therefore be totally
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meaningful even if measures at constant prices
are compared and inter-temporal differences in
price behaviour i.e. effects of differential rates of
inflation between states are eliminated. For a
more meaningful inter-state comparison of
absolute levels of PCCE it will be necessary to
undertake an exercise similar to International
Comparison Project (at the national level) and
work out purchasing power parity between states.
Using these purchasing power parities, values of
PCCE at all-state average prices will need to be
worked out before more realistic and meaningful
measure of inter-state disparity can be attempted.

In the absence of such results, as a measure of
disparity in standard of living among states the
coefficient of variation (CV) in PCCE (Rural
Urban Combined as well as Rural and Urban
separately) at current/constant base (1980-81)
prices have been worked out for each of the years
and results presented (Table 13). The CVs show
no definite trend though there is some tendency
of reducing the disparity after 1977-78. The CV
both at current and constant prices have shown
fluctuations starting from 19.34 at constant prices
(14.29 in current prices) in 1966-67 reaching a
maximum of 22,67 in constant prices (20.81 in
current prices) in 1977-78 and a minimum level
of 14.10 (12.19) in 1973-74. It should however
be mentioned that the year of minimum variation
i.e. 1973-74 was an abnormal year to the extent
that several of the states at the top (e.g. Punjab,
the topmost) recorded fall in PCCE. Thus for
Punjab PCCE at constant prices was reduced to a
level0of Rs1,537.14in1973-74 from Rs 1,716.37
in 1972-73 implying a fall of 10.44per cent in
1973-74 over 1972-73. Similarly, Jammu and
Kashmir ranked third in descending order of
PCCE also experienced a fall in 1973-74 over
1972-73. However the states appearing at the
bottom in inter-state ranking viz., Orissa, Andhra
Pradesh and Kerala experienced positive rates of
growth over the same period. This obviously
reduced the gap in the level of PCCE between the
states in this particular year. Thus the fall in CV
to a minimum level in 1973-74 should not be
interpretedasa genuine improvementin thelevels
of living of the people in the backward states in
absolute term. Generally speaking, though there
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is no definite indication of trend, disparity mea-
sured in terms of CV, shows some rise at current
prices - both for urban-rural combined and rural
with a fall in urban. At constant prices on the other
hand, there is a general indication of fall in
disparity as measured through CVs. The absolute
level of CV at current prices has consistently been
lower than at constant prices in each of the years
of study except the last two years. In the last two
years the CV at current prices were higher than at
constant prices. This suggests a variation in the
behaviour of prices between states and areduction
in inter-state disparity when measured at current
prices.

To understand the exact nature of the influence
of differences in prices among states on the CV
of PCCE of states a regression of CV of PCCE at
current prices has been run on CV of prices
(CVP). The results give a negative relationship
between CV of PCCE (atcurrent prices)and CVP,
withregression coefficientsignificant at .05 level.
The regression coefficient of CVP is -0.3861 and
the intercept parameter is 12.0874. This implies
that greater the degree of variation in prices
among states lesser is the variation in levels of
consumption at current prices. This can also be
explained by a comparison of price behaviour
between the better off states and the worse-off
states. It is seen that the worse off states are
associated with higher rates of inflation as com-
pared to the better off states (Appendix I). The
annual rates of growth of price indices for the top
five and bottom five states have been worked out
and the annual growth of price indices of bottom
five states is seen to be significantly higher during
1967-68 and 1973-74 as compared to that of the
top five states. Thus one may argue that the CV
of PCCE in these years has fallen partly due to
this nature of price changes which reducesthe gap
in PCCE between states.

The CVs of PCCE at both current and constant
prices in rural areas show a pattern similar to the
urban-rural combined though in rural areas the
absolute values of the coefficients are somewhat
higher. Also, for rural areas CV s at constant prices
are higher than those at current prices but
decreases over the period to reach a level lower
than the current price value by the end of the
period of study (in the last two years). In the case
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of urban areas the CV atcurrent prices have shown
amarginally higher level of disparity in standard
of living than at constant prices. This isagain due
to the dis-similarity in price behaviour between
states in the urban areas. However by 1987-88
inter-state disparity as measured through CVs
came down both in urban and rural areas. The CV
at constant prices in rural areas was the maximum
(23.98) in the initial year falling to a minimum
level of 16.11 in 1986-87 and 16.36 in 1973-74
where as the CV at constant prices in urban areas
was generally of a lower order e.g., 14.85 in
1966-67 (the maximum level over the whole
period) and aminimum of 9.27 in 1983 increasing
slightly thereafter. Thus, inter-state disparity in
standard of living in urban areas is notonly lower
than in rural areas but also of the same order in
carrent and constant prices.

Inter-state disparity have been studied next in
terms of the range in PCCE between the highest
and the lowest (disparity ratio) as well as in terms
of the Gini Coefficient (Table 13). Asin the case
of SDP, the highest and the lowest levels of PCCE
is measured in terms of average of the top six and
bottom six respectively. The results show that the
inter-state disparity is generally higherin constant
prices than in current prices irrespective of the
measure considered. This same statement would
hold good if one attempted to study the inter-state
disparity separately for rural and urban areas i.e.
inter-state rural disparity is higher than the cor-
responding urban measures. It is also seen that
there is a tendency for inter-state urban disparity
todecrease over the period of study both atcurrent
and constant prices. This is not equally true of
rural disparity or the overall combined measures
-- particularly at current prices.

In summing up, the conclusions that follow from
this analysis are:

(i) The disparity level between states in the urban
areas is significantly lower as compared to thatin
the rural areas (ii) The results obtained from the
exercise taking the urban-rural combined data can
be explained more by the results of the rural areas.
This is obvious as nearly 80per cent of population
in India is in rural areas (iii) The price variability
in rural areas has been greater as compared to that
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of urban areas as is seen from the differences in
the values of CV atconstant and current prices as
well as from the CV of prices in rural and urban
areas, The values of CV of price indices in urban
areas are not only lower than those of rural areas
but also go down substantially over the period.

Finally, inter-state disparity of PCCE is lower
than that of SDP which follows from inter-state
movement of consumer goods according to
demand. This is not pertinent to the measure of
SDP which refers to income originating. In other
words, inter-state disparity in level of living of
the people, on anaverage, is not as widespread as
the figures of per capita SDP would suggest and
this is more true for urban areas than for rural
areas. It therefore follows that it is necessary to
go more deeply into the details of consumer
expenditure - may be by size classes separately
for rural and urban areas before more meaningful
results of inter-state disparity of conditions of
living of the people can be obtained.

3.3 Rural Urban Disparity

Urban-rural disparity in the levels of living of
the people (measured through income accruing or
consumer expenditure) assumes a special sig-
nificance in the context of the study of inter-
statefintra-state ~ disparity in  economic
development. There has not been much work on
the empirical verification of the extent and the
trend of urban-rural disparity inper capita income
in India or within state boundaries due to the
absence of basic information on production
originating in rural and urban areas or income
accruing to the urban and rural population.
However, utilising the population census data for
1970-71 and 1980-81 on workers and rural-urban
estimates of value added/earnings/wages per
worker, estimates of net domestic product in rural
and urban areas at the all India level for the years
1970-71 and 1980-81 have been prepared by the
National Accounts Division of the Central Sta-
tistical Organisation (earlier studies by private
researchers are not being referred here). These
estimates provide per capita NDP for rural and
urban areas for the year 1970-71 at current prices
to be Rs 499 and Rs 1,201 respectively as
compared to Rs 638 for the country as a whole.
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For the year 1980-81 the levels have been found
to be Rs 1,242 and Rs 2,887 respectively in rural
and urban areas in comparison to the all-India
figure of Rs 1,622, Ifone triestoexamine in terms
of absolute difference, the gap between urban and
rural per capita income has widened tremen-
dously within the period. But in relative terms
there is a sign of reduction in disparity - the ratio
of urban to rural per capita income having
dropped from 2.40 in 1970-71 t02.32 in 1980-81.
Result on the basis of per capita consumption
expenditure (worked for the current study) also
reveal the same trend but the degree of change is
more in per capita expenditure than in income.
However, drawing conclusions regarding pattern
of urban rural disparity in the country on the basis
of these two point estimates only may not be
desirable. To derive meaningful conclusions
regarding the nature and behaviour of disparity a
time series analysis is obviously necessary.
However no such analysis is possible due to lack
of basic data. As an alternative, attempts have
been made by Deepak Mohanthy and A George
{1989] to construct annual series of total rural and
urban NDP on the basis of the trend as emerging
from the CSO’s decennial estimate of rural and
urban NDP. The year-wise estimates were pre-
pared by interpolation of respective rural share of
eachindustry and taking corresponding year-wise
estimates of net value added in each industry from
NAS. However drawing conclusion regarding
urban-rural disparity on the basis of these esti-
mates may be biased due to the assumptions
implied in the construction of the annual series.
In another article published in Economic Times,
11 August 1990, these authors argue on the basis
of several indicators that the urban-rural disparity
has decreased. NCAER Survey of 1987-88 also
revealssignificant shift in consumption pattern of
rural population, The extent of rural consumption
in respect of preferences for durables consumer
desirable is rather revealing.

However, all these studies refer to all-India
analysis only. In the current analysis, an attempt
has first been made to understand the nature of
inter-temporal disparities in standard of living
within states for rural and urban areas separately.
As a measure of intra-state disparity in standard
of living therefore, urban-rural disparity indices
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have been constructed separately for each state
and all India for each of the eleven points of time
within the period 1966-88 (Appendix K). For the
purpose, the disparity index has been defined as
the absolute difference between the urban and
rural PCCE at a point of time as percentage of
urban PCCE. It is evident from the results that on
an average the urban rural disparity in PCCE at
current prices has increased over the period
1966-88 but for minor exceptions. For example,
in Assam and Maharashtra the average urban-
rural disparity records marginal fall in the sev-
enties as compared to the sixties with again arise
in the eighties (Appendix K. 2). In the case of
Orissa and West Bengal on the other hand, the
average disparity index falls marginally in the
cighties. The intra-state urban-rural disparity in
PCCE at constant prices on the other hand has
generally fallen though there have been ups and
downs in some years for some of the states. The
average all-India urban-rural disparity index at
constant prices had also reduced to 33.37 in the
seventies and 28.29 in the eighties as compared
t0 37.13 in the sixties. But for Punjab, Jammu and
Kashmir and Rajasthan for which generally the
ratio has been substantially low, the disparity has
increased somewhat over the period of study
though the rise is not uniform.

In absolute terms, the urban-rural disparity is
generally higher at constant prices than at current
prices though the trend has been a fallin the case
of the former and rise in the case of the latter thus
changing the pattern to some extent by the end of
the period of study. In other words, there is a
continuous differential behaviour in prices
between states as well as between urban and rural
areas within states which highlights the disparity
in level of living between urban and rural areas.
Elimination of the effect of prices brings out more
prominently the disparity which obviously
becomes larger when measured in terms of actual
levels of per capita consumption in rural and
urban areas. The results suggest that this absolute
level of disparity is gradually getting reduced
even though it still continues to be high at current
prices.

In terms of the performance of individual states
(Table 14), it is seen that West Bengal and
Maharashtra have almost the highest disparity



while Jammu and Kashmir and Punjab have the
lowest though in the more recent years there is
some tendency for this differential to increase in
the case of both these two latier states. This is
revealing to the extent that the states of Punjab,
West Bengal and Maharashtra have high rank in
terms of per capita SDP throughout the period.
Interestingly these states structurally are how-
ever, not the same. In terms of per capita expen-
diture on the other hand, West Bengal records
large fluctuations and goes down in ranking. The
lower urban rural disparity of level of living of
the people in Punjab has to be seen in the context
of its being prominently an agricultural state
against West Bengal and Maharashtra which are
primarily industrialised. The other state with low

-urban-rural disparity is Rajasthan which records
high per capita expenditure but low per capita
income. The state which has recorded substantial
lowering of urban-rural disparity over the period
of study is Kerala which has reduced its ratio from
30.72 in 1966-67 to around 20.57 in 1987-88 at
current prices and from 39.30 to 22.79 at constant
prices. .

To understand the inter-state variation the
PCCE separately for rural and urban areas, the
coefficient of variation, Gini Coefficient, Dis-
parity Ratio between states have been worked out
using the separate PCCE data for urban and rural
areas at current and constant prices. These have
already been discussed in the previous section
suggesting lower overall disparity in urban arcas
than in rural areas. It is also to be considered as
to the extent to which this could be more a
reflection on the quality of NSS data missing the
top expenditure groups more in urban areas than
in rural areas. One thus comes back to the question
of a more detailed study by income/expendituré
size distribution for drawing more realistic con-
clusions regarding urban-rural disparity of levels
of living of the people.

3.4 Growth Rates

Finally growth rates in PCCE at the state level
have been examined to see whether differential
growth rates between states have helped in
reducing the disparity in the levels of living of
people between states (Appendix J). Ranking the
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states in descending order on the basis of average
rate of growth of PCCE during the period 1966-88
shows that Kerala, Bihar, Jammu and Kashmir
which have low absolute levels of PCCE have
high rates of growth while the states with high
average real PCCE during the same period (i.e.
Punjab, Rajasthan, and Gujarat) recorded sub-
stantially lower rates of growth of PCCE (Tables
11 and 12). This would suggest a possibility of
reducing inter-state disparities in the near future
since the most progressive states like Punjab,
Rajasthan, Gujarat are lagging behind the back-
ward states (Kerala, Bihar, Andhra Pradesh in the
initial years) in terms of development and
progress as measured through growth rates of
either SDP or PCCE. There is wide variations in
growth rates between states and also within states
between rural and urban areas. This is very
obvious from the results presented. Fall in per
capita expenditure is not uncommon for most of
the states though states like Kerala and Andhra
Pradesh are exceptions with increase in per capita
real expenditure all through the period of study.
In spite of this pattern however, Punjab has
maintained its first position in PCCE both at
current and constant prices while Bihar has been
one with lowest PCCE. Thus Punjab’s absolute
level of PCCE has remained nearly double that of
Bihar even in the year 1987-88.

A comparison of growth pattern of PCCE at
constant prices with changes in current prices

_reveals that in the year 1967-68 rate of change

over previous year has been positive at current
prices but negative at constant prices in case of
nine states as well as in the case of all India
average. This implies a sharp increase in prices
in 1967-68 though all the states were notaffected
to the same extent. The main factors responsible
for this pattern of price behaviour has been the
sharp rise in the prices of foodgrains and food
articles due to scarcity created by drought in the
previous year, the recessionary trends in some
sectors of the economy and policy induced rise in
prices of some productslike "liquorand tobacco”,
"fuel, power light and lubricants” (e.g. the rise in
coal prices following from decontrol with effect
from July 24, 1967). In the following year
1968-69, in Bihar, Uttar Pradeshand West Bengal
change in PCCE over previous year at current
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prices have been negative but at constant prices
positive implying a fall in prices in 1968-69. The
all-India average price index (base 1980-81) also
fell by 7.52 per cent . This is mainly due to
improvementin food situation and the consequent
fall in prices of foodgrains and food articles.

The intra-state behaviour of growth of PCCE at
constant prices presented in Table 12 with details
in Appendix J shows that except for Andhra
Pradesh, the annual rate of change has fluctuated
widely over time registering a fall quite often. In
the case of Andhra Pradesh the fluctuations have
been the least with no fall in real PCCE either for
rural areas or foroverall economy and only asmall
decrease in 1970-71 in the case of urban PCCE.,
Both for rural areas and for the economy as a
whole over the period of study (1967-88), Kerala
records the average highest rate of increase in
PCCE (3.97 per cent in rural and 3.40 per cent for
the overall) with Rajasthan at the bottom with as
low as 0.36 per cent for rural and 0.39 per cent
for the combined accompanied by very wide
fluctuations over the period. Interestingly, Bihar
records reasonably high average increase in
PCCE (3.29 per cent for rural and 2.91 per cent
overall) with not a very wide fluctuation (as
measured through CV values). For urban areas,
on the other hand, Bihar has the lowest recorded
average annual increase of 0.50 per cent with very
wide fluctuations ranging from a fall of 10.2 per
cent in 1987-88 to an increase of as little as 0.01
per cent in 1967-68. Urban real per capita
expenditure has generally increased less than in
rural areas ranging between (.50 per cent for
Bihar and 2.69 per cent in Jammu and Kashmir.
The corresponding range for rural areas has been
0.36 per cent in Rajasthan and 3.97 per cent in
Kerala. This isan obvious indication of reduction
in urban-rural disparity and is supported by the
results presented in the earlier section.

Similar examination of the consumer price
indices (Appendix I) used for the study shows
much smaller fluctuation both between states as
well as over the period of study. Thus for the
Consumer Price Index for Agricultural Labour -
except for West Bengal where the overallaverage
change is least (3.91 per cent) with wide fluc-
tuation over the period of study - the average
ranges between 6.04 per cent in Assam (with
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fluctuations between -14.75 and 16.02 within a
range of -17.221029.84) 10 8.30 per cent in Uttar
Pradesh. In the case of urban CPI the highest
average is 9.25 per cent for Kerala with wide
fluctuations ranging from a rise of as much as
32.77 per cent in 1973-74 to0 a small rise of 1.13
per cent in 1969-70. In terms of annual changes
whereas fallin prices were recorded for individual
states, in the three years 1968-69, 1969-70,
1970-71, the subsequent period has recorded
nothing but rise over the period, the inflation
never reaching two figures except for the high
inflation in 1973-74 both in rural and urban areas,
the rise being generally more in rural areas than
in urban areas. All this only supports the con-
clusion that for study of inter-state disparities in
real levels of living it will be desirable toexamine
theresults atconstant prices though forconditions
of living at a point of time, analysis of data at
current prices will be more meaningful.

CONCLUSION

The final picture which emerges from the study
is summarised next taking into account the con-
clusions following from the analysis of the series
of both State Domestic Product and household
final consumption expenditure. In other words,
the conclusions are based on the inter-state vari-
ations in per capita levels of output within the
geographical boundaries of the states and the
levels of per capita expenditure out of the income
actually received by the households (which would
have the effect of exports and imports of con-
sumer goods integrated within the measures). The
picture which emerges is supported by both the
measures to the extent that the levels and changes
in output pattern go hand in hand with levels and
changes in household consumption except for a
few states like Rajasthan, Uttar Pradesh and
Jammu and Kashmir. Thus, there are no indica-
tions of largescale inter-state exports and imports
leading to improved consumption levels in states
with low per capita SDP (income originating)
except for the above three states which have
relatively high PCCE but low per capita SDP. In
the case of Jammu and Kashmir a reasonable
growth in outpnt is also recorded thus raising its
rank in inter-state comparison over the period of
study. This is not equally true in the case of
Rajasthan and Uttar Pradesh which rank quite at
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the top in the case of PCCE with lower levels of
per capita SDP. One of the remote possibility for
such an economic situation could be that such
consumer goods as are being imported into these
states are priced much higher than not only the
domestic products originating within these states
but also compared to similar products in other
states.

The inter-state ranking shows a definite
improvement in the case of Kerala. In the case of
Andhra Pradesh relative position in terms of
conditions of living of the people has changed for
the better over the period while for Karnataka and
Tamil Nadu, the levels of output have compara-
tively increased more. Assam and West Bengal
have faired in the reverse direction with the
downward shift of Assam substantial while that
of West Bengal marginal.

In terms of growth rates which determines the
changes in relative positions over time, the
economically developed states are not necessarily
the ones with higher rates of growth. In the case
of PCCE, states like Bihar with the lowest per
capita consumption level have been recording
substantial growth, However, in spite of higher
growth the absolute gap between the highest
(Punjab) and lowest (Bihar) has not reduced over
the period because of the large gap at the initial
stage. The annual rates of growth have varied very
widely in case of most of the states and the
averages range between very low negative to
reasonably high positive figures. The values of
CVs are direct proof of the wide fluctuations.
Thus no conclusion can be drawn regarding the
pattern of change over time of either SDP per
capita or PCCE.

In spite of this disorderly pattern of change, the
inter-state disparity gives some meaningful pic-
ture, The results indicate a lower level of inter-
state disparity in levels of living than in actual
outputandlowerinurbanareasthan in rural areas.
Also, the inter-state disparity is more in constant
prices than in current prices supporting the
argument of large difference in levels of prices as
wellasin their behaviour over time. Inthis context
itis also seen that often rate of inflation is higher
for states with low ranking. The urban-rural
disparity has increased in current prices and
shown a tendency to be lower at constant prices
because of the differential behaviour in prices
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between rural and urban areas. Highly indus-
trialised states of West Bengal and Maharashtra
have the highest urban-rural disparity while
Punjab -- a predominantly agricultural state -- has
the lowest. This is also true of Jammu and
Kashmir though economically not similar. In the
case of Kerala, over the period of study, urban-
rural disparity has shown definite tendency to
decrease.

Inter-state disparity have been worked out for
per capita SDP and PCCE both at current and
constant prices, of their rates of growth and of
rural-urban disparity. Within-state variation in
annual rates of growth of per capita SDP and
PCCE have also been studied. These disparities
in terms of Coefficient of Variation (CV) Gini
Coefficient and Disparity Ratio (difference
between value of six states at the top and six states
at the bottom as the ratioof all India) present more
or less the same picture. These measures make it
obvious that the inter-state disparity shows no
definite sign of decrease though a tendency
towards reduction particularly in the eighties is
suggested by the results. Disparity at constant
prices is generally always higher than at current
prices. There is wide disparity in rates of growth
over states. Inter-state and intra-state price vari-
ations are evident, Finally, irrespective of inter-
state variation, there is a definite indication of
every state within the economy moving towards
industrialisation with simultaneous development
of transportation system except for Punjab and
Haryana which continue to be primarily agricul-
tural.

NOTES

1. However, the new Series of SDP issued by Directorate
of Economics and Statistics, Govemnment of West Bengal,
suffers from serious limitations because of the price indices
used for deriving the past series (from 1947-48 onwards) at
1980-81 prices. Not only are the prices shown to be much
higher for periods prior 10 1980-81 but the indices are shown
to be constant. Thusfortheperiod 1967-68 10 1979-80, Mining
and Quarrying has a constant implicit price index of 104.17
(1980-81=100), Manufacuring (Registered) 124.84, Man-
ufacturing (Unregistered) 10037, Construction 92.35,
Transportation between 103.11 and 130.51, Banking and
1113surance 135.87 and Real Estate, Ownership of Dwellings
134.81.

2.In case of West Bengal, such a shift in inter-state ranking
upto 1979-80 could be partly due to the limitations of the
constant price estimates as already detailed.
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Statistics and Pocket Book of Labour Statistics which have
subsequently been extracted and compiled as a time series
and published in the above. Since the data from the two
sources are exactly the same Indian Data Base has beenused
to compile the series).
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TABLE 3. RANKING OF TOP AND BOTTOM STATES BY PER CAPITA INCOME AND INTER STATE DISPARITIES:

AT CURRENT PRICES 1967-68, 1980-81 AND 1985-86
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1967-68 1980-81 1985-86
State Per Capita State Per Capita State Per Capita
Income Income Income
(Rs) (Rs) (Rs)
AT CURRENT PRICES
A. SIX TOPMOST STATES
PNB 880 PUN 2,891 PUN 4,839
HRY 785 MAH 2,453 MAH 4,099
GUJ 675 HRY 2,314 HRY 3,662
MAH 664 GuJ 2,042 GUJ 3,062
WBL 659 J&K 1,771 KAR 2,337
APR 531 KAR 1,725 TND 2,802
B. SIX BOTTOMMOST STATES
RAJ 502 MPR 1,395 ASM 2,386
UPR 490 UPR 1,350 MPR 2,304
MPR 467 ORS 1,309 ORS 2,182
ORS 458 RAJ 1,253 RAJ 2,058
BHR 419 ASM 1,175 UPR 2,054
J&K 414 BHR 883 BHR 1,658
AVERAGE 17 STATES
PER CAPITA INCOME(Rs) 567 1,667 2,741
DISPARITY RATIO 0.42 0.58 0.53
GINI COEFFICIENT 0.12 0.16 0.15
cv 23.26 29.51 28.22
STD 131.85 492.00 775.41

Note: (A) The average of 17 States excludes All India (B) The Disparity Ratio Obtained from the average of six Topmost States in the Rank
Minus the average of six Bottommost States as a Ratio of the average of 17 States (C) Gini Coefficient is measured taking the 17 States and
theiraverage, CV and STD also use the data for 17 States only.

TABLE 4. RANKING OF TOPAND BOTTOM STATES BY PER CAPITA INCOME AND INTER-STATE DISPARITIES:

AT CONSTANT (1980-81) PRICES 1967-68,1980-81 AND 1985-86

1967-68 1980-81 1985-86
State Per Capita State Per Capita State Per Capita
Income Income Income
(Rs) (Rs) (Rs)
AT CONSTANT (1980-81) PRICES
A. SIX TOPMOST STATES
PNB 2,147 PNB 2,891 PNB 3,422
HRY 1,919 MAH 2,453 MAH 2,926
MAH 1,794 HRY 2,314 HRY 2,649
GUJ 1,737 GUJ 2,042 GUJ 2,029
TND 1,453 J&K 1,771 TND 1,925
KER 1,378 KAR 1,725 KAR 1,903
B. SIX BOTTOMMOST STATES
KAR 1,124 MPR 1,395 KER 1,599
ORS 1,086 UPR 1,350 ASM 1,532
UPR 1,083 ORS 1,309 ORS 1,466
J&K 1,069 RAJ 1,253 UPR 1,420
WBL 1,042 ASM 1,175 RAJ 1,391
BHR 892 BHR 883 BHR 1,055
AVERAGE 17 STATES
PER CAPITA INCOME(Rs) 1,372 1,667 1,873
DISPARITY RATIO 051 0.58 0.57
GINI COEFFICIENT 014 0.16 0.16
cv 2651 29.51 3117
STD 363.80 492.03 583.66

Note: (A) The average of 17 Sutes excludes All India (B) The Disparity Ratio Obtained from the average of six Topmost States in the Rank
Minus the aversge of six Bottommost States as a Ratio of the average of 17 States (C) Gini Coefficient is measured taking the 17 States and

their average,

and STD also use the data for 17 States only.
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TABLE 6. STATES RANKED BY RATES OF GROWTH OF SELECTED SECTORS AND PER CAPITA INCOME 1967-68 TO 1985-86

1967-68 TO 1979-80

1980-81 TO 1985-86

Six Topmost States  Six Bottommost States  Six Topmost States  Six Bottommost States
in Terms of in Terms of in Terms of in Terms of
Growth Rates Growth Rates Growth Rates Growth Rates
State Growth State Growth State Growth State Growth
Rate (%) Rate (%) Rate(%) Rate (%)
A. Per CapitaIncome KAR 346 HPR 0.48* ASM 5.65 WBL 1.49
J&K 2.83 ASM 0.43+* TND 505 J&K 127
WBL 2.59 KER 0.43 BHR 367 UPR 1.04
MAH 2.54 BHR -0.12 MAH 3.60 KER 0.19
GUJ 2.40 UPR -0.23 PNB 352 GUJ 0.10
ORS 1.66 MPR -1.57 APR 323 HPR 0.04
Average of 17 States
Growth Rate(%) 1.19 . 249
C.V. 106.77 64.22
STD 1.27 1.60
B. Agriculture GUJ 1.56 APR 1.96 TND 9.42 MAH 1.76
KAR 5.84 ASM 1.70%* PNB 6.51 J&K 1.45
MAH 4.38 KER 19 WBL 5.50 UPR 0.96
RAJ 411 BHR 12 RAJ 5.23 KER 0.19
PNB 3.39 UPR -0.01 BHR 5.01 HPR 0.14
J&K 312 MPR -1.39 ORS 4.68 GUI 2”27
Average of 17 States
Growth Rate(%) 253 3.13
C.V. 84.73 88.73
STD 2.15 2.78
C. Manufacturing WBL 9.66 GUJ 4.47 ASM 21.517 KAR 4.64
HRY 6.87 ASM 4.45 J&K 10.59 HPR 3.73
J&K 6.83 BHR 334 APR 8.51 ORS 3.51
KAR 6.34 MPR 3.34 BHR 8.51 GUJ 3.33
KER 5.89 PNB 1.15 MAH 7.83 WBL 2.46
MAH 5.52 HPR -0.16* MPR 7.03 KER 0.03
Average of 17 States
Growth Rate(%) 482 6.92
Cv 44.64 82.99
STD 2.15 5.74
D. Transportation J&K 18.39 UPR 4.26 ASM 11.46 HPR 5.26
HRY 9.64 RAJ 4.11 MPR 8.79 KAR 5.24
HPR 9.57+ KER 3.79 GuJ 8.54 KER 4.63
PNB 9.39 ASM 3.53%* HRY 7.84 UPR 4.16
KAR 8.62 TND 251 MAH 7.7 WBL 3.86
ORS 8.50 APR 2.09 APR 7.55 PNB 2.69
Average of 17 States
Growth Rate(%) 6.59 6.51
C.V. 58.62 32.18
STD 3.86 2.10

Note : * Covers from 1970-71 to 1979-80; ** Covers from 1968-69 to 1979-80
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TABLE 9.1. RANKING OF STATES IN DESCENDING ORDER ACCORDING TO PER CAPITA ANNUAL CONSUMPTION EXPENDITURE

(RURAL-URBAN COMBINED)
1966-67 1967-68 1968-69 1969-70 1970-71 1972-73 197374 1977-78 1983  1986-87 1987-88
AT CURRENT PRICES
PNB PNB PNB PNB PNB PNB PNB PNB PNB PNB PNB
ASM ASM RAJ RAJ J&K RAJ RAJ RAJ KER KER KER
RAJ RAJ ASM MAH  MAH GuJ MAH MAH  MAH J&K J&K
J&K J&K J&K ASM ASM MAH GUJ GuI J&K MAH MAH
MAH WBL  MAH WBL WBL J&K KER J&K RAJ RAJ RAJ
UPR MAH KER J&K GuJ KAR BHR KER KAR GUJ GuJ
WBL UPR GuJ IND KAR IND IND IND TND WBL TND
IND IND IND GUJ IND WBL KAR APR GUJ TND IND
GuJ BHR WBL APR RAJ KER WBL KAR IND IND APR
MPR GUJ TND MPR KER MPR ASM TND APR APR WBL
APR KAR UPR TND APR UPR APR UPR WBL KAR KAR
KAR MPR KAR UPR UPR ASM TND WBL ASM UPR ASM
TND TND APR BHR MPR BHR MPR MPR UPR ASM MPR
BHR APR MPR KAR BHR APR J&K ASM MPR MPR UPR
ORS ORS BHR KER TND TND UPR BHR ORS ORS BHR
KER KER ORS ORS ORS ORS ORS ORS BHR BHR ORS
AT CONSTANT (1980-81j PRICES

PNB PNB PNB PNB PNB PNB PNB PNB FNB PNB PNB
RAJ RAJ RAJ J&K J&K RAJ RAJ RAJ RAJ RAT J&K
ASM J&K J&K MAH  MAH J&K MAH MAH  MAH KER RAl
MAH ASM MAH RAJ RAJ MAH TND GUJ KER J&K KER
J&K MAH TND ASM ASM GUJ ASM IND J&K MAH MAH
UPR GuJ UPR WBL UPR KAR WBL UPR GUJ GUJ APR
IND IND GUJ UPR KAR UPR IND KER APR UPR IND
GUJ KAR IND IND Gus IND GuUJ J&K KAR WBL GuJ
WBL APR ASM GUJ IND WBL J&K APR IND IND TND
MPR WBL MPR KAR WBL TND UPR KAR WBL APR WBL
APR ORS APR TND TND ASM KAR WBL TND TND UPR
KAR UPR KER BHR APR MPR KER ASM UPR KAR MPR
ORS KER KAR MPR MPR BHR APR MPR ASM ASM KAR
KER MPR WBL APR BHR KER MPR TND MPR MPR ASM
BHR BHR BHR KER KER APR BHR BHR ORS ORS BHR

ORS ORS ORS ORS ORS ORS BHR BHR ORS

Note: TND at constant prices not shown for the years 1966-67 & 1967-68 due to non-availability of rural cost of living indices.
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TABLE 9.2. RANKING OF STATES IN DESCENDING ORDER ACCORDING TO
PER CAPITA ANNUAL CONSUMPTION EXPENDITURE (RURAL)

1966-67 1967-68 1968-69 1969-70 197071 1972-73 1973-74 1977-78 1983 1986-87 1987-88

AT CURRENT PRICES

PNB PNB PNB PNB PNB PNB PNB PNB PNB PNB PNB
RAJ ASM RAJ RAJ J&K RAJ RAJ RAJ KER KER KER
ASM RAl J&K J&K ASM GUJ BHR MAH J&K J&K J&K
J&K J&K ASM ASM GUJ J&K. KER KER RAJ RAJ RAJ

UPR UPR KER IND MAH KAR GUJ J&K KAR GUJ GuJ

IND IND GuUJ APR KER IND IND GuJ APR APR MAH
MPR BHR IND GuI KAR KER KAR APR ASM IND APR
KAR WBL UPR UPR RAJ UPR MAH IND GUJ TND IND

APR KAR MAH MPR IND ASM J&K UPR IND ASM TND
BHR MPR APR BHR UPR MAH ASM KAR TND WBL ASM
GUJ GUJ KAR MAH APR BHR UPR TND MAH UPR WBL
WBL MAH MPR WBL WBL MPR APR MPR WBL MAH KAR
TND APR TND TND BHR APR MPR WBL UPR KAR UPR
MAH ORS WBL KAR MPR WBL IND ASM MPR MPR MPR
ORS TND BHR KER TND TND WBL BHR ORS BHR BHR
KER KER ORS ORS ORS ORS ORS RS BHR ORS ORS

AT CONSTANT (1980-81) PRICES

PNB PNB PNB FNB PNB PNB PNB PNB PNB PNB PNB
RAJ RAJ RAJ J&K J&K RAJ RAJ RAJ RAJ RAJ &K
ASM j&K 1&K RAJ UPR J&K  ASM MAH KRR KER RAJ
UPR° ASM UPR ASM  ASM UPR UPR UPR J&K J&K KER
I&K GUI GuI UPR RAJ GUI TND KER APR UPR APR
GuJ ORS IND BHR MAH  KAR J&K GuJ UPR APR IND
IND MAH KER IND IND ASM IND IND GUJ GUJ  MAH
MPR APR ASM MAH GUJ IND KER J&K  ASM  IND UPR
APR  KAR MAH  GUJ KAR  BHR GUI APR IND ASM  ASM
MAH IND MPR MPR MPR MPR BHR KAR KAR TND GUI
KAR  URR APR  WBL  APR TND MAH ASM MAH WBL  MPR
ORS KER TND KAR  BHR KER WBL MPR MPR MAH  KAR
WBL  MPR  BHR APR  TND WBL APR WBL TND KAR TND
BHR WBL KAR IND WBL  APR KAR BHR WBL MPR  VWBL
KER  BHR  ORS ORS KER MAH MR ORS ORS  BHR BHR

WBL  KER ORS ORS ORS TND  BHR ORS ORS

Note: TND at constant prices not shown for the years 1966-67 & 1967-68 due to non-availability of rural cost of living indices.
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TABLE 9.3. RANKING OF STATES IN DESCENDING ORDER ACCORDING TO
PER CAPITA ANNUAL CONSUMPTION EXPENDITURE (URBAN)
1966-67 1967-68 1968-69 1969-70 1970-71 1972-73 1973-74 1977-78 1983  1986-87 1987-88
AT CURRENT PRICES
ASM ASM ASM MAH PNB PNB PNB PNB PNB PNB MAH
MAH WBL WBL ASM ASM MAH WBL MAH MAH MAH J&K
WBL MAH MAH WBL MAH WBL MAH GUJ KER WBL PNB
PNB PNB PNB PNB WBL RAJ ASM WBL WBL KER ASM
IND ORS TND ORS RAJ IND IND IND KAR RAJ KER
ORS IND ORS IND IND ORS ORS RAJ IND J&K IND
MFPR RAJ RAJ APR ORS MPR KER ASM TND IND WBL
RAJ BHR IND BHR BHR ASM RAJ APR GuUJ ASM TND
BHR UPR APR RAJ KAR BHR BHR MPR RAJ TND GuJ
UPR GUJ MPR MPR MPR KER GUJI J&K J&K ORS RAJ
GuJ TND BHR KAR APR KAR KAR KAR ASM GuJ MPR
APR APR KAR GUJ Gus GuJ MPR ORS APR APR APR
KER MPR UPR KER KER APR APR TND ORS MPR ORS
J&K J&K GUJ TND J&K TND TND BHR MPR KAR KAR
TND KAR J&K UPR UPR UPR UPR KER BHR BHR
KAR KER KER J&K TND J&K . J&K UPR UPR UPR BHR
AT CONSTANT (1980-81) PRICES
ASM ASM TND MAH PNB PNB PNB PNB PNB PNB PNB
MAH MAH MAH ASM MAH MAH MAH MAH MAH WBL ASM
WBL WBL ASM PNB ASM WBL WBL GuJ WBL RAJ MAH
PNB PNB WBL WBL WBL RAJ ASM IND KER MAH J&K
IND RAJ RAJ ORS RAJ IND ORS RAJ RAJ KER KER
RAJ TND PNB IND IND MPR IND WBL IND J&K WBL
MPR ORS ORS RAJ KAR ASM TND ASM KAR IND IND
ORS IND IND TND ORS ORS RAJ J&K GuI ASM RAJ
GUJ J&K APR APR MPR KAR KAR APR J&K ORS TND
UPR APR MPR KAR APR BHR BHR MPR TND TND MPR
APR GUJ BHR BHR J&K KER APR KAR ASM GUJ GUJ
J&K UPR J&K MPR BHR GUJ J&K TND APR APR APR
TND BHR KAR J&K GUJ TND MPR ORS MPR MPR ORS
KER KAR UPR GUJ TND APR GUJ KER ORS KAR KAR
BHR MPR GUJ KER KER J&K KER BHR UPR BHR UPR
KAR KER KER UPR UPR UPR UPR UPR BHR UPR BHR
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TABLE 10.1. PER CAPITA CONSUMPTION EXPENDITURE BY STATES AND ALL INDIA: INDEX (ALL INDIA = 100)
(RURAL-URBAN COMBINED)

STATE 1966-67 1967-68 1968-69 1969-70 1970-71 1972-73 1973-74 1977-78 1983 1986-87 1987-88

AT CURRENT PRICES

APR 91.52 90.83 9482 9805 9596 9241 94.59 99.84 99.85 97.55 98.39
ASM  115.62 12063 109.35 10496 109.25 93.15 95.18 §3.36 93.87 91.75 91.52
BHR 89.38 96.59 87.11 9255 9004 9255 101.11 80.66 79.74 79.10 79.06
GUJ 94.10 96.55 10091 9824 10326 11454 10238 106.15 103.16 106.48 103.05
J&K 107.07 10629 10691 10345 11614 10381 9334 101.47 10792 113.99 121.83
KAR 91.11 9395 9505 9150 10161 10268 98.61 94.89  105.51 94.51 95.30
KER 78.45 82.98 102.01 8780 9793 96.26 101.69 101.13 12099 125.74 122.36
MAH 93.10 92.93 92.86 9426 9207 9500 93.4 87.75 88.11 87.29 90.38
MPR 103.80 102.78 10660 111.50 11535 11183 10779 11765 109.71 108.86 113.07
ORS 81.67 88.55 8322 8150 7952 80.19  79.65 74.84 84.53 19.87 78.32
PNB 136.62 132.13 153.67 14570 15434 161.78 13621 15522 139.87 13991 138.77
RAJ 112.04 11093 117.44 11174 9974 11614 11444 14168 107.44 107.63 105.66
TND 91.06 92.60 99.22 9404 8870 9164 9353 9432 103.63 103.16 102.77
UPR 101.29  101.61 95.59 9314 9408 9392 9298 92.80 88.43 92.34 89.91
WBL  100.75 105.07 99.81 10430 10349 9851 98.61 92.25 97.69  103.34 97.30
IND 100.00 100.00 100.00 100.00 10000 10000 10000 10000 100.00 100.00 100.00

78.45 82.98 83.22 81.50 7952 8019 7965 7484 79.74 79.10 79.06
RANGE TO TO TO TO TO TO TO TO TO TO TO
136.62  132.13  153.67 14570 15434 16178 13621 15522 139.87 139.91 138.77

AT CONSTANT (1980-81) PRICES

APR 91.52 99.31 94.02 9204 9334 8815 9287 9363 10228 98.79  100.72
ASM 11438 116.74 95.14 10748 10630 9590 10364 8748 9461 91.81 93.19
BHR 9.1 79.79 87.17 94.03 8629 9207 9094 8074  77.61 82.31 §1.01
GUJ 99.62 104.16 103.25 97.48 10093 10506 9767 10595 103.05 100.58 97.57
J&K 10579  117.66 121.84 11778 12590 10944 9718 9484 10405 10483 112.92
KAR 88.53 99.35 93.51 9443 10168 10377 9536 9356 10206 93.33 94.24
KER 82.79 91.18 93.86 79.42 8559 9128 9489 9792 10667 10870 107.86
MAH 10862 11406 11030 11463 11516 10750 10705 11746 10769 10294 107.74
MPR 93.08 90.05 9456 9338 9315 9503 9094 8724 9306  90.09 94.31
ORS 83.25 94.99 77.84 7868 7869 7851 8462 7496 7890  83.10 80.21
PNB 15661 14679 15557 14970 16027 16589 147.16 16013 15232 14557 14428
RAJ 12861 13058 125.65 11426 10826 121.12 11572 14700 12161 11202 11038
TND NA NA 107.77 94.11 9438 9835 10493 8517 9736 9721 96.73
UPR 10498  94.67 106.86 101.13 10581 10055 9592 9999 9702 100.58 94.61
WBL 9844  98.78 91.07 101.83  98.02 9920 10161 9059 9785 100.13 96.73
IND 10000 10000 100.00 100.00 10000 10000 10000 10000 10000 10000 100.00

79.77 79.79 77.84 7868 7869 7851 8462 7496 7761 82.31 80.21
RANGE TO TO TO TO TO TO TO TO TO TO TO
156.61 14679 155.57 149.70 16027 16589 147.16 160.13 15232 14557 14428
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TABLE 10.2. PER CAPITA CONSUMPTION EXPENDITURE BY STATES AND ALL INDIA: INDEX (ALL INDIA = 100)
(RURAL)

STATE 1966-67 1967-68 1968-69 1969-70 1970-71 197273 1973-74 1977-78 1983 1986-87 1987-88
AT CURRENT PRICES

APR 9430 91.20 9453 99.54  97.28 94.02 9559 101.12 102.62 100.00 101.28
ASM  119.19 12434 11286 10862 114.05 98.46 98.15 85.57 100.49 99.13 97.15
BHR 93.92 99.88 8946 9697  93.88 97.35 105.66 §3.39 83.37 83.33 86.38
GUJ 93.82 93.86 10372  99.08 10377 12216 10279 102.05 100.24 108.36 101.96
J&K 11638 11219 11451 11164 12707 11375 98.55 105.76 114.96 122.47 13116
KAR 94.79 95.60 9375 89.57 10139 105.22 98.70 94.27 103.90 91.66 94.33
KER 79.48 8545 10850  89.54 10229 99.69 104.41 107.74 129.12 138.92 133.76
MPR 95.70 95.12  93.51 97.06  93.12 96.22 95.06 86.99 89.39 86.57 89.80
MAH 92.33 91.80  96.25 9573 103.06 98.18 98.60 111.58 98.21 96.58 101.69
ORS 84.79 90.54 84.71 82.71 81.73 82.61 80.48 76.16 87.82 81.03 80.65
PNB 148.87 13895 169.90 15519 16423 17632 14244 16605 151.64 150.19 154.45
RAJ 120.19  115.03 12334 11890 10023 12283 12075 15785 11294 111.57 112.49
TND 92.52 88.65 90.18 92.45 84.91 89.08 90.06 9193 99.80 99.32 97.59
UPR 107.28 105.21 99.40 9798 9935  99.53 96.81 9726 9292 98.47 94.04
WBL 93.79 97.69 89.67 9470 9436  90.86 89.61 86.04 93.01 98.64 94.79
IND 100.00 100.00 100.00 100.00 10000 10000 10000 100.00 10000 100.00 100.00
79.48 85.45 84N 82.71 §1.73 82.61 8048 7616 8337 81.03 80.65

RANGE TO TO TO TO TO TO TO TO TO TO TO
148.87 13895 169.90 15519 16423 17632 14244 16605 15164 150.19 154.45

AT CONSTANT(1980-81)PRICES

APR 9395 101.15 92.53 91.68 93.67 88.81 9325 9348 10588 10167 10493
ASM 12100 12503 98.73 11325 11173 102.80 109.19 9079 10066 9610 96.18
BHR 85.25 83.51 90.81 10002 9044  98.01 95.33 8369 8038 8523 86.57
GuJ 100.02 103.07 106.97 97.60 99.65 10776 . 97.12 10151 10165 10164 9607
J&K 11427 12587 13201 129.09 13859 11956 10002 9568 10851 10831 117.60
KAR 90.01 10095 90.47 91.83 99.34  105.18 9320 9156 9965 9151 94.00
KER 8483 9740 99.49 79.25 86.35 93.31 99.16 10259 11072 11372 11213
MPR 9643 9308 95.84 96.12 9460  96.53 92.95 8712 9505 9047 9519
MAH 93.67 101.17 98.04 97.98 10097 88.66 9382 10920 9864 93181 99.71
ORS 89.69 10143  79.84 80.68 81.75 81.73 87.10 7659 8092 8334 8137
PNB 17922 16037 17629 16276 174.07 183.74 15733 17458 166.88 152.82 15835
RAJ 14292 14111 13375 122,13 11032 129.28 123.00 16537 130.81 11461 11639
TND NA NA 92.33 85.71 88.69 96.33  101.85 75.81 9274 9436  93.09
UPR 11428 9919 11417 10899 114.64 108.86 10221 10733 103.65 10731 98.64
WBL 89.34 8759 7872 92.27 88.41 92.56 93.52 84.22 9126 9404 9259
IND 100.00 10000 100.00 10000 100.00 100.00 100.00 100.00 100.00 100.00 100.00
84.83 83.51 7872 19.25 81.75 81.73 87.10 75.81 80.38 83.34 81.37

RANGE TO TO TO TO TO TO TO TO TO TO TO
17922 16037 17629 16276 17407 18374 157.33 17458 166.88 152.82 158.35
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TABLE 10.3. PER CAPITA CONSUMPTION EXPENDITURE BY STATES AND ALL INDIA: INDEX (ALL INDIA = 100)
(URBAN)

STATE 1966-67 1967-68 1968-69 1969-70 1970-71 1972-73 1973-74 1977-78 1983  1986-87 1987-88

AT CURRENT PRICES

APR 83.83 9048 9652 9462 93.23 88.93 92.27 9695 9357 9217 9214
ASM 13570 13117 12148 120.10 121.55 95.93 102.80  98.21 93.89 9870 108.00
BHR 8745 9884 9587 9357 96.54 94.60  96.59 86.47 - 8445 8615 7461
GUJ 8610 9479 8734 8780 9239 90.92 9433 10496 9974 9542 9629
J&K 79.52 8829 8423  80.461 86.74 17.97 78.72 91.91 9467 10133 10835
KAR 7155 8565 9318 9049  95.95 91.41 93.97 91.10 10140 9113 8914
KER 7959 7179 8338 8754  90.12 92.01 97.40 86.04 10752 10505 10652
MPR 89.99 8983 9633 9083 9531 97.11 92.55 94.55 8832 9190 9442
MAH 111,05 11249 11308 12344 11977 118.17 11273 11475 11239 10920 11184
ORS 9425 10550 10482 10847  99.81 98.45 99.04 90.47 9231 9744 9011
PNB 100.90 109.52 10804 11683 12467 12297 116.56 12653 11291 11657 10801
RAJ 88.44 9966 10098 9272 10242 100.85 97.16  99.51 9749 10306 9517
TND 79.28 9211 10573 8672  84.56 85.30  91.54 89.59 99.82 9811 9954
UPR 8727 9535 8923 8444 8547 84.56 85.93 85.80 8259 8462 8672
WBL 10846 11607 11625 11772 11521 107.74 11412 101.02 103.61 10897 9981
IND 100.00 10000 10000 10000 100.00 100.00 10000 100.00 10000 10000 10000

7155 7179 8338 8061 8456 7797 18.72 85.80 8259 8462 7461
RANGE TO TO TO TO TO TO TO TO TO TO TO
13570 13117 12148 12344 12467 12297 11656 12653 11291 11657 11184

AT CONSTANT (1980-81) PRICES

APR 8625 9555 9925 9405 9349 8737 9258 9439 9408 9192 9120
ASM 13237 12011 11097 11796 11846 9643 106.08 9835 9532 9974 11153
BHR 81.81 89.76 9437 9288 9329  92.68 92.60 86.60 8420 8720 7545
GUJ 87.06 9411 8657 87.00 9241 89.71 89.99 10482 9792 9311 9392
J&K 8551 97186 9429 8857 93.43 8522 91.29 9506 9654 10017 10637
KAR 7894 89.04 9418 9345 9970 94.17 94.33 92.17 998 9080 8877
KER 8326 7828 8095 8629 8999 9255 87.10 89.61 10294 102.15 10430
MPR 91.09 8810 9734 9183 9588  97.85 90.22 92.24 9134 9129 9430
MAH 11372 11657 11558 12371 12030 118.83 114.44 11691 10848 10533 10770
ORS 88.42 10308 101.00 10478 9649  95.67 101.37  90.05 89.58 9832 9088
PNB 10058 10925 10165 11349 12241 121.07 118.53 124.13 11978 12693 11466
RAJ 93.12 10535 10505 9557 107.06 103.58 98.10 99.79 10235 10853 9915
TND 8525 10417 12029 9534 91.21 89.03 98.80 9125 9578 9459 9499
UPR 8684 9203 9112 8504 8699 84.89 83.07 84.19 8473 8709 8877
WBL 10593 11137 10955 11287 109.68 10491 112.43 99.36 10778 11055 103.50
IND 100.00 10000 10000 10000 10000 100.00 100.00 100.00 10000 10000 100.00

7894 7828 B09S 8504 3699 8439 83.07 84.19 8420 87.09 7545
RANGE TO TO TO TO TO TO TO TO TO TO TO
13237 12011 12029 12371 12241  121.07 11853 124.13 11978 12693 11466
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TaBLE 11.1. PER CAPITA ANNUAL CONSUMPTION EXPENDITURE BY STATES AND ALL INDIA: RANKING BY
AVERAGE ANNUAL RATES OF GROWTH (PER CENT) (RURAL-URBAN COMBINED)

1967-68  1968-69  1969-70  1970-71  1972-73  1973-74  1977-18 1983834  1986-87  1987-88

ORS UPR ASM KER RAJ ASM RAJ TND BHR J&K
KAR BHR WBL KAR BHR ORS MAH J&K ORS MPR
J&K PNB BHR PNB KER TND PNB APR UPR MAH
KER MPR MAH J&K TND APR GuJ KAR ‘WBL APR
APR J&K ORS UPR GUJ KER UPR KER KER ASM
MAH KER KAR GUJ PNB WBL KER ASM J&K KAR
GuUJ IND IND APR KAR IND APR WBL IND IND
ASM GUJ MPR MAH MPR MAH IND MPR TND TND
RAJ MAR APR TND WBL BHR KAR ORS GUJ KER
WBL RAJ J&K ORS IND MPR J&K IND ASM PNB
BHR APR PNB IND ORS RAJ MPR GUY MPR RAJ
IND KAR UPR MPR UPR UPR WBL UPR APR BHR
MPR WBL GUJ ASM APR GUI BHR BHR MAH GUJ
PNB ORS RAJ WBL MAH KAR ORS PNB PNB WBL
UPR ASM TND RAJ ASM J&K ASM MAH RAJ ORS

KER BHR J&K PNB TND RAJ KAR UPR

TABLE 11.2. PER CAPITA ANNUAL CONSUMPTION EXPENDITURE BY STATES AND ALL INDIA:
RANKING BY AVERAGE ANNUAL RATES OF GROWTH (PER CENT) (RURAL)

1967-68  1968-69 196970  1970-71  1972-73  1973-74  1977-78 1983 1986-87  1987-88

KER UPR WBL KER RAJ ORS RAJ TND BHR J&K
ORS PNB ASM KAR TND KER MAH J&K UPR MAH
KAR BHR BHR J&K BHR ASM PNB APR WBL MPR
J&K J&K KAR PNB GuUJ MAH UPR ASM ORS PNB
MAH GUJ ORS UPR KER TND GUJ MPR KER APR
APR MPR MPR TND KAR APR KER KAR TND KAR
ASM KER IND MAH PNB WBL APR WBL IND BHR
GUJ IND MAH APR WBL IND IND KER GUJ RAJ
IND MAH APR GUJ MPR BHR KAR ORS J&K ASM
RAJ RAJ J&K. ORS IND MPR J&K GUJ APR IND
WBL APR UPR IND ORS RAJ MPR IND ASM TND
BHR WBL TND ASM UPR UPR WBI UPR MPR KER

MPR KAR PNB MPR APR GuJ ORS BHR MAH WBL
PNB ASM RAJ WBL ASM KAR BHR PNB KAR ORS
UPR ORS GUJ BHR MAH PNB ASM MAH PNB GUI

KER RAJ J&K J&K TND RAJ RAJ UPR

TABLE 11.3. PER CAPITA ANNUAL CONSUMPTION EXPENDITURE BY STATES AND ALL INDIA:
RANKING BY AVERAGE ANNUAL RATES OF GROWTH (PER CENT) (URBAN)

196768 196869  1969-70  1970-71 197273 1973-74  1977-78 1983 1986-87  1987-88

IND TND PNB RAJ KER TND GUJ KER ORS ASM
ORS MPR MAH PNB MPR ASM PNB WBL RAJ J&K
J&K KAR KER KAR IND WBL J&K KAR PNB MPR
RAJ BHR ASM GUI BHR J&K KER TND ASM MAH

KAR APR ORS J&K ORS APR MPR RAJ J&K KER
APR KER WBL MPR PNB ORS MAH J&K BHR UPR
BHR IND GUJ KER MAH GUI APR UPR UPR GUJ
PNB RAJ IND UPR TND KAR RAJ IND WBL TND
GuJ MAH KAR BHR UPR IND UPR APR IND IND
UPR UPR BHR ASM GUJ BHR IND ORS MPR APR
WBL WBL APR IND RAJ PNB KAR MPR KER KAR
MAH ORS MPR APR WBL UPR BHR BHR TND WBL,
IND J&K J&K MAH KAR MAH ASM ASM APR ORS
MPR PNB UPR WBL APR RAJ TND PNB MAH RAJ
KER ASM RAJ TND J&K KER ORS GUJ GUJ PNB

ASM GUJ TND ORS ASM MPR WBL MAH KAR BHR
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TABLE 13. ALTERNATIVE MEASURES OF INTERSTATE DISPARITY IN PER CAPITA CONSUMPTION EXPENDITURE

1966-67 1967-68 1968-69 1969-70 1970-71 1972-73 1973-74 1977-78 1983  1986-87 1987-88

AT CURRENT PRICES

(RURAL -URBAN COMBINED)

cv 1429 1229 1547 1436 1630 1777 1219 2081 1432 1549 1574

GC 00765 0.0661 00738 00704 0.0805 00808 00597 0.1071 00772 0.0852 0.0870

DR 026 023 025 024 027 028 019 035 027 030 030
(RURAL)

CcVv 16.81 1420 19.64 1640 1845 2061 1379 2400 1632 1810 18.56

GC 00849 00743 00924 00768 00865 0.0947 00669 01181 0.0834 0.0950 00952

DR 028 026 032 025 028 032 020 040 028 032 0.33
(URBAN)

cv 1640 1338 1130 1433 13.08 1218 1023 1125 901 874 1008

GC 00833 00735 00644 00776 00716 0.0659 00556 00587 00511 0.0495 0.0561

DR 026 025 023 027 025 021 018 019 017 017 0.9

AT CONSTANT (1980-81) PRICES

(RURAL -URBAN COMBINED)

cv 1934 1628 1779 1659 18.42 1864 1410 2267 1653 1435 1464

G.C 0.1011 00880 0.0917 00859 00929 0.0868 0.0663 01128 00814 00704 0.0735

DR 033 030 032 029 032 029 02 037 026 023 024
(RURAL)

cVv 2398 19.19 2323 2030 22.05 2250 1636 2745 1955 1611 1731

G.C 0.1176 00985 0.1155 0.1043 01070 0.1048 0.0718 0.1313 00944 00793 0.0834

DR 040 033 040 036 037 036 023 044 031 027 028
(URBAN)

cVv 1485 1132 1039 1221 1134  11.00 1040 1086 927 1031 1027

GC 0.0737 00643 0.0586 00662 00611 00583 0.0577 0.0563 00512 00550 0.0574

DR 023 023 020 023 022 019 020 018 017 019 020

INTER STATE COEFFICIENT OF VARIATION IN PRICE INDICES (BASE-1980-81)

COMBINED 6.30 9.70 7.45 5.30 6.21 4.51 595 4.50 6.45 6.01 52s
RURAL 751 10.80 8.07 6.70 7.43 6.28 6.76 713 113 7.17 6.28
URBAN 4.15 6.02 571 3.88 3.63 2.96 5.59 1.99 3.26 3.14 297

Note: C.V = Coefficient of Variation.
G.C = Gini Coefficient.
D.R = Disparity Ratio defined as the Ratio of [Average of Top Six Minus Average of Bottom Six } and All-India.
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TABLE 14. PER CAPITA CONSUMPTION EXPENDITURE BY STATES AND ALL INDIA: RANKING BY URBAN - RURAL DISPARITY
IN DESCENDING ORDER

1966-67 1967-68 1968-69 1969-70 1970-71 1972-73 197374 1977-78 1983  1986-87 1987-88

AT CURRENT PRICES

MAH MAH WBL ORS ORS MAH WBL ORS MAH ORS ORS
WBL WBL ORS MAH WBL ORS ORS WBL WBL MAH ASM
ASM ORS MAH WBL MAH WBL MAH ASM ORS WBL MAH
ORS ASM TND ASM ASM MPR ASM MPR BHR MPR WBL
KER TND ASM KAR BHR IND TND BHR TND BHR MPR
IND GUJ BHR. IND MPR ASM IND GUI IND IND TND
MPR IND MPR KER RAJ BHR MPR MAH GUJ ASM IND
BHR APR APR BHR IND TND APR IND MPR KAR KAR
GuUJ BHR IND APR TND APR KAR TND KAR TND GUJ
APR MPR KAR TND APR KER KER KAR ASM RAJ UPR
TND KER UPR MPR KAR KAR GUJ APR APR APR APR
KAR UPR GuJ GUJ GUJ UPR BHR UPR UPR GUJ BHR
UPR KAR RAJ UPR KER RAJ UPR J&K RAJ UPR RAJ
RAJ RAJ KER RAJ UPR GUJ PNB KER KER J&K J&K
J&K PNB J&K PNB PNB PNB RAJ PNB J&K PNB KER
PNB J&K PNB J&K J&K J&K  J&K RAJ PNB KER PNB

AT CONSTANT (1980-81) PRICES

MAH WBL WBL ORS WBL MAH MAH TND WBL ORS ASM
WBL MAH TND MAH MAH ORS WBL WBL ORS WBL WBL
ASM BHR ORS WBL ORS WBL ORS ORS MAH MAH ORS
IND ORS MAH TND ASM MPR KAR ASM BHR ASM MAH
ORS IND ASM KER KER IND IND MAH TND BHR TND
KER ASM APR ASM BHR KER APR MPR KAR MPR IND
BHR MPR KAR APR TND APR ASM BHR IND TND MPR
MPR APR BHR KAR MPR BHR BHR GUJ GUJ IND GUJ
APR UPR MPR IND KAR ASM MPR APR MPR KAR KAR
KAR GUJ IND MPR IND TND TND KAR ASM RAJ KER
GuJ KAR KER BHR APR KAR GuJ IND KER J&K J&K
UPR KER GU!J GuUJ RAJ GuJ J&K J&K J&K GuUJ UPR
J&K J&K UPR RAJ GUJ RAJ KER KER APR APR BHR
RAJ RAJ RAJ UPR UPR UPR UPR UPR UPR KER APR
PNB PNB J&K PNB PNB J&K RAJ PNB RAJ PNB RAJ
PNB J&K J&K PNB PNB RAJ PNB UPR PNB

Note: Urban-Rural Disparity for each state each year is measured as the absolute difference between the urban and rural per
capita consumption expediture as perceniage of urban per cipita consumption expenditure. [{ (Urban-Rural)/Urban }*100]
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INTER-STATE AND INTRA-STATE VARIATIONS

VOL.5 NO. !

(‘pro))
T80ST9 L8981IS 6E661S  916V6E TPOOGE ZEIEVE [6SE6pT 8S0SOT 8PPOET THEL6T 160Z0T vEOSBY L6ELLT TOHTEYT SSOLIT LLPLIT €£E0601 OLTTOI 86826 das »N
VLLG6  0£898  8EYSL IS99 S088C  IEbIC {I6VEE 99467 LLT9T  LESST 0BTV  €OTOT  6EI81  86¥PST  6Si¥I $69ET  OPPST  1eppl  ZISET PO
966 UKL 19TEL YLI9C  OPYOS  8POSY |Tv9E  9LT9E  OL80E  SI96T  SLIST  LYOST  OBOET  96E1T  POL6  81T6 2626 818 €9CL uoneuodsuwl ],
096  887e8  T88LL 9ELP9  61.SS  60EES 168¥S  T9TOY  SOSOV  LvIOY  6VIEE  00TET 61T LYIOT 6691 60891  O0LST  OSSYT  8EETI SRR
9TEYEE LSIELT S8SEE6T  SSSBOT 8LY6IT P¥ee6l ISESITI  ¥SLZST 96LTEL €66101 L3BLZI ¥BSOZI 6S0TT1 1S196  B6SSL  9S0BL 68689  LOSYO  SBL6S amynouty
=550
8900€RT STI6PCT SYLOLTT  SOSTE6L LTLISLY SLSLTSTJLO09ST thYEl0l €6E196 1L6E98 LTTEO8 6EOLLL LESYI9 969SSY OSISEY P66EOP 8TSGYE €8061€ 9LTLOE d4as BN
195088 1L90RS €S899Y  6YURY (TTIRE S6PILE |ELET10Z OT6E8T €06SST  SSYSPI OVOLZI  L8SLOT 1906  8€€6L €SIEL  9€660  LIGES  SZSLY  IP6ED SIBO
6LBOLS 1S99SY LLLYIY  TOII9E TE6EVE €ELTST |SLVLLZ 8LO6TT 901607 8PT981 OIZ06T I8YLL1 8EOCET 69CEOT 87696 96ZL8  OIY89  S8€99 87909 uonwuodsuRyy,
TBYSTIL LI6L96 68PYI8  LTLI89 O9LVED 69v6bS [LOTOZY S890RE 10ZZZE CTL68T Te86CT vov6PT 1¥5661 685891 899LST SIvOrT 1IS8EIT 66ETOT  909¥6 AurgoRIMIBIA
996819 98€Y09 9TIVLS  LEEROV 80BCCH RIBEEE |TPIICE 09L6LT €BIVLT €SSTVT 6BVSTT LLVEPC FIL8BT 00TYOT 1OVOTT LVEOIT OELEIT 14201 101801 amnonfy
SIISCINYSIA
OTO6TET 19VITIT 86TTIOT  9T1106 G6ISEOS E€TBITL [98L95Y TILOSY TOVEOY LOVGSE SYOTLE TLTOLE 1LS61E SE6PST 6V6LTT  $STIOZ L9OT6T 1ST6OT  IvES8LY das ¥N
TLVIIC 961S8T 68T8ST  vPISEl SSESII  L6ISOT [81.8S  S£€6S  ILEIS  IS6EY  1ZSOP  8PIOE  6IPIE  OL89T PIOPT  99STT  S6VET  PREIT  £600T $3910
OTTLIT O0LOBY 166191  TT6OPL TE8SIT 1€CL6 [LI€I8  LBCEL  6VLOL  vIvY9  OIEVS  OESTS  196Iv  6P6SE  SI9TE  6¥98T  OBYZT  ¥¥SOT 0661 uoneyodstres],
9L69TE 9968LT O168IC  ¥YI100C 908ELT I¥vopl |60LLIT S£786 81976 S8198 86118  GOSIL  ©ISSS 9LT9Y SPSBE  19LvE  8OEPE OWOE  1100€ Ao
TSEELS  66SOLY  TO1LOS 9E6VIY 96YT6E TSITLE |TVO661 SSSTET PIIPST LLSPOT 610961 SBLBIZ 6S106T OVBSYT SLSTET 8LZSIT #8LOT1 €8996  LyP801 amynouly
gsape.d eAypey
186969 S198%9 ¥TIELS  9IES6Y 1919ev OITEOP [898TTE S6TSOE €168LT OITYOT LVESET 89SETT 7TTOL6L Lyl9S1 6EL9E1 OvTYEl OI6YTZT 166801 ST6T0L das ®»N
SELIST LSTLZT 001601  90Tv6 81198  9TeTL |[SSO6¢ ZOOLY €619% 890Vy SE€99€  6IVIE TOELT PIBET 9TTTT  LSTO0T  €S6S1  TSSwl  86SET SPYI0
yBSSY1  TT6EZT  €78L01  6Y¥S6  008S8  vL6SL [OT€8L POESL 8ELE9  vILVS 0868F 99ISY  LISSE  ©YSBTZ  98SPZ  €66€T  96Z6Z  6L10T  LSP8] uoneuodsuvi],
0TS991  TT00ST 9SSYTI  S6LLIT 869901 L8I001 [IPOEL  IVEZ9  LEGES 6489V  €6.Zr TPv6E  LETZE  1018Z  T609T  8ELTT  6SLI  S9H1  tOOST AUMOBJUB
TVSTET  STYLYT SPITET  998(81 SPSLST EZLYST {TOPZET 88SOTT SPpvIl 66V8I1 666001 I1PCO01 908701 8879L €869  7SEL9  LO0R9  SGILS  998%S amyroudy
Q_ILUU—
6ZLTOT1 L9S1011 S8¥8L6  SYVIST8® TSLLEL (98€€9 JI9VSIS COLLEY 6TCOTY OVBLSE VBEEEE SITBVE 19090€ 68SETT E1890C S8TLS6T TRELOT ETZIEST 09961 das »N
vLT66Y SYISLT  PTILYL 9TLeel SO6TPIT 8IVL6 }89SY9  TIO6S  VOLIS  OLOSY  €9¥Iv  VOESE O8MOE  SEVOT  986TT 9200T  98POT 11681 90€Ll $110
86061 T688LI 8SYOOL  ¥B9SET POLLIL 9IpL6 |60TC6 9ST€8  19V0L 61165 TL88Y  9SvLb  €OI16€  L60OE  LE89Z O006YT 90TPZ  9SSTZ 80661 uonsLodsuBS [,
E9TELE EVOIVE SOEL6T  vOSOST 91E81T LIOSBY v6T6vl LLVSZI 8L8TIT 70786 POLL8  TIILL T8L69  LISYS 6L66GY SLvEy OSS8T  LTSET TV9ET AUMITFWRW
PST66E  LBSTOY B6OELE 1v880€ LYELI8T 600YST J06£60T OTILOT 98PSBT 6VVEST SPESST eS8 OF9ZLT OVTTIT TT0LOT LTELOT OQITV6  69LL8  vOL8L amnouly
IRy
16781  €LOSLT  SLe6vl TOBBCL 166911 9votOI {CIISL ISY89  LP6T9 6ETOS POOEY  LEOSP  €L8S€  1L68C 8IS9T €876  1L607  S9SLT  8SwLl das wWN
618y  SOMOV  PYEEE 0TPOE  ST69T  968€T (8iLI1 10201 8216 SYoL 059 99¢ 7e8y WLy OflE 867¢ LLIg w6t e SBPRO
LZELE  PBSSE  P696T P6IST  OL8IZ  PESBT 08781  LSIPT  €88I1 8196  v¥96S  888S  OI6y  090F  8ELE  SeSe  w6S1 1434 SN 41 uonenodsiny,
SWET  LZOIT 9161 LTeeT  LTOCT 96171 I¥8TOT L6801  98t6 £80L 06vL 9%9 010§ Y iy SLSE so1z 1961 S061 AUMORWBA
00608  LSSLL  BLIIL 1S66S  6LI9S  OTL6Y JoeBve 9916€  O0SSTE  €88ST  SPOEZ  T8S9T  1ZSOT  LTTOT €Yl  CL8pl  C6vel  BETIT  LIVIL amymoudy
L—‘-‘agd:g—-
98-G861 SB-V861 ¥B-€861  £8-T861 T8-186T 18-0861 |08-6L6T 6L-8L6T 8BL-LL6T LL9L6T 9L-SLET SLYL6T VL-€L61 €L-TL6T TL-TL6T 1L-0L61 OL-6961 69-8961 891961 01098 £q amig

G )

(QLNOD) :1'd XIANSAdV



JAN-MAR 1993

JOURNAL OF INDIAN SCHOOL OF POLITICAL ECONOMY

90

pu A1oLno0lq ‘urhirendy % Burm ‘(pasTusBioun pure postueSio ) Sunmowjmiely sapnjour Suumorjnuepy -7 ‘Sumsty pue Sursfor] ® Ansaiod

] . . . SIS DUD PUE LONLISTWPY Manyd
91e15y [90Y “daurmsy] % Supfuey sopniot SO “p 9¥eI01g pUR SIRMESOY ‘S[AN0F OPRlL PUE (WONESIUNINOD) PUR ST B0 AQ Uonwodsuel] ‘sAemIey) uonwuodsiu: |, sopnjout uofwruodsinel ¢ onpnAsuo)

‘aminoudy sopnpar amynonBy 1 © v ipuaddy 01 9101004 39S MON

00TLIZ6 O06ETLOT 0098PO81  OOP6YLOT D06OSZYT OOLSLITIJOOOYEQIT 00PSPS8 00T866L 009SL69 008.8Y9 O0IRST9 00L89ZS 00TIBIY O0BO0GE 00L8L9E 0OTE9YE 009951 OOEO00E daN
0067/81 00tYZ0V 0089CCE  Q0SIZIE 00L88LT 00RCHHYT 1008vEIZ OOCLOLT QOTOLST 00OTHHT OOBIOCT OOSISTY OOCTLE O0RZLS 00S86L OOSETL 0068SG 000019 00695 SN0
00T8TST 001900y OQ0GSEYE  Q0SE96T (009LZST O00VITIT 1009¥081 OOSSEEI 009LTTI Q0S680T 0090001 000¥88 005899 OOI9SS 006905 O0SOLY 00PSZY 000L65 006TLE voneuodsines |
00S¥TET 00T6SYS Q096L8Y  00698TY 0099S9¢ 0Q00SETE |00SS89T  00ES60T OOTILST 009¥P9T 00ESErT Q0GOEET QOPOLOT Q08IT6 (0068t8 00L6SL 009VOL OOVYI9  00099S AR TITH
00916vE 00VPELL 00E9LLY 00SZLED O0008LLS O0SEL6Y JOOI6OVY O00EPOVE 00L6TEE 00SO0BT 00TOSLZ OOLIGLT 00S8SST 0OSOEST Q0S9SLI O00STLI 00E9L9T OO9PEST 00ST6EVI smmouBy
spuj

10899 ©LLILST wI80LYT 1080821 LTHOOIT E86E86 [ES9998  80S089 9ISISO 659865 P689PS 1v6ETS TZESEY 80TSSE CTIEBYE PBCKIC O0LEGT 1S0SLT (WESOT 408 BN
TLITTYL  EELSOt  ELVSLT 80T0ST  8TSTET B6890C |YTTT8T  S98TII 8ESB6 TLIO6 EEVSL  €7999  6088S  G9EVS  P660S  LTI9%  OSLOE  LI9SE  L¥6IE SPR0
SY600T  TIOM6T  YOVILT €0B9EZ BOVIOT Q0TV6T JTLIBPT  EI6IZ1 BTL6T1 H89Y9I1 O0OTTIT L6SEO1 ZOSOB  VIVB9  EBISY  1TL6S 99805  6886Y  9vE6y uonwuodsue j,
0S0IZT T699SYy  L99¢elv Y89E€9E  066EPE  TOIVOT |VI9SLT  I88YET OCTYRLI LYOL9T PEISST 9660VT 60PLOT 600V6  $OSPB  PL9BL  600SL  8L91L L1989 A Iy
$E979T  L9LYIS  0LTOOS 9096y TOTLIE LITBET [€6S09T 6VBOST VTISYT 9CLYTT LTIEOT CTLTIT T09881 OIvIPI I€9LPI . TOOSET SLSSTT L98LI1 OSHRIL amynouly
jedvag wap

6V06L6 SEVSOST PS000TT 610007 OTSST8T V.LILST |OSOI8YL LPOLE6 86TI68 69666L TE1L69 E£11L69 OE£BST9 BEBSIS LS96YP 16SIEP SGI9TY POTVEE BESOOV das PN
109€ST  1Z1€Z¥  OT€T9¢€ 19181€  S6TE8T  €€STYC |6S1TTT  TBILET 6IVEIL T0OYOL 60€Z6 €L9€8  9SPIL  6OVE9  80.9S  LLETIS 9688  ZvISy  1Isgy S0
161981 Tie66v  0S8VEY EV6SLE  6180CE  YEIZAT |OLTOYT  8L8TCT L88TCT HOIEET POPLIT SLP6OT SZEI6 79678  8¥869  TS8EY S90ISC  O08Z6Y  OLISH uorteuodsus g,
052661 6S8ELY  TLLOLY S60S9¢  YI8STE  SYI09T J6TSOYT  60TYLL LSE9ST OITOYL €6S81T TLSTOT ¢€9188  LI06L 9ETL9  PESYd  SBOBS  GL8IS  LZ(RY noemIvN
LOV6EY  €806011 7TIT66 €660V6  TTSBIB  TY69LL (TOITLL  BSTLLY ST9BIY VSITLY 99L89¢ €600V 983YLE OSPOVE 898SST BTRIST 6VISIT L969ET OE60LT asmpmougy
ysopead 1wy

CEEEED OVCEOPT  €0LS9T1 LTOTLOT 990V16  6LYPO6 |60LEEL TEISLS ELIVYS ¥OOSLY [9C8evy €1081p QOR69E C12008 POOL8Z $660ST LS6SEZ €1811Z7 88Z10T dds »N
ELLS6  L6E98T  LSOLET 99¢161  PISOLT  6¥PIST JELOLTI  LOIE6  88YI8  ISL9L LPOL9 SSW9O  SveeS SPOLP  vOVEV  6608BE  E9YOF  89GLE  SLSPE (1]
600EST 9988S¢  6VILIE 99L9LC TILOYT €SS6ET J6EVBBT  9619El LLTECT 8L9LOT 9¥VS60T €LERB6  O0BI9L  BESY9  8L88S  9TBLS 9¥6LY  v9IEy  Iv96E uonwpodsumyy
TP1T0T S8SELYy  1Te9Ty 96L08E  6S9VIE  LYEOBZ |LBGEYT  8S698T €S0L91 6TI0LPT TIPLIT SOSTTT T0IS8  €6ESL  SO689  €TTEQ  €0E9S  88TIS  TL8LY umoRFrAIRpy
60vT81 869YPE  9L0687 660767 TE€IELT  OF18ZZ JOTZPLT  TI88ST SCEILL OIZYYT €9SPPT  OTZ9LPT TYZSST GELEIT LISCIT Lvb96  SPTI6  €696L  0068L ammoudy
npey ey,

€LOSYE £9086L  T6LLIL 08961L vL9PLS I8TROS [8ESETY TELOLE OQIVVSE 9L91IE 6VIVST 69LVYT 80LBTT 9vvI9L TLLOVI LSTO9T TVPSI] 9TI9%6 889811 das »N
vRISY  8SLIET  9TLIII 1v8L6 L9168 viL6L 99789 CIeTy €€98€ O0E£9te O08BE6T BB09T 9TYLT 0600C 809LI  ¥68ST  TrOST  1€8El 98871 SRR
P09 9S6TPT  OSTITL TLEITT  9LEVS 6818 67959 €L6T9  TOPES  OVE8Y  6L8T€  86L0E 66197  HESOT  v8I8T  TCLST  1OTULL  LOSYT  OBELI uotwodstner
SL6LL 698191  OT66EL 8POEVT  66SOTT  85/86 [89T68  TOZIL 06E09 O06TVS 6.8V OIOEY ZEITE €ET8T  GE8ST  BCBET  TBISI 0991  LOWOI AMpPRINUBN
65P091 OBYBSE  S6TIVE 61779t TLTOBT  SO6LYT |SLEVOT  vYTOOT STOSOT 9ITSLT 118epl  €LIVPL 1SSLVL 68576  SPSL8  ©S9101 LIS  8URS  SIOCL Aoy
aepefey

TLLOTY 9L8688  06P66L 616669 0680¢0  L1898C ]SS008Yy  YILOLE O890SE 6ESVOE LI9OYZ SHOLTT CIC60T 889/01 CZOIST 60ZEp! ITRYGZI €L91Z1  LOOITI 4ds BN
10760 €611 OT80LL  SLE96  78v€8 8087 |v60co  0869€ EOOEE 6S68T ISLVT  6811T 6Ll 81091 1OVPT Z8ZE1  9TCII  €2901  OSS6 Yo
L6916  ELYSLT  €O1LST 61T6CT  L88LIT  L79801 68678  LELL8 LL9VL 89YW9  €LILt S8YPE  ¢BS8T SveeT 8IVOT  8BEGT  66TLT  6VEST  CEOM( uofvodsues |,
L6V18  €T8SBI  LS8SIT Ov8LYT  00VLTI  LE9SIT  [T66P6 1982, 1eve9  8L6eS IPBIS  6YEly  PSOSE  SII6T  €806C  POIET €481 9991  S0s0T AUTOR TRy
9Ze861 LO99OY  O1LS9E G88GTE  LTIB0E S8998T JOE9LeT  OPI6LL SLS6L1 SebiST TEBTET TTVOE1 €OOLZT 01266 E£CIT6  SLELS  VBPOL  SeSeL  OI699 amynoudy
qefung

98-6861 S8VvR61 v8-€861 €8-786T 78-1861 18-0861 J08-6.61 6L-861 SL-LLET LL9L6T 9L-SLET SL-vI6l vi-tl61 €L-TLET TL-1L6T YL-0L6T OL-6961 69-8961 89-L961 101§ Aq g

(e sy

(AIONOD) ‘1'd XIAONBAIY



91

INTER-STATE AND INTRA-STATE VARIATIONS

VOL. 5NO. 1

(-po))
00001 00001 00001 00001 00001 00001 | 00001 00001 00001 00001 00001 00001 00001 00001 00001 00001 das wN
§79T 8ELT  90OPT  LYET  ISIT  LOTT JS9Ll  EULT  TL90  89LL  8IST  9vvlL I8Vl 1eSU TSl sIvI SQ0O
%6 656 %68 58 e 91’8 9Pl 6SET 9STT 6ETI €9L ws 8L [ LS'L 108 uonruodsues )
1oT 8581 P91l ¥S0T 6691  Tv81 |Se6l L8601 98T  €0UZ  pICT  vE'0T  €6'TT 6997  9¥9T  SECT AT
vy sywy 190§ svLy  Ll'es pEIS [ cE8y  lp6r  BEBY 068 POIC 869  CPPS OO SLOS SIS sminoudy
sapusg [eITI
00001 00001 00001 00001 00001 00001 § 00001 00001 00001 00007 00000 00001 O0000T 00001 00000 00000 00001 00001 00001 4dS BN
SEEl sLEl LSl E¥Tl €91l SEIT 1568 €18 [2:93 L 6v'8 178 v6'L 8€'8 s 81°8 17L L8 61'L $RN0
¢EYL  €0ST  vSPl  10PI 08T 6ZTI | 690T  €6LT  LTBT €L S®YI  6LPT  vRE€l Ol TCTL wTl 68T vO¥l vlEl uoreuodsues |,
60TT  SLIT  LTOT 81T $PIT Ly6l [LvIT TZTOT W8T ISLT 8L61 S6°LL LS9 1881 L§61  ITLI yv9I €881 9evl aoRyAIE
b4\ Y LYy 191§ 8¢ (AR %Y 68'9S 688  E€LES 1res £89¢ 8896 §0'6S 919 1965 08°6S 8179  9L'€9 99'8¢ 0€'S9 o?gww.&<
wusiin]]
00001 00001 00001 00001 00001 00001 ] 00°00T 00001 00001 00001 00001 000001 00000 00001 00000 00001 00001 00001 00001 dds ®»N
607 7Lt o9l 1081 1€91 0oLl 08¢l kAN 41 Sovl C6¢l 6Ll 60'v1 £6'11 (A% §9°TI L1l 8l 6lel 6511 240
6881  OL9L Y9l  06€1  vOYI  Z8El [ 996T OV6l  LOTT TETT  96LY _ 8681  8¥Sl  TI'8] 6191  60°SI  S861  860T  TLSI uonwuodsues g,
166 T€TE  EEEE  SLTE  6L1E  11TE |888T  961E  SLIE  6v6T  LETE  6LSE  TLST  6¥TIE  IEST  TOCT  I9VT  1€9T 16 AumOEITIEN
99y LSEE  E6EE  ELEE  98LE  Lv9E [S91E  16€E  IITE  €TPE  8TLE  PITE  L89Y  6OPE  98'CY  PI8Y  LOEY  IS6E  SLYY oésq_m_:
juiing)
00001 007001 00001 0000 00001 00001 | 00001 007001 00001 00001 00001 00000 00001 00001 00001 00001 00001 00001 00001 dds »N
9e’Ll  8L91 9Ll w61 L9LT  OEBL | €901  EYOl 966 ore 806 Wi yE6 6’6 066 96 SSIT 1801 0001 S350
6vST  E€IST  60ST Syl TOET  S8UT | Iv8T 9991 99T  IEST  €E9T  eLPl pEEl  TUPL vEPl 9LYL  TOEL  THWEL LML uopeuodsuerf,
POET  EI'VT  6S€T  €8€T TOST  000T | 9€ST  pLET  OUTT  TEVL  899T  e€v6l  TLI9L  86'Ll  890T 9S80T  6E€VC TTET  LTIT umoRILEN
1Ty L6Ey  9Ser  PeEy  6TVP  S86v | 19SP  LU6Y  TTTIS  9TIS 6Ly 9%8'LS 0909 I8 LyvS  TTSS YOS 6¥TIS O00LS minotdy
awpg
00001 00001 00001 00001 00001 00001 {00001 00001 00001 00001 00001 00001 0000 ©0000I 00001 0O00T 0000 00001 dds BN
SULT 7691 w181 Ty8l  LSLL  960T |Lo€er  syel 6471 STIT IE0T 016 2001 EYOL  9¥IL 1901 €0TI  6¥°01 SN0
€9PL 0SEl  PLTL 06TT 0911 eI'El |80V Lv'TI 6TEl  SEEl 88'CT  I8'PL  SI'ML  LSvD vEvl SREl 9£01  €9°01 uoneuodsussj,
67ST  T6YT 60V T8YZ  STOT  16T1 | OE81  OSIT  SEIT 6L0T  LEOT  SY'81  T8CT  06'ST  SpST 8191 6Twl 9Ll Mo
06Ty Lo'SY €OSY 98y 8Svy 00§ 15923 394y LTS ys 1N A%Y vo'Ls T009 01°6§ PSLS 9¢€'6S  TE'E9 (A smynoudy
wessy
00001 00001 00001 007001 00001 00001 | 00001 00°00T 007001 00700 0000 000001 00001 , 00001 00001 00001 00000 00001 00001 dds »N
vL81 90'81 1991 9Ll [SIFA oTLl 1283 Loyl 6671 65T 00el 9’6 ol 96°11 6811 L61t STet 66Tt LETL sBYO
eL1T T80T 6661 6607 €061  6L81 | S60T 11'1T  #8%61 10T €VOC 8881  €U'LT  ¥SLY  STLT  SHLI  SSLT 06'L1  T6LL uonenodsuely,
SLTC  v60T  EL61 w6l  YTLL  LTLY [vS6l  TE8T L9881  L88T  ¥8LT  SSPT  PLEl  90°6T  PI6T I0vT 66v1 66T LTI MDA
8L9€ 81OV LTV ISTY  899v  vL9p liEvy  O0ESP OS9P  EESP €L9p  18'0C  ZL8S  wpSS  TLSS L89C  0EYS E1SS L69S Amimoudy
el sagpay
98-S861 S8-V86! ¥8-€861 £8-7861 T8-1861 18-0861 | 08-6L6T 6L-8L6T 8L-LLET LL-9L6T 9L-SLE1 SL-PL6T $L-EL61 €L-TL6T TL-ULGT 1L-OL61 OL-6961 69-8961 891961 209§ 4q awg

(30 12d)

SHORId INDRNO LY

98-$861 OL 89-L96T :NOLLNENILSI( RO VINIOUS] ISIA HOLOES LONA0UJ JLLSTWO( ZLYLS \ TYNOLLYN LAN 50 SBLYWLLSY TTEVEVAWO)D 1'1'd XIONSAY



JAN-MAR 1993

JOURNAL OF INDIAN SCHOOL OF POLITICAL ECONOMY

92

(pwo)
00001 00001  00'00T  00°00T  00'00T  00°00T | 00°00T 00'0OT 00'0T  00°001 O0°00T 00001  00°00T 00'0T 00001 007001 00001  00°001  00°00! das»N
9%6°ST  vL9T  ISPL LS9 SOST  66WD gevEl  ETIL OVIT peTl 10TL  TEOT  €TOT  TBOL  19TL 99T LIVL  IIVD  vSHI 200
(3v1 PSPL 6OVE  TTYI  SYwl EIEl [ I9FL 6961 OVEL  00ST 068  €I'8  LEL S6L  6T8  S8L T8 658 we uorresiodsures |,
9E'ST 9091  86'vT 6891  9THL  vssl | 10T SYLL  8SLT  6£0Z  OPOT  8LST  O9ET  EIWL  ZEYT  SOPT  oppl  €THT 8Tl Ry
186 99°TC TS ISTC  HTOS  CE9C | we6k  €9'LS  €U°LS  L9IC  8TEY  LICO 1889 OU'L9  8CHO  vH90 1679  80°€9  Of'pO ammoufly
#910
00001 00001 00001 00001 007001 00001 | 0000T 00001 00001 QO0COT 00001 00001 00001 00°00T 00001 0000L 00001 00C0T 00001 das ®»N
LYoT TYOT 950  SLIT 61T OUTT €091 EILl  TTOT  v89L  68'ST  S®ET  SLYT  IVLl OL9T  TEVT  £EST 061 oEwl BYO
LE8T  T6LT  LT8L 6981  LSLI  ¥EOT | 60T ¥E'IT  SLIT 9CT1T 896 BT LOTT  €LTC  UTT 19T LS6T 080T €061 vonmuodstne |,
ve6E  96'LE  L8CE  €ECE  €6CE  L6CE | T6EE  9VSE  ICEE  ECeE  CETE (1T LPTE  OOLE  86CE  OLPE  9CTE  60TE  6LOE AT
WIT  OLeT 1e6T  eTYT  ISST  BLGT [96LT 909T TEBT  L0BT  LOBT  ITIE TILOE  L8TT  OUST  IELT  ¥STE  ITTE  BISE amynoudy
v praTgey
00001 00001 00001 007001 00001 00001 | 00'00T 00'00T 00001 00001 00001 0000 007001 00001 00001 00001 00001 00001  00°00T das ®»N
1661 1S9 06'v1 00T ELPL LSvD [ S8TL POTL PO 6TTL 6801 €56 €86 €01 0801 ITIT  Oe2l €921 LTI SBRO
pEO1 PO I8C1 96T 6Lvl ISEl | O8°LT  T0OT  LOST  pS9T  09'WT  S8'El . ETEl  OUPT  1EWL vVl LUTD YITL OI'TL uoneuodst |,
09vT 88VT SSIT  ITTL  €91T  6TOT JLLST LEIT EL6T  ITTT  TRIT €681  LvLT  SI81  POLT LTLL 96°LL  OI8T €891 ATCORFRISHY
YISy 0STP  PLLY  9TLy  S88F  €9'1S | LSEF 6505  STYS 966y 69T  69LS  0S6S  1TLS  S®LS  BTLS  8E6LS  TILS 1809 ammouBy
. asopusg wiypegy
00001 00001 00001 00001 00001 00001 | 00°00I 00001 00001  0000T 0O'00I 00001 000! 00001 00001  00°001 00001  00°00I 0000 das BN
6L1T  T96L  PO6T W6l L6l weLl | 6IST  TPST 89T 8991  LSTT  OSPT  6LEI  6IST  STOL  WST  LLTI  EVEl  pEEl S0
1607 1161 1881  LT61 1961 #8881 |STYC L9¥C $8TL eL0T 180T 0CTOT #6L1  ITBT  86LL  L8L1  $98T 7981  1i8I uonwuodsues j,
1667 €I'€C EL1T  SBLET  9V¥T  S8VC | T9TC  TYOT  ¥E6l  PLLT  SUSL  P9LE 6T91  £6LT 80T P69l 60PI  61ST  zTLpl ampupmny
666 SU'8E Yoy  €6LE  TI'9E  LE8€ | €0y OS6E  €O'IY  S8VY  wKSh  COLb  LGIS 1980 89O  LIOS  6¥'PS  LLTS €8S amimoudy
naRy
00001 00001 00001 007001 0000 00001 | 00001 00001 00001 00°001 0000 0000t 00001 00001 00001 OC00T 00001 00001 00001 das »N
pULT  LI91 60T €191  6¥ST  LEST JE€STL  8yEl  6TTT  09TL  ¥¥Tl  ¥IOL 966  T8TIL . ITIT  €TOT  #TTL  6ETT 6T R0
P91 PT91  Ovel  LE9T  L6ST  LEST J68LL 0061  9L9T  TE9L  99PL  £9'€l  08Z1  9VEL  86T1 LTI O¥PT  ELVT  STHL uonwuodsie ),
o1ZE POIE  8€0E ETOE  65°6T 6167 | 9687 SE6T  WB9T  w¥LT  1€9T  YITT 80T YT LIWT 1TTT LOLT 95T €691 rmoRyvy
YevE  SSOE  €I'8C  LTLE  S68E  LOOv | T90v  8IBE  II'vP  w¥Ey  099v  60VS  OV9S  OTOS  wLIS  E8VS  8T9S  TELS  SE9S amymouy
DRy
00001 00001 00001 00001 00001 00001 | 00001 007001 00001 000001 0000 00'00I ©00GOT 00°00T 0000T 00001 007001 0000  00°001 das »N
€T€C 8O0ET I€TT  O9ET  10€T  v8TT | 09CT  06%1  OSPT TTCT  ETCT  €CTT 8Cel  vOWT  LOPL POl 09T 769  ¢o¢I sBYO
czor €coz  ss61  SS'61 6981 o008t leev?  €L0T 8881 9T6I  IR'E1  LORD  OBEl  10W1  OI'VI  86€1 WL  S08 08 uoneuodsines |
1971 0£ZI  SI0T  vE01  8TOl €9l |e9er  T6ST 16T 00VT  THLL  8EST  8OWT  eeTT 9§61 IWD €801 SO 1601 ARy
06€r OEPy  S9LY  IS9y  TOBY  ISLy JLE9v  SYSP LIS TEIS  6SES TGS €68 109S  LT9S €8BS STHY  B6EY  OvSH axuousy
: Jugsey p muwef
09-C861 S8-P361 v8-€861 £8-7861 78-1861 18-0861|08-6L61 G6L-8L6T 8L-LL6T LLOL6T 9LSLOT SLVLGL PLELOL EL-TLEL TLILEL 1L0L6T OL6961 6978961 89-L961 x019g £q amg
(w30 nd)

(QLNOD) ‘I''d XIANSITY



93

INTER-STATE AND INTRA-STATE VARIATIONS

VOL.5NO. 1

IS (89 “oURINSU] % BUINURE SIPN[OUI S “p 9BRIOIS PUR SIURINLISIY ‘S[SI0H ‘Opel], P (UOHEOIINWIWO) Pue Supaur 2o Aq uoliepodsies ], ‘sA1

u) uonwyed:

.S.Em B pUE UOERSIAWPY Mg

uo1el.

L ¢ ‘uolpnasue)

pue Atounoarg *Suifuendy p Buun ‘(posnmSioun pure paseio ) Suumosymuspy sopnjour Suureorpruegy -7 Sumsty pue SuidSo]  Ansaiod ominoudy sopnyo ua==oﬁ< 1 1 ¥ xipuaddy 01 59101004 395 10N

00001 00000 0000T 00001 00001 00001 | 0000 00001 0000T 00001 00001 00001 00°00T  00'00T 00001 00001  00'00T  00°001 00001 daN
Trel  Lo61 1981 LS61 0061 Se61 fzeor 8661 €961 99°0Z  LOOT  OLST  wR1  6£0T  LyOT  LO6T 6681  vE61 9681 S3U0
€E'6l  TY'8l  69°Ll  vLLT STLY  Seor [ 89T 99CT  CECT  Z9CT  TYCT  9ewl 69Tl 66TT  66TI  6LTI  8ETI  8STI  £vTI uoruodsues],
PE9T  L19T  6CCT 99T  TI'CT  veyl JTLST  TSYT  OveT  8SeT  TITT  191T  TEOT  €SIT  ISTIC §90T 1E0T  9vel 988l e ey
1696 898 SOBE  POLE €98E 966 |88LE v86E €9Iv  SIOp  6ETY  €ESP 9S8P  6OSY €OSY 689y  TERY T8y  SL6b amimouy
: sjpuy
00001  00'00T 00001 00001 00°00T 00°COT | 00'00T 00°001 00001 00°00T 007001 007001 00001 00001 00001 00001 00001 00001 00001 das »N
Sy6l  €L81  ¥S6T 9ITIZ €O0'1T €0'IZ J €6CT 6691  TIST  90ST  6L€l  TLTT  ISel  SIST  v9vL  ePvT  €SET S6TT €TV SO
pL81  Ov'81  0S81  9L8T  #L61  OULI 6607 16LT  S861  6v61 TSOT  LL6T  6¥8I  OI61 TL8T 6981  SILl  vI'8T  TESI uorpuodsuel ],
SO6T 083T I¥8T 9TIE s66T 181 |e€88T v98T  6ELT  06°LT  SS8T  169T  L9VZ  YT9T  9TYT  TOPT  ¥SST  900T  LYy'ST UMV
SLTE  10VE  9SEE  €8BT  6Z6Z  LODE | STYE  98'9E  POLE  ¥SUE  PILE 000y  TEEY  SPeE  SETY  9TTY  SLEY  S8TY L6ty amynoudy
[w3uag 1o
00001 00001 007001 O0°00T 0000 00001 {00001 00000 0000T 0000I 00001 00001 00000 O0600I 00000 00001 00001 00001 00001 das »N
6891  L¥Ol  I6ST  6¥ST  epST  0Q0ST J69ST €€l €LTT  00El  WCEL  00TT Tl ITIT 1971 06Tl LyIT SLT1 €v0l SO0
€661  LL6T 0881 6161 6581 2991 ]8061 89T  SILL  $99L  $89T  OLST 6691  99°pT  €SCT  6L%1 8611 7871 11711 vonzuodsies ],
16'81 L9'81 €281 F4 WAL £€'91 291 SE0T 1981 ¥SLl [AYAS 10°L1 9Lp1 60'¥1 96l (Y34t S6'91 £9¢1 9Lel 1811 AmoRINURY
ey  orsy SOy  OSLy  evey 14%4Y '3 84 19°0 8CTS €878 06CS ¥e'LS 0665  LT'09 069 SE'8S 0679 L9'19 999 amnousy
qsIpetd Jenn
00001 00001 00001 00°00T 00°00T 00001 | 0000t 00001 0000T 0000T 00001 00001 00001 00001 00001 00001 00001 00000 00001 das PN
LS61  eL81  (®L1 1E6l  ogLl  TeLl | TrsT 0T9T 9TST IO 6TST  ov'pl  TYY1 w961 ZIST 0TS SULT  pLLl gELl ~sPqQ
YT SLYT v8€T  TELT  6¥9T 897 191VT  89€T S9TT  YTT 86T €T 0907  9iT 160 80°1C  7e0T eoT 6961 uonwEuodsues |,
9¢'7¢ 89t SLTE  TYYE  001E  STEE | TEIE  16TE  OLO0E 160  LL9T 699 I0ET  LOST  10PT  €TST  98ET  1TVT  8LET MmN
SCET  ¥BTT  VSET  v681  TTST  vL'eT | 088T 19UT  6FIE  TEOE  96TE  IECE  L6TP  TZLE  SEOy  6VY8E  L9'8E  T9LE  OL6E amimoudy
TpeN |jwis],
00°00T  00°00T Q0001 00001 00001 ©000T | 00001 00001 00001 00001 00001 00001 0000T 0000f 0000I 00°00I 00001 00001 00001 das ©N
1691  LS¢1  09'¢l  LSST 6961  TI9T |8eel  €TI1 060T  6L0T  yS'IL 8901 286 WL oLttt 66 €OET  OEvl 9801 SO
6L SELT LI'9T  Tr9r  I19r 08ST fzeLr  zLot 8L91 L66T T6TT 19T SMIT ZLTU ST LT 06vT 0061 $9pl uotwuodsimy |,
99°0C 0§61 8861  SZT6I  €v6l  €I'0T {09TT 0681  vOLT  IYLT  QOKI  IOLY  LOWT 6Ll STLL 06T SLST 1691 T8¢l AMORJIIRIY
Wyr LSy 9L0C  OL8y Ll ST8Y JOS9¥  STES  BTES  TTIS  LY9S 6065 €99 SEULS  SYBS  LPEY  CE9S  6LES 8909 sminousy
usysefey
00001 0000t 00001 00001 0000 0000l ] 0000T ©0000T 00001 0000l 00001 00001 00000 0000 00001 00001 00001 00001 00001 das PN
el 9%'€l  8LEl ITEL Tl vSel | £¢6 86 e 05’6 001 1€6 8¢ [SY 121] LT6 188 LS [1°2] sRQ
61 S9%6L  syRl  IC®RI ISBI OTLL }EETTL  6LET  6TIT  SITT  LOST  SIST  6LEl  T6EY  TSEl  pSEl  TEEl  €0El  #9TI uonuodstnur
88°0T SLOT  vI'IT Q00T TTOT  9L6T | ¥861  ¥E6l 6081 WL TOIT 918l €L9T  9eLl 1991 LI9 1991 8Ll Ll AUMORIRURN
69SY vLSY 099v 88y S88F vvey |6TSy SSLy  ITIS  S9IS  L8ES  SELS 0609 9I6S €09 1019 OTI9 w009 8TO9 amnoudy
qefung
98-G861 S8-¥861 ¥8-€861 €8-T861 TS 1861 18-0861 ] 08-6L61 6L-8L6T SL-LLET LL-9LE1 OL-SLET SL-vI61 vL-EL6T €L-TL6L TL-1L61 1L-0L6T OL-6961 69-8961 89-1961 20106 44 310Q
(92 3ad)

{@'1ONOD) 1'1'Q XIANBIDY



JAN-MAR 1993

JOURNAL OF INDIAN SCHOOL OF POLITICAL ECONOMY

94

(o))
8V99L  L9LOL  IvEPL  LSIEL  60LSL  LSOOL —av&m SBLOL  ETL99 LTSS  TLST9 wYIvS  98TES  ISWES  1pOIS  6106P dds BN
12961 8L681 99L1 091L1 9LI91 L9VST EVCIT  OPIZI  66TIT  ¥890T  9STOT L3896 9vL6 1958 61t8 8EIL SRY)
€LEL €20L 0969 199 6LE9 s €998  8ES6  866L 9669  SS8Y  SOLP VRSP LW  6SIv 680V uonruodsire )
878Y1 16821  o¢lZl  TT,1 1201 €16Z1  |eOpIT  888€T  SEOST  OIYZI  CE8CT  86€ZT  PIIET  OZEPT  €RCEL 00621 AR rUR
978yt SL8IE  TBSLE  I9IVE  €BOOF  SB6SE  JOV9RT 6I1TSE I6ETE 8eOT STLIE  ESPLT  TYBLT  TTEST  BLIST  T68YT amynouly
Eaprad [vgrnuy
L9E88E  PY60SE SLTLIE P60ETE  LGLBOE  89096T |LIOLLZ TOTIOE TU9T6LT 8Y6TIT TTI6WWT 6GLESOL 900€0T 8B8001T 6ZEIIT LLBIOT SPEOIT 096¥91  PI9GLI dQs PN
SEVLY SL8tY 1912y $956€ 1909¢ P09EE 67197  STBYT  SOIZT  #BEIZ  8SPGT  8YE61  RELET  O0OL6T  €TL8T  £91L1  S1IST  896v1 6v9v1 SO0
£9L7¢ 1266y 9109  $919Y  6LIOV  OBE9E  |€688C  €C€CC  VCCIC  €LTLy  LY6VE  TORCT  89L6T  2S0RT  19/8T  8PLET  O6ST (8181 91872 uonwuodsuws g,
YoTo8  €OTTL  L6IT9  6TLTY  9VBT9  LY9LS  JOT98S  VISSS  EVSTE  STOLY  6S90S  8¥Sey [ISOv  8v6OF €9.0F SBIPE  6IEEE  6€90F  SCILZ ey
TPELOT  SYYYBT  T069L1  LE9PLT  TIL691  LEPBIL JVLEEET BOTSOT 090EST 9LTLPT 8SBGEI 1v991T 886TIT 8BEITI €809T1 O89TET [66SET (96001 {1081l amnouly
wuwiiwy
SEI66L  S09818  OTOSI8  ¥OTLTZL 8PLSVL  SO1689 JO9E169 SOTRYY E£T6VED TCE66S BYPTIS vL86IY TO6PLY TIPTGE 6PSS EVOIBY C6SRIY SLOTE  9v6eEly das BN
8TI6ST  9699v1  8LLLE1 TL6YED T1TTTI  66TITI JS8086 S1¥96  I6EL8  O06VE8  OT6S9 PLITY  €IZv9  PLSE9  ESLI9  PRBLS  60VSS  0F0ZS  S6T6Y sBYO
y60EvT  ISPOET  6TB0ET  OL9SIT  8P69OT  6ETS6  JTESBLI 6S66TI O6IEvvl 86ISE] TREE6 GOB6L 6TE6L 8861L O00VGL SILEL Ovov8  E£Ives 166€8 uonruodsuei |,
9STLST  06Y6YT 90ETOT  8S9TCT  1868IT  9STITT J9T096T 99LTOT 68E00T PTIBLY LIBGST 6TSLST E€8SSPT  SS98ET  EEVITL 68PLIT  880SIT 9PS6IT LL6L11 umornuepy
LOL661  896S8T  LOT¥BT  P96EST  609L67 11€1ST |LUL81IZ S906ET YIBTOT 1V0Z0T CTEEOT T9LOTL OERS8T PEIBIT €96PET SCSTZT 8EHEST OLOLEL  €89%LT amipaudy
1esufnn
PSELI8  6T9E9L  LTUBVEL TIE899 868099  ¥IPIT9 '|LE6EBS 9VEIT? SIELI9 9S606S G6LOSSS €SOLES 9VVS8y LLIELS 668LIS 8FEL80S STITOY €L0I8Y  6TLEOY dQs BN
PI6SYT  PIPSEL  T961E1  OQ0ESEl  8TLYIT  1T6UIT JLIBE9  €OLI9  TYTIS  8U99S  9TSLS 098SS 0S6ES  €89PS  6ESTS OLMWOS  S8BOY  E£6£EE 1uRe sRQO
STLTOL  11€L6 78656 019¢8 [XA8] EVViL €E166 SSOC8  STLSL hNQ.K 96STL €S89 SE809  ETEP9  896Z9  PLPOS  L8S6E  SLEVS 119s vonwpadsiesy
€EI6LT  Z8169T L7801 ZOESST  YTT6SY  $LZTI1  |L60EST 0068ST TI6IST 969Lb1 €991PT 990LZI LTOTZI 690611 1ZEOIT ZRIEIT vEPRIT COBIIL 21zl umoRjruLiy
78SSRE  €TLIOE Q09BEE  O00IVGT €TETOE 98LPOL JO68LOT 8B9ETE L[BYEEE COE9IE PO6EBT SLEIBT PEOSYT 90TS8T 1L096T TETVBT 61T€9T SSYIST  98€LLT amynauly
ey
9TI6EE  16EEIE  S80SOE  0980LT €ITELT  6TLOET JT69OIT TTIETT L6B6IT €OOTIT TLPLIT 9EL661 V89661 E06P6T V8PEST 6SYOLT LSTTIT  PSSEST dds BN
86159 6868 8178S 88CES SOLIS 1£9%:14 vEL9T  9VPST  66TKPT  SOPIZT  IP96T  L900Z  EIE6T  696LT  9PILT 96091  Tvosi  8E6vi S2RYNI0
00LIS  P0OSy  0088E  €¥8vE  SS6PE 1670¢  JO¥S8T ST0BT  ¥SSLT  TC99T  BLYST  SO6ET  yPpEl 98VET  TEBIT  9TEIT  7SWOT  SeS6l uonruodsuwy
0886L  T8YPL  6896S  9090S  OLLIS  68VLT  |6LELE  1SE0S  Q09SY  OVTSY  98S8Y  LSSSY  0S6EV  SvLEy  EPOIY  TLLGE  69€8T  898ST AR Uy
SPETPT  OTESEl STY8Pl  vC8IET  TSLEET  86SVZT  JOVOBI1 60£611 SYYITI SOLLIT 99LETT 90TOIT LL6TIT EOL6OT TOVEOT VOEL66  v6LL6  TIT66 amyjnouly
wessy
COpIS6 OV8EI6 98166 9870/8 TIvES8® III0SL (T6Y069 TEELOL L9889 PSESLS L9I8T9 ITILI9 1PSE09 6S601S LPSBPS BIPIES Tv8CIS OLOL6Y  SLOPIS das BN
PPR9LT  TLOZ9T  STLIST  TOLOVI  vE6EEl  STO6TT |PIOvOT 19¥86  68S00T STSE6  LS9I8  ¥eOvL OUITL 05669  8SE89  Iv8Y9  SOIv9  SETI9 69865 3RO
6100 680081  SBTBLT  PLEOLL  6EEE9T  0S60VI  ]969LS1 196v¥T 61ZOET 1LB6TT 108LT1 IEVKL 950611 T66T01 ISI601 £9650T 1vplTl 6LLITI  699LLL uonwuodstuy,
ISOP6T  6ESEBT  OTE991  S8OTIST  6L9ErT  6€S6Z1 |86v6ZI S6E1ZT 8PESIT S10901 OSEI0T S68€6 10898  1TEC8  L91€8  TE96L  LE6E8  8SI9L 9LEL AdradRynuy
21988c OVISSE GESYEy SrvIOb  IOpZIy  L6SOSE [v8986T vISTYE I1120€ EV68ST 6CSLIE TOLITE v9SSTE 969TCT 1/8/8T TBG0BT 8SEOPT 868.€7  9LLIIT amynoufly
Ysapedd wiqpuy
08-5861 $8-7861 vS-E861 €8-7861 78-1861 18-0861 08-6L61 6L-8161 8L-LLET LL"9L6T OL-SL6T SL-vL61 YL-€L6T EL-TLEL TL-1L61 1L-0L61 OL-6961 69-8961 89-1961 o0g Aq amg

(et sy

ST (18-0861) LNV.LSNOD LY
9%-5861 OL §9-L961 ‘TSI ¥OLIES 1oNA0Y] MLSANO( BLYLS \ TYNOLLYN LAN 40 SALYWLLST HHH VAVANOD) TA XIANGIdY



95

INTER-STATE AND INTRA-STATE VARIATIONS

VOL.5NO. 1

{pruod)
SLB6IY - 80169t OSLL6E  T6EWIE  1SISFE  TCIEPE |6£E€80€ LSILEE SSO6EE BEEROE 16V0CE TOLILT SCOO0IE 6€L06T (YOV9T L96V6T 6TLLST ELE6VT  8ETOLT dds ©»N
LSI89  6LIEY  SLVES  YVESS  ¥ZOVS 1ep1s  f1969¢  LOISE  LBIE  OLZEE Ot0ke  L896C 881I€ 1006 S806T TTIBT 0Q9STT 0s81T  1980C SPBO
L1919 89976  €ZepS 160ty 6806  8YOCH  |PO0TP  €800S  6L60Y G191y ISIVT  vL961  1920T  €8861  £9T61  £0961 79897  vP9ST  8.802 uonwuodsuel],
C80E9  6968C  T8OLC  SYOVS  LLIIS  GOEES  {ST9S9  €BULY  98TN9 89609  YOOES  L9S6Y  TLIEY  699LF  S0IEY 9669  ovIEy  TiBIY  610LE AU
9I¥9TT 161P6T  66T9TC SOEOLL  TI8E6T  vveesl ([68Ve9T P8OVPT ErpOOT ¥8YILI O1ZOCZ SE8ZLI ¥E00IZ 981p6I €60ELT SYZOOZ 190691 LOOOST  I8pIYl aminoudy
LT
RTYTOT. 1OVBP6T 0S98YRL LSSPOLY  L6OVEST §262761 |Z106$P1 80666¢1 TEVTOET 60YYITI 6TLEOTT 99S9STT YLIOLOT £1TSE6 TBT6OOT 659556 681TL8 E¥S8S8  €510t8 das BN
EI6CEY  OLIYOY  OPDESE  COOR9C  €808EE  COHVIEE JSLLVIT TYOOLT ([8S66T SSBS8T 896081 OVBLOT (8SS9L S98I9T 9v¥esT 8I6SYI TIG8Il 606601 299101 YO
CI80¢  £0E9PE  9919EE  TEOITE VISL8T €ELTST 16090CE 91TS6T G6TELT OILIST 6STEBT 1€90LT 9681vT 69760 L60SIT vZOWOT +HLEO6T 865007  180/81 uoneuodsues |,
806L6L  LEISYL  ¥9¥999  OST88S  OSOVLS  69v6rS |SSTISY 6S9v8Y TIVVEY T9PLOV LSLIRE TZCECE 1CISYE OCIEEE €1Z0ve PVRTIE 1EE08T LSOG9T  906SST smoEgnuepy
9TSSTY  VSEISY  166T9%  ILSSTY Ovbvey 8LBEGE |CEPIEY 16668C PI686E TREEOE YPBLICE €LCHIE 6CSPIE 6VO0ET 9TSI6T TLBOLT TLSTBT OBGBLT  POSTST smynoudy
lhil&l&u—?.,
CEO6E6  O6EYO8  O0R6SPR  6YYSLL  TEY0L9  €T8IZL JL1918Y €OBILS vVVT6S LITITS S660SS SEST6V 6TTI8Y 990L8Y LOLTOS 1v0L9Y SLi8YY OI86IY  1SE9CY dds wN
88CIOT  9LS6PT  TILSED  €I66T1  9EEIIT  L6ISOT JLO6E9 E€EII9  PP6SS  6ETXS  SSI6P  6SLSY  89/Sv  TZEIv OS8Ey €80Zy  628SY Z00KP  ZESHY sRYQIO
L9T8YT  LLTVEL  960LTT 979911 S¥TII1  1€SL6  [SELS8 T8P68  SOSP8  S6ZE8 96908  6LY89  OcrE9 10669  ZEPLO 66519  LPOES TTLOS  OT¥ES uongpodsues],
IYTEOT 867981  STYPOT  SLO09T  SEVPST  Ivpovl [8SBOET  L6POET POGGTI EIZSTI S6ISTI 099911 OPLZIT 1.8Y0T 81886 1TS68  ¥S616  €09%8  L1¥68 amoeynuey
LETITY  6ETPGE  LPLITY PERRLE 1ETEBE  PE9ZLE [LIII0Z 169067 0601ZE 69VOST 6VBS6T LSOI9T 16T6ST TLSOLT BYSLET 8EBLLT 6P6LST E6V6ET  18689T amynoudy
ysapesq wigpeiy
PPITYY  OTL61Y  OIS98E  TSE80F  ISLLOV  OIZEOP |T6L0GE 690L9E O60SSE TOVOSE L6VIVE tO00EE LLLEZE OLOGZE LOVOTE €60E0F Z9610€ Z198LT €ZLOLT das »N
861v6 008L8 £STeR vLV8L 890SL 9T¢TL TTIES  PLITS  9S8YS BG6OZS Lvwwb vEGTY €61t  TH6OY 6V86E  PE9LE  LEI9IE  (v(KE 9782t S0
60LE6 [%:34¢] SELEL 9L708 P6LIS YL6SL 01S78  ¥SS16  9098L 99¢0L  €T€89 GCOPI9  L£919 O€819  vLSLS €97SS  OP609  OLISS 867¥S uoctieuodsuri [,
61766  199L6  0S888  SveS6  CEES6  LS1001 |8CT€8  9S8LL  LLSEL 98189  Pviv9d OSPYP9 16619 6¥619 LTTI9 100SS 89evy  SOOEY  TOLTY AmoRIAURIN
810SST  SLLIST  6L90P1  OSTYST  HSSEST  ETLPST J70OTPI 986¥Y1 0SOIST TSLEST E86E9T SLIIST LS6T9T 6v6¥O1 LISIOL PEISST LIOSOT L68LYI  8660V! amynoudy
ﬂ_asuv—
9686LL 6T0L08  LIEYPL S8ESOL  SOE6LY  098EE9 |61SI6S 9Ev83C 9TS6IS TOLOBY OETO6Y 8YRYLY TZTOLY 10861V 0661Ey 8LIPIY 6YTT9E TOTIVE  SLVSOE d4ds »©N
LL9TPT  OISOEL  89POIT  68VLOT  ZT9VZOT  8IVL6  [6S60L 6190L TESYD  6E68S 9vivS 9EVES 8P6IS  E€6TIS 6816V  PISIY  SYOIS  ETOES  6EILY sUIO
91ZCTT  PTOITL  SETEIT  009SIT  6PLLOl  91bL6 09901 L9880T ELLY6 SLISL ¥800L SV889 TT6L9  1€965  LOLBS  TLESS  L8¥8Y  SOISY LO90Y uotguodstresy,
EBL0ET  TYTIYT TIE6IT 8OTOOT 0BET6T  LIOSBT JOSOEST €SOS9T  €0BTST vEEOPL TOLOEI SEOBTL SO960T 6P9ZIL SOLIOL L81P6  TSOV8  T6Z8  1888L JUNMIBFIURIN
0TIT8T  ISE60E  10ES8T  680ELT  E£IL9LZ  600VST JZT60ST 968EVT LOELST VSOSOT 8LOOVT 6ISHET LPLGET 8TIO6T 6ZETTT SOIRIT C998LI €8SIOT  8¥BREl amousdy
LIy
LI8YZ1  1LL1Z1  QELEIT  »6ZEOT  9P¥COl  9p9v0T JOobie8  O08E8  vvT8  (9VTL £66T9 88WOL OLIE9  VE6LS SSPIS  8698S  €SS6v  Tvisy €605 4ds PN
0£09T  699LT  S6SST  €ITST  S88ET  968¢T  |60LEl TYOEL  v6LTI  16¥IT  S6801 11O €€T6 88 L618 19LL 8L 9L 8LTL 220 ed
678ST  ¥S9TT  E€LEIT  8€961  vIL61  vessl  vpSe1  2.081  €91v1  OETEL  9EL8  Svb6 8878  8€8L  60ZL  060L 168 p6EE [Ae4% uonELodsuRyj,
Tr861  6vOLL  PILYT 8691  OWwEt  961Z1  Jz6601  1€021  ZSIIT 1488  €L401  ORITL (868 (0868 6006  L¥K8  TW¥S €09 s MBI
Ol1ES  66EYS  9S0ZS  SPLLv  LeWOS  OTL6P  JOE68E  9S90v  SEEPP  69B8E  688TE GIL6E €999t 9LTLE  OMRE  T08SE  TOETE 66582 11882 aminouBy
Anuysey p muwsf
98-6861 £8-¥861 ¥8-£861 €8-7861 781861 18-0861 }08-6L61 6L-8L61 8L-LLET LL-9L6Y SL-SLET SL-YL61 VL ELOL ELTLOT TLIL6T 1L°0L6T OL6961 698961 891961 0198 £q ng

(e )

(QINOD) TU XIANBAdY



JAN-MAR 1993

JOURNAL OF INDIAN SCHOOL OF POLITICAL ECONOMY

96

1°a ¥ V X1pusddy woy ssop] 210N

0009Z0%1 00TZOSET 0OPEEOLT 00OZEOTT OOTOTLIT 00OPEDT JOOP6LZOT 00899601 00986501 QOLESSG OOIPLSS 00STSLS 00L0898 OOTPOES OOLELEB OOTLIES OOLEIGL OOISIPL  006SH. JaN
0061982 0OTCR9Z 009LOST OOOEGEL OOEBIZZ  O0SPEIZ  JOO6ZLOZ  OOL9BEY  OOZLLBY OOSGO8T OOLIZLI OODSEST OOG96ST QOLSSST 009YOST OOTEEYL OOVIIET QOSLGTT  QOSETL uIng
00LIEYT OOVOYET O0ESTIT O00T9TOZ OCSLIST  O09YO8T  JOOSSOLT  OOEOPLI  OOEZOST O00OL6PT OOTSEXT OOIOTET OOSOEZT O09E8IT OOOILIT OOZOSTI 0O9LEOT OODOHOT  OOTSES wonwiodsres ],
00r0I9E  OCIIYE OOVSSTE O0SOTOL O0L668C  OOSSBIT  OOG909T  QOEBTLL  O0SOOST OOZOPEL OOOZPIZ OOLSEOT OCOLOOT OOLLLST OODYIST 0082981 O006HHRT 0018691 0086191 ampenmny
0006TIS OOYZIIS OOEOZIS O0OYCOSY OOLPLOY  QOI60V>  JOOBOGSE  QOSTISY  0098I¥r QOV900Y OOLSLTr OQOOTLLE O00OVBE OOTBLSE O00L98Lt OOTTLRE O008909¢ OOSZREE  0OISEEE ammouly
wpy,
£668701 989606 OEIC86 POGSE6 EEE606  £69998 O09ZEVL  LD6VRO  00ZSL9 OLISED  SOT6T9  €ISELS 9L68Gy 612208  LYILOS 1RGI6P  GI0L9r  8C6OSY  880OTY momsz_
LYLYIT 950WZ  BESEGT  99¥E61 (63081  1TTLBI LISSTT  I89110  O6C66  S¥€96  ILE¥B  OEb8L  SBYPL  66OEL  TLOEL 00660 8689  20b66 L668S oo
O0PLT  OFTSOT  OIBLLY  90ST8T  6LILSBI  TLISYL 6LE8ST  8ESOTT  TMGETT  LOVIED  €L99E1  T6SLTT  TILOI1  #86T1  MOEIT  LLSTIT 62656  SOPIO  Zve201 uonvuodeme
SPLS0C  S0698C  1ISI0€  SUSSIE  SGISEZ  99SLZ LO0ZIZ  vIEO61  TOWELI  SSEVOL  EESPST  LS6BET  VIOLOT  SEBS6 89698  SSYP8  STG8  ZRIGL wTLIL ampwmuey
OEOIEE  T6VETE  1L811€  +OOMR  6C8LC  €6€09C SCELST  PLETOL  LESULT  LIOEWT  [TCEST  SESRIT  99I90Z  LPYEOL  €BOPET  TOGVET  99TCTT  LPGOIT  [ZSS6T ammouty
(wAuag 1sapm
OVEZELT G6¥YBSLOT OL9LYY1 T6BEO9T 8TSTGYI  OSOISYT  ELIPBOT  LLIT9LT  SYLIGTT 9696v11 ETSIEIL SLS8ETOT LOSETOL LP696OT 6766001 ¥EOILOL SLOE00T 98ZZ06  91vRes das BN
SS6L0E  ¥SBIST  TLOGST TOBEWT  8O0OTT 65T TE9TLT  STS99T  SyETyl  SGYIYT  TZELET  ZeO¥l  ¥SBEET  9LTEYL  TwISEl  T9TLEET  LBLIIL  SLTLOT  OL6SOL (1257
61000 6LSPSZ  OPOLLZ  OLSOBT  6LELST  OLIWT POELOZ  SOTBOZ 20650 B00SIZT  8BICIT  T6VEOT  1661ZZ L999EL  666IOZ  WSOIZ  PLEZPT  BSSOET  $P8BEl vomnIodsmes )
LEBYIE  660S6C 065687 S9evIl  ILILET TS0 8Y8TT SYLIET ILE9IT €260 DIL6LT  RPOST  SCIEIOT  QOPIOT  IPSEST  6S/9ST  SrOvPT  6888€l TEPEET asmpeynuwy
676808 LICYIS €9ELYB  S6066L SOTTLL  TEITLL 0889LY  ES9VSY  BPSUT9  [968BS  669B6S  £ESETS  LEPOOS  SO9SSS  LVIOIS  S9LOLS  99TPO9  T9C6TS  6010Z¢ ammouty
ussprag
2065001 99E6¥6  90ZLES  L¥PESL  BLIVER  GOLEEL $01I0L  1¥SBE8 %0608 LIEOTL TOTEEL SEIT6S  B6STHPO  IVETI9  SOIBO0  ISBBLS  €OVS65  96T6LS  £LE9SS d4as #N
L2961  OL9591  OTELPL  €10LPT  LL99ET  €LOLZL OTI0ET  ZCBIET  660STI  LISETL Z6ECIT  €OT6OT 65901 S0Z66 18996  60TZ6  €O¥I8  99¢68 61L18 RO
SSEEWC  POTIEL OLBEIT SETITZ €481 GEVEBT O1EBIR  9STL&Z PR  ELRIT €W WIT6L  OET98T  9riv81  1969L1  OLSTLY  THOSLI  #68LL1 122601 conwoderes]
$0181€  OEO9IE 1E8YLZ  €L909C ISOEST  LSGEML ILLYST  SGIEWT  T90BZZ  89960C  YOORLY  €OEPET  LETLPT  QOSZST  ISZTOST  9TTOPI  9090L1 (29991  [PILS] ampwpnagy
O6LLY  TLEOET 9BIIOL  #ZSYPOL  i8LSTT  OITHLY €I6L0T 006161  LLE11Z 658891  €OCE0Z  9OISST  ZLOIOZ O6SPLI  ZIOPBT  OP6LOT  €IROT  6OV6PT  [888Y] ammoudy
npey [y
SII6ES 99IPES  TZSILS  (ROVLY IEL89y  BESETP L9910F  €vE8LY  6Y98SP SEIIEY OREG8E 98091IE LEIEPE POIZIE  S6SWLE  T9PL9E  LBISOE OSIML  SS9OIE 4as BN
$6606  OC6¥Y8  TSGLL  S909L  960TL 99289 26978 661§ SET6¥  LISYP  OB96E  £95L€  LB6SE  9I¥E  ILZIE  TEQIE  BOLEE  ¥S6LE YR1E uapg
6€LL8  OLIE8  9T9€8  O9IvL  9%IYL 62959 9CSEL 67E€8 SOT6L €609  I¥O6P  LPOZE  TISTP  SOS6C  £ISBE  L66OP  TIS6Y  LI9PP 02009 wonwuodsaes]
9€/801 667701 (9S80T  86KE8  ¥8L88 89758 91626 L9786 P68  66I98  OTECR  TBILL  1690L  B6S60  SRIRG  6STYO  9L66S  E9LIS XS sy
SYOIST  BLLEYT  €SEI0E  (AIvEL  SUSEET SLEYQT €0sT8L S WA GITEEL  TYESTE  P6TGOT  SECE6L  SvRROT L1681 +PITEZ  166BZT  ORECIT  060SOL armymoudy
unpsevy
SIP6TO  O96E66S OTELSS TY66YE  O6OLYS  SS908Y 9S00TP  OEI6Zy  SS666E  ¥OOROE  L6TIZE  £OL662  SBII6Z  €1608C 000/ 6201LT TBEPHR 89882 LD das BN
17968  80S8L  S8VEL  I0P6S  POZSO  POSY CIZy 60Ty €99LE  PETOE  TZLIE  OSHEZ  6VLIZ  STYR  RILBZ  96SIZ  SWIT G SE6R naxpo
SiZy6 86986  8vPP6  STIT6  E8SO6 6£6C8 £8856 90866 SYE98  9E98L  SMIS  190ZC  OFEGP  BESTP  POMOY  OZEEE  68SSE  Z48S8E 18€6¢ sonFodste g
£688Z1  TOL¥T  S6L8TT  SPIIIL  6BROIT  T66¥6 0988 75806 Sorv8  BWOL  TEOTL  ¥6065  BI619  BUOBY  LTLSS  OPLYS  QOVPL  OOP6L 80208 mpRmuey
659TTE  SYSLEZ  PESOLZ  1LZLLZ  YIVSLZ  OE9LEL 668261  €28961  IPSIST  9TPOLT  S60SOT  Z60SST  8LIZST  Ze6IST  ISBIST  S9E6PT  SYEvPI  [9€vEl  SYIOED ammouty
qsfung
986861 S8-¥861 ©RE861 €8-TB61 TB-1B61 180861 08-6L61  6L-BL6T  SL-LL6T LLOL6L OL-SLET SL¥L6l YLELS 1 ELTL61 TLIL61 TL-0L6T OL-6961 698961 894961 203908 AqQ aAmg
(e W)
(TINOO) Td XIANBY



97

INTER-STATE AND INTRA-STATE VARIATIONS

VOL.5NO. 1

(pawa)
00001 00001 00001 00001  QO00T  00'00T § 000001 0000T 00001 00001 00001 00001 00001 00001 00°001  00°001 dds BN
09ST  T89T  9LET  9vET LETT L0z Jsuest  SULT €691 S6LT  €TOT 9L €9LT  TE9T  Og9l 9 RO
96 %6 %6 06 4] 91'8 syl Ll 661 SLTL UL 198 68 or's 3% 3] voneuodsurs ],
se6l T8l ze'91 1807 9TLI el §W6l  T96T  £STC  S80T  1eST  98TT  TLET  0ELT  TTI9T  TE9T R
ey wOCP S0 OL9Y  P6TS ¥E1S bLLLy 9L6Y SS8Y  SY6Y  OLOS 1905 9E0S  8T8Y  €E6Y  8LOS amynoudy
Rpes jepswiy
00001 00001 00001 00001 ©00'0OT 00007 0000 00001 00'00 00°001 00061 00001 00001 00001 0000 00001 00001 00001 00001 4as BN
jraat 6LT1 831 sTTI 89°T1 SEIT | ev'é 78 WL (1%} L we we 8E6 988 0e8 61'L e 91'8 SO
6S°ct 842 9041 (1441 10°¢1 62T 19CIT 881  9¥81  BGLI  LTYL  9STL  99PL  SEET  61TL  sYIT  TETU 6e’11 0L uoneuodaer],
990  SS0T 0061 el 80T Ly6l J911T €581  I8BT  8%Ll  890T OCTIT 9661 6¥6l  6T61 LSO1 B 81 It AT
PES  95TS  SOVS  SOPS  96¥S 6895 |Srsy s8¥S  18¥S 1095  OULS  6L9C  99'6S  8LLC 996  SOE9 SO 9609 €0V amoudly
. wunliwyy
00001 000001 00001 00001 000001  00°00T §00°00T 00001 00001 00001 00001 00001 00001 00001 00001 00001 00001 00001 00001 d4ds ¥N
96°0T w'Ll 0691 9¢'81 6£'91 09°L1 J6UPT  evPT  9LET  e6El 29T I8'PT TCET  OT91  62T1 TOTT  vTEl LTelL €91l S2B0
§881 1991 §0'91 0661 vl el 1 TST  SY6l ELTT  9STT 8Ll 1061 OL91 S€81 08¢CT 0eSl TTOT 8T1T 1861 uopELiodsus L,
Ly'ee 8oL 81T 90t 9¢°6T 11Ze | S€8T ¥E0E  9S1E  OB6T 650 ISLE S90E  €ECE  9UCT  Lv9T  6¥LT 6o E8°LT IR
Te9T  €6vE  98VE  TEVE 16°6€ woe [v91e  SLSE  v6IE  ILEE  T6'8E  L98T EI6E  TI'0E  SL9  IZ9F  SOGE  96¥E  ELOV amymondy
pLIL LTS
00001 00000 00001 0000 00001 00001 | 00'00T 00001 0000 0000 0000 ©00001 00001 00001 00001 0000 00001 00001 00001 4ds ®»N
6Ll €LLt 9%6°L1 Yot LeLl 0e'8l JE601 S86 e 856 Se0l  8POI  IT'IT  SyOT  $6'6 £6'6 8’8 %69 %9 $PWO
€9°T1 pLTL 90°€l 1571 {74 SEIT 8691 OI'el  LZTT 0611 90l 06T €STT 6T €611 0611 68 0etT  S6°1T vorwuodsueiy,
0T ST 06TT  VTET ITYZ 000 }2T9T LEST 19%C 66'YT  TSST  VRET 9TST  SLTT  €0TT  9TIT  €9ST  TET  61TE oAy
iy LE'LY 80'9Y 10vy 8L'SY s8'6y J88Sy 991S WIS IWES  BOIS  6LTLS  60'TS  OSYS  809S  16°SS 9695 168 SO'6S srmmoufly
awyig
00001 00001 00001  0Q0'00T  ©00°00T  0Q000T | 00'00T 00001 00001 00001 00001 00001 00001 00001 00001 00°001 00001  00'00T das »N
£T61 oL'81 8061 8L61 26’81 96'0Z | 69Tt OVII  SOT ¢TI0l €0'6 SO0 196 we e o6 96 %6 S32B0
TSl 9€'v1 wi 98'C1 6L'T1 €UEl ] 8¢el 98Tl eSTT €90 TLIT  L6TT w11 SOTT €611 60T 0971 el uoneuodsuel ],
£SeT LUeT Sy 2981 1861 1610 oLl LSTC vLO0T it veETT 182 10TC #¥eT  LETT  v§TT  8YLl 1791 AUMOVITIRIA
s’y STty 98y 198y L6'8Y 00YS |09 LVPES B9SS  8LES  169C BISS 8§98 6Z9C 9£9C  8T9S  LT09 81779 amijnouy
uessy
00001 00001 00001 00001 0001  00'00T {00001 000 0000 00'00T 0001 O000T 00001 0001 QOO0 Q0001 0001 00001  00'0OT dds ®N
6£°81 pLLl 6£°91 L191 69°¢1 oTLT Y8161 TET 0861 L1991 O00tl 00T1 S6IT  69'€l  9¥TT OTTI  ¢vLl e Wi SPY0
Y607 161 £161 peOT  vl61 6L81 | ¥8TT 6¥V0T LOOT €LOT IE€0T 9108 €L'61 910 0661 661 1K'€T Kyl 9T uonepodsuel ],
STOT  800C S8LL LELT v8'91 LTLL | sLst 9ULT 8L €£81  €I'91 TSl 8ewl OL91  OICT 86T LT91 Tesl Wt SUMOTIITY
oy Ty £99r €19 €£°8P Loy | OTER  THRY  9SOF  LLY  S6°0S €97 veES  9vey  BYTIS  L8TS 9Ly 9Ly 10§ amymoudy
gsapelq wIgpuY
98-S861 S8 VBT vB-€861 €8-T861 <TB-1861 18-0861 [08-6L61 6L-8L6T 8L-LL6Y LL-9L6T OL-CLE1 SL-PL6T YL-€L61 E€L-TLEY TL-T1L61 1L-0L61 OL-6961 69-8961 89-L961 20108 £q Mg

(w0 1)

SEONAA (13-0861) LNV.LSNOD LV 98-5361 G 892961 ‘NOLLNENULSIQ SOVLNADWR] ASIM ¥OLIFS (LONA0YS KLSTHO ALVLS \ TYNOLLYN 12N 40 STLYWLLSH TIEVAVAW0D) |1 70 XIGNBId Y



JAN-MAR 1993

JOURNAL OF INDIAN SCHOOL OF POLITICAL ECONOMY

98

(‘pruo))

0000t 00°'00T 007001 00001  00'C0I 00001 § 00°00T 007001 O0O'00T OQ0'00T 00°00T 0000 00'C0T 00001 00001 00001 00001 00001 00°001 das BN
8691  vILT  S6VE LELl  TEST  66WD |98l w88 Ir6  6LOI 666 T60T OOL 66 6601 €56 S 9ag Ve SRQO
89°v1 LTyl 99°¢1 Ly'el o'yl €TEl ¥8El 1971 LoTt OS°ET €L wi (424 189 8TL £9°9 ™ol 8T01 A vonwsodnins ],
(412398 86°C1 (1, 541 99°91 oL'p1 b2 33! 871 ¥6°91 SLL LL61 LO91 81 £8°C1 ov'91 £€01 £6°CT 8L91 6L791 1891 MOV
WES  19TC 6895 0CZC  89%CC  SEOC | Z0EC 19719  BL'O9  Y6SS €990 09'€9 1929 6199  IMCO 680 pOPO  OI'VD  pZbo amynouly
(5]
00001 00001 00001 00001 0000l 00001 | 0600T 00°C0T 00'COT 0000 00001 00'CT 0000L 0000T 00°00T 00001 00001 000C0T 00001 das .“m
€S°12 vL0T Twor 9'1T 69°0C oL'1Z el £V91 Tect 0e'st €0°ST 1§41 LySt Te°LT 05°S1 8¢St £9°€1 08Tl 19771 SN0
€081 LULT 8T'8T 6881 0Ll YS9 | LE1ZT  60'1Z 860 €L0T TCET  OVET 09T 8ETT  IECTZ  CEIT €917 9€€T  v6TR uonewodstes)
et LTse €0'9¢ (1. 943 eI 165t 186T€ T9VE 90ee SCEE  ILTE  LS0E  €STE  T9CE  OEVE  SLEE  PIZE PEIE  €8°0¢ UMK
WIT TCET  v0ST  86WC  659T  BLST |v96T 98T €90 TYOE EL6T TSIE G6E6T 69VC S8BT 6T6L OVIE  6viE  EOVE Uy
IRy
00001 0000 00001 00'00F 00001 00001 | 00'00T 00°001 00°00T 00001 00001 00001 0000 00001 00001 00001 00001  0000T 0000 4as BN
SULL 0oLl 66ST  OpSl 1091 LS fLZET 6901 196 7001 W8 66 IS6 166 T8 106  1ZOL L0l oL sOIO
6LST €561 L6l wOST 6§91  ISET JOBLT  S9ST  9TVI 86T SOV O6€l  8IEl  IvEl  I¥El  OVEl T8Il 80TT  ILII uonrodsury],
YIT  SSIT LE61  ¥90T  POET  6T0T | LI TBTT €61T TWVC PLTT S9ET  EVET ESTT  L981  LI6l  6v0T  STOT 656l amoeyEy
[1%4%4 19°Sv 89°6v S8°8Y 91°'LS £9°1S L'ty 78°0¢ 0TS L6'6Y 69'¢S Tres 88'¢€S (3949 61°6S r'ss 8V°LS sO'LS 6°8C aummoudy
qsapueag siypuy
000001 00001 00001 0000 00001 00001 | 00'00T 00001 00001 00001 00001 00001 00001 00001 O0000T 00001 00001 0000 00001 dAS BN
01T WOT  vSIT  TT6T w8l veLl JTLvl  Sevl  Tesl  L8vl TOEl 106l OI'El  TyTl  svTl  Trel 8Ol OST1 10Tl sPQO
61'1T 761 8061 9961 9002 881 L8TT Y6vT $6°1T 800 1002 Lot 69°81 9L81 L6°Ll £T81 810z 8661 £10T uonwuodsues |,
I  LTET  66TC  SEET  SE€T  SSYT | SO€T  1TIZT  SS0T  O¥6l 9681 €561 OR'81  6L8T 16T STBL 691  vbCl  LL€1 armowynuey
00Sc  OV9E  Ov9E  8LLE SIS LEBE | OL6E  0S6E  BITY  6SSY  TOBY  SELY  I¥6y €005 6V0S  OTIS  S9YS  80ES  80°ZS amnoudy
LU |
00001 00001 00001 00001 000001 00001 | 0000T 0000 00001 00°C0T 000 00001 0000 00'00T 00001 00001 0000T  000OT 00001 das PN
L1'8t §TII $9°6t yTS1 80°C1 LEST 00C1 0021 £€°11 9z’ €0'11 STt 9711 faAAl 611 LTI 60'v1 (3438 (2491 sRQO
o001 8ISt 1ZST 6691 96T  LEST |zos1 0§81 #9901  9LST  ZI'v1  O6%1 1  OTYL  6S€1  LEEL  6E€T 8ISl 6ZEl uoneodsies],
667 POOE 180 9967  TE8T 66T |9SLT SOST E89T 6I6T SE9T 98YT ICET €89T 9SET WLTT OTEL IV I8%ST Ry
619t ISSE  c8E  1L8E  €LOV  LOOV |TvTy SYIv 0TSSP 8LTr  6VBY  6E6Y 6605 vL9v  LYIS  S9TS  TE6P  TTLY  SwSY ammousy
eIy
00001  0000T  00'0DI 0000 007001  0000T | 00001 0000 007001 00°00T 00001 00'00T 0000 00°'00T 00°001 0000 00'00T 00001 00001 d4as BN
9807 e 08T C6'€T  £9'TT T [6vol 9SSl TCCT  ofCl  OE'Ll 68T T9PY  9TST  T6P1  TTEl T8I L9991 $191 SRY0
60z 0981  6L81  S981  oL81 0081 fISET LSTT SULL  9T8T  LBEl  OVED  TUET  €SET  LLTL 80T1 9L WL 9L uonpodsIRl],
06T 00V veTI  90TI 801 S9TT |srel  9EWl  €SEl  vTTL €991  L8ST €TV OSST  96%1 96T YETT  9vel 18T asmmowpnuegy
sTr LWy LLSy  bESP  ewer ISy | Teov  ZS8y  BLES  POES  1ZTTS  vE9S  VO'BS  ILSE SL9S  $T09 8IS SEED  68'E9 amymousy
Jpugsey B nwuref
085861 SS-VE61 VBES61 €8-TR6L 78-IS6L 180861 |0B-6L61 6L-BLET BL-LLET LLOLET ILSLET SLYLET YLELEL SL-TLET TLLLEY 1L-0L6T OL696T 698961 89-L961 2108 Aq omg
(w20 »d)

(QINOD) ‘1I'Td XIONBIdY



99

INTER-STATE AND INTRA-STATE VARIATIONS

VOL.5NO. 1

ra ¥ v xipusddy woss sanoN 30N

00001 00001 00001 00001 00001 00001 | 00001 00001 00°00T 00001 0000 00001 00001 00000 0000f 00001 00601 00001 00001 daN
344 L8'61 €261 68'61 681 CE6l FLI0T  TI8Y  SO81  PLBI  86°LI 8981 O8I LL8I 1621  ETLT LY 6’11 90'LY S$RUO
peLl 6591 1£91 991 8¢91 SE91 17991 L8ST  IPST  I§ST 66%T L6l STYI  €e'PT 86€l €8¢l L8] W elel uonEodsiw |,
PLST 19T 0TST 01'se 9LYT  vEVT [ 9€ST  88VC  SOVZ  YIVZ  LETT  OTET  TICT  I®ET  TRIL  OVTC  1eEl 68TC StTT umORIRURY
05°9€ 98°LE LT6e $T'8€ 76'6€ 966e eLe  HITP 6TV OSIY SOWY 60tV VYTV 60tY  TUSY  vS9Y  8SSY 09sy  98°9Y amynoudy
sipu|
00001 00001 00001 00001  0000f 00001 § 00001 00001 00000 0000 00000 00001 00001 00001 0606 00001 00000 00007 0000t dds PN
8807 1T S9'61 1174 $861 01T | ¥SST  1€9T TPl OUCT  IYED Lol €61 OCHT  Iv'Pl  ITVL 06l LUel vUEt sBRO
w9l PO'Ll SO'8I 0561 €902 orLt JIe1z  09°Ll  vT6l  L90T  ELIT  YTTT  6ITC $8ST 6TTC 68TT  ¥SOT 6Tz vIvT uonwpodsues |,
00€ 65767 $9'0¢ SLEE W'Te 181 | 7687 6LLT 69ST S8SC  9SVT  TXYC  SYIT  8O6T  SULI LTL1 OLLY 9S°LT €801 AUMBINURY
81°Te £e'Te 99'1¢ 8097 9TLT 00t | 9Tt [€8¢ 9¢0r TEBE OEOr 886 vPIP  ISOP QIO  ELCY IRLY 8.9y  68°CY Amnoudy
. *Suag mosn
00001 0000 00001 00001 0000  00°COI | 0O'00T 00°001 00'00T 0000L 0000T 00001 00001 00001 00001 00001 0000  Q000T  O000T das »N
sLLt 891 961 8C°C1 12891 0061 1€86T OTEl S6TT  8TTY  PITL  TLel 9961 90El  89€l  v¥T1  dIT1 6811 OR'1T SO
SELY 8691 [y 220 6¥'LY yoLl 991 [14)¢ 1691 6TLl oL8t L061  I8'61 69’17 8S1T 000  L961  STYI (1841 [$:434 uonwpodsues ],
Lret 19°L1 LI et 68°S1 $791 | SOIT  8¢81  OI'ST  6LL] 88T 8TST  9LST  ILYT  OTST  €9VT  9ewl 68T 98'PI . SRy
oL9Y 658V 1208 86 ELTS vizs | 66€y  161S  09TS  ETIS  16TC  EIIS 688y £906  TI'IS  9TES  ¥TO% 8C°LS  68°LS smpnoudy
ysapwid ienn)
00001 00001 0000 0000 00001 00001 000001 00001 0000I 00001 00001 00001 00001 00001 00001 00001 00001 O00GOT 00001 dds »N
s'61 SvLl 0oLl 9L81 8€'91 TeLl 1 60LT  TLST  TEST €891 ovST  TH81 1991 €791 €61 1661 891 L/ 2G4t SN0
(1744 9EvT  S§ST 969 TTIT  89CT JLELT  6ETE  96'6T B86T  IEEE  YTTIE  €06T TLOE  OU6T  I86T  Ov6L IL0E  8€0¢ uonepodstRs,
1€ 6TEE £8°7¢ LTEE $£°0E STeE | LPEE 0067 0¢87T TE6T LYET 99TT  €6TT  66PT  1LVC  9TST 98T  9L8T  ITRT umoeynue
9'vT 06'vT €0VT 0012 NW'LT YLEC J90TC 68TC €T9T LLET 9LLT L99T eVIE 9S8T  9T0E 106 8TLT 6L6T EL9T aminoudy
npeN jwie],
00001 00001 00001 00001 00001 00001 | 00001 00061 00001 00001 00001 00001 00001 00001 00001 00001 00001 00001 00001 dds BN
8891 061 POET €091 8¢°C1 9l (AR L801 €Lot EE0l 6101 8811 6y01 TOT1 296 s 89'C1 9'eEl 9001 sRYIO
LT91 LSSt (30841 91 $8°s1 05's1 1€81 VLl 8TLL 98C1  6S8TT 101 1621 68T 9811 9U'TIT €981 ST81 761 uonwpodsues ],
Lot 13411 66’81 88'81 681 €10z | EUET  ¥S0T  SC61  TOOT  161T  TYYT 090 OETT  660T O0SLT 180T SUIT  LVLl nuogymIRy
89'9¥ 8E6Y EL'TS (3437 £8'6Y STey [vbsy LTS  t9T6  60VS  0ESS  95ES  OP9S  60VS  €SILS  06T9  8ERY vULy  YIES aminousy
. urysefvy
00001 00001 0000T 00007 Q0001 0000 | 00'00T 00°00T 00°00T 00°00T 000001 00°00T 00001 00001 00001 00001 00001 00001 00001 dds »N
6Tl or'el 61°¢1 9T £0°T1 ¥oET | 6101 16 we 1001 86 9%'6 £5°6 TI0T  8¢01  8I01  1t6 we 176 sPYO
8671 ot'o1 $6'91 SL9T 1ot oTLT [ S0€T 9TET 61T TLIT  TE9T  I9LI PE9T  PIST  T9PL ISPT L9€L €6'€l  LOEL uotiwpodsires ],
Lot 08°0C Wit 1T0T 0T 961 JOVOT LTIT OUlz OTIT TYTT 8661 9TIT 9907 10T  OTOCZ 9197 wer 1967 UMOBJNURN
L1463 12414 $S87 wos 18°0§ vrey [ 9€9  L8Sy  68LY  LOLY  BETIC SPTIC 9TIC  60VS L8PS IISS 90§ 318y 018y aminousy
quefung
98-C861 $8-V861 VB-€361 ©€8-T861 ' TB-1861 18-086T (08-6L61 6L-8L6Y 8L-LL61 LL-9L61 9L-CL6T SL-vI61 YL-LL61 €L-TLOY TL-TLOT TLOL6T QL6961 698961 89-L961  0w3§ Aqamng
(w3 »d)

(@TINGD) 1T A XIANSAAY



JAN-MAR 1993

JOURNAL OF INDIAN SCHOOL OF POLITICAL ECONOMY

100

6L'€TT 1L°9TL €¥'611 867121 66'TZT TL6Z1 89°CT1 TYOII ELO6IT TV IEl LOGT €V LEl 19T 18121 9v'L[Z1 S6'ST1 6'LZ1 LL'TZL DAY
YIET 96'61 €421 6671 68°T1  IRTL 9Tel  9TTIL Q811 €SLY €9€1 9L6T 06T SO I¥gl 26§l 1161 Z0'bl AD
991 €T0T OTST 9¢'¢l  ¢8CT  GCTHL €691 SPEl  ¢€I'vl  v0EC 0691 €8T L0991 9821 60L1 1002 €€61 7Ll ais
SLLPL 18°T6T €9bbl SCCHI €OSPL SEIVD L88F1 E€SIPT 11001 OSLST 60661 18981 9L'9b1 OI'SEI 16081 II/ST ZLSST 9€ivT  98-5861
ZI'BEY 69°IST 8T1E1 TEEET OEPEl BEEEL TSOVI VL6Cl 'S80l vSosl 8ILEl SL'€CT LESET 8LTEV €0'IPT SC6V1 [98P] 688El  SB-¥861
SH'8TL 96'6Z1 OV'ITE E£6°LT1 TOHSTI 8YST1 TLOET €1'STI €8TT1 8T8l oF'iel vHbl 66061 TCLZI €9°CET 86°1€] v8'8Z1 OCUOEl  v8-£861
vr8IT 8CLIT 10WIT L9911 €TITL I8SIL PLITL ITOIT LEEIT OETZL 6VLIT 80LZL HO'IZI SHOTZI LI'EZI 6L'ET1 101Z1 ¥8E11  €8-T861
S6'601 1Z'801 62601 IH'801 +H'801 STSOI OTTIT L9°SOY vE601 L6901 09801 6¥ZIT 6TOIT €OTIT SOVIT 8TIIT OVEIl €£5901 8- 1861
00001 007001 00001 000001 00001 00001 00001 00'00T 00001 00001 00001 007001 00°001 DOOI 00001 00001 OODOI 00001  18-086i
P09 €808 TS8S L8SS 9v09 189 bLSS 9LI9 TGS  T96S  ISTI9  48'8S° 9TL9 (LTS 19 WV T8E9 199 DAV
09 OLSl 889T I8ST 6TLT 1ELT TI€T  8T6T LEBT  LL'6T VLTT TYVC 1981 108C LTLT LIST  vLET  9THE AD
LS 11ST €L°ST eb'p1 0§91  ZS8I 6821 80'8%1 2EOI  CLLT 00FT  TL91 TETI ¥VLY  SL9L  LT9T  SIST 615t alLs
(968 LI'EOl 1€06 1Z¢8 1668 2.86 /808 v8v6 6098 6v68 +VI'L8 #E06 8168 LI'T6 0S68 S606 9976 Ov8s 08-6.61
T6LL 9£66 S6'EL 6589 9LBL 6L'L8 PL99 008 899L LI'E8 6EWL 8918 pSLL 6108 06'8L TWEB  0S18  RIQL 6L-8161
9L - 6V'96  €8VL TSL9 LTLL 89LR  S8'L9  €T6L TEL ORLL WREL SEOL ELWL BL'E® I8'8L CLBL OU'I8 OELL  8L-LL6l
9TL LIP6 8569 L6999 6TTIL 618 WV TLYL FUIL ObSL vPPL  £€69 1669 I8SL  ISCL  TI9L  S®EL  TICYL L1-9161
9L'L9 €698 1919 I86S Ov'S9 9L9L SI'19 TISL9 EL99  T6BY  BIL9  LTBY L80L VB9 LL6O  OTVL €8°CY9 8TL9 915161
9¢'0L 1€16 6089 TSOL STLL 86'9L 60'RS O0LL S8I'L9 ELLY €EEL 68€E9 19WL ¥TYL ITTL SI08 0S69  9C9L SL-bL6l
6909 VL8 vI'I9 S9LS 599 S6'1L OI'LS 99 TYLS TO09 60S9  IE9S  96T9 S99 6299  1€89  09'ES  €4°CO vi-tiel
SSIS  €€1L  8S'IS 66y TL'IS 6965 6T6b PETS ELBY SSLY 9TES 1005 €vss  I18°€S  9EES  ISCS  LL6y  11I'S¢ £L-2L61
659y 8989 ISV OTLY OI'9v [SYS €Tvy vESP IvER  L9TY  I8LYy  L69F  110S  9€8y 119 €Il 9TSH  SE0S TL 1161
€T L6V9 LZOV 6ZEh 8SEb V8IS £86E O60EY LTTY 6Ty STLY LOER  6TLY  OLVE  LTO9b  bESE  8C9 15Uy 1L-0L61
yo'Ey 6879 6vTP €9'6E EVEb  L9Cy IETY LSTP  LOOF LeWP ITSP IUIY €6’y 00'eh  98°Lb  60TS  PESY 0L-6961
SSTP  00'i9  SOLE 969€ TC6E  £9¢P 101y TEOY  LULE 06'8E SLYY  16'8E 880y 066E L6V SIPS  I8¢Ep 69-8961
Wiy zze9 STy vl'og 1T8C 001y 8ITP 806E (0LE S9LE  TLSY  TLSE ZL6E  98'8E 969 611y 89-L961
81 Ll 91 Sl 14t ¢l ct 11 01 6 8 L 9 Y 14 £ [4 I

VIANI 118M 4N ONL [vd fNd SS90 ¥dN HVIW W3 ¥v¥ %L dUdH A¥H [N1D YHE WSY ddv AvIA

93-5861 OL 89-L961 :(001 = 18-0861) SADIAN] FONI LIDITAN] 1DIA0A JLLSAWO( ALYLS / TYNOLLVN LAN 40 SELVIRLLSH T1EVIVANOD ‘A XIANBIdY



101

INTER-STATE AND INTRA-STATE VARIATIONS

VOL. 5NO. 1

€18 168 9L 8L 078 81, 0¢8 UL 61'L SL6  vE'8 WEl  66'L (Y] €98 0C6 12X} 01’ DAY
99Tl LS YLIZ 99VT  9LEE  PSEL 9p'ST  L91E  I1TE  YTSL  9L8T  SLSE  8P€T Wy  988E  06'TE  6LSY  9LLE AD
€01 s L9°1 €6'1 LLe L60 117 6CT 1€T veL ov'e 08y 881 $6'C g€ e YA 4 90t aiLs

869 pL0  L101 816 TLOL 009  ¥6S 606 606  TEI 898 0§12 16  00P  ODL  SOS WLy  O1'9 985861
Sl L9l vI'g 1YA 4 €99 09 isL 69°¢ 69t Ty SEP (92 6L°S el'p 86°€ I€El oSl £89  S8¥861
Sy’ €501 8v9 96 L3¢ Se'8 Le'L 89°L 89°L PTTT 6811 99°€l  ZT'8 L8°C Zror 199 99 0Tyl v8-t861
wLL 998 87'8 9L 0811 869 0S8 L66 L66  Ovel  8I'8 6Tl sL'6  IS'L 008 YOI 109 89  t8-T861
$6'6 178 6T'S s  ov8 sT8 QT L9¢ (4% L69 098 6vTt 6201 €01 SObI 8TIL Oovel €69 T8 1861

+8°9 13904 £9'9 9L WL SLL 109 11'8 Sv'L oL'L 98¢ 6€L sSL 'L Sv'L v0'9 §e'S $8'9 DAY
LLes  8yLbl Z9'8L1  10°6T1 €Tl TS9L 89651 TE6I1 LOBL  LTI6  Iv'Svl €0TS 1€96 TELO1 1166 9L6b1 65561 +0OOLl AD
19 W P8Il 066 ¥6'6 ¥6'S 096 L96 88'¢ €0°L 58 12 2% LTL 208 8¢'L S0'6 801 ¥SL aLs

LOS1T €8¢ [0TT TEIT 806 SPTL  SIIT  L6LT LTTI 0L €LLT 0901  10°ST 69¢l  EYEl  TO6  69°¢l  80°€l  08-6L61
€1 L6T  EUl- 8§71 T6'1 U6 91~ P 88€ 8.9 SLO 89 9Lt 8TV VOO  €6S 050  pI'T  6L-8L61
SY9 VT ¥SL €80 689  vIh  BES €09 9LE  OfE 180~  ZI0I 169  6v01 9%y  Sv't  T86  TLE  8LLLET
€99  €€8  P6TL 9611 YSO0L 696  69F 9901 T99 6 0301 951 SCT- VW8OI TT8 65T  BITY  LLOl  LL9L61
89°¢- 6LV 16~ 61°¢l- vESI- 00 6101~ I1€T1- 850 L1 8£'8- 689 06 S¥L 8EE L 8T CTUTE- 9L-§L61
661 99 91l €LTT 0191 669 €26l 96°SI 00°LY 9871 99TT  9pel 0681 SCII  $6'8 TELL 996  00°LL  SLvL61
CLLT  TETT €681 QTLl  S98C ¥SOT  98SI  189C S8LL  €29T 1TTT 1971 09€l  89CZ €TPT LOET OLL 09T bLEL6l
901 ¢8¢ 98¢t Ly 61Tl 686 I EPST VTTL eIl STIL 99 0901 STIL TLGL  8LLY L66 st eLTesl
€EC WS SC0l  TO6  LLS  LTE 90Nl £TS 69T  99¢ €1 06  96C 178  ¥E0-  LST  £8T  86'S  TLILG

680 oc'e YA YA SE0 69T 98§ 1TI 6v's oL §TT 8Ly 099 8¢°L 00y 6501~ 6LV  1L0L61

we  ore MOPl  LES 66 89y  9i¢ 19°¢ £8°L €£'9 9T'¢ §9°¢ LT SL'L tr9 08¢ 8¥E  0L-6961

LLe 16 €181~ LT gve g9 LT 91t 170 €C°€E €T 050 6T 97 YA o 6€9 698961
81 Ll 91 st 4! €1 Tt i o1 6 8 L 9 S 4 € 4 1

VIONI TdM ddn dNL (vd d8Nd S¥0 ddN HVIN ¥ ¥V N®L ¥YdH A¥H (ND dYHH WSY ddv  dUvIX
[QUEREEY)

98-$861 O 180861 ANV 08-6L6T OL 89-L961 SALVY HLMOND FOVHIAV TVANNY
{00t = 18-0861) SHOIAN] 2014 LIOTIdI] ‘LONA0¥] OLLSANO(] ELV.LS / TYNOLLVN LAN 40 SALVIWLLST T1GVEVINOD) “1'd XIANTddY



102

JOURNAL OF INDIAN SCHOOL OF POLITICAL ECONOMY

JAN-MAR 1993

APPENDIX-E2. COMPARABLE ESTIMATES OF NET NATIONAL / STATES DOMESTIC PRODUCT: IMPLICIT PRICE INDICES
(1980-81 = 100): RANKING OF STATES BY ANNUAL AVERAGE GROWTH RATES: 1967-68 TO 1985-86

(percent)
Ranking of States by Annual Average Growth Rates
1967-68 1o 1979-80 1980-81 10 1985-86
State Price Index State Price Index
(1980-81=100) (1980-81=100)
1 2 3 4
KER 8.25 J&K 11.98
MPR 8.05 KER 9.62
MAH 7.92 ASM 9.84
HRY 7.83 BHR 9.27
PNB 7.83 WBL 8.97
J&K 7.81 GUJ 8.89
GUJ 7.67 KAR 8.35
RAJ 7.54 ORS 8.30
INDIA 7.08 RAJ 8.20
UPR 707 INDIA 8.13
TND 7.06 APR 8.10
BHR 6.72 HPR 8.10
APR 6.71 TND 8.02
HPR 6.58a UPR 7.69
ASM 6.26b PNB 7.32
KAR 6.03 MPR 722
ORS 6.01 MAH 6.95
WBL 5.02 HRY 0.71

Note: a: 1970-71 onwards; b: 1968-69 onwards

APPENDIX-R.1: COMPARABLE ESTIMATES OF TOTAL NET NATIONAL / STATE DOMESTIC PRODUCT: AT CONSTANT 1980-81
PRICES, RANKING OF STATES BY ANNUAL AVERAGE GROWTH RATES: SELECTED PERIODS 1967-68 TO 198586

(per cent)
Ranking By Annual Average Growth Rates

State 1967-68 State 1980-81 State 1969-70 Sute 1974-75

10 0 10 o

1979-80 1985-86 1973-74 1978-79
1 2 3 4 5 6 1 8

KAR 5.87 ASM 822 RAJ 8.25 HRY 837
J&K 557 TND 6.76 J&K 7.21 PNB 813
GUJ 5.00 BHR 5.92 KAR 6.74 GuJ 175
MAH 494 MAH 5.81 APR 522 RAJ 734
WBL 4.84 PNB 5.63 GuJ 5.06 WBL 6.67
HRY 4.16 HRY 5.62 ORS 4.85 J&K 628
PNB 376 MPR 5.48 HRY 4.81 TND 6.09
ORS 371 RAJ 5.35 MAH 4.77 ORS 589
RAJ 3.39 APR 522 ASM 4.67 MAH 5.55
INDIA 3.04 INDIA 4.94 HPR 4.10b HPR 536
TND 2.98 ORS 476 KER 3.40 BHR 526
HPR 2.64a KAR 431 INDIA 3.3 INDIA 4.85
APR 2.59 J&K 364 MPR 2.86 KAR 483
KER 245 WBL 352 UPR 2.84 UPR 433
ASM 2.69% UPR 321 TND 2.1} MPR 3.80
BHR 1.98 G 220 WBL. 2.08 APR 3.46
UPR 1.85 KER 1.97 PNB 0.91 ASM 2.35
MPR 0.79 HPR 195 BIH 0.36 KER .17

Note: a: Covers from 197071 10 1979-80; b: Covers from 1970-71 1o 1973-74; ¢: Covers from 1968-69 10 1979-80



VOL.5NO. 1 INTER-STATE AND INTRA-STATE VARIATIONS 103

APPENDIX-F.2: COMPARABLE ESTIMATES OF PER CAPITA NET NATIONAL / STATE DOMESTIC PRODUCT: AT CONSTANT
1980-81 PRICES, RANKING OF STATES BY ANNUAL AVERAGE GROWTH RATES: SELECTED PERIODS 1967-68 TO 1985-86

(per cent)
Ranking by Annual Average Growth Rates
1967-68 1980-81 1969-70 197475
State to State to State to State to
1979-80 1985-86 1973-74 1978-79
1 2 3 4 5 6 7 8

KAR 3.46 ASM 5.65 RAJ 5.46 PNB 5N
J&K 2.83 TND 5.05 KAR 450 HRY 5.46
WBL 2.59 BHR 3.67 J&K 441 GUJ 5.01
MAH 2.54 MAH 3.60 ASM 337 WBL 471
GuJ 2.40 PNB 3.52 GUJ 2.56 RAJ 4.44
ORS 1.66 APR 3.23 ORS 2.52 TND 4.14
PNB 1.60 MPR 3.19 MAH 243 ORS 4.08
HRY 1.41 ORS 291 APR 231 J&K 3.55
TND 1.15 HRY 2.78 HRY 215 HPR 323
INDIA 0.74 RAJ 2.50 HPR 192c MAH 3.09
RAI 0.63 INDIA 246 KER 1.10 BHR 3.01
APR 0.50 KAR 2.05 INDIA 0.93 INDIA 2.54
HPR 0.48a WBL 1.49 MPR 0.10 KAR 227
ASM 0.46¢ J&K 127 TND -0.28 UPR 183
KER 043 UPR 1.04 WBL -0.40 MPR 1.67
BIIR -0.12 KER 0.19 PNB -0.96 APR 115
UPR -0.23 GuJ 0.10 BHR -1.61 KER 049
MPR -1.57 HPR 0.04 UPR 1.84 ASM -065

APPENDIX F.3: COMPARABLE ESTIMATES OF NET NATIONAL / STATE DOMESTIC PRODUCT: AT CONSTANT 1980-81 PRICES:
RANKING OF STATES BY ANNUAL AVERAGE GROWTH RATES, IN AGRICULTURE. SECTOR SELECTED PERIODS: 1967-68 TO
1985-86

(per cent)
Ranking by Annual Average Growth Rates
1967-68 1980-81 1969-70 1974-75
State to State to State 1o State 1o
1979-80 1985-86 1973-74 1978-19
1 2 3 4 5 6 7 8

GuUJ 1.56 TND 9.42 RAJ 15.40 GUJ 10.26
KAR 5.84 PNB 6.51 GUJ 13.70 HRY 8.06
MAH 4.38 WBL 550 KAR 9.00 BHR 5.65
RAY 4.11 RAJ 523 APR 7.34 UPR 5.64
PNB 3.39 BHR 5.01 TND 6.41 RAJY 5.57
J&K 312 ORS 4.68 ORS 6.25 PNB 5.35
ORS 312 HRY 439 J&K 5.46 ORS 5.25
WBL 2.57 INDIA 3.14 MAH 398 HPR 5.14
TND 2.17 ASM 297 HPR 3.89b WBL 5.14
HRY 2.14 MPR 292 HRY 343 MAH 4.61
HPR 2.08a APR 252 INDIA 2.72 INDIA 3.53
APR 2.96 KAR 235 ASM 266 MPR 3.17
ASM 1.70¢ MAH 176 PNB 256 J&K 3.02
INDIA 1.43 J&K 1.45 KER 212 APR 1.82
KER 0.19 UPR 0.96 MPR 1.86b ASM 1.28
BHR 0.12 KER 0.19 WBL -0.16 TND 1.22
UPR 0.01 HPR 0.14 UPR -022 KAR 1.16
MPR -1.39 GUJ 2.1 BHR <221 KER 224

Note : a: Covers from 1970-71 to 1979-80; b: Covers from 1970-71 to 1973-74; ¢: Covers from 1968-69 to 1979-80
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APPENDIX F.4: COMPARABLE ESTIMATES OF NET NATIONAL / STATE DOMESTIC PRODUCT: AT CONSTANT 1980-81 PRICES:
RANKING OF STATES BY ANNUAL A VERAGE GROWTH RATES, IN MANUFACTURING SECTOR SELECTED PERIODS : 1967-68 TO
1985-86

(Per cent)
Ranking by Annual Average Growth Rates

1967-68 1980-81 - 1969-70 1974-75
State to State 1o State to State 10

1979-80 1985-86 1973-74 1978-79

1 2 3 4 5 6 7 8

WBL 9.66 ASM 27.57 ASM 12.02¢ WBL 1253
HRY 6.87 J&K 10.59 J&K 11.43 TND 1133
J&K 6.83 APR 8.51 KER 794 KAR 854
KAR 6.34 BHR 8.51 RAJ 6.62 PNB- 830
KER 5.89 MAH 7.83 WBL 6.28 UPR 771
MAH 552 HRY 7.03 MPR 6.02 J&K 728
ORS 5.10 MPR 6.85 KAR 6.00 GuJ 6.96
APR 4.88 PNB 6.43 HRY 599 APR 6.96
RAJ 478 INDIA 6.11 MAH 546 HRY 692
UPR 472 UPR 5.69 GuJ 4.18 MAH 690
TND 4.69. TND 5.56 ORS 3.47 RAJ 6.87
GUJ 447 RAJ 5.35 INDIA 343 ORS 6.65
ASM 4.45¢ KAR 4.64 UPR 3.11 INDIA 637
INDIA 412 HPR 3.73 APR 277 BHR 537
BHR 334 ORS 3.51 BHR 192 KER 4.69
MPR 334 GUJ 3.33 HPR 0.77 MPR 3.00
PNB 1.15 WBL 2.46 TND -223 ASM 293
HPR -0.16a KER -0.03 PNB -4.02 HPR 2383

NOTE: a: Covers from 1970-71 to 1979-80; b: Covers from 1970-71 1o 1973-74; c: Covers from 1968-69 to 1979-80; d:
Includes Manufacturing and Mining & Quarrying Sectors

APPENDIX F.5; COMPARABLE ESTIMATES OF NET NATIONAL / STATE DOMESTIC PRODUCT: AT CONSTANT 1980-81 PRICES:
RANKING OF STATES BY ANNUAL AVERAGE GROWTHRATES, IN TRANSPORTATION SECTOR SELECTED PRIODS : 1967-68 TO

1985-86
(per cent)
Ranking by Annual Average Growth Rates
1967-68 1980-81 1969-70 1974-75
State o State to State 10 State 1)
1979-80 1985-86 1973-74 1978-79
1 2 3 4 5 6 7 8
J&K 18.39¢ ASM 11.46 J&K 22.97 ORS 2257
HRY 9.64 MPR 8.79 UPR 11.79 J&K 1851
HPR 9.57 GUJ 8.54 HRY 10.62 RAJ 1755
PNB 9.39 HRY 7.84 KAR 8.64 HPR 1670
KAR 8.62 MAH 7.7 BHR 5.28 PNB 1632
ORS 8.50 APR 7.55 PNB 5.05 HRY 1476
GUJ 7.5 BHR 7.45 MPR 4.86 GUJ 11.84
BHR 6.30 ORS 7.25 MAH 4.08 KAR 10.24
MAH 4.85 J&K 6.63 HPR 3.92 TND 871
INDIA 4.65 INDIA 6.15 ASM 374 KER 836
WBL 4.39 RAJ 6.15 INDIA 354 MPR 127
MPR 4.28 TND 5.45 WBL 2.50 INDIA 7.09
UPR 4.26 HPR 5.26 KER 228 BHR 630
RAJ 4.11 KAR 5.24 TND - 095 MAH 440
KER 3.79 KER 4.63 APR -0.01 APR 4.19
ASM 3.53 UPR 4.16 RAJ .24 ASM 3.64
TND 2.51 WBL 3.86 GuUJ -0.57 WBL 203
APR 2.09 PNB 2.69 ORS -3.78 UPR -1.15

NOTE: a: Covers from 1970-71 1o 1979-80; b: Covers from 1970-71 to 1973-74; c: Covers from 1968-69 to 1979-80; d:
Includes Manufacturing and Mining & Quarying Sectors
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APPENDIX G.1: COMPARABLE ESTIMATES OF TOTAL NET NATIONAL / STATE DOMESTIC PRODUCT: AT CONSTANT 1980-81 PRICES
A VERAGE GROWTH RATES AND DISPARITY MEASURE: SELECTED PERIODS: 1967-68 TO 151586

Total Period of Study

Fourth Plan

Fifth Plan

STATES 1967-68 10 1979-80 1980-81 1o 1985-86 1969-70 TO 1973-74 1974.75 TO 1978719
AVG(%) STD cv AVG(%) STD CV  AVG(%) STD CV  AVG(%) STD Ccv
1 2 3 4 5 6 7 8 9 10 11 12
Andhra Pradesh 2.59 7.43 286.87 522 526 100.76 4.26 798 18745 346 694  200.52
Assam 2.65¢ 4.28c  161.53¢ 822 6.87 83.55 4.62 2.58 55.86 232 4402  1712.9
Bihar 1.98 5.51 278.13 59 3.07 51.96 0.36 604 1667.51 5.26 275 52.20
Gujarat 5.00 12.89 257.96 220 704 32072 5.06 1474 29146 7.75 1192 153.93
Haryana 4,14 10.11 244.14 5.62 3.15 55.93 4.81 1149 238.83 8.37 5.94 70.95
Himachal Pradesh 2.64 8.64a 327.17a 1.95 550 281.55 4.10b 1.08b  26.33b 5.3% 178 145.27
Jammu & Kashmir 5.57 8.4 149.76 3.64 331 90.95 721 747 103.57 628 968 154.11
Karnataka 5.87 6.62 112.93 431 3.86 89.54 6.74 6.07 90.08 4.83 730 15120
Kerala 245 2.59 105.52 1.97 475 240.83 3.48 3.19 91.81 2.17 112 51.76
Madhya Pradesh 0.79 823 1,038.58 548 322 5867 2.86 431 150.62 3.8 778  204.68
Maharashtra 4.94 513 103.81 5.81 170 2929 4.7 740 15506 5.55 272 4891
Orissa 7 13.03 350.87 4.76 1173 246.41 4.85 839 17323 5.89 1330 225.66
Punjab 3.76 4.96 131.87 5.63 427 7586 0.91 2.89 317.88 8.13 375 4617
Rajasthan 3.39 16.14 475.69 535 9.37 17500 8.25 17.00  206.00 7.4 1005 136.85
Tamil Nadu 2.98 8.60 288.50 6.76 7.19  106.35 2.1 296 14028 6.09 1133 185.90
Uttar Pradesh 1.85 731 394.92 321 229 7137 2.84 753 26553 4.33 366  84.67
‘West Bengal 4.84 4.45 91.91 3.52 275 71803 2.08 247 11913 6.67 524 78.60
India 3.04 4.13 135.92 4.9 205 4159 323 2.83 87.58 4.85 351 72.35
APPENDIX G.2: COMPARABLE ESTIMATES OF PER CAPITA NET NATIONAL / STATE DOMESTIC PRODUCT: AT CONSTANT 1980-81 PRICES
ANNUAL A VERAGE GROWTH RATES AND DISPARITY MEASURE; SELECTED PERIODS: 1967-68 TO 1985-86
Suates Total Period of Smdy Fourth Plan Fifth Plan
1967-68 10 1979-80 1980-81 to 1985-86 1969-70 TO 1973-74 1974-75 TO 1978-79
AVG(%) STD Ccv AVG(%) STD CV  AVG(%) STD CV  AVG(%) STD Ccv
1 2 3 4 5 6 7 8 9 10 11 12
Andhra Pradesh 0.50 7.16 1,426.75 333 323 5.11 2.31 787 34132 1.15 6.47 560.66
Assam 043¢ 591c 1,377.63c 5.87 5.65 6.55 332 602 181.00 -0.68 3.87 -567.62
Bihar 0.12 548 -4,383.31 429 3.67 3.00 -1.61 594 -368.44 3.01 301 10007
Gujarat 2.40 12.62 525.31 -9.01 0.10 6.81 2.56 1435 560.87 501 1179 23536
Haryana 1.41 9.85 697.46 mn 2,78 3.10 2.15 1111 516.54 5.46 595 109.07
Himachal Pradesh 0.48 859a 789.77a 6.42 0.04 541 1.92b 107b  55.38 3.3 7162 236.02
Jammu & Kashmir 2.83 8.2 290.22 0.21 .27 3.19 441 754 17113 3.55 943 26592
Kamataka 3.46 6.62 191.38 -4.34 2.05 3N 4.5 589 130.92 227 735 323.57
Kerala 0.43 2.5 584.01 347 0.19 4.65 1.10 3.14 28484 049 138 284.30
Madhya Pradesh -1.57 792  -505.01 1.86 3.60 1.62 0.10 425 4,313.16 1.67 731 43691
Maharnshira 2.54 4.9 195.18 634 3.19 3.16 .2.43 12 291.64 3.09 248 80.22
Orissa 1.66 12.90 775.55 nn 29 11.50 2.52 819 32494 4.08 1341 32841
Punjab 1.60 498 310.77 3.15 352 4.14 0.96 313 -324.81 sn 39 69.54
Rajasthan 0.63 1580 2504.33 -1.68 2.50 9.07 5.46 1662 304.54 4.4 9.82 221.12
Tamil Nadu 1.15 8.63 749.91 4.18 5.05 .11 0.28 311 109218 414 1129 272.56
Untar Pradesh 0.23 786 -3,410.10 129 1.04 227 -1.84 641 -341.77 1.83 3154 19335
West Bengal 2.59 429 165.58 4.04 1.49 2.69 0.40 256 -641.22 4.7 462 9825
India 0.74 409 554.99 1.68 2.46 1.93 0.93 285 307.20 254 337 13258

Note: a: Covers from 1970-71 to 1979-80; b: Covers from 1970-71 to 1973-74; ¢: Covers from 1968-69 to 1979-80
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APPENDIX G.3: COMPARABLE ESTIMATES OF NET NATIONAL/STATE DOMESTIC PRODUCT IN AGRICULTURE SECTOR AT CONSTANT 1980-81 PRICES
ANNUAL A VERAGE GROWTH RATES AND DISPARITY MEASURE: SELBCTED PERIODS :1967-68 TO 1985-86

States Total Period of Study Fourth Plan Fifth Plan

1967-68 to 1979-80 1980-81 to 1985-86 1969-70 TO 1973-74 1974-75 TO 1978-79

AVG@®%) STD CV  AVG(%) STD CV AVG(%) STD CV  AVG®) STD  CV

1 2 3 4 5 6 7 8 9 10 11 12
Andhra Pradesh 1.96 13.56 691.36 253 9.68 38215 134 13.62 18570 1.8 1254 687.17
Assam 1.70¢ 468¢c 275.%4c¢ 297 743 24988 2.66 2.5 94.99 1.28 626  487.50
Bihar 0.12 892 7438.% 5.01 6.35 12695 221 7.51 -340.31 5.65 616 109.01
Gujarat 7.5 3364 445.05 277 1770 63833 1370 3610 26345 10.26 3402 331.41
Haryana 2.14 13.90 650.53 4.39 435  99.10 3.43 1595 464.69 8.06 614  76.12

Himachal Pradesh 2.08 991a  476.65a  0.14 12.37 881516 3.89b 429b 110.31b 5.4 825 160.48
Janmu & Kashmir .1 1076 344.87 145 505 34742 5.46 866 1358.51 3.02 1354 448.78

Karnataka 5.8 12.86 220.12 235 6.66 28327 9.00 12.86 142.84 1.16 1324 1,140.46
Kerals 0.19 512 2713735 0.19 5.56 2871.84 2.12 584 27481 24 370 -165.04
Madhya Pradesh -1.39 1374 99055 292 6.38 21824 1.86 717 38547 3.17 1339 42.4
Maharashtra 4.38 12.87 293.64 1.76 6.49 36837 3.98 1835 460.51 4.61 677 147.03
Orissa 3.1 1890 606.10 468 - 17.86 38171 6.25 1156 184.84 525 2063  393.11
Punjab 3.39 3.68 108.63 6.51 6.59 10124 2.56 273 106.92 535 384 7183
Rajasthan 4.11 2813 684.06 523 14.58 27881 1540 3458 22448 5.57 12.83  230.24
Tamil Nadu .17 1541 711.53 9.42 1998 21216 6.41 693 108.04 1.2 2142 1,756.96
Uttar Pradesh 0.01 1145 -94,62745 0.96 2.14 22415 0.22 1043 4749.50 564 5.13 90.96
West Bengal 2.57 114 277.61 5.50 11.65 21198 0.16 671 -4179.88 514 133 142.56
India 1.43 154 528.10 .4 4.8 15336 wn 547 20108 3.5 733 207.33

APPENDIX G4: COMPARABLE ESTIMATES OF NETNATIONAL/STATE DOMESTIC PRODUCT: IN MANUFACTURING SECTOR AT CONSTANT 1980.81 PRICES
ANNUAL AVERAGE GROWTH RATES AND DISPARITY MEASURE: SELECTED PERIODS: 1967-68 TO 19258

States Total Period of Study Fourth Plan Fifth Plan

1967-68 to 1979-30 1980-81 to 1985-86 1969-70 TO 1973-74 1974-75 TO 1978-79

AVG(%) STID CV  AVG(%) STD Ccv AVG(%) STD CV  AVG(%) STD cv

1 2 3 4 5 6 1 8 9 10 11 12
Andhra Pradesh 4.88 398 81.61 8.51 2.38 21.99 2mn 493 178.12 6.96 194 279
Assam 445c 1484c  33329¢c 2157 33.66 1209 1202 1442 119.98 293 5.85 20004
Bihar 334 413 123.58 8.51 11.51 135.29 1.9 342 1.4 537 3.19 5948
Gujarat 4.47 562 12512 3.33 1.7 23225 4.18 569 13626 6.96 481 69.10
Harysna 6.87 719 104.57 7.03 6.56 93.25 5.99 727 12143 692 7.90 114.09

Himachal Pradesh  0.16a 15732 -10014.13a 373 1325 355.26 077b  663b 85671b 283 18.61 657.30
Jammu & Kaghmir  6.83 1793 262.54 10.59 8.2 8229 1143 2041 178.48 728 16.32 22422

Karmataka 6.34 4.55 7118 4.64 4.96 106.83 6.00 558  93.00 8.54 123 1445
Kerala 5.89 6.36 10793 .03 5.84 -22030.32 794 893 11246 4.69 247 5260
Madhya Pradesh 3.3 4.80 143.86 6.85 3.90 56.92 602 486  80.68 3.00 2.69 8956
Maharashtra 5.5 497 9009 1.83 4.18 33.39 .46 609 11140 6.90 3.5% 5154
Orissa 5.10 671 13143 3.51 4.12 117.36 347 644 18533 6.65 6.10 9181
Punjab 1.15 1130 98229 6.43 5.60 87.02 402 1202 29922 830 8.44 10175
Rajasthan 4.78 6.51 136.10 5.35 8.96 167.39 6.62 645 9745 6.87 3.69 5366
Tamil Nadu 46 1L16 237.89 5.56 4.9 89.16 223 647 -289.82 1133 12.83 11328
Uttar Pradesh L%/ 562 11901 5.69 575 101.15 3.11 384 123.4 171 6.45 8365
West Bengal 9.66 693 7173 2.46 5.85 237.55 628 393 6257 12.53 891 7106
Indis 4.12 189 9435 6.11 1.92 3137 343 275 80.00 6.37 2.8 43535

Note: a: Covers from 1970-71 to 1979-80; b; Covers from 1970-71 to 1973-14; c: Covers from 1968-59 1o 1979-80
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APPENDIX H.1: PER CAPITA ANNUAL CONSUMPTION EXPENDITURE BY STATES AND ALL INDIA: (RURAL - URBAN COMBINED)

®Rs)

Sute 1966-67 1967-68 1968-69 196970 1970-71  1972-73 197374 1977-78 1983 1986-87  1987-88

AT CURRENT PRICES

APR 36774 387.87 406.89 444.44 446.61 516.65 643.09 896.83 1,498.91 1,898.40 2,154.40
ASM  464.62 51513 469.24 47575 508.49 520.76 647.14 748.86 1,409.14 1,785.55 2,004.01
BHR  359.16 412.49 37379 419.53 419.06 517.45 687.42 72457 1,197.13 1,53926 1,731.17
GuUJ 37813 41231 433.00 44531 480.58 640.36 696.06 953.54 1,548.64 207217 2,256.33
J&K 43024 453.89 458.77 468.94 540.57 580.36 634.65 91149 1,620.10 221822 2,667.65
KAR  366.14 401.20 407.85 414.76 47292 574.03 670.45 85236 1,583.99 1,839.17 2,086.69
KER 31524 35436 43775 39797 45519 538.19 691.39 90843 181641 244690 2,679.31
MPR 37410 396.87 39849 42728 428.54 531.12 635.32 78826 132272 1,69864 197891
MAH 41710 438.89 45743 50541 536.87 625.20 732.87 1,056.88 164698 12,1849 247569
ORS 32819 37815 357.09 369.42 370.10 44834 541.52 67225 126900 155440 1714385
PNB  549.00 564.24 659.42 660.43 71835 904.47 92610 139432 209978 272266 3,038.60
RAI 45020 47370 503.93 506.50 464.19 649.33 77810 127273 161294 209463 2313.57
TIND 36590 39545 42576 426.26 412.84 51236 63594 84728 155574 200764 225025
UPR 40700 43392 41020 42218 437.87 525.06 632.19 83363 132750 179693 1968.65
WBL 40486 44867 42829 472717 481.68 550.74 67042 82864 146663 201101 213057
IND  401.84 42704 42911 45329 46543 559.08 679.90 89830 150124 194606 2,189.61

AT CONSTANT (1980-81) PRICES

APR 83596 84670 87096 88477 899.97 912.07 97010 103086 115734 126558 132645
ASM 1,044.77 995.35 88135 103314 102492 99230 108256 96315 107055 1,176.21 1227.36
BHR  728.65 68026  807.54 903.91 83201 95259 94990 88387 87819 105444 106692
GUl  909.97 888.04 95649 937,01 973.08 1087.04 102019 116645 116608 128857 12899
J&K 96632 1,003.16 112875 113221 121392 113238 101512 104417 117732 134295 14817
KAR  808.66 847.03 866.23 907.68 98037 107372 99607 103003 115479 1,195.71 124107
KER 756.27 771.38 869.51 76345 825.23 94449 99113 1,078.07 1207.04 1,392.58 1420.56
MPR  850.24 76179 875.95 897.62 89812 98320 949.94 96048 105294 1,154.13 1242.06
MAH 99222 97245 1,021.82 1,101.88 1,110.28 1,112.30 111823 129320 121853 1,318.80 1418.99
ORS 76045 809.90  721.09 75630 75873 81232 88392 82529 89277 1,064.58 1,056.36
PNB 143053 125157 1441.15 1439.00 154529 1,716.37 1,537.14 176292 1723.49 1,864.96 1,900.15
RAJ L174.77 1,113.35 1,163.98 1,098.39 1,043.76 1253.24 120877 161835 1376.05 1,435.10 1,453.66
TND NA NA 998.33 90470 90995 1,017.59 1,096.07 93774 1,101.59 124534 1,273.90
UPR 95897 807.17 989.90 97217 1,020.13  1,040.39 1,001.90 1,100.89 1,097.74 1288.54 1,246.06
WBL  899.21 842.18 843.65 978.86 945.06 1,026.40 1,061.41 997.37 1,107.15 1,282.81 1,273.88
IND 913.45 852.61 926.39 961.27 964.16 1,034.67 1,044.56 1,100.96 1,131.51 1,281.11 1,317.00
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(Rs)

States 1966-67 1961-68 1968-69 1969-70 1970-71 1972-73 1973-74 1977-78 1983 1986-87 1987-88
AT CURRENT PRICES
APR 34968 36552 37764 41448 41220 47748 608.04 83592 138480 1,691.16 192156
ASM 44196 49836 45084 45228 48324 500.04 62436 707.40 1,35.00 167640 184320
BHR 34824 40032 35736 403.80 397.80 49440 67212 689.40 112500 1,409.28 1638.84
GUJ 34788 37620 41436 41256 439.68 62040 653.88 843.60 1352.64 183252 193440
J&K 43152 44964 45744 46488 53844 577.68 62688 87432 1551.24 2,071.08 248832
KAR 35148 38316 37452 37296 429.60 53436 627.84 779.28 140208 155004 1,789.56
KER 29472 34248 43344 37284 43344 50628 664.20 890.64 174240 2,349.36 253764
MPR 35484 38124 37356 404.16 39456 488.64 604.68 719.16 1,206.24 1464.00 170376
MAH 34236 36792 38448 39864 43668 498.60 627.24 922.44 1,325.28 1,633.32 192924
ORS 31440 36288 33840 34440 34632 41952 S11.92 629.64 1,185.00 1,370.28 1530.12
PNB 55200 55692 67872 64620 69588 89544 906.12 1,372.68 2,046.24 253992 2930.28
RAJ 44568 46104 49272 49512 42468 62376 768.12 1,304.88 1524.00 1,886.88 2,134.08
TND 34308 35532 36024 384.96 359.76 45240 57288 759.96 1,346.76 1,679.64 1851.48
UPR  397.80 42168 397.08 408.00 42096 50544 615.84 804.00 1253.88 1,665.24 1,784.04
WBL 34776 39156 35820 39432 399.84 461.40 570.00 711.24 1,255.08 1,668.24 1,798.44
IND 37080 40080 39948 41640 42372 507.84 636.12 826.68 1,349.40 1,691.16 1,897.20
AT CONSTANT (1980-81)PRICES

APR 760.27 76988 78076 793.64 81235 82097 89091 942.16 1,085.30 1,187.34 1,250.13
ASM 979.15 95163 83312 98035 96890 950.31 1,043.20 915.06 1,031.80 1,122.26 1,145.93
BHR  689.85 63562 76630 86538 78429 90604 91076 843.50 823.94 99535 1,031.40
GUJ 809.35 78451 90262 844.88 864.20 996.14 92791 1,023.09 1,041.90 1,186.97 1,144.58
J&K 924.69 958.04 111390 1,117.50 1,201.88 1,105.26 955.61 964.32 1,112.27 126491 1401.08
KAR 72834 76838 76337 79494 86151 97227 890.43 92277 1,021.44 1,068.70 1,119.98
KER 68644 741.37 83950 68603 748.85 86255 947.39 1,033.93 1,134.87 1,328.06 1,335.98
MPR 78028 70850 80874 83209 82037 89230 887.99 878.04 97427 1,056.49 1,134.04
MAH 75794 77002 82728 84822 87565 819.59 896.39 1,100.61 1,011.12 1,095.55 1,187.94
ORS 72580 77201 67370 69846 70898 75548 83211 77193 829.50 973.32 969.45
PNB 1450.29 1220.61 148756 140898 1,509.52 1,698.53 1,503.09 1,759.53 1,710.59 1,784.69 1,886.62
RAJ 1,15.51 107401 1,12858 105729 95670 1,195.05 1,175.11 1,666.67 1,340.86 1,338.44 1386.64
TND NA NA 779.12 74200  769.14 89044  973.11  764.07 950.65 1,101.99 1,109.10
UPR 924.73 75494 96341 94350 994.18 1,00635 97655 1,081.75 1,062.45 1,253.16 1,175.24
WBL 72297 66666 66427 79875 76668 855.65 893.45 84876 935.39 1,098.26 1,103.08
IND 809.20 761.13 84382 865.67 867.20 92441 95539 1,007.84 1,025.03 1,167.85 1,191.41
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APPENDIX H:3: PER CAPITA ANNUAL CONSUMPTION EXPENDITURE BY STATES AND ALL INDIA: (URBAN)
(Rs)
STATES 1966-67 1967-68 1968-69 1969-70 1970-71 1972-73 1973-74 197778 1983 1986-87 1987-88
AT CURRENT PRICES
APR 44808 48588 53328 57216 591.24 675.84 78360 111864 184176 246252 276336
ASM 72528 70440 671.16 72624 77088 72900 873.00 113316 184812 263712 323916
BHR 46740 530.76 529.68 565.80 612.24 718.92 820.32 997.68 166236 2301.84 223776
GUJ 46020 509.04 48252 53088 58596 69096  801.12 121104 - 196332 254940 288780
J&K 42504 47412 46536 48744  550.08  592.56 668.52 106044 186348 270744 324972
KAR 41448 45996 514.80 54720 608.52 694.68 798.00 1,051.08 199584 243492 267336
KER 425.40 417.72 460,68 52932 571.56 699.24 827.16 99276 211632 280680 319464
MPR 480.96 482.40 53220 549.24 604.44 742.56 786.00 1,090.92 173844 245532 283176
MAH 5931.52 604.08 62472 746.40 759.60 898.08 95736 1323.96 221220 2917.68 335436
ORS 50376 56652 57912 65592 633.00 74820 841.08 1,043.88 1817.04 260328 270240
PNB 53928 58812 59688 70644  790.68 93456  989.88 1459.92 222240 311460 323940
RAJ 472.68 53520 557.88 560.64 649.56 766.44 825.12 1,148.16 1919.04 275352 285444
TND 423772 49464 58416 52440 53628 64824 77736 1,033.68 1964.88 262140 298548
UPR 46644 51204 49296 51060 54204 64260 72972  990.00 162576 226092 260076
WBL 579.72 623.28 64224 71184 730.68 818.76 969.12 1,165.56 2,039.40 291144 299340
IND 53448 537.00 55248 60468 63420 75996 84924 1,153.80 1968.36 2,671.80 2999.16
AT CONSTANT (1980-81)PRICES

APR  1,171.42 1,182.84 126032 127297 126815 1281.34 128540 1,352.52 1,372.41 1,469.28 1,513.07
ASM 1,797.96 148690 140924 159657 160696 141416 147270 1,409.24 1,390.50 1,594.30 1,850.34
BHR 1,111.12 1,111.27 1,19837 125718 126551 1,359.19 128556 1,240.97 1,228.23 1,393.90 1,251.68
GUI  1,182.53 1,165.07 1,099.32 117751 125353 131571 1,249.34 1,502.08 1,428.38 1488.45 1558.18
J&K 1,161.42 1,211.56 1,197.41 119881 126731 124978 1,267.43 1,362.14 1,408.27 1,601.15 1,764.66
KAR 107224 1,102.27 119597 126482 135236 1,381.11 1,309.60 1,320.73 1456.72 1451.47 147276
KER  1,130.90 969.16 1,028.02 1,167.97 122068 135731 120928 1284.11 1,501.60 1,632.83 1,730.38
MPR 1,237.26 1,090.67 123605 124286 130059 143504 125254 1,7321.69 1,332.35 1,459.28 1,564.45
MAH 1,544.66 1443.15 1467.68 167436 163188 174273 1,588.82 1,675.28 1,582.46 1,683.78 1,78.80
ORS 1,200.94 1276.14 128263 141820 130886 1403.04 140740 129040 17306.68 1,571.74 1,507.72
PNB  1,366.18 1,352.51 1290.81 153607 166043 177566 164568 1,778.65 1747.27 2,028.94 1,902.16
RAJ  1264.86 1304.18 1334.05 129350 145220 1,519.10 1,361.96 1.429.89 149297 1,734.90 1,644.85
TND 1,157.85 1,289.62 1527.49 129036 123730 130571 1,371.67 1,307.60 17397.13 1,512.01 1,575.91
UPR  L,179.50 1,139.37 1,157.09 1,150.98 1180.05 124501 1,053.28 1,206.37 1,236.00 1,392.14 1472.74
WBL  1,438.84 1,378.75 1,391.16 1,527.73 148277 153862 156093 142381 1 57221 1,767.11 1,717.03
IND 1,358.25 1,237.99 1269.88 135350 135648 146659 138835 143295 1,458.75 1,598.51 1,659.02
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APPENDIX L1. COST OF LIVING INDICES (BASE -1980-81 = 100)
(RURAL URBAN - COMBINED)

State 1966-67 1967-68 1968-69 1969-70 1970-71 1972-73 1973-74 1977-78 1983 1986-87 1987-838

APR 43.99 4581 46.72 50.23 49.63 56.65 66.29 87.00 129.51 15000 16242
ASM 44.47 5175 53.24 46.05 49.61 52.48 59.78 7175 13163 15181 163.28
BHR 49.29 60.64 46.29 4641 50.37 54.32 72.37 81.52 13632 14598 16226

GuJ 41.55 4643 4527 47.52 49.39 58.91 68.23 81.75 13281 160.81 175.59
J&K 4.52 45.25 4064 4142 44.53 51.25 62.52 87.29 137.61 16518 17938
KAR 45.28 471.37 4708 45.69 48.24 53.46 67.31 8275 13717 15381 168.14
KER 41.68 4558 50.34 5213 55.23 56.98 69.76 84.26 15048 17571 188.61

MPR 44.00 51.69 4549 47.60 47.72 54.02 66.88 82.07 12562 147.18 15932
MAH 42.04 4513 4477 4587 48.35 56.21 65.54 81.73 13516 16064 17447

ORS 43.16 46.69 49.52 48385 48.78 55.19 61.26 81.46 14214 14601 16234
PNB 38.38 45.08 4576 4589 46.49 52.70 60.25 79.09 121.83 14599 15991
RAJ 38.32 42.55 4329 46.11 44.47 51.81 64.37 78.64 11721 14596 159.16
TND NA NA 42.65 47.12 4537 50.35 58.02 90.35 14123 16121 17664
UPR 42.44 53.76 4144 4343 4292 50.47 63.10 75.72 12093 13945 15799
WBL 45.02 53.28 50.77 4830 50.97 53.66 63.16 83.08 13247 15677 16725
IND 43.99 50.09 4632 4715 48.27 54.03 65.09 81.59 13268 15190 16626

AVGTS * 41.55 45.95 4342 45,07 46.69 54.18 61.59 79.39 13246 15869 17230
AVGBS ** 44.68 51.67 48.80 49.04 50.34 5543 67.31 82.63 13133 14896 163.07

APPENDIX 11.1. ANNUAL AVERAGE GROWTH (PER CENT) OVER PREVIOUS PERIOD

State  1967-68 1968-69 1969-70 1970-71 1972-73 1973-74 1977-78 1983 1986-87 1987-88 AVG  STD cv

APR 414 1.98 752 -1.21 7.07 1703 7.81 8.14 527 828 6.60 4.55 68.83
ASM 16.38 2.87 -13.51 1.74 2.89 1391 752 1155 511 7.56 6.20 7.80 12586
BHR 2302 -23.66 027 8.52 3.92 3322 3.16 1121 236 1115 732 14.18 193.84
GuJ 1173 -2.50 498 392 9.64 1582 495 1041 7.03 9.19 152 4.78 63.63
J&K 162 -10.17 191 1.52 7.55 2199 9.91 9.61 6.68 8.60 652 7.68 117.87
KAR 461 060 -295 5.57 541 2590 574 1096 4.05 931 6.80 745 109.57
KER 936 1044 354 5.96 158 2242 520 1310 5.59 734 845 5.65 66.82
MPR 1748 -11.99 4.64 0.24 6.61 2381 5.68 8384 372 825 693 9.02 13014
MAH 736  -0.81 246 542 8.12 16.60 6.17 1090 6.28 8.61 711 4.43 62.33
ORS 8.19 6.06 -136 -0.14 657 1100 824 1242 091 1118 631 4.69 74.38
PNB 1747 1.49 0.30 1.29 6.68 1433 7.82 9.01 6.61 9.54 145 5.30 71.05
RAJ 11.02 1.76 651  -3.56 825 2424 5.54 8.17 8.17 9.04 192 6.74 85.19
TND NA NA 1048 371 549 1523 13.93 938 4.72 9.57 8.14 5.61 68.97
UPR 2666 -22.9 480 -1.16 879 2503 5.00 9.95 511 1329 146 1317 176.69
WBL 1833 471 -486 5.53 264 17172 7.88 991 6.11 6.69 6.52 742 11369
IND 1385 -7.52 1.80 2.37 597 2046 834 1043 4.83 945 6.80 7.15 10514

AVGTS* - 10.61  -551 379 3.6 802 13.69 722 1114 6.60 8.58
AVGBS@ - 15.65 -556 0.50 265 506 21.43 569 9.82 447 9.47

Notes: * Average price index of the top 5 States arranged in descending order of PCCE at constant (1980-81) prices.

** Avenge price index of the bonom 5 States aranged in descending order of PCCE at constant (1980-81) prices.

$ Annual Growth in average price index over previous period, of the top 5 States aranged in descending order of PCCE at constant (1980-81)

'(@i 9:;3.1\;:)! Growth in average price index over previous period, of the bottom S States aranged in descending order of PCCE at constant
prices.
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APPENDIX 1.2. COST OF LIVING INDICES (BASE -1980-81 = 100)
(RURAL)
States  1966-67 1967-68 1968-69 1969-70 1970-71 1972-73 1973-74 1977-78 1983-84 1986-87 1987-88
APR 45.99 4748 48.37 52.23 50.74 58.16 68.25 88.72 127.60 14243  153.71
ASM 45.14 5237 54.11 46.13 49.88 52.62 59.85 7131 13142 14938 160.85
BHR 5048 62.98 46.63 46.63 50.72 54.57 73.80 81.73 136.54 141.59 158.89
GUIJ 4298 4795 4591 48.83 50.88 62.28 70.47 82.46 129.82 15439 165.01
J&K 46.67 4693 41.07 41.60 44.80 5227 65.60 90.67 139.47 16373 177.60
KAR 48.26 49.87 49.06 46.92 49.87 54.96 70.51 84.45 137.27  145.04  159.79
KER 4293 4620 51.63 54.35 57.88 58.70 70.11 86.14 153.53 17690 189.95
MPR 45.48 53.81 46.19 48.57 48.10 54.76 68.10 81.90 123.81 13857 15024
MAH 45.17 4778 46.48 47.00 49.87 60.84 69.97 83.81 131.07 149.09 162.40
ORS 43,32 47.00 5023 49.31 48.85 55.53 61.52 81.57 142.86 140.78 157.83
PNB 38.06 45.63 45.63 45.86 46.10 52712 60.28 78.01 119.62 14232 155.32
RAJ 38.54 4293 43.66 46.83 44.39 52.20 65.37 78.29 113.66 14098 153.90
TND NA NA 46.24 51.88 46.77 50.81 58.87 99.46 141.67 15242  166.94
UPR 43.02 55.86 4122 4324 4234 50.23 63.06 74.32 118.02  132.88 151.80
WBL 48.10 58.73 53.92 49.37 52.15 53.92 63.80 83.80 134.18 15190 163.04
IND 45.82 52.66 47.34 48.10 48.86 54.94 66.58 82.03 131.65 144,81 159.24
APPENDIX 1.2.1. ANNUAL A VERAGE GROWTH (PER CENT) OVER PREVIOUS PERIOD
States  1967-68 1968-69 1969-70 1970-71 1972-73 1973-74 1977-78 1983-84 1986-87 1987-88 AVG STD Ccv
APR 323 1.88 798 -2.84 731 1735 7.50 730 3.88 792 6.15 499 81.18
ASM  16.02 333 -14.75 8.11 275 1374 729 1167 4.55 768 6.04 8.07 133.64
BHR 24.76 -2595 0.00 8.76 3.79 3524 269 1118 123 1222 739 1535 207.66
GUJ 1156 -4.27 6.317 419 1121 1318 425 957 6.31 947 7.18 482 61.07
J&K 057 -1250 130 769 833 2551 9.55 897 5.80 847 6.37 899 141.20
KAR 333 -161 437 629 5.11 2829+ 494 1042 1.89 1017 6.45 851 131.96
KER 759 1176 526 650 070 1944 572 13.04 5.07 137 825 497 6029
MPR 1832 -14.16 5.15 -098 693 2435 5.07 853 397 842 6.56 979 149.29
MAH 578 273 1.12 611 1099 1502 494 940 4.58 893 6.42 477 7442
ORS 851 686 -1.83 -093 6.84 1079 8.15 1252 -048 1211 625 516 82.49
PNB 19.88 0.00 0.52 052 7.18 1435 7.35 8.839 632 9.14 7.41 6.00 80.92
RAJ 1139 1.70 726 521 879 2523 494 153 8.01 9.17 7.88 731 9275
TND NA NA 1221 -9.84 431 1587 1724 1.07 253 952 1.36 812 110.21
UPR 2984 -2621 492 -2.08 931 2556 446 9.80 420 1424 740 1461 197.32
WBL 2211 -8.19 -8.45 564 1.70 1831 7.84 1002 4.40 133 6.07 929 153.07
IND 1492 -10.10 1.60 158 622 2120 580 1008 333 997 6.46 804 12441

Note :The State of Assam includes Manipur Meghalaya and Tripura.
The State of Punijab includes Haryans, Delhi and Himachal Pradesh.
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APPENDIX 13. COST OF LIVING INDICES (BASE -1980-81 = 100)
(URBAN)

Sutes 1966-67 1967-68 1968-69 1969-70 197071 197273 1973-74 1977-78 1983-84 198687 1987-88

APR 38.25 41.08 4231 4495 46.62 52.74 60.96 8271 13420 16760 18263
ASM 40.34 47.37 47.63 4549 47.97 51.55 59.28 80.41 13291 16541  175.06
BHR 4.07 4176 44,20 45.01 48.38 52.89 63.81 80.40 13535 16514 17878
Gul 38.92 43.69 43.89 45.09 46.74 52.52 64.12 80.62 13745 17128 18533
J&K 36.60 39.13 38.86 40.66 43.41 47.41 52.75 77.85 13232 16909 184.16
KAR 38.66 41.73 43.04 43.26 45.00 50.30 60.93 79.58 13701 16776 18152
KER 37.62 43.10 44.81 4532 46.82 51.52 68.40 7131 14094 17190 184.62
MPR 38.87 44.23 43.06 44.19 46.47 51.74 62.75 82.54 13048 16826 18101
MAH 38.42 41.86 42.57 4458 46.55 51.53 60.26 79.03 13979 17328 18773
ORS 41.95 44.39 45.15 46.25 48.36 53.33 59.76 80.90 139.06 16563 17924
PNB 39.47 43.48 46.24 4599 47.62 52.63 60.15 82.08 127.19 15351 17030
RAJ 37.37 41.04 41.82 43.34 4473 50.45 60.58 80.30 128.54 15871 17354
TND 36.60 38.36 38.24 40.64 43.34 49.65 56.67 79.05 140.64 17337 18944
UPR 39.55 44.94 42.60 44.36 4593 51.61 63.27 82.06 131.53 16241 17659
WBL 40.29 45.21 46.17 46.59 49.11 53.21 62.09 81.86 12971 16476 17434

All India 39.35 43.38 43.51 44.68 46.15 51.82 61.17 80.52 13494 16714 18078

APPENDIX 13.1. ANNUAL AVERAGE GROWTH (PER CENT) OVER PREVIOUS PERIOD

States  1967-68 1968-69 1969-70 1970-71 1972-73 1973-74 1977-78 1983-84 1986-87 1987-88 AVG  STD cv

APR 7.39 3.01 6.22 373 1313 1558 3567 6226 24.89 897 18.08 17.63 9150
ASM 1744 053 449 546 746 1499 3565 6529 2445 583 1726 19.55 113.24
BHR 1354  -7.46 1.82 750 9.33 2064 2599 6835 2201 826 17.00 1955 11501
GUJ 12.27 0.46 272 3.68 1235 2210 25773 7048 24.61 820 1826 1945 10649
J&K 693  -0.69 4.62 6.75 923 1125 47.60 6997 21.79 891 1924 2154 11198
KAR 795 3.15 0.51 401 1178 2114 3060 7216 22.44 821 1820 2020 111.00
KER 14.58 397 113 332 1002 3277 13.03 8230 2197 740 19.05 2295 12047
MPR 1378  -2.65 2.64 517 1134 2127 31.53 5808 28.95 758 1777 1708 9613
MAH 894 1.69 473 442 1071 1693 31.16 7689 23.95 834 1877 2128 11332

ORS 5.83 1.7 243 457 1026 1207 3537 7190 19.11 822 17.15 2056 119.92
PNB 10.16 6.34 054 354 1053 1429 36.46 5496 2069 1094 1674 1602 9575
RAJ 9.81 1.90 364 320 1280 2008 32.54 6008 23.48 934 17.69 1694 95.76
TND 481  -0.29 6.27 665 1454 1415 3949 7791 23.28 927 19.61 2220 113.25

UPR 1364 -5.20 4.13 354 1237 2259 2970 6028 23.47 874 17.33 1746 100.76
WBL 12.20 2.12 093 5.40 835 1667 3185 S845 7.2 581 16.88 1696 100.46
All India 1023 0.30 269 465 1083 18.05 31.63 6758 23.87 816 17.80 1901 106.79

Note: Urban consumer price indices have been obtained as simple average of CPI-IW and CPI-UNME.
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APPENDIX J.1: PER-CAPITA CONSUMPTION EXPENDITURE BY STATES AND ALL INDIA: ANNUAL AVERAGE RATE OF GROWTH

(PERCENT) OVER PREVIOUS PERIOD (RURAL-URBAN COMBINED)

States 1967-68  1968-69  1969-70  1970-71  1972-73  1973-74 1977-78 1983 1986-87  1987-88
APR 128 2.87 1.59 1.72 0.67 636 1.57 2.04 312 4.81
ASM 4.73 -11.45 17.22 -0.80 -1.59 9.10 -2.76 1.86 329 4.35
BHR -6.64 18.71 11.93 -7.95 725 -0.28 -1.61 -0.20 6.69 1.18
GuJ -2.41 7.71 -2.04 3.85 5.86 -6.15 358 -0.01 3.50 -0.28
J&K 3.81 12.52 0.31 722 -3.36 -10.35 0.72 2.13 4.69 10.74
KAR 4.74 221 4.79 8.01 4.76 <723 0.85 2.02 1.18 3.79
KER 2.79 11.85 -12.20 8.09 723 4.94 219 1.99 5.12 2.01
MPR 9.70 14.09 247 0.06 4.74 -3.38 028 1.60 320 7.62
MAH -1.99 5.08 7.84 0.76 0.09 053 391 -0.96 2.74 7.60
ORS 6.50 -10.97 4.88 0.32 353 8.81 -1.66 1.36 6.41 -0.77
PNB -12.51 15.15 0.15 7.39 5.54 -1044 367 -0.37 2.74 1.89
RAJ -5.23 4.55 -5.64 4.97 10.03 -3.55 847 -2.50 1.43 129
TND NA NA -9.38 0.58 591 11 -3.61 291 4.35 2.29
UPR -15.83 22.64 -1.79 4.93 0.99 -3.70 247 -0.05 S.79 -3.30
WBL -6.34 0.17 16.03 -3.45 430 341 -1.51 1.83 529 -0.70
IND -6.66 8.65 3.77 0.30 3.66 0.96 1.35 0.46 441 2.80

APPENDIX J.2: PER-CAPITA CONSUMPTION EXPENDITURE BY STATES AND ALL INDIA: ANNUAL AVERAGE RATE OF GROWTH
(PERCENT) OVER PREVIOUS PERIOD (RURAL)

State 1967-68  1968-69  1969-70  1970-71 1972-73  1973-74  1977-78 1983 1986-87  1987-88
APR 1.26 141 1.65 236 0.53 852 1.44 2.53 3.13 529
ASM -2.81 -12.45 17.67 -1.17 -0.96 9.77 -3.07 2.13 2.92 2.1
BHR -7.86 20.56 13.00 9.42 7.76 0.52 -1.85 0.39 6.93 3.62
GUJ 3.07 15.05 -6.40 229 7.63 -6.85 2.56 0.31 4.64 -3.57
&K 3.61 16.27 032 755 4.02 -13.54 023 2.56 4.57 10.77
KAR 5.50 -0.65 4.14 8.37 643 -8.42 0951 1.78 1.54 4.80
KER 8.00 13.24 -18.28 9.16 759 9.84 228 1.63 5.67 0.60
MPR 9.20 14.15 2.89 -1.41 438 -0.48 -0.28 1.83 281 7.34
MAH 1.59 7.44 2.53 323 -3.20 9.37 5.70 -1.36 2.78 8.3
ORS 6.37 -12.73 3.68 1.51 328 10.14 -1.81 1.24 5.78 -0.40
PNB -15.84 21.87 -5.28 7.14 626 -11.51 427 -0.46 1.44 5.7
RA]J -7.13 5.08 -6.32 9.51 12.46 -1.67 1046 -3.26 -0.06 3.60
TND NA NA 4.7 3.66 7.89 928 -5.37 4.07 5.31 0.65
UPR -18.36 27.61 -2.07 5.37 0.61 -2.96 2.69 -0.30 5.98 -6.22
WBL -1.79 -0.36 20.25 4.01 5.80 442 -1.25 1.70 5.80 044
IND -5.94. 10.86 2.59 0.18 330 335 1.37 0.28 4.64 2.02

APPENDIX 1.3: PER-CAPITA CONSUMPTION EXPENDITURE BY STATES AND ALL INDIA: ANNUAL AVERAGE RATE OF GROWTH
(PERCENT) OVER PREVIOUS PERIOD (URBAN)

State 1967-68  1968-69 1969-70 197071 1972.73  1973-74 1977-78 1983 1986-87  1987-88
APR 0.97 6.55 1.00 -0.38 0.52 032 1.31 0.25 2.35 298
ASM -17.30 5.2 13.29 0.65 -6.00 4.14 -1.08 -0.22 4.89 16.06
BHR 0.01 7.84 4.91 . 0.66 3.70 -5.42 -0.87 -0.17 4.50 -1020
GUJ -1.48 5.64 .1 6.46 248 -5.04 5.06 0.82 1.40 4.68
J&K 432 -1.17 0.12 57 -0.69 141 1.87 0.56 4.57 1021
KAR 2.80 8.50 5.76 6.92 1.06 -5.18 021 1.72 -0.12 147
KER -14.30 6.07 13.61 451 5.60 -1091 1.55 2.82 291 5.97
MPR -11.85 13.33 0.55 4.64 517 -12.72 1.38 0.13 3.18 721
MAH -6.57 1.70 14.08 -2.54 340 -8.83 1.36 -0.92 2.13 6.12
ORS 626 0.51 10.57 -1.71 3.60 031 -2.08 021 6.76 4.07
PNB -1.00 4.56 19.00 8.10 347 -7.32 2.02 -0.29 5.37 -6.25
RAJ i 229 -3.04 12.27 230 -10.34 1.25 0.74 5.40 -5.19
TND 11.38 18.44 -15.52 -4.11 2.76 5.05 -1.17 1.14 2.74 423
UPR -3.40 1.56 -0.53 2.53 275 -1.37 1.15 041 421 579
WBL 4.18 0.90 9.82 2.62 1.71 145 2.20 1.74 4.13 -2.83
IND -8.85 2.58 6.58 022 4.06 -5.33 0.80 0.30 3.19 379
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APPENENDIX K.1: PER CAPITA CONSUMPTION EXPENDITURE BY STATES AND ALL INDIA: URBAN - RURAL DISPARITY INDICES

States 1966-67 1967-68 1968-69 1969-70 1970-71 1972-73 1973-74 1977-78 1983 1986-87 1987-88

AT CURRENT PRICES
APR 21.96 24.77 29.19 2756 30.28 29.35 22.40 25.27 24.81 31.32 3046
ASM 39.06 29.25 32.83 3772 37.31 3141 28.48 37.57 26.63 36.43 43.10
BHR 25.49 24.58 32.53 28.63 35.03 3123 18.07 30.90 32.33 38.78 26776
GUJ 2441 26.10 14.13 2229 24.96 1021 18.38 30.34 31.10 28.12 33.01
J&K -1.52 5.16 1.70 4.63 212 251 623 17.55 16.76 23.50 23.43
KAR 15.20 16.70 2125 3184 29.40 23.08 21.32 25.86 29.75 36.34 33.06
KER 30.72 18.01 591 29.56 24.17 27.60 19.70 10.29 17.67 16.30 20.57
MPR 26.22 20.97 29.81 2641 3472 34.20 23.07 34.08 30.61 40.37 39.83
MAH 42.32 39.09 3846 46.59 4251 4448 34.48 30.33 40.09 44.02 42.49
ORS 37.59 35.95 41.57 4749 4529 43.93 39.14 39.68 34.78 47.36 43.38
PNB -2.36 531 -1371 853 1199 4.19 8.46 5.98 7.93 18.45 9.54
RAJ 5.71 13.86 11.68 11.69 34.62 18.62 6.91 -13.65 20.59 31.47 25.24
TND 19.03 28.17 3833 26.59 3292 3021 2630 26.48 31.46 35.93 37.98
UPR 14.72 17.65 19.45 20.09 22.34 2134 15.61 18.79 22.87 26.35 31.40

WBL 40.01 37.18 4423 44.61 4528 43.65 41.18 38.98 38.46 42.70 39.92
AllIndia 30.62 25.36 27.6% 31.14 33.19 33.18 25.10 28.35 3145 36.70 36.74

AT CONSTANT (1980-81) PRICES
APR 35.10 34.91 38.05 37.66 35.94 35.93 30.69 30.34 20.92 19.19 17.38
ASM 45.54 36.00 40.88 33.60 3971 32.80 29.16 35.07 25.80 29.61 38.07
BHR 3791 42.80 36.05 3113 38.03 3334 29.16 32.03 32.92 28.59 17.60
GUJ 31.56 32.66 17.89 28.25 31.06 2429 2573 31.89 27.06 20.25 26.54
J&K 20.38 20.93 6.97 6.78 516 1156 24.60 29.21 21.02 21.00 20.60
KAR 32.07 30.29 36.17 37.15 3630 29.60 32.01 30.13 29.88 26.37 23.95
KER 39.30 23.50 18.34 41.26 38.65 3645 21.66 19.48 24.42 18.67 2.79
MPR 36.94 35.04 34.57 33.05 3692 3782 29.10 33.57 26.88 27.60 27.51
MAH 50.93 46.64 43.63 49.34 46.34 5297 43.58 34.30 36.10 34.93 33.52
ORS 39.56 39.50 47.48 50.75 4583 46.15 40.88 40.18 36.52 38.07 35.70
PNB -6.16 9.75  -1524 827 9.09 434 8.66 1.08 2.10 12.04 0.82
RAJ 857 17.65 15.40 18.26 34.12 2133 1372 -1656 10.19 22.85 15.70
TND - - 48.99 42.50 37.84 31.80 29.06 4157 3196 27.12 29.62
UPR 21.60 33.74 16.74 18.03 1575 19.17 1532 10.33 14.04 9.98 20.20

WBL 49.75 51.65 52.25 47.72 4847 44.39 42.76 40.39 40.51 37.85 35.76
Al India 4042 38.52 33.55 36.04 36.07 3697 3119 29.67 29.73 26.94 28.19

APPENDIX K.2: PER CAPITA CONSUMPTION EXPENDITURE BY STATES AND ALL INDIA:
RANKING BY AVERAGE LEVEL OF URBAN-RURAL DISPARITY

States 1960s States 1970s States 1980s States 1960s States 1970s States 1980s
AT CURRENT PRICES AT CONSTANT (1980-81) PRICES

MAH 4161 WBL 42.27 MAH  422¢ WBL 5030 MAH 4430 WBL 38.04
WBL 4151 ORS 42.01 ORS 41.84 MAH 4764 WBL  44.00 ORS 36.76
ORS 40.65 MAH  37.95 WBL 40.36 TND 45.75 ORS 43.26 MAH  34.85
ASM 3472 ASM 33.69 MPR 36.94 ORS 4432 TND 35.07 ASM 31.16
IND 2870 MR 31.52 ASM 3539 ASM 4025 MPR 34.35 TND 29.57
TND 28.03 IND 29.95 TND 35.12 IND 3713 ASM 34.18 IND 2829
BHR 2781 TND 28.98 IND 34.9¢ BHR 36.97 IND 3337 MPR 2733
APR 2587 BHR 28.81 KAR 33.05 APR 3643 APR 3323 KAR 26.74
MPR 25.85 AFR 26.83 BHR 32.62 MPR 34.90 BHR 33.14 BHR 2637
KAR 2275 KAR 24.92- GuUJ 30.75 KAR 3392 KAR 3201 GuJ 24.62
GuJ 2173 GuUJ 20.97 AFR 28.87 KER 30.60 KER 29,06 KER 21.96
KER 2105 KER 2044 UPR 26.87 GUJ 27.59 GUJ 2824 J&K 2087
UPR 1798 UPR 19.52 RAJ 25,77 UPR 22.53 J&K 17.63 AR 19.16
RAJ 1073 RAJ 11.62 J&K 21.23 RAJ 14.97 UPR 15.14 RAJ 1625
J&K 249 PNB 7.65 KER 18.18 J&K 13.77 RAJ 13.15 UPR 14.14
PNB -0.56 J&K 7.10 PNB 1197 PNB -0.84 PNB 519 PNB 498

Note: Intra-State Urban-Rural disparity has been defined as the absolute difference between urban and rural pet Capita consumption
expenditure as percentage of urban per capita consumption expenditure [ {(Urban - Rural)/Urban)* 100}




DOCUMENTATION

The purpose of this section is to make available to the
readers official documents such as reports of commit-
tees, commissions, working groups, task forces, etc.,
appointed by various ministries, departments, and
agencies of central and state governments which are not
readily accessible either because they are old, orbecause
of the usual problems of acquiring governmental pub-
lications, or because they were printed but not published,
or because they were not printed and remained in
mimeographed form. It will be difficult and probably
not worthwhile to publish the documents entirely. We
shall publish only such parts of them as we think will
interest our readers. The readers are requested to send
their suggestions regarding official documents or parts
thereof for inclusion in this section.

In the present section we publish:

1. Chapters 1 to9 from Indian Tax Reform, Report of
A Survey, 1956 by Nicholas Kaldor (Reader in
Economics, University of Cambridge), Ministry of
Finance, Government of India.



INDIAN TAX REFORMS

Report of a Survey by Nicholas Kaldor
(Ministry of Finance, Government of India, 1956)

CHAPTER1

THE CASE FOR A COMPREHENSIVE REFORM OF
PERSONAL TAXATION

1. INTRODUCTION

1. The purpose of personal (or ‘direct’) taxation
isto provide equity and fairness in the distribution
of the tax burden in the community. Looking at
the problem from the revenue aspect alone, it
might be administratively simpler to collect any
given total of revenue by taxes on transactions
such as sales taxes, excise dutics, etc. -~ or ad rem
taxes of various kinds - rather than by taxes levied
on persons assessed according to some overall
criterion (or criteria) of ‘ability to pay’, on a
graduated scale. But in a developing economy,
where privately owned wealth grows rapidly and
unevenly, a situation in which the burden imposed
on the broad masses of population is not com-
plemented by an efficient system of progressive
taxation on the minority of wealth-owners would
become socially intolerable. The question of the
necessity of reforms in the scope, comprehen-
siveness, and efficiency of administration of
personal taxation should not be judged, therefore,
from a narrow revenue point of view alone.
Certain reforms may be essential even if the
immediate revenue prospect is small, if they can
be shown to be a necessary pre-condition for
imposing higher burdens on the community at
large, in a manner consistent with the prevailing
sense of justice and equity of the community.

2. This problem is a particularly important one
for India which is on the threshold of a period of
accelerated economic development, and whose
people desire to strike a ‘middle road” between
Western Capitalism and Eastern Socialism. In
India the great bulk of the national wealih is, and
will continue to be, privately owned_industriesor
landed property that may be taken over by the
State will not fundamentally alter this state of
affairs if due compensation is paid to the owners,
sothat the growth in public property will be offset
by the growth in public indebtedness' - it appears
inevitable, therefore, that both the amount of
privately owned wealth, and (in the absence of
effective tax measures) the skewness of the dis-
tribution of ownership of that wealth should

increase pari passu with economic growth.
Owing to the fact that the savings of the com-
munity are more unevenly distributed than
income, there is an inevitable tendency, unless
effectively counteracted by the tax system or
other instruments of public policy, for the wealth
of the largest property owners to grow at a faster
rate than wealth in general. The more income and
wealth grow, therefore, the more the inequality of
wealth between individuals increases.

3. All politically "advanced” democracies
possess some form of progressive personal tax-
ation, generally based on "income". But with the
possible exception of Sweden, none have
succeeded in bringing about the degree of re-
distribution of wealth and income, the attainment
of which has been the avowed objective of their
taxation policies. Thus in the United Kingdom,
though the combined income and surtax rates for
the last 15 years have exceeded 90% in the top
brackets, and estate duties reached a minimum of
80%, vast new fortunes are still being made, and
the degree of concentration in the ownership of
wealth - as measured, e.g., by the percentage of
persons owning one-third of the national wealth,
etc. - has not been reduced. The same is true, |
believe, of the United States and other Western
countrics. The reasons are to be sought in the fact
that owing to the numerous loopholes of one sort
or another that are tolerated (and in some cases
deliberately nurtured) by the legisiatures, as well
as the failure of the tax administration to force a
full disclosure of income or wealth, the true
burden of taxation on the owners of property is
far below that indicated by the nominal rates of
taxation on "income”. On incomes derived from
office,employment, or pension on the other hand,
ie. on salaries and wages, the comprehensive
reporting systems introduced during and after the
war ensure practically 100% coverage; nor does
the definition of "taxable income" permit the
same kind of manipulation here as with the profits
of business or of income derived from the own-
ership of capital. The only important loopholes
in the case of salary-incomes are expense
allowances and benefits in kind provided by the
employer; and these can be, and are being,
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plugged by means of special legislative provi-
sions such as those recently introduced in the
United Kingdom, India, and some other countries.
Public employees, like judges or high civil ser-
vants, who do notreceive such "perks" from their
employer, and have no tax loopholes to fall back
on, are exposed to the full blast of punitive rates
that are only nominally applicable to the other
sectors of the community.

4. So far from attaining the avowed objectives
of mitigating economic and social inequality,
progressive taxation in most Western countries
has thus served to create new inequities by
imposing an altogether disproportionate burden
on the professional classes, on intellectuals and
administrators, and in particular, on leading
public servants of all kinds. The strongest dis-
incentive effects have been on the quality of
entrants in the public service, and on the level of
ability of the administrative personnel of public
enterprises of all kinds. There is noneed to stress
the disadvantages and dangers of this in a society
which will be increasingly dependent on the
quality and initiative of its public service.

5. In my view, the main factors responsible for
the failure of progressive taxation to attain its
objectives are the following (the relative impor-
tance of these factors varies, of course, for dif-
ferent countries):

(a) Absence of a clear and comprehensive notion
of what constitutes "income” for tax purposes;
and the consequent exclusion of numerous
kinds of beneficial receipts (of which capital
gains and capital profits of all kinds are the most
important); and the consequent impossibility of
preventing manipulations of innumerable kinds
which aim at making the accrual of benefits
from the ownership of property or business
activity appear as non-taxable capital profits or
gains, rather than as taxable receipts.

(b) Failure to recognise that the ownership of
disposable assets confers abenefit on the owner
over and above the income which the property
yields; and the failure to supplement taxes on
income with taxes on net worth.
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(c) The elastic definition of expenses as permis-
sible deductions to be set against receipts in the
calculation of trading profits, together with
over-generous recognition of the notion of, and
over-generous provision for the relief of,
"losses”, which bring it about that a trader can
manufacture "losses” for tax purposes and
thereby build up assetsat the costof the revenue,
without his consequent gains being broughtinto
charge.

(d) Failure to secure the true aggregation of a
man’s (or a family’s) total property or income
for tax purposes, due (in part) to defective
provisions concerning the compulsory aggre-
gation of family income, and to provisions
concerning the transfer of income or property
into trusts and settlements, etc. (quite apart from
any illegal concealment of income).

(e) Failure to secure the full reporting of income,
or of property, due i) to the absence of any
automatic reporting system for property income
and property transactions, analogous to that
existing for incomes from employment; (i) to
the failure to make the return required of the tax
payer comprehensive enough to ensure that itis
self-checking the character; (iii) to the facilities
afforded in common law for the concealment of
income and property through the registration of
property in bogus names (benami holdings) or
through anonymous holdings (like bearer
bonds, or the system of black transfers in the
case of shares).

6. Points (a) to (d) above provide the sources of
(legal) tax avoidance, while () the facilities for
(illegal) tax evasion. The difference between the
situation in India and majority of Western coun-
tries is only that in the case of India (e) is probably
more prominent, and in consequence (a) to (d)
relatively less important, than for the countries of
the West.

7.1 am convinced that it would be technically
feasible so toreform the tax system as to eliminate
altogether, or at least greatly to diminish, both the
legal avenues for tax avoidance and the scope for
large-scale tax evasion. For reasons explained
below, the administrative feasibility of doing so
is far more promising in the case of a compre-
hensive reform than in the case of the adoption of
partial or piecemeal remedial measures. Neither
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in the case of countries like the United Kingdom
or the United States of America, nor in the case
of India, is large-scale tax avoidance and evasion
an ineluctable consequence of human or admin-
isrative imperfections or folly, or of the private
enterprise system, or any other ineradicable
feature of society. The factor which has so far
prevented the establishment of an effective sys-
tem of taxation profits and capital in the Western
democracies or in India is the opposition of vested
interests, not the ‘technical’ impossibility of
devising an equitable and foolproof system.

1TI. THE THR EE MAJOR CONSIDERATIONS

8. The three prime considerations that should
be taken into account in framing an effective tax
system are equity, economic effects, and admin-
istrative efficiency.

9. From the point of view of equity, the most
important consideration is that the tax system
should not contain a systematic bias in favour of
particular groups of tax-payers and against others.
Forreasons which I analysed in some detail inmy
book? and which it is unnecessary to repeat here,
equity in taxation between income from work and
income from property cannot be secured unless
(i) the concept of "income” is made sufficiently
comprehensive to embrace all beneficial receipts
which increase the tax-payers’ spending power,
and not merely the conventional forms of income;
(if) the tax on income is supplemented by an
annual tax on capital wealth in recognition of the
fact that taxable capacity cannot be adequately
measured either by income alone, or by capital
wealth alone, but can be approximated through a
mixture of both; (iii) in the calculations of taxable
income, profit or gain, permissible deductions
should proceed on uniform and non-
discriminatory principles as between different
kinds and forms of income. This means, in effect,
that only such expenses should be chargeable
against the receipts as can be shown to have been
necessarily involved in producing the receipts of
the year in question.

10. From the point of view of the economic
effects of taxation the major consideration is to
prevent the tax system from becoming too much
of a disincentive on effort, initiative or enterprise.
Taxes on income make it less altractive 10
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undertake work or to risk capital in productive
enterprise; and through the factor of "double
taxation" of savings, penalise savings and put a
premium on spending. The importance of all
these effects depends on the marginal rates of
taxation. I am strongly of the view that the
developments of the last 15-20 years which
imposed (nominally) fantastically high marginal
rates of tax, while permitting the continuance of
wide loopholes for tax avoidance, are highly
pemicious in character. As Henry Simons said
before the War® the whole procedure smacks of a
"subtle kind of moral and intellectual dishonesty."”
"One senses here a grand scheme of deception
whereby enormous surtaxes are voted in
exchange for promise that they will not be made
effective, Thus the politicians may point with
pride to the rates, while quietly reminding their
wealthy constituents of the loopholes.”

11. These high marginal rates, amounting to 80
t0 90% (in the UK. At one stage they amounted
t0 97.5%) could never have been imposed had
they really been what they pretended to be, a tax
on the genuine accrual of wealth. As itis, these
confiscatory tax rates truly apply only to a small
minority of people who cannot avoid their inci-
dence, and their long-run effect is bound to be
wholly pernicious, both in penalising the
prospects of certain careers which are vital-from
the national point of view, and in undermining
public morality®.

12. Assuming a comprehensive tax-base, the
marginal rate of income tax ought to exceed, in
my view, something of the order of 40-50% for
income that is both earned and saved. (For spent
income, the effective rate could, of course, be
made considerably higher, if income tax were
supplemented by a progressive spendings tax, in
replacement of the higher brackets of super tax.)
For unearned income (income from business or
property) a differential tax should be imposed in
the form of an annual tax on wealth (in addition
to the tax on income) which has not the same
disincentive effects on the productive employ-
ment of capital (i.e. on the assumption of risks)
as a tax on income. This tax, however, has a
similarly discouraging effect on savings as
income tax, and for that reason, an annual tax on
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wealth, conceived as a progressive tax, ought not
to exceed a top marginal rate of 1-1.122% per
annum,

13. From the point of view of administrative

efficiency the main requirements are:

(i) Simplicity. The taxes should be based on
simple definitions, avoiding, as far as pos-
sible, exemptions of various kinds or the
special treatment of special categories, since
all such complications lend themselves to
manipulations (e.g., the existing difference
in tax treatment between different kinds of
companies, or as between companies and
individuals, or as between the "profits” of
business and "capital profits™).

(ii) Comprehensiveness. Taxes on income
should embrace all forms of beneficial
receipts, taxes on capital wealth all forms of
property. Exceptions to this should only be
made on strictly administrative grounds
(e.g., exemption limits for the sake of lim-
iting the number of cases to be dealt with).

(iii) A single, comprehensive return; a self-
checking system of taxation; and an auto-
matic reporting system. These, I consider,
are the mostimportant requircments from the
point of view of administrative efficiency:

(a) A Comprehensive Return

At the moment the tax-payer is only asked to
return his income; and since the question whether
a particular receipt falls into the category of
"income” or not, is often ahighly doubtful matter,
the tax-payer is left, in effect, to decide for himself
whether particular receipts are returnable or not.
The Revenue authorities have power to ask for a
return of capital assets and other details, but these
powers are sparingly used - as it is indeed not
possible to compel tax-payers to supply infor-
mation on matters that are not directly relevant to
the assessment of their tax liabilities. If a
complete set of accounts is to be furnished i.e., a
statement of total wealth at the beginning of the
year, allaccruals during the year - by way of gifts,
bequests, winnings, etc., as well as all forms of
taxable income and gains; the application of these
to personal expenses and investments - as well as
the resulting, asset-position at the end of the year,
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the concealment of particular items of income or
property, or the falsification of accounts, would
obviously become far more difficult. (This isnot
to suggest that it is impossible to keep acomplete
duplicate set of books or to make out a "phoney"”
set of comprehensive accounts. But it is
obviously a more difficult thing to do than to
conceal receipts when only a partial return is
called for.)

(b) A Self-checking System of Taxation

The presentsystem of taxation already contains,
of course, some self-checking elements. But
owing to gaps in the legislation, the vagueness of
the distinction between taxable and non-taxable
receipts, and other factors, the efficiency of this
is limited and it only works in certain directions.
Assuming, however, thatinaddition to the present
taxes on income, all realized capital gains are
brought into charge (the transfer of assets by way
of gifts, bequest and legacy counting as ‘reali-
zation’ in the same way as transfer by way of
scale), a gift tax is imposed along side of (and
ultimately in replacement of) estate duties, and
finally a personal expenditure tax is introduced,
the system becomes completely self-checking in
the sense that A’s attempt to ensure that he is not
over-assessed withregard tohis own tax liabilities
automatically brings to light the receiptsand gains
made by B, and so on. If the present taxes on
income were extended to capital gains and other
receipt of a capital nature, and were supplemented
by an annual tax on wealth and a gifttax, ifa super
tax were levied on an expenditure-base, (see
below), and if all these taxes were assessed at the
same time, by the same authority, and on the basis
of a single comprehensive account submitted by
the tax-payer (containing all receipts in the year,
all tax-exempt outlays, a record of all capital
transactions, and a full statement of all property
owned) evasion and concealment would become
more difficult, not only on account of the diffi-
culty of the individual tax-payer to conceal con-
sistently particular receipts or items of property
but owing to the fact that the evidence furnished
by one tax-payer (in the interests of minimising
his own liability) directly serves as acheck on the
return furnished by others. Thus in computing
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A’s liability for a personal expenditure tax all
"exempt outlays” must be returned, and such
exempt outlays represent taxable receipts of one
kind or another (i.e., profit, capital gain, gift, etc.)
to B. Similarly, since under this system all gains
or losses on capital transactions are brought into
the account, there is an automatic check on all
new purchases of capital assets through the record
of sales, and it is in the interest of the purchaser
not to allow an under-statement of the price at
which an asset was acquired since this enhances
his future liability for a capital gains tax, as well
as his liability to the personal expenditure tax.

(c) An Automatic Reporting System Extending to
All Property

A system extending to all property transactions
and all cash payments over a certain sum is
outlined in Chapter 6. As indicated there, by
means of a system of code numbers and tax
vouchers, it would be relatively simple (admin-
istratively) to introduce an automatic reporting
system for all property transactions requiring
registration and attracting stamp duty. As sug-
gested, the system can be extended to various
other types of transactions if taxes were levied on
personal expenditure, as well as on income.

HI. OUTLINE OF MAIN PROPOSALS

14. An effective system on the above lines
requires taxes on (a) income; (b) capital gains; (c)
net wealth; (d) personal expenditure; and (e) gifts.
All these can be assessed as a single operation,
and on the basis of a single comprehensive return
provided by the tax-payer.

(a) Income Tax

Inplace of the presentincome tax and super tax
there shouid be a single income tax which, for
individuals and partnerships, etc., is progressive
up to an annual income of Rs 25,000 and at a flat
rate of 7 annas in the rupee for all income above
that level. The top marginal rate on income,
therefore, becomes 43.12% (or, say, 45%)
including the sur-charge) above that level
Companies should not be required to pay income
tax butshould pay a non-refundable tax of 7 annas

JOURNAL OF INDIAN SCHOOL OF POLITICAL ECONOMY

JAN-MAR 1993

in the rupee on their whole income (in place of
the present income and corporation taxes).
Income tax should be deducted at the maximum
of 7 annas in the case of all interest and dividend
payments as a matter of collection at source and
credited to the recipients’ income tax account.

(b) Capital Gains Tax

All capital gains on realization and all casual
gains and capital receipts not chargeable at
present (such as the sale of terminable rights,
premium on leases, etc.) should be charged to
income tax which means a flat rate charge of 7
annas in the rupee once the combined income
(including capital gains) exceeds Rs 25,000.
Capital gains of companies should be chargeable
to tax in the same way as trading profits.

This means that all beneficial receipts (whether
trading or capital profits, other kinds of income,
individual or company income, or the income of
public or of private companies), except that
individuals are charged at reduced rates when
their aggregate beneficial receipts are lessthanRs
25,000. The tremendous advantage of this, both
as regards administrative simplicity and the
prevention of evasion and manipulation of all
kinds, cannot be over-emphasized

(c) Annual Tax on Wealth

Payable by individuals, HUF’s, partnerships,
etc. Suggested scale 1/2% p.a. on personal net
worth of, say, Rs 1,00,000-4,00,000; 1/2% p.a.
on Rs 4,00,001-7,00,000; 3/4% p.a. on
7,00,001-10,00,000; 1% on capital value of Rs
10,00,001-15,00,000 and 1.1/2% in excess of Rs
15 lakh (tax liability to be calculated on the slab
system),

{(d) Personal Expenditure Tax

Payable on a per head basis, on personal outlay
in excess of RS 10,000 p.a. per adult (infants
counting as one half adult for the purpose) on a
progressive scale, calculated on the slab system,
rising from 25%, for expenditure betwcen Rs
10,000-12,000 to 300% on expenditure in excess
of Rs 50,000 p.a. per adult (Example, A family
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of four, father, mother, 2 children, incurs an
expenditure of RS 40,000 a year. As the family
consists of 3 adult units, the expenditure is Rs
13,333 per adult, and the tax liability is three times
the tax on the first Rs 3,333 of taxable expendi-
ture.)’

(e) General Gift Tax

Payable on gifts in excess of Rs 10,000 for any
single recipient of gifts (the donee) and taxed at
a rate depending on the total net worth of the
recipient (as ascertained for annual wealth tax) at
the rate of 10% if the net worth is below Rs
1,00,000 and at double the current corresponding
estate duty rates for correspondingly higher
amounts of net worth, i.e. at the rate of 15 to 80%,
depending on the net worth of the recipient.
(Example: (i) A receives a gift of Rs 50,000 from
his parent; possesses no property; his tax liability
isRs 4,000, (i) Breceives a bequestof Rs 50,000
and possesses net worth (before the bequest)
valued at Rs 2,50,000; B’s liability is 25% on
40,000 ie., Rs 10,000; (iii) C inherits from his
father Rs 2,00,000; has no other property; his
liability is Rs 26,500; (iv) D owns property valued
atRs 5,00,000; receives a gift of Rs 50,000; his
liability is 40% of Rs 40,000i.e., Rs 16,000.) It
is suggested that once the annual wealth tax is in
operation, and adequate returns are obtained on
annual nct worth, the above gift tax should replace
the present estate duty altogether. The latter is
based on an antiquated conception. The true
incidence of inheritance taxes falls on the recip-
ients of the inheritance, and not on the deceased.
Also, there is no justification in equity for a
difference in treatment as between gifts inter
vivos and the receipt of legacies or bequests.
Hence asingle progressivetax on gifts should take
the place of the estate duty, as well as serving as
a tax on all other gratuitous or quasi-gratuitous
property transfers.” (The exemptionof Rs 10,000
should apply, of course, only to the initial gift
received by a particular donee.)

1V. PROBABLE EFFECTS ON RE.VENUE
Income Tax
15. The elimination of super-tax above 3 annas

will mean, on the basis of 1953-54 assessments,
a loss of revenue of Rs 18.3 crore, of which Rs
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14.2 crore represent the loss of super-tax on
individuals, Rs 2.3 crore on the HUF's and Rs
1.8 crore on unregistered firms. A uniform tax of
7 annas in the rupee (plus surcharge) levied on
companies would bring in the same yicld as the
income and corporation taxes do at prescnt.

Capital Gains Tax

16. A tax on realized capital gains has a long
gestation period (of, say 5-15 years) but ulti-
mately the average annual assessment of realized
gains should correspond to the average annual
accrual of gains. Capital gains mainly arise on
ordinary shares, on the sale of individual business
(as goodwill), onurban property, andon jewellery
and valuables. The value of ordinary sharecapital
in India may be put at the order of Rs 800-1000
crore’, and the total value of property of the
"appreciating” kind, including shares, at say Rs
1,800-2,000 crore. The long run rate of appre-
ciation in value may be put of 3-5% per annum
corresponding to rate of growth of the national
income. This would give a long-run annual rate
of accrual of the order of Rs 60-100 crore®, on
which the tax revenue might be of the order of Rs
25-40 crore. (These are of course meant as
"long-run" average figures; the yield of any par-
ticular year would show wide variations.)

Annual Wealth Tax

17. A computation based on current income tax
assessments, reproduced in Chapter 2, indicates
that the yield of this, on the scales suggested
above, would be of the order of Rs 15-25 crore.

Personal Expenditure Tax

18. Assuming that the personal expenditure of the
upper classes (those with taxable incomes above
Rs 40,000) corresponds, for the group as awhole,
to their net income after tax, the yield of this tax
would roughly offset the loss on super tax. Infact,
however the upper income groups save consid-
erable amounts, but whether they do so inrelavion
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to their taxed incomes or only out of capital gains,
itis impossible to say. It might be safe to assume
that spendings are less than the net incomes after
tax (to the exclusion of capital gains) and hence
the revenue from this tax, on the scale suggested
above, might be less than the equivalent or, say,
Rs 10-15 crore.

General Gift Tax

19. The yield of this can only be estimated on
present data, on broad lines. Assuming the total
value of non-agricultural property in the hands of
owners possessing Rs 1 lakh or over Rs 4,000
crore (a figure derived from the calculations in
Chapter 2 and based on income tax assessments),
1/25th of this may be assumed to be transferred
(by way of gifts, dowry, legacy, etc.) annually’,
Assuming the average rate of duty to be 20%, the
yield of this tax should come to Rs 30 crore.

20. Hence the "long run" yield of the above
suggestions - i.e., allowing for the time necessary
for the smooth and efficient administrative
operation of the proposed system, and for the
"gestation period” in the case of the capital gains
tax, but on the basis of the present level of the
National Income - should come to a net additional
revenue of Rs '60-100 crore per annum.,

21. These estimates do not take into account the
additional yield of income tax that would follow
from the checking of evasion or avoidance or the
additional yield of the property tax on such
property the income from which is concealed at
present.

22. In the following chapters the proposals
outlined above are discussed indetail and specific
problems relating to the suggested new taxes and
system of comprehensive reporting and com-
pulsory registration of property transfers
examined.

CHAPTER 2
AN ANNUALTAX ONNET WEALTH
1. INTRODUCTION

23. The purpose of this chapter is to examine
the case for an annual tax on net wealth owned by
individual tax-payers alongside of, or in partial
substitution of, the present tax on income.
Though annual taxes on property form part of the
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tax legislation of over a dozen countries, only a
few of them (chiefly the Scandinavian countries)
possess a tax on the lines recommended here.

24. An annual tax on wealth, thoughitis levied
on the value of the principal, is really a tax on
accrual and not a tax on the principal itself - as
for example, estate duties or a capital levy are. If
all property yielded the same percentage of
income, an income tax and a wealth tax would
amount to the same thing. The two differ pre-
cisely because some property yields a large
money income, other property a smallincome (or
no money income at all) in relation to its current
market value.

25. The tax, similarly to income tax, should be
conceived as a progressiveone, andlevied atrates
(i) which are well within the total accrual from
property - whether in the form of money income,
expectedappreciation, or payable income; and (ii)
which take into account the other taxes on
accruals, in particular, the income tax. Inthelight
of this, it would seem reasonable to levy a tax at
therate of 0.3% per annum onthe lowest siab(i.e.,
from Rs 1,00,000 toRs 4,00,000) risingto 1.5%
per annum on the highest slab (i.e., on the value
of property in excess of Rs 15,00,000). The
exemption limit of Rs 1,00,000 is recommended
solely for administrative considerations - ie.,
until more experience is gained with the admin-
istration of the tax. For ultimately there is
something to be said for a rather low exemption
limit regarding this particular tax - an exemption
limit low enough forencompassing those sections
of the community which are not touched by the
existing tax on income. Ina country like India, a
tax based on capital ownership should prove
administratively easier to assess and collectin the
lower reaches of the income scales than a tax
based on current earnings.

26. For the sake of equity, as well as adminis-
trative efficiency, it is essential thatthe tax should
be comprehensive -= ie., extending to all forms
of property. The inclusion of agricultural prop-
erty in this connection may require a constitu-
tional amendment, unless the procedure adopted
in the case of estate duties of the State delegating



VOL.5NO. 1

the powers to the Centre could be repeated here™.
Property in the form of bank balances, jewels and
valuables above a certain exemption limit of say,
Rs 5,000, as well as real estate of all kinds,
assignable rights with a market value, the own-
ership of stocks and shares, etc., should all be
comprised in . Personal effects like household
furniture and clothing should be exempted up to
a certain limit per family member. (In Sweden,
motor cars and motor boats are exempted as well
as personal effects, works of art and art collec-
tions; ornaments only if their total value is below
Rs 1,000.)

IL THE GENERAL CASE FOR AN ANNUAL TAX ON WEALTH

27. The arguments can be grouped under three
heads, equity, economic effects, and administra-
tive efficiency.

(a) The main argument in equity for the tax is that
income taken by itself is an inadequate yard-
stick of taxable capacity as between incomes
from work and incomes from property, and
also as between the different property owners.
The basic reason for this is that the ownership
of property in the form of disposable assets
endows the property owner with a taxable
capacity as such, quite apart from the money
income which that property yields. This isbest
shown if you compare the position of a beggar
who has neither income nor property with a
position of a man who keeps the whole of his
wealth of, say, Rs 10,00,000 in the form of
jewellery and. gold. Judging their capacities
by the test of income alone, the taxable
capacity of both is nil. Quite apart from such
an "extreme” case, it should be evident that as
between people who possess property and
income in different proportions, income alone
is not an adequate test of capacity to pay; nor
can that capacity be adequately assessed by a
tax based on property alone. Suppose two
individuals, A and B, have the same income
of, say, Rs 50,000, but one of them derives it
from the property worth Rs 2,00,000 and the
other derives it from the property worth Rs
5,00,000. It would clearly be wrong to suggest
that the taxable capacities of the two men are
identical and they should be called upon to pay
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the same amount of tax (which is what happens
ifonly income is used as the tax base). It would
beequally wrongtoregardthe taxablecapacity
of B as being 2.1/2 times as great as thatof A,
which would be the case if they were assessed
on the basis of property alone. A man who
derives Rs 50,000 a year from property of Rs
5,00,000 is clearly better off than a man who
derivesRs 50,000 ayear from property of only
Rs 2,00,000, but he is evidently not as well
off as a third man who possesses the same
capital of Rs 5,00,000 and has an income of
Rs 1,25,000. Hence, only a combination of
income and property taxes can give an
approximation to taxation in accordance with
ability to pay. (The existing eamed income
relief is intended to give some recognition to
the higher taxable capacity of incomes derived
from property as against similar incomes
derived from work, but precisely because the
relation between income and property value
varies so much as between one individual and
another the problem could never be adeguately
dealt with by the technique of earned income
relief, even if that relief were extended to all
income ranges and made far more substantial
than at present.)

{(b) From the point of view of economic effects,
the great advantage of taxes assessed on
property value as against taxes assessed on
income is that a property tax does not dis-
criminate against the risky employments of
capital in the same way as an income tax. Ifa
man can get a "safe” return by putting his
money in Government bonds yielding 3%,
whereas he could expect 10% of his money if
he employed it in productive business, the
difference of 7% may be taken to measure the
investor’s subjective estimate of the risks
associated with the productive employment of
capital. Anincome tax by taxing the additional
income obtained through risk bearing in the
same way as if it were "safe" income dis-
criminates against risk bearing. Under the
property tax, the same property value would
bear the same tax, whether it is invested in
Government bonds yielding 3%, in productive
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employments yielding 10% or hold in cash or
in jewellery, etc., yielding no money income
atall.

It is true that under the present system
of income tax which exempts capital
gains or capital profits from taxation
altogether a great part of the additional
reward of risk bearing does not, in effect,
bear any tax, since it takes the form of
capital gains rather than of taxable
income. A property tax on the other
hand, would automatically bring into
charge the increase in value resulting
from capital appreciation. Even so, an
annual capital tax provides a smaller
disincentive on the productive employ-
ment of capital than even the present
restricted income tax, for while the latter
exempts capital gains it also provides
complete tax exemption for the socially
unproductive hoarding of wealth in the
formof gold and jewellery,etc., whereas
the property tax would make these a less
attractive form of holding wealth.

(c) From the point of view of administrative
efficiency, it must be borne in mind that
while property value is something dis-
tinct from annual profit or income, the
two in fact, are closely related in the
sense that profits and property incomes
of all kinds (other than the profits
associated with professional and voca-
tional activities) have always some
tangible assets behind it; and similarly,
most forms of property, though not all,
yield money income or profit of some
kind. Hence if taxes were assessed both
on income and on property, by the same
taxing authority, the administrative
efficiency of the system is bound to be
improved in consequence. For the
examination of man’s property owner-
ship is bound to lead to the discovery of
his concealed income, and similarly the
examination of his income receipts is
bound to lead to the discovery of con-
cealed property. A tax on both, there-
fore, should provide a better check on
evasion and concealment than a tax on
either.
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1, ARGUMENTS AGAINST AN ANNUAL TAX ON WEALTH

28. Despite its great advantages, a progressive
annual tax on wealth has so far only been adopted
in a few countries. Its exclusion from the scope
of taxation in others has been defended on
numerous grounds, few of which stand up to
serious examination. The arguments against the
tax can again be grouped under the heads of
equity, economic effects and administrative
efficiency.

29. It has been suggested (occasionally by no
less an economist than Prof. Pigou) thatan annual
tax on property is inequitable, because not all
property yields an income, and a tax on property
may force a man to make payments "even if he
has no income to pay it with". These arguments
wholly beg the question of what is meant by
"income”. All property which has a positive
market value (which can be bought and sold
currently or exchanged for other forms of prop-
erty) must yield a benefit to the owner at least
comparable to the benefit obtained from other
forms of property which he could buy - otherwise
he would sell it and exchange it for something
else (the only exception to this is the case of
entailed property which the owner cannot alien-
ate). If a property does not yield money income,
itmust either yield an equivalent psychic income
to the owner or it must be held in the expectation
of a certain appreciation in value which makes it
atleast as attractive to the holder as other pro;i)erty
onwhich acurrent money return isobtained'’. So
far, therefore, from this constituting an argument
against the property tax, it shows the inherent
defect of income tax which concentrates on one
particular form of accrual from property, namely
money income, to the exclusion of other forms.

30. The economic arguments against the wealth
tax sometimes refer to the alleged discouraging
effect of the tax on productive enterprise and
sometimesto the possibility of its incidencebeing
shifted from the tax-payer to the ultimate con-
sumer. :

(a) Asfar as the discouraging effects on enterprise
are concerned, itis true of course, thatatax on
wealth has a discouraging effect as compared
with no taxation at all. But as we have shown,
it has a lesser discouraging effect than an
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equivalent amount of tax collected from the
tax-payer in the form of an income tax. (The
argument that capitalists can now evade
income tax through the conversion of income
into capital gains, while there are no equivalent
evasion possibilities inthe case of property tax,
could hardly be construed as a respectable
reason against the property tax and in favour
of the income tax.)

(b) The idea that the incidence of a property tax
can be shifted in an analogous manner to
commodity taxes is mistaken. Precisely
because the tax is on the value of capital
irrespective of the use to which the capital is
put, the tax lacks the discriminatory effect by
which alone a shifting of the incidence could
take place. In fact, the possibility of shifting
the incidence of an annual tax on property is
far smaller than that of an equivalent tax on
income,

31. From the administrative point of view, it is
often suggested that an annual property tax
presents special problems of assessment on
accountof (a) the difficulties of "discovering” the
true owners of property; and (b) the difficulties
of valuation. I propose to deal with each of these
aspects at some length.

The Problem of "Discovery”

32. As regards the problem of under-statement
and concealment, it should, of course, be borne
in mind that the "discovery" of a man’s property
is intimately linked with the "discovery" of his
income. If property isconcealed so is the income;
if the income is known the property behind
income can be traced. Introducing an annual
property tax does not, therefore, really raise
formidable additional problems, from the point of
view of discovery, to those that alrcady have to
be faced on account of the income tax. On the
contrary, the obligation on a tax-payer to return
annually his total net wealth as well as his income
should help considerably in checking the evasion
of income-tax, just as the existence of income tax
should help in checking the evasion of an annual
propeity tax. As set out in Chapter 1, if the
individual tax-payer is asked to supply a com-
prehensive account of his personal affairs - his
asset position at the beginning and at the end of
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the year; his total accruals and their application
as between personal expenses and investments -
concealment of any one item becomes far more
difficult, since it requires aconsistent falsification
of the accounts. The essential requirement is that
the assessment and administration of the two
taxes should be closely linked with one another,
the work of assessment being done on the basis
of asingle comprehensive return, and by the same
tax officials.

33. This is not meant to suggest that an annual
wealth tax (any more than the income tax) could
be administered efficiently (i.e., with only a
limited amount of fraudulerit evasion) without a
considerable tightening up in the present methods
of registration and control over the ownership of
property. The most important reforms in this
connection may be described as follows:

(a) As the present municipal records of urban
property are admittedly defective and incom-
plete it would be advisable to set up a Central
Records Office for the listing and valuation of
urban property on an all-India basis as rec-
ommended by the Local Finance Enquiry
Committee.

(b) Ultimately something analogous would also
be advisable in the case of rural and agricul-
tural property. This, however, will undoubt-
edly take far more time and in the mean time
reliance must be placed on village records
which I understand, are fairly detailed, at least,
in the non-zamindari areas and make a dis-
tinction between land used for cultivation and
land used for building. (It should also be
remembered that the great bulk of rural prop-
erty is probably held by owners whose total
property is well under the exemption limits
possibly suggested for the tax.)

(c) With regard to investments in stocks and
shares of companies there is a strong case for
the abolition of the existing Indian practice of
buying and selling shares by means of "blank
transfer” certificates. This system does not
exist either in the UK., or the US.A., and it
would be difficult to maintain that its preser-
vation in India is an important prerequisite of
economic development. Asis suggested later
on in Chapter 6, if the system of taxation code
numbers were introduced, the share registers
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of companies could be made to include the
code numbers of beneficial owners as well as
nominal holders in whose names the shares are
registered.

(d) In the case of Government securities it would
be advisable to adopt the same system as in the
U.K., by which the owners of all Government
securities are registered at the Reserve Bank,
and changes in ownership have to be registered
in the same way as changes in other property.
In India interest on Government securities is
payable by means of coupons and transfers
take place by mere endorsement on the back
of securities. It would be perfectly simple to
exchange the present securities against secu-
rities of a registered type when the coupons are
presented for encashment'?,

(e) With regard to stock-in-trade, machinery and
plant the problems involved are not different
from those already faced in the administration
of income tax.

(f)For property of all types, as Isuggestin Chapter
6, the compulsory disclosure of beneficial
ownership in the case of benami holdings or
holdings in the names of trustees or nominees
is essential for the efficient administration of
both income tax and wealth tax. This could
best be ensured by the nominal holder being
asked to sign a declaration to the effect that he
is the beneficial owner, or only a benamidar,
etc., such declaration having full legal force
from the point of view of any subsequent civil
action concerning the property.

The Problem of Valuation

34.1 think that the best method or procedure is
to follow ordinary accounting rules and to value
eachparticularitem of property at its "book value”
until it is sold. This means, in effect, that when
anaccountis initially set-up, all items of property
are valued at current value which forms the cost
at which they are entered into the accounts and
they will continue to be valued at that cost (apart
from cases in which the Revenue Department
allows depreciation and they are valued at cost
less accrued depreciation) until such time as the
property passes out of the account through a sale,
gift, or bequest. Property therefore only has tobe
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valued (a) initially when the tax is introduced and
the personal accounts are set up; and (b) subse-
quently when the property is transferred to a
different owner otherwise than by sale.

35. The responsibility for the initial valuation
of property would rest on the tax-payer who
wouldbeaskedto value allitemsat current market
value. If the Revenue Department disputes a
particular item of valuation, it should have the
right to ask the tax-payer to name his ownreserve
price for the disputed item of property and to
substitute that reserve price for the market value,
for purposes of the tax. If the Revenue Depart-
ment is of the opinion that the reserve price as
stated by the tax-payer is still below the true
current market value of the property, it can so
advise the Central P.W.D."” whocan then acquire
the property at the tax-payer’s own reserve price.
Thus tax-payers who purposely under-value
properties in their returns would run the risk of
having to substitute their own reserve price for
the market value and thereby incur the penalty of
being taxed on a higher value than the current
market value; and if their reserve price isalso an
under-statement of the true market value they run
the risk of having the property "boughtout" at that
price by the State."*

36. The establishment of a Central Valuation
Department under the C.B.R., with regional and
sub-regional valuation offices will be necessary
in order to be able to check the valuations of
properties given by the tax-payers. (This does not
present a problem with stocks and shares quoted
in the stock exchange but mainly with inmovable
property.) This will be necessary mainly to check
the initial valuation of properties and the valua-
tion in case of a gratuitous or quasi-gratuitous
transfer (gift, inheritence, eic.) where the
valuation will be necessary both for the purposes
of the gift tax and the capital gains tax, as well as
for the revision of the value of the property for
the annual wealth tax'® in the hands of the new
owners. Under the system here proposed, a
capital gains tax is charged every time property
passes hands, and in addition a gift tax is charged
in the hands of the recipient in case of all gratu-
itous transfers. For the purposes of the annual tax
on property the capital value will be the sarme as
the valuation accepted for the purpose of capital
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gains tax and the gift tax in case of gratuitous
transfers, and the actual proceeds of sale and
purchase cost in case of other transactions™.

IV. PROBABLE YIELD OF THE TAX

37. Inthe absence of any direct statistics bearing
on the value of various forms of property in India,
and its distribution according to size-groups, any
estimate of the yield of the wealth tax can only be
undertaken by the rough method of "working
backwards" from income. By capitalising the
profits of firms, partnerships and individual
business and the dividend income of companies,
a rough estimate of the total value of wealth and
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its size distribution (excluding agricultural
property) can be obtained. Assuming an average
yield of 5% from shares and 10% from other
property, the total of privately owned wealth in
estates over one lakh works outat Rs 3,330crore,
while assuming an average of 4% on shares and
8% on other property, the total is Rs 4,200 crore.
A minimum addition of 10% may be made to
those figures for cash, bank balances and all other
forms of property which do not yield a money
income. On the scale of the tax rates suggested,
the estimated yield of the tax comes out at Rs
17.45 crore. The details are shown in Table I.

TABLE 1. ESTIMATED YIELD OF AN ANNUAL TAX ON WEALTH BASED ON INCOME TAX ASSESSMENT FOR 1954-55

(Rs lakh)
Number Altemative I! Altemative II?
Size of Assessed of
estate income assessees Capital Tax’ Tax Capital Tax’ Tax
value rate% yield value rate% yield
1 2 3 4 5 6 7 8 9 10
1. Company 1-4,00,000 1195 2,39,00 % 80 298,75 % 1,00
share capital 4-7,00,000 575 1,15,02 % 58 143,77 % 72
7-10,00,000 3,60 71,98 % 54 89,98 % 67
10-15,00,000 3,52 70,44 1 70 88,06 1 88
above 15,00,000 10,62 2,12,36 13 319 26545 13 3,98
Total 35,44 7,08,80 5,81 886,01 725
2. Other capital 1-4,00,0001,57,03 1,02224 15,7030 % 1,83 19,62,88 % 3,14
4-7,00,000 3431 7874 343,10 % 93 42888 i 1,36
71000000 1596 2173 159,60 3 60 199.50 : 90
10-15,00,000 14,03 1295 1,40,30 1 73 17538 1 1,08
above 15,00,000 43,67 1354 436,70 1 % 482 54587 1% 6,46
Total 2,6500 1,14920 26,50,00 891 331231 12,94
3. Addition of 3,35,88 4 269 41983 4 336
10% for non- §4 34
income yielding
capital
Total 1,14920 36,9468 17,41 46,18,15 2355

1. Dividend income is capitalised at 5% and other profits at 10%

2. Dividend income is capitalised at 4% and other profits at 8%.

3. Tax rates are assumed to apply on a slab system and yi¢ld is calculated accordingly.
4. Stands for the effective rate of tax on the total chargeable capital value.
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38. Sweden possesses very detailed statistics
relating to both income and property and it is
possible to make estimates of the relationship for
different property groups and make inferences
from these as to the likely value of these ratios in
India and the conscquent yield of the annual tax.
These estimates are given in Appendix C. The
net result is that under the proposed schedule of
rates the estimate of initial revenue from the
wealth tax can be placed at Rs 20 crore a year.

39. Since the above cstimates are based on
disclosed income, they are almost certainly too
low, both as a measure of the true value of non-
agricultural property and of the probable yield of
the tax, once the administration is made more
water-tight through the system of comprehensive
returns and the institution of an automatic
reporting system.

V. CONCLUDING REMARKS

40. An annual tax on wealth is recommended
both on account of its merits taken by itself and
because it is an essential clement in the institution
of a comprehensive and evasion-proof system of
taxation.  Although its operation cannot be
expected to become fully efficient until the
existing rules conceming the registration of
property are tightened up, and an efficient staff of
valuers is evolved within the Revenue Depart-
ment, these are not to be regarded as adequate
reasons for postponing the introduction of the tax.
There is no reason why the obligation to submit
comprehensive income and capital returns, on the
lines outlined in Chapter 1, should not be intro-
duced immediately. As has been suggested in
para 35 above, the Revenue could initially assess
the tax on the basis of the tax-payers’ own
declared values.

CHAPTER 3
THE TAXATION OF CAPITAL GAINS

I. GENERAL CONSIDERATIONS'?

41. The exclusion of capital gains from the
scope of income taxation is quite indefensible on
grounds of equity (since itinvolves the privileged
treatment of a particular class of tax-payers as
against others), or of administrative efficiency
(since itenables tax-payers to camouflage income
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as tax-exempt gains and to conceal gains). Itcan
only be supported on grounds of economic
expediency, in that itreduces the ill-effects of the
taxation of income on savings and on risk bearing
i.e., on accumulation and enterprise. It does this
precisely because it exempts certain kinds of
income from taxation; any other device which
cnables people to avoid taxation to a similar extent
(as e.g., arule that every third taxpayer chosen at
random should be immune from income tax
altogether) could have an equally desirable eco-
nomic effect.

42. If capital gains were treated in the same way
as other forms of income, which means (since the
gains arc concentrated in the top income and
capital brackets) taxing them at the rate of 90%,
the economic effects would undoubtedly be
serious. But the moral of thisis that itis useless
to push the marginal rates of income taxation to
levels at which the tax can only be endured
because it can be so largely evaded or avoided.
The disincentive effects of taxation depend on the
marginal rates of taxation; and if these are kept
down to reasonable levels, there is no need to
resort to inequity and dishonesty in order to keep
the system going. It is far better to forego the
appearance of high progressiveness in the
schedule of taxation than to choose a definiticn
of "income" for the tax base which is neither
consistent, nor impartial, nor unambiguous in its
application to different tax-payers.

43. The preferential treatment of capital gains
(if not their complete exemption from tax) is
sometimes defended on the ground that the tax-
able capacity inherent in any given amount of
capital gain is less than that of other kinds of
income of anidentical amount, either because the
gains may be "illusory", if they merely repre-
sented money appreciation, and not real appre-
ciation, or they reflected a fall in interest rates and
not a rise in the expected income of assets, or
because they are casual or isolated rather than
regularly recurrent. None of these arguments
really provide any justification for the preferential
or privileged treatment of capital gains as such.
Fornotonly capital gains, butany kind of savings
may be "illusory” in varying degree and for much
the same reasons; (rather than consumption, or
net worth) as the base of taxation, but not against
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the inclusion of capital profits in the concept of
income. Similarly while it is true that non-
recurrent or casual gains do not give rise to the
same taxable capacity (in a given period) as
recurrent gains of the same magnitude, it is
certainly not true to suggest that all non-recurrent
or casual gains are capital gains, or even that
capital gains are necessarily more irregular in
their occurrence than some other forms of profit
which are not immune from taxation. So long as,
and to the extent that, taxation is based on "in-
come” the only impartial concept of income is that
which treats all realised gains equally.

44, The present concept of taxable profits
(whichistaken cver in Indian law from the British
law) leaves the distinction between taxable and
non-taxable receipts extremely vague and
ambiguous. This constitutes a further source of
inequity as between different tax-payers, since
identical (or substantially identical) circum-
stances may involve widely differing tax treat-
ment according to the whims or energy of
particular revenue officers, the attitude of the
courts, or the extent to which the Revenue is
apprised of the existence of receipts of disputable
character. For the very approach which treats the
taxability of particular forms of receipts as a
matier to be decided "on the facts of the case"
(without specifying what particular "facts” are
relevant to the matter) naturally opens the door to
the widest possible differences of interpretation
as between taxable and non-taxable profits; and
tax-payers can hardly be blamed for preferring the
interpretation most favourable to themselves and
making their retumns accordingly.

45, itmay be that the Indian Revenue authorities
have been more successful that the British in
"roping in" profits of a speculative or casual
characier into the tax net, butI doubt it. The fact
that the Revenue in both countries has succeeded
in obtaining favourable decisions in the courtsin
afew spectacular cases must not be taken to mean
that the range of cases covered by these decisions
arenow effectively within the tax net. InEngland,
Courtdecisions since 1920established thatcasual
profits in transactions of an unusual character
(like the purchase and sale of farms by a motor
engineer, or the sale of bonded whisky by a
wood-cutter, etc.) arc within the range of taxable
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profits. But no more than a minute fraction of
such speculative transactions are effectively
taxed partly because each case is to some extent
distinct from every other, and hence legal pre-
cedents are inadequate for establishing it as a
transaction "in the nature of trade”; partly also
because gains with an adumbra(te] of doubt are
not brought to the knowledge of the Revenue.
Despite Reynold’s Executors V. Bennet (25 T.C.
401, 1943)" land speculation goes on unhindered
by the tax officer. As regards Stock Exchange
transactions, the taxability of speculative profits
by people other than registered professional
dealers or by professional dealers operating on
their "personal” rather than their "business”
account has never been tested in the courts in
Britain and it is generally admitted that none of
these, in practice, come within the tax nct.
Equally, I understand, in India the factors dis-
tinguishing a speculative profit from mere real-
ization of investment are so vague as to make it
impossible in practice to bring gains by other than
professional speculators within the tax net.
46.The fact moreover that some tax-payers (the
professional dealers in securities, finance houses,
etc.) are taxed on their capital gains and corre-
spondingly relieved of capital losses, whilst other
tax-payers are not, makes it possible to extract
money from the Treasury by fictitious transac-
tions of all kinds, the common feature of which
isthatthe party which isexempt fromcapital gains
taxation exchanges a taxable object (e.8., a divi-
dend) for tax-free gain, whilst the other party
off-sets its taxable income against the
manufactured loss on capital transactions. In this
way the tax-exemption of capital gains to some
sections of the community reduces the yield of
ordinary income tax below the amount it would
have had if everybody s gains had been uniformly
taxed or uniformly exempted from taxation.”
47. The taxation of capital gains is sometimes
opposed by the curious argument that its intro-
duction would actually stimulate tax avoidance
instead of reducing it. Thus the Taxation Enquiry
Commission in their report say,® "If a capital
gainstax were tobe introduced now -and isbound
to be levied at rales lower than the ordinary
income and super-tax on account of its casual or
irregular character - there is a danger of tax
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avoidance being stimulated by attempts to pass
off as capital gains what may otherwise have been
treated as part of taxable income”. This view
overlooks the fact that the complete exemption of
capital gains must necessarily afford a much
stronger stimulus to tax avoidance than the
reduction of liability arising out of differential
treatment. Infact, as we have argued above, under
the present system the Revenue has the worst of
both worlds. It can neither prevent income
masquerading as tax-exempt capital gains, nor
capital losses being offset against current income,
either of a special or an ordinary kind, for tax

purposes.
. THE PRESENT POSITION IN INDIA

48. The legal position in India differs from that
of Britain in that provisions relating to the taxation
of capital gains are actually on the Statute Book
(Section 12 B of the Income Tax Act.) As far as
I understand the position, while the operation of
this Section is suspended at present, it could at
any time be re-activated by a simple clause in the
Finance Act.

49.Thave notbeen able todiscover whether any
detailed consideration of the problem preceded
the abolition of the tax, after only two years of its
operation, in the Finance Act of 1949. The
reasons given by the Finance Minister in the
Budget speech were:-

(i) the yield was expected to be comparatively
small, about Rs one crore;

(ii) the psychological effect of the tax on
investment was bad; and

(iii) the tax operatedto hinder the free movement
of securities in the capital market, whichwas
a necessary pre-requisite of industrial
development.
None of these reasons appear to me adequate to
justify the abandonment of the experiment after
only two years of operation. The actual yield of
the tax for these two years amounted to over Rs
6 crore; and since the yield in the initial years
could obviously have only represented a fraction
of the ultimate yield it is not clear how the
surprisingly low estimate of Rs one crore was
arrived at. It is well know that no complicated
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new tax can be expected to work satisfactorily or
to show its full yield in the first few years of its
operation; the Rs 6 crore collected in the years
1947/48 to 1952/53, in respect of the financial
years 1947/48 and 1948/49, were based on a total
of 1,814 assessments only. Nor is itclear how the
Government could have had the information or
experience at its disposal to be able to conclude
that the tax had important adverse effects on
investment, or hindered the free inter-change of
securities.” There is also a logical contradiction
involved in arguing both that the tax has only a
negligible yield, and at the same time has
impgrtant adverse repercussions on the econo-
my.

50. The Central Board of Revenue, in their
evidence submitted before the Taxation Enquiry
Commission came down unhesitatingly in favour
of the tax, but they felt doubtful "whether its
reintroduction at the present time (December
1953) is likely to lead to any considerable reve-
nue." According to the Board’s statement, "the
general tendency seemstobe forprofits and prices
falling rather than rising; transactions in capital
assets are also much less frequent than they were
a few years ago." The Taxation Enquiry Com-
mission in their Report took up amore ambiguous
position and gave only a very cursory treaiment
(half a page) to the whole problem.

51. In my opinion it would be great mistake to
treat the question of the taxation of capital gains
mainly on short term revenue considerations, and
to put the tax off and on according as the imme-
diate revenue expected in the light of the pro-
spective economic situation was small or large.
Quite apart from the fact that the basic and most
important reason for the tax lies in the field of
equity, and not just revenue, the revenue potential
ofa capital gains tax can only be gauged onalong
term basis. It is common knowledge that in
general, realised capital gains reflect accrued
capital gains with a time-lag of anumber of years.
This time-lag, moreover, is by no means uniform
so that it is more correct to regard the average
yield of the tax over a period of, say, five years
as reflecting the average rate of accrual of capital
gains of a five year period which elapsed 10-15
years previously. Hence the full yield potential
of the tax should only become apparent after it
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had been in operation for 10-20 years.

52. It seems to me, therefore, that the tax ought
to be reintroduced as soon as possible, and quite
irrespective of the immediate prospects of rising
or falling prices, or of the immediate expectation
of the yield. But apart from this, in view of the
greatly accelerated rate of capital expenditure
under the Second Five Year Plan, I do not think
that the Board’s view expressed in December
1953 that "the general tendency seems to be for
profits and prices falling rather than rising" could
be supported in the present circumstances.

1. SUGGESTED CHANGES IN EXISTING LEGISLATION

53. Assuming the re-introduction of the tax, the
provisions laid down in Section 12B seem to me
to be on the right lines. In fact the scheme
propounded last year by the Minority of the
British Royal Commission on the Taxation of
Profits and Income, subject to one important
difference, is essentially similar - though the
Minority of the Royal Commission were quite
oblivious of the Indian law on the subject. The
important difference relates to the exemptions
from the scope of the tax introduced in the third
proviso of sub-section (1) of Section 12B. This
proviso exempts such transfers of capital assets
as result from compulsory acquisition by public
authorities, or from a scheme of partition of
H.U.E.’s, the liquidation of a firm or a company,
or transfers under a deed of gift or will, or to an
irrevocable trust. These exemptions are in accord
with the existing American law on the subject, but
do not, in the opinion of marg, conform to the
correct principles of taxation.® While a tax on
realised gains is the only feasible method of taxing
capital gains, it must be borne in mind, of course,
that the realisation criterion serves mainly
administrative considerations and there should be
no basic difference of principle between the
concepts of "realised” and "accrued” gains. The
tax should, therefore, be so framed that all capital
gainsshould come under the tax net sooneror later
- i.e., that over a long period, the tax charged on
realised gains should come to the same as the
charge on accrued gains. This will be the case if
transfers of assets of all kinds (by way of gift or
inheritance, as well as by sale, eic.) are treated as
realisation for tax purposes. On this conception

INDIAN TAX REFORMS

133

the accumulated total of realised capital gains
over a tax-payer’s whole life necessarily comes
to the same as the accumulated total of accrued
capital gains. If on the other hand, transfers by
way of gifts, bequests, etc., are exempted, notonly
will a considerable part of capital gains escape
from taxation, but the tax-payer will be given an
unhealthy incentive so to manipulate his asset
holdings as to make net unrealised gains as large
as possible, since all unrealised gains are wiped
out for tax purposes when the property passes
hands on decease. These exemptions may easily
cut the potential long term yield of the tax by
two-thirds or three-quarters and they do not seem
to be justified on any principle of equity.

54. Nor does it seem to me that the compulsory
acquisition of property by public authorities
forms any genuine ground for exemption from the
tax. . If the exemption is to be justified on the
ground that the compensation paid by public
authorities does not correspond to the full eco-
nomic value of the property, the tax-payer is
automatically relieved from the capital gains tax
to a corresponding extent. There is no case,
therefore, for complete exemption.

55. If the tax were re-introduced now there
would be acase, also, foramending the provision
in Section 12B concemning the determination of
the cost of the capital assets to the assessee. As
itis, the Section provides for the fair value on the
1stof January 1939, tobe substituted for the actual
cost, at the taxpayer’s option, if the assets were
held prior to that date. I think there is something
to be said in equity, as well as on administrative
considerations, forchoosinga post-war date, such
as the 1st of January 1948, for such an option in
place of the pre-war date mentioned in the Sec-
ton.

56. The provisions of Section 12B exempt
agricultural land, personal effects including
jewellery, as well as the stock in trade, etc., of a
business, profession, or vocation. The last
exemption is certainly correct since the capital
gains in stock-in-trade get automatically taxed as
ordinary profits as and when the stock is realised.
Exemption of agricultural land will perhaps be
retained so long as the existing constitutional
provisions concerning agricultural income
remainunmodified. The exemption of jewellery,
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however, was presumably introduced mainly on
administrative considerations. Jewellery, etc.,
above a certain value represent a form of invest-
ment, and ought certainly to be brought within the
scope of the tax. Ifa personal expenditure tax and
an annual tax on net wealth were introduced as
suggested in this Report, coupled with an auto-
matic reporting system suggested in Chapter 6,
the Revenue would be capable of checking
transactions in jewellery in almost the same way
as transactions in other forms of property.

57. The schedule of rates in operation in the
years 1947-49 reflected the right principle also in
putting arelatively low ceiling rate of 5 annas in
the rupee though the schedule was unduly lenient
in the scale of progression leading up to that rate.
If the suggestions made in Chapter 1 concemning
income tax were accepted and the present income
tax and super tax werereplaced by a single income
tax with a ceiling rate of 7 annas in the rupee, I
do not believe that the separate tax treatment of
capital gains would continue to be justified. A
ceiling rate of 7 annas, or say 45%, does not
appear to me unduly high from the point of view
of economic expediency, nor is the difference
between a ceiling rate of 5 annas and 7 annas of
sufficient importance to offset the great advan-
tages of having the same rates of taxation appli-
cable both to capital gains and ordinary income.
For administrative reasons, a higher exemption
limit (such as the Rs 15,000 under the 1947 Act)
may be justified for capital gains than in the case
of ordinary income, butI do not see why the rise
in rates through the successive slabs should pro-
ceed at such a leisurely pace once the exemption
limit is passed. Under the 1947 Actthe tax began
at arate of one anna in the rupee up to Rs 50,000
and the top rate of 5 annas in the rupee was only
reached when the gains exceeded Rs 10 lakh,
whereas in the case of ordinary income, the rate
of 7annas in the rupee is reached forincome over
Rs 25,000. These differences provide a strong
incentive for tax avoidance and it cannot be
emphasised too strongly that they lack any jus-
tification in equity.

58. The recommendation in Chapter 1 that
income tax should be subject to a ceiling rate of
7 annas in the rupee was, of course, part of the
wider reform which envisaged the replacement of
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the present super tax by a progressive personal
expenditure tax and the introduction of an annual
tax on net wealth. Assuming, however, that the
introduction of an annual tax on net wealth or a
personal expenditure tax are not considered for
immediate adoption, it would be well worth to
consider whether the present relationship
between income tax and the super tax should not
be so altered as to raise the ceiling rate on income
tax from 4 to 7 annas in the rupee and to make
super tax begin at an income of Rs 40,000 per
annum i.e., starting from the present third super
tax slab. Inthat case, capital gains could be made
liable to income tax but not to super tax, with the
result that the rate of tax deducted at source from
interest and dividend payments, etc., would
become identical with the rate of taxation on
capital gains, thus obviating the possibility of
gaining from manipulations of all kinds by con-
verting income into capital gains.”

IV. THE LONG-TERM YIELD OF THE TAX

59. Asindicated above, if the suggestions made
in paragraphs 53 and 54 were accepted, the
assessment of realised capital gains should cor-
respond in the long run to the average rate of
accrual of capital gains. The question is,
therefore, what long run rate of capital appreci-
ation should be taken as the basis for the purpose
of calculating the tax yield,. It can safely be
assumed that the value of privately owned prop-
erty increases at least as fast as the national
income measured at current prices. This means
that if the rate of progress envisaged in the Second
Plan is attained, the total value of property should
rise by at least 3-5 per cent per annum. The total
privately owned property in India (in estates of
over Rs 1 lakh and excluding agricultural land)
can be putataminimum of Rs 3,500-4,500crore.
Of this about Rs 1,000 crore takes the form of
ordinary share capital while another Rs 1,000
crore may be assumed to represent the value of
urban property and of other property with an
inherent tendency to capital appreciation (such as
business good-will).” Hence the average annual
accrual of capital gains can be put at Rs 60-100
crore,and the effective rate of tax, ontheschedule
of rates suggested above, may be as high as 40
per cent™. The long term yield of the tax, on these
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assumption, would come to Rs 25-40 crore.

60. These figures may appear surprisingly high
in the light of the two years’ experience with the
tax, and an attempt ought certainly to be made to
reconcile them with the actual yield for the years
1947-49 (which averaged just over Rs 3 crore a
year). (a) A part of the difference can be
accounted for by the difference in the schedule of
assumed tax rates. The effective rate in the case
of the assessments for 1947-49 was 23 per cent,
orsomewhat under 4 annas in the rupee. Withan
effective rate of 40 per cent the corresponding
yield would have beenRs 5 crore a year. (b) The
major difference, however, is due to the fact that
the total gains assessed for the years 1947-49
averaged only Rs 13 crore a year, as against the
Rs 60-100 crore suggested above. This differ-
ence is partly to be accounted for by the exemp-
tions, under Section 12B, to transfers by way of
gifts, inheritance, etc., and partly by the
incomplete coverage of the assessments.
Although no figures are available, American data
tend to suggest that the exemption of transfers
through inheritance, etc., also causes two-thirds
ormore of all capital gains tobe relieved. Hence,
the inclusion of the exempt categories might have
raised the total gains assessed from the actual
figure of Rs 13 crore to Rs 40-50 crore. (c)
Finally, the assessments by no means covered the
full extentof the casesliable. During the six years
upto 1952-53, only 1,814 assessments were made
inrespect of capital gains for both years together.
Since the number of major share-holders (with
shareholdings of Rs one lakh and over) is over
40,000, and the number of property owners (with
estates over Rs 1 lakh) more than 1,00,000, the
figure of 1,814 is not likely to represent more than
a fraction of the cases (though probably a some-
what larger fraction of large cases than of smaller
cases).

61. The greater part of capital gains over a
lon%er period probably arises on ordinary sha-
res.” . I personally donot think it excessive to put
the long run rate of appreciation of share capital
in India of the order of 10 per cent per year, rather
than 3-5 per cent. My reasons for this are that the
expansion in production in the organised private
sector of the economy can be assumed to proceed
at arate of 10 per cent per annum for many years
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tocome. This was the rate of growth attained for
the last five or six years, and there is no reason
why it should not be maintained for the next 10-20
years. It is true that the expansion of industrial
production has not carried with it during the last
five years an equivalent percentage increase in
company profits. I think, however, that this was
due to special circumstances. It is much more
likely that in the future, over longer periods, the
rise in company profits will be fully proportionate
to the rise in production; the rise in dividends to
the rise in profits; and the rise in share values to
the rise in dividends. During the last five years,
according to the figures given by the Taxation
Enquiry Commission,” the rise in industrial
production of over 40 per cent coincided with a
fall in profit margins (on gross sales) from around
17 to around 10 per cent. If these figures are
correct, they can only be interpreted in terms of
a changeover from ‘inflationary’ to ‘normal’
conditions, which coincided with the expansion
in production since the war. There is no reason
to suppose however, that this tendency will con-
tinue. Profit margins are unlikely to fall below
10 per cent over longer periods; while the rise in
expenditures under the Second Five Year Plan
should, if anything, cause arevival of inflationary
tendencies and a renewed rise of profit margins.
If profit margins were maintained (let alone
increased), the rise in profits will be as great as,
or greater than, the rise in production®. It should
also be borne in mind that the net ploughed back
profits of companies (after taxation and depreci-
ation) amount to Rs 70 crore per year (on the
evidence of the income tax assessments), and this
would normally be regarded as the minimum
amount by which the market valuation of com-
panies should increase annually over a run of
years.

CHAPTER 4
A PERSONAL EXPENDITURE TAX

62. In Chapter 1 it was proposed that a pro-
gressive tax on personal expenditure (with a
relatively high exemption limit) should be
imposed along with other suggested reforms, and
the maximum rate of income tax should, at the
same time, be lowered to 7 annas in the rupee (or
45% including sur-charge). The effect of these
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proposals would thus be the replacement of the
higher ranges of super tax on personal income
with a super tax on personal expenditure. The
purpose of this chapter is to explain these pro-
posals in more detail, and at the same time deal
with some of the objections that have been raised
against the introduction of a personal expenditure
tax in India.

I. GENERAL CONSIDERATIONS

63. In my book™®, I agreed the case in favour of
a personal expenditure tax on grounds of both
equity and economic expediency in some detail
and, therefore, do not wish to repeat the general
arguments here. The main arguments which have
been put forward against the proposals made in
my book, in the particular context of India, may
be listed as follows:

(a) It would not be practicable to impose an
expenditure tax on top of the present taxes on
income, since this would make taxation altogether
too severe.

(b) Taxation of expenditure in replacement of
taxation of income means the exemption of sav-
ings, this would greatly stimulate accumulation
by the wealthier classes and would lead toaneven
greater concentration of property ownership. If
property taxes were imposed to counter the ten-
dency to concentration of property, this, in turn,
would cancel the advantages of the expenditure
tax in regard to the incentive to save.

(c) The expenditure tax would be administra-
tively more difficult to handle than the income
tax.
(d) As expenditure met out of agricultural
income would have to be exempted from taxation,
it would encourage people to debit the maximum
part of their expenditure against their agricultural
income,

64.1 think it ought to be made clear that while
an expenditure tax is superior to income tax, both
because ‘expenditure’ is a better index of taxable
capacity than ‘income’, as the basis of taxation
and because ‘expenditure’ is a better index of
taxable capacity than ‘income’, there is nothing
inherently wrong in having both a tax on expen-
diture and a tax on income side by side. Evenif
itcould be argued that the present taxation income
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atthe high rates of income and super taxes is being
applied effectively, one could still justfy the
introduction of an expenditure tax if economic
considerations require a restriction of personal
spending and if that restriction could not be
attained by a further increase in income and
property taxes. If income and property are taxed
too severely, while expenditure out of accumu-
lated wealth is not taxed or restricted, the effect
would merely be to encourage the capitalists to
dissipate their wealth rather than to reduce their
living standards.* [ argued in earlier chapters that
the present high marginal rates of taxation on
income would have far more deleterious effects

" on the behaviour of wealth-owners (i.¢., on their

incentives to save or to invest) if these taxes were
appliedeffectively. The fact that these effects are
largely avoided because the tax system contains
large enough loop-holes to permit the owners of
risk capital to make tax-free gains and to accu-
mulate capital out of tax-free savings, is an
argument against the present system of taxation,
and not against the expenditure tax. For if these
loop-holes were closed (i.e. all capital gains, etc.,
were brought into charge in the same way as other
income) it would soon become evident that these
high marginal rates on income could not be
maintained. Hence progressive taxation, if it is
to be both effective and impartial, cannot be
levied beyond a certain point on an income-base,
but only on an expenditure base.

65. It would also be incorrect to say that
imposition of taxes on property (whether in the
form of an annual tax on wealth, estate duties, or
the general gift tax) would cancel the advantages
of an expenditure tax in restricting spending. On
the contrary, the imposition of a personal
expenditure tax would counter the disincentive
effects of these property taxes on the spending
and saving habits of the rich. A progressive
expenditure tax taken by itself would effectively
reduce the standard of living of the upper classes,
though it might augment the rate of accumulation
of large fortunes. Property taxes cut down the
rate of accumulation but encourage spending. A
combination of the two types of taxes, therefore,
far from cancelling the good effects of either,
makes it possible to restrict effectively the living
standards of the rich without sacrificing the



VOL.SNO. 1

long-run egalitarian objective of a more even
distribution of property.

66. While an expenditure tax would be admin-
istratively more difficult to handle than the
present income tax, it is not more difficult to
handle than a comprehensive and effective sys-
tem of income taxation. On the contrary, the
incorporation of an expenditure tax in a system
of personal taxation which includes both taxes on
income (including capital gains) and on property
would ease considerably the prevention of eva-
sion - partly because it would introduce an
opposition of interests between the different
parties as regards the concealment of particular
transactions (whereas under the present system
both parties toa transaction may have an identical
interest in concealing altogether or in understat-
ing the value of a particular transaction), and
partly also because the necessity to account for
the amounts spent on personal purposes over a
particular period together with the obligation to
produce a balance-sheet of personal net wealth at
the beginning and at the end of the period forces
the taxpayer into a full disclosure of receipts; just
asthe need tomakea full return of current receipts
and expenditure forces the taxpayer into a full
disclosure of capital assets.

67. It should also be remembered that the
problem of personal expenses being met out of
business expenditure accounts or benefits given
inkind rather than in cash already arises under an
incometax. The obligation of ataxpayer toreturn

his personal expenditure as well as his income .

would make it easier to detect such cases of
income tax evasion since they would automati-
cally be reflected in an unduly low figure being
returned for personal expenditure. The plain fact
is that the incorporation of an expenditure tax
would make the administration of the income tax
agreat deal more effective as well. It is possible
for a man to conceal some part of his receipts, or
by getting some part of his own expenses paid by
someone else (his business employer or some
friend or relation in a lower tax bracket), but the
important point is that such concealments could
notbe carried tothe pointat which taxpayer’s own
returned figure for his expenditure becomes
apparently inconsistent with his mode of living.
I think the experience of income tax officers
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would confirm that while it is not possible to
estimate from external criteria a man’s expendi-
ture with any great precision, it is certainly
possible to do so with a fair margin of
approximation®>. A man who keeps several
houses, a large number of servants, and several
carsand entertains frequently, might well manage
to understate his true expenditure by a few
thousand rupees a year, but he could not possibly
return a figure of, say, Rs 10,000 when in fact he
spent Rs 50,000 or Rs 1,00,000. Yetunder the
present system, there is no limit to the extent to
which he could understate his income through
fraudulentconcealments or the extent to which he
can economise on having a taxable income by
converting income into capital gains or econo-
mise on super tax by transferring property into
trusts and settlements.

68. With regard to the point conceming agri-
cultural income, the constitutional position seems
to be rather in favour of the expenditure tax. The
Constitution does not assign specifically a tax on
expenditure either to the Centre or to the States,
nor does it state anywhere that expenditure out of
agricultural income (as distinct from the agri-
cultural income itself) should not be taxable by
the Centre. 1 believe, therefore, that a tax on
personal expenditure would be constitutional
irrespective of the sources from which the
expenditure was drawn; and the revenue from it
could be taken as belonging exclusively to the
Centre under item 97 of List 1 of the 7th Schedule
to the Constitation.

69. The one contention which no one has called
into question is that a progressive personal tax on
expenditure is a most potent weapon for inducing
economies in personal spending among the
well-to-do classes. It is also beyond dispute that
an accelerated rate of economic growth requires
a higher proportion (and not merely a higher
amount) of investment expenditure to total
expenditure - i.e., a higher proportion of savings
in the national income. Resources for such
additional savings can only come from a reduc-
tion in consumption in refation (o current income,
As the consumption standards of the masses of
the population in India are so near to the bare
minimum level, the reduction in the propensity to
consume of the well-to-do classes appears to me
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as an indispensable requirement for sustaining a
higher rate of economic growth. Luxury con-
sumption is in fact the only part of the national
expenditure that could be compressed for the sake
of releasing resources for a higher rate of capital
accumulation; and a graduated progressive tax on
personal consumption is undoubtedly the ideal
instrument for attaining this end.

1. DEFINITION OF EXPENDITURE AND
MODE OF ASSESSMENT AND GRADUATION

The Real Basis of the Charge

70. Although, as explained further below, the
taxpayer would not normally be required to give
any detailed account of his outlays on consump-
tion (but only a statement of his total outlay as
part of a comprehensive return showing all his
receipts, investments, etc., and all the items for
which he claims exemption) the legal basis of the
charge ought to be a reasonable every day con-
ception of personal consumption (or expendi-
ture), including not only items met by
expenditures out of the taxpayer’s own spending
but also consumption out of benefits and gifts
received in kind, expenses met by the employer,
friend or relation, subject to an annual exemption
limit of, say, Rs 2,000 a year per head for such
gifts or benefits received. If the charge is based
on personal consumption thus defined, attempts
10 avoid tax by making gifts to persons of low
spending power, etc., (in return for such persons
meeting part of the taxpayer’'s expenses) or by
getting employers or businesses {0 meet one’s
personal bills would all be unavailable. The
taxpayers would, in fact, be chargeable on the
- value of all goods and services received for
personal consumption irrespective of ow and by
whom these were financed.

Definition of Personal Consumption

71. Personal consumption excludes outlays on
the following items:

{a) Business expenses in the strictest sense; the
question of adequacy of the present legal defini-
tion of such expenses as expenses "wholly or
exclusively incurred for the purposes of a trade
or business" will be further discnssed in Chapter
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7.

(b) All investment outlaysi.e., sums devoted to
the purchase of income yielding property (like
land, stocks and shares, securities of all kinds) or
non-income yielding ‘stores of wealth’ (like bank
deposits, bar gold, current deposits, bank notes
and coins)®; loans of all kind and sums devoted
to the repayment of past indebiedness.

(c) Capital expenditures for personal use, only
the annual benefits from which, and notthe outlay
itself, enters into "consumption”. The purchase
of a dwelling house for owner-occupation, works
of art, jewellery and ornaments above a certain
value (say, Rs 10,000) fall into this category.

(d) Gifts made to other persons above a cenain
amount (say, Rs 2,000) including settlements
made on children, dowries™, etc.

Claims for exemption under items (a) to (d)
would have to be supported by duly certified tax
vouchers as described in Chapter 6 but whilst
outlaysunderitems(a), (b) and (d)carrycomplete
exemption, outlays under {(¢) would carry a
notional addition to personal consumption in the
year of purchase and subsequent years (until the
items are sold), based on, say, 5% of the purchase
price®.

Chargeable and Exempt Consumption Expen-
diture

72. Outlays not falling within categories (a) to
(d) above may be defined as personal expenditure
but not all such expenditure would be charged to
tax. Certain categories of necessitous items
should be exempted and the range of such itermns
would vary with the particular customs and modes
of living. Items which I would regard as failing
reasonably within the ‘necessitous’ categories
and deserving exemption in addition to all per-
sonal taxes paid are: (i) funeral and birth
expenses; (ii) medical expenses upon a certain
amount per head; (iii) any additional expenses
incurred as a result of severe physical disabilities
upto a certain amount per year; (iv) fines, etc.
imposed by courts; and (v) expenses incurred as
aresultoffire, burglary, theft, flood, damage, etc.
(Since all such outlays represent insurable risks,
itwould be administratively convenientto restrict
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such exemptions o payments received under the
insurance policies rather than to the outlays
themselves.) .

Treatment
Expenditure

of Chargeable Consumption

73. The residual left after deduction of
exempted items constitutes chargeable con-
sumption expenditure; notall of which, however,
is fully chargeable in the year of purchase.
Expenditure on durable goods of all kinds like
fumiture, motor-cars, house repairs, etc., or on
unusual outlays like weddings, can be spread at
the taxpayer’s option over, say, a five-year or
possibly a ten-year period. Since under a pro-
gressive system any tax reliefobtained onaccount
of such unusual expenditure would automatically
swellthetaxpayer’s chargeable expenditure in the
following and subsequent years, spreading would
be against the taxpayer's interest except in so far
as it genuinely assisted to even out his rate of
expenditure over time. There would be no need,
therefore, in these categories to require the same
kind of proof to be furnished as would be nec-
essary for claiming exemption under categories
(@) to (d) in para 71 above.*

Mode of Assessment and Graduation

74. Since the purpose of the tax is to discourage
high level spending by steeply rising marginal
rates on expenditure, it is far more necessary in
the case of this tax than in the case of income tax
to take into account differences in needs arising
out of differences in the size of the family which
the taxpayer has to support. Hence unlike the
income tax (where only a very small difference is
introduced in the tax liability through a variation
of the amount of initial exemption), the rates of
taxation in the case of expenditure tax ought to
vary with the scale of expenditure per head rather
than the total expenditure of the whole family
unit. This means the adoption of the so-called
quotient system, which is already applied in
France for income tax purposes, according to
which the income (or expenditure) of all members
of the family is first aggregated and then divided
into a number of parts, depending on the number

INDIAN TAX REFORMS

139

of persons in each family, and the tax is charged
separately on each part. Children may count as
one-half unit each (though the fraction could be
varied with their age and number)”’. Apart from
wife and children it may be permitted to add other
family members living in a joint household to the
conception of the "family", provided only that
their receipts, income and property, are effec-
tively aggregated with the family for tax purposes.
It would be reasonable, however, to count such
additional members in the same way as children
as a fractional rather than full unit each. This is
because the aggregate family expenditure,
assuming a given living standard, riscs less than
inproportion to the increase in the numbers in the
household. I would therefore suggest that addi-
tional family members should be converted to
adult units on a tapering-off scale so that a family
of say 4 members would count as three adult units,
a family of 7 members as four adult units and that
five should be the maximumnumber of adult units
for a family. That means that the minimum
liability to tax in case of a large family is as on
the total family expenditure divided by five, this
liability being manipulated five times.

75. The pre-condition of this method of charg-
ing, as already stated, is the effective aggregation
of all receipts, income and property of the family
members. Although, in principle, such aggre-
gation could be adopted for purposes of the
expenditure tax only without being applied for
income and property taxes, from an administra-
tive point of view, it would clearly be far more
convenient if the rules of aggregation appiied
equally to all types of personal taxation. In India,
unlike in England, the income of husband and
wife is not automatically aggregated for tax
purposes, though there are special anti-avoidance
provisions which enforce aggregation in case of
partnership shares, etc., and cause income and
property transfers between family members to be
ignored for tax purposes. It would, however, be
far more equitable as between different taxpayers
if a general rule of aggregation were adopted for
purposes of income and property taxes as well as
for purposes of expenditure tax as between hus-
band and wife and minor children (excepting in
the case of alegal separation). Inthe caseof other
family members aggregation for income and
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property tax purposes would be optional but a
necessary pre-condition for aggregation for
expenditure tax purposes.

IV. SUGGESTED SCHEDULE OF RATES

76. In Chapter 1, it was suggested that there
should be an exemption limit of Rs 10,000 per
adult and expenditure in excess of this amount
should be charged according to the slab system
of graduation, starting from 25% on the lowest
slab (i.e., on expenditure between Rs 10,000 and
Rs 12,500) and rising gradually upto a maximum
of 300% on expenditure in excess of Rs 50,000
per head. An exemption limit and schedule of
rates of this character seem to me appropriate for
replacing the present super tax on personal
~ incomesonthe slabsabove -/7/-annas in the rupee
- i.e.,in excess of gross income of Rs 40,000 and
a net family income, after income tax, of Rs
30,000. Since the typical family may be assumed
to comprise at least three adult units, a net
expenditure of Rs 10,000 per head corresponds
to a net family expenditure of Rs 30,000.
Assuming that personal expenditure corresponds
to net income after tax, the substitution of an
expenditure tax on this scale for the higher
brackets of super tax would not change appreci-
ably the total burden of taxation. There would,
of course, be aconsiderable shift in the tax burden
asbetweenrelatively high spending and relatively
high saving tax-payers.

77. It could be argued, however, that in the
present conditions of India a stronger deterrent to
spending and a stronger stimulus to personal
saving would be justified, and therefore, the
exemption limits ought to be put lower and the
scale of graduation made stiffer than the scale
which is the nearest equivalent to the present
super tax. If the exemption limit were put at Rs
6,000 per head and the maximum slab of 300%
were imposed on expenditures in excess of Rs
30,000 per head the liability to tax would have a
more powerful effect in restraining spending, It
might, therefore, be more appropriate in the
present situation of India even though it would
probably imply considerable increase of the
presenttax burden of a typical family in the higher
income groups.
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78. There are unfortunately no statistics avail-
able in India, even on a sample survey basis, of
the consumption expenditure of the top income
groups. Some of the cases investigated by the
Taxation Investigation Commission, I under-
stand, suggest that personal expenditure might be
rather low in relation to true income. In these
particular cases, however, the amount of con-
cealed income was probably very large in relation
to declared income and it is quite possible that
such concealed income is served to a far greater
extent than declared income precisely because the
spending of concealed income would cause sus-
picion and might lead to detection. There might
be a large number of cases where the level of
expenditure is greatly in excess of the taxable
income and where the difference is financed not
out of concealed income, but out of capital gains
that are exempted from taxation or simply out of
accumulated wealth. Some observers put the
expenditure of the upper classes in India at over
Rs 500 crore a year - an amount which is
considerably in excess of the total of net incomes
after tax of all income recipients with incomes of

‘over RS 10,000. It is possible, therefore, that

total yield of the tax would prove to be very much
greater than the present yield of that part of the
present super tax which it replaces. Itis, however,
impossible in this case tomake evenarough guess
of the magnitude of the probable yield.

V. ADMINISTRATION

79. The tax would be administered in much the
same way as the present super tax on the basis of
individual assessments relating to the previous
year and paid around 18 months in arrear. The
mode of administration of the tax could perhaps
best be illustrated by showing in asimplified form
the type of comprehensive return which, it has
been suggested should replace the present tax
return and which would provide the material for
assessment for the other proposed taxes, the
annual wealth tax, the capital gains tax and the
gift tax, as well as the expenditure tax,

80. It will be evident from the sample com-
prehensive return reproduced in Appendix ‘A’ to
this Report that the tax-payer would not be asked
to give a direct account of his personal expenses,
the amount chargeable for the expenditure tax
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being arrived at as a residual after deduction of
various items from the receipts. The need to make
the various items and parts of this return consis-
tent with one another, together with the require-
ment that a duly certified voucher should be
submitted in support of each particular claim for
exemption, provides the check on the accuracy of
the computed figure of expenditure. The tax-
payer would, however, also be required to make
a formal declaration that to the best of his
knowledge and belief the computed expenditure
tallied with his true personal expenditure for a
period in question. The Revenue would, of
course, have the power to ask for details con-
cemning particular items of expenditure (such as
the amount paid for electricity or other public
utility services, the rents paid for the year, the
amounts spent on the children’s education, etc.),
as well as details concerning his mode of living
(e.g., the number of servants kept, the number of
rooms, fumiture and fittings, motor-cars and
travels made during the year) which would enable
the tax officer to check the accuracy of the
computed figure and the consistency of the whole
return.

CHAPTER §
A GENERAL GIFT TAX

81. The purpose of this chapter is to put forth a
proposal for a single integrated tax on gifts of all
kinds (including under this term accession to
property through bequest and inheritance) which
should replace the present estate duty, as well as
bring into charge other gratuitous transfers of
property which are not now taxable. The case is
argued on grounds of equity, expediency and
administrative efficiency.

1. GENERAL CONSIDER ATIONS

82. Property is passed on from generation to
generation either through inheritance or bequest
or through inter viros gifts and settlements. The
basic justification for taxes on inheritance is that
the community has the right to limit each indi-
vidual’s freedom to pass on his property intact to
his successors just as it has the right to
circumnscribe the power of control and disposition
exercised through the legal institution of owner-
ship in numerous other ways. Progressive taxes
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on estates can in fatt only be justified as a
graduated limitation of the right to pass on dif-
ferentiating between the right to pass on property
through gifts and the right to pass on property by
bequest. There is, therefore, a prima facie case
for supplementing estate duties with taxes on gifts
made inter vivos; and as far as possible, the
incidence of taxes on gratutious transfers of
property should be made independent of the mode
in which, or the form through which, property is
transferred.

83. An additional reason for the taxation of inter
vivos gifts is that the imposition of estate duty
itself stimulates the inter vivos transfer of prop-
erty to heirs and successors so as to avoid tax;
even though the motive of tax avoidance is not
the sole or even the main reason fora general tax
on gifts. Inter vivos gifts are made on many
occasions, as for example on the marriage of
children or grand-children, or when children
reach maturity and set up a separate household or
business. Again there is no a priori reason why
such gifts should be differently treated for tax
purposes than gifts received through inheritance.

84. An attempt is usually made to limit the scope
of tax avoidance through inter-vivos settlements
by providing that gifts made within a limited
period prior to death should be aggregated with
the estate for estate duty purposes. In India the
period is six months for gifts made to charity and
two years for other gifts. These provisions are
questionable devices from an equity point of view
(a) since they carry the presumption that all gifts
made within the prescribed period prior to death
were made within the dominant motive of tax
avoidance (which certainly cannot be true of all
cases), and (b) because they make the taxability
of gifts entirely dependent on the fortuitous cir-
cumstance of the donor surviving ornot surviving
the prescribed period.*®

85. The attempt to give away a part of one’s
estate with a view toreducing the liability toestate
duty is particularly strong when taxes are levied
onprogressive scale, sinceinthat casetaxissaved
not only through a portion of the estate being
passed on inter-vivos, but also through a lower
rate of duty becoming applicabletothe remainder.
The more the State attempts to limit the scope for
such tax avoidance by extending the period prior
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to death during which gifts are made taxable, the
more arbitrary the incidence of the duty becomes,
and the greater the element of luck or illfortune
in determining the liability to the tax.

86. Some countries such as the U.S.A., Sweden,
Canada, Australia and others have introduced
separate taxes on inter-vivos gifts to supplement
the death duties. Since, however, in most cases
the two taxes are not properly integrated with one
another, loop-holes for tax avoidance remain.
Thus in the United States, the gift tax is charged
at three fourths of the normal estate duty rates,
and successive gifts by a donor are aggregated for
tax purposes. There is, however, an annual
exemption of $3,000 (in addition to an initial
exemption of $30,000) so thatif gifts are made in
regular annual instalments of § 3,000 or less, the
gifts still escape the tax, Itis usual, moreover, in
the tax laws relating to gifts to regard the gift tax
as a liability payable by the donor, with the result
that whereas estate duties are levied gross, (i.e.,
the tax is paid out of the assessed estate) gift taxes
arelevied net (i.e.,on the net amount transferred).
This reduces the tax liability in two ways; partly
because the tax is levied on a smaller base, and
partly because the rate of tax (and not only the
amount payable) applicable to the smaller base
may be smaller.

87. There is also the question whether the whole
conception of an estate duty which taxes the
property of the deceased on a progressive scale
depending only on the size of the estate, and
irrespective of whether it is passed on to one
person or a number of different hands is correct
from an equity point of view or not. The pre-
sumption of an estate duty is that the incidence of
the tax falls on the deceased person. In fact, the
true incidence falls on the heir or legatee and not
on the deceased. The fact that a man’s property
will be reduced through death.duties after his
decease does not reduce his economic power but
only of the people who inherit the property. It
seems to me therefore, that from the pointof view
of equity, the rate of progression should vary with
the amount received by a particular-person, (the
principle underlying the so-called legacy or suc-
cession duties) and not with the total amount of
property left by a man. Apart from reasons of
equity, considerations of economic expendiency
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also argue in favour of the principle of the legacy
duty as against the principle of the estate duty.
For the main justification for levying a steeply
progressive tax whenever property passes from
one generation to the next is to counter the
tendency towards the increasing concentration of
wealth which is an inevitable consequence of
economic progress in society. Ifa richman leaves
hisestate, nottoasingle heir, buttoa large number
of beneficiaries, he is, thereby, doing something
himself to counteract that tendency by spreading
his property among several persons. Moreover,
when the rates of estate duty are very stiff (and
they have to be very stiff in the higher brackets
to provide an effective antidote to the tendency
of increasing concentration of wealth) the temp-
tation on the rich to dissipate their capital during
their lifetime - a temptation held in check at
present by the loop-hole of tax-exempt transfers
inter vivos - mustbe pretty strong. This temptation
would undoubtedly be less if a man of property
could reduce the extent to which his estate will be
taxed at death by spreading it among a large
number of potential beneficiaries.

I PROPOSAL FOR A GENERAL TAX ON GIFTS

88. The above considerations argue in favour of
a uniform tax on all gratuitous transfers, ire-
spective of whether the transfers were made inter
vivos or by way of legacy or bequest. The legal
liability for this tax should be placed squarely on
the donee (and not on the donor) on whom the
ultimate incidence of tax must in any case fall. It
isnecessary moreover that the rate of progression
of the tax should not be dependent on the size of
any particular gift or legacy - otherwise the
taxation could be defeated by a fragmentation of
gifts. It is for this reason that existing legal
provisions generally aggregate successive gifts
by a donor for rate purposes. I do not believe that
this method of aggregation (by donors) is the ideal
solution. The ideal method appears to be to make
the rate of taxation dependent neither on the size
of the gift nor on the wealth of the donor but on
the total wealth of the recipient i.e., hisnet worth
including the gift. A man who own Rs 10 lakh
and receives another Rs 1,00,000 as a gift ought
surely to be more heavily taxed on that than
another man who receives an identical gift but
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ownsnothing eise. The most reasonable principle,
therefore, seems, Lo be to apply a slab system of
graduation to a man's total estate, and to tax the
gifts received in any one year according to the
additions they make to his net wealth and at the
rate applicable in the relevant zone (or zones).
Assuming that an annual tax on wealth is intro-
duced so that the property of an individual, above
the exemption limit, is in any case returned
annually for the purpose of the annual tax, the
introduction of a general gift tax on these lines
would not cause any additional administrative
problem.

89.In chapter 1,1 suggested that there should be
an exemption limit of Rs 10,000 for any single
receipient and that gifts over and above this
should be taxed at the rate of 10% if the net wealth
of the recipient is below Rs 1 lakh, and at double
the present estate duty rates applicable in the case
of individuals - i.e., 15% between Rs 1,00,000
and Rs 1,50,000, 20% between Rs 1,50,000 and
Rs 2,00,000, 25% between Rs 2,00,000 and Rs
3,00,000, and so on, rate becoming 80% if the
total estate of the donee exceeds Rs 20 lakh. I
think this should be subject to the proviso - in
order to prevent small and regular allowances
from becoming subject toan excessive duty - that
the tax-payer should have the option to have the
gifts of any one year treated as ordinary income
for tax purposes (i.e. aggregated with his other
income).

90. The suggestion that the existing estate duty
rates should be doubled when the tax is levied on
the above lines may be thought as harsh. It should,
however, be bomne in mind that (a) the rates of
estate duty in India are rather low at present in
comparison to other countries,” and (b) since the
typical estate is inherited by several heirs and not
asingle heir, the changeover from the estate duty

. principle to the legacy duty principle would mean
a considerable reduction in the effective burden
of taxation unless the rates are made considerably
higher. Suppose a man dies possessing Rs
10,00,000. Under the existing estate duty law he
would be subject toa tax of Rs 1,51,250. If he left
his estate in equal parts to three of his surviving
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children, the liability to gift tax according to the
estate duty rate schedule would be three times Rs
26,250, or Rs 78,750 altogether, meaning a
reduction of nearly 50%. But under the Schedule
of rates suggested here (assuming the children
possess no other property) the liability of each
heir would amount to Rs 61,500 or a total of Rs
1,84,500 which exceeds the liability under the
presentestate duty by just under 22% - an increase
which certainly cannot be regarded as excessive
when compared with the rates obtaining else-
where in the world.

91. A further considerable advantage of these
proposals is that it makes tax evasion far more
difficult than the existing system of estate duty.
The experience with the latter in India so far tends
to suggest that under Indian conditions, it is
difficult to discover whata man’s property is after
his decease. The new system relies on the recip-
ientof gifts and bequestsas well as on information
supplied by the donor or legator, and assumes that
the system of comprehensive returns recom-
mended in Chapter 4 is adopted in which case the
transfer of property through gifts or inheritance
is bound to be revealed.

1I1. PROBABLE YIELD OF THE TAX

92. Assuming that the system of comprehensive
returns on all receipts and property and the
comprehensive reporting system on all property
transactions, etc., are adopted (and are function-
ing satisfactorily) the net yield from this tax would
be considerable. Private property inIndiain estate
of say, Rs 25,000 or over is not likely to be below
Rs 4,000 crore, whilst the annual transfer of
property through death or inter vivos gifts cannot
be much less than one-twenty-fifth of the total.*
This makes the amount annually assessable to the
gift tax something of the order of Rs 150 crore.
Onthe rate schedule suggested above, the average
rate of duty could not be put at less than 20%
which makes the yield of the tax of the order of
Rs 30 crore a year. The consequential loss from
estate duty is estimated at present at only Rs 2
Crore a year.
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CHAPTER 6
A COMPREHENSIVE REPORTING SYSTEM
1. THE PROPOSAL

93. The existing evasion of income tax, super
tax, and estate duty, as well as the administrative
difficulties in connection with the taxation of
capital gains, an annual tax on wealth and a
personal expenditure tax, could be overcome
through the institution of an automatic reporting
system of all capital transactions, etc., with the
aid of a simple system of code numbers. The idea
can be briefly described as follows:-

(a) Every income tax payer is supplied with a
code number by the Income Tax Officer who
handles his case. Any other person who so
desires, can register his name in the Income
Tax Department of his home district and can
get a code number even if he is not so far
assessed or liable. The code number should
indicate the State/District/Income Tax Circle
No. And can be of the form 1/2/5/348 indi-
cating West Bengal/Calcutta/I.T. Distt. Ward
No. V-2/ and GIR No. 348.

(b) It should be obligatory in the case of all
property transfers registrable under the
Transfer of Properties Act to disclose the
code numbers of the transferor and the
transferee. The transferee at the same time
must sign a declaration stating whether he is
the beneficial owner or merely a trustee,
nominee orbenamidar. Inthe lattercase there
is an obligation on him to disclose the code
number of the beneficial owner. Failing such
declaration, the transferee is deemed to be the
beneficial owner in law and any claim of
benami on property purchased after the "ap-
pointed day” would fail, even though the
transfers may not be in possession of the
transfer deed. ‘This would stop evasion
through benami holdings.

(c) It should be obligatory to produce these
declarations when transfer deeds are handed
in to the Registration Offices for purposes of
registration. The most convenient form is a
duplicate perforated voucher, consisting of
two copies, A and B. The suggested forms
of this tax voucher are reproduced in
Appendix B. The recipient of cash (or the

seller of property) should have an obligation
to fill out the part of these vouchers relevant
to him and hand it to the buyer (transferee).
The transferee having completed the rest of
the form hands it over to the Registration
Office together with the transfer deed. The
Registration Office transmits it to the Reve-
nue Department who route the two slips to
the tax officers of the transferor and the
beneficial owner (or transferee, if the trans-
feree is himself the beneficial owner),
respectively.

(d) In case the system of taxation comprises an

expenditure tax (as one of the taxes) it would
be administratively convenient to make the
voucher in triplicate, one of which (copy C)
is retained by the transferee who hands it to
his I.T.O. as a supporting voucher for tax-
exempt outlays., Under an expenditure tax,
the tax-payer’s interest is to under-state his
receipts and to overstate his tax-exempt
outlays; the latter should therefore be
required to be supported with vouchers, fur-
nished by the tax-payer himself; whereas the
under-statement of receipts can be checked
by the vouchers produced by the other parties
and accumulating in his file with the tax
office.

(¢) In this manner, the Revenue Department

would be able without any cumbrous inves-
tigation of individual cases, to obtain a full
record of the capital transactions of
tax-payers during the year, There is no need
to stress the importance of this for efficient
administration, not only of an expenditure tax
but of income tax, a capital gains tax, an
annual tax on wealth, and of ageneral gift tax
as well. Concealments of gains for income
tax purposes are revealed through the
investment of such gains, if suchinvestments
are automatically notified to the tax authori-
ties. At present large scale concealmentscan
only be unearthed through the detailed
investigation of capital transactions. The
adoption of the above system would ensure
that the 1.T.0.’s have immediate information
onall capital transactions whereas at present
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any such information can only be obtained
subsequent to the filing of the annual return
and in some cases only some years after that.

(f) Moreover, if the system of taxatjon includes
an expenditure tax as well as taxes on income
and capital the economic interest of tax-
payers would ensure the completion and
sarrender of these vouchers even in the case
of such transactions which do not involve
compulsory registration. Thus in the case of
Stock Exchange transactions where no actual
delivery of shares takes place, but where only
the balance of a large number of transactions
gives rise to cash receipts or payments (dif-
ferences), the payer can be asked to surrender
a voucher, filled out by the payee, in support
of his claim. In this case, the departure from
the already existing practice will mainly
consist in the disclosure of the code number
of the recipient on the voucher.

(g) Further, in the case of all payments above a
certain sum (say, Rs 10,000) which are not
payments for goods and services rendered of
non-exempt categories, the completion of a
receipt in the form of voucher described
above, and its surrender by the payer could
be made a statutory requirement. Given an
expenditure tax, there is a strong incentive on
the payer to insist on the proper completion
of such a voucher since otherwise he might
involve himself in added tax liabilities. Thus
the lender in the case of a loan, the debtor in
the case of a repayment of a debt, the
depositor in the case of a bank deposit, donor
(or his executors_ in the case of gift, bequest,
the purchaser of such jewellery or other
valuables as are treated as exempt categories
of expenditures, could all be relied on to
produce the appropriate voucher in connec-
tion with their tax returns.

(h) Equally, the code number of the beneficial
owners, if included in the companies’ share
registers along with the names of the nominal
holders would produce an automatic check
on interest and dividend income (as well as
on secret holdings out of concealed profits of
the past). Copiesofdividend vouchers issued
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by companies to shareholders would also be
routed to the tax officers through the code
number system.

(i) The amount of clerical work involved in the
routing and filing of vouchers for the whole
of India would be no larger than the clerical
work which was involved in the administra-
tion of the rationing system during the war in
a single large city. At the moment, the
number of assessees on the General Index
Register is of the order of one millionand the
code numbers that may have to be allotted
may be of the order of two millions or so for
the whole of India. In other words, it will
mean that each of the 1,000 .T.O’s will have
on their Registers on an average about two
thousand names each, and this is obviously
not a very difficult problem to manage. In
fact the Sales Tax authorities are working on
the system of Sales Tax Registration Nos.
which is essentially similar. The routing of
the tax vouchers to the local tax offices can
be done on a continuing basis without undue
additional expenditure. Each Registration
Office would post every evening the vouch-
ers accumulated during the day to the Central
Collating Agency at Madras who would send
them on to the local offices. The collection,

“filing and utilization of vouchers by the

. Income Tax Officers could be most conve-
niently done through a card index filing
system.

1. THE SWEDISH PRECEDENT

94. 1 obtained from Sweden copies of some of
the tax vouchers in connection with the compre-
hensive reporting system in that country which in
some ways is essentially similar to the one I have
outlined. Rough translationsof Form 18A and 17
are given in Appendix ‘B’ to this Report. These
forms relate to the receiptof interest and dividend
payments. I understand, however, that analogous
forms have to be completed in connection with
the receipt of each resulting from the sale of
capital assets and perhaps other types of trans-
actions as well.

95. The Swedish tax vouchers are analogous to
the system suggested by me in the two important
respects.  First, the obligation to fill up the
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vouchers rests always on the person who receives
money (the payee) whereas the obligation to
ensure that the form is duly completed and sur-
rendered to the appropriate tax authorities rests
on the payor. Secondly, the declaration by the
payee contains, in addition to the sum received,
the nature of the dividend, the amount of the
payment, etc., a declaration by the recipient
whether he is the beneficial owner or not; and in
casc he is not the beneficial owner (or if the
beneficial owner is not a Swedish resident),
another form, Form 18B must be completed. The
forms, while they ask for details concerning the
name and address of the payee and of the payer,
do not contain any reference to code numbers.

96. The system proposed here would be a great
deal simpler to operate, for several reasons. The
universal use of code numbers must greatly
facilitate the routing of the tax vouchers to the
appropriate tax officers. The completion of such
vouchers would not be required in connection
with the dividend and interest payable in so far as
payments are rendered to registered holders and
not to holders of ‘bearer’ securities in exchange
for the surrender of a coupon. Instead the com-
pany or corporation which pays the dividend or
interest and deducts income tax at the source at
the maximum rate would be asked to supply
duplicate copies of the income tax vouchers now
issued in connection with such payments to the
Revenue Department. The only change involved
would be that in addition to the name and address
of nominal holder, the code number of the
beneficial owner would also figure on the tax
vouchers. There would be no obligation however,
on recipients of dividend and interest payments
to complete a voucher every time they receive a
payment (as is the case in Sweden). On the other
hand, our proposal is to extend the system to all
kinds of transactions whereas the Swedish Law
(as far as I am aware of if) doesnot require the
completion of tax vouchers in connection with
payments representing lending or the repayment
of a past loan, the sale of jewellery, gold or
valuables above a certain value and other kinds
of payments with respect to which the payer (in
the system proposed) would claim exemption
from the personal expenditure tax.

97. Nevertheless, the operation of the Swedish
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system does, I believe, afford strong evidence that
the adoption of the kind of system I propose for
India would not create difficult administrative
problems. It is true that Sweden is a small
country; on the other hand the number of tax-
payers of all kinds is 3.3/4 million, e.g., eight
times the number of Indian income tax payers and
almost four times the number of namesinthe GIR,
The number of assessments for the Annual
Property Tax in Sweden amounts to 1,80,000
which again is a somewhat larger number (cer-

‘tainly not a smaller number) than the number of

cases likely to be involved in India. I am quite
certain also that this system would be perfecily
feasible for large income tax paying countrics,
such as the UK. or the U.S.A. The absence of
any automatic reporting system on dividend and
interest income or on capital transactions in these
countries cannot be explained either by technical
difficulties (the introduction of P.A.Y.E. in case
of salary and wage incomes raised far more
complex technical problems), or by the lack of
need for it, but mainly on account of the opposi-
tion of vested interests which its introduction
would encounter.

III. POSSIBLE OBJECTIONS

98. It may be convenient in this connection to
deal with some of the objections that have been
mentioned against the proposal outlined above.

99. One type of objection is that property
transfers notified to the Registrars are already
transmitted to the relevant Income Tax Officeron
a routine basis; in the same way the companies
notify the Department of the interest and dividend
payments made by them. The answer to this
objection is twofold. First, I am not of course
aware how regularly and efficiently the existing
practice of collecting data from the Registrars is
working. Even if the existing practice worked to
the satisfaction of the authorities, it could still be
said that not only would considerable time and
labour be saved by having an automatic sysiem
of reporting whereby the Registrars forward duly
completed vouchers to the tax authorities simul-
tancously with registration, but ITO's by
receiving information promptly of all important
transactions of the assessces could take prompt
action conceming them. It is well known that
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prompt action considerably facilitates investiga-
tions. In any case the information extracted from
the Registrars relates to transactions in
immovable property only. On the other hand, my
system aims at (a) the extension of this to trans-
actions in stocks and shares, and to transactions
of a capital nature of all kinds, such as lending
and borrowing, etc; and (b) the disclosure of the
beneficial owner on the supporting tax voucher
in a manner that protects his anonymity vis-a-vis
third parties. Secondly, I am not aware either,
how efficiently and promptly the existing system
of companies sending copies of the list of interest
and dividend payments to the Central Collating
Agency at Madrasis working. Itcertainly cannot
help in tracing the beneficial owner in case of
properties registered in the name of the trustees
or nominees or benami holders.

100. Nothing illustrates more the need for a
comprehensive reporting system than the fact that
with respect to the capital gains tax in operation
in the years 1947-48 and 1948-49, only 199
assessments were raised in 1947-48, 469 in
1948-49,440 in 1949-50, 245in 1950-51,329 in
1951-52 and 149 in 1952-53, or 1814 altogether.
There can be little doubt that even the six years’
total only covered a fraction of the liable cases for
those two years.

101. Another objection to the system proposed
is that capital accounts are already submitted by
assessees as a matter of routine; and these nec-
essarily disclose capital transactions during the
previous years. Iunderstand, however, that full
details of wealth and of capital transactions are
only given with respect to business accounts, As
the law stands today, a statement of net personal
wealth can only be obtained with the prior
approval of the Commissioner of Income Tax;
and thisis only made use of inrare cases, and even
then not successively year by year.

102. It cannot, of course, be claimed that a
system of the type suggested above would stop
all evasion in all conceivable circumstances.
When both the vendor and the vendee stand to
gain from an under-statement of the value of the
property the system will not prevent such
under-statement (which could only be detected,
in such cases, as a result of the detailed investi-
gation of the individual cases). However, if the
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tax system included taxes on income and capital),
the interests of the vendor and the vendee would
no longer be necessarily the same. Their interests
may be opposed - the vendor might wish to
over-state, and the vendee to under-state, the
purchase price. It is not evident in these cir-
cumstances that a particular tax-paycr gains from
an under-statcment of the valuc of transactions or
from an over-statement of them. Given an
expenditure tax as well as taxes on income and
capital, the tax-payer still gains from an under-
statement of receipts but he also gains from an
over-statement of his tax-frce outlays, and it may
thus pay him to pretend to have more assets than
he possessed if he thereby saves more in ¢xpen-
diture tax and in future capital gains tax than he
loses in the annual tax on property (or possibly in
income tax). Hence the proportion of asscts
(including gold, jewellery and cash) which could
be kept under the cover and dealt with stability
would undoubtedly be considerably reduced.

103. It should also be borne in mind that there
is a very great difference between people’s
readiness to conceal transactions by furnishing an
incomplete return (thus avoiding any declaration
concerning some items altogether) and their
willingness to make a false declaration in apublic
document. There is much to be said, therefore,
for having a system which forces people into a
position where they have 10 make a false state-
ment "knowingly and wilfully” as against onc
when they need only commit the sin of omission
and not of commission.*'

104. As regards benami transactions my sug-
gestion is that the benami holder should be asked
todisclose the name of the beneficial owner at the
time of the registration and in the event of his
failing to do so (and declaring that he is not the
beneficial owner himself) he should be treated as
the beneficial owner in law. This provision is
clearly intended to deter a person from entering
into a benami transaction just for the purposes of
tax evasion. While it may be true that a certain
amount of personal trust is involved between the
benami and the real owners in all such cases, 1
seriously doubt whether the system could con-
tinue to exist but for the recognition of benami in
common law. Even retention of the title deed
would not protect the true owner in case the
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benami holder formally declared that he was the

‘beneficial owner of the property; and in case the
true owner protected himself further through
1.0.U’s, mortgage deals, etc., this would call for
(as indicated in para 93(g) above) the same kind
of disclosure.

105. It has been argued that the proposal would
make it more difficult to defeat mala-fide trans-
fers of property undertaken to prevent attachment
of property in view of outstanding demands. 1
should be interested to know the number of cases
in which the Revenue succeeded in breaking the
benami through court action. My feeling is that
the Revenue would gain far more from screening
all benami transactions at the very outset than it
would lose from any added difficuilty in breaking
the benami in the case of such fraudulent trans-
actions.

106. Withregard to jewellery, dealers should be
compelled to complete and produce the requisite
vouchers (together with the code numbers) for
purchases and sales above Rs 10,000. I would
agree that such reporting system may not be
completely fool-proof, but it will certainly deter
assessecs from introducing "block money" into
their business by pretending that they have
obtained it through the sale of jewellery; and
dealers will not be in a position to abet such
transactions so freely since they will be forced to
disclose the name and identity of the. corre-
sponding buyer.

107. The great indirect advantage of this system
would be that the Revenue would be informed of
all purchases of jewellery, and this would (in
time) put them ina position to check the hoarding
of jewellery, etc., for purposes of an annual tax
on capital or a capital gains tax. Here again the
introduction of an expenditure tax (which would
exempt purchases of works of arts, jewellery and
omaments from this tax - only taxing the ‘psychic
income’ derived from their possession - but only
ifthe claimis properly supported by tax vouchers)
would do a great deal in helping the disclosure of
such transactions generally, since dealers in
Jjewellery would take additional risks in unre-
corded purchases if they knew that prospective
buyers might demand from them the surrender of
avoucher for the purposes of supporting their own
claim for tax exemption. They would, no doubt,
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still be able to find buyers who would be willing
to buy without request for a voucher, but such
"black sales” of jewellery might well stand at a
discount, and dealers may be reluctant to rely on
them in making the purchases.

108. With regard to the hoarding of gold my
own feeling is that the best way of dealing with
this problem is to permit the sale and purchase of
gold through officially registered dealers and
making it illegal to buy or sell gold through other
dealers. Considering the widespread propensity
to hoard gold in India, it is best to allow a "free
market" for intemally held gold (the price in this
internal free market being permitted to vary so as
to equalise supply and demand). The purchase of
bar gold being purely a form of investment, it
would not of course be subject to the personal
expenditure tax (either as regards the initial pur-
chase, or as regards any ‘psychic income” derived
from its possession), though the value of hoarded
gold would be subject to the annual wealth tax.
Purchase and sale through registered dealers
would of course have to be undertaken with duly
completed tax vouchers which the dealers hand
over to the seller in the case of sales, and to the
buyer in the case of purchases. This would not
prevent completely the existence of a ‘black
market’ for gold illegally bought and sold through
non-authorised dealers. Butitis probable thatthis
black market would not be able to compete with
the 'white market’ in the matter of prices and
margins, so that the authorities would come to
know about, and would be able to control, at an
rate the greater part of the bar gold transactions.”

109.Apart from the hoarding of gold there may
also be hoarding of bank notes as a means of
concealing profits or (in connection with the
initial introduction of an expenditure tax)* in
order to be able to spend money withoutatiracting
expenditure tax. If the hoarding of bank notes is
at all serious, the matter could be simply dealt
with by calling in the existing note issue and
replacing it with a new issue.

110. Finally, it has been suggested that in case
of a large number of small property transfers in
small towns and villages, where illiterate persons
are involved, it would be impossible to enforce
the proper completion of the tax vouchers and the
use of code numbers. However, ] have suggested
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an exemption limit of RS 10,000, which I think
would automatically exclude most transfers of
small property in small towns and villages. My
proposals involve the issue of code numbers to
notmore than two million persons. The probable
number may be perhaps much smaller. There are,
according to CBR statistics, 60,500 holders of
ordinary shares in the whole of India, 21,340
owners of interest-bearing securities, and around,
say, 1,00,000 individuals owning property of Rs
50,000 or more. The number of individuals
involved in transactions of Rs 10,000 or more
cannot therefore be very large. Since a code
number could be obtained on request froma local
Income Tax Officer without any trouble (who
would issue a duplicate code card in case the
original one is lost) the use of code numbers
should not raise any difficulty even if some people
were only to make use of them once or twice in
their lifetime. If peoplelose the code cards issued
to them, they could always obtain duplicates.
Since the purpose of presenting acode card issued
byan Income Tax Officer is merely to ensure that
the code number given in the documents agree
with the name and address of the person who
claims it as his own, there is no risk (as far as I
can see) in the fraudulent use of lost code cards
by other people (as is the case, for example, with
lostration cards) and, therefore, I do not think any
restrictions are required for safeguarding and
circumscribing the issue of duplicate code cards.*

CHAPTER?
THE TAX TREATMENT OF BUSINESS PROFITS
1. THE NATURE OF THE PROBLEM

111. According to both British and Indian laws,
taxable income is arrived at by allowing certain
€xpenses to be set off against a person’s receipts
during a period, but the expenses that are allowed
asa deduction are defined differently for different
kinds of income. Whereas in the case of (a) an
office, employment or pension, the deductible
expenses are defined as those which are "wholly,
exclusively and necessarily incurred in the per-
formance of the duties of* the office or employ-
ment, in the case of (b) a business, profession or
vocation, the expenses deductible are defined as
those which are "wholly or exclusively laid out
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orexpended for the purpose of" the business, etc.**
112. The difference in wording denotes an
important difference in treatment - a difference
caused not solely, or even mainly, by the word
"necessarily” which figures in the one case and
not in the other, but by the fact that in the case of
category (a) incomes the expenses must be
incurred "in the performance of the dutics of™ and
not simply "for the purpose of" the office or
employment. The basic principle governing the
deductibility of expenses is thus quite different.
Indeed, it would be no ecxaggeration to say that
whereas in the case of profits the expenses
allowed comprise everything which has been
"laid out or expended" for the purpose of main-
taining or improving the earnings prospect of a
business, and therefore of the person or persons
owning that business, in the case of an office or
employment, the individual quo individual gets
no expenses allowed at all for any form of
expenditure incurred for maintaining or improv-
ing his own status or earning capacity as a person.
Any allowance for expenses proceeds from the
explicit or implied obligations assumed in a
particular contract, not from the need or desire to
maintain the earning capacity of the individual
who enters into the contract. If the definition
adopted for (a) were applied to (b), a business
could only claim suchexpensesascouldbe shown
to have been demonstrably and inevitably
involved in the fulfilment of a particular contract,
and not those which arise from the desire to
maintain or improve upon the gencral profit-
ability of the business as a continuing entity.
113, This sharp difference in conception is the
cause of a serious injustice in tax treatment as
between those who make their living as
employees and those who work on their own
account or live on property. The inequity of
treatment takes the form of (i) the allowance for
capital wastage which is recognised in the one
case and entirely ignored in the other, and (ii) the
allowance for a whole range of miscellaneous
expenditure which, while not expenditure of a
capital nature (i.e., which does not result in the
acquisition of a physical asset), relates to the
general improvement or maintenance of the
earning capacity of a business, rather than to the
fulfilment of a particular contract. Thus, in the
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case of persons who are taxed on the salary, etc.,
received, no allowance is made for the wastage
of earning capacity due to the limited span of
working life, or for the capital expenditure
incurred in acquiring the skill, knowledge or the
qualifications required for a particular employ-
ment. No allowance is made for expenses
incurred wholly and exclusively for cither the
maintenance or the improvement of the status of
a particular cmployee (as distinct from the
expenses necessarily incurred in fulfilling his
particularcontract) - €.g.,advertiscment in a paper
for a job, entertainments 1o present or to pro-
spective employers or persons with professional
connections; expenditure on clothing in order to
make oneself more acceptable to present or pro-
spective cmployers, etc.

114. In Britain (and I have littlc doubt that the
situation is the same in India), the inequality of
treatment only becomes fully apparent in those
particular cases where a man pursuing some
peculiar trade or vocation may be alternatively
assessed asa salaryrecipientor treated as a person
who makes a profit from a profession. Thus a
Medical Officer of Health employed by a public
authority is denied any allowance for his sub-
scription to medical journals or his membership
fee to the Medical Association, though an
ordinary doctor would be allowed these things
without question. An actor on a permanent
contractand paid at a regular monthly rate would
get no allowance for make-up, clothing, enter-
tainment, etc., while an actor who contracts for
individual shows separately would get all such
expenses allowed quite imespective of their
amount, even if his services are habitually
employed by the same firm. But perhaps the most
important difference arises out of the fact that an
depreciation allowance is given for the outlay
incurred in acquiring personal qualifications, as
distinct from the outlay on material assets, though
both represent capital expenditure of an essen-
tially identical character.

115. In some countries (particularly, I believe,
in some of the Scandinavian countries), and
attempt has been made to widen the range of
expenses allowed for an employee so as to
embrace expenses incurred for the general
maintenance of earning capacity*. The Majority

JOURNAL OF INDIAN SCHOOL OF POLITICAL ECONOMY

JAN-MAR 1993

of the British Royal Commission on the Taxation
of Profits and Income, in an attempt tonarrow the
difference in treatment between the two types of
income, recommended that the expenses rule of
employees should be relaxed so as to cover "all
expenses reasonablyincurred for the appropriate
performance of the duties”, instead of "wholly,
exclusively and necessarily incurred in the per-
formance of the duties."”’ This relaxation does
not really meet the problem of the inequality
caused by the basic difference in principle
between expenses incurred "in the performance
of the duties” - i.e., inthe fulfilmentof a particular
contract, and expenses incurred "for the purpose
of" ie., for the general maintenance or
improvement of earning capacity. The Minority
strongly opposed this recommendation on the
grounds that it would make it difficult to draw a
clear line of distinction between business
expensesand personal expenses; that the standard
of "reasonably incurred” expenses would be
steadily raised in the course of years; ,and finally,
thatall the difficultiesand ambiguities whichnow
beset the assessment of profits would be repro-
ducedin the case of wages and salaries, with little,
if any, compensating gain in equity as between
one employee and another.

116. In the remainder of this chapter we shall
consider this problem from three particular
aspects:- the general question of allowable
expenses, the problem of capital allowance and
finally, the treatment of losses.

I1. THE GENERAL RULE OF EXPENSES

The Proposed Rule

117.Itseems to me beyond dispute that, whether
we consider the problem from the point of view
of administrative efficiency or of equity between
the tax-payers,® the appropriate principle for
arriving at chargeable "income” for tax purposes
is the principle underlying the expenses rule for
category (a) incomes rather than that for category
(b). Itis true, of course, that the actual wording
of the former rule could only be applied to
contractual employments, and not to profits
derived from trading. However, it would not be
impossible or even very difficult to inventa form
of words which applicd substantially the same
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basic conception to profits as is actually applied
to contractual incomes. A simple definition that
immediately suggests itself is that of "expenses
that are wholly, exclusively and unavoidably
incurred in earning the profits of the year." The
insertion of the term "unavoidably” would fulfil
the same functions for (b) as the word "neces-
sarily” fulfils in the case of (a), whilst the
restriction of expenses to those incurred in
"earning the profitsof the year” would be a proper
equivalent in the case of (b) of the restriction "in
the performance of the duties” applied to (a).

118.There can be little doubt that the original
notion of "income” for tax purposes - the con-
ception which underlay the original income tax
legislation in the time of the Napoleonic wars -
was intended to confine deductible expenses to
direct and unavoidable outlays of this character.
The extent to which the present conception of
"income™ departs from it is a measure of the
erosion caused by over a 100 years of relentless
pressure exerted by vested interests.

119. The introduction of amore strictly defined
expenses rule for the purpose of calculating the
amount of taxable profits would have important
advantages not only from the point of view of
equity as between tax-payers, butalso becausc of
its repercussions on the efficiency with which the
resourcesof thecommunityare allocated between
different uses. The kind of definition suggested
above minimises the extent to which the amount
of the taxable gainis dependent on the free choice
of the tax-payer. The generous and elastic pro-
visions for deductible expenses currently givenin
the case of profits put a trader in a privileged
position in comparison with other tax-payers not
only because heis taxed on anarrower conception
of "income" than the others, but also because he
is put in a favourable position to benefit from
opportunities to evade taxation by dressing up
personal expenses as business expenses.

120. The second of the two considerations, the
need to avoid distortions in normal economic
behaviour, is equally important as the first, the
need to secure impartial treatment to different
sections of the community. If expenses are
allowed which are nota necessary oran inevitable
concomitant of producing the receipts against
whichthey are setoff, the Government, in effect,
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is subsidizing such expenditures through the
instrument of taxation. Inthe case of outlays on
unavoidable items no such subsidy is involved
precisely because the trading receipts arc directly
dependent on them. The outlay on wages, fucl,
maiterials, etc., per unit of production, is virtually
unaffected by the tax provisions. But if general
expenses of all kinds - the scale of which is
variable within wide limits relative to the scale of
activity of a business - arc made deductible, the
very exemption is the equivalent of a direct
subsidy from the Treasury, the rate of subsidy
being the same as the marginal rate of taxation.
When the marginal rate is as high as 90%, the
deductibility of avoidable or unnccessary
expenses implies that 9/10th of such expenscs is
financed by the Government and only 1/10th by
the tax-payer himsclf.

121. There is, of course, no general reason why
private outlay should not be subsidised by the
Government; nor is income lax the only instru-
ment through which such subsidics arc habitually
given. Itis important to rccognise, however, that
the tax exemption to such catcgorics is butl a
variant of granting subsidics, and it, therefore,
requires 10 be justified not on the principles of
equity, but by the criteria of social utility. The
available and voluntary expenses which are out-
side the narrow definition suggested above
comprise such varied categorics as the acquisition
of capital assets of all kinds, expenditure on
research whether of a recurring or non-recurring
nature, payments made to rescarch and other
scientific institutions, advertising and sales pro-
motional expenses of all kinds, entertainments,
and travelling expenses. (This listis notintended
1o be exhaustive.) Clearly, not all such expenses
are equally deserving of a subsidy by the test of
social utility. The important pointis to recognise
that the tax-cxemptions accorded to all such
outlays find their ultimate justification not in
equity, but in economic and social expediency.

122. The ideal solution, thercfore, appearstome
toadopta strict definition of expensesonthe lines
suggested in paragraph 117 and to allow any other
kind of expenses only to the extent to which this
appears justificd in the social interest. Expendi-
ture on scientific research, whether of a recurring
or a non-recurring character, clearly deserves to
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be subsidised. But it is open to the Government
to examine whether all research expenses should
automatically be reated as deductible, or whether
certain kinds of expenditure should be disallowed
or only partially allowed. Equally, it is a matter
for individual examination whether expenditure
on such items as advertising, entertaining, efc.,
should be disallowed altogether, or whether it
should qualify as a deductible expense only up to
a ceriain proportion of the turnover or up to a
certain fraction of the expenses actually incur-
red.* (The relevance of these considerations to
the question of allowances for capital expenditure
generally will be discussed below.)

123. I realise that this approach runs counter to
the prevailing trend, which shows a constant
widening in the range of deductible expenses in
most countries. Thus the recent Committees of
Inquiry both in Britain and India appear to have
conceded the claim that profits for purposes of
taxation should be assimilated to profits com-
puted on ‘sound accountancy principles’, how-
ever incongruous such an assimilation may be in
the light of its consequences on equity. The
Committee on the Taxation of Trading Profits in
the U K., acknowledged the claim of businessmen
that "the income tax system should give relief in
respect of the wastage of all assets that are used
up or consumed in the course of carrying on a
business", without any recognition of the fact that
assets are built up and not only consumed, in the
course of a business (in the form of goodwill, for
example), and to allow capital wastage 1o be
deducted without bringing capital accretion into
charge is completely at variance with the basic
principles of equality of treatment. The assimi-
lation of the concept of profit for tax purposes
with the accounting concept is neither justifiable
on grounds of equity, nor is it supportable from
the point of view of administrative efficiency or
economic expediency. In fact, almost all autho-
rities on public finance who examined this
question during the past 50 years or so have come
to the conclusion that the concept of "income " that
is most appropriate for tax purposes need have no
particular relationship to the concept of income
appropriate for accounting, or to the economist’s
concept of "income” as the individual counterpart
of the "national income”.
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124. The Minority of the British Royal Com-
mission following the abovereasoning concluded
that a tax on trading receipts less unavoidable
expenses only (which comes broadly to the same
thing as a tax on the "value added" as defined for
the Census of Manufactures less outlay on wages,
salaries, interest, and rent) would be fairer and
less arbitrary inits incidence than the present type
of tax on profits; and thatit would bea far simpler
tax to administer; also since the tax base would
be so much broader, it would make.it possible to
effect a reduction in the rates of taxation. Nev-
ertheless, they felt that it would be futile to
advocate for immediate adoption such a radical
departure from existing practice so long as the
taxation of profits in other countries remained on
the present basis. For the traders engaged in
overseas trade might be put at a competilive
disadvantage if they were not allowed to treat as
deductible expenses, selling and promotional
outlays of various kinds which qualify for tax
deduction in the case of their overseas trade
competitors. They accordingly recommended
that the UK. should press through the United
Nations or other international bodies for the
adoption of binding international conventions
concerning the principles to be followed in the
taxation of trading profits which would make it
possible to proceed towards a more rational,
effective, and equitable system of profits taxation
thanany one country would be abletoadoptacting
inisolation. Inthe meantime asa secondbest they
recommended that the difference in the treatment
between the two categories of income should be
compensated for in a broad manner through a
differentiation in the rates of taxation applicable
to each. This, they thought, could be most
conveniently done through a change in the rules
governing camed income relief,

Role of Earned Income Relief

125. The original purpose of earned income
relief was to introduce a differentiation in favour
of incomes from work as against incomes from
property. The Select Commitiee of the British
Parliament appointed to examine this question in
1906 was troubled by the problem of how to treat
the profits which were in the nature of a joint
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return of the work of the trader and of the capital
which he employed in the business. They con-
cluded that the only practicable solution was to
treat profitsbelow a certainamountas if they were
predominantly the reward of work and profits
above that amount as if they were predominantly
the return on capital. On this reasoning, they
thought that rough justice would be done if the
eamed income relief were extended to all
"earned" incomes (including the trading profits of
individuals and partnerships) when incomes were
below £ 2,000, but not if they were above that
figure®. There was never any justification for
imposing such a limitation on income derived
entirely or predominantly from work i.e., salaries
and the earnings of a profession or vocation. In
the circumstances of 1906 this inconsistency did
not trouble the legislators, since neither salaries
nor professional earnings were met with in the
over £ 2,000 range, except in a few very excep-
tional cases.

126. The Minority of the recent British Royal
Commission came to the conclusion that the
earned income relief could be made to serve the
purpose of compensating for the difference in the
expenses rule for salary incomes and profits if (a)
the relief were extended in the case of salaries to
all incomes, without any upper limit; (b) in the
case of professional or vocational earnings, it is
equally so extended, but only given to those
tax-payers who at their own option are willing to
be assessed under the strict expenses rule appli-
cable to incomes from offices and employment;
and () in the case of business profits, the relief
should be subject to an upper limit as it is at
present, but only extended tothose traders who at

their own option are willing to be assessed under -

the strict expenses rule.

127. 1described the current position in the UK.
and its historical origin in some detail because the
Indian rules concerning earned income reliefhave
obviously been taken over from the U.K. rules,
and it is important therefore that Indians should
be aware on what justification (or lack of justi-
fication) the existing delineation of that relief to
certain categories of income, and its limitation to
acertain maximum of income rests. The Indian
provisions concerning eamed income relief until
recently corresponded exactly with the UK.
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provisions; recently, however, on the recom-
mendation of the Taxation Enquiry Commission,
a further provision was introduced in India
whereby the relief, limited to the first Rs 20,000
of taxable income, is progressively withdrawn
when incomes exceeded Rs 25,000, so that for
incomes of Rs 45,000 or above, no relief is given
atall® (I confess, I cannot understand how the
Taxation Enquiry Commission have arrived at
this particular recommendation. If one considers
the variety of ways in which incomes from work
are discriminated against by the present tax sys-
tem through the more generous expenses rule
applicable to profits, through the tax-exemption
to capital gains, through the fact that the taxable
capacity inherent in the ownership of wealth as
such is unrecognised and that spending out of
capital is tax-free, not to speak of all the evasion
possibilitics inherent in the one and absent in the
other, this additional whittling-down of an
already inadequate concession, appears singu-
larly inappropriate®®. The Taxation Enquiry
Commission concede that of all the arguments in
favour of the earned income relief the one which
suggested that "the taxable capacity of those who
receive unearned income is greater since they
have also a fund of capital in addition to the
income which arise from it" appears to them to
be the most important. In the light of this remark
their recommendation introduced immediately
afterwards, and not supported by any argument,
that "there should be a limit in terms of income
beyond which the allowance should not be avai-
lable™® is rather difficult to reconcile.)

128. If India were to adopt an annual tax on
wealth and would re-introduce the taxation of
capital gains, the arguments in favour of eamed
income relief would come to rest entirely on the
difference inthe treatment of expenses as between
salary incomes and profit incomes. This is not
meant to suggest that the case for the relief would
no longer be a strong one - for the discrimination
caused by the two different rules for expenses is
a very powerful one indeed. Butit would clearly
imply that the relief should be confined to those
who suffer from this discrimination i.e., to the
early recipient; and it should be given to them
without any upper limit - ie., what comes to the
same thing, a surcharge be imposed on all
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incomes from a busincss, profession or vocation,
cxcepting only thosc of the professional and
vocational category who at their own option are
willing to be assessed under the strict expenses
rule outlined in para 117 above. The extension
of the relief to all salaries without an upper limit
coupled with its withdrawal in the case of income
from other sources would (on the basis of the
assessments in 1954-55) yield a small net gain in
revenue.

The Case for a Strict Rule

129. I should like to emphasise, however, that
a solution along the above lincs is definitely a
sccond best and is neither so satisfactory from an
equity point of view nor does it sccure the other
important advantages that would follow from the
adoption of amore strict expenses rule for profits.
While the Minority of the British Royal Com-
mission shied away from recommending such a
radical change in the face of the opposition that
its introduction would have encountered, I feel
that the situation in India is a rather different one
from that of the UK. The argument of export
prometion through entertainment and advertising
isrelatively far less important; the need of Indian
industry for identity of tax treatment with foreign
industry is far smaller, since Indian industry can
be, and is, protected by tariffs from foreign
competition (quite apart from the fact that the
whole argument is a spurious one, since differ-
ences in the breadth of the tax base can be
compensated for by differences in the rates of
taxation), whilst the advantages from the point of
view of administrative effectiveness of anincome
definition which is less ambiguous and less
capable of manipulation by the tax-payers are
considerably greater. By simplifying the concept
of profit which is subjected to taxation - by
reducing the range of items which qualify for
deduction - the task of checking the accuracy of
the remaining items by the tax officers is greatly
simplified. The standards of administration are
bound to be all the lower the more complicated
are the taxes which the tax officers are asked 1o
administer.

130. For all these reasons, I would strongly urge
the re-definition of deductible expenses on the
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lines recommended in paragraph 117 above in
preference to all other solutions. This would
mean, in effect, that only the outlays on wages,
material, fuel, as well as the outlays specifically
mentioned in clauses (i), (iit), (iv), (v} and (x) of
Section 10 of the Income Tax Act would be
automatically covered. With regard to the other
items (including capital expenditure discussed
below), the case for deduction would depend on
considerations of economic expediency, and
would thus be capable of adjustmentand variation
from time to time and from case to case.

131. There are no statistics in India to show the
effects on tax revenue of either the allowance for
indirect expenses or of the allowances for capital
expenditure. I made an attempt, however, to
estimate the possible magnitude of the items on
the assumption that the relationship of the cost of
materials and fuel on the one hand, and of "other
costs" on the other hand, is the same in India as
in the UK. On that assumption (in the sector of
manufacturing industry covered in Table 2),
"other costs" (column 9) amounted to 5% of the
material and fuel costs, to three times the amount
of depreciation, to about 11% of "value added”
and to about 26% the net profit. If this relationship
held for India, not only in manufacturing industry
but in trade, etc., as well, the additional amount
of profits assessable as a result of disallowing all
other but "direct” expenses and personnel costs
(apart from allowances for capital expenditure)
would come to about Rs 150 crore. Not all of
this would become taxable under the definition
offered in para 117; some items (those mentioned
inpara 130) would continuetobe allowed. Hence,
the excluded expenditure may be put at the order
of one-half of this sum, or Rs 80 crore. This is
not offered as an "estimate” but merely as an
indication of the possible order of magnitude
involved.

132. The suggestion for widening the concept
of taxable profits by disallowing all butdirectand
unavoidable expenses is bound to arouse fierce
opposition, The antagonists of this suggestion
will employ every specious argument they can
think of, to show that the proposed reform would
have fatal economic effects. This opposition
would lose a great deal of its force, however, if
the proposal were combined with a simultancous



VOL.5NOQ. 1

reduction of the rates of taxation; the advantage
of charging tax at a lower rate on a broader base
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as against a high rate on a narrow and uncertain
base, should be apparent to everybody.

TABLE 2 ESTIMATES OF INDIRECT COSTS IN INDIAN INDUSTRIES ON THE BASIS OF THE UNITED KINGDOM RELATIONSHIP BETWEEN THE
MATERIAL COSTS AND INDRECT COSTS AND OF NET PROFIT FOR THE YEAR 1948

United Kingdom India
Industry Costof Other Rauioof Gross Costof  Esti- Work Depreciat  Esti-  Salaries  Net
materials costs other valueof materials mated donefor ion allow mated profit
——————— coslsto  output (Rs other factory wances net Wages (Rs
(In percentages  cost of (Rs crore) costs (Rs (Rs value (Rs crore)
of tum-over) materials crore) Rs crore) crore) added crore) (10-11)
(percent- crore) (Rs
age) (4 x6) crore)
(5-610
9
1 2 3 4 5 6 7 8 9 10 11 12
1. Iron and Steel 61.7 34 550 4245 2063 1.13 0.14 2.13 1842 1093 7.49
2. Non-Ferrous Metals 774 2.5 32 18.87 1345 0.43 0.18 0.44 4.37 2.65 172
3. El. Eng. & El. Goods 62.2 4.8 7.5 48.31 24.17 1.87 0.54 1.65 20.08 1446 5.62
4. Leather goods 68.7 32 4.65 6.25 5.00 0.23 0.01 0.06 0.95 0.68 0.27
5. Cotton 71.9 35 4.85 354.12 186.58 9.05 2.05 3.00 15343 8341 7002
6. Wool 72.2 2.5 345 8.41 414 0.14 0.03 0.08 4.02 1.78 224
7. Other Textiles 67.2 33 490 16040 117.57 5.76 0.04 1.38 3571 2598 9.73
8. Food 78.4 34 432 23779 20340 8.79 0.15 2.94 2251 12.98 953
9. Chemicals 71.8 54 751 20.65  11.69 0.88 0.03 0.73 7.32 3.5 4.07
10. Wood & Cork
Manufacture 65.1 3.7 5.68 1.66 0.96 0.05 0.00 0.05 0.60 0.4 0.36
11. Paper 54.7 52 9.52 9.92 5.78 0.55 0.02 0.43 314 2.00 1.14
12. Other Manufacturing
Industries 63.4 5.4 9.27 4217 2436 2.82 0.09 0.97 1393 6.9 6.94
Total (12 Industries) 90.8 4.01 4.41 951.00 617.67 31.70 328 13.87 28448  165.35 119.13

Sources:- (1) 94th Report of the U.K. Board of Inland Revenue (1952). (figures are for the year 1948 in Tables 54 1067.)
(2) Cf., Tth Report of the Census of Manufacturing Industries for India (1952). (Figures are for the year 1948 in Tables B4,

BS5,B6;item 6; ‘Distilleries & Breweries® is excluded.)
1. ALLOWANCE FOR CAPITAL EXPENDITURE

133. On the original conception of the income
tax, the money invested in a fixed asset was
regarded as capital and the depreciation of fixed
assetsa form of wastage of capital. The exclusion
of any allowances for capital wastage was the
logical counterpart of the exclusion of capital
gains or capital appreciation from the scope of
taxable income. This explains why for more than
ageneration after the re-imposition of income tax
inEngland in 1843, norelief of any kind was given
for the depreciation or wear-and-tear of fixed
assets of any kind; and even after they were
introduced during the economic depression of the
1880’s, their scope was severely restricted to
particular types of assets until 1944, In accor-
dance with the findings of the Royal Commission
of 1920, no allowance was given for the
depreciation of any asset (1) which "was not

created by the expenditure of capital” (mincral
depletion is an example of this); and (2) whose
useful life was 35 years or longer (hence all
buildings were excluded).™

134. Looking at the matter from the point of
view of equity alone, itis clear that an allowance
for capital wastage without a corresponding
charge being imposed on capital appreciation is
quite indefensible. Even withasystem of taxation
on realised capital gains, capital wastage ought
only to be taken into account in the form of a
correspondingallowance forcapital losses, which
means that the allowance should be given as and
when the capital loss resulting from wear-and-
tear and wastage is actually realized. To hold the
balance evenly between the charge on capital
gains and the allowances for capital losscs,
wear-and-tear, etc., should only be allowed for
tax purposes at the end of the useful life of an
asset, when it is sold for scrap or otherwise
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disposed of. The current methods of allowing the
write-off of capital expenditure by means of
annual depreciation allowances are far more
favourable than this, even if one ignored the
various forms of accelerated depreciation
allowances (or the straight-forward subsidy to
capital expenditure given in the form of the
development rebate) now in vogue.

135. It follows that the depreciation allowances
given for capital expenditure cannot be justified
on grounds of equity, irrespective of whether
capital gains are taxed or whether they are exempt
from taxation. If capital gains are exempt, no
allowance for capital expenditure can be so jus-
tified; if capital gains were taxed, the corre-
sponding allowances should be givenasand when
capital losses are realized, and not earlier.”

136. Thereal justification forcapital allowances
is, therefore, not one of equity but expediency. It
is in the social interest that capital expenditure
should be encouraged; a system of income taxa-
tion, through the double taxation of savings and
through its discriminatory effect on risk bearing,
does the apposite - it tends severely to discourage
it. Hence, the allowances given to capital
expenditure are necessary to neutralise some of
the worst disincentive effects of income taxation
on the economy.

137. Once this is recognised it should be
immediately apparent that the present form of
these allowances are both unnecessarily compli-
cated and unnecessarily costly in terms of revenue
to the State. If neatly calculated annual
wear-and-tear allowances (based on the probable
lifetime of assets) are not part and parcel of an
equitable definition of "income" for tax purpose,
itisopen to the State to select aform of allowances
whichis simplest toadminister, and which is most
effective for attaining the objectives aimed at per
unit of cost to the State.

138. At the present time allowances are given
at varying annual rates for different assets, the
system generally followed being that of the so-
called "reducing-balance" method, which implies
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the writing-off of an equal percentage of the
outstanding amount of capital expenditure ineach
successive year. Table 3 exhibits the effects of
this method in the case of various types of capital
expenditure. Thus in the most common case of
plant and machinery of various kinds, where the
annual allowance is 10 per cent, the method
implies that 90% of the original cost is only
written off in 22 years. In the case of first class
buildings, where 2.1/2% is allowed, 90% of the
original cost is only written off in a period of 91
years, and so on. From the point of view of a
tax-payer who can freely borrow at the ruling
interest rate, these allowances are thus the
equivalent of the immediate remission of tax on
an amount equal to the discounted value of the
annual allowances. Thus, assuming a rate of
interest of 5%, an annual allowance of 2% on the
whole capital expenditure is equivalent (as shown
incolumn 2 of Table 3) to an immediate remission
of tax on 35% of the total cost. In the case of
machinery and plant where the annual allowance
is 10% the annual depreciation allowance granted
on the whole cost is the equivalent of an imme-
diate remission on 67% of the cost; and so on.

139. Most businesses do not, however, have an
unlimited borrowing power or an unlimited
command over liquid resources; and to them a
system which allows the discounted value of the
depreciation allowances immediately is far more
valuable then one which allows them to write off
100% of the cost, spread over a large number of
years. For a man who builds up a successful
business, the possible rate of expansion of the
business is normally limited by its accumulated
savings and borrowing power, and in these cir-
cumstances the immediate remission of taxation
oncapital expenditure is far more attractive, since
it is the equivalent of an enlargement of his
borrowing power. The latter therefore, is nec-
essarily a more powerful lever for increasing
capital expenditure than the former.



VOL.5NO. 1 INDIAN TAX REFORMS 157
TABLE 3. PRESENT VALUE OF CAPITAL ALLOW ANCES IN INDIA
Case I Case Ila Case IIb
Type of asset Basic  Periodin  Present  Periodin  Present  Period in Present
annuai ratc  yecars  discounted  years  discounted  years discounted
percent value value value
Rs lakh Rs lakh Rs lakh
1 2 3 4 5 6 7 8
First class buildings & hydro-electric
installations 25 91 34.97 86 38.50 58 46.53
Second class buildings, overhead cables,
steamers & vessels 5.0 45 51.87 40 55.69 26 62.12
Machinery and plant (gencral rate) 70 32 59.90 27 88.39 18 96.47
Fumiture and mills, etc. 9.0 25 6531 19 93.91 13 102.77
Machinery and plant (normal rate) 10.0 22 67.22 179 95.31 1 105.78
Salt works, excavators, etc. 15.0 15 74.64 5 101.31 5 106.01
Batteries, X-ray, photographic recording
& projecting equipment 20.0 11 78.46 4 108.36 4 115.55
Acrial photographic apparatus, and porta-
ble underground machinery 25.0 9 81.52 115.55 3 120.63

Notes: 1. It is assumed that the reducing balance method is followed for 90 per cent of the original cost and that the residual
10 per cent is allowed in the year following the year when the written down value is reduced to 10 per cent or under. The
"period” of depreciation is calculated under this assumption. 2. Present value is calculated by discounting the allowances
given subsequent to the year of installation at a rate of 5 per cent interest.

3.Case I - Normal depreciation alone at the basic annual rates shown in column 2 is allowed. Case ITa - Nommal depreciation
and an equal amount of additional depreciation for the first five years only are allowed; 25% of the original cost is given at
the beginning of the first year as development rebate for all types of assets except the first iwo types of assets. Case ITb -
Normal depreciation, an equal amount of additional depreciation for the first five years only, and half the normal allowances
for double shift are given throughout; also 25 percent of the original cost is given as development rebate for all but the first

two types of assets.

Source: Appendix (iii) to C.B.R."s ‘Income Tax for the Layman’, 1955, for basic annual rates.

140. It follows that the ideal method of making
allowances for capital expenditure is to allow the
expenditure at the time when it'is incurred in the
same way as in the case of current expenditure;
but unlike the latter, to allow only a proportion of
the cost, a proportion that should vary with the
probable life of the capital asset, as well as other
factors such as the need to encourage the use of
particular kinds of equipment, or to subsidise
investment in certain industries® Thus, for
instance, if instead of an annual allowance of 10
per cent an immediate allowance of 66.1/2% is
given on expenditure on machinery and plant;
instead of an annual allowance of 2.1/2% an
immediate allowance of 33.1/2% on first-class
buildings; and instead of an annual allowance of
5% an immediate allowance of 50% on the cost
of second-class buildings, the value of the
allowance to the trader is at least as great or
greater, whilst the cost to the State (in the long
Tun, at any rate) is appreciably less.”’ Atihe same
time, on account of the fact that the allowances
are given simultaneously with the expenditure
and not afterwards, there can be no complaints on

account of the difference between historical and
replacement cost of the assets in times of rising
prices; the allowance is always given in terms of
currency of the same purchasing power asthe one
in which the expenditure is incurred.

141. The only objection that can be brought
against this proposal is that the benefit to the trader
is dependent on his ability to absorb the allow-
ances (i.e. to set them off against current profits)
in the year in which the expenditure is incurred.
To the extent that there are not sufficient profits
to absorb the allowance in the same business™,
the benefit of making the allowances immediately
available is correspondingly reduced. However,
this difficulty can be perfectly adequately dealt
with by a further provision, according to which
any unabsorbed capital allowance carried for-
ward to a future year earns a corresponding rate
of interest. Thus, assuming a 5 per cent rate of
interest, if a trader incurs an expenditure of one
lakh in a particular year, two-thirds of which are
allowed, and there are only Rs 20,000 of taxable
profits to set off against the expenditure, the
amount carried forward to the following year
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would be the unabsorbed allowance of RS 46,668
plus 5% interest, i.e., Rs 49,000 altogether, and
so on.

142. In India at the present time in addition to
the "normal” depreciation allowance, additional
depreciation allowances are given which double
or more than double the normal rate for the first
five years after installation, and then a develop-
ment rebate of 25 percent is given on the whole
amount of the capital expenditure which is
additional to the depreciation allowances.® As
Table 3 shows, the effect of these various con-
cessions isthat inmany casesthe discounted value
of the various allowances exceeds the total
expenditure. This is the case for plant and
machinery, etc., with double shift working, when
the basic annual allowance is 9 per cent or more
and double shift allowance is given; with single
shift working, when the basic allowance is 15 per
cent or more. The result of these extra conces-
sions is that for businesses which do not suffer
from a shortage of cash and/or a limitation of
borrowing power the incentives for tax evasion
are reversed - instead of there being a temptation
to dress up capital expenditure as current
expenditure, there exists the opposite temptation
of dressing up current expenditure as capital
expenditure.

143, It is matter for consideration whether the
current extent of these allowances are not unduly
generous (even within the present framework of
the tax system), and whether some of the extra
concessions ought not to be dispensed with. (The
case for this would, of course, become much
stronger if the marginal rate of taxation on profits
were reduced in accordance with the suggestions
made earlier.) It is unfortunately not possible to
findouthow much these concessionscostinterms
of revenue, as the amount of capital allowances
granted against chargeable income are not com-
puted for statistical purpose.

144. 1 am quite certain, however, that these
allowances are greatly excessive in relation to the
altemnative system proposed. If depreciation
allowances were altogether scrapped, and the
whole of the capital allowance were given in the
form of an initial allowance or development
rebate (whichever term is preferred), with an
accelerator clause for unabsorbed allowances, the
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actual amount of the allowances out to be con-
siderably reduced. Subject to an annual addition
of 5 per cent for unabsorbed allowances, the
amount should not exceed, say, 90% of the cost
of equipment carrying a basic annual rate of 20%
or more; 66.66% of the cost where the present
basic annual rate is between 10 and 20%; 50% of
the cost when itisbetween 5 and 10%; and 33.3%
of the cost where the annual rate is 2%. These
figures are not intended to be precise and are put
forward mainly for illustrative purposes. The
change-over to the new system may cause a
temporary loss of revenue which, however, will
be more than made good in future years through
the saving in depreciation allowances®. Since on
account of the present developmentrebateand the
doubling or more of the normal depreciation for
the first five years, a large part of these allowance
are in any case given immediately (amounting at
present to 45% of the total expenditure for
equipment carrying a 10% basic annual rate and
operated at a single shift, and to 50% of such
expenditure in the case of double-shiftoperation),
this temporary revenue loss is not likely to be
appreciable.

145. The question still to be dealt with is how
balancing charges and allowances are to be
reckoned under the new system. If the taxation
of capital gains were re-introduced, the amount
of the balancing charge would in any case not be
limited to the original cost, but would extend to
the whole of the difference between the price at
which an asset is sold and its written down value.
Under the system I am recommending here, the
written down value would be equal to the original
cost less the allowances granted (including any
additional allowance representing interest on
unabsorbed allowances), and the balancing
charges and allowances would be calculated on
the difference between the sales-proceeds of an
asset and the written down value.

. IV. THE TREATMENT OF LOSSES
General Considerations
146. The original conception of the income tax
as a tax on the recurrent yield from particular

sources was no more consistent with the idea of
granting relief for business losses than with the
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granting of allowances for capital expenditure.
As the Majority of the British Royal Commission
stated,™ "if the idea of a loss of income involves
that more money has been spent than has been
received on income accountduring the period, the
balance has in some sense been found out of
capital and to set the loss against taxable income,
current or future, is to allow the depletion of
capital to be made good at the expense of taxable
income.” Indeed, the very notion that the net yield
from apositive source ofincome can be anegative
oneis questionable. No one is forced to carry on
a business, and so long as the net worth of the
business is positive the owner is always free to
cut his losses (either by selling the business as a
going concern or by liquidating it and selling the
tangible assets separately) when the sale-
proceeds from the realisation would put him in a
position to earn a positive income corresponding
to the interest on the value realised. Hencenoone
canreally besaid toderive anegative income from
the ownership of any asset or a group of assets
with a positive value (as distinct from a negative
income from a negative source, such as interest
paid on a debt), and if a man elects to keep on
owning assets or to maintain a trading activity
even though it brings him continued losses, there
is no reason why the tax system should treat that
as charge on his general income.®> At the same
time, as the Majority of the Royal Commission
pointed out, "the ascertainment of business profits
at fixed intervals of 12 months is so arbitrary a
process, considering the continuous nature of
business operations, that [to allow] the carry-
forward of losses is an obvious concession to
common sense."®

147.However, the Majority of the British Royal
Commission did not, in my view, draw the right
conclusion from this reasoning, in that they sup-
portedthe existing provisions which permit a loss
from any one source to be set off against any other
income in the same year or in the following year
as well as to be carried forward indefinitely
against future income fromthe same source. They
even recommended that unabsorbed capital
allowances should qualify for a set-off against
future income of any kind (and not only against
future income from the same source.)®

148. The question of the proper tax treatment of
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losses ought tobe examined, like other questions,
from the aspects of equity, economic effects, and
administrative efficiency. From the point of view
of equity, if capital gains are not brought into
charge there is no case for recognising losses for
tax purposes in any manner except perhaps as a
means of averaging income over time; the latter
consideration would only justify a carry-forward
of losses against future income from the same
source, and not as a set-off against from other
businesses or against non-business income.%® If
capital-gains were taxed, the notion of allowing
losses as a deduction from taxable income would
no longer be anomalous. But the present defini-
tion of a trading loss by no means corresponds
with the definition of a capital loss which should
be adopted for the purposes of acapital gains tax;
nor is it consistent with the notion of income as a
person’s "increment of economic power". A
trading loss is a loss on current (not capital)
account. But since expenditures of a capital
nature have come tobe treated as deductions from
current receipts, a trading loss on current accournt
may result when certain capital outlays ina period
exceed net current receipts, or even when certain
capital outlays of a past period exceed net current
receipts.

149. The correct procedure from the point of
view of equity - assuming that capital gains are
brought into charge on the lines recommended in
Chapter 3 - would be to allow only current losses
in the strict sense (i.e. the excess of currcnt
unavoidable outlays over current receipts) as an
offset against other income and to permit "losses"”
which represent unabsorbed capital allowances,
etc., only to be carried forward against future
income from the same source. If there is insuf-
ficient future income to absorb the allowances,
the difference would be automatically allowed for
when the assets are disposed of, either individ-
ually orupon the liquidation of the business, when
the resultant capital loss can be of f-set againstany
current or subsequent capital gain.

150. From the point of view of economic effects,
toallow a loss from one source to be set off against
income from other source has the effect of
encouraging the continuance of moribund will be
able to absorb its own losses incurred in a bad
trading year against the profits of future years.
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Hence, even under the conditions described in
paragraph 149, where strictequity considerations
would justify an off-set against other income,
considerations of expediency suggest that it is
better to limit the allowance to future income from
the same source.

151. From the point of view of administrative
efficiency, the main consideration is to prevent
the abuse of the provisions through the creation
of manufactured losses of various kinds, which
take the form either of fictitious transactions
between different taxpayers who are differently
situated with regard to their overall tax position;
or of the acquisition of concerns with accumu-
lated past losses or current losses (in the sense of
an excessof tax-free allowances over net receipts)
for the purpose of tax avoidance. A general
provision whereby a loss from any source can
only be carried forward against future income
from the same source, while it does not eliminate
completely the possibilities of such manipulation
- it would still be possible for a man to purchase
a business with an accumulated loss and transfer
toitprofitable business which he would otherwise
have carried on through another business -
reduces its scope considerably.®

152. For all the above reasons, therefore, it
appears that the ideal method is to treat income
from each source as part of a separate ‘running
account’ between the tax-payer and the Revenue,
and in consequence to allow a loss from any
particular business to be carried forward against
future income from the same business but not to
allow it to be set-off against income from other
sources, either in the same year or in subsequent
years. The one respect in which some relaxation
of this general rule may be permittedisin allowing
astrict trading loss (i.e., an excess of unavoidable
current outlays against current receipts) to be
off-set against other business income in the same
year.

The Current Position in India

153. Under the existing Indian provisions (a) a
loss from any source may be off-set against any
other income of the taxpayer in the same year: (b)
in the case of a business (but not in the case of
other kinds of income) a loss which is not
absorbed in the first year can be carried forward
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indefinitely against future business income from
any source, provided the business to which the
loss originally related has not changed hands, or
identity or has not ceased to exist in the interval:
(c) the so-called "speculative losses” cannot be
off-set against other income and can only be
carried forward against future speculative gains.®

154. It seems to me that the most urgent
requirement would be to make the recently
introduced proviso’ concerning the business
remaining in the same hands quite general in its
application. The Taxation Enquiry Commission
recommended that an analogous provision should
be introduced in the case of companies, as well
as in the case of individuals by providing that a
carry-forward should only be allowed if the
shareholders in the year of off-set are substan-
tially the same as those in which the loss had
occurred”. In addition, the restriction should be
applied to unabsorbed capital allowances as well
as to trading losses in the narrower sense. At
present the income tax law treats unabsorbed
capital losses more liberally than unabsorbed
trading losses. The off-set of unabsorbed capital
allowances is permissible against any income in
any future year, whereas unabsorbed trading
losses can be set offonly against business income.
For reasons explained in paragraphs 148 and 149
above, unabsorbed capital allowances ought to be
treated more strictly than trading losses and not
more liberally. Even if capital gains are charged
to income tax and realized capital losses can be
carried forward indefinitely against future capital
gains,”? the allowances for capital expenditure -
the normal wear-and-tear allowances or the
additional allowance in the form of extra depre-
ciation or development rebate - should only be
allowed to be carried forward against future
income from the business to which these allow-
ances relate, with the further proviso that off-set
will be admissible only if the business inquestion
continued to remain in the same ownership. If a
business changes hands unabsorbed capital
allowances would automatically be taken inte
account either in the direct form of balancing
charges or allowances on the individual assets or
indirectly in the resulting capital loss or gain on
the sale-proceeds of the business as a whole.
There is a strong case for limiting the off-set or
losses from any one source against income from
any other source (whether in the same year or in
the following year) to a trading loss in the
restricted sense representing an excess of
unavoidable current outlays over current receipts,
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and to disallow the recognition of a loss for the
purpose of any such off-set in all those cases
where a profit and not a loss would have been
shown, if development expenditures of all kinds
had been excluded in the calculation of the trading
profit.

CHAPTER 8
COMPANY TAXATION

I. THE PRESENT SITUATION IN INDIA

155. The company taxation provisions of India
(perhaps even more than that of other countries)
are apt to strike a detached observer as a perfect
maze of unnecessary complications, the accretion
of years of futile endeavour to reconcile funda-
mentally contradictory objectives. In support of
this statement it is sufficient to draw attention to
the following characteristics of this legislation:-

(i) Companies are charged to two different
taxes, a refundable tax (income tax) levied
ata uniform rate of4 annas in the rupee, and
a non-refundable tax (named super tax or
corporation tax)” levied at different rates
according to varying criteria, such as the
nature of the company; the source from
which the income is drawn (whether it
represents profits of the assessee company,
or dividends paid by another; if the latter,
according to the kind of activity pursued by
it); and according to whether the profits are
distributed or retained.™

(ii) Companies other than public companies
(the so-called Section 23A companies) pay
an extra non-refundable tax on undistributed
profits (in addition to the basic rate of 2.3/4
annas on total profits) of 4 annas for trading
companies and 8 annas in the rupee for
investment companies (i) if they distribute
less than 60% of their current disposable
income; or (ii) if they distribute less than
100% of such income, and (a) they are
investment companies, or (b) they are
trading companies whose accumulated
reserves exceed their subscribed capital™
plus loans, or the total cost of fixed assets,
whichever is the greater. By afurther clause
introduced in the 1955 Finance Act,” all
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these provisions can be waived at the dis-
cretion of the Commissioner of Income Tax,
if he is satisfied that "having regard to the
current requirements of the company’s
business or such other requirements as may
be necessary or advisable for the mainte-
nance and development of thatbusiness” the
declaration of a smaller dividend is called
for. This legislation appliestoallcompanies
less than 50% of whose share capital (or less
than 40% in the case of industrial compan-
ies) had been continuously held by the
public in the previous year.

(iii) By the provisions of the 1956 Finance Bill,
all companies, publicorprivate, pay anextra
tax on distributed profits equal to 2 annasin
the rupee onthat partof the distributed profit
which represents more than 6 and less than
10% of the paid up capital, and at 3 annas
inthe rupee ondistributioninexcess of 10%.
To prevent avoidance of these provisions
through the future capitalisation of reserves,
atax of 12.5% is imposed on bonus issues.

(iv) Dividends received by companies from
other companies are exempt from corpora-
tion tax, if the paying company is engaged
in the pursuit of specific activities laiddown
in the Industries (Development and Regu-
lation) Act, 1951 (mostly mining, heavy
industries, chemicals, and  paper).
Dividends received by public companies
from Indian subsidiary companies are
allowed a rebate of 1.1/2 annas from cor-
poration tax”’.

(v) The profits of newly established industrial
undertakings, subject to certain safeguards
and certain minimum requirements as to
size, are exempt from all taxation up to 6%
of the capital employed for the first five
assessment years, if they commenced the
manufacture of goods in India after April
1st, 1948 and before March 31st, 1961.

156. The most notable features of the legislation

on company taxation are the complex provisions
designed to ensure first, that incorporation is not
used as a means of super tax avoidance by the
individual tax-payer, and second, that companies
retain as much of their profits as possible. Pubiic
companies are exempt from the first kind of
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provisions (though public companies retaining a
large proportion of their profits can be equally
suitable as vehicles of super tax avoidance as
private companies), but private companies will be
subject to both kinds of provisions at the same
time, so that, in particular cases they may attract
penal rates of taxation simultaneously both on
account of the distribution and the non-
distribution of their profits.

Penalties on Non-Distribution

157. The penal provisions concerning non-
distribution by private companies impose, on the
face of it, the most undesirable handicaps on
industrial growth. To put a virtual limit of 40 per
cent on the amount of current profits that com-
panies can plough back™ is not only severely
discriminatory as between private and public
companies (with all the attendant evils of an
enhanced concentration of industry in the hands
of afew large concerns) butis an extremely severe
limitation in itself on the growth of enterprise. It
is well-known from the history of all capitalist
countries that industrialisation depends on the
rapid growth and multiplication of undertakings
which almost invariably, start as private busi-
nesses and can only become public companies
with quotation on the Stock Exchange, after they
attained considerable size™. If British or Amer-
ican experience is any guide, successful com-
panies plough back, during the critical period of
their expansion not 40, but 90 to 95
their disposable profits or even more™. Itisnot
always appreciated that the ploughing back of
profits is an essential requirement for steady
expansion in the case of a private business. It
cannot grow through an increase in the share
capital through public subscription; and its bor-
rowing power is strictly limited to a proportion of
the share capital employed in the business.

158. Even the permission to plough back 40 per
cent of current profit without penalty is with-
drawn once accumulated reserves exceed the
subscribed capital, unless the total amount
expended by the company on the purchase of
fixed assets is greater than the amount of the
accumulated reserves”. Thus the provisions of

JOURNAL OF INDIAN SCHOOL OF POLITICAL ECONOMY

r cent of .

JAN-MAR 1993

Section 23A discriminate against private com-
panies in relation to public companies, both by
limiting the maximum rateat whichthey can grow
to a percentage indicated by the formula:’-

rate of profit earned on capital employed

25

and also by limiting the ultimate size to some
multiple of the capital originally subscribed®. It
is no answer to this to say that, in practice the
effect will not be so serious, either because under
another provision new industrial undertakings
enjoy a five-year-tax holiday on profits up to 6
per cent on the capital employed (the critical
period of growth may well extend to more than 5
years after the original commencement of the
undertaking, and the rate of profit earned may
well exceed 6 per cent), or because under a recent
amendmentof the law, all these provisions canbe
waived at the discretion of the Income Tax
Commissioner, if he is satisfied that the reason-
able needs of expansion require a higher rate of
retention of profits. The point is that Revenue
officials should not, in fairness, be entrusted with
such wide discretionary powers. There is pre-
sumption that aCommissioner of Income Tax will
be betier able to separate the sheep from the goats
than the legislature itself. If the law is unable to
circumscribe the cases which oughtreasonably to
come under penal provisions with sufficient
precision, there is no reason to suppose that a
Commissioner would be in a position to do s0.**
And even if the provisions of the new section
23A(3) could be perfectly reasonably adminis-
tered, the requirements thata company mustapply
to the Commissioner for the determination of the
minimum distribution in each individual case
must be productive of considerable uncertaintyin
the planning of business expansion as well as
being unnecessarily vexatious to the taxpayers.

Penalties on Distribution

159. The new provisions imposing penalties on
distributions inexcess of 6% of the paid-up capital
are wholly incongruous with the Section 23A
provisions prescribing minimum distributions. I
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presume it will be possible to avoid gross ineq-
pities by an administrative order which would
prescribe that companies liable to the penal rate
on their dividend distribution should not at the
same time be subjected to an order under Section
23A (or perhaps the other way round). This does
not, however, make the incongruity between
these twopieces of legislationany the less glaring.
The philosophy which on general economic
grounds, or in order to limit Stock Exchange
gains, wishes to encourage companies to plough
back as much of their profits as possible, is not
compatible with the philosophy of anti-avoidance
provisions which require them to distribute all, or
at least the greater part of their profits.*

160. The provisions introduced in the new
budget for a discriminatory tax on dividend dis-
tributions are an adaption of the existing U.K.
rules which levy an additional profits of 25% on
distributed profits. The Majority of the British
Royal Commission recommended that these
discriminatory provisions should be abolished
forthwith. The Minority pointed out that the
important function of a discriminatory tax on
dividend distributions is to keep down Stock
Exchange values (onaccount of the consequential
modesty in dividend distributions in relation to
earnings) and thereby to reduce the rate at which
capital gains are being made in the economy.®
The Minority stated® that they "do not disagree
with the Majority’s view that the artificial
encouragement of the retention of profits by
companies is not necessarily an economic
advantage. Beyond a certain point it does not in
itself stimulate the rate of capital formation - as
is shown by the fact that in the last few years the
net amounts retained by companies have greatly
exceeded their financial requirements, both on
account of capital expenditure and of investment
in working capital. It can be argued also that the
system of financing capital expenditure so largely
out of the undistributed profits of companies does
not ensure the best use of the community’s sav-
ings. It makes it more difficult for fast-expanding
firms to raise funds in the capital market; it
strengthens the monopolistic tendencies in the
economy; and it encourages wasteful expenditure
on behalf of those firms who have more money
than they can use and who are yet prevented (by
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custom and tradition as wellas by the investments
of public control) from channelling these funds
1o their most profitable potential use”. But they
were opposed to the Majority’s recommendation
to abolish the differential tax independently of
whether capital gains are taxed or not; instead they
favoured the abolition as part of the wider reform
which included the taxation of capital gains.

161. If it is correct to suggest, as the Minority
of the British Royal Commission suggested, that
the main function of a discriminatory tax on
dividends is to serve as a crude and indirect
method of taxing capital gains, the question may
well be raised whether it would not have been
better to re-activate the capital gains provisions
which are still on the Statute Book in Indiarather
than to introduce a further highly complicated set
of provisions in the field of company 1axation.

162. But granting the fact that a discriminatory
tax on dividend distributions was preferred, on
general grounds, to a re-activation of the capital
gainstax, it still requires an explanation why these
provisions should be introduced in a form that
makes them both complicated and difficult to
administer, and highly arbitrary in their inci-
dence. The discriminatory tax in the United
Kingdom is payable at a flatrate on the dividends
declared and is not made dependent on the ratio
of the dividend to the amount of capital. The new
Indian provisions operate so as to penalise the
company which earns a high rate of profitand in
consequence distributes a relatively high rate of
dividend. Such provisions are not called for by
any principle of equity (if a man makes a lot of
money because he is successful in business, this
should be reflected in his higher liability on
account of personal taxation; it does not call for
some variant of an excess profits tax) and are very
ill-advised from the point of view of their general
economic effects.

163. There is finally, a further criticism to be
made in connection with these particular provi-
sions. Assuming thatthe Government on general
grounds preferred a discriminatory tax on
dividendstoastraightforward tax oncapital gains
and that they preferred a graduated tax which
varied with the percentage of the capital paid (and
presumably earned) toone which depended solely
on the amount of the dividend payment, there is
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still the question which is the most reasonable
measure of capital that should serve as a standard
for the exemption and graduation of the dividend
tax. There are, in principle, three such measures
to choose from:-

(i) subscribed capital;

(i) paid-up capital (subscribed capital plus
capitalised reserves); and

(iii) capital employed (paid-up capital plus

reserves).
Of these three, the real choice is between (i) and
(iii). There are reasons for preferring (i), since
this measures the amount of capital which the
owners have originally put into the business.
Equally there are reasons for preferring (iii), since
this measures the amount of the shareholders’
capital which is effectively employed in the
business; and if the current shareholders are not
by and large the same persons as the original
shareholders, the capital employed is a less dis-
criminatory measure as between different share-
holders than subscribed capital. The choice of
paid-up capital as the standard (together with the
new tax imposed on future bonus issues) dis-
criminates against companies which (for the sake
of good personnel relations or on other grounds)
refrained from making bonus issues in the past,
and in favour of companies which have capital-
ised a considerable part of their accumulated
reserves. The choice of this standard is all the
more incongruous within the framework of the
Indian tax system since the standard for some of
the penalty provisions of Section 23-A is not
paid-up capital, but subscribed capital.

164. The 12.5% tax on bonus issues is another
consequence of the choice of paid-up capital
(rather than capital employed, or subscribed
capital) as the standard; and it was introduced in
the current budget more as a measure to prevent
avoidance of the new dividend tax than as a new
tax justified on its own grounds. A tax on bonus
issueshas been urged fromtime to time (generally
from trade union quarters), on the ground that a
bonus issue is the method by which shareholders
obtain profits on their holdings without paying
tax on it. On closer examination, however, this
claim is shown to be unfounded. It is true that
shareholders may, and to some extent normally
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do, enjoy an appreciation in the value of their
holdings resulting from bonus issues. The extent
of this appreciation depends, however, on the
consequential increase in aggregate dividend
payments, and not on the amount of the bonus
issue itself. There is no necessary connection
between bonus issues and the increase in total
dividend disbursements, though it is often sug-
gested that companies prefer to keep the nominal
rate of the dividend low; so as to give the
appearance that the dividends paid to the share-
holders are not excessive, and for that reason the
bonus issue is a means of increasing dividend
payments. This may or may not be true of the
majority of cases; but whether it is true or not, it
should be evident that (a) the taxable capacity
created by a bonus issue depends on the conse-
quential appreciation in the market valuation of
the company, and is not measured by the bonus
issue itself; (b) this consequential appreciation
cannot, in practice, be scparated off from other
factors affecting the market valuation of shares,
and (c) there is no reason for treating capital
appreciation resulting from bonus issues any
differently than capital appreciation which isnot
due to this cause. Hence, the only equitable
solution of the problem is a general tax on capital
gains which automatically sweeps up gains
created by bonusissues, along withall other gains.
There is no case in equity for a special tax on
bonus issues.”

165. Taking into account the number of dif-
ferent provisions affecting the rate of company
taxation and the numerous qualifications
attaching to each, it is quite impossible to assess
the effect of the whole body of provisions on the
incentives to invest, and on the growth of effi-
ciency and output in the private sector. Therecan
belittle doubt, however, that the very multiplicity
and complexity of these provisions is bound to
act as a serious drag on the general efficiency of
tax administration. When a very heavy burden is
laid on Income Tax Officers merely in the inter-
pretation of Statutes, the time and energy which
they can devote to the task of checking the
accuracy of retumns must be seriously curtailed.
In addition, the manner in which a succession of
new provisions concerning company taxation
have been introduced in the budgets of recent
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years must be productive of considerable uncer-
tainty among investors and businessmen as to the
true future return they can expect from the
launching of new ventures. I feel sure that the
real disadvantages of the present system lie as
muchin the general uncertainty which they create
as in the inequities and burdens imposed.

II. SUGGESTIONS FOR REFORM

166. If our suggestions concerning the reform
of personal taxation were adopted, the whole
system of company taxation could be drastically
simplified.

(i) In the first place, the taxation of capital gains
and the substitution of an expenditure tax for the
higher ranges of super tax makes the whole body
of legislation under Section 23A superfluous.
The justification for this legislation is that indi-
viduals can use incorporation as a means of
avoiding the tax which ought in justice be levied
on them. However, if the maximum rate of
income tax on personal incomes were limited to
7 annas, the maximum amount of tax that can be
avoided through an undue accumulation of
reserves will be the difference between 7 annas
and the effective marginal rate of company tax-
ation. If the rate of company taxation is also 7
annas in the rupee (as is broadly the case at
present) no income-tax can be avoided in this
manner. Nor can undue with-holding of distri-
bution be used as a means of expenditure tax
avoidance, provided only that the owner of the
company is debited with any expenditure which
the company incurs on his behalf or for his benefit
as was suggested in paragraph 70 (Chapter 4)
above. But even if the tax levied on companies
were 1o be at a lower rate than the marginal rate
ofincome tax levied onindividuals, the difference
no longer gives scope for tax avoidance once
capital gains are charged to tax. All it means is
that when a taxpayer uses incorporation for the
purpose of reducing his personal income, a part
of his immediate tax liability is postponed at a
cost of incurring an additional liability later -
cither on account of the capital gain realised on
the salc of the shares of the company or onaccount
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of the additional income tax that becomes payable
on any future distribution of reserves.

(i) In the second place, owing to the taxation of
capital gains and the introduction of an expen-
diture tax, the case for a discriminatory diffcr-
ential tax on dividend distributions also
disappears. If the original justification of the tax
was that it operated as a crude indirect tax on
capital gains ( by reducing the rateat whichcapital
gains are being made), the direct taxation of
capital gains on the shareholders obviates the
need for an indirect method of taxing the same
thing. If the justification of the tax is soughtasa
means of reducing personal spending through
keeping down dividends, the progressive expen-
diture tax is an infinitely more effective tool for
the purpose. Itis true that this tax will only affect
the upper spending classes, but much the greatest
part of the ordinary share capital of public com-
panies (and it is only the dividends paid by public
companies which come into question here) is
owned (apart from institutional investors, like
insurance companies) by the top income and
property groups. Finally, if the justification is to
be sought in a stimulation of capital investment
brought about through higher company savings,
the higher dividend distribution will not reduce
the funds available for company investment, if the
individual owners of the shares are effectively
discouraged by the spendings tax from increasing
their personal spending as a result of higher
dividend distributions. Indeed, it can be argued
that to allow companies to distribute their surplus
funds to their sharecholders will lead to a more
efficient use of these funds (throughreinvestment
in different companies) than if they were retained
by the companies eamning them.

167. Assuming thatthesearguments are correct,
we must still consider the question which is the
most appropriate form of company taxation and,
indeed on what principles this question is to be
decided. The three principal questions that we
need to discuss in this connection are as follows: -
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(1) Should there be any inherent relation between
personal taxation and company taxation, or is it
better to regard the taxes levied on companies as
somcthing entircly distinct from the taxation of
individuals?

(2) Assuming that the answer to the latter part of
the question is in the affirmative, what is the
appropriate level of company taxation corre-
sponding to any given level of personal taxation,
having regard to the fact that company savings -
or rather the capital appreciation resulting from
company savings - arc taxed also in the hands of
the individual sharcholders through a tax on
rcalised capital gains?

(3)Istherc acasc for differentiation or graduation
in the ratcs of company taxation at all, or should
allcompany profits be charged at the uniform rate;
and if so, should that rate be levied on the whole
profit or only on the undistributed part of the
profits?

168. In order to be able to answer these ques-
tions we must first of all discuss the role of
company taxation within the original framework
of the income tax systcm as developed in England
(and adoptcd in India), and how far this role has
been modified through the introduction of pro-
gressive income taxation and the proposed taxa-
tion of capital gains.

169. The original conception of income tax (a)
ignored capital gains and losses; and (b) charged
all income at a uniform rate. Under these two
conditions, it was natural to tax the company on
the whole of the profits at the same rate as the tax
on individual income and to credit the tax paid by
the company against the shareholder’s individual
liability on his dividend. When income tax
became a progressive tax after 1911, the simple
conception (which regarded company profits as
part of the individual shareholders’ income and
deemed it to be taxed at the same rate as if it had
been the personal income of the owners) was no
longer appropriate. Whereas the sharcholders’
dividend income was taxed at varying rates
depending on their total income (including divi-
dend received), the pool of the undistributed
profits of companies could only be taxed at a
uniformrate. Hence, adistinction was introduced
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between income tax and personal super tax;
companies as such were charged to income tax at
the maximum rate and individuals became liable
to super tax on that part of their company income
only which was distributed as dividend.* The
profits tax introduced in the U.K. and the corre-
sponding corporation tax in India after the last
War are often regarded as a collective substitute
for the individual super tax which the company’s
undistributed income would have bome in the
hands of the owners had it been distributed as
dividend.

170. However, under a system of progressive
taxation it is not really possible o maintain that
charging the pool! of undistributed profits at a
uniform rate comes to the same thing as taxing it
individually in the hands of the particular share-
holders, even if the effective rate on the one were
the same as the average ratc on the other. Forthis
rcason the idea is sometimes put forward that
instead of taxing company profits it would be
better to compel companies to issue bonus shares
tothe full equivalent value of the amount of profits
retained each year and to treat these bonus shares
as part of the current income of the shareholders
for tax purpose. This view, however, ignores the
fact that a bonus share does not yield the same
benefit to the shareholder as acash dividend. As
was argued in para 164 above, the benefit of a
bonus issue to the shareholders depends upon the
resulting capital gain and this will be a variable
fraction (varying between 0 and 100%) of the
nominal amountof the bonus issue. Anindividual
shareholder in the case of a public company has
very little say in determining how much of the
profitsshould be distributed orretained. No doubt
all undistributed profits benefit the sharcholder in
the long run but the benefitaccrues in the form of
an appreciation in the value of shares which
occurs as and when, in conscquence of the
enhanced earning power, dividend distributions
increase. If cach sharcholder were solemnly
wedded to his shares, the contention that the
undistributed profit is just another part of the
income of the shareholders mightbejustified. But
shareholders in public companics come and go,
and the capital gain or loss which they realise on
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any particular holding need has no relation
whatever to the accumulation of company
reserves during the period of any particular
share-ownership.

171. The benefit which shareholders derive
from the accumulation of company reserves can
only be equitably taxed by taxing the capital gains
of individual shareholders, and not by taxing the
company savings as such. It follows, thercfore,
that under a system of progressive taxation and
assuming that individuals are taxed on their
capital gains as well as on their dividend income,
the old conception which regarded the tax levied
on companies as part of the same income tax
which is levied on individuals can no longer be
applied. Itisbetter to recognise this openly and
toabolish the existing remnants of the old system
by virtue of which companies are now charged to
a refundable income tax as well as to a non-
refundable corporation tax.

172. There is, therefore, everything to be said
for a formal separation of personal and company
taxation, which would al once simplify consid-
erably the whole tax structure and make it possible
to vary personal taxes and company taxes entirely
independently of each other. This is already the
case in a large number of countries (such as the
U.S.A,, the Scandinavian countries, etc.) and is
indeed partly the case also in the U.X., and in
India, but the old conception still lingers on. I
feelthe time has come both in Britain and in India
forabandoning the idea altogether that companics
should be charged to thc same income tax as
individuals. Companies as such ought not to be
charged to income tax at all (though they may be
asked to deduct income tax at the maximum rate
on all dividends, interest, etc., paid out as part of
the normal system of collection at source) but
should bechargedtoa single company tax, drawn
up on principles which are appropriate to com-
pany taxation and which need not be identical
either in structure or in weight with the personal
income tax levied on individuals®. This is
undoubtedly the right procedure; though in con-
sidering what is the right amount of taxation
which companies should be asked to carry, the
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fact that income tax is imposed on any particu-
lartsed benefit derived by a sharcholder from his
company must of coursc be borne in mind.

173. Indeed, the first question that requires o
b¢ answered is whether if all realised capital gains
arc charged o income tax in the hands of the
individuals, there is any justification left for
levying a tax on the undistributed income of
companics at all, in view of the fact that the
distributed income is also taxed to income tax in
the hands of the sharcholder. Docs the taxation
both of company savings and of the appreciation
resulting from company savings notimply taxing
the same thing twice?

174, There are two answers 10 this argument.
Onc is that whereas a lax on income taxes the
savings madc out of that income simultancously
with the emergence of the savings, atax oncapital
appreciation is an indirect tax on company sav-
ings paid with considerable delay - adcelay causcd
partly by the time-lag between an increase in
company rescrves and the consequential increasc
in carnings and the capital appreciation resulting
from it, and partly by the fact that rcalised capital
gains lag behind by a fair number of years the rate
of accrual of capital gains*® Hence if company
savings were only taxed in the form of a tax on
rcalised capital gains, whercas other savings were
taxed simultancously with income, the cffective
rate on company savings would be considerably
less than that on non-company savings.”

175. Another argument for a tax on the undis-
tributed income of companics, which is additional
to the one just mentioned, lics in the fact that
company savings which arc actually invested in
fixed assets do get a partial cxemption inthe form
of the allowances for capital expenditurc®. The
extent of this cxemption is mecasurcd by the
difference in the discountcd value of the depre-
ciation allowances granted on the capital expen-
ditures of the year and the discounted valuc of the
total capital loss realised (relative to the initial
cost) when the assets are sold for scrap at the end
of their useful life.”® 1If the taxcs on company
savings were abolished the allowances for capital
expenditure would of course have to be abolished
too; and the relief to the individual sharcholder
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would be confined to the capital losses (or the
lower capital gains) realised when either the
business as a whole is sold, or when individual
sharcs are sold. From the general economic point
of view it is preferable to tax company savings
and relieve this tax by subsidies on capital
expenditure than to abstain from doing either. For
the tax-cum-subsidy effectively re-distributes the
income from companies whose savings are large
rclatively to their investments to companies
whose investments are large relatively to their
savings, and must, on balance increase the pro-
pensity to invest in the economy *

176. 1t follows, thercfore, that while in the
absence of capital allowances and judging the
matter on equity consideration alone the effective
rate of taxation on the undistributed profits of
companies ought to be distinctly lower than the
(average) marginal rate of income taxation on
individuals, this is no longer necessarily the case
when for reasons of economic expediency it is
thought desirable to grant capital allowances -
whether they are confined to annual allowances
corresponding to the normal working lives of the
various assets, or whether they comprise also
accelerated allowances and straightforward sub-
sidies in the form of development rebates. The
higher the discounted value of the capital
allowances granted in any or all these forms, the
greater is the effective rate of taxation on com-
pany savings that is justified. Thus if the maxi-
mum rate of tax on individual income were to be
put at 7 annas in the rupee (or, with surcharge,
around 45%) the appropriate effective rate of
taxation on the undistributed profits of companies
works out at 7.1/2 annas in the rupee (or 46.5 per
cent) on the assumption that the present level of
capital allowances is maintained; and to 36% or
5.1/4 annas in the rupee if the capital allowances
were reduced in accordance with the suggestions
made in para 144 (Chapter 7) above®; and at
appropriately lower rates (mentioned below) if
the tax is expressed as a percentage of the whole
profit.

177. There can be little doubt that whether the
company tax is levied by reference 10 the whole
profit of companics or only the undistributed part
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of the profit, it ought to be charged at a uniform
rate independently of the total amount of profit
assessed of a company.”® The considerations
which require a rich individual to be taxed at a
higher rate than an individual of more moderate
means do notapply tocomparisons between large
and small corporations.

178. This still leaves the question open, how-
ever whether the tax should be levied onthe whole
of profits or on the undistributed part of the
profits. Looking at the matter again from an
equity point of vicw alone, there can be no doubt
that the ideal system is one which treats dividend
distributions in the same manner as interest
charges and other expenses for the purpose of
assessing profits to company tax, i.¢., one which
levies the tax on company savings rather than on
the whole company income. Since distributed
profits are charged to income tax, it is only the
savings of companies which justify a tax levied
on corporations as such”.

179. From an administrative point of view it
may not be more difficult to levy a tax on
undistributed profits (on profits less dividend
distributions) than a tax on the whole profit®®. But
here again, the problem is not one that ought to
be considered on equity considerations alone and
without regard to economic expediency. It is
perfectly possible, of course, to collect the same
total revenue from companies irrespective of
whether the tax is levied on the whole income or
only on the undistributed part of the income. Thus
at present (on the basis of assessments in the year
1954-55) the average effective rate of tax on
company profits is 42.7%, or almost 7 annas in
the rupee”. Since 32% of the consolidated
disposable profit after tax was paid out to indi-
viduals as dividends, the same revenue Ievicd on
undistributed profits only would mean an
effective tax of 52.34% or 8.1/3 annas in the
rupee.

180. Since thc proposed company tax is a
non-refundable tax, the whole of the tax would,
of course, have been paid out of company savings
quite irrespective of whether it was levied on the
whole profit or on the undistributed part of the
profit'®. But the marginal rate of taxalion (as
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distinct from the average or effective rate) and the
distribution of the burden of the tax as between
different companies would have been quite dif-
ferent in the two cases. Under a system which
levies the tax on the whole profit, companies
which distribute a small proportion of their
earnings are deprived of a smaller part of their
savings through taxation than companies which
distribute alarge proportion of their profits. Since
the expanding companies are likely to plough
backa larger partoftheir earnings than companies
which are notexpanding, the system which levies
taxes on the whole profit treats expanding com-
panies relatively more leniently and stagnant
companiesrelatively more severely than a system
which charges tax on the undistributed profit
only. Since as explained in para 157 above, the
rate of increase of reserves is a critical factor in
the rate of expansion of growing companies, the
alternative of imposing the charge on the whole
profit is undoubtedly preferable from the point of
view of the social interest, even though it may be
regarded as inferior when judged on strict equity
considerations alone'®.

181. As was explained above, the appropriate
rate of tax on the present level of capital allowance
is 7.1/2 annas in the rupee on the undistributed
income of companies'®. In terms of a tax levied
on the whole profit of companies, the equivalent
rate (as shown by the computations in the
Annexure) works out at 38% or 6 annas in the
rupee. This seems to me the rate of company
taxation that is ultimately appropriate in relation
to the rates of income-tax and capital gains tax
proposed earlier in this Report. Its immediate
adoption, however, would involve a loss of Rs
8.5 crore of revenue ascompared with the taxation
in force in 1955-56, (and rather more in relation
to the taxation proposed for 1956-57) and since
the revenue from the newly imposed capital gains
tax will have a fairly long gestation period. Ido
not feel that it would be either inequitable or
particularly inexpedient to maintain the level of
company taxation at the rate of 7 annas in the
rupee until such time as the revenue collected
f{c)lmame tax on capital gains becomes substan-
tial™,
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182. It means to me, therefore, that in place of
all the present taxes on company income a single
uniform tax of 7 annas in the rupee should be
levied on the whole income of companics
assuming the continuance of the current depre-
ciation allowances and the development rebates;
or 6 annas in the rupee if capital allowances were
rationalised on the lines recommended in Chapter
7. Capital gains made by companies should be
subject to this tax. The whole of this tax should
be non-refundable; but income tax at the rate of
7 annas in the rupee should be deducted from all
dividends, etc., paid out and credited to the
account of the recipient. Dividends received by
companies should not be treated as part of a
company'’s income for purposes of company tax.

ANNEXURE

ESTIMATE OF THE YIELD OF
COMPANY TAXATION

1. In 1954-55 the total assessed income of
companies in India amounted toRs 197.3 crore.
Of this sum, Rs 58 crore were paid out in
dividends; and of the dividend payments Rs 26.75
crore were paid to other companies and Rs 31.26
crore to individuals.'™

2. The consolidated income of all companies
(total assessed income less dividends received
from other companies) thusamounted toRs 170.8
crore. The tax rates in force in that year were 3
annas in the rupee of income tax on the undis-
tributed income of companies and a super tax
(calculated at a normal rate) of 2.3/4 annas in the
rupee on the whole income of the company. Had
these rates represented the average effective rates,
the yield of company taxation would have
amounted to Rs 26.2 crore in income tax (i.e. 3
annas in the rupee on the total undistributed
income of Rs 139.5 crore), a surcharge of Rs 1.3
crore and a super tax of Rs 29.3 crore (2.3/4 annas
in the rupee on the total consolidated income of
Rs 170.8 crore). In addition, it may be assumed
that inter-company dividends bore, on the aver-
age, 1.1.2 annas super tax charge which yields
another Rs 2.1/2 crore, giving a total computed
revenue of Rs 59.3 crore.

3. As against that the actual yield of company
taxation, according to C.B.R. statistics was Rs
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73.0 crore, made up of Rs 32.6 crore income
tax,'® Rs 2.2 crore surcharge, and Rs 37.8 crore
super tax.

4, The discrepancy of Rs 6.5 crore with regard
to income tax implies that the effective charge
was 3.3/4 annas in the rupee and not 3 annas. This
might be explained by the fact thata great deal of
the assessments of the year 1954-55 related to
earlier years when the rate of income tax payable
was 5 annas in the rupee and not 3 annas. The
discrepancy of Rs 6 crore with regard to super
tax is not so easily explained however; and it can
only reflect the combined result of the various
penalty provisions imposed by the legislation.

5. Thus the actual yield of the taxes payable by
companiesin the year 1954-55 being Rs 73 crore,
the effective rate of company taxation works out
to 7 annas in the rupee (as against the nominali
rate of 5.3/4 annas),and this has beentaken as the
basis of the calculations given in the text.

CHAPTER S
THE PROBLEM OF TAX EVASION

1. THE SCOPE OF THE PROBLEM

183. Everyone is agreed that apart from
manipulations of various kinds which are broadly
classed under the term "tax avoidance" there is
considerable amount of evasion in India due to
fraudulent concealment of income secured
through false entries in the account books and the
accounts. It is fairly generally agreed also that
such practices have become more widespread
since the last War. The important question is how
much income is concealed in this manner in
relation to the income which is assessed to tax.
Conversations with individual business men,
accountants, and revenue officials reveal guesses
which range from 10-20% of assessed income at
the mirimum to 200-300% at the maximum.

184. We have made an estimate of the possible
order of magnitude of evasion through a com-
parison of national income estimates with income
tax assessments. The method involved first, an
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estimate of the distribution of the national income
between wages and salaries, income of the self-
employed and income derived from property in
the form of profits, interest and rent according to
each sector,® and second, making cerain
assumptions concerning the total of incomes
excluding salaries which accrues to persons
above the exemption limit. The figures shown in
Table 4 are very tentative and must be interpreted
with great caution. The percentages assessed in
column 7 in particular are based on very slender
foundations. Nevertheless, I think an analysis of
the resulting differences in the various sectors
between the computed figures of assessable
incomes and the actual figures of assessed income
provides some indication of the order of magni-
tude of evasion. A defect of the method is that
the national income estimates are not always
derived from sources that are independent of
income tax assessments. Thus in the sector of
banks and insurance, for example, the national
income estimates are based entirely on the pub-
lished balance-sheets of companies, and since
these are also the basis of income tax assessments,
the correspondence between two figures is
without significance. In the case of mining and
factory establishments, the national income esti-
mates are based on Census of Manufactures and
National Sample Survey data which again are not
wholly independent sources, since businesses
which conceal profits in the accounts which they
submit tothe income tax officers (and in the books
which are open to inspection by ITO’s) will make
the same adjustments (through an under-
statement of receipts or an over-statement of
outlays) in the forms whichthey fillup forpurpose
of the Census or the National Sample Survey. I
understand, however, that the national income
estimates make a certain allowance for this, in that
acorrection has been made for the over-statement
of input prices in the National Sample Survey
data.'” On this evidence the disclosed income of
factory establishments and mining is of the order
of 50 per cent of the total assessable income.
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TABLE 4. ESTMATED DISTRIBUTION OF INCOMES & TAX ASSESSMENTS IN THE INDIAN UNION FOR 1953-54
(Rs crore)
Sectors Cpumn'bu— Wages Incomeof Profit, Total non- Assumed Estimated Non-
tion to net and self- interest, salary propor- non- salary
domestic  salarics employed rent,etc. income tion of non- salary income
roduct at persons (4plus 5) salary income assessed
actor cost income above the totax
above exemption
examnption limit
limit 6x7)
1 2 3 4 5 6 7 8 9
I.1. Mining 100 30 - 70 70 95 66 26
2. Factory establishments 690 335 - 355 355 100 355 190
3. Small enterprises 950 270 525 155 680 0 - -
Sub-Total 1,740 635 525 580 1,105 421 216
II. 4. Railways & Communications 240 195 - 45 45 - - -
5. Banks & Insurance 75 55 - 20 20 100 20 20
6. Retail tade 1,025 100 800 125 925 20 185 87
7. Other trade 345 45 125 175 300 80 240 179
8. Transport 155 100 45 10 55 60 33 19
Sub-Total 1,840 495 970 375 1,345 478 305
IH. 9. Professions 515 300 175 40 215 50 107 24
10. Govemnment Service 490 4% . - - - - -
11. Domestic Service 135 135 - -
12. House Property:-
(i) Money 180 180 180 50 90 27
(ii) Imputed 260 - - 260 260 20 52 -
Sub-Total 1,580 925 175 480 655 249 51
Total 5,160 2,055 1,670 1,435 3,105 1,148 572
IV. Agriculture and allied 5,305 835 2,885 1,585 4470 7.5 335 (50%)
pursuits
Grand Total 10,465 2,890 4,555 3,020 1575 1,376 (622)
* Estimated.

Source: As indicated in the text.

185. In comparison with factory establishments
and mining (the so-called "organised sector” of
the economy), the degree of under-assessment in
commerce and distribution appears to be rela-
tively moderate; assessed incomes appear to be
over 60% of assessable incomes. This may
merely reflect, however, the inadequacy of the
national income estimates which are based on
very slender material and the consequential
under-estimation of the contributions of retail and
other trade'®, In professions and income from
house property, on the other hand, the ratio of the
assessable to assessed incomes appears as much
as 4.1. This may not seem unreasonable in the
case of profession; but the assumed proportion of
assessable income is based on such broad guesses
that not much significance attaches to this result.

186. The total of assessable incomes in all
sectors outside agriculture comes out at almost
exactly twice the assessed income. No signifi-
cance attachestothis precise figure, butitreceives

some confirmation from the fact that in the only
sector in which the figures of income distribution
are based on relatively solid material - in mining
and factory industry, and where almost the whole
of the activity is carried on by companies and
hence income is not subject to an exemption limit
-theratiois also 2:1. If these figures areanywhere
near the truth, the amount of income tax lost
through tax evasion is more of the order of Rs
200-300 crore'® than the Rs 20-30 crore which
is sometimes quoted in this connection.*

187. Asregards agriculture, the First Report on
Land Holdings of the National Sample Survey
suggests that 13% of the cultivable land is owned
by persons whose individual holding is over 30
acres in area; and on the average the ownership
of 30 acres or more should yield an income to the
owner which is in excess of the agricultural-
income-tax exemption limit of Rs 3,000. How-
ever, only 12 of the States levy an agricultural
income tax and as these States account for over
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one-half of the total outpat, it is reasonable to
assume thatassessable agricultural incomescome
to around 7.1/2% of non-wage incomes in agri-
culture. The total of agricultural incomesactually
assessed by the 12 States is notknown. It can be
estimated, however, from the aggregate tax yield
of Rs 3.3 crore. On the experience of Uttar
Pradesh, the average rate of tax on assessed
agricultural incomes amounted to 6.7 per cent.
On this basis the total amount of income assessed
to agricultural income tax may be put at Rs 50
crore, whilst the amount of assessable incomes,
on the assumption made, is around six times this
sum. So little is known, however, of agricultural
income and property distribution of India, thatno
quantitative "estimate” can be any thing but the
wildest guess. But it certainly is not reasonable
that the total yield of agricultural income tax -
with an exemption limit of only Rs 3,000 - should
amount to somewhat over RS 3 crore in an area
accounting for over one half of the agricultural
output of the country, valued atRs 5,000 crore.'*

1. POSSIBLE REMEDIES

188. Our proposals concerning personal taxa-
tion should by themselves tend to reduce the
extent of the evasion of business profits for two
separate reasons: (1) smaller incentives; (2)
greater obstacles.

189. As regards (1), the replacement of a single
personal tax charged at steeply progressive rates
and mounting to over 90% of marginal income
with a number of different taxes with lower top
marginal rates is bound to reduce the incentive to
evade considerably. The extent to which people
are willingto go - onkeeping double setsof books,
engaging the services of straw men and dummies,
etc. -inorder to evade tax is much less when 45%
of the gains made from any particular transaction
can be saved by evasion than where 9/10th of the
amount can be so saved. The maximum rate
proposed for the annual tax on net wealth is 1.1/2
per cent per annum on estates of over Rs 15 lakh;
the temptation to conceal property in order to save
1.1/2 per cent per annum of the amount concealed
must be very small. It is often forgotten that all
such concealments involve a cost. Given an

effective system for registering property - and
which ensures the disclosure of the beneficial
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owner - asoutlined in Chapter 6, the only possible
method of concealing property is by hoarding
cash, or gold, or jewellery. (In fact, to a consid-
erable extent thisisthe case already - amancannot
be sure of ‘not being found out’ unless he conceals
his gains in hoards of cash or precious metals.)

Hoarding and the Wealth Tax

190. The cost of such hoarding is the annual
income sacrificed - i.e., the income that would
have been obtained if the capital had been
invested productively. This should include the
expected capital appreciation as well as the
money return on capital productivity employed
and can therefore, hardly be put at less than 5-6
per cent; or, say, 3 per cent, after taking into
consideration the consequential income tax pay-
able on the income. There can be no incentive to
conceal property in order to save at the maximum
1.1/2 per cent per annum (in the bulk of cases only
at 1/2 to 1% per annum) at the cost of sacrificing
an annual return of 3 per cent''>. The case is
different when the motive of hoarding is to evade
income tax, since in that case a very large part of
the hoarded money (amounting to 9/10th of the
total under the present system and to 45% under
my proposed system) might be "saved” as a result
of the hoarding which, of course, makes it prof-
itable to sacrifice the annual income for the sake
of concealing the property for a long number of
years'na

Hoarding and the Expenditure Tax

191. There is no reason to assume, therefore,
that an annual tax on property would provide an
added incentive to the accumulation of secret
hoards of cash and precious metals, whilst the
reductionin the marginal rate of income tax would
undoubtedly diminish existing incentives. Itis
different with the expenditure tax where the yield
to the tax-payer of concealing particular items of
expenditure might be very substantial. An
expenditure tax might thus provide an incentive
for hoarding out of secret gains in order to enable
the taxpayer to spend these gains on a later
occasion without revealing the consequential
depletion of assets in the accounts. But the
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fundamental difference between an income tax
and an expenditure tax is that expenditure as such
cannot be concealed and if aman spends far more
than he reveals in his declaration, whether on
ordinary living expenses, or on extraordinary
expenses, such as a wedding, heisboundtoattract
suspicion. Indeed, this is one of the reasons why
concealed gains tend to be so largely saved and
hoarded in cash, gold, or jewellery and not spent.
The man who wishes to defraud the revenue by
concealing his true income simply cannot afford
the risk of spending his gains. No doubt, some
expenditure can safely be incurred without
attracting suspicion. A man can spend more on
liquor or on expensive foods provided he does not
entertain on a large scale. Such additions to his
consumption are not likely to attract notice but
the amounts that can be spent in such ways can
bardly exceed a certain proportion of his total
living expenses.

192. The difference between the concealment
of income and the concealmentof expenditure lies
precisely in this limitation. Provided that the
proceeds are hoarded in cash and gold, there is no
limit to the extent to which a man can evade
income tax - he may conceal 9/10th of his income,
if only he can cover up the traces of the transac-
tions which produced them. But he cannot evade
9/10th of his liability to an expenditure tax (or
anything like it), for the simple reason that
whatever his pattern of consumption, his standard
and mode of living cannot be kept a secret.

Hoarding and the Gift Tax

193. It may be that an added stimulus to the
concealment of business profits will be provided
through the gift tax - that tax-payers will wish to
conceal profits, not in order to save in income tax
or in expenditure tax, or in the annual wealth tax,
but in order to be able to pass money to their
children or grand-children without attracting gift
tax. Here again, I doubt whether the incentives
will be anywhere near as strong as the present
incentives due to the very high rates of super tax.
In order to save substantial amounts in gift tax (at
an uncertain date in the future) the amount of
profits which must be so concealed and hoarded
in cash and gold must be very substantial, since
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otherwise the tax saving involved is proportion-
ately much too ,small tomake itattractive. A man
will not conceal income, in order that his son
should save 10 or 20% in gift tax - particularly
when it is not a question of an immediate gift, but
something that is expected to be given at some
future date. The case is different when the
property to be passed on to a single heir is very
large - say Rs 10-15 lakh - when the tax saving
is of the order of 50% or more. Butin that case
the income loss due to the hoarding of such large
sums (by the heir, as well as the testator, since the
heir will have to continue to conceal his undis-
closed wealth obtained through gift or inheri-
tance) is equally very substantial. I believe also
that the very fact that the gift tax is a charge on
the recipient, and will have to be paid out of the
gifts received by the recipient, will Iessen the
incentive on the donor to conceal income and
property in order to save liability to a tax which
is not a charge on him, but a charge on someone
else, even if he (or she) is a near relation.

Evasion and the Comprehensive Return

194, As regard the second aspect mentioned
above (obstacles), the proposal of requiring the
submission of a comprehensive a return con-
cerning the personal accounts of each taxpayer,
and the introduction of a reporting system on all
capital transactions by meansoftax vouchers, will
tend to reduce the scope for evasion through the
falsification of business accounts. The concealed
income whether of a company, an individual
business, or a partnership must invariably reflect
itself in the personal wealth or expenditure of the
owners or the managers of the business. If profits
are concealed for income tax purposes the
resulting savings must also be concealed in the
annual statement - more than it is the case at
present. It may be argued, therefore, that while
the obligation to make an annual return of wealth,
and of all the casual receipts and property trans-
actions of the taxpayers will make the conceal-
ment of income more difficult, it would for that
very reason increase the need to conceal the
savings made out of concealed income by
hoarding them. The enhanced attraction arises,
not on account of the tax on wealth as such, but
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on account of the stricter control over the savings
made in the year out of the income concealed for
income tax purposes. But the very fact that the
savings made out of concealed income cannot
later be re-introduced into the business, or
invested profitably elsewhere will, together with
the reduction of income tax to a maximum rate of
45%, make the concealment of income itself far
less attractive. There is also the additional factor
that the hoarding of gold and jewellery can only
be concealed in so far as gold and jewellery can
be bought without the seller demanding the sur-
render of a voucher for the purpose of his own
claim.'™* No doubt a provision of this kind cannot

be made fully effective, and it will not be possible

to prevent completely transactions in gold and
jewellery without surrendering a voucher. But
transactions of this sort are bound to command a
premium from the buyer and a discount to the
seller, and thus create further uncertainty as to the
opportunities and ease with which such hoards
can be realised in the future; and this must act as
a further discouragement to the concealment of
profits for tax purposes.'*®

195. Provided, therefore, that the maximum
charge on incomeisreduced to the 45% suggested
in my proposals - and this appears in the light of
the above discussion an essential requirement in
connection with the whole set of proposals put
forth for the reform of personal taxation - 1 feel
fairly certain that the extent of income tax evasion
will be substantially reduced in consequence of
the reform. But it would be sanguine to believe
that it would solve the problem of the evasion of
business profits through false book entries, etc.,
by itself or even that it will reduce its probable
extent to dimensions at which its continuance
could be tolerated without causing major damage
to public morality or the community’s sense of
justice.

Other Methods of Attack

196. While there is no single magic formula that
would render the evasion of business income
impossible, I feel that the problem could be
tackled on a number of fronts and that substantial
results could be gained from reforms in a number
of directions. These relate to (i) the question of
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the compulsory auditing of the accounts of tax-
payers whose income exceeds a certain mini-
mum; (i) the status, and the obligations imposed
on the auditors; (iii) extension of the use of
prescribed vouchers (with taxation registration
numbers) to business transactions; (iv) increased
powers of inspection and seizure of business
books, etc., and (v) increased penalties and public
exposure in the case of detectionof fraud. I'should
like to discuss each of these questions in turn.

Compulsory Audit

197. Mal-practices which consist in the pre-
sentation of false and misleading accounts should,
of course, be sharply distinguished from the
falsification of books from which the accountsare
compiled. The compulsory auditing of accounts
can only check the former and not the latier.
Nevertheless, I think a great deal might be gained
if it were made compulsory on taxpayers to
present audited accounts in all cases in which
income or property exceeds certain minimum
limits. Owing to the shortage of auditors, this
limit will have to be put rather high in the
beginning but could be gradually lowered later.
To start with, it may be prescribed that anyone
whose income exceeds Rs 1 lakh and/or whose
capital exceeds Rs 101lakh must produce audited
accounts both as regards his personal affairs and
his business affairs. In the case of business
accounts, the limit may be put at an annual profit
of Rs 50,000.

Status of Auditors

198. Even more important is to change the
statutory regulations concerning the professional
auditors. At the moment the obligation of a
Chartered Accountant auditing company
accounts is to ensure that the accounts are drawn
upina way which isnot misleading from the point
of view of the shareholders. Their duties, there-
fore, are satisfactorily discharged if they make
sure that the shareholder is not given an inflated
picture of the profits or the assets of the company
(accounting conventions approve of turning a
blind eye to the opposite kind of "cheating" -i.e.,
of giving a sharcholder a less favourable
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impression of the affairs of the company than
corresponds to reality). Itis one of the main tenets
of the ethics of the accountancy profession that it
ismuch better to err on the conservative side, and
to under-state results rather than to over-state
them. Provided, therefore, that the accounts are
formally correct - i.e., that the totals shown under
the various heads agree with the individual items
recorded in the books and are properly supported
by vouchers - the accountant as a watch-dog of
the shareholders is not unduly worried if deduc-
tions from the receipts are treated as provisions
made against definite liabilities which ought more
properly tobe regarded as inthe nature of reserves
created against unknown and general contin-
gencies; or when outlays are shown as a charge
against current profits when, in fact, they
represent capital expenditure; or when assets are
written down in an immoderate manner, which
business ethics approves as sound conservative
practice. From the point of view of the State, all
these, however, reduce the apparent income
chargeable to 1ax, and make the task of the tax
officers of discovering what is the true income
legally liable to tax (which items are true charges
on the profits, and which items should be dis-
allowed as non-business expenses or capital
expenditure) far more difficult. There is a great
deal to be said, therefore, for the suggestion that
professional auditors (at any rate, the Chartered
Accountants) should be charged with a statutory
obligation to examine whether the accounts
presented by companies and other firms for
income tax purposes are drawn up in an appro-
priate manner so as to show the true chargeable
income for tax purposes; and that they should be
obliged to supply a certificate to this effect.

199. In this way auditors would become the
watch-dogs of the other "silent partner” of busi-
nesses, the State , as well as being the watch-dogs
of the shareholders and of the non-active partners
of a firm, There is no reason why professional
auditors should not be asked to carry out such a
double obligation, but so long as the auditors are
remunerated entirely by the owners of the firms
their loyalties must primarily be towards their
employers, and it would be wrong to impose upon
them obligations which would set up a conflict of
loyalties. For thisreason a necessary complement
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to this proposal is either (a) that the whole of the
auditing profession should be nationalised and
professional auditors become full-time Civil
Servants; or (b) that there should be a corps of
Government auditors, distinct from the private
auditors, and it should be made compulsory on
firms above a certain size to have the accounts
audited by a Government auditor as well as by
private auditors; or (c) that a general scale of fees
for auditors should be laid down by public regu-
lation - the scale depending onthe amountof work
involved as well as the size of the business, elc.,
and that 50 per cent of the total fee should be paid
by the Government and only 50 per cent by the
owners of the business; the formal approval of a
Controller of Public Accounts being required for
the appointment of any particular firm of auditors
in any particular case. Each of these three
proposals has its merits and each might provide
a solution to the problem. Altemative (a) was
discussed by the Taxation Enquiry Commission
and rejected on the ground that the insufficiency
of auditors makes the nationalisation of the
auditing profession impracticable at the present
time. Much the same kind of objection would be
raised against proposal (b), in that it would take
a number of years before a provision of this kind
could be properly implemented. It seems to me
however that suggestion (c) does not suffer from
these defects, and offers the most practicable
short-run solution of the problem,

200. It is not suggested that a reform on these
lines would make it unnecessary for tax officers
to subject the accounts submitted to a detailed
scrutiny in particular cases. But it would greatly
ease the task of thisscrutiny; and it would tend to
prevent many imregularities in the accounts, and
a misleading form of presentation which might
otherwise escape the watchfulness of the tax
authorities,

Scrutiny of Accounts

201. Another lines of attack lies in a more
thorough check-up of the entries in the account
books of the individual tax-payers. If the com-
putation of the tax base were simplified in
accordance with the suggestions made in Chapter
7, there will be a smnaller number of entries to
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check up and the Department’s ability to cope
with this task would be automatically enhanced.
It is also a matter for consideration whether the
suggestion for the introduction of taxation code
numbers should not be extended to business
transactions, as well as capital transactions and
whether an obligation to include the code number
of the vendor on every voucher should not be
generally imposed. It would certainly make it
easier to route information obtained from the
examination of A’s return to B’s file; and even if
this were not done regularly or in any routine
fashion, the very fact of the taxation code numbers
being supplied with the vouchers would act as a
deterrent to fraudulent over-statement of outlays
and under-statement of receipts.

Prevention through Deterrents

202. There is finally the question whether a
great deal might not be achieved through more
powerful deterrents to fraudulent practices. In
India, as in Britain, tax-evaders are treated very
leniently. Very few cases of fraudulent evasion
are prosecuted before the courts"®, and the tax-
payer is generally promised immunity both from
prosecution and publicity, if he makes a full
disclosure and is willing to pay the relatively
modest penalty imposed. I suppose that, just as
in Britain, this policy is based on the supposition
that the Revenue will fare better and collect more
ifitallows the careless and sinful to come forward
and confess their sins than if it threatens dire
punishments.'” In fact, in India there was a
Voluntary Disclosure Scheme in operation for
some years which promised complete immunity
from pecuniary penalties as well as from prose-
cutionand publicity if the tax-payer came forward
and owned up voluntarily his concealed gains.

203. 1 very much doubt whether the policy of
"softness” is of much avail, or whether, on the
contrary, it tends to increase the scope of evasion.
Fot it leads to a "heads I win, tails I do not lose”
attitude, which must have the most destructive
effecton tax morality. Indeed,evenif atax-payer
knows that he cannot avoid penalties in case of
detection it may still pay him to evade so long as
the chances of detection are considered by him to
be less than the proportion which the tax evaded
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bears to the total liability (i.e., penalty plus
original tax charge) he would incur in the event
of being detected. Thus, if the penalty imposed
isequalto 100% of the tax evaded, it paystoevade
so long as the chances of detection are less than
50%. The maximum penalty that can be levied
under the Income Tax Act in India is 150% and
this deterrent is quite ineffective so long as the
evader rates the chances of his detection at less
than 1:2.5, or 40%. 1 do not suppose that the
likelihood of detection in India is above 1in 10
in the average, so that to be a real deterrent the
penalty imposed should be more than 9 times the
sum risked and not 1.1/2 times."*®

204. Very different is the situation in the U.S.A.
where the tax-payer is left to assess himself to tax
but if he is discovered having concealed income,
he can be charged to an enormous penalty
(amounting to between 10 to 20 times the tax
escaped) and is frequently dragged before the
courts in a trial attracting a great deal of publicity
and ending in long terms of imprisonment. Before
the last War, no lesser personalities than the
Vice-President of one of the biggest New York
banks (The National City Bank)and the Chairman
of the New York Stock Exchange were prose-
cuted for income tax evasion in trials attracting
newspaper headlines for weeks on end; and only
a few months ago the Head Porter of the Waldorf
Astoria Hotel in New York was dragged before
the court for having declared tips amounting to
$33,000in his income tax returns over afive year
period, whereas his bank account disclosed that
he made over $60,000 in tips. No case of this type
has ever been brought before the criminal courts
either in Britain or in India. I feel quite certain
that very heavy penalties and prosecution with a
great deal of publicity is an infinitely more
effective method of dealing with tax evasion than
the policy of deliberate leniency and avoidance
of public disclosure followed in Britain and India.

HI. STANDARDS OF ADMINISTRATION

205. Finally, the prevention of evasion is greatly
dependenton the standard of administrationin the
Revenue Department - on the zeal, ability, effi-
ciency, and the adequacy of numbers of tax
officers. An efficient administration requires the
ability of the Department to attract the best talent
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and to attract them in adequate numbers. This in
turn is very greatly a matter of the conditions of
pay and prospects in the service. In this respect
1feel that there is too much of false and misguided
economy in India. So long as the situation
continues in which the local Income Tax Officer
starts with a salary of Rs 350 (including extra
allowances), and even after a number of years of
service an officer occupying a position of con-
siderable responsibility earns Rs 500-600 a
month, it is idle to expect that the highest
standards of efficiency can be attained. Apart
from the question of the ability and adequacy of
qualified officers, I have a feeling that it is
fundamentally wrong to pay officers, on whose
attitude and conduct very large sums of money
may depend, at such extremely meagre rates.
Without in any way wishing to castaspersions on
the general standard of integrity in the Depart-
ment - which I am sure is very high - it seems
clear that an Income Tax Officer living on a very
modest scale cannot have the self-confidence and
sense of social equality necessary to stand up to
"great men" earning many lakh of rupees, with
whom he may have to deal. I feel that if an extra
crore of rupees were spent on raising the standard
of salaries in the Revenue Department - the cost
of raising the salary of Income Tax Officers to,
say, Rs 1000 after a preliminary trial period of 5
yearsand rising toRs 2,000 amonthin the normal
course could hardly exceed that amount - the
return to the State in terms of additional revenue
collected is bound tobe many times the additional
cost.

IV. GOLD HOARDING AND TAXATION

206. It has been suggested in connection with
the whole set of proposals put forward in this
Report that their adoption would very greatly
increase the tendency to hoard gold and other
valuables, and will thus have highly undesirable
effects on the employment of capital for pro-
ductive uses and on the development of the
economy. I should like to analyse this argument
in some detail and to examine in particular (a)
whether there is any genuine basis for the com-
plaint that the tax reforms outlined here would
lead to greatly enhanced hoarding of gold and
jewellery; (b) the precise reasons why this should
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occur; (c) the economic effects of enhanced
hoarding ifit did occur; and (d) how far the danger
of additional hoarding presents a valid argument

-against the proposals.

207. As we have already argued in para 190
above, it is a mistake to suppose that the intro-
duction of an annual tax on wealth would as such
tend to enhance the hoarding of gold and
valuables. Indeed the contrary is likely to be the
case. Wealth held in the form of cash, gold,
ornaments, jewellery, etc., would all be subject to
taxation even though it yields no money income.
Insofarasthese hoards are disclosed and included
in the statement of net wealth on which tax is
levied, the tax affords a stimulus in the opposite
direction - it encourages investment of property
in forms which yield arelatively high return, and
discourages the holding of wealth in sterile forms
which yield no return.

208. If the gold and valuables are concealed and
the taxing authorities are unable to discover their
existence, notax will, of course, be levied on such
hoards. But itisa mistake tosuppose that the very
imposition of an annual tax on wealth will lead
people to hoard wealth which they would other-
wise have invested productively merely in order
to escape the tax. That could only be the case if
the net yield of evasion were positive, i.e., if the
tax-saving resulting from the concealment of
assets is greater than the cost of doing so. The
cost of concealing wealth in the form of hoards is
the loss of the income which the same capital
would have yielded otherwise. Aswehave shown
above, with an annual tax on wealth the net return
from evasion through concealment in hoards is
bound to be negative, notpositive. The maximum
annual rate of tax is 1.1/2 per cent, whereas the
minimum loss due to hoarding (even after taking
into account the consequential saving in income
tax due to having a smaller income) cannot be put
at less than 3% and this is without taking into
account the risks assumed and the specific costs
associated with holding wealth in this form,
which we have described in the note toparagraph
190 above. The argument, therefore, that an
annual tax on wealth will serve as a stimulus to
gold hoarding rests on a confusion - it applies
considerations that are pertinent to an income tax,
or a once-and-for-all capital levy ( which levies
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tax at a high percentage of the total) to an annual
tax on a capital to which the argument is not
applicable. People are willing to gotoa great deal
of dishonesty for the sake of escaping taxation
when the net profit from successful avoidance is
900 per cent - as is the case with income tax where
the marginal rate is 90 per cent. They may even
goto considerable trouble to escape tax when the
net profit from tax evasionis 100 per cent, oreven
whenit is only 20 per cent. But we cannot assume
that apart from a few eccentrics, who would do it
for sport - for the sheer love of the thing - people
are willing to conceal their property fraudulently
if there is net loss, and not a net profit in doing
$0.

209. Any increased tendency to the hoarding of
gold cannot therefore result from the desire to
escape the annual tax on wealth but only from the
desire to escape other taxes, particularly the
income tax. In order to dodge income tax liability
successfully the tax dodger must conceal notonly
the income, but the accretion of wealth resulting
from thatincome. This problem arises even now,
in that a man who fraudulently conceals income
for tax purposes rhust take care to ensure that the
Income Tax Officer does not discover about it
through circumstantial evidence - either because
he spends noticeably more than he could out of
his declared income, or because his capital assets
have increased more than they could have out of
savings made from his disclosed income. Indeed,
an examination of a man’s capital position over
a period is probably the most effective method
employed for the discovery of concealed income
by the Special Investigations Branch of the
C.BR. or the Taxation Investigation Commis-
sion.

210. It can be argued also that the obligation to
make an annual return of wealth, and the measures
taken to ensure that property is not concealed
through registration in bogus names, etc., will
make it far more difficult than at present fora man
to conceal income for tax purposes; and for that
reason, he will tend to hoard his concealed gains
to a far greater extent than now, this being the
only safe method left to him of evading income
tax with a prospect of success. (It may be agreed
that even with the present degree of vigilance of
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the tax officers, a large proportion of the con-
cealed gains tend to get hoarded already, since no
other method of concealing the money is
considered really safe.)

211. No doubt, there is some validity in the
argument that if you make income tax evasion so
much more difficult than before, you stimulate
those particular forms of concealment which you
cannot control completely. If mostloop-holesare
plugged, the pressure on any remaining loop-hole
is bound to increase. But as a basic criticism
against our proposals it is really a most disrepu-
table argument, since carried to its logical con-
clusion it simply says that anything that makes
tax evasion more difficult will increase the
economic ill-consequences of evasion and that it
is preferable, therefore, to refrain from measures
which make it more difficult to circumvent the
laws. It would be impossible for a modern
democratic Government to accept any such thesis
as a guiding principle of conduct.

212, At the same time, in the particular context
of my proposals, all such fears, I am convinced,
are greatly exaggerated. The incentive to evade
income tax is directly proportional to the marginal
rate of taxation; it becomes powerful only when
the marginal rate of tax amounts to considerable
part of the total amount. At a marginal rate of
90% the return from tax evasion is 900% on any
particular amount concealed. At a marginal rate
of 45% the return from successful concealment is
only 82%. Thus, while the successful conceal-
ment of income is rendered more difficult, the
incentive to conceal income is also very greatly
reduced. Moreover, if the proceeds of evaded
income have tobekept in sterile forms,and cannot
be invested in forms which yield a return, the

‘attraction of saving the tax by evasion is still

further reduced. It would be rash to predict,
therefore, that my recommendations of tax reform
would onbalance enhance the propensity to hoard
gold in any substantial degree. This is certainly
notthe case to far as the reccommendationsrelating
1o the annual tax on capital and the income tax are
concemned; and for reasons analysed in para-
graphs 191 to 193 above, 1 am equally sceptical
of any substantial tendency to hoard emerging as
a result of the imposition of the expenditure tax
or the gift tax.
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213. But even if this were not so, it certainly
ought not to be regarded as an argument of any
weight against the case for a comprehensive tax
reform. For exactly the same objection can be
raised not only against the particular proposals
put forward here but against any proposals
designed to make the avoidance and evasion of
progressive taxation less easy or less virulent, and
which, therefore, would make a genuine contri-
bution to the attainment of a greater degree of
economic and social equality. I am prepared to
believe that the proposal for a general income-
ceiling may be less open to an objection of this
sort, but if this is the case, it can only be so in so
far as the proposed ceiling is only effective in
relation to incomes from work and not in relation
to the true incomes from property. If the idea of
an income-ceiling were to be effectively applied
to incomes derived from property as well as to
incomes derived from work, it would have to take
the form of a 100 per cent capital levy imposed
on the owners of wealth above a certain maximum
- since this is the only way in which the income
of the property-owners could be effectively lim-
ited. (A ceiling on ‘income’ alone, leaving
property untouched, would be perfectly
meaningless.) But there cannot be any more
powerful incentive to the hoarding of gold for the
purpose of concealing wealth than a capital levy
with a marginal rate of 100%.

214. I mention this not mainly or necessarily as
an argument against income or property ceilings,
but chiefly in order to show that the argument
about the danger of the hoarding of gold has
nothing whatever to do with the particular
methods of taxation and particular methods of
control against evasion outlined in this Report. I
donot believe that the risk of gold hoarding ought
tobe regarded asa valid objection to any of these
recommendations. The case for a real advance
towards a greater degree of economic and social
equality cannot be effectively countered by sug-
gesting that anything which genuinely affects the
position of the privileged classes will create evils,
since it will mean that the wealth of these classes
will gounderground instead of being used for the
good of the community, As an argument it is
exactly on all fours with the one used against the
New Deal Policy of Roosevelt in the 1930°s (or

INDIAN TAX REFORMS

179

against the policy of the Welfare State of the
British Labour Government after the War), which
asserted (in effect) that it is dangerous to do
anything which impairs the confidence of the
investing classes.

215. In fact, as the history of Western countries
since the 1930’s has shown, these fears were very
greatly exaggerated. Just as lack of confidence
in a Government will not prevent the investment
of capital in ventures where the prospects of yicld
are favourable, so also the measures taken for the
prevention of tax evasion will not make the
capitalists cut their noses off ta spite their faces.
Faced with the choice, it is far more likely that
the property-owning classes will stop evading tax
rather than refrain from employing their capital
profitably - especially when the rates of taxation,
as suggested in these papers, are made moderate
at the same time as the tax system i1s made more
stringent.

216. Finally, there is the question regarding the
economic effects of an increased desire to hoard
gold on the part of the community, If there is a
free internal market for gold, an increased pro-
pensity to hold gold will, of course, raise the price
of gold in relation to other commodities. At any
given time, the community as a whole cannot, of
course, hoard more gold - ignoring any additional
inflow of gold from abroad or of new production
inside the country - than the quantity already
available, however, strong the desiretodo so. All
that happens is that the increased desire causes
the price of gold torise relatively to other prices;
and since every rise in gold price will diminish
the desire to hoard gold - as the risk of a subse-
quent fall in the price of gold becomes greater -
ultimately the price of gold will settle at the point
at which these opposing fears and desires hold
each other in balance.

217. The question, therefore, is simply this: Are
there any ill-effects resulting from a rise in the
(internal) price of gold in terms of currency? It
is often argued that arise in the price of gold can
itself be a cause of a general inflation. But this
view is without foundation; it confuses the
symptoms with the causes of inflation, It is true
that if a major inflation is going on (on account
of excessive deficit financing or other similar
causes) and the rate of increase in prices reaches
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a level at which the tendency to hoard commo-
dities of all kinds is enhanced, the inflation will
begin to feed on itself; the very rise in the prices
of commodities (the price of com, rice, etc., as
well as the price of gold and other things) will
enhance the desire to hoard such commodities
which in turn will give rise to a further rise of
prices. In this situation, the main force governing
the rate of increase in prices is no longerthe excess
demand which originally gave rise to it, but the
price expectations which have been generated as
aresultof the inflation itself. Thisis the symptom
of hyper-inflation, when the rate of inflation itself
becomes entirely dependent on psychological
factors. In a state of hyper-inflation, it is quite
possible that any extraneous factor which causes
an increased demand for some particular com-
modity will in itself strengthen the desire to hoard
othercommodities. Insuchcircumstances, it may
be quite true that an enhanced rate of increase in
the price of gold will cause an enhanced rate of
increase in the price of wheat or rice, or other
staple foods."®

218. But barring a situation of hyper-inflation -
a situation which is hardly likely to come about
as aresult of more stringent tax measures - it is
certainly not true to say that the rise in price of
gold can in itself cause a rise in other prices. In
India, the danger of inflation comes, not from a
rise in the price of gold, but from a rise in the
prices of basic foodstuffs (i.e., wheatand rice). A
significant increase in the prices of these com-
modities can only arise from excessive con-
sumption in relation to production and not from
any sudden desire to hoard commodities as an
anti-inflation hedge. There is no evidence that
there is any increased desire to hoard basic
commodities on account of a rise in the price of
gold - and particularly when the cause of the
price-rise is the desire for tax evasion and not the
fear of inflation. And even the fear of inflation
cannot be powerful enough to cause an actual
inflation in the prices of basic commodities, if the
balance of production and consumption is
favourable. Apart from this, the Government of
India has pursued (and islikely to go on pursuing)
adeliberate policy of stabilising the prices of basic
commodities through "counter-speculation” (j.e.
through selling in the face of rising prices and
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buying in the face of falling prices) and this policy
in itself would effectively prevent any link
between gold prices and the prices of basic
commodities.

219, Apart from inflation, the only other argu-
ment put forward in this connection is that as a
result of higher internal prices, there is additional
smuggling of gold into the countiry from abroad.
A certain amount of smuggling is always going
on,but how greatly the smuggling would increase
inresponse to any givenrise in gold prices isquite
unknown. I would myself doubt whether the
elasticity of supply of smuggling can be at all
large. At the moment, the annual inflow of
smuggled gold into India may be of the order of
Rs 10-20 crore a year. If the price of gold were
50% higher than now, smuggling may increase to
RS 20-30 crore a year. But if it were to increase
by more than this the Government’s awareness of
the need for counter-action would be greater, and
the task itself would become easier. It is well
known that it is very difficult to prevent a trickle
of illegal inflow of any commodity but the effi-
ciency of preventive measures increases consid-
erable as soon as an inflow assumes large
dimensions.

220. It is possible that the Government may
have to take more extensive counter measures to
prevent the annual cost of smuggling to the
community from becoming very large. But it
seems to me that, quite irrespective of whether
these counter measures would be effective or
ineffective, promising or unpromising, it would
be carrying caution to an extreme if the risk of
increased gold smuggling were made the reason
for sticking to the present.

NOTES

1. Deficit financing or public loan-expenditure equally
megllﬂ; of course, a corresponding increase in privately owned
w .

2. An Expenditure Tax, Ch. I, pp. 25-42.

3. Personal income Taxation (Chicago), pp. 219.

4.1 feel bound 1o say that I regard the current proposals in
India for a "ceiling” on income as carrying thesetrends to their
ultimate logical absurdity. The authors behind these proposals
never stop to inquire just what is the meaning and definition
of the tern "income” which they so light-heartedly wish to be
subject 1o an absolute upper limit; and how such proposals
could serve to reduce social inequality so long as wealth
continues to be privately owned. In the sense in which, (in the
U.K.) for instance, the marginal tax on income had already
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reached 97.5% in 1946-51, this marginal tax could clearly be
raised to 100% without making any radical difference. But
can anyone seriously believe that this instrument could be
made to serve the elimination of anything but desirable social
incentives? The extremes of wealth and poventy will not be
eliminated thereby - for the simple reason that as far as
capitalists are concemed, the benefits accruing from capital
will not be lost, merely that they will take on some other form
than "income". (As itis said in England, heavy taxation makes
taxable income into a luxury which "the rich can no longer
afford to have".)

This is not meant to suggest that the current agitation for a
"ceiling on income” proceeds from any but the highest moral
and social motives; and I am sure that their authors meant them
to apply to the true benefits derived from the ownership of
property just as much as to incomes derived from work. They
were wrong however, in thinking that a ceiling on "income”
was an appropriate instrument for giving effect to these
aspirations - unless the notion of "income” were broadened
considersbly in relation to the current legal definition of this
term and the ‘ceiling’ were meant to comprise a ceiling on the
ownership of wealth, and not only on annual accruals. Inter-
preted in this comprehensive sense, however, the proposal is
not one which a country like India could adopt, without
seriously compromising her prospects of growth and
improvement or even the maintenance of existing standards.
Soviet Russia discovered to her cost that economic incentives
canmot be eliminated without perilous consequences - except
perhaps at a stage of economic well-being which is far above
that of eventhe richest nation (like the U.S.A.), letalone India.

There is, no doubt, a strong case in India for reducing the
prevailing degree of economic incquality. But the way to do
this is by making the tax system comprehensive and admin-
istratively effective, not but introducing absolute "ceilings”,
{There may be a case for a ceiling on land holdings, but in my
view this provides no analogy for ceilings on income and
capital. Since the effective size of famms in India is relatively
small, land ownership above a certain amount serves no
economic purpose and is merely a method of exploiting the
peasantry, and often a positive impediment to improvements
in productivity on the land. This is cenainly not true of the
high incomes eamed through a successful business or pro-
fessional career, or of the accumulation of fortunes through
successful enterprise.)

1 am fairly confident that the proposals for an “income
ceiling" will not eventuate either in the introduction of 100%
marginal tax rates orin any legal prohibition for the payment
of income above a certain maximum. Yet the agitation will
have done considerable harm if it led to low top-salary scales
being paid to the top executive personnel in the newly
esiablished State enterprises. I think it is essential to the
success of India’s current approach to her future development
- ‘the Socialist pattemn of society’- that the imponant enter-
prises in the public sector should be able 1o attract the best
availabletalent; and this means that they should be able to pay
remunerstion on a scale that is fully competitive with that
offered by private industry. I do feel, therefore, that it would
serve important national interests if public pronouncements
on this subject could, as early as possible, be veered round
towards, the objective of a reduction in the inequalities of
wealth through comprehensive and effective taxes on wealth,
instead of the spectacular but meaningless (and indirectly
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harmful) notion of an "income-ceiling”.

5. These suggested scales for the expenditure 1ax were so
chosen as to cause the tax to come into operation only when
the net expenditure of a typical family unit exceeds the net
income remaining on a taxable income of Rs 40,000 a year -
the level at which the present combined income and super tax
rate begins to exceed the marginal rate of 7 annas in the rupee
at present - so that the tax becomes a substitute for the loss of
the present super tax on slabs above 3 annas in the rupee. It
would be possible, of course, to fix lower exemption limits
that would be more consonant with the standards of living and
the expenditure scales of the top income groups of India.

6. The level of rates and the degree of progression needs,
of course, to be higher than with the estate duty, since the rates
vary with the size of the individual gift or bequest, and not the
size of the total estate of the donor; hence the suggestion that
the rates should be double the current estate duty rates.

7. Reached by capitalising annual dividend payments to
individuals, etc., of Rs 40 crore.

8. Another method of calculation based on the net
ploughed-back profits of companies yields even higher esti-
mates. Net company savings after tax amount 1o around Rs
70 crore a year; and since in the long run the market values
of shares mustbe atleast equaltothe accumulated share capital
and reserves (otherwise companies would go into liquidation
sooner or later) the long run appreciation of share values
should alone amount to some Rs 70 crore a year, giving a total
appreciation of, say, Rs 120-150 crore.

9. The figure of 1/25this derived from the assumption that
the average length of a generation of property owners in India
is 25 years.

10.In the meanwhile, the tax could bemade chargeable only
on non-agricultural property with a provision that agricultural
property would be aggregable with the restof the property for
determining the rate at which the tax would become payable.

11. If 3 man holds shares in, say, a developing gold mine,
and the shares are expected to, and do, appreciate in value year
by year, can we really distinguish between this benefit (which
takes the form of a capital profit) and the benefit which takes
the form of a dividend paid onthem?

12. In the U.K,, transfers of stocks and shares of companies
and of Govermnment securities require a transfer deed in much
the same way as transfers of real property. In the case of
share-transfers, this also serves the purpose of ensuring
payment of stamp duty. I understand that in India only the
transfer of immovable property requires completion of a
transfer deed. I cannot see any fundamental reason why this
system should not be extended to stocks and shares, and to
Government securities generally, in the same way as in the
UK.

13. Or any other department which may be entrusted with
the job of looking after government properties.

14. 1 do not think whether there is any country where this
system is actually in force; but it has often been suggested
(e.g., in connection with the discussion of a capital levy in
U.K,, after the First World War) that the problem of valuation
of properties for the purpose of taxation could be effectively
solved if the responsibility of valuing the property at the
tax-payer, with the Govemment retsining the right of
acquiring the propenty at the tax-payers’ own valuation in
cases of dispute.

15. In the UK., the Ceniral Valuation Office under the
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Board of Inland Revenue evaluates properties for both estate
duty and stamp duty purposes, and has now alsobeen entrusted
with the listing and valuation of all land and buildings for the
purposes of local rates.

16. Valuing all property by ‘book values’ instead of by
current market values will mean that the valuation of property
forthe purposes of the annual tax will 1ag 8 to 10 years behind
the current market valuation of property. Assuming that
property appreciaied in the long run at the average compound
rate of 3% it will mean that the tax will be levied on a basis
which in the average of cases, and over a run of years, will
correspond to about 2/3rds of the current market value. This
should, of course, be taken into account in fixing the appro-
priate schedule of rates. (The gap of 8-10 years is estimated
in the following manner. If no property were to change hands
except through decease the average book value of properties
at any one lime would be equal to the current values of half a
generation earlier; since a generation is 25 years, this means
an average lag of 12.5 years. This needs to be further reduced
on account of transfers of properties of all kinds through
purchases and sales and through inter-vivos gifts.)

17. Only a cursory statement of the case can be given here.
My own views on the concept of "income" appropriate to
income taxation, and on the taxation of capital gains, are set
outin detail in the Memorandum of Dissent to the Final Report
of the Royal Commission on the Taxation Profits and Income
{Cmd. 9474). paras 2-18, and 34-72.

18. In this case the High Count in the UK., held that the
profits made on the sale of two farms by a motor engineer
were liable to be taxed despite the fact that evidence was
produced (and accepted by the Crown) that (a) the motor
engineer bought the farms for the purpose of farming them
andnot for the purpose of resale, and (b) he was only persuaded
to sell them with great reluctance when a man came and
offered him a good price for them.

19. Existing anti-avoidance provisions prevent such trans-
actions in case the sale and subsequent re-purchase was
undertaken "by the same or any collateral agreement” But
thereis nothing illegal in buying and selling securities through
two separate and unrelated transactions, and it would indeed
be impossible to frame anti-avoidance provisions, which
prevented a man from selling one day and buying the next
day, especially since he need not even buy back the identical
security to accomplish his object. Nor is it at all easy for the
Revenue 10 establish that a set of transactions was the result
of a single or collateral agreement.

20, Volume 1, Chapter VIII, para 56 (p. 163).

21. Various studies in the United States (such as Seltzer’s)
concluded that in the U.S.A. the tax had no significant effect
on the volume of stock exchange transactions.

22, Opponents of the taxation of capital gains in England
also frequently argue both that the tax would be ruinous on
industry and that it would yield practically nothing without
realising that the two assertions are not compatible with one
another, )

23, This is shown by the extent of criticism in the U.S.A.
Concerning these exemptions in the writings of American
authorities on public finance, etc. These exemptions were also
opposed by the Board of Inland Revenue of the UK. in
discussing a scheme for the taxation of capital gains in their
evidence to the Royal Commission on Taxation. (Cf., U.S.
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Treasury Study on the Taxation of Capital Gains, and Mem-
orandum by the Board of Inland Revenue, reprinted in the
Final Report of the Royal Commission on Taxation, pp.
425-470).

24. Quite apart from the question of the taxation of capital
gains, the rise in ceiling rate of income tax from 4 to 7 annas
and a corresponding increase in the exemption limit of, and
the rates of, super tax, would have considerable other
advantages. Jusibecause the ceiling rate of income tax evasion
will be far less on super tax (as is, fact, the case in the UK.,
where the ceiling rate of incometax is 42" per cent), the scope
for tax evasion would automatically be narrowed down.

25. In the case of individual businesses and partnerships,
normally only the good-will of the business (i.e., the excess
of the value of business when sold as a going concern over
the written down value of the tangible assets) gives rise to
capital gains.

26. The figure of 40% is based on the schedule of rates
suggested above and size-distribution according to capital
gains assessments inthe years 1947-53 and it assumes that the
present 5 per cent surcharge will continue to be added to the
standard rate of 7 annas.

27. American experience suggests that more than two thirds
of net reported capital gains arise on transactions irf ordinary
shares. This corresponds also with the limited Indian expe-
rience where during the iwo years that the tax was in operation
some 70 per cent of the total assessed gains were in
transactions other than immovable property, machinery and
plant, and which, therefore, largely reflected transactions in
ordinary shares.

28. Vol. I, Table 15.

29. It is impossible to say how far the fall in margin, over
the last five years was a genuine phenomenon, or merely a
consequence of increasing concealment of profits by com-
panies (through under-valuation of stock-in-trade, the mas-
querading of capital expenditure under current expenditure,
etc.)

30. An Expenditure Tax (London, Allen & Unwin, 1955).

31. Moreover, such dissipatory spending, by increasing
profits, would offset the effect of high taxation in reducing
the income and the savings of the capitalist classes; if the
comrnunity’s investment expenditure is given, the true inci-
dence of taxes on income and property can only fall on the
capitalist classes 10 the extent that their propensity to spend
is reduced in consequence. By encouraging spending. the tax
system, thus unwittingly causes the burden of taxes to be
shifted from the profit-eaming classes (taken as a whole) to
other sections of the community.

32. In fact, obvious inconsistencies between a man’s dis-
closure of income and his mode of living are already being
used in India and in other countries as a means of detecting
income tax evasion.

33. The latter require tobe deposited withthe banks or other
institutions to qualify for exemption.

34. These gifts may be subject 1o gift tax in the hands of the
recipient.

35. 1t is thus proposed that the purchase of works of art,
jewellery and omaments should be treated as capital expen-
diture and thus exempted from the personal expenditure lax
but an annual charge should be imposed in all cases where the
taxpayers claim exemption underthis head. It isnot proposed,
however, that such a notional charge should be made with
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respect to any existing possessions of jewellery, omaments or
works of an.

36. An alternative method would be to permit the spreading
of all expenditure for tax purposes and to calculate the tax on
a moving average of the expenditure of the last five years
rather than the actual expenditure in a particular year.

37. This means that two adults comprising a family would
pay twice the tax of a single person with half that expenditure,
amarried couple with two children would pay three times the
tax payable by asingle person with one-third of the joint family
expenditure and so on,

38. If the principle that gifts made in contemplation of death
(and/or with a view of avoiding death duties) should be
brought withinthe tax net, while other gifts should be exempt,
were correct, the proper method to give effect to it would be
to compound the potential death duty liability in respect of
chargeable gifis on an actuarial basis, rather than rely on some
purely arbitrary rule by which gifts made at a particular date
prior 1o death or earlier are entirely exempt and gifts made
after that date are fully taxable.

39. Compared with the United Kingdom, the Indian rates
appear remarkably low in medium ranges as well as the top
brackets. An estate of Rs 10lakh bears 40% in the UK. but
only 15% in India, at Rs 20 lakh the ratios are 50% and 20%,
and atRs 1 crore 70% and 34%, respectively.

40. Since the average period of a "generation” in India
(which is equal to the average age of the father when the
children are born) cannot be put at more than 25 years.

41. These latter remarks apply, of course, to the proposal
for a comprehensive return required for the annual tax on
capital and taxes on capital gains and personal expenditure
and not only to the comprehensive reporting system discussed
here.

42. 1 think that people would not want to conceal gold, if
such concealment is contrary to law, if all that they save as a
resultof sucha concealment is the one half to one per cent per
annum in property tax, though they would have a stronger
incentive if the motive for hoarding gold is to prevent the
discovery of ‘secret savings’ made out of undeclared gains
which thus escape income tax. The question of the impact of
taxation on gold hoarding is further discussed in Chapter 9.

43. In connection with the expenditure tax, the hoarding of
bank notes wonld only present a problem at the beginning -
i.e,, in connection with the initial introduction of the tax. In
subsequent years there will only be atendency to hoard in note
form whatever was successfully concealed as a receipt in the
income tax retum - here the problem will be no different than
exists at present.

44, There may be a risk of a person having more than one
code number igsued to him (by making a request for a card to
different tax offices) but this is no different from the case of
atax-payer dealing with several 1.T.O."s at the same time.

45. In the British Income Tax Act these words appear as a
qualification to the enumeration of a list of items, the
deduction of which is prohibited. The first item of the list
mentions "any disbursement or expenses nof being money
wholly or exclusively laid out or expended for the purposes
of the trade," etc. The Indian Income Tax Act proceeds exactly
the other way round. It mentions the list of items which are
allowedas deductions fromthe receipts, and ends up (in clause
(XV) of sub-section 2 of Section 10) with a general sweeping
up clause which asseris positively that "any expenditure....
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laid out or expended wholly or exclusively for the purposes
of such business”, etc., qualifies as a permissible deduction.
The difference in the manner in which the definition is
introducedin the British and Indian Acts is revealing. It shows
that the definition was originally intended to strengthen the
hands of Revenue in disallowing deductions. By the time the
law was applied in India, it has come to serve the opposite
purpose of ensuring that notype of expenditure which comes
within the scope of this definition should fail to qualify.

46. Recent Indian legislation also tended in this direction
i.e., in the provision to allow the cost of books upto a certain
amount, and for the cost of maintenance of conveyances (cars,
etc.).

47. Cf., para 140, page 47 of the Final Report (Cind. 9474).
The Indian Taxation Enquiry Commission ignored this
problem altogether.

48. These two aspect are not of course independent of one
another. Provisions which cannot be effectively administered
are thernselves the cause of inequities.

49, In the autumn budget of 1947, Dr. Dalton as Chancellor
of the Exchequer proposed that only 50% of the expenditure
on advertising and entertainment should qualify as deductible
expense for tax purposes. As Dr. Dalton resigned from the
Chancellorship immediately afterwards, and his snccessor did
not press the proposals, they never got on the Statute Book.

50. This rule was later amended, on the recommendation of
the Royal Commission on Income Tax of 1920, so that the
relief wasmade available to alleamedincomes, whatevertheir
amount, but only on the first £ 2,000 of taxable income.

S1. This means, in effect, a retun to the system originally
in force in the U.K. prior to the recommendation of the 1920
Royal Commission.

52, It also has the incidental consequence thatin the income
range of Rs 25,000 - 45,000, the progressive withdrawal of
the relief is tantamount to a further increase in the marginal
rate of taxation, which in these ranges is thus appreciably
higher than for unearned incomes.

53.Cf. T.E.C.Repon, Vol.II, Ch. IX, para23. Asindicated
earlier in this chapter the Commission makes no mention of
the inequities caused by the difference in the expenses nule
applicable to salaries and profits.

54. These principles were abandoned piecemeal in the UK.
after 1944, when the original reasoning behind the restrictions
waslong forgaiten. The Report of the 1920 Royal Commission
made it clear that the claim for capital allowances rests on
expediency rather than equity.

55. The 1ax system contains several "asymmetrical” pro-
visions of this kind which put the man who is taxed on the
profits of business in an anomalous position vis-g-vis other
taxpayers. One of these consists in the permission given to
traders to bring anticipated losses into account through the
writing down of stocks below cost if market value is less than
cost-without a corresponding obligation to bring into account
unrealized gains (i.e., to write up stocks when market value
is above cost).

56. If the Government wished, in accordance with the
general aims of its econornic plan, to encourage investment
in particular industries and not in others, the ideal instrument
is 1o vary the rate of these allowances accordingly; though
from an administrative pointof view the differentiation should
not be based on the industrial classification of the user, but on
the type of equipment purchased (e.g., engineering equipment,



184

machine tools, power looms, etc.).

57. The State (unlike private business) does not suffer from
limited borrowing power. )

58. The question of allowances for losses will be examined
below.

59. The development rebates are also ignored for the
purpose of calculating the balancing charges or allowances.

60. Tt would, of course, be necessary to continue to allow
depreciation in regard to capital expenditure incurred priorto
the introduction of the new system, so that the depreciation
allowances would taper off gradually.

61. Para 486, page 147 of the Final Report.

62. This is the reason why the United Kingdom law has
never recognised the possibility of a negative loss being
incurred in connection with the ownership of property. If the
maintenance and repair expenditure on property exceeds the
income, the difference is not recognised for tax purposes
except that for the purpose of calculating the income from
property the taxpayer is permitted to substitute the average of
the maintenance and repair expenditure of the last five years
against the actual expenditure of the previous year, and to
deduct such expenditure from the receipts of the year up to
the limit of such receipts. Income from property therefore can
be zero but cannot be negative. Under the Indian law, on the
other hand, a loss on property is recognised for Lax purposes
in much the same way as aloss incurred from business activity.

63. They added that "theoretically, a carry back against the
taxed profits of past years would be equally reasonable, but
the practical arguments against refunds of tax paid are suffi-
cient to lead us to reject any extension on these lines".

64. A concession which is already in force in India as a
result of the wording of clause (b)of sub-section (vi) of Section
10(2).

65. Though of the two methods of allowing an off-set of
losses-againstother income in the same year or against income
from the same source in any future year - only the latter can
be made consistent with the English conception of taxable
income, historically it was the former, not the latter, which
was the first 1o be introduced. The right to off-set was
introduced in England in 1890 whereas the right to carry-
forward a loss (originally for 6 years, now indefinitely) against
any subsequent profits of the same business was only
introduced in 1926. This explains why the justification of the
right to set off is rarely questioned, and the camy-forward is
commonly treated as a marginal provision to be made use of
only when, and to the extent to which, there is insufficient
"other income” to absorb the losses in the same year.

66. Whenever developmental expenditure - either capital
expenditure or expenditure on research, advertising, etc. -
enters intothe calculation of a current trading ‘loss’, the effect
of allowing such aloss to be off-set against income from other
sources is that a taxpayer is able to build up a business at the
direct expense of the revenue. In other words, capital for the
development of a man’s business ‘B’ is provided by the tax
abatement on his income from source *A’. Part of the current
tax bill is transformed into capital. Such an arrangement goes
beyond the notion of subsidising certain types of investment
1o the extent of allowing expenditure upon them to be deducted
from the receipts of business concemed. In the latter case, if
the developmental expenditure exceeds net current receipts
the business must find the whole of the capital out of which
to make the excess expenditure. In the former case the excess
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expenditure may be largely paid for by the Revenue. The
situation in which a man s risking not his own capital but part
of his tax bill in respect of income from other sources, in
investing in a business a sum greater than his current receipts
from that business, provides an incentive to take uneconomic
risks together with wide opportunities for deliberate tax
avoidance.

67. From a strict equity point of view, net realised capital
losses should qualify as an off-set against other income in so
far as they cannot be off-set against realized capital gains-
though the case for this is much less strong when income and
capital gains (above a certain limit) are charged at a
proporticnate rate than when they are charged at a progressive
rate. However, for reasons analysed in the Minority Report of
the British Royal Commission (paragraph 65-67, pages
375-376) and duly recognized in the tax codes of all the
countries which tax capital gains, it would be very unwise to
allow this since it might lead to wide abuse. If capital losses
qualify as an off-set only against future capital gains, it is
possible that the taxpayer will not have sufficient capital gains
during his life-time to absorb them; and I think that in such
cases it would be equitable to allow the tax claim on an
unabsorbed capital loss to be credited against the liability to
estate duty (or gift tax) at death.

68. This loop-hole could be completely closed if, as sug-
gested below, the provision recently introduced in India on
the recommendation of the T.E.C. that the recognition of past
losses should be disallowed when a business changes hands,
would be made perfectly general (i.e., made applicable to
companies as well asto accumulated trading lossesin the strict
sense).

69. A speculative transaction is defined by Statute as one
in which "a contract for purchase and sale of any commodity
including stocks and shares is periodically orultimately settled
otherwise than by the actual delivery or transfer of the
commodity or scrips”, provided that it is not a hedging
transaction oroneincurred by a dealer or jobberinthe ordinary
course of his business. The effect of the restriction on
speculative losses must obviously be very limited.

70. Clause (ii) of sub-section (2) of Section 24 of Income
Tax Act.

71.1 presume that this recommendation can only be made
effective in the case of private companies and not public
companies - at least the interpretation of the meaning of
"shareholders remaining substantially the same" would be
very difficult in the case of any company which has a large
number of shareholders none of whom exercises any direct
control over the business.

72. With a proviso also for unabsorbed capital losses
mentioned in the footnote to paragraph 149 above.

73. The terms *refundable’ or non-refundable’ refer to the
question whether the individual shareholder is credited ornot
with the taxes deemed 10 have been paid out of his dividend.

74.1am ignoring complicated penalty provisions which are
presumably of minor significance, such as the extra tax
payable by companies who do not comply with prescribed
requirements conceming dividend declarations, eic.

75. Subscribed capitalmeans paid up capitalless theamount
of capitalised reserves.

76. Sub-section (3) Secrion 23A of Income Tax Act.

77. Thus apart from the cases covered in the Industries
(Development and Regulation) Act, 1951, inter-company
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dividends are double taxed for corporation tax in India except
that in the case of subsidiaries, the second tax is levied at a
reduced rate.

78. 1 think it is correct to speak of a "virtual limit” in this
case, in that the profits in excess of this amount pay a tax of
11 annas in the rupee, or almost 70% as against the 7 annas
(43%) payable on ploughed-back profits generally.

79. The Ford Motor-car Company in the U.S.A. has only
become a public company a few months ago and even today
it would not satisfy the criterion of a "public company”
according 1o the Indian legislation.

80. In India, taking all companies (public and private)
together, the ratio of ploughed-back profits to net disposable
profits after tax was 68% (i.c., Rs 66.5 out of Rs 98 crore)
whichmakes the 40% limit applicable toall private companies
the more absurd.

81. Proviso (b) of sub-section (1) of Section 23A of the
Income Tax Actwhere these qualifications are introduced, is
a peculiarly badly drafted piece of legislation. The intention
of the law is clearly 1o exempt from harsh treatment the
ploughed-back profits (though only up to the critical limit of
40 per cent of disposable profits) needed for internal expan-
sion, even though the company has accumulated reserves
beyond the amount of capital subscribed. But the actual test
applied is the relationship between the accumulated reserves
and the total amount invested on fixed assets, and whether this
enables a company to accumulate more than twice its sub-
scribed capital or not (and if $0, how much more) becomes
dependent on a purely irrelevant consideration - i.e., on the
ratio of fixed capital io circulating capital (or fixed assets to
current assets) used in the business. If the required proportion
of current assets is twice that of fixed assets, the alternative
condition cannot be satisfied irrespective of whether the
ploughed-back profits are used for, intemal expansion or not.
If current assets are only one-half of the original cost of fixed
asset, the altemative condition will permit the accumulation
of reserves up to twice the amount of the original subscribed
capital and no more. If the proportion is only one-fifth, the
critical limit is five times the capital originally subscribed, and
so on. The above examples ignore the possibility of stock-
in-trade, etc., being partly financed out of borrowed capital,
but unless the company can borrow more than the whole of
its current assets (so that its net liquid assets are negative) an
allowance for this would merely alter the numerical limits and
will not affect the principal conclusion - thatunder the proviso
ofthis sub-section literally interpreted, the ultimate growth of
private companies is limited to some multiple of their sub-
scribed capital, the actual multiple depending on the technical
relationship between fixed and circulating capital.

82. The whole idea that there must be some ultimate limit
beyond which a private company ought not to be allowed to
grow through the accumulation of reserves seems to be
thoroughly misguided. If the provisions of Section 23A had
been in force in Americain the early part of this century - and
if they had been really enforced, which is probably not the
case in India - Henry Ford might have been effectively
prevented from growing beyond the stage at which he man-
ufactured a 100 cars a year or so.

83. It would be wrong to suppose that an analysis of a
company's balance-sheet enables a Commissioner to deter-
mine whether there has been an undue with-holding of
distribution or not. Assuming that a company satisfied the
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formal criteria of Section-23A(a)() requiring 100% distri-
bution, all that the Cornmissioner can do to determine whether
the application of Section 23A(3) is justified or not is to
examine whether the balance-sheet discloses an improvement
ora deterioration in liquidity (through the growth or reduction
of net indebtedness, or an improvement or otherwise in the
holdings of each and other financial assets). It is well-known,
however, that the growth in fixed assets and in stock-in-trade
is not a steadily continuing process, and large fluctuations in
the net liquid position are inevitable. It is impossible to
separate out an increase in liquidity which is incidental to the
normal activities of a business from one which is the conse-
quence of an undue withholding of distributions prompted by
the motive of super tax avoidance. (Not to mention the fact
that if the holdings of cash and other liquid assets are tomade
the test for the application of penal provisions, such holdings
- and the profits which gave rise to them - are the more likely
to be concealed from the accounts.)

84. In the UK., the provisions of the Income Tax Act
concerning "closed corporations” (which are similar in intent,
though not nearly so rigid or extensive as the Indian provi-
sions) have been in abeyance since the war (except for
investment companies), and in 1947 the Chancellor of the
Exchequer (Sir Stafford Cripps) gave an assurance to Par-
liament that the provisions will not be applied so long as the
policy of dividend restraint is in force.

85. Since the Stock Exchange nommally values shares
acoording 1o the dividend paid and not according to eamings.

86. Para 103, page 387, of the Final Report (Cmd. 9474).

87. The Taxation Enquiry Commission in India and the
Majority and Minority of the British Royal Commission have
all rejected the idea of a tax on bonus issues.

88.In pre-1914 days, when the exemption limit to super tax
was very high in real terms, the charging of company income
at the maximum income 1ax rate (or ‘standard’ rate) on the
whole of the income was probably not so different from the
rate at which the profits would have tax in the aggregate, had
they been distributed as dividends.

89. In India the adoption of this reform may require some
consequential adjustment in the share-out of joint taxes
between the Centre and States to compensate for the loss of
revenue to the States due to the abolition of income tax on
undistributed cornpany profits.

90. Cf., para 66, (Chapter 3) above.

91. Assuming a rate of discount of 5% per annum, the
present value of Rs 100 paid in tax ten years hence will be
Rs 63 while the present value of Rs 100 paid 20 years hence
willbeRs 38. Assuming that personalincome and capital gains
are charged at the marginal rate of 45% and assuming that
realised capital gains show an average time lag of 20 years as
compared with the company savings which give rise to them,
it would require a tax of 28% on company savings to equalise
the burden of taxation on company savings and non-company
savings.

92. Ttis true, of course, that capital allowances are givezi on
all expenditure on certain kinds of assets, irrespective of
whether that expenditure is undenaken by companies or
individuals. However, the amount of such capital expenditure
is very much greater in relation to company income than in
relation to non-company income.

93. Thus, as shown in Table 3 (Chapter 7) above, the
discounted value of basic depreciation allowances for
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machinery and plant carrying an annual rate of 10 per cent,
and at 5 per cent interest, is 67%. The discounted value of the
capital loss-assuming its scrap value at the end of 22 years to
be 10% - is 34 per cent. This implies that if the capital
expenditure for the year equals the company savings for the
year, 22% of these savings are in effect exempted from tax.
With the present additional allowances, as shown in Table 3,
the discounted value (assuming single shift operation) comes
10 95%; and the extent of effective tax remission therefore to
59% of capital expenditure. Assuming that the annual capital
expenditure of companies amounts to two-thirds of company
savings, the effective tax remission for a year amounts at
present to around 40% of company savings. This justifies a

further addition to the rate of company taxation by 66 ;% G.e.,

by g — 1)

94. Ttis sometimes argued that equity considerations justify
an additional tax on company profits on account of the benefits
which the owners of the company derive from the limited
liability conferred on them through incorporation. On this
view there is a case for a separate company tax as a kind of
"franchise tax" over and above the income tax to which the
owners would have been liable had the same profits been
camed as individual income.

95. These estimates are based on the assumptions made and
themethods of calcul ation employed in the notesto paragraphs
174 and 175 above.

96. This is in fact the case today except that public
companies eaming Rs 25,000 or less are exempted from the
corporation tax. In case the present system of tax ont companies
is replaced by a single uniform companytax, I do not feel that
there is any justification for maintaining this element of
graduation in the case of public companies.

97. Unless the equity argument for company taxation is to
be based on the benefits derived from limited liability i.e., on
the ‘franchise tax’ view referred to in a note to paragraph 175
above.

98. If in any particular yearthe dividends distributed exceed
the amount eamed in that year, the difference can be treated
as a "loss" which can be carried forward against future liability
to company tax. But all such loss claims lapse on liquidation
of the company.

99. Cf., Annexure tothis Chapier for an explanation of these
and the following estimates.

100. Thus the average effective rate of tax cn company
savings in 1954-55 appears 1o have been 52.34% whilst the
marginal rate was only 42.76% the difference between the
marginal and the average rate being accounted for by the fact
that the company pays corporation tax onthat part of the profit
Ywhich is distributed as dividend; and which thus increases the
average or effective rate on the remainder of its income.

101. T think there is no case, however, for the existing
practice of the double-taxation of inter-company dividends to
corporation tax (i.e., for including dividends received from
resident companies in the assessable income of other resident
companies). The income tax deducied on all dividends paid
outis, of course, refundable to a company in the same way as
to any other non-liable person.

102, On the capital allowances recommended in para 144

(Chaper 7) above, it is 55 annas in the rupes.
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103. As shown in the Annexure tothis Chapter, the effective
taxation falling on companies as shown by the assessments of
1954-55, works out at 7 annas in the rupee on the wholeincome
of companies. This is an appreciably higher rate than what
could be expected on the basis of the nominal rates in force,
and must (presumably) be due to the application of higher
rates under various penalty clauses and the partial double-
taxation of inter-company dividends for corporation tax. (Our
method of calculation of the yicld of the proposed rates
assumes that dividends received by companies from other
companies are not charged to company tax is the hands of the
recipient company.) )

104. The dividend figures are based on individual assess-
ments and may not provide a true comparison as they relate
to an earlier year.

105. This figure was reached by deducting from the gross
income tax assessment of Rs 46.8 crorea sum of Rs 14.2 crore
with respect tothe income tax deducted at source on dividends.

106. I am indebted for the estimates on the distribution of
the national income to Shri Mani Mukerji of the National
Income Unit of the Central Statistical Organisation.

107. The broad effect of these corrections in the case of
factory establishments is to raise both the value of the output
and the share of non-wage and salary incomes by about Rs
100 crore.

108. As was mentioned earlier, this appears to be the case
also in banking and insurance. )
109. Since the average rate of tax on the additional incomes
is at least 40%, and much higher than the average rate on

non-evaded income.

110. Cf. speeches of the Minister of Finance in the 1956-57
budget debate.

111. The land revenue is not an income tax, nor is the
payment of land revenue credited against agricultural income
tax liability. The land revenue is the expense to be set off
against agricultural income, but since it only accounts at
present for just 1 per cent (on the average) of net agricultural
income per acre, it has no significant effect on the amount of
agricultural incomes liable to income tax.

112. In addition, the concealment of property by hoarding
cash, gold or omaments, is always associated with some risk
which increases the cost beyond the amount of income
sacrificed:-

(i) Inthe case of cash, the risk is thatthe Government might
callin the existing note issue and replace it with anew
issue (as happened in 1946), in which case the cash
hoarding willhave 1o be disclosed; orfailing disclosure,
it will become valueless, or else can only be sold to
other persons for purposes of encashment with diffi-
culty or ata considerable discount.

(ii) Inthe caseof gold, assumning there is a free gold market,
therisk is a fall in the price of gold which should check
thetemptation to hoard as soon as the price of goldrises
sufficiently to get out of line with the purchasing power
of currency. (This happened in France in the post-war
years, when as the result of hoarding of gold, the price
of gold sovereigns, eic., had risen to alevel at which
they were quite out of line with the value of the
currency. Subsequently, there was a sieady fall in the
price of gold over a period of years so that those who
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hoarded gold as an inflation hedge orin order to conceal
wealth, lost considerably in value as well as in income
foregone.)

(iii) In the case of jewellery or omaments, there is an
additional cost in the form of a margin between buying
and selling prices, since these objects cannot normally
be obtained at the same price at which they can be sold.

113. When concealed gains are hoarded the expectation is,
Ipresume, that aftera centain number of years the money thus
concealed can safely be invested in income-yielding property
without attracting the suspicion of the Income Tax Officers.
As mentioned in Chapter 6, paragraph 106, in the absence of
an annual wealth statement, it must often be difficult for an
LT.O. to rebut the plea that the new money introduced into
the business comes from legitimate sources (such as the
Jjewellery or dowry of the wife, etc.,) and not out of hoardings
of concealed gains made in an earlier year.

114. It was suggested in Chapter 6 (paragraphs 106 to 108)
that such vouchers should bemade obligatory on all authorised
dealers in gold and jewellery who should be required to obtain
duly completed vouchers in connection with selling and
buying transactions.

115. The question of the hoarding of gold in relation to
taxation will be discussed further below.

116. In Britain, only a dozen or so cases a year on account
of fraudulent accounts are prosecuted; whilst penalties
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imposed by the Depariment were collected in 18,114 cases in
1954 in addition 10 133,757 small cases dealt with by the
District Inspectors (Cf. 97th Report of the Commissioners of
Inland Revenue. Cmd. 9351).

117. This is the declared policy of the Board of Inland
Revenue in the U.K. as stated by the Chancellor of the
Exchequer (Sir John Anderson) in the House of Commons in
1944.

118. Even the maximum penalty of 150% is not enforced
exceptin rare cases. In the U.K., in seven years 1948-54, £47
million were collected in additional assessments as a result of
the un-covering of under-assessments, in some 45,000 cases.
(Cf. 97th Report of the Inland Revenue, Cmd. 9351, p. 20).
The total penalty raised amounted to £ 18 million which is
38% of the additional tax imposed. I do not suppose that the
Indian data, if available, would show any different picture.

119. Thus when China experienced such an hyper-inflation
in the final years of the last War, the economic advisers of the
Chungking Government thought that the effective antidote to
the famine conditions caused by the catastrophic rise in food
prices was the importation of gold which would cause gold
prices in terms of local currency to fall and thus indirectly
cause the dishoarding of wheat and other commodities.
Aircraft-loads of gold were imported as a means of fighting
famine conditions, though, I gather, with doubtful effect. A
similar remedy was applied in Greece during the great
inflation in 1946.
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Sandesara, J.C., Industrial Policy and Planning
1947-91 Tendencies, Interpretations and
Issues, Sage Publications, New Delhi, 1992, Pp.
211, Price Rs 200/-.

This is a comprehensive review of India’s
industrial policy since Independence till 1991,
when major changes were introduced in the policy
framework. As explained by the author in the
Preface itself, ‘The principal purpose of this book
is to hightight the tendencies at work in relation
to the major objectives of India’s industrial policy
and planning since Independence’ (p. 9). The
objectives considered are rapid growth, fast
diversification, promotion of small industry,
reduction in regional imbalances and the pre-
vention of the concentration of economic power
in private hands.

Basically, Sandesara raises and answers two

specific questions: Have these tendencies been in

the directions expected on each objective? And
what is the overall assessment? Based on these,
some current and near-future issues are consid-
ered. The initial portion of the book (mainly
Chapters 2-6) presents considerable statistical
material and the later portions (particularly
Chapter 7) try to interpret the same and give an
overall assessment of the achievements and gaps
in performance so far.

So much has been written on the subject of
India’s industrialisation and so much more can be
written on its various facets, that the writer has
thought it fit to limit his analysis only to specific
issues mentioned earlierand to omitsome, ortreat
some only cursorily, howeverimportant they may
otherwise be. This was inevitable, taking the
constraint of space into account,

The author explains that ensuring uniformity of
information has presented some difficulty and
statistics have had to be collected and presented
ondifferentbases and using different sources, But
irrespective of the variety of sources, the broad
conclusions that emerge seem to agree. Based on
the information so available, different periods
showing different growth rates are identified,
which briefly shows that 1951-65 was a period of
high rate of growth, 1966-89 was a period of low
growth (of which 1966-74 showed avery lowrate,
and 1973-89, a better performance). Breaking
down of this information, Plan-wise, also cor-
roborates the same pattern. The relevant chapters

do contain a voluminous wealth of information,
not easily available otherwise in one place.

The book also looks at diversification of
industries from the point of view of basic, capital,
intermediate and consumer goods - durable and
non-durable - industries, because diversification
is also a sub-objective of industrial growth. The
three most striking features which the author finds
in this connection are: (a) substantial increases in
the weights of basic and capital goods industries;
(b) asubstantial decline in the weight of consumer
goods industries; and (c) a small decline in the
weight of intermediate goods industries, between
1956 and 1980-81. Other aspects like Value
added, Factory employment, Sector-wise
changes, Small industry, Regional distribution,
and Concentration, etc., are also covered fairly
exhaustively.

The author finds that ‘The conclusion of this
study on the overall assessment of the perform-
ance of India’s industrial economy on economic
and social objectives during the period of planned
economic development is that it has been, in
general, satisfactory. The last forty years have
seen a rate of industrial growth, in terms of the
index of industrial production, of about 6 per cent
per annum. And the performance on other, social,
objectives, during this period has, in general, been
in the directions expected of the objectives.
Industrial production has been greatly diversified,
modemn small industry has emerged as a major
sector to reckon with, inter-state disparities, as
also intra-state disparities, in the industrially
developed states have narrowed, and the con-
centration of economic power has not only not
increased but has declined over the period’ (p.
121),

Because of their favourable impact, the study
‘advocatescontinuing and strengthening in future
the policies and measures that accounted for high
growth in the recent past: to increase investment
in the infrastructure, to improve the allocative
efficiency of that and the manufacturing sectors,
and to go ahead with the liberalisation policies,
tempered with greater State support to the new
branches of manufacture coupled with dimi-
nishing support to the old branches’ (p. 10).

_In this context, the author’s emphasis is on
improvement of capacity utilisation which he
considers 1o be of prime importance in increasing
industrial production. According to him, this
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seems to be possible because of the vast unutilised
capacity in industry already existing. To quote
him, ‘It would thus seem that for stepping up the
rate of growth of industry, we have to depend
substantially on getting additional production out
of the capacity already installed. Fortunately, the
reservoir here is plentiful’ (p. 139).

The author recognises that constraints to full
utilisation of capacity arise on account of internal
as well as external factors. But he comments that
‘...itis widely acknowledged that external factors
are responsible for a good deal of the low utili-
sationof capacityinIndianindustry’ (p. 140). One
of the factors that he identifies as crucial is the
lack of infrastructure.

The Government, naturally, has to help in
solving the external problems of transport
bottlenecks, power cuts, delays of various sorts,
etc., which are acknowledgedly responsible for a
good deal of low utilisation of capacity. The units
which try solving these problems at their level and
at their cost find such solutions costly and often
not workable, He therefore suggests that requisite
investment therein must be made on a high
priority basis at the government level. The author
finds that the increased industrial growth during
the mid-seventies is intimately linked to the
improvement in infrastructure during the relevant
period.

Thus, “We have to address ourselves squarely
to the basic problem of increasing the supply of
infrastructural facilities and improving their
dependability and efficiency so that industry is
able to utilise its capacity fully, and to resort to
multi-shift operations where this is not the case’
(p. 140). The author also makes a few comments
abouttheextent of sickness, asalso the steps taken
by the Governmerit including the setting up of
Board of Industrial and Financial Reconstruction
(BIFR). The book briefly reviews the work done
by BIFR so far, but feels that itis too early to pass
any judgement on its working and its effective-
ness. A new suggestion which the author makes
deserves specific mention and serious
consideration, viz., evolution of a ‘sick industry
policy’ instead of what appears to be a ‘sick
company policy’. Under the former, the problems
of sickness will be seen from the angle of industry
as a whole, and not merely from the angle of a
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company which is the case today. It is true that
with the presentapproach, problemsof individual
units get attended to and perhaps sorted out, but
it does not have any impact on the problems of
the industry as a whole. The implications of the
author’s point are worth noting, viz., that in the
current system, only piecemeal solutions will be
found and attempted, which is not in the interest
of the economy as such, basically because of the
sheer size of the problem. The Government must
make a note of this suggestion carefully.

Apart from the usual problems created by the
sick units, the anthor has another angle of looking
at the same. For example, he mentions how, while
sanctioning new capacities, the licensing autho-
rities also take into account the capacities of such
units although in effect they are non-operative.
As aresult, the capacities existing in the industry
are rated on the higher side, implying less scope
for the entry of new units or the expansion of other
units. Of course, with the recent licensing policy
changes, this will not apply to most of the sectors
which have been kept out of licensing require-
ments. But in the areas in which license is still
required, the point must be taken note of.

After explaining the main features of the New
Industrial Policy (NIP) of July 1991, the author
goes on to explore how these changes seek to
serve the objective of raising efficiency and
accelerating the production of industry. He then
observes: ‘Thus, the logic of the NIP, the response
of the stock markets to it and the experience of
liberalisation all lead us to believe that the NIP,
along with liberalisation in other areas, has paved
the way for increased efficiency and higher rates
of growth in a substantial way, to the order of,
say, 10 per cent per annum during the medium
term. However, in the very short run, as economic
agents will be busy making adjustments to these
changes, growth may slow down’ (p. 153). In
other words, he cautions that during the period of
change and adjustment which is also a period of
turbulence, some adverse effects are to be
expected, including slowing down of production.
Once this phase is over, he expects that industrial
growth may accelerate in a sustained manner
exceeding the figure of 8 per cent of the eighties.
As is common knowledge, unfortunately, these



190

predictions have, in fact, come true and govern-
ment has also conceded that there has been some
deceleration in industrial production, although it
hasnaturally advanced many other factorsas well,
as being responsible for it.

Sandesara also rightly emphasises that if we
wish to capitalise further on the gains from
flexibility emerging from other areas, some
serious thought needs to be given to flexibility in
the field of employment and industrial relations,
which, unfortunately, is absent to-day. He also
points out that as it is, employment growth has
slackened and will further slacken because NIP
has made many jobs in government departments/
corporations redundant. He, therefore, stresses
that special care will have to be taken of such
workers. This could be achieved by various ways
including reasonable compensation to those who
lose their jobs, or their rehabilitation in new jobs
inthe enterprises, industries and locations that are
growing,

Having touched on the new policy for industry,
the author goes on to consider the social objec-
tives arising out of the same, viz., primarily small
industry promotion, regional dispersal and the
prevention of concentration.

On the small industry front, he considers the
advantages and handicaps that they enjoy and
suffer vis-a-vis the large units and comes to the
conclusion that in practice, their handicaps out-
weigh their advantages in most branches of
manufacture. As a result, the small unit is badly
placed in the market and in fact, in many branches
of manufacture, small-scale production has dis-
appeared, or exists on the fringe, or is being kept
alive by supporting measures.

As far as regional distribution is concerned, the
author picks up two major findings, viz., that
inter-state disparities have narrowed, and that
inter- district disparities in industrially developed
states have narrowed, but inter-district disparities
in other states have widened.

Onconcentration, the author notes that the faster
expansion of the public sector has reduced the
relative importance of the private sector in
industry, though even the private sector has

expanded massively since the Second Plan. Here
also, while the assets of companies of all sizes
have increased in absolute terms, the large-sized
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groups have grown at a slower rate than the other
groups. There has also been some reshuffling
among such groups and some new groups have
entered in place of some of the old ones. Simul-
taneously, while some houses have expanded,
some others have actually split. And finally, there
is competition of two types: among large com-
panies themselves for control over one another
and also among the individual members of the
same groups to gain control over each other.

As for industrial growth, the author’s findings
are as follows: The firstdecade-and-a-half andthe
last decade-and-a-half of planning have experi-
enced very high rates of growth, viz., 8 per cent
per annum. One of the main factors explaining
this is the heavy investment in industry in the
carlier plans, which in subsequent plans was not
possible and is unlikely even in the Eighth Plan.
The rate of growth can, therefore, as suggested
earlier, be stepped up only through better capacity
utilisation. To achieve this, he advocates linking
monetary, fiscal and physical incentives with
capacity utilisation so that better utilisation is
properly rewarded through measureslike issue of
licenses on priority, funds at concessional rates
and rebates in taxation, etc. This, in tumn, would
leadtolesser demand on scarcecapital and human
managerial resources.

Among other issues, the author refers to the
drawbacks of the public sector and the measures
necessary to remove them. Although he does not
make any specific suggestions for its improved
performance, he seems to hint that privatisation
of one sort or another is going to be inevitable,

The author also adds that inspite of the better
performance of the private sector in many

_respects, it too suffers from some weaknesses,

mainly arising out of government policies. He
expects that recent changes in economic policies
may improve the performance of this sector also.
In fact, he suggests that appropriate changes in
economic policies which liberate the industry
from many unnecessary controls will really goa
long way in promoting growth. He endsupona
note of confidence that the new approach adopted
by the new Government as part of the Eighth Plan
augurs well for the economic objective of growth
and also for other social objectives.

Both because of its vast coverage of data and a
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careful analysis of the same, the book should
prove a useful addition to the literature on the
subject.

_ P.S. Palande,
Indian School of Political Economy,
Pune.

Andersen, Walter K. and Shridhar D. Damle, The
Brotherhood in Saffron: The Rashtriya Sway-
amsevak Sangh and Hindu Revivalism, Vistar
Publications, New Delhi, 1987, Pp. XIV + 317,
Price Rs 175/-.

This is a scholarly study of the Rashtriya
Swayamsevak Sangh (RSS) and some of its
affiliates, based on official correspondence, lit-
erary sources and interviews. Among affiliates
most attention and space has been accorded to the
political arm of the RSS - the Bharatiya Janata
Party and its earlier incarnation, the Bharatiya
Jana Sangh. There, too, the focus is more on the
relationship between the political limb and the
parent body. The book does not concern itself
with larger issues like implication of the RSS and
its family (parivar) for secularism, nationalism,
the social and political order, etc. - issues thathave
been attracting wide attention for the last several
years. However, to the questions which it does
deal with, it brings agood measure of sociological
sophistication,

One important contention of the book is that the
RSS distrusts politics and this is why its rela-
tionship with the BJS and the BJP has been uneasy
through all these years. When RSS decided to set
up its own political establishment it did so
reluctantly and at the time when the book was
being prepared the authors found that the BJP had,
on the whole, a ‘diminished significance’ (p. 4)
in the eyes of the RSS. This story with all its
tensions and ding-dong movements has been well
told.

The RSS, according to the authors, was con-
ceivedas an ‘educational body’ (p. 2) to inculcate
among the Hindu youth certain attitudes and
values for the regeneration of the Hindu society.
It, therefore, values ‘absolute’ ethical standards
and tends to look down upon party or electoral
politics because of the ‘relativist’ ethics which
circumstances force upon them. Whenever,
therefore, the BJS or the BJP was seen io deviate
from the ideological and behavioural norms
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favoured by the RSS, the latter tended to withdraw
its support and encourage other affiliates whose
work was more in conformity with its
character-forming mission.

The RSS exercises control over the affiliates
(including the BJP) through full-timers (pra-
charaks) posted at critical points. The pracharaks
are the ‘gate-keepers’ for recruitment and
promotion. However, the affiliates also have
members from non-RSS backgrounds. The result
is tension and friction. The affiliates depend on
the RSS for supply of committed cadre and for
beginning work in new areas and new groups; on
the other hand, the RSS element within the
affiliate tries to enforce its norms and thus places
a limit on expansion. ‘....the dilemma facing all
the affiliates is that organisational cohesiveness’,
as insisted upon by the RSS, ‘may get in the way
of mobilisation objectives.” (p. 253). This anal-
ysis provides a useful insight into reciprocal
relationships. Inany case this is certainly one way
to understand the obvious hesitancy of the RSS,
noticed and documented by the authors, in
entirely adopting the BJP as its own.

Events over the last five years since the publi-
cation of the book must make the reader wonder,
however, whether now the tail has begun to wag
the dog! Is the RSS getting more political?

Anotheruseful partofthe bookis its description
of the mechanics of RSS organisation, training
and processes of attitude formation. In this
context an interesting point is that it is the
friendships and personal relations among com-
rades brought up, perhaps from childhood, under
a common socialisation process which holds the
RSS family together. Ideological commitments
certainly exist but the authors’ impression seems
to be that they play a secondary role (p. 7).

One would have liked to know more about the
control mechanisms which RSS uses to lend a
certain broad direction to the members of the
parivar. Asthings stand, the knitting together of
avery large number of constituents, smalland big,
here and abroad, of the sprawling RSS empire is
a (largely unnoticed) management miracle. The
clue provided by the authors, i.e.,, community
feeling, is certainly important and yet it fallsshort
of an adequate explanation.

In defending the RSS against charges of Fas-
cism the book makes some valnable comments.
It wams: ‘...there are significant differences with
the European expression of Fascism that should
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caution one to handle the comparison carefully’
(p. 82). In the Western manifestation of Fascism
the ‘National Will’ is embodied in a ‘leader’; to
a certain extent this is true of the RSS also and
yet it is necessary to remember that the RSS type
leader is supposed to be austere and detached,
untainted by worldly temptations. ‘European
Fascism’, the authors say, ‘like other forms of
totalitarianisms, sought to destroy or seize control
of all existing centres of socio-political and eco-
nomic power’ (p. 83). The RSS, by contrast, has
neither a totalitarian nor a revolutionary
objective. Finally, ‘while fascist doctrine traces
all power to the political leader, the belief systems
of the RSS displays a marked distrust of political
leadership. ... In its blueprint of the ideal society,
political power is held to be illegitimately exer-
cised unless restrained by ‘constitutional’ sages
who interpret Dharma’ (p. 83).

This reviewer found the authors’ treatment of
the RSS ideology somewhat unsatisfactory for
several reasons. In the first place (as witness the
subtitle also) the authors describe the RSS as a
‘revivalist’ organisation. What precisely they
mean by revivalism is not clear. Again, among
revivalists two types are distinguished and the
RSS is placed in the ‘reformist’ category. This,
in the absence of any explanation, is quite con-
fusing.

Whatever the connotation in the mind of the
authors the characterization of the RSS as ‘revi-
valist’ appears one-sided. True, the authors do
bring in the urge for freedom from foreign rule
and the necessity, felt by the RSS, of meeting the
Muslim threat, but these factors do not get suf-
ficient stress. The same criticism applies to the
description of Tilak as a ‘Maharashtrianrevivalist
leader’ (p. 12) or a ‘leading Maharashtrian pub-
licist of revivalism’ (p. 14).

A pervasive habit of the authors is to trace
almost every feature of the philosophy and
practice of the RSS to some ancient religious or
metaphysical doctrine, especially advaita
vedania (philosophical monism of Shankara).
‘Advaita Vedanta, a school of classical Indian
philosophy, provided the founders of the RSS
with the core concepts around which the solutions
for revitalising society were constructed’(p. 75).
They do say that RSS isa ‘lay order’ (p. 77) and
that it has ‘no metaphysical concerns’ (p. 76); yet
statements like ‘Hedgewar, like all other reviv-
alists, believed that the Hindu past possessed the
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conceptual tools with which to reconstruct
society’ (p. 71) and similar references elsewhere
confirm the impression that the RSS, in the eyes
of the authors, has a somewhat antediluvian
approach. The mistake here, frequently, is to
confuse metaphor with substance. Words like
Samskar, Sadhana, Kammayogi, although of
ancient origin have changed their meanings in
linguistic evolution. Linguistic continuity is
inevitable when you have to make do with the
language you have inherited; to take it literally
can be misleading. Similarly, language many
times serves an evocative function and it may be
put to that use to accomplish tasks that are
essentially modem.

A central weakness of the book is the attribution
of philosophical continuity to the RSS - an
organisation which was sixty-two years old when
the authors wrote the book. They say that the
‘founders’ of the RSS were ‘inspired by Vive-
kananda’s message’ (P. 17). N. H. Palkar’s
authoritative biography of Hedgewar - the real
founder - does not contain even a single reference
to Vivekanand in the index, nor does the book
showany evidence of Hedgewar being influenced
by his thoughts. It is well-known that Hedgewar
and the next chief, Golwalkar were figures cast
in entirely different moulds. The former did not
have much intellectual sophistication; he pro-
nounced certain commonsense propositions
about Hindu unity. He was a plain and earthy
man, fired with the passion of liberating the
country from foreign rule and of uniting the
Hindus so that they are enabled to withstand
Muslim assaults. Golwalkar, on the other hand,
had a marked spiritualistic bent and lacked rev-
olutionary fervour. The latter, it seems patent,
had far more conservative and orthodox viewson
most issues, compared to the former. The book
mentions Golwalkar’s ‘saintly style’ (p. 43) but
matters, in fact, go much beyond mere styles. The
authors should have taken a cue from two of their
own observations. When his new vision was
taking shape, the ‘major influence’ on Hedge war
was the manuscript of V. D. Savarkar’s seminal
book Hindutva (1923) (p.33). On theother hand,
what impressed Golwalkar was another book,
Rashtramimamsa, by another Savarkar (G. D.),
elder brother of V. D. and a revolutionary in his
own right. Golwalkar’s We, or Our Nationhood
Defined is, by and large, a translation of Rash-
tramimamsa (p. 43). If the authors were to delve
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deeper into the originals they would have found
a striking contrast. V. D. Savarkar’s Hindutva,
for the first time, makes a distinction between
‘Hindutva’ and ‘Hinduism’ (or ‘“Hindu Dharma’)
and the former, a cultural-territorial concept, is
the foundation of his Hindu Nationalism (Hindu
Rashtra). In consequence his ‘Hindutva’ is
non-theological and his Hindu Rashtra com-
pletely secular. By contrast, G. D. Savarkar’s
book bases his Hindu Rashtra solidly on religion,
In other words, V. D. Savarkar (considering also
his social reformistic writings) was a thorough-
going modemist, whereas G. D. Savarkar was a
hard-core conservative and revivalist in the true
sense of the term. This difference between the
two Savarkars is indicative of the difference
between Hedgewar and Golwalkar. As is clear
from Palkar’s book (with which the authors are
familiar) Hedgewar was essentially practical,
with feet firmly planted on the ground and one
who had bomne the rough and tumble of politics,
whereas Golwalkar showed a spiritual kinship
with a sanyasi of old fallen into the mundane
world. One does not know whether Hedgewar
was equally impressed by Savarkar’s social
thought; perhaps he was not. He did talk of
preserving Hindu religion and culture in a general
way. But he never seems to have taken openly
reactionary positions on social issues as Gol-
walkar did. The authors refer to the ‘activist
stirrings’ within the RSS (p. 145). These were
directed against Golwalkar by rebellious youth
who thought he had shorn the organisation of its
vitality and dynamism. Thus, to put Hedgewar
and Golwalkar on par in respect of ideological
approaches is a - historical and misleading.

There was another break in continuity with the
coming in of third chief, Deoras, who is more
reminiscent of Hedgewar (who broughthim up as
aswayamsevak from childhood) than Golwalkar.
There is a certain freshness and modemity to his
outlook. True, he has no glamour or charisma of
his predecessors but, in his quiet way he has been
able to change the tenor of his organisation. For
example, participation of the RSS in the struggle
launchedbyJayaprakash Narain would have been
unthinkable if Golwalkar were the head.

The book talks of the RSS opposition tojati (the
caste system) (p. 76). This is questionable in the
Golwalkarian context. Golwalkar and RSS
. publicists brought up in his shadow extol the
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Varna system; they disapprove of jati but half-
heartedly. There are no clear signals that they
would go in for a caste-less society as
unhesitatingly as Savarkar did. RSS literature is
short on pronouncements concerning economic
equality. The authors talk of the ‘equalitarian
undercurrent to RSS thinking and practice’ and
cite as an example the small range of income
differences postulated by the Jana Sangh in one
of its resolutions (p. 81). But this can hardly be
taken as representing thc RSS view.

The gnawing impression remains that in spite
of evident scholarship and labour, apart from
providing certain interesting approaches and
insights, the authors have not been able to make
a complete success of their venture in its theo-
retical parts.

Thereare quite a few errorsof spelling/printing.
Kharpade + (for Khaparde), Markandrao (for
Martandrao), Aryaveda (for Ayurveda), Khaskar
(for Khaksar), etc. At least the Indian (and
Maharashtrian) member of the duo should have
been careful to check that it was S.D. (and not
B.N.) Javadekar who wrote Adhunik Bharat (p.
21). Worst of all, he cannot be forgiven for
attributing to Ramdas a commentary on the
Bhagwadgeeta! (p.9).

Yet I would recommend the book to students of
political and social affairs for the attcmpt it makes
to discover the indigenous roots and nalive of an
important organisational phenomenon in the
recent history of India.

S. H. Deshpande,

(Former Professor of Economics,
University of Bombay),

Pune.

Beteille, Andre, Society and Politics in India:
Essays in a Comparative Perspective, Oxford
University Press, 1992, Pp. 317, Price Rs 275/-.

This is a collection of essays written over a
period of 25 years by Andre Beteille, Professor
of Sociology at the University of Delhi and a
corresponding fellow of the British Academy. It
is a book by an eminent Sociologist for other
eminent Sociologists, almost every paragraph of
ittakes note of the work done and viewsexpressed
by other sociologists of international repute. In
fact many of the essays are the material prepared
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for and presented at international fora.

Every science has to percolate to the men of
action who make it their business to change
human life, whether from the motive of private
profit or public good. The present book is
extremely valuable for such men also for it
presents to them a clear picture of the Indian
society, drawn after careful study, in words which
have been polished and re-polished to give them
precise meanings. The material studied includes,
on the one hand, texts which give an already
preconceived historical view of the society and,
on the other hand, the lived-in experiences of.
today’s society. The concepts which are devel-
oped are also checked out by applying them to
other societies so that the language of sociology
may become universal. When from time to time
it becomes apparent that a particular word can
mean more thanone thing itis substituted by some
other expression. All this gives us a rich and
precise language for expressing our own ideas.

While drawing up a picture of today’s society,
the author has discussed the merits and demerits
of the book-view as opposed to the lived-in view
of the society. He also discusses the merits and
demerits of heightening the differences between
two societies as against looking also to the simi-
larities.

One of the basic realities of the Indian society
is that of castes and tribes and backward classes.
These realities have been politically recognised
and a lot of politics revolves round them. The first
few essays in the book analyse the nature of caste,
tribe and the backward classes. This nature is
made clearer by looking to other countries where
societies are divided on the basis of colour or race
or kinship. These divisions are not brought about
by somebody’s benign design butare the products
of various historical and human factors involving
antagonism rather than harmony. Just as these
divisions were not brought about by somebody’s
design, they are not going to vanish by a mere
ideological onslaught. Yet, they were never
unchanging phenomena. They have been chang-
ing and will continue to change and finally merge
1n new structures. Taking the case of tribes, those
living in the interior regions of India became
Hinduised through a contact with the Hindu
civilization, some became castes within the Hindu
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society, some became kingdoms after the Hindu
model and so on. In modemn times, all tribes and
castes and backward classes have come under the
influence of modemn education, professional
employment, urban living and the growth of
representative government and political parties.
The present book maps these changes and makes
projections about the future of all these backward
classes. It shows how the new culture is absorbing
the castes just as the old culture absorbed the
tribes. It shows how the State is supplanting the
primacy of traditional culture. Thus a small
non-state society (a tribe) gets absorbed in a
bigger non-state structure (a civilization) and later
the whole mass of civilization takes the form of
a modem state. The author sees the future of the
backward classes in the same way as most others
do. It is that while the forces of change are
working towards an integration of these classes
into the general community, mostly through
interpersonal links cutting across group barriers,
some of the conscious steps taken by the state for
quickening the pace of integration are re-
inforcing the separate identities of these classes
and increasing the tensions within the society; that
therefore the completion of the process of inte-
gration will take quite some time.

The book is mainly about backward classes. A
new conflict which is taking shape in the society
does not seem to have caught the attention of
sociologists. It is the conflict between whole
civilizations. Political parties are not now satis-
fied with a retail support of local castes. They are
out to garner the wholesale support of entire
civilizations, either the Hindu civilization or the
Muslim civilization. Muslim parties tried this and
got Pakistan. The Muslims now left in India are
a scattered minority and have lost the capacity to
mount such a big operation. But many of their
leaders are trying to maintain a Muslim solidarity
for protecting their interests. It is the Hindu
leaders that are now pursuing the grand design of
Hindutwa reigning supreme in India. Castes and
tribes have to submerge in this design. So, if one
is thinking only of castes and tribes, here is
another force which is trying to demolish these
barriers, albeit on grounds quite different from
those of ‘secular’ people. This new conflict needs
to be studied by sociologists, both, as a topic of
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study and as a problem crying for solution. The
main aspects to be studicd would be: the moti-
vated typification of the civilizations in conflict,
much in the same way as Indian and western
socictics arc presented as reversals of types; how
far docs the living experience of individuals go
along with such typification and with the picture
of conflict; how far have alternate pictures been
presented to them, what are the networks through
which these ideas are propagated, what are the
strengths and weaknesses of these networks, etc.
All these seem to be legitimate topics for socio-
logical studies. :

The most interesting part of the present book is
its investigation into the ideas of equality, indi-
vidualism, personality and sclf, the last men-
tioned conceptbeing the special concern of Hindu
philosophy. Thc modem state looks upon each
individual as a scparate entity and does not deal
with him through any group to which he may
belong. The author has pointed out how Tagore
did not like the submergence of anindividual even
in a ‘nation’. But the concept of individuality is
closely linked with that of equality. The author
has investigated how far and in what sense these
values have been accepted by the Indian society
and by the Indian state. He has brought out the
difference between a formal equality granted to
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an individual by law, enforceable by law courts,
and on the other hand an equality of opportunity
and material benefits brought about by state
policy. For purposes of state policy, group iden-
tities have to be recognised and a curb placed on
the individual’s legal equality. There is also an
argument that since individuals vary in their
intelligence and skills, equality of opportunity is
bound to result in inequality of achievement. The
Indian State which reserves a share of the edu-
cational and employment opportunities for
backward classes has to take a stand on these
contradictions. The sociologist in Andre Beteille
refrains from offering any prescriptions.

To complete the author’s presentation of the
subject, it may perhaps be pertinent to point out
that Mahatma Gandhi introduced a third value to
resolve the conflict between individualism and
substantive equality. That value he termed as
trusteeship and he derived it from, inter alia, the
Christian ideal of the service of humanity and the
Hindu idcal of Aparigraha (i.c. not amassing
wealth; rather, not being a slave to one’s own
wealth).

B.P. Patankar,
155, Hanuman Nagar,
Nagpur - 440 009.



ANNOTATED INDEX OF BOOKS AND ARTICLES IN INDIA

EDITOR’S NOTE

These abstracts are prepared by the author of each book/article sent to us voluntarily in response
to our invitation through the Economic and Political Weekly. These cover publications after 1st
January 1986. Only abstracts of books/articles so received are published. The index therefore is
not exhaustive and complete. _ )

The limit of 250 words and 100 words for abstracts of books and articles respectively is stricly
enforced. Only a minimum amount of copy editing is done in order to bring the abstracts within
the prescribed limits. The readers should approach the author of the abstract, not this Journal, for

any clarifications.

BOOKS

1993

B.D. Dhawan, Trends and New Tendencies in
Indian Irrigated Agriculture. Commonwealth
Publishers, New Delhi, 1993.

This book is the author’s sixth one on Indian
irrigation, all published in the Institute of Eco-
nomic Growth’s series, Studies in Economic
Development and Planning. Consisting of
fourteen chapiters, this highly empirical work is
primarily an analytical investigation based
wholly on secondary sourcesof data. It has a wide
coverage of topics in Indian irrigated agriculture.
Some of its noteworthy research findings are as
follows:

The downtrend in the rate of irrigation capacity
utilisation is not well founded in facts; it arises
mainly because of procedural changes in mea-
surement. In contrast to almost stagnation and
high instability inrainfed farming in five selected
states, steady uptrend in yield is discemible in
irrigated agriculture. Likewise, there is no long-
run weakening of the beneficial role of irrigation
expansion on intensity of cropping. Though the
realised yields are well below the potential irri-
gated yields, the elasticity of foodgrains pro-
duction with reference to irrigated area is about
one at the national level. All in all, the case for
persisting with the past policy of enlarging the
size of irrigated segment vis-a-vis dryland seg-
ment remains strong in our Five Year Plans.

Employment-output  elasticity in irrigated
farming appears to weaken over time. Strength-
ening the electricity supply system is a better
policy for facilitating ground water markets than
the policy of highly subsidised, flat power tariff
for pumps. Though ground water markets are
expanding, fear aboutemergence of ‘water lords’
ismisplaced. Diffusion of drip/ sprinkler mode of
irrigation cannot gather momentum so long as
irrigation remains alow pricedinput forthe Indian
farmer,

Chaubey, P.K., Plan Modelling in India: A Cri-
tique, Sehyog Prakashan, New Delhi, 1992.

This is an attempt to study the official and
non-official efforts at modelling the Indian
economy for planning development. It has
chapters on formulation process as well as on
approaches to plan formulation besides those on
plan models attempted in a host of contributions.
Thelast two chapters are devotedto technical and
policy evaluations of the plan models particularly
since the fifth plan. Weaknesses such as those
related to translation of investment profile
according to development heads are brought to
the fore in the chapter on Technical Evaluation
and those related to myopic conception of plan-
ning process, inthe chapter on Policy Evaluation.
This is done keeping in view the polity changes
at home and elscwhere. Exhaustive notes to
l\;gl(()us chapters are provided at the end of the
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Giriappa, S.; Rural Development in Action, Daya
Publishing House, Delhi, 110 035, 1993. Pp.
xx+218. Price Rs 250/-.

This study takes up the case of a coastal region
in Kamataka as to its different aspects of devel-
opment process and prospects. Agricultural
development with reference to growth pattern of
differentcrops, nature of operational holdings and
forestry is analysed along with sectoral devel-
opments like sericulture and fisheries indicating
the available development initiatives. In rural
industrialisation, labour augmentation is an
essential input and an evaluation of the self-
employment programme in achieving the desired
goals is analysed; also the efficacy of a
cooperative sugar factory is being attempted.
Finally, considering the case of a micro-region,
various elements of rural development (including
IRDP) are studied as to the performance of the
‘Project’. The main emphasis of IRD programme
is on productive asset creation through subsidy.
Subsidy should be only a short run phenomenon
so that the technique of rural development is
imbibed into the beneficiaries on a permanent
footing. On the whole, the micro approach has to
be specific and sustainable within the macro
approach.

The intensity and problems of rural develop-
ment, though different from those of urban
development have not been adequately
conceptualised. A system of rural development
has to include both micro (target-oriented short
term objectives) and macro (long term oriented
sector and area development) dimensions. It

should shred the view of mere project-orientation
in different agro-economic systems and objective
regimes.

Gumaste, V.M.; Technological Self-Reliance in
the Automobile and Ancillary Industries in
India, Institute for Financial Management and
Research, Madras, 1988.

The achievement of Technological Self
Reliance (TSR) has been one of the major
objectives of Indian planning. The study attempts
to find out how far and how much TSR has been
achieved. It focusses on the Indian automobile
and ancillary industries.

The study indicates that although TSR may not
have been achieved in the absolute sense, the
balance sheet is not wholly disappointing given
the appropriate milieu, TSR appears to be well
within the reach of the Indian automobile and
ancillary industries.

Isaac T.M. Thomas, P.A. Van Stuijvenberg, and
K.N. Nair; Modernisation and Employment -
the Coir IndustryinKerala, Indo-Dutch Studies
on Development alternatives, Sage Publica-
tions India Pvt. Ltd., New Delhi 110 048, 1992,
Pp. 249, Price Rs 250/-.

The relatively slow development of the modem
industrial sector in developing countries has
meant that growth in employment has not, by and
large, kept pace with the increase in the labour
force. As aresult, the traditional sector has had to
continue its vital role of absorbing the growing
surplus 1abour force. The need for modernising
traditional, ‘labour intensive’ industries assumes
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significance in this context.

This important study takes up the specific case
of the coir industry in Kerala which is suffering
from reduced output and stagnant employment
even though it is considered to be among the most
important sources for labour absorption in the
state. Keeping in mind that modemisation and
technological change may result in the displace-
ment of labour, the authors argue for combinning
the technological upgradation of such small-scale
industries with an employment policy aimed at
minimising the displacement of labour. Such a
compromise between technological and
employment objectives would result in the
selection of what is called ‘appropriate technol-
ogies’.

The authors document in detail the alternative
technologies that are available for the coir
industry and consider their implications in terms
of wages, employment and production costs.
Findings point to a set of intermediate technolo-
gies that are cost effective, will improve quality
and result in minimal displacement of labour
which, the authors argue, are likely to be neu-
tralised by the attendant increase in production
capacity.

With its original data and fresh theoretical
perspective this book will interest industrialists,
economists, policy makers and those concerned
with labour and employment policies.

Kapila, Uma (Editor); Indian Economy Since
Independence, Vol. 4 and 5, Recent Develop-
ments in Indian Economy with Special refer-
ence to Structural Reforms, Parts 1 & II,
Academic Foundation, Delhi, 1992, Pp. 352
(PartI), 248 (Part II), Price Rs 575/-.

The two volumes contain contributions by
evinment economists and experts, providing an
exhaustive and critical account of various aspects
of structural reforms introduced in the Indian
Economy after June 1991. The issues covered,
among others, are the constraints on growth; the
need for economic reforms and change in
development strategy: the new industrial policy;
trade policy and industrialisation; productivity
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and growth in Indian manufacturing; maximising
foreign investment; devaluation; reform of
industrial and trade policies; balance of pay-
ments; five year export - importpolicy (1992-97);
reforms in the banking and financial systems;
monetary policy and interest rates; tax reforms;
economic policies for 1991-92-93; public
finances; savings; prices and public distribution;
output and employment effects of recent changes
in policy; poverty in 1980’s and employment
policy for the 1990s; eighth five year plan; 1991
census reflections; urbanisation; and the latest
account ‘ After One Year of Structural Reforms’
by Dr Man Mohan Singh, the Union Finance
Minister,

Mathur, B.P.- Foreign Money in India, Macmil-
lan India Ltd, New Delhi, 1989,

Economic development through foreign aid and
foreign investment has dominated the interna-
tional economic scenario for the last three
decades. Economic theorists generally consider
‘aid’ as bestowing an unquestioned advantage to
the aid recipient and highlight the sacrifice aspect
on the part of the donors. The author questions
this conventional wisdom on the subject and
points out the unique benefit it confers on the
donors and its economic cost to the aid recipient.
Foreign aid is now being used by rich countries
as a powerful instrument of export promotion at
prices controlled by them, enabling them to
maintain a high level of effective demand for their
technostructure, while at the same time, landing
the developed countries into a debt trap. Making
a case study of the U.S. PL480 Law, the author
establishes how this outlet bailed out the farm
economy from chronic overproduction in the
nineteen fifties and sixties and gave the USA a
dominating share in the global wheat market.
Foreign private investment, considered an alter-
native to aid has its own drawbacks. Apart from
some of the questionable methods of
multinationals, the study observes the existence
of heavy pressure on balance of payment which
foreign controlled investment exercises. The
study highlights the need to move away from aid
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led growth strategy towards a policy of self-

reliance.

The book is divided into four parts. Part 1 deals
with the cost and benefit of foreign aid to the
donor and recipient; in Part 2 a case study of the
PLA480 aid given and its effects on India’s food
economy has been undertaken; Part 3 discusses
the foreign controlled investment in India with
special reference to its effect on the balance of
payment. The conclusion (Part 4) raises the
question of who is the gainer in utilising foreign
aid.

NABARD; Tractors in Western Uttar Pradesh,
National Bank for Agriculture and Rural
Development, Evaluation Study Series No. 2,
Regional Office, Lucknow 1992,

The Study evaluates financing of tractors by
Uttar Pradesh Rajya Sahakari Krishi Evam Gra-
min Vikas Bank Ltd. and Syndicate Bank in
Mecrut and Ghaziabad districts which constitute
the developed part of the State. The study showed
that the introduction of tractorsonirrigated farms
had enabled the beneficiaries to adopt improved
technology, to go for cultivation of remunerative
crops and also {0 improve the cropping intensity
and crop yields. Tractorisation had resulted in
increased incomes and satisfactory return on
investment in tractors. The financial rate of return
(FRR) had worked out at 31 per cent. Loan
repayment was satisfactory. Tractorisation did
nothave any adverse cffect on the on-farm labour
employment in the two disiricts.

Thakur, D.S., HR. Sharma and T.V. Moorti;
Tribal Development in Himachal Pradesh,
Himachal Pradesh Krishi Vishvavidyalaya,
Palampur, July 1988.

The Study pertains to the evaluation of the
Integrated Teribal Development Project (ITDP)
being implemented in Kinnaur District in Hima-
chal Pradesh. The study found that the pace of
development under ITDP had Deen  fairly
satisfactory in the districy; all the villages in the
district had been clectrificd which had resulted in
enhancing the poteniial for modemnisation of the
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handloom and handicrafts industry as also other
village and small industries. There had been a
marked increase in the productivity of agricul-
tural and horticultural crops. Improvement in
transport and communication had brought the
district closer to the rest of the State.

Thakur, D.S., T.V. Moorti, A.S. Saini and R.C.
Oberoi; Dairying for Socio-Economic Change
in Hills, Department of Agricultural Econo-
mics, Himachal Pradesh Krishi Vishvavidya-
laya, Palampur, 1990.

The Study was undertaken in six districts of the
State during 1986-87 through 1988-89, with the
objective of studying the growth, structure and
organisation of dairying and its impact on the
socio-economic conditions of the farmers in the
operation Flood 11 arcas of Himachal Pradcsh.

Rizwanul Islam (Editor); Transfer, Adoption and
Diffusion of Technology for Small and Cottage
Industries, 1LO Asian Regional Team for
Employment Promotion & World Employment
Programme, Intcrnational Labour Office,
Geneva, Switzerland.

The developing economicsof Asia have, for the
last three decades, laid emphasis onthe cxpansion
of cmployment through promotion of small and
cottage industries (SCIs). The need for upgrading
technology and exchange of information on
innovative and successfulexperiments inthe field
of SClsisalso beingincreasingly realised as these
developing economies make their bid for a more
skill -~ and knowledge - intensive phase of
industrialisation. A resultof this awarencss is that
alarge number of organisations inthese countries
arc engaging themselves in the work of devel-
oping/identifying improved technologics for
SCIs and transferring them to actual users. The
present volume focusses on the question of pro-
viding new/improved 1echnologies for SCls
through international transfer and indigenous
development.

The firstpart of the volume presenis case studies
on the experience and potentials of technology
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transfer for SCIs with a particular focus on
transfer amongst developing countries. The sec-
ond part focusses on the problem of adoption and
diffusion of new technology in cottage industries.
An overview chapter puts in perspective the
important issues that emerge from the rest of the
volume where case studies from Bangla Desh, Sri
Lanka, India and Thailand are discussed.

The Annex at the end of the volume presents
the proceedings of the International Seminar on
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Transfer of Technology for SCIs Amongst
Developing Countries that was organised by
ARTEP in May 1990 in New Delhi. The objective
of the seminar was to serve as a forum in which
African participants and donor agencies could
leam from the experiences of technology transfer
in SCIs within the Asian region and assess the
possibility of donor - supported technology
transfer schemes between selected Asian and
African countries.



COMMENTS

Adjustment and Human Development in India, by Martin Ravallion and K. Subbarao in
Journal of Indian School of Political Economy, Vol. IV, No. 1, Jan-March, 1992:

Comments on the FGT Index of Poverty,

Foster, Greer and Thorbecke (1984) have pro-
posed a generalised index of poverty. Ravallion
and Subbarao [1992] have written it out as

P,= T [(z—y)d%n (1
Yi<z

where y is the consumption of ith person (esti-
mated by the consumption per capita of that
person <s household), z is poverty line, n is
population size and is non-negative parameter.
The fact is that the index should have been written
as

P,= 3 [(z~y)4%n @
y<z
Well, this may be a slip or a printing mistake.

Ravallion and Suabbarao 1992, p. 76] have
further suggesied that head-count index is
obtained when o = 0.

Ravallion and Subbarao (1992, p. 57] empha-
sise that the head-count index, the poverty-gap
index and the FG T index for o= 2 are all members
of the class of measures proposed by Foster, Greer
and Thorbecke (1984). Instead of making use of
widespread practice that considers these three
measures as alternatives, they ‘prefer to interpret
them as measures of three different things: the
head-count index is a measure of the incidence of
poverty, the poverty-gap index is a measure of the
depth of poverty, while the FGT measures the
severity of poverty’ for which Ravallion [1992]
has been quoted.

We can see that specification of ¢ as0, 1 and 2
yields

P,=H 3)
P,=H.I @)
P,=H{[{I*+(Q-1)*C] (5)

where H, I and C denote head-count index,
poverty-gap index and coefficient of variation
within the poverty group. It isclcar that the above
claim of Ravallion and Subbarao (1992) is not
correct. Poverty-gap index is not at all amember
of FGT class of poverty measures.

We can further see that the measure P, includes
P, and a little more in the sense that it is
distribution-sensitive which P, is not. Similarly,
P, includes Pyand is a little more in the sense that
it considers intensity or depth alongwith inci-
dence. Thus, we infer that the three measures do
not measure three different aspects as claimed by
Ravallion and Subbarao.

Finally, in the literature on measurcment of
poverty, the word used for depth is intensity. The
dictionaries do not so distinguish scverity from
intensity that the former can be taken to do
something with distribution.

NOTES

1. Ravallion [1992] is missing in the REFERENCES.
2. See Foster, Greer and Thorbecke [1984] or Chaubey
[1993].
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