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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, andfederal aspects. Recent reform. in income-tax and their critical evaluation 
are given special focus. 

PRE-INDEPENDENCE DEVELOPMENTS made it a provincial (State) subject. This provi- 

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 
irregular until 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 (1 860-1886) was one of 
continuous uial and error with different schemes 
of direct taxation, no less than 24 Acts being 
passed in 26 years' [Todhunter Committee, 
1924-25, Vol. I, para 2591. 

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 

sion was retained in the constitution o f  inde- 
pendent India. 

The Act of 1886 exempted life insurancepremia 
paid by an assessee 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 
on companies to file every year statementsof 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 incomeand 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 R s  33 
crore for assesses with income above R s  2,000 
in 1886-87. Net collection from income-tax was 
Rs 1.37 crore in 1886-87 [Matthai Commission, 
1953-54, Vol. 11, Ch. 1, paras 60,74 and 78). 

The Act of 1886 remained in force for 32 years 
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- 

M. M. Sury is a Reader in the Faculty of Economics, A.R.S.D. College. University of Delhi. 
The author is grateful to Professor V.M. Dandekar for useful comments and suggestions on an earlier draft of this paper. 

However, responsibility of any errors stays with Ihe author. 
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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 fist 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 was replaced by a new Act (Act XI of 
1922) in view of the reforms introduced by the 
Govemment of India Act, 1919. 

The Income-Tax Act, 1922 

The Indian  ati ion Enquiry Committee. 
1924-25 

The Govemment 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 earned and unearned 
income for income-tax purpose. 

A major recommendation of the Committee 
pertained to the dismbution 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 Committee opined that in the 
event of 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 1ndia Act, 1935 did assign to the The Act of 1922 provided for the f is t  time the proYinces a parr of he net prweeds ofirrome-tar 

set-off of loss from one source against income levied by the Centn. 
from other sources in the same year. An amend- 
ment of the Act i n  1939 permitted carry-forward Tnr Co-t tee, 1935 
of unabsorbed business losses for a ~eriod of six 
years with the restriction that carrieiforward 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 Govemment 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 adminisuation. 

This Committee was appointed by the Gov- 
ernment of India 'to make an investigation of the 
Indian Income-tax system i n  all its aspects and 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 $1 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. 
Another notable development in the evolution 

of income-tax was the imposition of ExcessProfit 
Tax in 1940. It was levied on profits earned by 
businesses and professions during 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 co,mpanies 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 
50 per cent on the excess over the standard profits 
earned between September 1,1939 and March 3 1, 
194 1. For the period April 1,194 1 to March 3 1, 
1946, the rate of excess profit tax was 66-213 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 

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 I1 (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 on agricultural 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 

desirable socio-economic objectives. Incentives Governments. 
for these activities srarted building up in the 
system soon after Independence. Thus, a provi- REVENUE SIGNIFICANCE 

sion introduced in 1949 exempted from far new In 1 9 ~ - 5  1, personal income-tax account& for 
industrial undertakings for the first five years of almost one-third (32.7 per cent) central tax their manufacturing operations. 

collections. However, the relative contribution 
C O N S ~ U T I O N A L  PROVISIONS has declined over the years and was less than 

Taxation of income in India may be classified one-tenth (9.3 per cent) in 1990-91 (Table 1). In 
into two broad categories: (a) taxation of non- the case of corporation tax, the relative conui- 
agricultural income, a Cenual and (b) bution was 9.9 per Cent in 1950-51 while in 
taxation of agricultural income, a matter for State 1990-91 it was 9.3 per cent. In the intervening 
legislation. The two relevant entries in List I period, however, moderate changes are notice- 
(Union List) of the Seventh Schedule of the able in the proportionate share of corporation tax. 
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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 substantilly paid by 
the public sector undertakings. Thus, the effec- 
tiveness of corporation tax on the private corpo- 

rate sector has lessened over the last 40 years. 
Lamenting over these trends a recent tax report 
observed, 'It is a 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 3-51. 

TABLE 1. TRENDS IN THE RELAWE SHARES OF PERSONAL INCOME TAX AND CORPORATION 
TAX IN CENTRAL GOVERNMENTTAX COLLECTIONS: SELECTED YEARS 

(Rs Grot-e\ 

Central Taxes 1950-51 1955-56 1960-61 1%5-66 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 174 171 290 602 870 2205 3.004 5.657 11.U25 - - -  - ..-- ~ - .  . 

of which (43.1) (35.4) (32.6) (29.2) (27.1) (29.0) d2.8) (i9.7) (19.1) 
(i) Corporaticn tax 40 37 111 304 371 862 1,310 2,865 5.335 . . 

( )  ( )  (12.5) (14.7) (11.6) (11.3) (9.9) (10.0) (9.3) 
(ii) Personal Income tax 166 271 473 1214 1.506 2.509 5.371 , , 

B. Indirect taxes 
- - - - - - - - - - - - - - - - - -- 

Figures in parentheses are cmponding percentages of total tax collection. 
Source: Government of India, Ministry of Finance, Explomtory Memorandum on the Budget of the Cenfrol Governmen1 
(various years), and Receipts Budget (various years). 

Why has the share of personal income-tax in 
Central tax collections dipped so low? One reason 
is the low stake of Central Government in the 
proceeds of this tax. The share of the States in the 
net proceeds of income-tax has gradually 
increased ever since the recommendations of the 
First Finance Commission [For a summary of the 
recommendations of various Finance Commis- 
sions relating to income-tax, see, Sury, 19921. 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 u> sources which strengthen is 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 a lower percentage share in individual taxes. 
This can be done by bringing into the divisible 
pool a major Union tax but still keeping a sizeable 
revenue source for exclusive utilisation by the 
Union' [Sarkaria Commission, Part 1,1988, 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, i t  made it 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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LNCOME TAX ACF, 1961 or on behalf of the non-resident or (ii) accrues or 
Meaning of Income arises, or is deemed to accrue or arise, to the 

non-resident in India. It is evident that income 

The present law of income-tax is governed by which accrues or arises outside India (i.e., foreign 
the Income Tax Act, 1961 (hereinafter called the income) is beyond the scope of tax liability in 
Act) which is amended from time to time by the India in the case of a non-resident- 
annual Finance Act and other amending Acts. The 
Act which came into force on April 1. 1962, *ncomes Exemptfrom Tax 
replaced the Indian Income Tax AC;, 1922 which 
had remained in operation for 40 years. The Act describes incomes that areexempt from 

As in most other countries, income is exem- the purview of income-tax. These exemptions are 
plifie~ rather than defined. ne does not meant toserve varioussocio-economicobjectives 
define the term 'Income*, but section 2 (24) of the the medium lax policy- The plethora 

describes the various receipts as income of exemptions granted under various sections of 
which include, inter aka, profits and gains, div- the Act has narrowed the base 
iden&, voluntary contributions received by a considerably, besides making the law compen- 
charitable trust, the value of any perquisite or dious. 
profit in lieu of salary, any capital gains, any The Wortant types altogether 
winnings from lotteries, crossword puzzles, etc. from the under 
Apart from the aforesaid receipts, any other section 10 are agricultural income, share of profit 
receipt is taxable under the Act if it comes within from a firm, casual and non-recurring receipts, 
the general and natural connotation of the term death-cum-retirement-gratuit~ 9 pension and leave 
Income. The description of the term 'income' in salary, any retrenchment compensation received 
section 2 (24) is inclusive and not exclusive. It is by a workman- Payment at the time of voluntary 
indeed very difficult to reduce the concept of retirement, Payments from provident funds, 
income to a precise and unambiguous definition. Payments from superannuation fund, h ~ u s e  rent 
Various forms of imputed and accrued incomes allowance, awards for literary, scientific, and 
pose serious practical difficulties of measure- artistic work and income of scientific research 
ment, and guidance is sought from judicial pro- associations, universities, hospitals, and sports 
nouncements on the subject. ' ~ t  will be associations. A detailed description of incomes 
impracticable toreduce the principles evolved by exempt from tax is given in Appendix I. 
judicial decisions in the leading cases on this 
subject (income) into an exhaustive and self- Tax Holiday Schemes 
contained definition of income' in our taxation 
Act. We are also of the opinion that perhaps more 1. Tax Holiday for Newly Established Indurtrial 
harm than good may result from including in the Undertakings in Free Trade Zones 
taxation Act a rigid definition of income. We 
think that guidance in this matter should continue This scheme of section 10A provides for a 
to be drawn in the future, as heretofore, from the complete tax exemption in respect of the profits 
extensive case law on the subject' [Math i  and gains of an industrial undertaking set up in 
Commission, 1953-54, Vol. 11, Ch. 3, para 31. any free trade zone. From the assessment year 

It is noteworthy that income which is subject to 1987-88, complete tax exemption can be claimed 
charge of tax varies according to the residential in respect of any 5 consecutive assessment years 
status of the taxpayer. In the case of a person falling within a time frame of eight years begin- 
'resident' in India, all income derived from ning from the year in which the industrial 
whatever source is within the scope of taxation. undertaking commences production. The 
However, in the case of a 'non-resident', the tax objective of this concession is to encourage the 
liability extends only to income which (i) is establishmentof export-orientedindusttiesin free 
received or is deemed to be received in India by 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 profits and 
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 fist computed under different 
heads of income and then aggregated. From the 
aggregated amount certain deductions are made 
to arrive 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 Q 
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. 

A. Salaries 

Under section 17(1), salary is defined to include 
(i) wages, (ii) any annuity or pension, (iii) any 
gratuity, (iv) any fees, commissions, perquisites 
or profits in lieu 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 i t  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 is received 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 expenditure. The procedure was 
obviously cumbersome for the salaried persons 
and to simplify i t  the Finance Act of 1974 sub- 
stituted 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 regardless 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 arrive at an assessee's net salary 
income, has virtually become a blanket deduction 
against salary income. It shows how taxdesigning 
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 is in receipt of a 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. 

rules of computation, often leading to contro- 
versies and litigation. According to section 2 (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. 

B. Income from House Property 1. Deductions Expressly Allowed 

The scope of the incomecharged under this head 
is defined by section 22 and the computation of 
income under this head is explained by sections 
23 to 27. 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 to let 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 camed 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 af a house property. 

C.  Profits and Gains of Business or Profession 

This head of income is beset with complicated 

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 furniture (Sec. 31); (3) 
Depreciation (Sec. 32); (4) Investment allowance 
(Sec. 3 2 ~ ) ' ;  5. Investment Deposit Account 
Scheme (Sec. 3 2 ~ ~ ) ~ ;  (6) Development allow- 
ance (Sec. 3 3 ~ ) ~ ;  (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 fm 
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)l; (2) Expenditure 
on the maintenance of guest houses [Sec. 37 (4)l; 
(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@)]. 

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 
to tax 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 
let on hire, (iv) interest on bankdeposits 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 vansferring his assets in favour 
of his family members or by arranging his sources 

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 to the spouse, minor child, 
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 Act provided 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 for adequate consideration, and (c) 
assets transferred by such individual 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 a minor is included 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 bsses  areas, small-scale industries, export promotion 
and to help the assessees in meeting certain 

As already noted, income chargeable under the essential expenditures. These deductions are 
Act is computed under five different heads. The made from the gross total income of the assessee 
aggregation of 'gross total income' is relatively and not from any particular head of income. 
easy if income under each head and from each The aggregate amount of deductions allowable 
source is positive. However, loss may be sus- cannot exceed the gross total income. No such 
rained in one or more sources under one or more deduction is allowed against long-term capital 
heads of income. Therefore, in the computation gains. Thus, where thegross total income includes 
of 'gross total income' of an assessee, appropriate long-term capital gains, the gross total income is 
adjustments should be made for the losses suf- reduced by such long-term capital gains for the 
fered by him. Sections 70 to 80 of the Act deal purpose of deductions. These deductions are 
with provisions concerning set-off of losses and allowed under various clauses of section 80 of the 
their carry forward. The following threesteps may Act (i.e., sections 80D to 80U). Some of these 
befollowedtounderstandtheprocedureofset-off deductions are in respect of certain payments 
and cany forward of losses. (a) Inter-source while others relate to certain incomes. The list is 
adjustment under the same head of income. @) given in Appendix 11. 
Inter-head adjustment in the same assessment 
year. Provisions of (b) are applied only if a loss Rebates 
cannot be set-off, fully or partly, under (a). (c) 
Carry forward of loss. Provisions of (c) are Till March 31, 1990, the schemes of tax 
applied only if a loss cannot be set-off, fully or incentives to promote savings and investments 
partly under (a) and (b). were based entirely on deductions fromgross total 

The purpose of these provisions is to mitigate income. When a deduction is made from income, 
the disincentive effects of fluctuating income. an assessee gets tax relief at the highest marginal 
Under a system of progressive income-taxation rate of tax applicable to him. Apparently, this 
based on yearly assessment, a taxpayer whose system confers higher amount of tax benefit to a 
income fluctuates from year to year will surrender person with higher income compared to a person 
a larger proportion of his income in tax than a with lower income. To do away with this 
taxpayer with the same average income more iniquitous system, the Finance Minister intro- 
evenly distributed over the years. To counter this duced in the 1990-9 1 budget a new scheme of tax 
violation of the principle of horizontal equity, rebate on gross amount of savings. The new 
some form of income averaging method may be scheme covered under section 88 provided for a 
adopted. The set-off and carry forward provisions rebate (or tax credit) on tax to the extent of 20 per 
are proxy for income averaging principle. cent of the sum invested in National Savings 

Certificates, provident funds, life insurance 
Deductions from Gross Total Income policies, etc. The maximum amount eligible for 

rebate was Rs 50,000 generally and Rs 70,000 in 
Gross total income of an assessee isobtained by the case of authors, playwrights, artists, musi- 

adding up incomes under different heads. While cians, actors, and sportsmen, thereby permitting 
computing incomes under various heads, certain a maximum rebate of upto Rs 10,000 and Rs 
deductions are allowed, which are in the nature 14,000, respectively. Thus, all taxpayers derive 
of expenses incurred in earning the specific the same amount of tax benefit on a given amount 
incomes under different heads. These have of savings irrespective of their level of income. 
already beendiscussed while dealing with various This new scheme with uniform tax rebate led to 
heads of income. The Act provides certain special simplification in tax deduction at source by the 
deductions under Chapter VI-A and these are employers. It is a good example of how equity 
intended to promote various socio-economic and simplicity criteria can be combined in the tax 
objectives like industrialisation of backward 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. 

TheFinance Act, 1992 extended also the scope 
of section 88 by including under it the National 
Saving Scheme (formerly under section 80CCA), 
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 i t  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 

income taxpayers is 70 lakh, 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 1961-9tCPalkhivala, 1990, Vol. I, p. 
93. 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 1-0.101. 

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 section 2 (3 1) the 
word 'person' includes (1) An individual, (2) A 
Hindu undivided family (HUF), (3) A Company, 
(4) A f m ,  (5) An association of persons or a 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 companies 
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 per cent 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 cent of tax payable [AIITS, 
1990, p. IV]. 

Depending upon the residential status, com- 
panies are classified into 'domestic' and 'foreign' 
companies. Domestic companies, in turn, are 
divided into two main categories: (a) widely-held 
companies, and (b) closely-held companies. 
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Thesedistinctionsare important because the rates The Report of the Direct Taxes Enquiry Com- 
of tax vary for different types of companies (See mittee (DTEC) 1971, was a milestone in the area 
Appendix 111). of income-tax rates. The Committee made a 

number of far-reaching suggestions for unearth- 
RATE S T R U ~ U R E  ing black money, preventing evasion and avoid- 

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 15-112 
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. 

a&e of 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 therecommendations 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 cent in 1973-74 to77 percent in 1974-75,and 
further down to 66 per cent in 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 97.7 

Nil 

1992-93 40 12 44.8 
N*: The maximum marginal rate of individual incane-tax is applicable to incomes over Rs 1 lakh. 
Source: Government of India, Finunce Acts (various years). 
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noteworthy that DTEC had recommended a equitable dismbution of income and wealth. The 
maximum marginal rate of 75 per cent [Wanchoo present marginal rate of 40 per cent is much below 
Committee, 1971, para 2.523. The downward the 75 per cent recommended by the DTEC. The 
trend in the rate of income-tax was temporarily argument that high rates of income-tax will dis- 
reversed during the brief Janata Government rule courage savings is untenable because provisions 
at the Centre. The top marginal rate of income-tax exist in the income-tax law under which not only 
was increased from 66 per cent in 1976-77 to 69 savings but returns on savings (i.e., interest) are 
per cent in 1977-78, and further up to 72 per cent exempt from tax upto specified limits. Such 
in 1979-80. However, the policy of low direct tax provisions can be further strengthened, if neces- 
rates started by the Congress Government in 1974 sary. 
and carried forward in 1976 was further rein- Broadly speaking, the present system of 
forced after it came back to power at the Centre income-tax is 'global' in nature i n  that it does not 
in 1980. After a series of revisions the maximum discriminate between different sources of 
marginal rate of individual income-tax was 54 per income. Income from various sources is  pooled 
cent (including employment surcharge of 8 per together for determining tax liability. Elements of 
cent), applicable from the assessment year schedularsystem (underwhich different sources 
1991-92. Consequent upon the recommendations of income are taxed differently) exist insofar as 
contained in the interim report of the Chelliah agricultural income is excluded from the tax base, 
Committee on Tax Reforms, the marginal rate and long-term capital gains, though included in 
was fixed at 44.8 per cent (including surcharge) the definition of income, are given special con- 
from the assessment year 1993-94. It is note- cessions. 
worthy that Chelliah Committee had recom- As already noted, income-tax revenue 
mended 40 per cent maximum rate inclusive of originates mainly from two taxpaying entities 
surcharge for income exceeding Rs 2 lakh. Still, viz., Companies, and individuals. Although the 
pressure continues for further lowering of the concept of taxable income and the procedure for 
marginal rate and some enthusiasts have sug- its computation is the same, except for minor 
gested the abolition of income-tax altogether. differences, for all taxable entities, the incorne- 

The philosophy of low tax rates presupposes tax rates vary among the different entities. From 
improved tax compliance to control the growth of the standpoint of differential tax treatment, the tax 
black money, and broadening of the tax base. It on companies (also referred to as corporation tax) 
is argued that high tax rates increase premium on is essentially a proportional tax while the tax on 
tax evasion which, in turn, generates black non-corporate entities (also referred to as per- 
money. Unfortunately, neither of the two sonal income-tax) is basically a progressive 
intended objectives has been achieved. The income-tax. The different constituents of the 
number of individual income-tax payers is stag- non-corporateentities viz., individuals, HUF, and 
natingataround 70lakhfora long time. Similarly, firms, in turn, are subject to varying rates of 
statistical evidence is lacking to support the income-tax. Likewise, the rate of tax on the cor- 
contention that reduced rates have checked the. porate entities differs depending on whether a 
growth of concealed incomes. Contrarily, recent company is 'domestic'or 'foreign', 'widely-held' 
estimates of black money are staggering and or 'closely-held', 'industrial' or 'trading'. In 
suggest an increase in tax-evaded income as per general, a domestic company is taxed at a lower 
cent of GDP [Government of India, 1985, p. 1611. rate than a foreign company. Among the domestic 

Low tax rates are welcome provided they companies, widely-held companies bear lower 
improvecomplianceand revenue yield. However, tax rates as compared to closely-held companies. 
to expect that lowering of rates would improve Again, among the domestic companies, the 
compliance automatically is unrealistic because industrial companies are taxed at a lower rate than 
tax evasion occurs at all levels of income. Since the non-industrial companies. The distinction in 
income-tax is the only major direct tax in India, corporate tax rate between trading companies and 
it must be sufficiently progressive to ensure more 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 1990-91, 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 

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. 1553. 

TABLE 3. TRENDS IN THE BASIC EXEMPIION LJMlT FOR INDIVIDUAL INCOME TAX PAYERS 

Financial Year Basic Exemption limit (Rs) 

1947-48 2,500 
1948-49 to 1950-51 3 ,000 
1951-52 and 1952-53 3,600 
1953-54 to  1956-57 4.200 
1957-58 to 1965-66 3 ,m 
1966-67 to 1969-70 3.500 
1970-71 to  1973-74 5.000 
1974-75 and 1975-76 6.000 
1976-77 8 ,m 
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 1991-92 22.000 
1992-93 28,000 

Source: Government 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 given in Appendix 111. 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 rateof 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 a t  the rate of 12 
per cent if total income exceeds Rs 1,00,000. 

Though the regular assessment in respect of any 
income is made in a 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 R s  
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 CAPITALOAINS 

A tax on capital gains was in operation in India 
for a 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 In another significant move, a system of indexa- 
Nicholas Kaldor, the tax was revived in 1956 and tion was introduced for the f ist  time under which 
made applicable on capital gains made on or after long-term capital gains are now computed by 
April 1,1956. It is levied within the framework allowing the Cost of the asset to be adjusted for 
of Income Tax Act. Profits or gains arising from general inflation. The new procedure for corn- 
the transfer of a capital askt  are chargeable to tax putingcapital gains effective from the assessment 
under the head 'capital gains'. year 1993-94 isas follows. Thecost of acquisition 

The procedure to compute capital gains and the cost of improvement of the asset will be 
involves the following steps. Firstly, the full value linked to a Cost Inflation Index. Long-term cap- 
of consideration received or accruing as a result ital gains will be computed by deducting from the 
of the transfer of the asset is ascertained. The sale proceeds the indexed Cost of acquisition and 
second step is to deduct from the full value of the indexed cost improvement* and the 
consideration (a) the cost of acquisition of the expenditure incurred in with the 
asset including cost of any improvements made transfer- Beginning with 1981-82asthebase~w* 
to the asset, and (b) expenditure incurred in the Central ~overMIlentwil1 each the 
connection with the transfer of such asset (bra- Cost Inflation Index having regard 75 percent 
kerage, legal expenses, etc.). rise in consumer price index for urban and non- 

Incidence of on ccaital gains depends upon manual employees. The cost of acquisition will 
whether such gains arise from the transfer of a be adjusted with reference to the rate applicable 

short-term or a long-term capital asset. A short- for the relevant year. There will be similar 

term capital asset is one which is held by an indexation of cost of improvement. The new 

assessee for less than 36 months from the date of procedure isrelated to the periodof time for which 

its acquisition. If the asset is held for a longer the asset is held and takes into account the 

duration, it is regarded as a long-term capital inflation that may have crept in over time. It will 
favour those whose capital gains accrue over a asset. Capital gains arising from the transfer of a longer period while making capilal gains short-term capital asset are taxable like an ordi- shorler perid will pay a higher nari income in the case of all assesses. However, Rior the assessment year 1,993-94, income 

capital gains relating to long-term assets get ,ising under the head, sCap i~ l  was 
preferential treatment. The Act provides for the included in the gmss total incbme of the assessee 

from of long-lerm gains and after allowing deductions under Chapter 
arising from the transfer of certain assets in certain VI-A, the income was subject to tar and 
circumstances if the conditions specified for the surcharge at the rates in force. R~~~~~ under 
purpose are fulfilled. For example, under Section section 88 was available from he tax computed 
54 any capid g h s  arising on the on Ihe tad income in respct of deposiu pay- 
transfer of a residential house is exempt from ,,,(, made in approved schemes and insrm- 
income tax if the individual has within a period men(,. H ~ ~ ~ ~ ~ ~ ,  the ~i~~~~~ A C ~ ,  1992 insert& 

One year before Or two years after the date of a new section 1 12 in the Income Tax Act to 
such &insfer purchased, or within a mod of provide that long-term cap id  gains will be sub- 
three Years constructed a residential house. The j,t to a flat rate of income-tax. The rate of tax 
amount of exemption available is equal to the will be 20 per cent in the case of individuals and 
amount so utilised or the ~MIount of capital gain, HISFs, and 30 per cent in h e  case of all other 
whichever is less. assessees such as companies, f m s ,  association 

h m l a n t  to the recommendations contained in of persons and bodies of individuals, Deductions 
the interim report of the Chelliah Committee on under Chapter VI-A and rebate under section 88 
tax reforms, the capit& gains tax was drastically were withdrawn in respect of long-ten capital 
recast by the Finance Act, 1992. The cut-off date gains. In the case of an individual i f  the liability 
for valuation of assets acquired in earlier years to tax arises only because of the inclusion of 
was shifted from April 1,1974 to April 1. 1981. long-term capital gains in the tola1 income, tax 
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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 
most due toinflation have 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 tau 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 E n q u i , ~  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 earned 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 k x ,  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 

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 f i s t  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 
inexcessof thisamount theallowance of Rs 4,000 
was reduced at the rate of 20 per cent of the excess 
over Rs 25,000 so that for an earned income of 
8~45 ,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 earned and unearned 
incomes, introduced in 1945, under which the 
earned income was mated leniently was com- 
pletely abolished from April 1, 1968, and was 
widely cnticised as a retrograde fiscal measure. 

The present law of income-tax does recognise 
and tax different sources of income differently, 
though toalimitedextent. 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 COMPAMES 

Companies have been ueated 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 shareholders are subject to personal income-tax. 
which dividends received by a shareholder were In other words, a company is regarded as separate 
included in his total income for the purpose of entity for purposes of income-tax. Thus, presently 
determining the rate of tax on his other income. dividendsare taxed twice, first in the hands of the 
The dividends as such continued to be exempt in company and second i n  the hands of the share- 
the hands of the shareholders. Under fhe differ- holders. This is an example of double taxation of 
entiation principle introduced in 1948, companies a source of income, viz., dividends. Business 
with total income not exceeding Rs 25,000 were community has often demanded that dividends 
required to pay income-tax of only 2-1/2 annas in should be totally exempted from tax and mated 
the rupee (1 5.5 per cent) as against 5 annas in the as an allowable expenditure in the hands of the 
rupee (3 1.2 per cent) on other companies. company. 

Prior to the year 1960-6 1, a company was Under the law, the parent (or holding) company 
deemed to have paid income-tax on behalf of its and its subsidiary company are separate legal 
shareholders on dividends declared out of income entities and therefore taxed separately. Thus, if a 
on which the company had paid income-tax. Each holding company receives dividends from its 
shareholder was entitled for a tax credit against subsidiary, the former has to pay tax on such 
his income-tax liability to the tune qf the tax dividends. Taxation of inter-corporateearningsis 
deemed to have been paid on his behalf by the designed to prevent concentration of economic 
company. The tax credit entitlement of a share- power in the hands of corporate giants. However, 
holder was determined on the basis of gross this provision is said to give rise to treble taxation 
dividend income, instead of net dividend income, of such dividends; first in the handsof the earning 
and the rate at which the tax deemed to have been company, then in the hands of the receiving 
paid by the company was the rate applicable to company, and finally in the hands of individual 
companies in that given year in which the divi- shareholders. The law provides certain conces- 
dend was declared or paid. If, for example, a sions to facilitate inter-corporate investment. 
shareholder received net dividend of Rs 900 paid Prior to the assessment year 1991-92, the adverse 
entirely out of the profits of a company, and the situation was partially remedied by section 80M 
income-tax rate (including surcharge) applicable of the Act under which a company was entitled 
to the company in that year was 40 per cent, the to a deduction of 60per cent of dividend received 
gross dividend was calculated by the formula G by it from another domestic company. An 
= N/(l-R), where G = gross dividend, N = net important change was introduced from the 
dividend, and R = income-tax rate. For the above assessment year 1991 -92 under which dividends 
example G = 9001 (1-0.4), or G = 1500. The received by a domestic company from another 
difference between G and N i.e. Rs 600 was taken domestic company are exempt to the full extent 
to be the tax payment made by the company on to which the assessee company itself distributes 
behalf of the shareholders. dividends during the relevant period. 

However, the super-tax paid by companies was It may be noted that company or corporation tax 
assumed as paid by a company on its own behalf. is an important source of direct tax revenue for 
Thus, there was an important distinction between the Central Government because it is not share- 
income-tax and super tax paid by companies, h e  able with the States. 
former on behalf of shareholders and the latter on 
its own behalf. The super-tax was often called h e  1REA7MENT OF SMAU IRADEiRS 

real corporation tax. The distinction was rendered The growing small business sector isa tax haven 
*elevantwhenbeginningwith theyear 1960-61, in the Indin economy. It is very difficult to 
a company was deemed to have paid income-tax enforce a reliable system of book-keeping to 
on its own behalf. assess earnings of this sector. In his 1992-93 

The scheme of tax credit to shareholders was budget, the Finance Minister introduced, on an 
discontinued with effect from the financial year experimental basis, a presumptive tax system for 
1960-61 and since then all dividends received by 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 
mde  having an annual turnover upto Rs 5 lakh. 
The person opting for the scheme will be deemed 
tohave a turnover 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 topreventing 
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, foulid 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 u s  by the Central Board of Revenue 
also give evidence of the fact that cvasion is 
prevalent on a considerable scale' [Matthai 

Commission, 1953-54, Ch. 12, para 21. 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 R s  200 to Rs 300 crore 
for the year 1953-54 [Kaldor, 1956, p. 1051. 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 
7.51. 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 
AdminisrrationEnquiry Committee, 1958-59 that 
his estimate represented the loss of tax not only 
through evasion but also through avoidance 
[Tyagi Committee, 1958-59, para 7.51. It is, 
therefore, generally agreed that the income-tax 
evasion estimates of Kaldor were on the high side. 

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 2.181. 

The National Institute of Public Finance and 
Policy estimated the ratio of tax-evaded income 
to GDP in the range of 3.7 per cent to 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. 1611. 
With GDP at current prices and at factor cost 
being Rs 1,14,27 1 crore in 1980-81, the range of 
tax-evaded income amounted to Rs 4,799 crore 
toRs 9,827crorein that year. Applyingan average 
income-tax incidence of 35 per cent, the 
income-tax evasion in 1980-81 ranged between 
Rs 1,679 crore and Rs 3,439 crore. A recent report 



18 JOURNAL OF INDIAN SCHOOL OF POUTICAL ECONOMY JAN-MAR 1993 

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 6.61. 

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 evasion leads to the 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 6.221. 

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 

offence, the maximum punishment prescribed 
was seven years rigorous imprisonment. Also, the 
discretionary powers to courts to award monetary 
punishment as an alternative to imprisonment or 
to reduce the term of imprisonment less than the 
minimum period, was withdrawn. Side by side, 
efforts have been made, from time to time, to curb 
tax evasion and avoidance through voluntary 
disclosure schemes. 

TAXATION OF AGRICULTURALINCOMES 

When income-tax was introduced in India in 
1860, agricultural 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-agricultural 
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 this tax 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 receded into insignificance over the 
years (Table 4). 

The Taxation Enquiry Commission (1953-54) 
had suggested the taxation of agricul turd 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 and income could 
be used more effectively for raising additional 
resources for development It was further asked 
to recommend specifically ways and means by 
which taxation ofagricultural wealthand income 
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could be used to reduce economic disparities and able land and labour resources. The Committee 
promote more efficient utilisation of the avail- submitted its report in October 1972. 

TABLE 4. RELAW SIGNJHCANCE OF AGRICULTURAL J.NCOME TAX AND LAND REVENUE IN STATES' OWN TAX REVENUE 
(Rs Crore) 

1950-51 1W-61 1970-71 1980-81 1990-91 
(RE) 

A. Total Revenue fran States' Own 22 1 454 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) (2.1) (0.7) (0.6) 

C. Land Revenue 49 97 1 45 603 
(22.3) (21.3) (7.3) (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 Finonce (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 in its 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, it isnecessary toensure progressivity, 
aprinciple that has not governed the land revenue. 
The Committee 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 Go~ernments have generally 
remainedlukewarm 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 
inputs such 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 7.1 01. 

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 isnot uncommon among urban elite 
to own agricultural farms on the outskirts of 
metropolitan cities for the sole purpose of 
diverting their high non-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 wasmade 
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 in this position' [Government 
of India, 1985, para 5.361. For proper assessment 
of agricultural incomes, some knowledge of local 
conditions is required and so the primary 
responsibility of administering agr icu lm 
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. 

It is well-known that since Independence agri- 
culture has remained the focus of developmental 
efforts in terms of irrigation facilities, availability 
of better quality seeds, subsidised fertilisers and 
electricity, credit and marketing facilities, and 
support prices for the main crops. ?he 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 
1950-5 1. It is also well-known that the benefits 
of green revolution are unevenly distributed, 
creating an affluent elite group in nual areas. It is 
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 
downtrodden in villages. The States must exercise 
their constitutional power and tax the upper 
income agriculturists. 

A recent report on tax reforms has recom- 
mended that agricultural income above R s  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- 
cultural income not exceeding R s  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 3.701. 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 &he 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 n o  tax liability o n  any 
o f  his income. Such a n  arrangement will hardly 
stand the test of equity. 

NOTES 

1. I n d u c e d  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 chargeable to 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 
Government, however, announced to reintroduce investment 
allowance in respect of assets installed after March 3 1,1988. 
The scheme was withdrawn in 1990. 

2. UndertheInvestrnent 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 or  plant subject to certain 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. ?he 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 I 

INCOMES EXEMPT FROM TAX UNDER THE 
INCOME TAX ACT.  1961 

Incomes Absolulely 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: 

Committee (Chairman, Raja Chehah); ~ovemment of 
India. Ministry of Finance. New Delhi. 

Chefiah Committee, 1992; F i ~ l  Report of the Tax Reform 
Committee, Part I (Chairman,Raja Chelliah), Govemment 
of India, Ministry of Finance, New Delhi. 

Chokshi Committee, 1978; Final Report of the Direct Tax 
Lows Committee (Chairman, C. C. Chokshi), Govemment 
of India, Minishy of Finance, New Delhi. 

Govemment of India, 1935; Income Tax Enquiry Committee. 
Govemment of India, 1948, Incomc Tax Investigation Com- 

mirsion (Chairman. Sir Srinivasa Varadachariar). 
Govemment of India. 1985; Long-Term Fiscal Policy. 
Govemment of India, 1985; Aspects of the Black Economy in 

India. 
Kaldor. Nicholas. 1956; fndian Tax Reform - Report of a 

Survey (Published by Ministry of Finance. Govemment of 
India. New Delhi). 

Matthai Commission, 1953-54; Report of the Taxation 
Enquiry Commission (Chainnan, John Matthai). Vol. 11. 
Government of India, Minisoy of Finance, New Delhi. 

Palkhivala, N.A., and B.A. Palkhivala, 1990; The Low and 
Practice of Income Tax (Bombay: N.M. Tripathi Private 
Ltd.). Vol. I. 

P h i n g  Commission, 1981; Sixth Five Year Plan (1980-85). 
Government of India, New Delhi. 

1. Agricultural income [Sec. 10(1)] 
2. Receipts by a member fmm a Hindu Undivided Family 

[Sec. 10(2)1. 
3. Share of profit from a firm [Sec. 10 (2A)l. 
4. Casual and non-recurring receipts [Sec. 10 (3)]. 
5. Cerrain income from interest received by non-residents 

[Sec. 10 (4)l. 
6. Value of leave travel concession to an Indian citizen [Sec. 

10 (511. 
7. Remuneration to a foreigner and non-resident individual 

in respect of shooting of a cinematograph film in India 
[Sec. 10 (5A)l. 

8. Cemin incomes of non-citizens [Sec. 10 (6)]. 
9. Salaries of a foreign government employees under co- 

operative technical assistance programme [Sec. 10 (B)]. 
10. Income of a family member of a technical assistant1 

consultant/employer [Sec. 10 (9)]. 
1 1. Death-cum-retirement gratuity [Sec. 10 (lo)]. 
12. Commutation of pension [Sec. 10 (IOA)]. and leave 

encashrnent (Sec. 10 (IOAA)]. 
13. Any retrenchment compensation received by a workman 

[Sec. 10 (IOB)]. 
14. Payment on voluntary ~tirement [Sec. 10 (10C)J. 
15. Paymenthxmus under a Life Insurance Policy [Sec. 10  

(l0D)I. 
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16. Payment from provident fund [Secs. 10 (1 I), (12)l. 
17. Payment from superannuation fund [Sec. 10 (13)l. 
18. House rent allowance [Sea. 10 (13A)l. 
19. Special allowance or benefit to employees [Sec. 10 (14)l. 
20. Interest on certain securities [Sec. 10 (15)]. 
21. Educational scholarship [Sec. 10 (16)l. 
22. Daily allowance of Members of Parliament [See. 10(17)]. 
23. Any amount in connection with the award [Sec. 10 

(17A)I. 
24. Income of a local authority ISec. 10 (20): of a housing 

authority [Sec. 10 (20A)l; of a scientific research asso- 
ciation [Sec. 10 (21)]; of a university [Sec. 10 (22)l; of a 
hospital [Sec. 10 (22A)l; of a sports association [Sec. 10 
(23)]; of Kbadi o r  Village Industries [Sec. 10 (23B)l; of 
certain national funds [Sec. 10 (23C)l; of mutual funds 
[Sec 10 (23D)l; of trade unions [Sec. 10 (24)); of 
provident funds [See. 10 (25)l; of a member of scheduled 
tribe [Sec. 10 (26)]; of a body for promoting interest of 
scheduled castesltribes. etc. [Sec. 10 (26B)l; of a co- 
operative society for promoting interest of scheduled 
casteshribes [Sec. 10 (271; 

25. Tax credit certif~cates [Sec. 10 (28)l. 
26. Subsidy received fnnn the Tea Board [Sec. 10 (30)l. 
27. Subsidy received from Commodity Boards [Sec. 1 O(3 I)]. 
28. Incune of minor child upto a maximum of Rs 1.500 per 

minor child [Sec. 10 (32)). 

DEDUCTIONS FROM GROSS TOTAL INCOME ALLOWED UNDER 
THEINCOME TAX ACT. 1961 

A. Deductiom in Respect of Certain Payments 

Deductions under this category relate to terrain kinds of 
payments made by an assessee. n e s e  payments arena made 
in canneaion with earning any income chargeable to tax. 
These are of the following type. 

1. Deduction in respect of medical insurance premia (Sec. 
8oD). 

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

3. Damticas to Prime Minister's Natimal Relief Fund and 
certain other funds (SBC. 80G). 

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 (Scc. 80 HH). 

2. Income from newly established small-scale industrial 
undertakings in certain areas (Sec. 8OHHA). 

3. Profits from projects outside India (Sec. BOHHB), 
4. Deduction in respect of exports (See. 80HHC). 
5. Earnings of a tour operator, travel agent, etc. (Sec. 

80HHD). 
6. Deduction in respect of export of computer software (Sec. 

80HHE). 
7. Profits from an industrial undertaking. hotel. or ship 

which starts operating on or after 1.4. 1991 but before 
31. 3.1995 (Sec. 80IA). 

8. Profits from newly established industrial undertakings, 
ships, or hotels in certain cases (Sec. 804. 

9. Profjts from business of poultry farming (Sec. 8N.J). 
10. Interest income from bank deposits, and certain securities 

(Scc. 80L). 
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 (See. 80P). 
14. Profits from the business of publicatim of books (Sec. 

SoQ). 
15. Professional income of authors of text bmks in Iodiln 

languages (Sac. SCQQA). 
k6. Deduction in respect of certain incomes from foreign 

sounxs (*. 80R). 
17. Deduction in respect of blind, mattally rcurded or 

physidy handicapped persons (Sec. SOU). 
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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 
0 
28,001 

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

1 , ~ , m  Rs 4400 plus 30 per cent of the amount exceeding Rs 50,000. 
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- 
cal services, etc. 

3.2 On other incomes 

50 per cent 

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 measure is not considered satisfactory asit 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-Tukuyama'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 drfferent from 
that according to the traditional index. 

MEASURES OF URBANlSAnON 

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, that is, over urban units of 
different sizes. For example, the Office of the 
Registrar General of 1ndG 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 wbanisa- 
tion by way of calculating percentage of pop- 
ulation needs to be supplemented with measures 
of size-structure as well' [Office of the Registrar 
General of India, 1984, p. 11. 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)'. 

AXIOMA'IIC STRUCTURE 

In India, a human settlement is defined as 
'urban' if it has a population of 5,000 or above 
though some smaller settlements are also con- 
sidered as 'urban' on grounds h t  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 = Mal population living in urban units, 
A = average population size of the urban units. 
and 
Pi= size of the i" isban unit 

P .K. Chaubey, is Professor in #he Lnstilue of Managanenr Studies, Devi Ahilyr Vishwavidyalaya, Indore - 452 001. 
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For a given population-size T, we may assign Hence, to modify the traditional measure of 
any arbitrary number 0, 1, N/H, or (NP*)/T to the urbanisation, namely, U/T in order to construct a 
urbanisation index, when all urban units have composite index I, satisfying both axioms G and 
population equal to P*. In this case, it is obvious D, one may write it as 
that the average population size of urban units A 
is equal to threshold population-size P*. When ~=<vm(i -G) 

Arises aboveP* in a that all urban units grow It ,ill be to derive this index more 
at the same rate there can any dis- formally in order to know itsanalytical properties. 
agreement that urbanisation grows for a given T. 
However, when A rises above P* in such a way DERIVATION OF INDEX 

that growth of different units is not uniform, one 
is not sure whether urbanisation increases at all Let us mange populations of urban units in an 
for a given T. increasing (strictly speaking, non-decreasing) 

The axiomatic framework developed here has a order: 
growth axiom which purports an increase in 
urbanisation index when there is increase in '* ' P2 P2 ' '3 .'... -< 'i -< ....... -< 'N (1) 

average size of urban units and a distribution 
axiom which holds that urbanisation index and define what may be called excess population 
decreases when relative distribution favours ratio Ei 
larger units. More formally, the two axioms are: 

E, = pi - '*)IF* (2) 

Growth Axiom (Axiom G): For a given popula- so that 
tion size T, an increase in average population size 
of urban units results in an increase in O <  E, < E,< E, < ..... < E, c ....... s E, (3 1 
urbanisation index when other things, including 
distribution, remain the same. Keeping in view the distribution axiom, let us 

assign larger weights to smaller excesses, i.e., 
Distribution Axiom (Axiom D): For a given w,, w,>w3, ... ,wi ,......,. ,wN 

population size T, change in the distribution (4) 

relatively in favour of larger units results in so that the contribution of uniti to the urbanisation 
reduction in urbanisation index implying that a index is proportional to wi E~. 
more uneven distribution of the urban p0pulation Now if the urbanisation index is defined as the 
is not desirable. normalised linear aggregate of W, Ei, we can write 

It may be noted that Axiom G relates to the index I in the following manner: 
distribution-neutral growth while Axiom D 
relates to growth-neutral distribution. Both pro- I = B CW&+D (5) 
cesses may take place simultaneously and may 
involve natural increase as well as migration. The where and normalisation A 
index proposed here 'lsoreflect the change very simple way of accomplishing (4) is to define 
of 

Of a human set'ement from rvral lo Wi in terms of ordinal ranks according to pop urban and vice-versa. It would also reflect the "lation size: 
emergence of a new human settlement as well as 
the e2nction of an old one as did the traditional w = N + 1 - i (6) 
measure. 

A commonly used measure of inequality or Substituting (2) and (6) in  ( 5 )  and making use of 
conceneon  is the Gini coefficient of concen- standard definition of Gini coefficient of con- 
tration which in the present case is given by: centration G, for large N, we find that 
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whose value crucially depends on B and D. For 
fixing the nonalisation 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 P A /  9. 

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

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

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 

Substituting (10) into (9), we obtain 

which can be simplified to show that 

where U is obviously NA. 

PROPERTIES OF THE NEW INDEX 

The index I is simple and easy to compute as 
(UIT) 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.e., 

Therefore, I lies between 0 and 1. 
Under linear aggregation scheme with rank 

weighting, the excess population ratios yield an 
urbanisation index: I = (Um(1- G) where U and 
T represent urban and total population respec- 
tively and G represents Gini coefficient of p o p  
ulation concentration in the urban units. The new 
index is found to possess interval independence 

and scale independence properties as does the 
tmditional urbanisation indexas well as to possess 
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 population is raised by the growth factor 
0= 1 +r wherer is therslte 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 I. For this we have to split total popuIation 
T into urban population U and rural population R 
and write I as 
I = [U/(U + R)][1 -GI 
which can be differentiated with reswt  to U, R 
and G. The elasticities with respect to each of 
these argument scan very easily beobtained. They 
are presented in Table 1. 

TABLE 1. DERNATIVES AND EL AS TI^^ OF 
URBANISATIONIND~X 

- - - - - - - - 

Argument Derivative Elasticity 

U R (1 - G ) P  IUr 
R - u(1 - G)P -m 
G - U/T .G/(l - 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 nual areas to urban areas 
and get distributed proportionately, then the 
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change in the index is equal to [m (1-G)] where Census 199 1, we made use of Paper 2 of 9 1 on 
m is the migration rate (defined as the ratio of Rural - Urban, Distribution. While Gini coeffi- 
migrants to total population). cients for earlier censuses were available in the 

URBANISATION IN MAJOR STATES OF INDIA cited monograph, those for Census 91 were 

For computing the index for fourteen major calculated by the author. Different measures of 

states, we have taken the basic &ta from the urbanisation, namely, the traditional (Urn, Gini 
census monograph 'Urban Growth in India, Coefficient (G), and the new index (I) are given 
1951 -81 ' for the censuses 195 1 to 1981. For the in Table 2. 

TABLE 2. URBANISATION IN MAJOR STATES A S  MEASURED BY DIFFERENT INDICES 
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To begin with we may examine to what extent states, and @e North Eastern Region and Other 
concentration of urban population as  measured by Areas over the five decennial years 195 1 to 1991. 
Gini Coefficient (G) grows with greater urbani- We have also worked out the sarne for All India. 
sation as measured by the traditional measure Besides, we have fitted the sarne regression for 
(Urn. For this purpose, we have worked out the poaled data for the 16 statestregions giving a 
(Table 3) a linear regression of G on (Urn (both total of 79 observations (for Other Areas, the 
expressed as percentages) for each of the fourteen figures for 1991 were not calculated). 

States No. of Constant 
Observations 

All India 5 36.66 
Andhra Pradesh 5 37.25 
Bihar 5 38.74 
Gujarat 5 14.15 
Haryana 5 4.70 
Karnataka 5 6.22 
Kerala 5 29.61 
Madhya Pradesh 5 37.43 
Maharashtra 5 44.51 
Orissa 5 32.08 
Punjab 5 21.02 
Rajasthan 5 26.94 
Tamil Nadu 5 17.57 
Uuar Pradesh 5 50.80 
West Bengal 5 42.27 
No& Eastern Region 5 45.08 
Other Areas 4 44.94 
All States & Regions 79 36.27 

It will be noticed that, in all cases, there is a 
positive relation between urbanisation and con- 
centration of urban population within the urban 
area and that, as judged  by^', therelation is 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 point in (Urn, there 
is an increase of 2.34 percentage points in C (both 
UiT and G expressed as percentages). The 
regression coefficient is greater than one in 
Haryana, Karnataka, Punjab, Tamil Nadu, 
Gujarat, Rajasthan, Bihar, in that order and only 
marginally so in Orissa, Kerala, Madhy a Pradesh, 
and West Bengal. The regression coefficient is 
1.20 for all India and 0.99 for all sta&s/regions 
pooled together. This means that both at the all 
India level and in most states, increase in urba-urba 
nisation as measured by I would be smaller than 
as measured by 0 and that, in fact, in some 

R~ Regression t 
Coefficient 

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

It will be seen that, between 1951 and 1991, 
urbanisation according to traditional measure 
(Urn increased by 46.22 per cent in the country 
as a whole. According toour measure it increased 
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 mdi- 
tional index, urbanisation has ever been rising 
despite declassification of a large number of 
towns, according to the new index it actually 
declinedby4.41 per cent between 1981 and 1991. 
This is also evident in most sates; the exceptions 
are Andhta Pradesh, Maharashmi, and Rajasthan. 
It is only in these states that increase in the 
propbrtion of urban population was accompanied 
by its more even distribution. Both these features 
may be seen from Table 4 i n  which we give the 
percentage i n c r e k  in urbanisation (1951 = 100) 
as shown by different measures. 'These are also 
shown in a series of graphs. 
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STATES INDEX 1951 1%1 1971 1981 1991 

India 

Andhra Pradesh 

Bihar 

Gujarat 

Haryana 

Kamataka 

Kerala 

Madhya Praduh 

Mlanshtm 

Orissa 

Punjab 

Rajasthan 

Tamilnadu 

U~pr Pradesh 

West Bengd 

North Eastern Region 

Other A m o  

146.22 
122.40 
105.48 
154.08 
123.60 
119.55 
194.53 
120.38 
153.98 
126.33 
133.98 
80.38 

145.23 
149.02 
91.69 

134.68 
150.10 
72.28 

196.29 
130.28 
143.92 
193 -09 
125.03 
143.87 
170.24 
122.49 
10S.29 
330.79 
125.62 
283.21 
136.83 
124.90 
100.29 
123.68 
129.67 
93.61 

140.45 
127.88 
95.03 

145.82 
117.44 
112.52 
1 14.70 
107.77 
96.43 

460.16 
109.31 
409.17 

N.A. 
N.A. 
N.A. 
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As already noted, the measure 1, 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 (urn were to refer to the 'most' 
urbanised state, the state with highest value of I 
could be regarded as the 'most evenly' urbanised 
state. In this way, ouy ranking of states would be 
found tobe different from the one obtained by the 
application of the traditional measure. In Tables 
.5 and 6, we give the ranking of the states by the 

traditional measure (Urn and the new index (I) 
respectively. In Table 7 we give the highest and 
the lowest ranked states according to both the 
traditional measure (Urn and the new index (I). 

The movement of (Um'over time would thus 
indicate whether urbanisation has risenJdeclined 
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 Pfadesh, 
Maharashtra, Orissa, and Rajasthan, could one 
say urbanisation to have improved in the last 
decade. 

TABLE 5. STATES RANKED BY URBANISATION AS .~ASURED BY TRADITIONAL INDEX W f l )  

Gujarat 
Tamilnadu 
West Bengal 
Kamataka 
Maharasthra 
Punjab 
Rajasthan 
Andhra Pradesh 
Haryana 
Uuar Pradesh 
Kerala 
Madhya Pradesh 
Bihar 
Orissa 

Maharashtra 
Tamilnadu 
Gujarat 
West Bengal 
Punjab 
Kamataka 
Andhra Pradesh 
Haryana 
Rajasthan 
Kerala 
Madhya Pradesh 
Uttar Pradesh 
Bihar 
Orissa 

Maharashtra 
Tamilnadu 
Gujarat 
West Bengal 
Kamataka 
Punjab 
Andhra Pradesh 
Haryana 
Rajasthan 
Madhya Pradesh 
Kerala 
Uttar Pradesh 
Bihar 
Orissa 

Maharashtra 
Tamilnadu 
Guiarat 
~ A a t a k a  
Puniab 
West Bengal 
Andhra Pradesh 
Haryana 
Rajasthan 
Madhya Pradesh 
Kerala 
Uttar Pradesh 
Bihar 
Orissa 

Maharashtra 
Gujarat 
Tamilnadu 
Karnataka 
Punjab 
West Bengal 
Andhra Pradesh 
Kerala 
Haryana 
Madhya Pradesh 
Rajasthan 
Uttar Pradesh 
Orissa 
Bihar 

- - - 

TABLE 6. STATES RANKED BY URBANISATION AS MEASURED BY NEW INDEX (I) 

Gujarat 
Kamataka 
Tamil Nadu 
Punjab 
Rajasthan 
Haryana 
Maharashtra 
Andhra Pradesh 
West Bengal 
Kerala 
Madhya Pradesh 
Uttar Pradesh 
Bihar 
Orissa 

Tamil Nadu 
Gujarat 
Punjab 
Kamataka 
Haryana 
Andhra Pradesh 
Kemla 
Maharashtra 
Rajasthan 
West Bengal 
Madhya Pradesh 
Uttar Pradesh 
Bihar 
Orissa 

- -  - 

Tamil Nadu 
Gujarat 
Kaniataka 
Punjab 
Haryana 
Maharashtra 
Andhra Pradesh 
West Bengal 
Rajasthan 
Kerala 
Madhya Pradesh 
Uttar Pradesh 
Bihar 
Orissa 

Karnataka 
Gujarat 
Tamil Nadu 
Punjab 
Kerala 
Haryana 
Andhra Pradesh 
Rajasthan 
West Bengal 
Madhya Pradesh 
Maharashtra 
Uttar Pradesh 
Orissa 
Bihar 

Tamil Nadu 
Andhra Pradesh 
Gujarat 
F'unjab 
Kerala 
Rajasthan 
Maharashtra 
Haryana 
Kamataka 
Madhya Pradesh 
Orissa 
West Bengal 
Uttar Pradesh 
Bihar 

TABLE 7. HIGHEST AND LOWESTRANKED STATES ACCORDING TO TRADITIONAL AND NEW INDICES OF URBANISATION 

Status 1951 1961 1971 198 1 1991 

Most Gujarat Maharashtra Maharashtra 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 ( l m  X(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 cantexts. One is by S.K. Sanyal in the 
field of distribution of agricultural holdings. See S.K. Sanyal 

(1988). The other is  by Suneel K a p r  who adapted the 
poverty index for measuring 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, mney  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 quantzfi 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 
to test one particular aspect of monetarism. 

~ O D U C T I O N  to have some impact on the price level especially 
when the former creates disequilibrium in the Economic obse~at ions,  when documented, money market, monetary Paradigm has been 

some pan of lhe living drama that goes On tested empirically in Section 3. Here the situation 
in the because some get of India has been placed in a world perspective in 
lost and the rest are not put correctly most of the the sense that the same standard model has been 
time. Keeping this limitation in mind we can tested in case of ten countries taken from 
approach the problem of an Of the four continents. Further, Section 4 empirically 
economy broadly in two ways. First* we have s b  the relation between reserve money and the 
some model sin mind and we tos@empirical money stock of twodefinitions, This wows light 
verification of the model with a view to recording on the effectiveness of monetary policy. ne last 
some prescriptions for the future economic poli- ,,tion comes in the form of a conc~usion, 
cies which are supposed to be oriented either to fie data used in this study ate collected from 
Preserve the status quo or to reform the existing ~ ~ 0 ~ s  sources. The on income, price level 
system- We can call it the clinical method for the a d  money supply of eleven countries including 
evaluation of an economy. Second, we can India are taken from International Financial 
approach the problem with an open mind, ~bserve Statistics [IMF, 19901. The data on money supply 
the behaviour of the variables, LInaly~e the COUK3eS in India are taken from Repor, on Currency and 
of their movement and PreSeIlt the whole allalysis Finance [RBI, 19911 and deposit figures are taken 
befqre the policy makers who reach their own from Banking Statistics [RBI]. 
conclusions. This may be termed as empiricism, 
which entails some sort of a theoretical VaCUUm. 1. The Deposit Behyiow ofco-rcial Banks 
But this becomes useful to the theoretician 
sometimes, as  this helps him to have a fresh look Commercial banks do the adjustment between 
towards the established orthodoxy so that he can aggreggk savings and investment through the 
modify the existing theories. The present paper financial intermediation process. Financial 
starts from the second premise though an attempt institutionsother than bankscan do the same thing 
has been made to test the existing theory towards partly through the capital maket. To the extent 
the end of it. they substitute the functions of the bank, the latter 

The scope of the paper is  very much limited. feel the impact of the dis-intermediation. 
Basically it tries to throw some light on some Recently we find in the literature that commercial 
aspects of Indian money market with an open banks in India are suffering from dis- 
mind. It starts with an econometric analysis of intermediation and this is evident by the sluggish 
deposit growth in the money market using time- growth of deposits in the banks. This section deals 
series models. This is covered in Section 1. Next, with this hypothesis. Obviously, one aspect of 
the growth of money supply in India has been dis-intermediation is  taken here. The full picture 
analysed to reveal some peculiarities in this includes the operation of capital market and the 
process. A change in money supply is expected 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 is outside the equation being 
scope of this paper. 

Our data on demand deposits and time deposits log DD = a, + a, time 
cover a period of 22 years, i.e., from 1970 to 1991. 
A diagrammatic exposition (Figure 5 )  shows for demand deposits. A similar curve is fitted to 
exponential growth for both types of deposits. the time deposits also. Both the results are 
Accordingly, an exponential curve is fitted, the reported in the following Table 1. 

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

Independent Variables Dependent Variables 

Demand Deposits Time Deposiu 
Constant 7.80 7.786 

(1 10.95) (197.26) 
Time 0.118 0.199 

(22.05) (66.36) 
Other Statiltics 
Ad'usted R 0.958 0.99 
D.&. statistic 0.46 0.30 
SEE 0.508 0.160 
Figures in parenthesis are t-statistics. 

From the results we find that both demand and values of the time deposits are higher than the 
time deposits have grown at an exponential forecast values for all the years since 1984 except 
gqwth rateof 1 1.8 and 19.9 percent respectively. the Year 1990. 

Again from Table 6 we find that aggregate The above empirical analysis fail to prove the 
deposits as a percentage of national income hypothesis that a significant financial disinter- 

increased form 13.97 per cent in 1970 to 26.90 mediation has occurred in the commercial bank- 
ing sector so far as deposit growth is concerned. per cent in 1980 and 36.71 per cent in 1991. The Since the stop of this suldy is to 

rate growth of ag~ega@ d e ~ s i u  has depositgmwth only, he relative compkson 
fluctua@d over the years and com~wed to the the capital market is beyond thjs scope. To 
middle of 1980s, the growth rates in 1990 and precise, the story about the sluggish growth of 
1991 are lower. But since the base has been aggregate deposits is not empirically supported. 
expanding consistently a slight lowering of 
growth rate is not unnatural. 2. Money Supply : Different Aggregates 

Time series analysis has been applied to both 
types of deposits. The "dues of the auto- In India four definitions of money supply are 
correlations in different lags show that both the. used. the narrow definition money 

includes the currency with the public and demand 
series are s r a t i o n ~  and 4). Further, an deposits commercial bankS (MI), we M'2 
ARIMA (3,031 is amlied to dellMnd and definition of money when we add savings 
time deposits and forecast values are obtained =counts of postal system with Mi definition. 
from 1984 0nwards. Interestingly, for both types Again, when time deposits of banks are added to 
of deposits the forecast values are lower than the the MI definition, we get the M 3  definition of 
actual values in the relevant years (Figures 6 and money and the broadest possible definition of 
7). The position of theactual values of the deposits money (MA) is derived by adding other forms of 
above the expected values confirms lack of sup- savings available in the postal system with the M3 

definition. The considerable amount of savings port for the deceleration thesis in the aggregate aFcounu in commercial banks, is divided 
deposit behaviour. By differentiating the series betwen demand deposiu and time deposits in a 
once- we have applied an (3,131 and proportionate manner. The proportion is subject 
obtained the forecast values. Here also the actual to a revision from time to time. 
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~ ~ u R E Z  GROWTHWM~ & M4 OVER W E  YEARS 1977-1990 
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FIGURE 3. FLUCIUATIONS BETWEEN M2 & M1 OVER THE YEARS 1977-1990 
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F~GURE 5. GROWTH OF D ~ A N D  AND TJME DEPOSITS: 1970.1-91.4 

FIGURE 6. ACTUAL AND FORECAST VALUES OF DmAND DEPOSFTS: 1984 ONWARDS (BASED ON ARIMA (303)) 
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FIOURE 8. ACNAL AND FORECAST VALUES OF TIME DEPOSITS: 1984 ONWARDS (BASED ON ARIMA (3.1.3)) 
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One interesting aspect of money supply in India 
isa comparison of two differences - the difference 
between M 2  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 in all 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 parallel growth of the two series in each 
case, though the difference (M4-M3) is much 
higher than the difference (M2-MI). 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 [I9561 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  

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 

The measure of money may be narrow (MI) 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 will impart 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 271. 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. 

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

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 table1. 

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. 

is rejected in case of all ten countries. 
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Themodel: G P = a , t  a,GM+a,G,.+u 
(Cochrane-Orentt method of esthatlon) 

Country Coefficients Statistics 

D.W. 

Sri Lanka 
(1 960-88) 
Pakistan 
(1960-91) 
Venezuela 
(1 960-9 1) 
Mexico 
(1 960-86) 
Italy 
(1960-91) 
United Kingdom 
(1960-91) 
Germany 
(1960-91) 
France 
(1 960-9 1) 
USA 
(1960-91) 
Australia 
(1960-91 

Note : Figures in parenthesis are t-statistics. 

Further, the sign of estimated a, is negative and The Indian Case 
significant in cases of Venezuela, Mexico and UK 
only. It is negative is case of France (22.5% level That rule is the least probable to 
of significance) and the USA (30 % level of in India is easy to understand since the economy 
significance). Interestingly, the sign of estimated is under the control of planning for the last four 

decades. But since intention often betrays, the a, should be positive, but we find negative sign of the monelary rule has been 
in c a m  of Sri Lank,  Pakistan, Venezuela, Ger- done in detail. n a t  is lags have been used in a s e  
many and the USA. Also, in most of the Cases fhe of U, independent  able GM, that is, the 
estimated a, is not significant. growth rate of money supply. Here the broad 

The overall result of the empirical test of definition of money (M3) has been used. 
monetary rule is not good. Only in two cases An examination of results in Table 6 reveals that 
(Mexico and United Kingdom) we get results both the hypotheses stated in the previous section 
which vindicate the monetary rule. are liable to be rejected in Indian case as the 

Thus the empirical support of monetarism is constant term in each case is significant (in case 
of one lag it is significant at 20 per cent level). weak in the international field. We are to see the Funher, the estimalcd coefficient of GY is 

Indian case 'Ow. The study of India is done tive and not significant in all cases. Infact, the 
separately simply becauseit isdonein some detail is a poor fit in case which is 
to derive maximum possible leverage of policy revealed in the value of adjusted ~ 2 .  

prescriptions. 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. 

In essence, 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 t h ~ s  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 i s  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: 
log M = 0.079 + 0.285 log TR + e 
t-statistics (2.93) (1.393) 
D.W. Statistic = 1.89 F = 1.94 
Adjusted R2 = 0.03 n = 30 

For M2 definition of money: 
log M = 0.0693 + 0.559 log TR + e 
t-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 

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 MI is shown in Figure 9 which depicts the 
ratio Ml/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. 

The objective of the paper has been to study 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 ha. been largely 
rejected not only in case of India but many other 
countries in the world. Thus India is 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 weleave 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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Autocorrelations Panial Autocorrelations 

Q-Statistic (15 lags) 47.203 S.E. of Correlations 0.213 

 TABLE^. AUTO CORRELATION ANALYSIS OF DEMAND DEPOSITS~LNDIA. 1970-91 

Autocorrelations Partial Autocorrelations 

Q-Statistic (1 5 lags) 32.471 S.E. of Correlations 0.2 13 
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Year MI M2 M3 M4 
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TABLE 6. DEMAND AND T I M E  DEPOSITS OFCOMMERCIAL BANKS IN INDIA: 197091 

JM- MAR 1 993 

Year Deposits time Demand Nl at Current Aggr. Deposits Annual Rate Dep. as a 
(Rs Crores) (Rs Crores) Prices (Rs Crores) of Growth percentage 

(Rs Crores) of M 

1970 2.946 2,329 37,760 5,275 13.97 
1971 3,473 2,743 40.670 6,2 16 17.83% 15.28 
1972 4.252 3,348 44,890 7 , a  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 1 1.050 104.230 28,671 22.98% 27.51 
1980 22,822 10,555 1 24,070 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 10.20 1 186,510 54,039 17.15% 28.97 
1984 52,425 12.195 207,080 64,620 19.58% 3 1.21 
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 88.61 5 19.283 296.060 107.898 17.50% 36.44 

1991 162,898 381300 548;11 8 201 1198 15.95% 36.71 

Source: Bonking Sfalkfics 1990, Reserve Bank of India. 

TABLE 7. INDIA: m T I N G  OF THE MONETARY RULE WITH LAG STRUW 

Independent variables Original Equation Equation with one lag in GM Equation with two lags in GM 

Constant 0242 -0.11 -0.33 
(3.616) (-1.309) (-2.189) 

GM -1.0429 
(-2.706) 

GM (-1) 1.159 1.74 
(2.44) (3.927) 

GM (-2) 0.747 
(1.621 

GY 0.120 0.260 0.179 
(0.477) (1.048) (0.75 1) 

Other Statistics 
Adjusred R' 0.15 0.13 0.16 
D.W. Statistic 1.84 1.54 150 

Note : Figures in rhe parenthesis are I-statistics. 

NOTE 

1. The use of time series of money and reserve aggregates 
raises the possibiiity of stationarity as such variables tend to 
grow over time at different growth rates. Sothenullhypothesis 
of nm-statimarity is frequently not rejected when applied to 
such univariate time series. The null-hypothesis of non- 
staticnarity may not be rejecred even when firs1 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 srationary linear reia- 
timship between reserve and other monetary aggregates. 

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

dm-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 rekare 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 results more 
meaningful. Ranking the states by per capifa income andper capita hou~ehold 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 rhe 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 thun 
in terms ofper capita income. Tamil Nadu and Karnataka on the other hand present jusl 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-srate dis- 
parity in the future asa  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 percep~ible disparity between urban and rural levels of 
living. Finally, there are definite indications that the country is  moving towards industrialised buse 
through higher growrh of manufacturing and infra-structure and this phenomenon is widespread 
covering more of the lower income states than higher income ones. 

INTRODUCTION AV D SUMMARY RESULTS standard of living arc directly related. This is 
important in view ofthc factthat unlike individual 1 . I  Introduction countries, the states within the country have open 

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 it can 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 
in termsof factor inputsmay not become available 
for some 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 simultaneous' 
study of the standard of living of the people in 
terms of current consumption expenditure and the 
extent to which the level of dcvclopment and 

Uma Datta Roy Choudhury is Senior Consultant at b e  Nt 

border with free trade betwen states. ~ h u s ,  
because of the possibility of free cxportJimport of 
goods and services betwecn states, a state wilh a 
high level of domestic product originating with 
pre-dominance of capital goods industries and/or 
high mineral deposits might not be a state with 
above average standard of living and may actually 
have a low per capita consumcr 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 therefore bcen 
covered in the present study. 

Statewise data on domestic product and 
household consumption expenditure are not 
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 household 
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 series) 
prepared by each of the State Statistical Bureaus 

~tional Institute of Public Finance and Policy, New Dehi. 
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(SSBs) and the other the 'comparable series' of Iiving. For meaningful inter-temporal com- 
prepared by the Central Statistical Organisation parison it is necessary to deflate and obtain 
(CSO) for all the states simultaneously. While the measures at constant prices. 
former is available both at current and constant 
~rices, the latter is prepared at current prices only. 1.2 Ranking 
  ow ever, 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 an indication of the change in standard 

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 
current and constant prices are summarised below 
(Tables I & 11) 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 used to 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 I. RANKING OF STATES BY PER CAPITA INCOME AT CURRENT AND CONSTANT PRICES PDR SELECTED YEARS 
Ws) 

At Current Prices At Constan1 (19808 1) Prices 

1967-68 1977-78 1985-86 1%7-68 1977-78 1985-86 

1 PNB(880) 1 PNB(2917) 1 PNB(4,839) 1 PNB(2.147) 1 PNB(2.643) 
2 HRY (7 86) 2 HRY(2.021) 2 MAH(4.099) 2 HRY(1.979) 2 HRY(2.412) 
3 GUJ(675) 3 MAH(1.677) 3 HRY(3,662) 3 MAH(1,794) 3 MAH(2.272) 
4 MAH(664) 4GUJ(1,626) 4 GUJ(3,062) 4 GUJ(1.737) 4 GUJ(2.062) 
5 WBL(659) 5 KAR(2.837) 5 TND(1.453) 5 TND(1.78 1 ) 

IND(1,262) 6 TND(2,802) 6 KAR(1.706) 
IND(593) 7 J&K(2,7?7) IND(1,432) 7 HPR(1.684) 

5 KAR(1.259) 
6 APR(531) 6 HPR(1.259) IND(2,745) 6 KER(1.378) iND(1~640) 
7 TND(S25) 7 WBL(1.252) 7 RAJ(1.3 14) 
8 KER(519) 8 TND(1.203) 8 WBL(2,630) 8 APR(1,289) 8 J&K(l,SOl) 
9 KAR(5 14) 9 RAJ(1,153) 9 KER(2,519) 9 MPR(1.195) 9 RAJ(1.493) 

10 RAJ(502) 10 J&K(l, 146) 10 APR(2,425) 10 KAR(1,124) 10 KER(1.464) 
11 UPR(490) 11 KER(1,141) 1 1 HPR(2,410) 11 ORS(1.086) 11 ORS(1.344) 
12 MPR(467) 12 APR(1.030) 12 ASM(2,386) 12 UPR(1.083) 12 APR(1.333) 
13 ORS(458) 13 ASM (994) 13 MPR(2.304) 13 J&K(1.069) 13 WBL(1.298) 
14 BHR(419) 14 MPR (951) 14 ORS(2,182) 14 WBL(1,042) 14 ASM(lJ26) 
15 J&K(414) 15 ORS (9 12) 15 RAJ(2.058) 15 BHR (892) 15 MPR(1.200) 

16 UPR (8%) 16 UPR(2.054) 16 UPR(1.198) 
17 BHR (759) 17 BHR(1,658) 17 BHR (963) 

Now: States are ranked in descending order of per capita inccme wi~h  the figures of per capita income within brackets. 



VOL. 5 NO. 1 INl'ER-STATE AND INTRASTATE VARIATIONS 

Ranking of the states by per capita SDP at 
current and constant prices for selected years 
show that thedisparity 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 111). 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 

constant prices than at currentprices. 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 Karnataka 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 I. 

TABLE 11. COMPARISON OF RANKING OF STATES BY PER CAPITA INCOMWCONSUMPTIONEXPEND~ 
AT 1980-81 PFUClS FORSELECTED YEARS 

(Rs) 

1967-68 1977-78 1985-86 198687 

Per Capita Per Capita P a  Capita Per Capita Pcr 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) 1 PNB(3,422) 1 PNB(1,864.%) 
2 MAH(1.794) 2 RAJ(1,174.77) 2 MAH(2,272) 2 RAJ(1,618.35) 2 MAH(2.926) 2 RAJ(1,435.10) 
3 GUJ(1,737) 3 ASM(1.044.77) 3 GUJ(2,062) 3 MAH(1293.20) 3 GUJ(2.029) 3 KER(1,392.58) 
4 TND(l.453) 4 MAH (992.22) 4 TND(1,78 1) 4 GUJ(1,166.45) 4 TND(1,925) 4 J&K(1,342.95) 

5 J&K (%6.32) 5 KAR(1,706) 5 KAR(1.903) 5 MAH(1.318.80) 
IND(1.432) 6 UPR (958.93 IND(1.100.96) 6 JBrK(1.881) 6 GUJ(1288.57) . ,  . . , . .  . 

IND(1,640) 7 uPR(1;288.54) 
5 KER(1.378) IND (913.45) 5 UPR(1.100.89) IND(1.858) 8 WBU1.282.81) . .  . . . 
6 ~ ~ ~ ( 1 , 3 1 4 j  6 I&K(1,501) 6 ~ ~ ~ ( 1 ; 0 7 8 . 0 7 )  
7 APR(1.289) 7 GUJ (9OY.97) 7 RAJ(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) 
9 KAR(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%) 10 APR(1,333) 10 WBL (99737) 10 KER(1.599) 10TND(1,245.34) 
1 I 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(lJ26) 12 MPR (960.48) 12 ORS(1.466) 12 ASM(1,176.21) 
13 WBL(1.042) 13 KER (75627) 13 MF'R(1200) 13 TND(937.74) 13 UPR(1.420) 13 MPR(1,154.13) 
14 BHR(892) 14 BHR (728.65) 14UPR(1,198) 14 BHR (888.87) 14 RAJ(1.391) 14 ORS(1,06458) 

15 BHR (%3) 15 ORS (825.29) IS BHR(l.055) I5 BHR(1,054.44) 

Note:Statcs anranked indcsccndingorderofpcrcapitaincmc/msumptimcxpcnditurc with figures ofpcrcapitaincome/cxpcndi~re 
within brackets. Due to non-availability of consumer price indices for Hima~hal Pradcsh and Hsryana, these two states do nol appear 
in thc above Tabk. 

Table I1 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 me of 
Punjab, Maharashua 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 capita income (below all India level in 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 capitain the 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 capita income 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 Karnataka. 
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 

twelve (12) in 1985-86; in terms of per capita 
consumption, it goes up in rank 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 756 in 1967-68 to Rs 1.393 in 
1986-87) at constant prices. In comparison per 
capita consumption at the all-India level 
increased from Rs 9 13 in 1967-68 to Rs 1,10 1 in 
1977-78 and Rs 1,281 in 1986-87. For Tamil 
Nadu and Karnataka 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 Karnataka) 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 - i n  some cases substantially - and any 
conclusion drawn regarding any particular state 
should be examined carefully before using i t  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 

Per Capita Income 

At Cumnt Prices At Constant (19808 I )  Prices 

1 %7-68 1977-78 1985-86* 1%7-68 1977-78 1985-86* 

Av: top 6 States(Rs) 699.10 1,693.31 3.550.29 1,747.98 2.145.98 2,475.78 
Av: bottom 6 States(Rs) 458.33 923.66 2,107.17 1,049.49 1.203.01 1,410.48 
Disparity Ratio 0.4 1 0.61 0.53 0.49 0.57 0.57 
Gini Coefficient 0.1240 0.1653 0.1464 0.1449 0.1549 
Coefficient of Variation 

0.1587 
23.26 3 1.77 28.22 26.51 28.33 3 1.17 

Per Capita Consumption 

Av: top 6 States(Rs) 482.42 1,042.8 2378.84 870.12 1.336.64 1,440.49 
Av: bottom 6 States(Rs) 85.65 766.03 1.750.82 7RO 7 8  92s R1 I ldRO(1 , - - - -  . . - -,- .". - - 
Disparity Ratio 0.23 0.35 0.30 0.30 0.37 0.23 
Gini Coefficient 0.0661 0.1071 0.0852 0.08110 0.1 128 0.0704 
Coefficient of Variation 12.29 20.21 15.49 16.28 22.67 14.35 

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

TABLE IV. PER-CAPITA INCOMWCONSUMPTION EXPENDITURE BY STATES AND ALLINDIA: 
RANKING BY ANNUAL AVERAGE RATE OF GROWTH (PER C m  IN 1960s. 1970S AND 1980S 

State 1960s State 1970s State 1980s 

1 HRY 
2 KAR 
3 ORS 
4 UPR 
5 KER 
6 J&K 

IND 

7 WBL 
8 TND 
9 PNB 
10 MAH 
11 APR 
12 BHR - 

13 GUJ 
14 MPR 
15 RAJ 

Per Capita Income 

l PNB 2.79 
2 MAH 2.62 
3 WBL 2.62 
4 GUJ 
5 KAR 
6 TND 
7 J&K 1.51 
8 APR 1.13 
9 HRY 0.94 
10 HPR 0.48 

IND 0.18 

1 I KER 0.09 
12 ORS -0.41 
13 BHR -0.44 
14 ASM -0.98 
15 RAJ -1.12 
16 MPR -1.59 
17 UPR -1.79 

l ASM 
2 TND 
3 BHR 
4 MAH 
5 PNB 
6 APR 
7 MPR 
8 ORS 
9 HRY 
lORAJ 

IND 

1 I KAR 
12 WBL 
13 J&K 
14 UPR 
15 KER 
16 GUJ 
17 HPR 

Per Capita Consumption Expenditure 

1 BHR 8.00 lRAJ 4.99 I J&K 7.7 1 
2 J&K 5.55 2 KER 4.79 2 MPR 5.4 1 
3 KAR 3.93 3 0RS 3.56 3 MAH 5.17 
4 MAH 3.64 4 TND 3.34 4 APR 3.96 
5 WBL 3.29 5 APR 2.87 5 BHR 3.94 
6 MPR 2.29 6 WBL 2.07 6 ASM 3.82 

IND 1.92 IND 1.99 IND 3.60 

7 APR 1.91 7 BHR 1.79 7 KER 3.57 
8 UPR 1.67 8 ASM 1.58 8 TND 3.32 
9 GUJ 1.09 9 MAH 1.51 9 ORS 2.82 
10 PNB 0.83 I0 GUJ 1.10 10 KAR 2.49 
11 KER 0.82 11 MPR 0.54 11 PNB 2.3 1 
12 ASM 0.35 12 UPR -0.08 12 WBL 2.30 
13 ORS 0.14 13 PNB -0.41 13 GUJ 1.61 
14 RAJ -2.1 1 14 KAR -0.54 14 RAJ 1.36 

I5 J&K -4.33 15 UPR 1.25 
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1.4. Rare 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 states ranked either at the 
toporat 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 

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 conducive to 
reduction in disparity though the trend needs to 
be sustained over some time before its 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 i s  not without outstanding 
exceptions. 

15 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 
data shows a definite pattern of development of 

TABLE V. SHARE OF DIFFERENT S E ~ R S  IN TOTAL SDP (AT 1980-81 PRICES) 
(per cent) 

states Agricuiiure Manufacturing Transportation 

Andhra Pradesh 50.14 43.26 40.42 14.07 18.75 20.25 24.36 22.84 20.94 
Assam 62.18' 56.02 41.97 16.21' 17.74 23.55 12.24' 13.55 15.25 
Bihar 59.05 45.88 47.41 22.19 26.22 22.M 11.95 16.98 12.63 
Gujarat 40.73 31.64 26.32 27.83 28.35 33.87 19.81 25.82 18.85 - -  - -  -- .- 
Havana 64.03 48.15 53.54 15.11 21.16 20.66 12.70 21.26 13.59 
Himachal Pradesh 50.78~ 47.77 45.44 26.322 19.02 19.35 8.34' 14.45 9.62 
Jamrnu & Kashmir 63.89 46.82 42.55 
Kamataka 45.45 42.42 36.19 
Kerala 52.08 39.36 35.06 
Madhya Pradesh 58.94 41.76 45.39 
Maharashtra 34.03 29.64 21.02 
Orissa 64.24 53.02 53.92 
Punjab 48.10 46.36 51.26 
Rajasthan 53.14 45.44 46.68 
Tamil Nadu 26.73 22.06 24.64 
Uuar Pradesh 57.89 43.99 46.70 
West Bengal 45.89 34.63 32.18 

India 46.86 37.85 36.50 

Note: I Refers to 1968-69,2 Refers to 1970-71. 
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TABLE V1. PER CAPITA CONSUMP~ON EXPENDITURE BY STATES AND ALLINDIA: 
RANKING BY AVERAGE LEVEL OF URBAN-RURAL DISPARITY 

At Current Prices At Constant (1980-81) Prices 

States 1960s States 1970s States 1980s States 1%0s States 1970s States 1980s 

MAH 
WBL 
ORS 
ASM 

IND 

TND 
BHR 
APR 
MPR 
KAR 
GUJ 
KER 
UPR 
RAJ 
J&K 
PNB 

WBL 
ORS 
M AH 
ASM 
MPR 

IND 

TND 
BHR 
APR 
KAR 
GUJ 
KER 
UPR 
RAJ 
PNB 
J&K 

M AH 
ORS 
WBL 
MPR 
ASM 
TND 

IND 

KAR 
BHR 
GUJ 
AP 

UPR 
RAJ 
J&K 
KER 
PNB 

WBL 
M AH 
TND 
ORS 
ASM 

IND 

BHR 
APR 
MPR 
K AR 
KER 
GUJ 
UPR 
RAJ 
J&K 
PNR 

- - 

M AH 
WBL 
ORS 
TND 
MPR 
ASM 

IND 

APR 
BHR 
KAR 
KER 
GUJ 
J&K 
UPR 
RAJ 
PNB 

---- - - 

WBL 38.04 
ORS 36.76 
MAH 34.85 
ASM 31.16 
TND 29.57 

IND 28.29 

MPR 27.33 
KAR 26.74 
BHR 26.37 
GUJ 24.62 
KER 21.% 
J&K 20.87 
APR 19.16 
RAJ 16.25 
UPR 14.74 
PNB 4.98 

- - - - 

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 ccmsumption expenditure [( (Urban-Rwal)/Urban) x 1001. 

industrial base along with growth of infra- fishery), Manufacturing (mining, manufacturing- 
suucture except for the two states of Punjab and registered and unregistered, electricity and water 
Haryana where agricultural activities still supply and construction) and Transportation 
predominate with agricultural sector contributing (transport, mde, hotels and restaurants and stor- 
more than 50 Per cent of total SDP. Structurally, age), the rates of growth separately for the three 
in states such as Jarnmu and Kashmir and Orissa, periods of 1969-70 to 1973-74, 1974-75 to 
development of transportation has been a special 1978-79, 1980-81 to 1985-86 have been 
feature. In ~ellnS of COnSUmer expenditure, the examin& along with those of the overall periods 
inkasstate Wban-rural disparity at constant prices 1967-68 to 1979-80 vs 1980-8 1 to 1985-86 to see 
has registerd a Over the period of study the extent to which the rates of growth have an 

not to a large extent. Between states, the imming mnd over the two dxades. Ag$cul- 
varies very being Jure though included, do not exactly fit  in this 

high for in the case of West patkm because of be flucwa~ons due to weather and Maharashtra - urban per capita consumer 
expenditure level almost double of rural while conditions which do not allow any meaningful 

Punjab has per capita consumer expenditure in generalisation. An examination of intra-state 

rural areas higher in urban areas in the initial coefficient of variation (CV) suggests wide 
years with greater increase in urban over the variation in sectoral rates of growth both within 
period to outstrip rnal (marginally) in the sub- states and between states --Transportation sector 
sequent years. having the lowest figures of CV both within states 

Alternative way of looking at the intra-state and between states. Without going into details the 
structural shift is through the sectoral rates of states have been grouped into those showing 
growth. Considering the three sectors of Agri- increasing trend in sectoral rates of growth and 
culture (agriculture, livestock, forestry, and vice versa. 
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(per cent) 

Agri- Manufac- Trans- Per Capita 
cullure tumg Pofi SDP 

Increasing Trend APR APR APR APR 
ASM 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 TND PNB 
WBL UPR TND 

WBL 

Decreasing Trend 

No Trnd 

GUJ GUJ HRY GUJ 
HPR KAR WBL J&K 
J&K KER HPR KAR 
K AR ORS KAR 
MAN WBL ORS 

PNB 

KER HRY UPR MPR 
UPR HPR R AJ 

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 showsgrowth 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 
per capita 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 todraw moredefinite 
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 
s.tates 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- 
duresadopted by them aredependent 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 (e.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 1980-8 1 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, results 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 
as well 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 be~ause 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 

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, 
though the comparable series of SDPareavailable 
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' data as a 
single series and undertake the analysis. The 
results of the analysis are therefore presented for 
two separate sub-periods (1967-68 to 1979-80 
and 1980-81 to 1985-86). Secondly, 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 eliminated 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 then used 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 complete series beginning 
1947-48' has been revised). Theold 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 1970-7 1 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 SDP at 1980-8 1 
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 estimatesat current 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 alsobecome 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 capita income being higher~lower than 
the all-India level remains unchanged. Thus 
Punjab, W a n a ,  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, 
MadhyaPra&sh,Orissaand Bihar have remained 
economically less developed with per capita 
incomes lower than all-India throughout the 
period, though their inter-se ranking amongst 
states has not remained unchanged over the period 

except for Bihar which has remained at the 
bottom. West Bengal and Assam changed for the 
worse over the periodof study. Assam which was 
just below all-India level in 1968-69 (no estimate 
available for 1967-68) has come down substan- 
tially to be ranked seventeen in  1980-81 with 
marginal improvement to twelve in 1984-85 and 
thirteen in 1985-86. West Bengal changes from 
just above 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 all-India average throughout. 

Considering the series at constant prices, it is 
possible to say more firmly that Kamataka and 
TamilNadu have registered substantial growth to 
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 in ranking. This shift is substantid 
and West Bengal has at constant prices arank just 
above Bihar and below all other states. However, 
over the period West Bengal improves its 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 prices has 
not been uniform 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 30per cent for these two states against 18.7 
per cent for West Bengal. During the eighties the 
fluctuations in prices Rave 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 
capita income or therelative range is likely to have 
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 
a ratio of the all-India level shows that the ratio 
has increased continuously over the period. At 
current prices the change is from 0.4 1 in 1967-68 
to 0.69 in 1979-80 and slight fall thereafter to 
reach0.53 in 1985-86. Atconstantprices, theratio 
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 acornparison 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 riseboth at current and constant 
prices upto 1979-80 and declines somewhat 
thereafter though the absolute value of the coef- 
ficient in 1985-86 is higher than in 1967-68. The 
change inGini 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 

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 5 and 6). Similar to the 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 Madh ya Pradesh with CV values as 1 9 1 -38 for 
Karnataka and -4,382.92 for Bihar (Table 5). Over 
the subsequent six years ending 1985-86, the 
variation in growth rates is equally 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 either 
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 onehas togo back 
much further into the past to 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 
drawing any definiteconclusion. Nevertheless, an 
examination of the sectoral rates of growth makes 
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it very clear that except 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 
eachof these 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, 
it can be concluded that over the last twodecades, 

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 counUy 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 
resuIts 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 statelall 
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 individual 
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 1980-8 1 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 1960-6 1 
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 
deflqted by this urban cost of living indices (base 
1980-8 1) to derive the corresponding constant 
price estimates. The overall statelall 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 I. 

Substantial work has been undertaken by 
Minhas et a1 [1988,1990,199 11 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 
Qccupational groups referred to above i.e. for 
agricultural labour, industrial workers and non- 
min~al 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 urbanlrural 
areas. One could consider the question of using 

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 
Household 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 nual and urban 
populstion 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 
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on the overall trend is not known, Also, no such Pradesh) and Assam coming down. 
factor influences the urban cost of living indices. To look at the problem from a different angle, 
Moreover since the primary purpose of the current the growth rates of PCCE of the states have been 
analysis is a study of inter-state differentials and studied next (Appendix J). The fact that some 
not comparison of absolute levels of per capita under-developed states are growing as fast as or 
expenditure (unlike for example, incidence of even faster than the developed states (see Tables 
poverty) the use of readily available official price 1 1 and 12 on growth rates) is not enough toreduce 
series was preferred and their use is not expected the gap between the top and the bottom, because 
to affect the overall conclusions. arithmetically, reduction in gap depends not only 

on the difference in rates of growth of different 
3.2 Inter-state Disparity in Standard of Living states but also on the initial extent of the gap. 

Consider for example, the gap in PCCE at con- 
The actual data on PCCE have been presented stantpricesbetween the top-moststatepunjaband 

in Appendix (H. 1 - H. 3) while Tables (9.1-9.3, themost backward state Bihar. In 1966-67thegap 
10.1-10.3) either rank them in descending order was Rs 701.88 and in 1987-88 it goes up to Rs 
or present the results as indices with all-India = 833.23. Thus, inspiteof Bihar havinga higherrate 
100. of growth (on the average) the gap in PCCE 

A close look into the results highlights the fact between the well off state Punjab and backward 
that the gap in PCCE between states when com- state Bihar has widened. A little further investi- 
pared to the state with highest PCCE has reduced gation shows that the gap between Punjab and 
significantly in case of a few states, e.g., Kerala Kerala has however reduced from Rs 673.88 in 
and Andhra Pradesh. However, in majority of the 1966-67 to Rs 479.59 in 1987-88. This is due not 
cases the gap has remained more or less the same only to the fact that Kerala's rate of growth of 
as in the initial year. Thus in case of states with PCCE was substantially higher than that of 
highest and lowest PCCE i.e. Punjab and Bihar Punjabbut because the initial gap was not as much 
respectively, in the initial year (1966-67) Punjab as in the case of Bihar. As a result, Kerala has 
has PCCE at constant prices 1.96 times that of improved its ranking. This is not true of Bihar. 
Bihar and in 1987-88 the ratio has remained Similar analysis can be undertaken with data at 
almost the same (1.8 times). cwrent prices. It should however be remembered 

Ranking the states in descending order of levels that state wise levels of PCCE at current prices is 
of PCCE (rural urban combined) at constant only a rough measure of the standard of living of 
prices gives the fust five states in 1966-67 as the people in different states since there exists a 
Punjab, Rajasthan, Assam, Maharashtra and wide diversity not only in the absolute levels of 
Jammu and Kashmir. Though their respective pricesbetweenstatesbutalsoin thenatureofprice 
ranks have differed marginally over the period behaviour over time. An attempt at comparing the 
(1966-88). in 1987-88 the same states (except states on the basis of PCCE at current prices is 
Assarn) have had the fust five positions with the over simplified and does not depict the me 
fourth place being occupied by Kerala. Among picture of the gap. The variations in PCCE at 
the five states ranked lowest in 1966-67 (Andhra constant prices should therefore be taken as a 
Pradesh, Karnataka, Orissa, Kerala and Bihar) better measure of disparity across states over time. 
there has been significant improvement in stan- In the results presented in Table 13, Coefficient 
dard of living of Andhra Pradesh and Kerala while of Variation (CV) of PCCE at constant prices have 
Assam has joined rank as one of the lowest five higher values and wider fluctuations than at 
from the top position in the earliest period. The current prices. However, inter-state comparison 
relative position of the rest remained unaltered in of levels of living even for a point of time implies 
1987-88. In other words there has been hardly any comparison in terms of values of PCCE which 
shift in the inter-se position of the states over the have inherent within the measure, the effect of 
twodecades under analysis except for one or two variations in absolute levels of prices between 
states moving to the top (Kerala and Andhra states. Such analysis cannot therefore be totally 
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meaningful even if measures at constant prices is no definite indication of trend, disparity mea- 
are compared and inter-temporal differences in sured in terms of CV, shows some rise at current 
price behaviour i.e. effects of differential rates of prices - both for urban-rural combined and rural 
inflation between states are eliminated. For a with a fall in urban. At constant prices on the other 
more meaningful inter-state comparison of hand, there is a general indication of fall in 
absolute levels of PCCE it will be necessary to disparity as measured through CVs. The absolute 
undertake an exercise similar to International level of CV at current prices has consistently been 
Comparison Project (at the national level) and lower than at constant prices in each of the Years 
work outpurchasingpower parity between states. of study except the last two Years. In the last two 
Using these purchasing power parities, values of years the CV at current prices were higher than at 
WCE at all-she average prices will need to be C0nSfa"t prices. This Suggests a variation in the 
worked out before more realistic and meaningful behaviourof prices between States and a reduction 
measure ofinter-state disparity can be attempted. in inter-state disparity when measured at current 

In the absence of such results, as a measure of prices. 
d i s w t y  in standard of living among slates he TO understand the exact nature of the influence 
coefficient of ,,ariation (CV) in P ~ C E  (Rural of differences in prices among states on the CV 

combined as well as Rural and Urban of PCCE of states a regression of CV of PCCE at 
separately) at cment/constant base (1980-81) prices has been run On CV of prices 

have b e n  out for each of the (CVP). The results give a negative 
between CV of PCCE (atcurrent prices) and CVP, 

and presented 3). The CVs show with regression coefficient significant at -05 level. 
no definite trend though there is some tendency 

The regression coefficient of CVP is -0.3861 and 
reducing the disparity after 1977-78. The CV the intercept parameter is 12.0874. This implies 

both at c m n t  and constant prices have shown thst seater the degree of vhation in prices 
fluctuations starting from 19.34 at constant prices mong states lesser is the in levels of (14.29 in current prices) in 1966-67 reaching a consumpion at cumnt prices. This can also be 
maximum of 22.67 in constant prices (20.81 in explained by a canparisrm of price behaviow 
current prices) in 1977-78 and a minimum level between the better off states and the worse-off 
of 14.10 (12.19) in 1973-74. It should however It is seen that the worse off afe 
be mentioned that the year of minimum variation associated with higher rates of inflation as 
i.e. 1973-74 was an abnormal year to the extent pared to the better off states I). The 
that several the states at the top (e.g. Punjab, annual rates of growth of price indices for the top 
the topmost) in PCCE- Thus for five and bottom five states have been worked out 
Punjab PCCE at constant prices was reduced to a and the annud growth of price indices 
level ofRs 1,537.14 in 1973-74 from Rs 1,716.37 five states isseen to be higherduring 
in 1972-73 implying a fall of 10.44per cent in 1967-68 and 1973-74 as to that of the 
1973-74 over 1972-73. Similarly, Jammu and top five states. nus one may argue that the cv 
Kashmir ranked third in descending order of of PCCE in these years has fallen partly due to 
PCCE also experienced a fall in 1973-74 over this nature of price changes which reduces the gap 
1972-73. However the states appearing at the in PCCE between sum. 
bottom in inter-state ranking viz., Orissa, Andhra The CVs of PCCE at both current and constant 
Pradesh and Kerala experienced positive rates of prices in rural mas show a pattern simila to the 
growth over the same period. This obviously urban-mal combined though in rural areas the 
reduced the gap in the level of PCCE between the absolute values of the coefficients are somewhat 
states in this particular year. Thus the fall in CV higher. Also, for rural areas CVsat constant prices 
to a minimum level in 1973-74 should not be are higher than those at current prices but 
interpretedasagenuine improvementin thelevels decreases over the period to reach a level lower 
of living of the people in the backward states in than the current price value by the end of the 
absolute term. Generally speaking, though there period of study (in the last two years). In the case 
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of urban areas the CV at current prices have shown 
a marginally higher level of disparity in standard 
of living than at constant prices. This is again 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 16.1 1 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 a minimum of 9.27 in 1983 increasing 
slightly thereafter. Thus, inter-state disparity in 
standard of living in urban areas is not only lower 
than in rural areas but also of the same order in 
current 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). As in 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 resultsshow 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 
to decrease 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 that in 
the rural areas (ii) The results obtained from the 
exercise taking the urban-rural combined data can 
beexplained more by the results of the ma1 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 

of urban areas as is seen from the differences in 
the values of CV at constant 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 an average, 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- 
statelintra-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 in per 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 1950-8 1 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 1980-8 1 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. If one tries toexamine 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 to 2.32 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 
[ 19891 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 nual share of 
each industry 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, 
1 l August 1990, these authors argue on the basis 
of several indicators that the urban-rural disparity 
has decreased. NCAER Survey of 1987-88 also 
reveals significant 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 inn-state disparity in standard 
of living therefore, urban-rural disparity indices 

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 a rise 
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 
eighties. The intra-state urban-ma1 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 
to 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 bend has been a fall in 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 theeffect ofprices 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 
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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 latter 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 areas 
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 incomelexpendituri3 
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 

states in descending order on the basis of average 
rateof 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 i n  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 f i s t  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 not affected 
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 products like "liquor and 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 Pradesh and 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 1980-8 1) also 
fell by 7.52 per cent . This is mainly due to 
improvement in food situation and theconsequent 
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 
i n  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 for overall 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 C V  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 i n  1967-68. Urban real per capita 
expenditure has generally increased less than in 
rural areas ranging between 0.50 per cent for 
Bihar and 2.69 per cent i n  Jamrnu and Kashmir. 
The corresponding range for rural areas has been 
0.36 per cent in Rajasthan and 3.97 per cent in 
Kerala. This is an 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 overall average 
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 

fluctuations between -14.75 and 16.02 within a 
range of -17.22 to 29.84) to 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 to a small rise of 1.13 
per cent in 1969-70. In terms of annual changes 
whereas fall in 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. 

CONCLUSXON 

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 Kashrnir. 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 Jamrnu and Kashrnir a reasonable 
growth in output is also recorded thus raising its 
rank in inter-state comparison over the period of 
study. This is not equally m e  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 indisate a lower level of inter- 
state disparity in levels of living than in actual 
output and lower in urban areas than 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 
well as in their behaviourover time. In this context 
it is 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 

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 a t  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, Government 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 to 1980-81 but the indices are shown 
to beconstant. Thus fortheperiod 1%7-68 to 1979-80. Mining 
and Quarrying has a constant implicit price index of 104.17 
(1980-81=100), Manufacturing Pegistered) 124.84. Man- 
ufacturing (Unregistered) 100.37, Construction 92.35. 
Transportation h w e e n  103.1 1 and 130.51. Banking and 
Insurance 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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TABLE 3. RANKING OF TOP AND BOTTOM STATES BY PER CAPITA INCOME AND INTFR'STATE D I S P A ~ E S :  
ATCURRE~I' FRICES 1967 68,1980.81 AND 1985-86 

1967-68 1980-81 1985-86 
-. 

Sute Per Capita State Rr Capita Stale Per Capita 
Income Income Income 

fRs) fRsl IRsl 

AT CURRENT PRICES 

A. SIX TOPMOST STATES 

PNB 8 80 PUN 2.891 PUN 4,839 
HRY 785 MAH 2.453 MAII 4,099 
GUJ 675 HRY 2.314 IIRY 3,662 
MAH 644 GUJ 2.042 GUI 3,062 
WBL 659 J&K I , ~ I  KAR 2,837 
APR 531 KAR 1,725 T h B  2,802 

B. SIX BOlTOMMOST STATES 

RAJ 
UPR 
MPR 
ORS 
BHR 
JBrK 

MPR 
UPR 
ORS 

458 RAJ 
419 ASM 
414 BHR 

ASM 
MPR 
ORS 
RAJ  
UPR 
BIIR 

AVERAGE 17 STATES 
PER CAPlTA INCOME(Rs) 
DISPARrIY RATIO 
G I N  COEFFICIENT 
CV 
STD 

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

 TABLE^. RANKINGOPTOPANDBOT~OM STATESBY &R CAPITA INCOME AND ~~TER-STATE D L S P A ~ E S :  
AT CONSTANT (198081) PRlcWi 1967-68.198481 AND 1985-86 

1 %7-68 198G81 1985-86 

State Per Capita Slate Per Capita State Per Capita 
Income Income Income 

(Rs) (Rsl (Rsl . . . . . . 

AT CONSTANT (1980-81) PRICES 

A. SIX TOPMOST STATES 

PNB 2.147 PNB 2,891 Phi? 3,422 
HRY 1.979 MAH 2.453 MAH 2.926 
MAH 1.794 HRY 2,314 HRY 2.619 
GUJ 1.737 GUJ 2,042 GUJ 2,029 
TND 1,453 J&K I ,771 TND 1,925 
KER 1.378 KAR 1.725 KAR 1.903 

B. SIX BOTTOMMOST STATES 

KAR 1,124 MPR 1.395 KER 1599 
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 RA J 1.391 
BHR 892 BHR 883 BHR 1.055 

AVFllAGE 17 STATES 
PER W l T A  INCOME(Rs) 1,372 1,667 1,873 
DISPARlTY RATIO 0.51 0 58 0 57 

- - - -  

Note: (A) The avaa eof  17 Statw excludes All India (B) The Dupanty Ratio Obtalncd from the avaage of SIX Topmost Sum m the Rank 
Minus the avaa c of rx Bo-most States as a Ratio of the avaagc of 17 States (C) C h i  Cocfficlent a rneasud taking the 17 Statcs and 
their average. C 8  and STD also use the data for 17 States only. 
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TABLE 6. STATES RANKEDBY RATES OF GROWTH OF SELFI~TED SECTORS AND PER CAPITA hCOME 196748 TO 198586 

1967-68 TO 1979-80 1980-81 TO 1985-86 

Six Topmost States Six Bottommost States Six Topnost States Six Bottommost States 
in Tenns of in Terms of in Terms of in Terms of 

Growth Rates Growth Rates Growth Rates Growth Rates 

State Growth State Growth Sute Growth State Growth 
Rate (%) Rate (%) Rate(%) Rate (%) 

A. Per Capita Income KAR 3.46 HPR 0.48, ASM 5.65 WBL 1.49 
J&K 2.83 ASM 0.43** TND 5.05 J&K 1.27 
WBL 2.59 KER 0.43 BHR 3.67 UPR 1.04 
MAH 2.54 BHR -0.12 MAH 3.60 KER 0.19 
GUJ 2.40 UPR -0.23 PNB 3.52 GUJ 0.10 
ORS 1.66 MPR -1.57 APR 3.23 HPR 0.04 

Average of 17 States 
Growth Rate(%) 1.19 
C. V. 106.77 
STD 1.27 

- - -  - - -- -- - - - - - - -- - -- - - - 

B. Agriculture GUJ 7.56 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 4.11 BHR 12 RAJ 5.23 KER 0.19 
PNB 3.39 UPR -0.01 BHR 5.01 HF'R 0.14 
J&K 3.12 MPR -1.39 ORS 4.68 GUJ -2.77 

Average of 17 Stales 
Growth Rate(%) 2.53 
C.V. 84.73 
STD 2.15 

C. Manufacturing WBL 9.66 GUJ 4.47 ASM 27.57 KAR 4.64 
HRY 6.87 ASM 4.45 J&K 10.59 HPR 3.73 
J&K 6.83 BHR 3.34 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 
GmMh Rate(%) 4.82 
C.V 44.64 
STD 2.15 

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 2.51 MAH 7.71 WBL 3.86 
ORS 8.50 AF'R 2.09 APR 7.55 PNB 2.69 

Average of 17 States 
Growth Rate(%) 6.59 
C.V. 58.62 
STD 3.86 

Notc : * Covers from 1970-71 to 1979-80, ** Covers from 1%8-69 to 1979-80 
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TABLE 9.1. RANKING OFSTATES IN DESCENDING ORDER ACCORDING TO P m  CAP~TA ANNUAL C O N S U ~ O N  EXPENDITURE 
(RURALURBAN COMBINED) 

AT CURRENT PRICES 

-- 

PNB 
ASM 
RAJ 
J&K 
M AH 
UPR 
WBL 
IND 
GUJ 
MPR 
APR 

KAR 
TND 
BH* 
ORS 
KER 

PNB 
ASM 
RAJ 
J&K 
WBL 
MAH 
UPR 
IND 
BHR 
GUJ 
KAR 
MPR 
TND 
APR 

O R 9  
KER 

PNB 
RAJ 
ASM 
J&K 
M AH 
KER 
GUJ 
IND 

WBL 
TND 
UPR 
K AR 
APR 

MPR 

BHR 
ORS 

PNB 
RAJ 

M AH 
ASM 
WBL 
J&K 
IND 
GUJ 
APR 
MPR 
TND 
UPR 
BHR 

K AR 
KER 
ORS 

PNB 
J&K 
MAH 
ASM 
WBL 
GUJ 
KAR 
IND 
RAJ 
KER 
APR 
UPR 
MPR 

BHR 
TND 
ORS 

PNB 
RAJ 
GUJ 
M AH 
J&K 
KAR 
IND 
WBL 
KER 
MPR 
UPR 
ASM 
BHR 

APR 

TND 
ORS 

PNB 
RAJ 

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

UPR 
ORS 

PNB 
RAJ 
M AH 
GUJ 
J&K 
KER 
IND 
APR 
K AR 
TND 
UPR 

WBL 
MPR 

ASM 

BHR 
ORS 

PNB 
KER 
M AH 
J&K 
RAJ 
KAR 
TND 
GUJ 
IND 
APR 
WBL 

ASM 
UPR 

MPR 

ORS 
BHR 

PNB 
KER 
J&K 
MAH 
RAJ 
GUJ 
WBL 
TND 
IND 
APR 
K AR 
UPR 
ASM 

MPR 
ORS 
BHR 

PNB 
KER 
J&K 
MAH 
RAJ 
GUJ 
TND 
IND 
APR 
WBL 
KAR 
ASM 
MPR 

UPR 
BHR 
ORS 

PNB 
RAJ 
ASM 
M AH 
J&K 
UF'R 
IND 
GUJ 

WBL 
MPR 
APR 
KAR 
ORS 

KER 
BHR 

PNB 
RAJ 
J&K 
ASM 
M AH 
GUJ 

IND 
KAR 
APR 
WBL 
ORS 
UPR 
KER 
MPR 
BHR 

PNB 
RAJ 
J&K 
M AH 
TND 
UPR 
GUJ 
IND 
ASM 
MPR 
APR 
KER 
KAR 
WBL 
BHR 
ORS 

PNB 
J&K 
M AH 
RAJ 
ASM 
WBL 
UPR 
IND 
GUJ 
KAR 
TND 
BHR 
MPR 
APR 
KER 
ORS 

PNB 
J&K 
MAH 
RAJ 
ASM 
UPR 
KAR 
GUJ 

IND 
WBL 
TND 
APR 
MPR 
BHR 
KER 
ORS 

PNB 
RAJ 
J&K 
M AH 
GUJ 
KAR 
UPR 
IND 
WBL 
TND 
ASM 
MPR 
BHR 

KER 
APR 

ORS 

PNB 

RAJ 
MAH 

TND 
ASM 
WBL 
IND 
GUJ 

J&K 
UPR 

KAR 
KER 
APR 

MPR 
BHR 
ORS 

PNB 
RAJ 

M AH 
GUJ 

IND 
UPR 
KER 
J&K 
APR 
KAR 

WBL 
ASM 
MPR 
TND 
BHR 

ORS 

AT CONSTANT (1980-8m.BZCES 

F?!B 
RAJ 

M AH 
KER 
J&K 
GUJ 
APR 
KAR 
IND 

WBL 
TND 
UPR 
ASM 

MPR 
. ORS 

BHR 

PNB 

ZzYJ 
KER 
J&K 

MAH 
GUJ 
UPR 
WBL 

IND 
APR 
TM) 

KAR 
ASM 
MPR 
ORS 
BHR 

PNB 
J&K 

XP-J 
KER 
M AH 
APR 
IND 
GUJ 

TND 
WBL 
UPR 
MPR 
KAR 

ASM 
BHR 
ORS 

Note: TND at cmsunt prices not shown for the yean 1%6-67 & 1967-68 due to nm-availability of rural cost of living indices. 
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AT CURRENT PRICES 

PNB 
RAJ 
ASM 
J&K 
UPR 
IND 
MPR 
K AR 
APR 
BHR 
GUJ 
WBL 
TM) 

MAH 
ORS 
KER 

PNB 
ASM 
RAJ 
J&K 
UPR 
IND 
BHR 
WBL 
K AR 
MPR 
GUJ 
M AH 
APR 
ORS 
TM) 

KER 

PNB 
RAJ 
J&K 
ASM 
KER 
GUJ 
IND 
UPR 

MAH 
APR 
KAR 
MPR 
TND 
WBL 
BHR 
ORS 

PNB 
RAJ 
J&K 
ASM 

IND 
APR 
GUJ 
UPR 
MPR 
BHR 
MAH 
WBL 
TND 
KAR 
KER 
ORS 

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

PNB 
RAJ 
GUJ 
J&K. 
KAR 
IND 
KER 
UPR 
ASM 
M AH 
BHR 
MPR 
APR 
WBL 
TND 
ORS 

PNB 
RAJ 
BHR 
KER 
GUJ 
IND 
KAR 
M AH 

J&K 
ASM 
UPR 
APR 
MPR 
TND 
WBL 
ORS 

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

QXS 

PNB 
KER 
J&K 
RAJ 

KAR 
APR 

ASM 
GUJ 
IND 
TM) 

MAH 
WBL 
UPR 
MPR 
ORS 

BHR 

PNB 
KER 
J&K 
RAJ 

GUJ 
APR 
IND 
TND 
ASM 

WBL 
UPR 
MAH 
K AR 

m 
BHR 
ORS 

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

ORS 

AT CONSTA?qSi' (1 980-81) PRICES 

PNB 
RAJ 
ASM 

-WR 
J&K 
GUJ 
IND 
MPR 
AF'R 
MAH 
KAR 
ORS 
WBL 
BHR 
KER 

PNB 
RAJ 
5&K 
ASM 
GUJ 
ORS 
MAH 
APR 
KAR 
IND 
UPR 
KER 
MPR 
WBL 
BHR 

PNB 

3AJ 
J&K 
UPR 
GUJ 
IND 
KER 
ASM 
MAH 
MF'R 
APR 
TND 
BHR 
KAR 
ORS 
WBL 

FNB 
J&K 
RAJ 
ASM 
UPR 
BHR 
IND 

MAH 
GUJ 
MPR 
WBL 
KAR 
APR 
TND 
ORS 
KER 

PNB 
J&K 

UPR 
ASM 
RAJ 

M AH 
IND 
GUJ 
KAR 
MPR 
APR 
BHR 
TND 
WBL 
KER 
ORS 

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

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

PNB 
RAJ 
MAH 
UPR 
KFR 
GUJ 

IND 
J&K 
APR 
KAR 
ASM 
MPR 
WBL 
BHR 
ORS 
TND 

PNB 
RAJ 
KER 
J&K 
Am 
UPR 

GUJ 
ASM 
IND 
KAR 
MAH 
MPR 
TND 
WBL 
ORS 
BHR 

PNB 
RAJ 
KER 
J&K 
UPR 
APR 
GUJ 
IND 
ASM 
m 
WBL 

MAN 
KAR 
MPR 
BHR 
ORS 

PNB 
J&K 
RAI 
KER 
APR 
IND 

MAH 
UPR 
ASM 
GUJ 
MPR 
KAR 
TND 
W B L  
BHR 
ORS 

-- - 

Note: TND at constant prices na shown for the yean 1%6-67 & 1%7-68 due tonon-availability of ruralcost of living indices. 
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TABLE 9.3. RANWO OPSTATES IN DESCENDIN0 ORDER ACCORDING M 

PER CAPITA ANNUAL CONSUMPTION EXPENDITURE (URBAN) 

AT CURRENT PRICES 

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

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

ASM 
WBL 
M AH 
PNB 
TND 
ORS 
RAJ 
IND 
APR 
MPR 
BHR 
KAR 
UPR 
GUJ 
J&K 
KER 

M AH 
ASM 
WBL 
PNB 
ORS 
IND 
APR 
BHR 
RAJ 
MPR 
KAR 
GUJ 
KER 
TM) 

UPR 
J&K 

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

PNB 
MAH 
WBL 
RAJ 
IND 
ORS 
MPR 
ASM 
BHR 
KER 
K AR 
GUJ 
APR 
TND 
UPR 
J&K 

PNB 
WBL 
M AH 
ASM 
IND 
ORS 
KER 
RAJ 
BHR 
GUJ 
K AR 
MPR 
APR 
TND 
UPR 
J&K 

PNB 
M AH 
GUJ 
WBL 
IND 
RAJ 
ASM 
APR 
MPR 
J&K 
K AR 
ORS 
TND 
BHR 
KER 
UPR 

PNB 
M AH 
KER 
WBL 
KAR 
IND 
TND 
GUJ 
RAJ 
J&K 
ASM 
APR 
ORS 
MPR 
BHR 
UPR 

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

MAH 
J&K 
PNB 
ASM 
KER 
IND 
WBL 
TND 
GUJ 
RAJ 
MPR 
APR 
ORS 
K AR 

BHR 

AT CONSTANT (1980-81) PRICES 

ASM 
MAH 
W B L  
PNB 
IND 
RAJ 
MPR 
ORS 
GUJ 
UPR 
APR 
J&K 
TND 
KER 
BHR 
KAR 

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

TM) 

MAH 
ASM 
WBL 
RAJ 
PNB 
ORS 
IND 
APR 
MPR 
BHR 
J&K 
K AR 
UPR 
GUJ 
KER 

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

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

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

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

PNB 
M AH 
GUJ 
IND 
RAJ 
WBL 
ASM 
J&K 
APR 
MPR 
KAR 
TND 
ORS 
KER 
BHR 
UPR 

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

PNB 
WBL 
RAJ 

MAH 
KER 
J&K 
IND 
ASM 
ORS 
TM) 

GUJ 
APR 
MPR 
KAR 
BHR 
UPR 

PNB 
ASM 
MAH 
J&K 
KER 
WBL 
IND 
R AJ 
TND 
MPR 
GUJ 
APR 
ORS 
KAR 
UPR 
BHR 
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TABLE 10.1. PER CAPITA CONSUMPTION EXPENDITURE BY STATES AND ALL INDIA: INDEX ( A U  mDIA = 100) 

(RURALURBAN COMBINED) 

STATE 1%6-67 1%7-68 1%8-69 1%9-70 1970-71 1972-73 1973-74 1977-78 1983 1986-87 1987-88 

AT CURRENT PRICES 

APR 
ASM 
BHR 
(;UJ 
J&K 
KAR 
KER 
MA11 
MPR 
ORS 
PNB 
RAJ 
TND 
UPR 
WBL 
IND 

78.45 82.98 83.22 81.50 79.52 80.19 79.65 74.84 79.74 79.10 79-06 
RANGE TO TO TO TO TO TO TO TO TO TO TO 

136.62 132.13 153.67 145.70 154.34 161.78 136.21 155.22 139.87 139.91 138.77 

AT CONSTANT (1980-81) PRICES 

APR 91.52 99.31 94.02 92.04 93.34 88.15 92.87 93.63 102.28 98.79 100.72 
ASM 114.38 116.74 95.14 107.48 106.30 95.90 103.64 87.48 94.61 91.81 93.19 
BHR 79.77 79.79 87.17 94.03 86.29 92.07 90.94 80.74 77.61 82.31 81.01 
GUJ 99.62 104.16 103.25 97.48 100.93 105.06 97.67 105.95 103.05 100.58 97.57 
J&K 105.79 117.66 121.84 117.78 125.90 109.44 97.18 94.84 104.05 104.83 112.92 
KAR 88.53 99.35 93.51 94.43 101.68 103.77 95.36 93.56 102.06 93.33 94.24 
KER 82.79 91.18 93.86 79.42 85.59 91.28 94.89 97.92 106.67 108.70 107.86 
MAH 108.62 114.06 110.30 114.63 115.16 107.50 107.05 117.46 107.69 102.94 107.74 
MPR 93.08 90.05 94.56 93.38 93.15 95.03 90.94 87.24 93.06 90.09 94.31 
ORS 83.25 94.99 77.84 78.68 78.69 78.51 84.62 74.% 78.90 83.10 80.21 
PNB 156.61 146.79 155.57 149.70 160.27 165.89 147.16 160.13 152.32 145.57 144.28 
RAJ 128.61 130.58 125.65 114.26 108.26 121.12 115.72 147.00 121.61 112.02 110.38 
TND NA NA 107.77 94.11 94.38 98.35 104.93 85.17 97.36 97.21 96.73 
UPR 104.98 94.67 106.86 101.13 105.81 100.55 95.92 99.99 97.02 100.58 94.61 
WBL 98.44 98.78 91.07 101.83 98.02 99.20 101.61 90.59 97.85 100.13 96.73 
IND 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 

79.77 79.79 77.84 78.68 78.69 78.51 84.62 74.% 77.61 82.31 80.21 
RANGE TO TO TO TO TO TO TO TO TO TO TO 

156.61 146.79 155.57 149.70 160.27 165.89 147.16 160.13 152.32 145.57 144.28 
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TABLE 10.2. PER CAPITA CONSUMPTION EXPENDITURE BY STATES AND ALL ~ D I A :  INDEX (ALL. INDIA = 100) 

(RURAL) 

STATE 1966-67 1%7-68 1%8-69 1%9-70 1970-71 1972-73 1973-74 1977-78 1983 1986-87 1987-88 

AT CURRENT PRICES 

APR 94.30 91.20 94.53 99.54 97.28 94.02 95.59 101.12 102.62 
ASM 119.19 124.34 112.86 108.62 114.05 98.46 98.15 85.57 100.49 
BHR 93.92 99.88 89.46 96.97 93.88 97.35 105.66 83.39 83.37 
GUJ 93.82 93.86 103.72 99.08 103.77 122.16 102.79 102.05 100.24 
J&K 116.38 112.19 114.51 111.64 127.07 113.75 98.55 105.76 114.96 
KAR 94.79 95.60 93.75 89.57 101.39 105.22 98.70 94.27 103.90 
KER 79.48 85.45 108.50 89.54 102.29 99.69 104.41 107.74 129.12 
MPR 95.70 95.12 93.51 97.06 93.12 96.22 95.06 86.99 89.39 
MAH 92.33 91.80 96.25 95.73 103.06 98.18 98.60 111.58 98.21 
ORS 84.79 90.54 84.71 82.71 81.73 82.61 80.48 76.16 87.82 
PNB 148.87 138.95 169.90 155.19 164.23 176.32 142.44 166.05 151.64 
RAJ 120.19 115.03 123.34 118.90 100.23 122.83 120.75 157.85 112.94 
TND 92.52 88.65 90.18 92.45 84.91 89.08 90.06 91.93 99.80 
UPR 107.28 105.21 99.40 97.98 99.35 99.53 96.81 97.26 92.92 
WBL 93.79 97.69 89.67 94.70 94.36 90.86 89.61 86.04 93.01 
IND 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 

79.48 85.45 84.71 82.71 81.73 82.61 80.48 76.16 83.37 81.03 80.65 
RANGE TO TO TO TO TO TO TO TO TO TO TO 

148.87 138.95 169.90 155.19 164.23 176.32 142.44 166.05 151.64 150.19 154.45 

APR 93.95 101.15 92.53 91.68 93.67 88.81 93.25 93.48 105.88 101.67 104.93 
ASM 121.00 125.03 98.73 113.25 111.73 102.80 109.19 90.79 100.66 96.10 96.18 
BHR 85.25 83.51 90.81 100.02 90.44 98.01 95.33 83.69 80.38 85.23 86.57 
GUJ 100.02 103.07 106.97 97.60 99.65 107.76 97.12 101.51 101.65 101.64 96.07 
J&K 114.27 125.87 132.01 129.09 138.59 119.56 100.02 95.68 108.51 108.31 117.60 
KAR 90.01 100.95 90.47 91.83 99.34 105.18 93.20 91.56 99.65 91.51 94.00 
KER 84.83 97.40 99.49 79.25 86.35 93.31 99.16 102.59 110.72 113.72 112.13 
MPR 96.43 93.08 95.84 96.12 94.60 96.53 92.95 87.12 95.05 90.47 95.19 
MAN 93.67 101.17 98.04 97.98 100.97 88.66 93.82 109.20 98.64 93.81 99.71 
ORS 89.69 101.43 79.84 80.68 81.75 81.73 87.10 76.59 80.92 83.34 81.37 
P N B  179.22 160.37 176.29 162.76 174.07 183.74 157.33 174.58 166.88 152.82 158.35 
RAJ 142.92 141.11 133.75 122.13 110.32 129.28 123.00 165.37 130.81 114.61 116.39 
TND N A  NA 9233 85.71 88.69 96.33 101.85 75.81 92.74 94.36 93.09 
UPR 114.28 99.19 114.17 108.99 114.64 108.86 102.21 107.33 103.65 107.31 98.64 
WBL 89.34 87.59 78.72 92.27 88.41 92.56 93.52 84.22 91.26 94.04 92.59 
IND 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 

84.83 83.51 78.72 79.25 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 

179.22 160.37 176.29 162.76 174.07 183.34 157.33 174.58 166.88 152.82 158.35 
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STATE 196667 1%768 1%8-69 1969-70 1970-71 1972-73 1973-74 1977-78 1983 1986-87 1987-88 

AT CURRENT PRICES 

AF'R 83.83 90.48 9652 94.62 93.23 88.93 9227 96.95 93.57 92.17 92.14 
ASM 135.70 131.17 121.48 120.10 121.55 95.93 102.80 98.21 93.89 98.70 108.00 
BHR 87.45 98.84 95.87 93.57 96.54 94.60 96.59 86.47 84.45 86.15 74.61 
GUJ 86.10 94.79 87.34 87.80 9239 90.92 94.33 104.96 99.74 95.42 96.29 
J&K 79.52 88.29 84.23 80.61 86.74 77.97 78.72 91.91 94.67 101.33 108.35 
KAR 77.55 85.65 93.18 90.49 95.95 91.41 93.97 91.10 101.40 91.13 89.14 
KER 79.59 77.79 83.38 87.54 90.12 92.01 97.40 86.04 107.52 105.05 106.52 
MPR 89.99 89.83 96.33 90.83 95.31 97.71 92.55 94.55 88.32 91.90 94.42 
MAH 111.05 112.49 113.08 123.44 119.77 118.17 112.73 114.75 112.39 109.20 111.84 
O M  94.25 105.50 104.82 108.47 99.81 98.45 99.04 90.47 92.31 97.44 90.11 
PNB 100.90 109.52 108.04 116.83 124.67 122.97 116.56 126.53 112.91 116.57 108.01 
RAJ 88.44 99.66 100.98 92.72 102.42 100.85 97.16 99.51 97.49 103.06 95.17 
TND 79.28 9211 105.73 86.72 84.56 85.30 91.54 89.59 99.82 98.11 99.54 
UPR 87.27 95.35 89.23 84.44 85.47 84.56 85.93 85.80 8259 84.62 8672 
WBL 108.46 116.07 116.25 117.72 115.21 107.74 114.12 101.02 103.61 108.97 99.81 
IND 100.00 1ob.00 100.00 100.00 100.00 100.00 1M).00 100.00 100.00 100.00 100.00 

77.55 77.79 83.38 80.61 84.56 77.97 78.72 85.80 82.59 84.62 74.61 
RANGE TO TO TO TO TO TO TO TO TO TO TO 

135.70 131.17 121.48 123.44 124.67 122.97 116.56 126.53 112.91 116.57 111.84 

AT CONSTANT (1980-81) PRICES 

APR 8625 95.55 99.25 94.05 93.49 87.37 9258 94.39 94.08 91.92 91.20 
ASM 132.37 120.11 110.97 117.96 118.46 96.43 106.08 98.35 95.32 99.74 111.53 
BHR 81.81 89.76 94.37 9288 93.29 9268 9260 86.60 84.20 87.20 75.45 
GUJ 87.06 94.11 86.57 87.00 9241 89.71 89.99 104.82 97.92 93.11 93.92 
J&K 85.51 97.86 94.29 88.57 93.43 85.22 91.29 95.06 96.54 100.17 106.37 
KAR 78.94 89.04 94.18 93.45 99.70 94.17 94.33 9217 99.86 90.80 88.77 
KHI 83.26 78.28 80.95 86.29 89.99 9255 87.10 89.61 102.94 102.15 104.30 
MPR 91.09 88.10 97.34 91.83 95.88 97.85 90.22 9224 91.34 91.29 94.30 
MAH 113.72 116.57 115.58 123.71 120.30 118.83 114.44 116.91 108.48 105.33 107.70 
ORS 88.42 103.08 101.00 104.78 %.49 95.67 101.37 90.05 89.58 98.32 90.88 
PNB 100.58 109.25 101.65 113.49 122.41 121.07 118.53 124.13 119.78 126.93 114.66 
RAT 93.12 105.35 105.05 95.57 107.06 103.58 98.10 99.79 102.35 108.53 99.15 
TND 85.25 104.17 120.29 95.34 91.21 89.m 98.80 91.25 95.78 94.59 94.99 
WR 86.84 9203 91.12 85.04 86.99 84.89 83.07 W.19 84.73 87.09 88.77 
W B L  105.93 111.37 109.55 112.87 109.68 104.91 112.43 99.36 107.78 110.55 103.50 
IND 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 

78.94 78.28 80.95 85.04 8699 84.89 83.07 84.19 84.20 87.09 75.45 
RANGE TO TO TO TO TO TO TO TO TO TO TO 

132.37 120.11 120.29 123.71 122.41 121.07 118.53 124.13 119.78 126.93 114.66 
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TABLE 11.1. PER CAPITA ANNUAL CONSUMPTION EXPENDITURE BY STATES AND ALL INDU: RANKING BY 
AVERAGE ANNUALRATES OF GROWH (PER CENT) (RURAL-URBAN COMBINED) 

1967-68 1%8-69 1969-70 1970-71 1972-73 1973-74 1977-78 1983-84 1986-87 1987-88 

ORS UPR ASM KER RAJ ASM RAJ TND BHR J&K 
K AR 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 
GUJ IND IND APR KAR IND APR WBL IND IND 
ASM GUJ MPR MAH MPR MAH IND MPR TND TND 
RAJ MAH APR TND WBL BHR K AR ORS GUJ KER 
WBL RAJ J&K ORS IND MPR J&K IND ASM PNB 
BHR APR PNB IND ORS RAJ MPR GUJ MPR RAJ 
IND K AR UPR MPR UPR UPR WBL UPR APR BHR 
MPR WBL GUJ ASM APR GUJ 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 CAPITA ANNUAL CONSUMP~~ON EXPENDITURE BY STATES AND ALL ~ I A :  
RANKINO BY AVER AG@ ANNUAL RATES OF G R O ~  (PER CENT) (RURAL) 

KER 
ORS 
K AR 
J&K 
MAH 
AF'R 
ASM 
GUJ 
IND 
RAT 
WBL 
BHR 
MPR 
PNB 
UPR 

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

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

KER 
KAR 
J&K 
PNB 
UPR 
TND 
M AH 
APR 
GUJ 
ORS 
IND 
ASM 
MPR 
WBL 
BHR 
RAJ 

RAJ 
TND 
BHR 
GUJ 
KER 
KAR 
PNB 
WBL 
MPR 
IND 
ORS 
UPR 
APR 
ASM 
M AH 
J&K 

ORS 
KER 
ASM 
MAH 
TND 
AF'R 
WBL 
IND 
BHR 
MPR 
RAJ 
UPR 
GUJ 
KAR 
PNB 
J&K 

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

TND BHR J&K 
J&K UPR MAH --. 

APR WBL MPR 
ASM ORS PNB 
MPR KER APR 
KAR TND KAR 
WBL IND BKR 
KER GUT RAJ 
ORS J&K ASM 
GUJ APR IND 
IND ASM TND 
UPR MPR KER 
BHR MAH WBL 
PNB KAR ORS 
MAH PNB GUJ 
RAJ RAJ UPR 

- - -  - - 

TABLE 11.3. P@R CAPITA ANNUALCONSUM~N EXPENDITURE BY STATES AND AIL ~ I A :  
RANKIN0 BY AVERAGE ANNUAL RATES OF OROWTH (PW Q?,NTJ (URBAN) 

1967-68 1968-69 1%9-70 1970-71 1972-73 1973-74 1977-78 1983 1986-87 1987-88 

TND 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 GUJ 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 GUJ APR UPR UPR GUJ 
PNB RAJ IND UPR TND KAR RkT IND WBL TND 
GUJ MAH KAR BHR UPR IND UPR APR IND IND 
lJPR UPR BHR ASM GUJ BHR IND ORS MPR APR 
WBL WBL APR IND RAJ PNB KAR MPR KER K AR 
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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AT CURRENT PRICES 

(RURAL -URBAN COMBINED) 

(RURAL) 

(URBAN) 

AT CONSTANT (1980-81) PRICES 

(RURAL -URBAN COMBINED) 

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

COMBINED 6.30 9.70 7.45 5.30 6.21 4.51 5.95 4.50 6.45 6.01 5.25 
RURAL 7.51 10.80 8.07 6.70 7.43 6.28 6.76 7.13 7.73 7.17 6.28 
URBAN 4.15 6.02 5.71 3.88 3.63 2.96 5.59 1.99 3.26 3.14 2.97 

- 

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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AT CURRENT PRICES 
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RAJ 
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M AH 
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WBL 
MPR 
IND 
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BHR 
TND 
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UPR 
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PNB 
J&K 

WBL 
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M AH 
ASM 
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IND 
MPR 
APR 
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GUJ 
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UPR 
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RAJ 
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ORS 
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J&K 
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ORS 
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MAH 
WBL 
MPR 
TND 
IND 
K AR 
GUJ 
UPR 
APR 
BHR 
RAJ 
J&K 
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 GUJ GUJ RAJ GUJ J&K J&K J&K GUJ 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 

Now: Urban-Rural Disparity for each state each year is measured as the absolute difference between the urban and mral per 
capita consumpion expediture as percentage of urban per ca'pita consumpion expenditure. [((Urban-Rural)/Urban)*100] 



VOL. 5 NO. INTER-STATE AND IhTRA-STATE VARIATIONS 



86 JOURNAL OFINDIAN SCHOOL OF POLJTICAL ECONOMY JAN-MAR 1993 

00%- m m w  r -o-  ~ m ~ g s n  

z r ~ ~ ~ ~ ~ ~ % ! ! Z 3 3 l s c ?  

% w ~ n r n m ~ - m  w m  N - n o - w  ~ ~ ~ g a ~ ~ g ~ a n ~ ~ ~ g ~ e n  

~ P - N  m m e  w m - ~ m * m  w ~ j a s s ~ ~ ~ s ~ g ~ ~ ~ ~ ~  

53%3"""Bgfi33,35g:g 
,, s 2 z 4 - N d - m - - d - -  

Vim a g g ~ g x g ~ ~ ~ g q ~  
5 z q s !  2 - m , - d , -  

v l ~ m  ~ m n n 3 0 m s - m  W ~ I - I -  
G Z ~ ~ X S Z S ~ ~ S , S S Z $ ~ ? ~ A % %  ,- NN+.-.--N,4m--d-- 

m n  ~ b - -  s z n ~ 5 ~ ~ g q ~ s ~ g ~ g g g q  

f 
E 
n 

s 
6 
5 

n n ~ a g g ~ n g a $ $ ~ ~ g $ ~ ~ $  - N N O ~ - ~  -a-  

~ g ~ ~ w m  m m m  d n - 3 z $ s s z E 3 g E ~ 3 ~ ~  
M , . , - m m N N N N m - -  - - 

m w w - t s P - m  333$83$Z8533aasag3a  
N N N ~ Z ~ - - ~ - N -  



A
PP

EN
D

IX
 C:
 P

O
PU

L
A

T
IO

N
: 

LN
DI

A 
A

N
D

 S
T

A
T

E
S

 
- 

19
68

 T
O
 1

98
6 

(A
S

 O
N
 1

 O
C

T
O

B
E

R
) 

3
 

P
 u 

S
ta

te
 

1%
8 

19
69

 
19

70
 

19
71

 
19

72
 

19
73

 
19

74
 

19
75

 
19

76
 

19
77

 
19

78
 

19
79

 
19

80
 

19
81

 
19

82
 

19
83

 
19

84
 

19
85

 
19

86
 

C
 

A
P

R
 

40
,6

48
 

41
,4

05
 

42
,2

18
 

43
.0

63
 

43
,9

08
 

44
,7

16
 

45
.5

14
 

46
,3

08
 

47
,1

03
 

4,
78

99
 

48
,6

90
 

5,
08

95
 

51
,%

0 
5,

30
88

 
54

,1
75

 
5,

52
41

 
56

.2
97

 
5,

73
51

 
58

,4
14

 

A
S

M
 

14
,8

19
 

15
,2

57
 

14
,4

26
 

14
,8

75
 

15
,3

72
 

15
,8

77
 

16
.3

91
 

16
,9

16
 

1,
74

52
 

17
,9

96
 

1,
84

28
 

19
,0

16
 

1,
96

34
 

20
,2

03
 

2,
07

10
 

21
.1

86
 

2,
16

51
 

22
,1

30
 

BH
R 

52
.6

46
 

53
,6

72
 

54
,7

44
 

55
,8

37
 

56
,9

35
 

58
,1

01
 

59
,2

81
 

60
,4

71
 

61
,6

68
 

6,
28

70
 

64
,0

82
 

6,
60

89
 

67
,6

60
 

6,
92

42
 

70
.8

10
 

7,
23

46
 

73
,8

89
 

7,
54

56
 

77
,0

66
 

G
U

J 
24

,4
08

 
25

,0
29

 
25

,6
80

 
26

,3
62

 
26

,9
88

 
27

,5
96

 
28

,2
19

 
28

,8
54

 
29

,4
94

 
3,

01
40

 
30

,7
94

 
3,

21
15

 
32

,9
65

 
3,

37
54

 
34

,5
24

 
3,

52
48

 
35

,9
93

 
3,

67
06

 
37

,4
10

 

Il
R

Y
 

9,
07

6 
9,

31
4 

9,
57

6 
9.

91
9 

10
,1

37
 

10
,3

58
 

10
,5

88
 

10
,8

27
 

11
,0

70
 

1,
13

19
 

11
,5

76
 

1,
21

38
 

12
,4

84
 

1,
27

93
 

13
,1

29
 

1,
34

97
 

13
,8

86
 

1,
42

79
 

14
,6

61
 

H
PR

 
3,

42
7 

3,
49

8 
3,

57
4 

3,
65

1 
3,

72
8 

3,
80

6 
38

83
 

3,
96

2 
40

43
 

4,
15

5 
42

44
 

4,
33

1 
44

16
 

4,
50

1 
45

85
 

4,
66

8 

J&
K

 
4,

21
7 

4,
32

6 
4,

43
8 

4,
54

0 
4,

68
2 

4,
81

2 
4,

94
4 

5,
07

8 
5,

21
4 

53
51

 
5,

49
1 

56
32

 
5,

78
3 

59
10

 
6,

04
4 

61
88

 
6,

33
6 

64
86

 
6,

63
6 

K
A

R
 

27
,1

71
 

27
,7

40
 

28
,3

22
 

28
,9

78
 

29
,5

99
 

30
,2

14
 

30
,8

38
 

31
,4

70
 

32
,1

06
 

3,
27

45
 

33
,3

90
 

3,
49

19
 

35
,8

44
 

3,
67

50
 

37
,6

35
 

3,
84

86
 

39
,3

25
 

4,
01

57
 

40
,9

84
 

K
E
K
 

19
,6

39
 

20
.1

10
 

20
,5

78
 

21
,1

05
 

21
,6

02
 

22
,1

03
 

22
,5

89
 

23
,%

5 
23

,5
36

 
2,

40
00

 
24

,4
53

 
2,

45
54

 
24

,9
58

 
2,

53
12

 
25

,7
09

 
2,

61
70

 
26

,6
58

 
2,

71
57

 
27

,6
48

 

M
A

N
 

46
,2

69
 

47
,4

12
 

48
,5

46
 

49
,7

96
 

50
,9

41
 

52
,0

20
 

53
,0

92
 

54
,1

58
 

55
,2

18
 

5,
62

72
 

57
,3

18
 

5,
97

27
 

61
,0

21
 

6,
22

63
 

63
,5

77
 

6.
49

73
 

66
.4

11
 

6,
78

31
 

69
.1

81
 

M
P

R
 

38
,1

89
 

39
,0

88
 

40
,1

40
 

41
.1

45
 

42
,3

24
 

43
,5

85
 

44
,7

89
 

45
,9

57
 

47
,1

12
 

4,
82

51
 

49
,3

54
 

4,
96

16
 

50
,6

98
 

5,
17

42
 

52
,8

44
 

5,
40

12
 

55
,2

18
 

5,
64

43
 

57
,6

72
 

O
K

s 
20

,2
83

 
20

,7
44

 
21

.2
12

 
21

,7
10

 
22

,2
00

 
22

,6
95

 
23

,2
04

 
23

,7
19

 
24

,2
37

 
2,

47
57

 
25

,2
81

 
2,

53
50

 
25

,8
19

 
2,

62
10

 
26

.6
38

 
2,

71
15

 
27

,6
15

 
2.

81
29

 
28

,6
45

 

Ph
F3

 
12

,6
14

 
12

,8
48

 
13

,0
93

 
13

,4
24

 
13

.6
54

 
13

,8
78

 
14

,1
16

 
14

,3
63

 
14

,6
14

 
1,

48
70

 
15

,1
34

 
1,

58
18

 
16

,2
50

 
1,

66
28

 
17

,0
00

 
1,

73
63

 
17

,7
20

 
1,

80
66

 
18

,3
91

 

K
A

J 
23

,6
43

 
24

,2
42

 
24

,8
26

 
25

,4
66

 
26

,1
44

 
26

,8
88

 
27

,6
40

 
28

,4
00

 
29

,1
68

 
2,

99
44

 
30

,7
28

 
3,

17
00

 
32

,7
72

 
3,

38
14

 
34

,8
34

 
3,

58
14

 
36

,7
88

 
3,

77
69

 
38

,7
71

 

T
N

D
 

38
,3

41
 

37
.9

59
 

39
,9

25
 

40
,7

04
 

41
,4

90
 

42
,1

16
 

42
,7

48
 

43
,3

82
 

44
,0

10
 

4,
46

32
 

45
,2

53
 

4,
69

35
 

47
,6

23
 

4,
81

84
 

48
,8

48
 

4.
96

44
 

50
,4

97
 

5,
13

70
 

52
,2

25
 

UP
R 

82
,9

67
 

73
,4

65
 

86
,1

00
 

87
,5

28
 

89
,1

34
 

90
,7

62
 

92
,4

41
 

94
,1

59
 

95
,9

01
 

9,
76

65
 

99
,4

58
 

10
,4

31
9 

10
6,

91
7 

10
,%

77
 

11
2,

31
4 

11
.4

76
8 

11
7,

16
1 

11
,9

54
6 

12
1.

99
9 

W
H

L 
40

,8
74

 
41

,8
65

 
42

,8
76

 
43

,8
18

 
44

,9
36

 
46

,1
46

 
47

,3
40

 
48

.5
22

 
49

.6
99

 
5,

08
70

 
52

,0
27

 
5,

18
80

 
53

,0
15

 
5,

41
15

 
55

,2
28

 
5,

63
47

 
57

,4
79

 
5,

86
18

 
59

,7
63

 

IN
D

 
50

6.
00

0 
51

8,
00

0 
52

9,
00

0 
54

1,
00

0 
55

4,
00

0 
56

7,
00

0 
58

0,
00

0 
59

3,
00

0 
w
0
0
0
 

62
0,

00
0 

63
4,

00
0 

64
8,

00
0 

66
4,

00
0 

67
0,

00
0 

69
4,

00
0 

70
9,

00
0 

72
4,

00
0 

73
9,

00
0 

75
5,

00
0 



*B
Y 

S
~

to
r 

19
67
-6
8 
1%
8-
69
 

19
69
-7
0 
19
70
-7
1 

19
71
-7
2 
19
72
-7
3 
19
73
-7
4 
19
76
75
 
19
75
-7
6 
19
76
-7
7 

19
77
-7
8 
19
78
-7
9 
19
79
-8
0 

A
n

d
b

n
 R

d
es

h
 

Ap
ri
cu
lt
ur
e 

12
29
60
 
12
00
72
 
12
70
04
 
14
2.
84
3 

15
39
09
 
16
46
19
 
23
18
% 

26
84
17
 

20
5-

 
19
53
88
 
23
32
17
 
25
05
13
 
27
08
47
 

M
w

fi
ca

vc
 

27
49
8 

30
47
9 

35
06
2 

35
37
6 

41
82
8 

44
71
2 

54
25
5 

68
73
3 

75
38
8 

81
32
4 

93
64
1 

10
16
40
 
11
92
67
 

T
m
q
m
M
t
i
o
n
 

38
61
12
 

38
98
4 

41
05
7 

44
04
8 

47
63
7 

52
09
5 

67
65
5 

89
21
8 

86
35
1 

87
12
5 

99
53
1 

11
67
36
 
12
78
90
 

0t
h-

 
26
70
1 

28
28
5 

30
76
7 

30
22
7 

32
83
4 

35
50
4 

41
12
0 

46
09
2 

54
92
5 

67
17
9 

75
18
9 

81
11
9 

92
41

25
 

Nu
 S
D
P
 

21
58
41
 
21
77
92
 
23
38
90
 
25
24
94
 
27
62
08
 
29
69
30
 
39
49
26
 
47
24
60
 
42
26
24
 
43
10
16
 
50
15
78
 
55
30
08
 '
61
04
29
 

A
ss

rm
 

A
g

ri
cu

lw
c 

57
94
6 

53
51
8 

48
84

9 
47
86
0 

57
44
5 

64
37
4 

80
20
3 

76
70
9 

85
07
4 

94
25
5 

95
90
5 

10
69
19
 

w
m

fa
a
u

rc
 

10
15
4 

12
07
9 

13
31
3 

13
68
6 

15
46
0 

16
%6
 

25
67
1 

29
23
2 

32
51
3 

38
20
2 

39
24
5 

35
86
9 

T
m

sp
rt

at
io

n 
91
81
 

87
59
 

11
39
8 

12
09
6 

14
16
0 

1
9
7
4
 

20
60

0 
22
78
4 

21
19
2 

23
5%

 
22
75
1 

27
59
2 

O
lh

a
 

6 
10
17
0 

87
29
 

95
33
 

10
14
2 

10
74
8 

12
66
4 

14
79
0 

17
58
5 

22
89
5 

24
5%

 
2.560
6 

N
u
 S
D
P
 

86
33
7 

84
52
6 

82
28
9 

83
17
5 

97
20

7 
10
72
62
 
13
91
38
 
14
35
15
 
15
63
64
 
17
89
48
 
18
14
97
 
19
59
86
 

B
ib

ar
 

Ag
ri
cu
lt
ur
e 

12
57
32
 
11
35
30
 
11
28
85
 
12
89
79
 
13
55
12
 
16
96
60
 
20
09
62
 
24
72
05
 
19
76
48
 
23
06
15
 
2s
7c
-r
2 

2,
56
91
1 
 
d
m
 

M
am

fa
ct

un
 

46
91
4 

50
22
8 

53
93
3 

48
02
7 

51
44
6 

ST
21
8 

55
46
1 

83
02
9 

11
00
64
 
10
94
13
 
10
77
29
 
12
40
39
 
13
46
71
 

Tm
pn
ta
ti
on
 

25
81
0 

29
02
4 

28
79
5 

34
46
4 

37
17
8 

41
01
5 

44
22
3 

62
92
0 

67
38
0 

68
88
9 

76
11
4 

87
05
1 

97
75
1 

O
th

er
J 

22
06

9 
23
51
6 

25
55
2 

22
09
4 

24
64
1 

27
56
2 

30
98
5 

34
03
5 

37
46
5 

40
94
3 

48
42
7 

54
51
2 

56
64
0 

Ne
t 
S
D
P
 

22
05
85
 
21
62
98
 
22
11
65
 
23
35
64
 
24
81
77
 
29
04
55
 
33
16
31
 
42
72
19
 
41
25
57
 
44
98
60
 
48
61
72
 
5~
2.
51
3 
53
10
62
 

G
uj

an
t 

A
gr

ic
ul

nv
c 

73
77
6 

61
82
5 

77
52
8 

10
72
68
 
10
62
59
 

71
37
4 

14
75
75
 

94
41
2 

13
59
08
 
15
49
29
 
16
07
83
 
17
88
06
 
19
58
63
 

M
m

m
fi

ct
ur

r 
41
04
9 

41
16
2 

44
29
3 

5
n
4
8
 

58
64
9 

6- 
80
97
7 

10
85
19
 
11
43
46
 
13
34
73
 
15
90
16
 
16
85
12
 
1
7
a
3
 

'I
hn
sp
o~
ti
on
 

30
84
3 

32
81
8 

35
73
3 

33
61
5 

37
50
8 

37
91
2 

48
73
5 

57
55
1 

65
45
5 

10
10
32
 
11
05
37
 
11
32
30
6 

l5
88
ll
 

O
lh

as
 

19
08
9 

'2
06
39
 

22
46
2 

26
20
6 

29
30
4 

32
07
4 

37
54
6 

42
72
9 

48
81
8 

63
13
0 

70
38
4 

77
60
6 

85
38
9 

N
u
 S
DP
 

16
47
57
 
15
64
34
 
18
30
16
 
22
28
37
 
23
17
20
 
20
93
80
 
31
48
33
 
30
32
11
 
36
45
27
 
45
25
64
 
50
07
92
 
52
72
30
 
61
87
86
 

H
a

rp
m

a
 

A
gr

ic
ul

tu
re

 
46
55
1 

39
55
3 

56
22
9 

57
49
1 

61
12
0 

67
38
7 

83
28
0 

90
03
4 

95
30
4 

11
32
97
 
12
34
25
 
12
97
70
 
12
34
73
 

M
am

fic
ar

n 
10
23
8 

12
69
8 

14
50
1 

15
91
5 

20
00
2 

20
92
1 

22
38
7 

27
36
2 

33
13
9 

34
91
1 

41
97
4 

48
83
0 

54
22
6 

Tn
ns

po
ru

ui
on

 
93
68
 

94
69
 

11
10
2 

11
49
9 

12
7%
 

15
26
2 

18
10
5 

22
55
2 

24
87
3 

35
53
9 

40
92
8 

43
30
2 

52
24
5 

O
th

en
 

51
29
 

57
12
 

63
62
 

75
59
 

82
91
 

94
73
 

10
73
1 

12
52
3 

14
23
0 

15
62
7 

17
63
2 

1%
39
 

22
61
1 

Ne
t 
S
D
P
 

71
28
6 

67
43
2 

88
19
4 

92
46
4 

1- 
11
30
43
 
13
51
03
 
15
24
71
 

16
75
46
 
19
93
74
 
22
39
59
 
24
15
41
 
-5
5 

B
im

re
ha

l P
n

d
d

 
Ag
ri
cu
lt
ur
e 

12
15
9 

12
98
2 

14
71
0 

18
95
6 

23
05
9 

23
07
7 

20
34
7 

24
12
2 

27
12
2 

25
85
8 

b
h

~
f

a
~

u
r

s
 

58
78
 

67
68
 

77
59
 

79
83
 

82
31
 

11
14
8 

gl
5l
 

11
14
9 

10
90
5 

10
34
3 

Tm
ns
pm
ru
ti
on
 

1
.

8
 

1
7

 
a
5
2
 

27
16
 

33
28
 

33
84
 

51
56
 

62
62
 

74
60
 

7
W

 
Ot
he
rs
 

32
88
 

38
92
 

44
50
 

51
% 

58
54
 

67
33
 

73
59
 

83
31
 

94
02

 
94
35
 

N
U
 S
DP
 

23
18
3 

25
57
9 

29
07
1 

34
81
1 

40
67
2 

44
34
2 

41
61
3 

49
86
4 

54
88
9 

53
46
3 

19
80
-8
1 
19
81
-8
2 
19
82
-8
3 

19
83
-8
4 
19
&H
5 

19
85
-8
6 

35
05
97
 
42
43
91
 
42
11
66
 

53
63
00
 
50
99
41
 
52
10
25
 

12
95
39
 
15
67
54
 
19
25
52
 

23
17
86
 
2
s
7
3
1
 
32
22
61
 

14
09
50
 
17
30
19
 
20
20
12
 

24
21
55
 
26
42
62
 
30
79
11
 

12
90
25
 
15
50
18
 
17
49
76
 

w
1
2
0
7
 
22
92
75
 
26
55
12
 

75
01
11
 
90
91
82
 
W
0
6
 
12
11
44
8 
12
69
20
9 
14
16
70
9 

B 

12
A5
98
 
13
81
18
 
14
70
55
 

17
69
92
 
20
99
75
 
22
65
26
 

P $ 
27
48
9 

81
33
7 

81
35
1 

94
68
5 

11
60
90
 
13
35
73
 

30
29
1 

35
92
7 

39
00
0 

50
08
7 

62
90
7 

77
24
5 

4
8
3
9
 

54
44
5 

65
37
0 

71
2%
 

76
95
3 

23
07
29
 
30
98
27
 
32
7-
77
6 

39
30
60
 
46
59
25
 
52
80
76
 

3
0
~
7
8
6
 3
25
50
7 

36
35
49
 

41
24
58
 
50
21
05
 
56
36
18
 

12
22
74
 
18
38
81
 
19
71
17
 

22
87
68
 
27
55
58
 
29
43
84
 

72
44
3 

95
67
3 

11
13
03
 

14
63
75
 
17
27
67
 
19
79
58
 

g 
11
19
21
 
12
98
42
 
15
83
55
 

17
22
23
 
19
15
84
 
22
18
86
 

61
14
24
 
73
49
03
 
82
73
24
 

96
98

24
 
11
42
01
4 
12
77
84
6 

g -0
 

25
13
11
 
32
20
15
 
29
85
61
 

37
50
27
 
38
75
08
 
28
24
46
 

27
,1
25
6 

27
03
64
 
29
33
95
 

36
84
52
 
37
31
59
 
40
67
48
 

95
23
9 

11
93
82
 
14
24
27
 

19
05
73
 
19
28
46
 
21
64
50
 

12
12
99
 
13
87
54
 
16
13
67
 

18
13
36
 
20
09
55
 
23
99
40
 

68
91
05
 
85
05
15
 
89
S1
50
 

11
05
38
8 
11
54
46
8 
11
45
58
4 

16
84
37
 
18
61
65
 

20
30

U
 

21
50
04
 
22
99
66
 
26
97
09
 

8 
57
64
7 

73
74
2 

82
10
4 

84
44

5 
10
11
06
 
11
85
82
 

36
38
0 

44
01
8 

54
29
4 

60
58
5 

69
8%
 

76
93
5 

is. 
33
60
4 

39
98
7 

48
1%
 

56
52
9 

63
93
5 

71
65
5 

29
60
68
 
34
39
12
 
38
76
16
 

41
65
63
 
46
49
03
 
53
68
81
 

35
98
5 

44
39
5 

4a
01
9 

49
28
7 

43
58
8 

49
80
2 

12
91
3 

14
18
7 

18
18
9 

15
97
9 

16
21
8 

22
b2
3 

57
22
 

69
60
 

75
62
 

5 
94
01
 

10
53
1 

$ 
15
46
7 

17
95
8 

20
78

0 
22
42
6 

26
85
4 

29
52
3 

70
08
7 

83
50
0 

88
55
0 

97
37
7 

98
06
1 

11
24
88
 

t 



Sa
te

 by
 S

cc
rn

 
19
67
-6
8 
1M
8-
69
 
19
69
-7
0 
19
70
-7
1 
19
71
-7
2 
19
72
-7
3 
19
73
-7
4 
19
7'
4-
75
 1
97
5-
76
 1
97
6-
77
 
19
77
-7
8 
19
78
-7
9 
19
79
-8
01
 

J-
u 

&
 K
a
h
m
i
r
 

Ag
ri
cu
lt
ur
e 

11
41
7 

11
23
8 

13
49
5 

14
87
5 

14
92
3 

16
22
7 

20
82
1 

26
58
2 

23
04
5 

25
88
3 

32
55
0 

33
16
6 

34
83
0 

~
a
c
€
u
r
c
 

19
05
 

19
41
 

21
05
 

35
75
 

41
27
 

44
42
 

50
10
 

69
26
 

74
90
 

70
33
 

93
86
 

10
8W
 

10
28
4 

T
ra

m
po

m
tio

n 
14
04
 

14
14
 

15
94
 

35
35
 

37
38
 

40
60

 
49
10
 

58
88
 

59
64
 

%7
8 

I1
88
3 

14
18
7 

18
28
0 

Ot
he
rs
 

27
32
 

29
72
 

31
77
 

32
98
 

37
30
 

4
U
2
 

48
32
 

56
41
 

65
0.
5 

76
45
 

91
28
 

10
20

1 
11
71
8 

Ne
t 
SD
P 

17
45
8 

17
56
5 

20
37
1 

25
28
3 

26
51
8 

28
97
1 

35
57
3 

45
03
7 

43
00
4 

50
23
9 

62
94
7 

6&
15
1 

75
11
2 

K
a
m
a
W
r
a
 

Ag
ri
cu
lt
ur
e 

78
70
4 

87
76
9 

94
21
0 

10
73
27
 
10
70
11
 
11
22
40
 
17
26
30
 
18
83
43
 
15
53
45
 
15
54
49
 
18
54
86
 
16
71
20
 
20
93
90
 

M
an

uf
ac

r~
rr

e 
23
64
2 

23
82
7 

28
58
0 

43
47
5 

49
97
9 

54
81
7 

63
78
2 

77
11
2 

87
70
4 

98
20
2 

11
28
78
 
12
84
77
 
14
92
94
 

T
ra

ns
po

rt
at

io
n 

19
90
8 

22
55
6 

24
10
6 

24
90

0 
26
83
7 

30
09

7 
39
16
3 

47
45
6 

48
87
2 

59
11
9 

70
46
1 

83
15
6 

92
20
9 

O
th

as
 

17
30
6 

18
97
1 

20
48
6 

20
02
6 

22
98
6 

26
43
5 

30
48
6 

35
30
4 

41
46
3 

45
07
0 

51
70
4 

59
01
2 

64
56
8 

N
u

 S
D
P
 

13
96
60
 
15
31
23
 
16
73
82
 
19
57
28
 
20
68
13
 
22
35
89
 
30
60
61
 
34
82
15
 
33
33
84
 
35
78
40
 
42
05
29
 
43
77
65
 
51
54
61
 

K
e

ra
l.

 

Ag
ri
cu
lt
ur
e 

54
86
6 

57
19
5 

68
06
7 

67
35
2 

,6
38
35
 
76
28
8 

10
28
66
 
10
65
41
 
10
69
39
 
11
84
99
 
11
44
45
 
12
05
88
 
13
24
62
 

M
an

uf
ad

un
 

15
00
4 

16
46
5 

17
59
4 

22
73
8 

26
09
2 

28
10
1 

32
23
7 

39
44
2 

42
79
3 

46
87
9 

53
93
7 

62
34
1 

73
04
1 

T
ra

ns
po

rt
at

io
n 

18
45
7 

20
17
9 

23
2%
 

23
99
3 

24
58
6 

28
54
4 

35
51
7 

45
16
6 

48
98
0 

54
76
4 

63
73
8 

75
30
4 

78
31
0 

Ot
he
rs
 

13
59
8 

14
55
2 

15
95
3 

m
1
5
7
 

22
22
6 

23
81
4 

27
3i
X2
 

32
41
9 

36
63
5 

44
06
8 

46
79
3 

47
06
2 

49
05
5 

N
et

 S
DP
 

10
19
25
 
10
83
91
 
12
49
10
 
13
42
40
 
13
67
39
 
15
67
47
 
19
79
12
 
22
35
68
 
23
53
47
 
26
42
10
 
27
89
13
 
30
52
95
 
32
28
68
 

Ma
dh
ya
 P

rd
ts

b 
Ag
ri
cu
lt
ur
e 

10
84
47
 

%6
83
 

11
07
84
 
11
52
78
 
13
18
75
 
14
58
40
 
19
01
59
 
21
87
85
 
19
60
19
 
19
45
77
 
25
46
64
 
23
25
55
 
19
90
42
 

M
ar

nr
fa

ct
m

 
30
01
1 

30
64
0 

34
30
8 

34
76
1 

38
84
5 

46
27
6 

55
81
4 

71
80
9 

81
19
8 

86
48
5 

92
61
8 

98
23
5 

11
77
09
 

T
ra

m
po

m
tio

n 
19
79
0 

20
54
4 

22
48
0 

28
64
9 

32
61
5 

35
94
9 

41
96
1 

52
53
0 

54
31
0 

64
42
4 

70
74
9 

73
58
7 

81
31
7 

Ot
he
rs
 

Ur
)9
3 

21
38
4 

23
49
5 

22
56
6 

24
61
4 

26
87
0 

31
41
9 

36
14
8 

40
52
1 

43
98
1 

51
37
1 

55
33
5 

58
71
8 

Ne
t 
SD
P 

17
83
41
 
16
92
51
 
19
10
67
 
20
12
54
 
22
79
49
 
25
49
35
 
31
95
71
 
37
92
72
 
37
20
48
 
38
94
67
 
46
94
02
 
45
97
12
 
45
67
86
 

Ma
hr
ns
tn
 

A~
ri
cu
lr
ur
c 

10
81
01
 
10
27
71
 
11
37
30
 
11
03
47
 

l
l
W
l
 
10
42
00
 
18
87
14
 
24
24
77
 
22
54
89
 
24
25
53
 
27
41
83
 
27
97
60
 
35
11
42
 

M
an

uf
ac

tu
re

 
94

60
6 

10
23
99
 
11
38
11
 
14
04
15
 
15
76
68
 
16
85
89
 
19
95
41
 

24
94

%
 
25
98
32
 
28
97
15
 
32
22
01
 
30
06
85
 
42
61
07
 

T
nn

cp
or

nt
io

n 
60
62
8 

66
38
5 

68
41
0 

87
2%
 

96
92
8 

10
35
69
 
13
56
38
 
17
14
81
 
19
02
16
 
i8
62
4R
 
20
91
06
 
22
90
78
 
27
74
75
 

Ot
he
rs
 

43
94
1 

47
52
8 

53
57
7 

65
93
6 

73
15
3 

79
33
8 

90
64

4 
10
75
87
 
12
76
40
 
14
54
55
 
15
59
03
 
18
39
20
 
20
13
73
 

N
et

 S
D
P
 

30
72
76
 
31
90
83
 
34
95
28
 
40
39
94
 
43
81
50
 
45
56
% 

61
45
37
 
77
70
39
 
80
32
27
 
86
39
71
 
%I
39
3 

10
73
44
3 
12
56
09
7 

O
r

h
 

Ag
ri
cu
lt
ur
e 

59
78
5 

64
50
7 

68
58
9 

70
05
6 

75
59
8 

%I
51
 

12
20
59
 
12
05
84
 
12
78
87
 
10
19
93
 
13
27
% 

15
27
54
 
12
45
35
 

M
an

uf
ac

tu
re

 
12
33
8 

14
55
0 

IS
70
6 

16
50
9 

16
99
4 

2
W
7
 
24
11
9 

29
20
0 

33
14
9 

40
24
7 

40
50
5 

46
26
2 

54
89
1 

Tr
an
sp
or
ta
ti
on
 

72
63
 

87
82
 

92
92
 

92
18
 

97
04
 

11
3%
 

13
08
0 

15
04
7 

16
77
5 

29
61
5 

30
87
0 

36
27
6 

36
44
2 

O
th

as
 

13
51
2 

14
43
1 

15
44
6 

13
69
4 

14
75
9 

15
49
8 

18
13
9 

20
20
3 

24
28
0 

25
53
7 

26
27
7 

29
76
6 

33
49
1 

N
u

 S
D
P
 

92
89
8 

10
22
70
 
10
90
33
 
11
74
77
 
11
70
55
 
14
32
92
 
17
73
97
 
18
50
34
 
20
20
91
 
19
73
92
 
23
04
48
 
26
50
58
 
24
93
59
 

19
80
-8
1 
19
81
-8
2 
19
82
-8
3 

19
83
-8
4 
19
86
85
 
1%
5-
86
 

49
72
0 

56
17
9 

59
95
1 

71
17
4 

77
55
7 

80
90
0 

12
1%
 

12
02
7 

13
32
7 

15
16
3 

21
52
7 

23
24
5 

18
83
4 

21
87
0 

25
19
4 

29
69
4 

35
58
4 

37
32
7 

23
8%
 

26
91
5 

30
42
0 

33
34
4 

40
60
5 

42
81
9 

10
46
46
 
11
69
91
 
12
88
92
 

14
93
75
 
17
50
73
 
18
42
91
 

25
40
09
 
28
73
47
 
30
88
41
 

37
30
98
 
40
25
87
 
39
42
54
 

18
50
17
 
21
83
16
 
25
05
04
 

29
73
05
 
34
19
43
 
37
32
63
 

97
41
6 

11
77
94
 
13
56
84
 

16
04
58
 
17
88
92
 
19
09
38
 

97
41
8 

11
42
95
 
13
37
16
 

14
76
24
 
17
81
45
 
19
92
74
 

63
38
60
 
73
77
52
 
82
87
45
 

97
84
85
 
11
01
56
7 
11
62
72
9 

15
47
23
 
15
75
45
 

!a
8

6
6

 
23
16
45
 
24
74
25
 
23
25
42
 

10
31
87
 
10
66
98
 
11
77
95
 

12
45
56
 
lS
OO
l2
 
16
65
20
 

75
97
4 

85
80
0 

95
40
9 

10
78
23
 
12
39
21
 
14
55
84
 

72
32
6 

86
11
8 

94
20
6 

10
91
00
 
12
72
57
 
15
17
35
 

40
32
10
 
43
61
61
 
49
53
16
 

57
31
24
 
64
86
15
 
6%
38
1 

37
26
54
 
39
24
% 

42
A9
36
 

50
71
02
 
47
65
99
 
57
33
52
 

14
64
41
 
17
38
06
 
20
01
14
 

22
89
10
 
27
89
66
 
32
69
76
 

97
53
1 

11
88
32
 
14
09
22
 

16
79
97
 
18
07
00
 
21
72
20
 

10
51
97
 
11
83
85
 
13
51
44
 

15
82
89
 
18
51
% 

21
14
72
 

72
18
23
 
80
35
19
 
90
11
16
 

10
62
29
8 
11
21
46
1 
1
3
2
D
 

39
38
78
 
45
58
08
 
46
83
37
 

57
46
26
 
60
13
86
 
61
8%
6 

54
94
69
 
63
47
60
 
68
27
27
 

81
44
89
 
%7
91
7 

ll
l5
6g
~ 

25
27
33
 
31
39
32
 
36
11
92
 

41
47
77
 
45
66
51
 
52
08
79
 

33
14
95
 
38
22
27
 
42
02
49
 

46
68
53
 
52
06
71
 
S0
0S
41
 

1.
52
75
75
 1
78
67
27
 
19
32
50
5 

22
70
74
5 
25
4%
25
 

28
36
06
8 

19
33
44
 
21
96
78
 
20
85
55
 

29
33
58
 
27
31
57
 
33
63
26
 

53
30
9 

55
71
9 

64
73
6 

77
88
2 

83
28
8 

96
02

0 
45
04
8 

56
62
0 

56
17
4 

73
26
1 

75
41
2 

92
96
2 

51
43
1 

58
80
5 

65
45
1 

75
43
8 

86
83

0 
99
77
4 

34
31
32
 
39
06
42
 
39
49
16
 

51
99
39
 
51
86
87
 
62
50
82
 

(C
on

td
) 



A
~

A
N

D
~

 
D.
1:
 (C
ON
CL
D.
) 

S
la

te
 b
y 

S
ec

ts
 

19
67

-6
8 

19
68

-6
9 

19
69

-7
0 

19
70

-7
1 

19
71

-7
2 

19
72

-7
3 

1~
73

-7
4 1

97
4-

75
 1

97
5-

76
 1

97
6-

77
 1

97
7-

78
 1

97
8-

79
 

19
79

-8
0 

P
ua

ja
b 

A
gr

ic
ul

tu
re

 
66

92
0 

73
53

5 
79

48
4 

87
37

5 
91

12
3 

99
21

0 
12

76
03

 
13

06
22

 
13

28
52

 
15

74
35

 
17

95
75

 
17

91
46

 
23

76
30

 
M

an
uf

ac
tu

re
 

20
50

5 
21

66
6 

21
57

3 
23

16
4 

25
08

3 
29

11
5 

35
05

4 
41

34
9 

51
84

1 
53

97
8 

63
43

1 
72

86
1 

94
99

2 
T

q
m

t
i

o
n

 
14

03
2 

15
84

9 
17

29
9 

19
38

8 
2W

l8
 

23
34

5 
28

88
4 

34
48

5 
37

17
3 

64
46

8 
74

67
7 

87
73

7 
82

93
9 

O
lh
m

 
95

50
 

10
62

3 
11

52
6 

13
28

2 
14

40
1 

16
01

8 
17

97
4 

21
18

9 
24

75
1 

28
95

9 
3

m
3

 
36

98
0 

65
09

4 
N

u
 S

D
P

 
11

10
07

 
12

16
73

 
12

98
82

 
14

32
09

 
15

10
25

 
16

76
88

 
20

55
15

 
22

76
45

 
24

66
17

 
30

48
39

 
35

06
86

 
37

67
24

 
48

06
55

 
R

aj
as

tn
o 

A
gr

ic
ul

tu
re

 
71

01
5 

6S
O

l7
 

10
16

53
 

87
54

5 
92
58
9 

14
75

51
 

14
42

73
 

14
38

11
 

17
52

16
 

19
59

25
 

2
W

4
4

 
20

43
75

 
h

fr
a

u
lr

 
1

W
7

 
16

36
0 

18
18

2 
23

85
8 

25
83

5 
28

23
3 

32
13

2 
43

01
0 

48
57

9 
54

29
0 

60
39

0 
71

20
2 

85
26

8 
T

r
u

u
p

~
m

ti
o

n
 

17
38

0 
14

50
7 

17
20

1 
18

75
2 

18
78

4 
20

53
4 

26
19

9 
30

79
8 

32
87

9 
48

54
0 

59
46

2 
62

97
3 

65
62

9 
0l

h
a-

s 
12

88
6 

13
83

1 
15

04
2 

15
89

4 
17

60
8 

20
09

3 
22

42
6 

26
08

8 
29

38
0 

33
63

0 
38

63
3 

42
31

2 
68

26
6 

N
et 
SD
P 

11
86

88
 

96
72

6 
11

54
42

 
16

01
57

 
14

97
72

 
16

14
46

 
22

83
08

 
24

41
69

 
25

46
49

 
31

16
76

 
35

44
10

 
37

67
31

 
42

35
38

 
T

am
il 

N
ad

u 
A

gr
ic

ul
tu

re
 

78
90

0 
79

69
3 

91
24

5 
96

44
7 

11
58

17
 

11
37

39
 

15
52

42
 

14
76

20
 

14
45

63
 

14
42

16
 

17
13

55
 

15
88

11
 

17
42

10
 

M
*m

m
hc

ar
re

 
47

87
2 

51
28

8 
56

30
3 

63
22

3 
68

90
5 

75
39

3 
85

10
1 

11
15

65
 

11
74

11
 

14
70

19
 

16
70

53
 

18
69

58
 

24
39

87
 

T
m

n
sp

om
ti

on
 

39
64

1 
43

26
4 

47
94

6 
52

82
6 

58
87

8 
64

53
8 

76
18

0 
98

37
3 

10
95

46
 

10
76

78
 

12
32

77
 

13
61

%
 

18
84

39
 

dr
cm

 
34

87
5 

37
56

8 
40

46
3 

38
09

9 
43

40
4 

47
04

5 
53

34
5 

W
5

5
 

67
04

7 
76

75
1 

82
48

8 
93

16
7 

12
70

73
 

N
u

 S
D

P
 

20
12

88
 

21
18

13
 

23
59

57
 

25
03

95
 

28
70

04
 

30
07

15
 

36
98

68
 

41
80

13
 

43
85

67
 

47
56

64
 

54
41

73
 

57
51

32
 

73
37

09
 

U
tW

r 
P

ra
d

es
b

 

A
gr

ic
ul

tu
re

 
27

o9
30

 
23

6%
7 

26
81

49
 

25
18

28
 

25
58

68
 

34
04

50
 

37
48

86
 

40
10

93
 

36
87

66
 

42
26

54
 

46
86

25
 

47
22

58
 

77
21

92
 

M
am

ifa
ct

ur
e 

48
02

7 
52

87
5 

58
08

5 
64

53
4 

67
23

6 
79

01
7 

88
16

3 
10

28
72

 
11

85
93

 
14

02
10

 
15

63
57

 
17

42
09

 
21

05
29

 
T

v
t

i
o

n
 

45
17

0 
49

.2
80

 
51

06
5 

63
85

2 
69

84
8 

82
96

2 
91

32
5 

10
94

75
 

11
74

64
 

13
31

04
 

15
28

87
 

15
28

78
 

24
61

70
 

O
L

h
as

 
42

41
1 

45
14

2 
48

8%
 

51
37

7 
56

70
8 

62
40

9 
71

45
6 

83
67

3 
92

30
9 

10
40

01
 

11
34

29
 

13
36

82
 

22
21

59
 

N
u
 S
DP
 

40
55

38
 

38
42

64
 

42
61

95
 

43
15

91
 

44
96

57
 

56
58

38
 

62
58

30
 

69
71

13
 

69
71

32
 

79
99

69
 

89
12

98
 

93
30

47
 

14
81

05
0 

We
* 

B
en

lr
l 

A
6r

ic
ul

no
e 

ll
*

s
 

11
78

67
 

12
85

75
 

13
50

62
 

14
76

11
 

14
14

16
 

1
8

8
W

 
21

27
23

 
ZQ

31
27

 
P

a7
56

 
24

52
24

 
25

08
49

 
26

05
93

 
M

a
rm

f~
a

u
le

 
68

61
7 

71
67

8 
75

00
9 

78
67

4 
84

50
0 

w
oo

9 
10

74
09

 
14

09
96

 
15

61
34

 
16

70
47

 
17

84
26

 
19

48
81

 
27

56
61

 
T

r
w

p
o

*
ti

~
 

49
34

6 
49

88
9 

50
2.
66
 

59
72

1 
65

18
3 

68
41

4 
80

50
2 

10
35

97
 

11
22

00
 

11
66

84
 

12
93

28
 

12
19

13
 

14
81

72
 

(M
a

s
 

32
94

7 
35

61
7 

39
75

0 
46

12
7 

50
99

4 
54

36
9 

58
80

9 
66

6'2
3 

75
43

3 
90

17
2 

98
53

8 
11

28
65

 
18

22
24

 
N

et
 S

D
P 

26
93

W
 

27
50

51
 

29
37

00
 

31
95

84
 

34
83

12
 

35
82

08
 

43
53

22
 

52
39

41
 

54
68

94
 

59
86

59
 

65
15

16
 

68
05

08
 

86
66

53
 

Ia
d

lr
 

A
g

r
ic

~
l~

-c
 

14
92

50
0 

15
34

60
0 

16
76

30
0 

12
25

00
0 

17
56

50
0 

19
30

50
0 

25
58

50
0 

27
91

70
0 

27
50

10
0 

28
00

50
0 

33
29

30
0 

34
04

30
0 

44
09

10
0 

h
f

W
U

f
c

 
~6
t0
00
 6

16
60

0 
70

46
00

 
75

97
00

 
83

89
00

 
92

18
00

 1
W

04
00

 1
33

09
00

 1
43

5U
Y

) 
16

64
60

0 
18

71
20

0 
20

95
30

0 
26

85
50

0 
T

~s
po

rt
rt

io
n 

37
29

00
 

39
70

00
 

42
94

00
 

47
05

00
 

50
69

00
 

55
61

00
 

66
85

00
 

88
40

00
 1

00
06

00
 1

08
95

00
 1

22
76

00
 1

33
85

00
 

18
04

60
0 

O
r
h
r
n
 

56
89

00
 

61
- 

65
89

00
 

72
35

00
 

79
8Y

a 
8

7
2

W
 

97
13

00
 1

15
15

W
 1

50
llW

O
 l

44
lC

W
 l

57
O

lm
 1

70
7l

m
 

21
34

80
3 

N
D

P
 

m
3
0
0
 3

15
66

00
 3

66
92

W
 3

67
87

00
 3

90
08

00
 4

28
12

00
 5

26
87

00
 6

15
81

00
 6

48
78

00
 6

97
56

00
 7

99
82

00
 8

54
54

00
 1

10
34

00
0 

N
ot

e:
 S

cc
,F

om
ot

u
 to

 A
pp

cr
rd

ix
 A

 :
 1.

 A
gn

cu
l~

ur
ur

c in
cl

ud
es

 A
gr

ic
ul

tu
re

, F
or

est
ry

 &
 L

og
gi

ng
 an

d 
Fi

sh
in

g;
 2

. M
am

fa
au

rin
g i

nc
lu

de
s M

an
uf

ac
ur

in
g 

(R
s 

19
80

-8
1 

19
81

-8
2 

19
82

-8
3 

19
83

-8
4 

19
84

-8
5 

19
85

-8
6 

28
66

85
 

30
81

27
 

32
58

85
 

36
.5

71
0 

40
66

07
 

19
83

26
 

11
86

37
 

12
74

00
 

14
'7

84
0 

16
58

57
 

18
58

23
 

81
49

7 
10

86
27

 
11

78
87

 
12

92
19

 
15

71
03

 
17

54
73

 
91

69
7 

72
86

8 
83

48
2 

96
37

5 
11

08
20

 
12

19
73

 
3E

07
 

58
68

17
 

63
68

%
 

69
93

19
 

79
94

90
 

88
98

76
 

41
07

22
 

3 
24

7P
J5

 
28

32
32

 
36

24
19

 
34

12
95

 
35

84
80

 
16

04
59

 
98

75
8 

11
05

99
 

14
30

48
 

13
99

20
 

16
28

69
 

77
97

8 
81

89
4 

94
37

6 
11

63
72

 
1

m
5

0
 

14
29

56
 

60
45

2 
79

72
4 

89
46

7 
97

84
1 

11
17

26
 

13
17

58
 

46
18

4 
50

82
81

 
57

46
74

 
71

96
80

 
71

73
91

 
79

80
63

 
34

50
73

 

22
81

30
 

17
31

31
 

25
20

99
 

28
90

76
 

34
46

98
 

18
24

09
 

28
03

47
 

31
46

59
 

35
07

%
 

42
63

21
 

47
35

85
 

20
21

42
 

3 
23

95
53

 
24

97
62

 
27

67
66

 
31

32
49

 
35

88
66

 
15

30
09

 
15

64
49

 
17

65
14

 
19

13
66

 
23

70
57

 
28

63
97

 
95

77
3 

3 0 
90

44
79

 
91

40
66

 
10

71
M

7 
12

65
70

3 
14

63
54

6 
63

33
33

 

B 
77

69
62

 
86

85
22

 
94

09
93

 
99

21
22

 
11

09
08

3 
43

94
07

 
b

 

26
01

45
 

32
58

24
 

36
50

95
 

41
07

72
 

47
38

59
 

19
92

50
 

29
21

34
 

35
08

79
 

37
59

43
 

43
48

50
 

49
93

72
 

18
67

91
 

24
25

33
 

28
32

95
 

31
81

61
 

36
23

10
 

42
31

21
 

15
36

01
 

15
71

7-
4 

18
28

52
0 

20
00

19
2 

2a
00

0.
54

 
25

05
43

5 
97

90
49

 

28
82

17
 

31
72

01
 

42
96

06
 

X
T3

27
0 

51
47

67
 

26
26

34
 

8 
29

46
62

 
34

39
90

 
36

36
84

 
42

36
67

 
45

66
52

 
22

10
50

 
19

42
06

 
u)

64
08

 
23

68
03

 
27

14
64

 
29

46
22

 
16

09
45

 
20

68
98

 
23

28
28

 
25

02
08

 
27

54
73

 
30

57
33

 
12

21
72

 
5 

98
39

83
 

11
00

42
7 

12
80

.3
01

 
14

70
87

4 
15

71
77

4 
76

68
01

 

49
73

50
0 

52
78

00
0 

63
72

50
0 

67
76

30
0 

72
34

40
0 

34
91

60
0 

32
35

00
0 

36
56

60
0 

42
86

90
0 

48
79

60
0 

54
59

10
0 

23
24

50
0 

22
21

40
0 

25
27

60
0 

2%
35

00
 

34
35

90
0 

40
06

10
0 

15
28

10
0 

24
45

80
3 

27
88

70
0 

3
1

2
6

m
 

35
56

80
3 
40
24
30
0 

18
72

9C
Q

 
$ 

12
87

57
00

 1
42

50
90

0 
16

74
94

00
 

18
64

86
00

 2
07

23
90

0 
92

17
10

0 
t k. 

(o
rg

an
is

ed
 an

d 
un

or
ga

ni
se

d)
, M

in
in

g L
 Q
ua
rr
yi
ng
, E

le
ct

ri
ci

ty
 an

d 
C

o
~

tr
u

ct
ro

n
; ,3

. T
f.

~
p

or
cl

li
on

 k
lu

d
cs

 T
m

w
or

ta
ti

on
 (
Ra
il
wa
ys
. 

T
ra

ns
po

rt
at

io
n 
by
 o

th
er

 m
ea

n
s 
an

d 
C

om
m

u
n

ic
at

io
n

) a
nd

 T
ra

d
e,

 M
ot

el
s,

 R
ea

au
ra

nt
s a

nd
 S

to
ra

ge
; 4

. O
th

er
s i

nc
lu

de
s B

an
ki

ng
 &

In
su

ra
nc

e,
 R

ea
l E

aa
te

, 
Pu

bl
ic

 A
dm

hs
tr

ru
on

 m
d 

Ol
hc

r S
av

ic
cs

. 
2
 



(o
a c

en
t) 

A
ad

hr
a 

R
d

n
h

 
A

gr
ic

ul
tu

re
 

*&a
llr
e 

T
ra

ns
po

rt
at

io
n 

O
rh

a
s

 

N
d
 S

D
P 

A
am

m
 

A
gr

ic
ul

nv
c 

M
a

d
a

c
h

m
 

T
ra

m
pm

at
io

n 
o

h
3

 
N
a
 S
D
P
 

B
ih

r
 

A
gr

ic
ul

tu
re

 
M

ar
m

fr
ch

tr
e 

T
ru

rs
po

rr
at

io
n 

Oc
he
rs
 

N
a
 S

D
P

 
G

sj
ar

ai
 

A
gr

ic
ul

tu
re

 
M

un
rf

aa
un

 
T

m
q

om
ti

on
 

Oc
he
rs
 

N
ct

 S
D

P 
H

aq
aa

a 
A

gr
ic

ul
tu

re
 

M
.m

rf
.c

tu
rc

 
T

m
po

ru
ti

on
 

O
rh

as
 

N
U
 S

D
P

 
H

im
8c

h.
l 

P
m

d
&

 

A
gr

ic
ul

tu
re

 
h4

U
nl

fI
cb

ue
 

Tr
an

rp
on

rri
on

 
O

Lh
cr

s 
N
a
 S
D
P
 



AP
F0
mD
(D
.l
.l
:(
CO
KR
).
) 

Su
~e

by
Sa

aa
r 

1S
7-

68
 

1%
8-

69
 

19
69

-7
0 

ig
0-

71
 

ig
l-

n
 

19
72

-7
3 

19
73

-7
4 

19
4-

75
 

19
75

-7
6 

l
g

b
n

 1
97

7-
78

 1
97

8-
79

 
19

79
-8

0 

J-8
1 

dr
 K

m
hm

lr 
A

sr
ic

u
l~

rc
 

65
.4

0 
63

.9
8 

66
25

 
58

.8
3 

56
.27

 
56

.0
1 

58
.5

3 
59

.02
 

53
.59

 
51

.52
 

51
.71

 
48

.4
5 

46
.37

 
~

~
 

10
.9

1 
11

.05
 

10
.3

3 
14

.14
 

15
.56

 
15

.3
3 

14
.0

8 
15

.3
8 

17
.42

 
14

.00
 

14
.91

 
15

%
 

13
.6

9 
T

m
sp

or
ta

tio
n 

8.0
4 

8.0
5 

7.8
2 

13
.9

8 
14

.10
 

14
.0

1 
13

.8
0 

13
.07

 
13

.87
 

19
.2

6 
18

.88
 

20
.7

3 
24

.3
4 

O
th

as
 

15
.6

5 
16

.92
 

15
.6

0 
13

.04
 

14
.07

 
14

.6
4 

13
.5

8 
12

53
 

15
.1

3 
15

.2
2 

14
.5

0 
14

.9
0 

15
.60

 
N
u
 s
D
P
 

1m
.0

0 
1m

.m
 

im
m

 
im

m
 

im
m

 
im

m
 

im
m

 
im

m
 

im
m

 
1m

.m
 

1m
.m

 
im

m
 

im
m

 
K

er
na

ta
ka

 
A

gr
ic

ul
tu

re
 

56
.3

5 
57

.32
 

56
.2

8 
54

.8
3 

51
.74

 
50

.2
0 

56
.4

0 
54

.09
 

46
.6
0 

43
.4

4 
44

.1
1 

38
.18

 
40

.6
2 

M
M

lf
~c

au
C

 
16

.9
3 

15
.5

6 
17

.0
7 

22
21

 
24

.17
 

24
.5

2 
20

.8
4 

22
.14

 
26

.3
1 

27
.44

 
26

.8
4 

29
.3

5 
28

.%
 

Tr
an
sp
or
ta
ti
on
 

14
.2

5 
14

.7
3 

14
.4

0 
12

72
 

12
98

 
13

.4
6 

12
80

 
13

.6
3 

14
.66

 
16

.52
 

16
.7

6 
19

.00
 

17
.8

9 
W

Q
S

 
12

39
 

12
39

 
12

24
 

10
23

 
11

.1
1 

11
.8

2 
9.

%
 

10
.14

 
12

44
 

12
60

 
12

29
 

13
.4

8 
12

.5
3 

Ne
t 

SD
P 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

K
cn

L
 

A
gr

ic
ul

tu
re

 
53

.8
3 

52
77

 
54

.4
9 

50
.17

 
46

.6
8 

48
.67

 
51

.9
7 

47
.6

5 
45

.44
 

44
.8

5 
41

.0
3 

39
.5

0 
41

.03
 

M
aI

Iu
fa

cD
ue

 
14

.7
2 

15
.1

9 
14

.0
9 

16
.94

 
19

.0
8 

17
.9

3 
16

.2
9 

17
.64

 
18

.1
8 

17
.7

4 
19

.34
 

20
.4

2 
22

.6
2 

T
N

I
S

~
O

~
 1

8.1
1 

18
.62

 
18

.65
 

17
.8

7 
17

.9
8 

18
.2

1 
17

.9
4 

20
.2

0 
20

.8
1 

20
.7

3 
~1

.8
5 

24
.67

 
24

25
 

Ot
he

rs
 

13
.3

4 
13

.4
3 

12
77

 
15

.02
 

1
6

5
 

15
.1

9 
13

.7
9 

14
.5

0 
15

.57
 

16
.68

 
16

.7
8 

15
.42

 
15

.1
9 

Ne
t 
SD
P 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

m
o.

00
 

10
0.

00
 

1G
U.W

 
M

ad
br

a 
R

d
a
L

 

A
gr

ic
ul

tu
re

 
60

.8
1 

57
.1

2 
57

.9
8 

57
28

 
57

.85
 

57
.2

1 
59

.5
0 

57
.6

9 
52

69
 

49
.9

6 
54

25
 

50
.5

9 
43

.57
 

M
uu

ha
un

 
16

.8
3 

18
.1

0 
17

.96
 

17
27

 
17

.04
 

18
.1

5 
17

d7
 

18
.9

3 
21

.82
 

22
21

 
19

.7
3 

21
.3

7 
25

.77
 

Tl
w

iS
po

m
tiO

n 
11

-1
0 

12
14

 
11

.7
7 

14
.2

4 
14

.3
1 

14
.1

0 
13

.1
3 

13
.8

5 
14

.6
0 

16
.54

 
15

.07
 

16
.0

1 
17

.8
0 

O
th

er
s 

11
.2

7 
12

63
 

12
.3

0 
11

21
 

10
.80

 
10

.54
 

9.
83

 
9.

53
 

10
.8

9 
11

.2
9 

10
.W

 
12

04
 

12
85

 
N
u
 S

D
P

 
1m

.w
 

1m
.m

 
1m

.m
 

1m
.m

 
1m

.m
 

1o
o.

m
 

1m
.m

 
1m

.m
 

1o
o.

m
 

1m
.m

 
1m

.m
 

1m
.m

 
lo

om
 

M
a

L
m

rJ
tn

 

A
gr

ic
ul

tu
re

 
35

.1
8 

32
21

 
32

54
 

27
.3

1 
25

.20
 

22
87

 
30

.7
1 

31
21

 
28

.07
 

28
.0

7 
28

.52
 

26
.06

 
27

.9
6 

h
fr

rp
lh

a
~

~
~

x
 

30
.7

9 
32

09
 

32
.56

 
34

.7
6 

35
.9

8 
37

.0
0 

32
47

 
32

11
 

32
35

 
33

.5
3 

33
.5

1 
35

.46
 

33
.92

 
T

nv
ls

pa
tu

ir
m

 
19

.7
3 

20
.8

0 
19

.57
 

21
.6

1 
22

.1
2 

22
.73

 
22

07
 

22
.8

4 
23

.6
8 

21
.5

6 
21

.7
5 

21
.34

 
22
09
 

O
m

c
n

 
14

.3
0 

14
.9

0 
15

.3
3 

16
.32

 
16

.70
 

17
.4

1 
14

.7
5 

13
.8

5 
15

.8
9 

16
.8

4 
16

.2
2 

17
.1

3 
16

.0
3 

N
u
 S

D
P 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.0

0 
10

0.
00

 
18

0.
00

 
10

0.
00

 
10

0.
00

 
10

0.
00

 
10

0.
00

 
10

0.
00

 
O

r
h

 
A

g
ri

cu
lW

 
64

-3
6 

63
.0

8 
62

91
 

66
.4

4 
64

.5
8 

67
.1

0 
68

.81
 

65
.1

7 
63

38
 

51
.6

7 
57

.6
3 

57
.6

3 
49

.W
 

M
m

rf
aa

u
rc

 
13

.2
8 

14
33

 
14

.4
0 

14
.0

5 
14

.5
2 

14
.13

 
13

.6
0 

15
.7

8 
16

.40
 

20
.3

9 
17

.5
8 

17
.4

5 
22

.0
1 

T
n
n
r
p
M
u
i
o
n
 

@
Q

 

19
80

-8
1 

19
81

-8
2 

19
02

-8
3 

19
83

-8
4 

19
84

-8
5 

19
85

-8
6 

47
.5

1 
48

.0
2 

46
.5

1 
47

.6
5 

66
.3

0 
43

.9
0 

11
.6

5 
10

.2
8 

10
.3

4 
10

.15
 

12
.30

 
lZ

h1
 

18
.0

0 
18

.6
9 

19
.5

5 
19

.8
8 

20
.3

3 
20

.2
5 

22
.8

4 
23

.0
1 

23
.6

0 
22

32
 

23
.08

 
23

23
 

im
m

 
im

m
 

lm
m

 
1m

.w
 

10
0.

00
 

10
0.

00
 

$ 
40

.07
 

38
.9

5 
37

27
 

38
.13

 
36

.5
5 

34
.34

 
Zi 

29
.1

9 
29

.5
9 

30
23

 
30

3.3
8 

31
.04

 
F 

15
.37

 
15

.9
7 

16
.3

7 
16

.4
0 

16
.24

 
16

.42
 

% 
15

.37
 

15
.4

9 
16

.1
3 

15
.0

9 
16

.17
 

17
.1

4 
10

0.
00

 
10

0.
00

 
10

0.
00

 
10

0.
00

 
10

0.
00

 
10

0.
00

 

38
.3

7 
36

.1
2 

37
.9

3 
40

.4
2 

38
.1

5 
33

.3
9 

24
.85

 
24

.4
6 

23
.7

8 
21

.7
3 

23
.1

3 
23

.9
1 

18
84

 
19

.6
7 

19
.2

7 
18

.81
 

19
.1

1 
20

.9
1 

8 
l7

.W
 

19
.74

 
19

.0
2 

19
.04

 
19

.6
2 

21
.7

9 
r
 

lW
.0

0 
1W

.w
 

l
~

.
W

 10
0.

W
 

l0
0.

W
 

1W
.W

 

51
.6

3 
48

.8
5 

47
.1

6 
47

.74
 

42
.50

 
43

.1
4 

20
29

 
21

.6
3 

22
21

 
21

.5
5 

24
.8

8 
24

.6
0 

13
.51

 
14

.7
9 

15
.6

4 
15

.8
1 

16
.1

1 
16

.34
 

14
.57

 
14

.7
3 

15
.0

0 
14

.9
0 

16
.51

 
15

.9
1 

1m
.m

 
1m

.m
 

10
0.0

0 
1m

.m
 

10
0.

00
 

10
0.0

0 
0
 

25
.7

8 
25

.5
1 

24
.2

3 
25

.3
1 

23
.7

0 
21

.8
2 

8 
35

.97
 

35
.5

3 
35

.3
3 

35
.87

 
37

.%
 

39
.3

4 
5 

16
.54

 
17

.5
7 

18
.6

9 
18

.27
 

17
.9

1 
18

.3
7 

21
.70

 
21

.3
9 

21
.7

5 
20

.5
6 

20
.4

2 
20

.4
7 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

56
.35

 
56

.2
4 

52
.8

1 
56

.42
 

52
66

 
53

.8
1 

15
.54

 
14

.2
6 

16
.3

9 
14

.9
8 

16
.0

6 
15

.36
 

O
th

p
a 

14
.5

4 
14

.1
1 

14
.1

7 
11

.6
6 

12
61

 
10

.8
2 

10
.2

3 
10

92
 

12
.0

1 
12

94
 

11
.40

 
11

.2
3 

13
.4

3 
14

.9
9 

15
.0

5 
16

.5
7 

14
.5

1 
16

.74
 

15
.9

6 
N
U
 S

D
P 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.0

0 
10

0.
00

 
10

0.
00

 
10

0.
00

 
10

0.
00

 
10

0.
00

 
10

0.
00

 
10

0.
00

 
10

0.
00

 
10

0.
00

 
10

0.
00

 
10

0.
00

 
10

0.
00

 
a
 

G 
(

c
~

d
)

 
2
 



P
un

ja
b 

A
gr

ic
ul

tu
re

 
M

an
uf

ac
tu

re
 

T
nw

pr
ta

ti
on

 
O

h
a

s
 

N
U
 S

D
P

 
R

aj
8S

h
sn

 
A

gr
ic

ul
tu

re
 

M
an

uf
aa

re
 

Tr
an

sp
or

nt
io

n 
O

th
a

s
 

N
er

 S
D

P
 

T
am

il 
Na

du
 

A
gr

ic
ul

tu
re

 
hi

in
uf

ad
ur

e 
T

ra
ns

po
N

ti
on

 
O

h
a

s
 

Nu
 S

D
P 

U
tu

r 
P

ra
dc

sh
 

A
gr

ic
ul

tu
re

 
M

an
uf

ac
am

 
Tr

an
sp

on
at

io
n 

O
rh

as
 

N
et

 S
D

P
 

W
es

t B
en

ga
l 

A
gr

ic
ul

tu
re

 
M

nu
fa

au
n 

T
ra

ns
po

rt
at

io
n 

O
th

n
s

 

Ne
t 

SD
P

 
In

di
a 

A
gr

ic
ul

tu
re

 
~

f
a

c
t

u
n

 

T
nn

cp
ol

tl
ti

on
 

m
 

N
D

P 
-
 
-
 

-
 

N
ot

e: 
S

et
 F

oo
tn

ot
ed

 to
 A

pp
en

di
x A

 :
 1.

 A
gr

ic
ul

tiu
e 

in
cl

ud
e3

 A
gr

ic
ul

tu
re

, F
oR

8U
'y 

&
 L

og
gq

 an
d 

Fi
sh

in
g;

 2
. h

fa
a

u
ri

n
g

 ln
cl

ud
cs

 M
am

fa
au

nn
g 

(o
rg

a
n

m
i 
an
d 

un
or

ga
nr

sc
d)

, M
tn

ln
g 

&
 Q

U
M

Y
I~

, E
k

d
n

c~
ty

 d
 

C
on

m
ai

on
; 

3.
 T

v
t

i
o

n
 ln
cl

ud
cs

 T
~

d
o

n
 

(R
.il

w
ay

s,
 T

rw
po

rt
at

io
n 

by
 o

th
a 

m
ca

M
 a
nd
 C

om
m

un
ic

at
ia

n)
 an
d 

T
d

e
. H

ot
el

s, 
R

es
la

ur
an

ts
 an
d 

St
or

ag
e:

 4
. O

th
as

 w
lu

d
es

 B
an

km
g k

 In
su

ra
nc

e, 
R

ea
l m

te
, 

Pu
bl

ic
 A

dm
ir

ri
st

rI
tio

n 
an
d 

O
th

er
 Se

rv
ic
es
. 

2
 



A
m

m
m

U
( D

.2
. C

w
p

m
r

u
e

 ES
TI

M
A'

IE
S OF

 N
E

T
N

A
T

IO
N

A
L

\S
T

A
W

 
D

O
M

EF
TI

C
 

PR
O

DU
CT

 
SE

T
O

R
 WI
SE
: 

19
61

.61
 T
O 

19
85

.86
 

A
TC

O
N

ST
A

N
T(

.l9
80

.8
1)

 PR
IC

ES
 

St
*t

*b
y 

S
e

a
a

 
1%

7-
68

 
1%

8-
69

 
1%

9-
70

 
19

70
-7

1 
19

71
-7

2 
19

72
-7

3 
19

73
.7

4 
19

74
-7

5 
19

75
-7

6 
19

76
-7

7 
19

77
-7

8 
19

78
-7

9 
19

79
-8

0 

A
nd

br
a 

R
dc

sb
 

A
gr

ic
ul

tu
re

 
26

27
76

 
23

78
98

 
24

63
58

 
28

09
82

 
28

78
71

 
25

26
96

 
32

55
64

 
3

3
7

6
1

 
31

75
59

 
25

89
43

 
30

21
11

 
34

25
14

 
29

86
84

 
M

an
uf

aa
rc

 
73

76
2 

76
15

8 
83

93
7 

7%
32

 
83

16
7 

85
32

1 
86

80
1 

93
89

5 
10

13
50

 
10

60
15

 
11

59
48

 
12

13
95

 
12

94
98

 
T

~
sp

o
rc

rt
io

n
 

12
76

69
 

12
17

79
 

12
14

41
 

10
59

63
 

10
91

51
 

10
29

92
 

11
90

56
 

1
~

3
1

 
12

76
01

 
11

98
71

 
13

02
19

 
14

49
61

 
15

76
96

 

O
th

er
s 

59
86

9 
61

23
5 

64
10

5 
64

84
1 

68
35

8 
69

95
0 

72
12

0 
74

02
4 

81
65

7 
93

52
5 

10
05

89
 

98
46

1 
10

46
14

 
Net
 S

D
P 

52
40

75
 

49
70

70
 

51
58

42
 

53
14

18
 

54
85

47
 

51
09

59
 

60
35

41
 

61
71

11
 

62
81

67
 

57
83

54
 

64
88

67
 

70
73

32
 

69
04

92
 

A
w

m
 

A
gn

cu
ltu

rc
 

99
21

2 
97

79
4 

99
30

4 
10

34
02

 
10

97
03

 
11

29
77

 
11

02
06

 
12

37
66

 
11

77
05

 
12

24
45

 
11

93
09

 
11

80
40

 
M

m
fa

cm
rr

. 
25

86
8 

28
36

9 
39

77
2 

41
04

3 
43

74
5 

43
95

0 
45

55
7 

48
58

6 
45

24
0 

45
60

0 
50

35
1 

37
37

9 
Tn

ns
po

ru
iio

n 
19

53
5 

20
45

2 
21

32
6 

21
89

2 
23

48
6 

23
44

4 
23

90
5 

25
47

8 
26

65
2 

27
55

4 
28

01
5 

28
54

0 
O

th
as

 
14

93
8 

15
64

2 
16

05
6 

17
14

6 
17

%
9 

19
31

3 
20

06
7 

19
64

1 
21

40
5 

24
29

9 
25

44
6 

26
73

4 
N

et
 S

D
P

 
15

95
54

 
16

22
57

 
17

64
59

 
18

34
84

 
19

49
03

 
19

96
84

 
19

97
36

 
21

74
71

 
21

10
03

 
21

98
97

 
22

31
22

 
21

06
92

 
B

ih
ar

 
A

g
r~

cu
l~

w
e 

27
73

86
 

28
14

58
 

26
32

19
 

28
42

32
 

29
60

71
 

28
52

06
 

24
80

34
 

28
13

75
 

28
39

94
 

31
63

05
 

33
34

87
 

32
36

88
 

26
78

90
 

M
an

ul
ac

ru
n 

1K
21

2 
11

18
05

 
11

84
34

 
11

31
82

 
11

63
21

 
11

90
65

 
12

26
27

 
12

70
66

 
14

16
63

 
14

76
%

 
15

19
11

 
15

89
00

 
15

30
97

 
T

~
w

p
u

ru
tr

o
n

 
56

11
1 

54
37

8 
39

58
7 

60
47

4 
62

%
8 

64
32

3 
60

83
5 

68
75

3 
72

3%
 

70
32

7 
75

72
5 

82
05

5 
99

13
3 

O
th

as
 

32
M

1 
33

39
3 

40
88

5 
50

67
0 

52
53

9 
54

68
3 

53
95

0 
55

86
0 

57
52

6 
56

62
8 

56
24

2 
61

70
3 

63
81

7 
N

C
L S
OP
 

46
97

29
 

48
10

33
 

46
21

25
 

50
83

58
 

52
78

99
 

52
32

77
 

48
54

46
 

53
30

53
 

55
59

79
 

59
09

56
 

61
73

65
 

62
63

46
 

58
39

37
 

C
u

ja
ra

l 
A

gn
cu

ltu
rc

 
17

26
83

 
13

70
76

 
16

34
58

 
22

25
55

 
23

49
63

 
11

81
94

 
18

58
36

 
12

03
62

 
20

33
23

 
20

20
41

 
2U

28
24

 
23

90
65

 
21

87
17

 
M

m
u

is
cu

rr
 

11
79

77
 

11
95

46
 

11
50

88
 

12
74

89
 

12
64

33
 

13
86

55
 

14
55

83
 

15
75

29
 

15
98

17
 

17
86

24
 

20
03

89
 

20
27

66
 

19
60

16
 

T-
po

-d
on

 
83

99
1 

83
42

3 
84

64
0 

73
71

5 
79

40
0 

71
98

8 
79

32
9 

79
80

9 
93

38
2 

13
51

98
 

16
13

19
 

12
99

59
 

17
85

32
 

O
th

er
s 

49
29

5 
52

03
0 

55
40

9 
57

88
4 

61
75

3 
63

57
4 

64
21

3 
62

17
4 

65
92

6 
83

49
0 

87
39

1 
96

41
5 

98
08

5 
N

et
 S

D
P

 
47

.3
94

6 
39

20
75

 
41

85
95

 
48

16
43

 
SU

25
49

 
39

24
12

 
47

49
62

 
41

98
74

 
52

24
48

 
59

93
52

 
63

49
23

 
66

82
05

 
69

13
60

 
H

ar
yr

m
a 

A
gm

ul
tu

rc
 

11
50

11
 

10
05

67
 

13
59

91
 

13
16

80
 

12
60

83
 

12
13

88
 

11
29

88
 

11
66

41
 

13
98

58
 

14
72

76
 

15
30

60
 

16
52

08
 

13
33

74
 

M
an

ul
am

re
 

27
13

13
 

30
63

9 
33

31
9 

34
28

5 
40

76
3 

40
94

8 
40

51
1 

43
54

8 
50

65
9 

47
01

5 
52

54
3 

55
81

4 
58

62
0 

T
n

n
s~

u
n

n
ll

o
n

 
22

81
6 

l(
n8

7 
25

92
0 

23
74

8 
25

76
1 

28
05

2 
29

l6
8 

25
80

2 
34

94
7 

47
27

3 
51

55
4 

55
35

3 
58

89
3 

O
l
h
a
s
 

14
64

9 
14

%
8 

15
11

5 
17

16
3 

18
72

3 
19

70
0 

19
73

8 
19

38
8 

15
45

8 
21

38
4 

22
10

5 
24

82
5 

26
12

9 
N

et
 S

D
P

 
17

96
14

 
16

09
60

 
21

03
45

 
20

68
77

 
21

13
29

 
21

00
88

 
20

30
06

 
20

53
79

 
26

19
22

 
26

29
48

 
27

92
62

 
30

12
01

 
27

70
17

 
Il

im
cb

al
 P

ra
d

eh
 

A
gn

cu
lr

w
e 

24
89

2 
25

17
8 

25
32

2 
27

84
2 

27
45

3 
31

72
5 

29
43

8 
32

39
1 

35
21

9 
28

6U
) 

,U
sn

u
la

c~
rc

 
12

90
0 

13
38

5 
14

32
0 

13
11

4 
12

39
8 

15
83

5 
12

41
0 

15
03

5 
13

88
8 

11
40

3 
T

~
s

p
o

n
a

~
~

o
n

 
40

89
 

41
59

 
42

47
 

45
84

 
47

05
 

48
55

 
69

96
 

79
98

 
95

38
 

86
63

 
fh

hc
rs

 
71

38
 

83
19

 
85

61
 

97
46

 
96

87
 

10
15

6 
10

68
4 

11
29

9 
12

14
0 

11
24

3 
.U

ct
 S

D
P 

49
01

9 
51

04
1 

52
45

1 
55

28
6 

54
24

4 
62

57
1 

59
52

7 
66

72
3 

70
18

5 
59

94
9 

(R
r 

la
kh

) 

19
80

-8
1 

19
81

-8
2 

19
82

-8
3 

19
83

-8
4 

19
84

-8
5 

19
85

-8
6 

35
05

97
 

41
24

61
 

40
14

43
 

43
45

39
 

38
81

40
 

38
86

18
 

12
95

39
 

14
36

79
 

15
11

68
 

16
63

16
 

18
35

39
 

19
46

51
 

14
09

50
 

16
33

39
 

17
69

74
 

17
82

85
 

18
00

89
 

20
12

91
 

12
90

25
 

13
39

34
 

14
07

02
 

15
27

25
 

16
20

71
 

17
68

44
 

75
01

11
 

85
34

12
 

87
02

86
 

93
18

64
 

91
38

40
 

96
14

05
 

12
45

98
 

13
37

82
 

13
18

24
 

14
84

28
 

13
53

16
 

14
23

48
 

27
48

9 
52

77
0 

50
60

6 
59

63
9 

74
48

2 
79

88
0 

30
29

1 
34

95
5 

34
84

3 
38

80
0 

45
00

4 
51

70
0 

48
35

1 
51

70
5 

53
58

8 
58

21
8 

58
58

9 
65

19
8 

23
07

29
 

27
32

13
 

27
08

60
 

30
50

85
 

31
33

91
 

33
91

26
 

3C
kl

78
6 

30
23

23
 

29
41

00
 

33
86

06
 

36
17

23
 

38
55

82
 

12
22

74
 

15
92

24
 

15
53

U
2 

16
82

77
 

16
91

82
 

17
91

33
 

72
44

3 
84

12
3 

83
61

0 
95

98
2 

97
31

1 
10

27
25

 
11

19
21

 
11

47
28

 
13

53
00

 
13

1%
1 

13
54

14
 

14
59

14
 

61
14

24
 

66
03

98
 

66
83

12
 

73
48

27
 

76
36

29
 

81
33

54
 

25
13

11
 

29
76

09
 

25
39

64
 

28
41

07
 

28
5%

8 
19

97
67

 
22

12
56

 
21

89
81

 
22

26
58

 
26

23
06

 
24

94
90

 
25

71
56

 
95

23
9 

10
69

48
 

11
56

70
 

13
08

29
 

13
64

51
 

14
30

94
 

12
12

99
 

12
22

11
 

13
49

72
 

13
77

78
 

14
66

%
 

15
91

18
 

68
91

05
 

74
57

48
 

72
72

64
 

81
50

20
 

81
86

05
 

75
91

35
 

16
84

37
 

16
97

11
 

17
46

37
 

17
69

01
 

18
44

45
 

20
79

42
 

57
64

7 
62

84
6 

62
72

9 
62

19
7 

72
10

3 
80

22
4 

36
38

0 
40

17
9 

46
16

4 
46

01
6 

49
52

1 
52

76
3 

33
60

4 
36

06
1 

39
56

4 
42

16
1 

44
87

5 
47

43
8 

29
60

68
 

30
87

97
 

32
30

94
 

32
72

75
 

35
09

44
 

38
83

67
 

35
98

5 
40

08
3 

34
16

1 
37

58
2 

31
87

5 
34

82
6 

12
91

3 
13

07
1 

15
22

2 
12

13
6 

12
89

1 
14

82
8 

57
22

 
63

79
 

66
14

 
69

60
 

70
23

 
73

73
 

15
46

7 
16

17
6 

17
16

0 
17

66
4 

18
97

8 
19

62
1 

70
08

7 
75

70
9 

73
15

7 
74

34
1 

70
76

7 
76

64
8 

(C
o

m
d

.)
 



Jn
m

m
r &

 K
ab

m
ir

 
A

gr
ic

ul
tu

rc
 

h
ia

n
u

fa
aw

c 

T
ra

ns
po

R
nt

io
n 

O
th

as
 

N
e
t 
S
D
P
 

K
~

r
n

d
sk

8
 

A
gr

ic
ul

tu
re

 
M

ar
m

fa
cll

Jr
e 

T
ra

ns
po

rn
tio

n 
m

u
 s 

N
e
t 
SD
P 

K
er

nl
a 

A
gr

ic
ul

tu
re

 
M

dn
uf

ac
tlm

 
T

ra
ns

po
rt

at
io

n 
m

a
s
 

N
u
 S

D
P 

Ms
dh

yr
 P

rd
n

h
 

~g
ri

cu
ln

rr
e 

M
an

uf
nn

ur
c 

T
ra

ns
po

rn
tio

n 
m
a
s
 

N
d
 S

D
P 

M
n

b
a
re

&
fr

n
 

A
gr

ic
u

lt
u

re
 

M
an

uf
ac

tu
re

 

Tr
an

sp
or

la
tio

n 
O

rh
as

 
h
'c

t 
S

D
P

 

O
ri

s
w

 

A
gr

ic
ul

tu
re

 
M

an
uf

aa
n 

T
ra

n
sp

u
ti

on
 

O
th

a
s 

N
et

 S
D

P
 



A
P

W
N

O
IX

D
Z

 (
m

a
.)

 

S
h

m
b

y
k

ti
~

 
19

61
.6

8 
19

68
69

 
19

69
-7

0 
19

M
71

 
19

71
-7

2 
19

72
73

 
19

73
-7

4 
19

74
-7

5 
19

75
-7

6 
19

76
-7

7 
19

11
-7

8 
19

78
-7

9 
19

79
-8

0 

P
=*

b 

A
g

Y
id

h
u

c
 

1~
~ 

13
43

61
 

14
43

45
 

14
93

68
 

15
18

51
 

15
19

32
 

15
Z

78
 

1
~

5
 

17
04

26
 

19
15

41
 

19
68

23
 

19
28

99
 

hl
IU

fa
C

tU
l0

 
8D

Zl
8 

7!
M

(lO
 

7C
OM

) 
54

74
0 

55
72

7 
28

02
8 

61
91

8 
59

09
4 

72
03

2 
76

74
8 

84
40

5 
90

85
2 

84
86

0 

T
M

.P
Q

P
~

M
~

 
35

38
1 

38
84

2 
38

88
9 

39
32

6 
10

11
6)

 
42

53
8 

49
34

0 
$2

06
1 

$2
/1

48
 

78
63

6 
86

34
5 

99
@

M
 

95
88

3 
O

tt
rn

 
24

93
5 

26
S

9 
26

74
8 

Z
l5

96
 

28
71

8 
28

41
5 

Z
I4

9
 

29
4%

 
31

72
1 

#2
54

 
37

66
3 

41
64

9 
42

41
3 

N
et

 S
DP
 

2
7

W
l 

27
88

68
 

28
43

82
 

2
7

lm
 

27
67

60
 

28
09

13
 

29
11

85
 

29
57

03
 

32
12

97
 

36
- 

39
99

55
 

42
91

30
 

41
60

%
 

W
h

n
 

m
- 

16
50

90
 

11
53

86
 

12
85

91
 

23
11

44
 

18
69

17
 

16
88

45
 

19
33

8 
16

92
%

 
21

53
42

 
23

32
19

 
aO

M
M

 
20

47
53

 
18

25
03

 
M

.n
u

f*
~

m
rr

 
54

28
2 

51
76

3 
53

97
6 

64
28

9 
68

18
5 

69
59

8 
70

69
1 

77
18

2 
85

31
6 

86
29

9 
89

64
4 

98
26

7 
92

91
6 

T
u

r
n

 
6
0
2
0
 

C
(6

n
 

49
51

2 
40
99
7 

38
52

3 
39

30
5 

42
92

2 
32

0(
7 

49
01

1 
67

09
3 

79
26

5 
83

32
9 

73
55

6 
O

tb
cn

 
3

1
W

 
32

95
4 

33
70

8 
31

03
1 

31
27

1 
34

41
6 

35
98

1 
37
% 

39
68

0 
44

52
7 

49
23

5 
51

99
4 

52
69

2 
N

et
 S

D
P 

31
06

55
 

24
47

80
 

26
98

7 
36

74
6l

 
32

48
95

 
31

21
64

 
34

31
37

 
31

60
86

 
38

93
80

 
43

11
38

 
45

86
49

 
47

83
43

 
40

16
67

 
T

a
ll

 N
ad

u 

A
gr

ia
Il

hu
c 

14
88

87
 

14
91

09
 

16
24

13
 

16
79

40
 

18
40

12
 

17
45

90
 

20
16

72
 

15
81

06
 

20
35

63
 

1-5
9 

a1
37

7 
19

19
66

 
16

79
13

 
k

ll
fu

h
u

e
 

15
71

47
 

16
66

21
 

17
06

06
 

14
62

26
 

15
02

51
 

15
28

00
 

14
71

37
 

13
43

03
 

17
20

64
 

P
S

06
2 

24
31

55
 

25
47

71
 

T
r

m
t

i
m

 
16

92
21

 
17

78
94

 
17

50
41

 
17

25
76

 
17

69
61

 
18

47
46

 
18

62
30

 
19

11
24

 
24

42
43

 
a2

27
3 

M
I4

26
 

27
15

67
 

20
83

10
 

O
th

n
 

81
71

9 
85

36
6 

87
40

3 
92

10
9 

96
88

1 
99

20
5 

10
65

59
 

lW
.0

3 
11

33
92

 
11

95
17

 
12

50
39

 
13

18
52

 
13

01
10

 
N

ct
 S

D
P 

55
69

73
 

57
92

96
 

59
54

63
 

38
85

1 
60

81
05

 
61

13
41

 
64

15
98

 
59

27
35

 
73

32
62

 
71

U
31

7 
80

59
04

 
83

85
41

 
76

11
04

 
U

tt
u 

h
d

e
h

 
A

gr
is

ul
- 

5u
)l

09
 

51
95

62
 

60
42

66
 

57
07

68
 

51
67

47
 

55
56

05
 

50
W

37
 

52
35

33
 

59
86

99
 

58
89

61
 

62
65

48
 

65
46

53
 

47
68

80
 

M
.n

uf
- 

13
34

92
 

13
88

89
 

14
40

48
 

15
67

59
 

15
35

41
 

16
14

00
 

16
13

15
 

15
64

26
 

17
97

14
 

20
05

23
 

a6
37

1 
23

17
45

 
22

82
48

 
Tr-0

11 
13

88
45

 
13

65
58

 
14

29
74

 
21
06
44
 

20
19

99
 

23
66
61
 

22
19

91
 

20
34

92
 

21
57

88
 
U
%
X
%
 

20
59

02
 

20
82

55
 

20
73

54
 

O
tb

cn
 

10
59

70
 

10
72

75
 

11
11

87
 

13
32

62
 

13
81

42
 

14
32

76
 

13
98

%
 

14
04

24
 

13
73

22
 

14
11

98
 

14
23

45
 

16
6.

52
5 

17
16

31
 

N
n
 S

D
P 

89
84

16
 

90
22

8)
 

10
03

07
5 

10
71

64
4 

10
09

92
9 

10
96

94
7 

10
23

59
7 

10
23

87
5 

11
31

52
3 

11
49

69
6 

11
91

16
5 

12
61

17
7 

10
84

11
3 

W
e

l
l

B
t

~
 

b
i-
h
1
8
 

19
55

27
 

21
09

47
 

22
32

66
 

-9
62

 
23

40
83

 
20

34
47

 
20

61
66

 
22

88
35

 
25

35
27

 
1A

36
17

 
Z

I2
S

3l
 

26
23

74
 

25
73

58
 

M
U

lu
fic

hu
c 

71
72

2 
79

18
2 

82
92

5 
8U

85
 

86
96

8 
95

83
8 

10
70

14
 

13
89

5)
 

15
45

33
 

16
43

58
 

17
34

62
 

19
03

14
 

21
20

07
 

T
r

w
t

d
 

10
28

42
 

10
14

06
 

95
92

9 
11

25
77

 
11

30
24

 
12

98
34

 
11

07
11

 
12

75
91

 
13

66
33

 
l3

lW
 

12
99

12
 

12
65

39
 

15
83

79
 

Or
tm
n 

5s
99

7 
64

83
8 

69
90

0 
73

07
2 

73
09

9 
74

48
5 

78
43

0 
84

37
1 

96
34

5 
99

29
0 

11
16

81
 

11
55

17
 

Ne
t 

SD
P 

4- 
4
5
0
9
3
8
 

46
70

19
 

49
19

24
 

50
71

47
 

50
22

19
 

49
-7

6 
57

38
13

 
62

91
05

 
63

51
26

 
67

52
00

 
68

49
07

 
74

32
60

 
la

&
 

w
w

 
33

95
10

0 
33

8W
X

) 
36

06
80

0 
38

71
10

0 
37

86
M

O
 

35
78

20
0 

38
40

00
0 

37
72

aK
l 

42
75

30
0 

4
0
0
6
U
K
)
 
44

18
60

0 
45

11
50

0 
36

90
g0

0 
-uf-
 

16
19

- 
16

9~
31

00
 1

~
~

4
9

0
0

 
1

8
6

m
 

i9
ii

m
 

im
w

 m
m

 2
0

3
~

7
~

 
2
1
4
m
 

23
40

2~
 25

00
5~

) 
n%

m
 26

06
90

0 
T

r.
ll

rp
or

u
ri

on
 

99
S

lw
 

10
40

00
0 

10
97

60
0 

1
1

m
 11

71
00

0 
11

89
60

0 
12

36
80

0 
13

10
10

0 
14

35
10

0 
14

97
60

0 
1W

23
00

 
17

40
M

O
 

17
08

80
0 

0
t
h

 
1
'x
m

 
13

6b
(0

0 
14

33
10

0 
15

Cb
W

XI
 

15
58

70
0 

15
96

90
0 

16
35

00
0 

17
W

70
0 

18
09

50
0 

18
71
a0
0 

19
86

70
0 

20
72

90
0 

ND
P 

73
59

00
 

74
18

10
0 

79
13

70
0 

83
17

20
0 

83
73

30
0 

83
04

2W
 

86
80

70
0 

87
52

86
6 

95
74

10
0 

96
53

70
0 

10
39

86
00

 
io

%
6s

oo
 

10
11

94
00

 

N
ot

e:
 N

o-
 

fm
m

 A
p

p
c
rd

ix
A

 4
 D

.l 

(R
s 

I&
) 

19
80

-8
1 

19
81

-8
2 

19
82

-8
3 

19
83

-8
4 

19
&

1-
85

 1
98

5-
86

 

23
76

30
 

27
54

14
 

m
n

l
 
no
s%
 

29
75

48
 

32
26

59
 

94
99

2 
11

08
89

 
11

11
45

 
11

87
%

 
12

47
02

 
12

88
9 

82
93

9 
90

5R
3 

92
12

5 
94

44
8 

98
63

8 
94

27
3 

65
09

4 
65

20
4 

69
40

1 
73

48
5 

g3
62

7 
48

06
55

 
54

99
42

 
55

73
26

 
59

93
%

 
62

94
18

 

20
43

75
 

23
35

65
 

23
42

97
 

30
13

53
 

26
37

78
 

25
16

48
 

85
26

8 
88

18
4 

89
49

8 
10

85
60

 
10

22
99

 
1

m
3

6
 

65
62

9 
74

28
6 

74
16

0 
83

62
6 

83
17

0 
81

73
9 

68
26

6 
72

09
6 

76
06

5 
77

98
2 

84
92

0 
90

99
5 

42
35

38
 

46
87

31
 

47
40

20
 

57
15

21
 

53
41

66
 

53
91

18
 

17
42

10
 

22
57

8:
 

16
45

24
 

20
11

86
 

23
63

72
 

24
77
% 

24
39

87
 

25
30

81
 

26
06

73
 

27
48

31
 

31
60

30
 

31
81

04
 

18
84

39
 

21
87

33
 

21
12

36
 

21
38

10
 

23
12

94
 

24
33

55
 

12
70

73
 

13
66

77
 

14
70

13
 

14
73

20
 

16
56

10
 

19
62

14
7 

73
37

09
 

83
42

78
 

78
34

47
 

S
7

fM
 

90
93

66
 

10
05

50
2 

7l
21

92
 

'77
2%

 
79

90
95

 
82

73
63

 
81

43
17

 
80

89
29

 

W
W

 
73

71
76

 
21

43
65

 
28

95
90

 
29

50
99

 
31

48
31

 
24

61
70

 
25

73
79

 
28

05
70

 
27

10
46

 
28

45
79

 
30

06
19

 
a

5
9

 
22

60
88

 
X

98
62

 
S

%
7

2
 

28
18

54
 

30
79
% 

14
81

05
0 

14
92

82
8 

16
03

89
2 

16
47

67
0 

16
75

84
9 

17
32

34
0 

26
Q

59
3 

21
47

85
9 

24
40

64
 

31
18

71
 

31
34

92
 

33
10

30
 

27
56

64
 

29
51

98
 

31
58

68
 

30
19

11
 

18
69

(8
 

30
87
48
 

14
81

72
 

18
57

79
 

18
25

06
 

17
78

16
 

16
5W

O
 

17
40

68
 

18
2W

) 
18

00
97

 
19

34
66

 
19

35
38

 
20

40
56

 
21

47
47

 
86

66
53

 
90

93
33

 
93

59
04

 
98

51
36

 
96

96
86

 
10

28
59

3 

44
09

10
0 

46
74

70
0 

4
6

W
 5

12
03

00
 

51
12

AO
O 

51
19

00
0 

~
6

8
5

~
0

 
28

99
30

0 
3
0
2
0
y
~
)
 32

85
40

0 
w

x.
20

0 
36

10
40

0 
l

8
W

 
19

17
80

0 
20

16
10

0 
21

26
30

0 
74

31
70

0 
Z

34
80

0 
22

18
30

0 
23

93
00

0 
25

07
60

0 
26

83
10

0 
28

61
90

0 
I

I
~

~
U

M
O

 
11

71
01

00
 1
30
33
00
9 

i3
m

96
01

) 
1

3
m

iw
 1

4u
xx

m
 



A
S5

N
X

X
D

.2
.1

: C
O

M
P

A
R

A
B

~ ES
W

'IE
P 

C
P

N
E

T
N

A
~O

N
A

L
\ 

S
T
A
E
 -%

 
PR

-C
T:

 
S- 

W
E

E
 P

~
X

Q
P

~
T

A
W

 
D

m
n

u
su

n
w

. 1
36

7-
68

 TO
 1

98
5-

86
 A

T
C

O
N

S
T

A
N

T
(1

98
0-

81
) A

(- 
0' 

S
1.

tc
by

S
- 

19
67

48
 

19
68

49
 

19
69

-7
0 

19
10

-7
1 

19
71

-7
2 

19
72

-7
3 

19
73

-7
4 

19
74

-7
5 

19
75

-7
6 

19
76

77
 1

97
7-

78
 1

97
8-

79
 1

97
9-

80
 

A
ad

hr
a 

P
r

d
u

b
 

A
g

ri
cu

ltu
re

 
9.

14
 

47
.86

 
47

.7
6 

52
87

 
52

48
 

49
.4

6 
53

.9
4 

52
.6

3 
50

.5
5 

44
.7

7 
46

.5
6 

48
.4

2 
43

.2
6 

W
a

c
h

v
e

 
14

.0
7 

15
.3

2 
16

.2
7 

14
.9

8 
15

.1
6 

16
.7

0 
14

.3
8 

15
22

 
16

.1
3 

18
.3

3 
17

.8
7 

17
.16

 
18

.7
5 

T
nm

pt
al

bn
 

24
.3

6 
24

.5
0 

23
.5

4 
19

.9
4 

19
.9

0 
20

.1
6 

19
.7

3 
W

.1
6 

20
.3

1 
20

.7
3 

20
.0

7 
20

.4
9 

22
84

 
Or
tr
cr
s 

11
-4

2 
12

32
 

12
43

 
12

20
 

12
46

 
13

.6
9 

11
.9

5 
12

00
 

13
.0

0 
16

.1
7 

15
.5

0 
13

.9
2 

15
.1

5 
N

U
 S

D
P

 
10

0.
00

 
10

0.
00

 
10

0.
00

 
10

0.
00

 
10

0.
00

 
10

0.
00

 
10

0.
00

 
10

0.
00

 
10

0.
00

 
10

0.
00

 
10

0.
00

 
10

0.
00

 
10

0.
00

 
A

m
m

 
Ag

ric
ul

tu
re

 
62

18
 

60
27

 
56

.2
8 

56
.3

6 
56

2.9
 

56
.5

8 
55

.1
8 

56
.9

1 
55

.7
8 

55
.6

8 
53

.4
7 

56
.0

2 
M

uu
fi

cb
ue

 
16

21
 

17
.4

8 
22

54
 

22
.3

7 
22

44
 

22
01

 
22

81
 

22
34

 
21

.4
4 

20
.7

4 
22

57
 

17
.7

4 
Tr
m+
po
rt
ui
on
 

12
24

 
12

60
 

12
09

 
11

.9
3 

12
05

 
11

.7
4 

11
.9

7 
11

.7
2 

I2
63

 
12

.5
3 

i2
56

 
13

.5
5 

O
m

cr
s 

9.3
6 

9.
64

 
9.

10
 

9.
34

 
9.

22
 

9.6
7 

10
.0

5 
9.

03
 

10
.1

4 
11

.0
5 

11
.4

0 
12

.6
9 

Nc
t 

SD
P 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

B
lb

ar
 

A
gr

ic
ul

tu
re

 
59

.0
5 

58
.5

1 
56

.9
6 

55
.9

1 
56

.0
8 

54
.5

0 
51

.0
9 

52
79

 
51

.0
8 

53
.5

2 
54

.0
2 

51
.6

6 
M

w
f.

c
a
M

 
22

19
 

11
.2
4 

25
.6

3 
22

26
 

22
03

 
22

.7
5 

6 
23

.8
4 

25
.5

2 
24

.9
9 

24
.6

1 
25

.3
7 

26
22

 
T

la
n

p
m

im
 

11
.9

5 
11

.3
0 

8
.9

 
11

.9
0 

11
.9

3 
12

29
 

12
.5

3 
12

90
 

13
.0

6 
11

.9
0 

12
27

 
13

.1
0 

16
.9

8 
O

th
er

s 
6.

82
 

6.
94

 
8

.
 

9.
93

 
9.

95
 

10
.4

5 
11

.1
1 

10
.4

8 
10

.3
5 

9.
58

 
9.

11
 

9.
85

 
10

.9
3 

N
et

 S
D

P 
10

0.
00

 
10

0.
00

 
10

0.
00

 
1G

0.0
0 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

l0
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

G
u

ja
n

l 
A

gr
ic

ul
tu

re
 

40
.7

3 
34

.9
6 

39
.0

5 
46

.2
1 

46
.7

5 
30

.1
2 

39
.1

3 
28

.67
 

38
.9

2 
33

.71
 

31
.94

 
35

.7
8 

31
.6

4 

M
nn

if
l~

cb
ue

 
27

.8
3 

30
d9

 
27

.4
9 

26
.4

7 
25

.1
6 

35
.3

3 
30

.65
 

37
.5

2 
30

.5
9 

29
.8

0 
31

.5
6 

30
.3

4 
28

.3
5 

T
nn

sp
m

at
bn

 
19

.8
1 

21
28

 
20
.2
2 

15
.3

0 
15

.8
0 

18
.3

5 
16

.7
0 

19
.0

1 
17

.8
7 

22
.5

6 
22

73
 

19
.4

5 
25

.8
2 

O
m

er
s 

11
.6

3 
13

27
 

13
.U

 
12

02
 

12
29

 
16

30
 

13
.5

2 
14

.8
1 

12
62

 
13

.9
3 

13
.7

6 
14

.4
3 

14
.1

9 
N

U
 S

D
P 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

R
.r

)..
.. 

Ag
ric

ul
tu

re
 

fj
4.
03
 

60
.96

 
64

.6
5 

63
.6

5 
59

.6
6 

57
.7

8 
55

.6
6 

56
.7

9 
57

.1
0 

56
.0

1 
54

.8
1 

54
.8

5 
48

.1
5 

~
f

8
~

 
15

.1
1 

18
.5

7 
15

.8
4 

16
.5

7 
19

.2
9 

19
.4

9 
19

.9
6 

21
20

 
20

.6
8 

17
.8

8 
18

.81
 

18
.5

3 
21

.1
6 

TR
m

rp
on

rti
O

n 
12

70
 

11
.3

9 
12

32
 

11
.4

8 
12

19
 

13
.3

5 
14

.6
6 

12
56

 
14

27
 

17
.9

8 
18

.4
6 

18
.3

8 
21

.2
6 

O
m

cn
 

8.
16

 
9.
07
 

7.
19

 
8.W

 
8.

86
 

9.
38

 
9.7

2 
9.

44
 

7.
91

 
8.

13
 

7.
92

 
8.2

A 
9.

43
 

N
cr 

SD
P

 
10

0.
00

 
10

0.
00

 
1O

O
.a 

~(
IO

.0
0 

10
0.

w
 

10
0.

00
 

lG
fJ.0

0 
1m

.W
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

A
ln

ue
L.

l 
P

ra
d

d
 

A
g

ri
c

~
lt

~
c

 
50

.7
8 

49
.3

3 
48

.2
8 

50
.3

6 
50

.61
 

50
.7

0 
49

.4
5 

48
.5

5 
49

.7
6 

47
.77

 

M
.m

fa
rm

rc
 

26
.3

2 
26

.2
2 

27
.3

0 
23

.7
2 

22
86

 
25

.3
1 

20
.8

5 
22

.5
3 

19
.6

2 
19

.0
2 

T
ra

m
po

m
ti

on
 

8.
34

 
8.

15
 

8.
10

 
8.

29
 

8.6
7 

7.7
6 

11
.7

5 
11

.9
9 

13
.4

7 
14

.4
5 

O
th

as
 

14
.5

6 
16

.3
0 

16
.3

2 
17

.6
3 

17
.8

6 
16

.2
3 

17
.9

5 
16

.9
3 

17
.1

5 
18

.7
5 

N
a
 S

D
P 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

w
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

19
80

-8
1 

19
81

-8
2 

19
82

-8
3 

19
83

-8
4 

19
84

-8
5 

19
85

.8
6 

5 k
 

46
.7

4 
48

.3
3 

46
.1

3 
46

.6
3 

42
.4

7 
40

.4
2 

17
.2

7 
16

.8
4 

17
.3

7 
17

.8
5 

20
.0

8 
20

15
 

18
.7

9 
19

.1
4 

20
.3

4 
19

.1
3 

19
.7

1 
20

.9
4 

17
.2

0 
15

.6
9 

16
.1

7 
16

.3
9 

17
.74

 
18

.3
9 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

la
3.

00
 

54
.0

0 
48

.9
7 

48
.6

7 
48

.6
5 

43
.1

8 
41

.9
7 

11
.9

1 
19

.3
1 

18
.6

8 
19

.5
5 

23
.7

7 
23

.5
5 

13
.1

3 
12

.7
9 

12
.8

6 
12

.7
2 

14
.3

6 
15

.2
5 

20
.9

6 
18

.9
2 

19
.7

8 
19

.0
8 

18
.7

0 
19

.2
3 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

45
.8

8'
49

.8
5 

45
.7

8 
44

.0
1 

46
.0

8 
47

.3
7 

47
.4

1 
20
.0
0 

24
.1

1 
23

.2
4 

22
.9

0 
5 

22
.0

2 
11

.8
5 

12
.7

4 
12

51
 

13
.0

6 
12

.7
4 

12
63

 
18

.3
0 

17
.3

7 
20

.2
4 

17
.9

6 
17

.7
3 

17
.9

4 
10

0.
00

 
10

0.
00

 
10

0.
00

 
10

0.
00

 
10

0.
00

 
10

0.
00

 

36
.4

7 
39

.9
1 

34
.9

2 
34

.8
6 

34
.9

3 
26

.3
2 

3 
32

11
 

29
.3

6 
30

.6
2 

32
18

 
30

.4
8 

33
.8

7 
2 

13
.8

2 
14

.3
4 

15
.9

0 
16

.0
5 

16
.6

7 
18

.8
5 

17
.6

0 
16

.3
9 

18
.5

6 
16

.9
0 

17
.9

2 
20

.%
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

8 
56

.8
9 

54
.%

 
54

.0
5 

54
.0

5 
52

56
 

53
54

 
5 

19
.4

7 
'20

.35
 

19
.4

2 
19

.0
0 

20
.5

5 
20

.6
6 

11
22

9 
13

.0
1 

14
.2

9 
14

.0
6 

14
.1

1 
13

.5
9 

11
.3

5 
11

.6
8 

12
25

 
12

88
 

12
79

 
12

21
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

51
.3

4 
52

94
 

46
.7

0 
50

.5
5 

45
.0

4 
45

.4
4 

18
.4

2 
17

.2
6 

20
.8

1 
16

.3
2 

18
22

 
19

.3
5 

8.
16

 
8.

43
 

9.
04

 
9.3

6 
9.

52
 

9.
62

 
22

07
 

21
.3

7 
23

.4
6 

23
.7

6 
26

.8
2 

25
.6

0 
10

0.
00

 
10

0.
00

 
10

0.
00

 
10

0.
00

 
10

0.
00

 
10

0.
00

 



Js
m

m
u 
8

 K
rs

bd
r 

Ag
ri
cu
lu
m 

63
.8
9 

63
.3
5 

Ma
nu
fa
cb
ue
 

12
81
 

12
46
 

T
m

qo
tt

at
io

n 
7.

16
 

7.
52

 
O

u
la

~
 

16
.14

 
16

67
 

N
ct

 S
D

P 
10
0.
00
 

10
0.
00
 

Ks
rn
at
rl
ra
 

A
p
i
c
d
u
m
 

45
.4
5 

47
.2
2 

M
h

m
n

 
25
.8
2 

24
.1

1 
Tr

rn
sp

nr
tio

n 
13

.2
9 

13
.1

8 
O

th
a

s
 

15
.4
3 

15
.4
9 

Ne
t 

SD
P

 
10
0.
00
 

10
0.
00
 

K
em

b 
A

gr
ic

ul
m

 
52

.0
8 

53
.0

8 
M

an
uf

aa
rc

 
im
n 

15
.4
4 

T
ra

ns
pm

ut
io

n 
20
.1
3 

19
.9
8 

Ol
hc
rs
 

12
01

 
11

.5
0 

Ne
t S

DP
 

10
0.

00
 

10
0.

00
 

M
ad

by
8 

R
ld

u
b

 
Ag
ri
cu
lt
un
 

58
.9
4 

57
.0
5 

M
.rr

uf
ac

ru
rc

 
19
.5
9 

20
.1
5 

T
nm

pt
at

io
n 

11
.7

1 
12

.0
8 

O
rh

as
 

9.
76

 
10

.7
2 

N
U

 S
D

P
 

10
0.
00
 

10
0.
00
 

M
a
h
a
l
.
1
3
b
h
 

A
gr

ic
ul

tu
re

 
34

.0
3 

32
49

 
M

m
uf

re
om

 
30

.8
3 

31
.3

4 
T

ra
ns

pm
nt

io
n 

22
54

 
23
.3
6 

O
m

cr
s 

12
61
 

1
2
8
0
 

N
a
 S

D
P

 
10
0.
00
 

10
0.
00
 

O
r

b
 

Ag
ri
cu
lm
rc
 

64
.2
4 

64
.1

6 
M

ai
r.

~f
aQ

ur
s 

16
.8
1 

16
.7
9 

T
m

q
u

m
io

n
 

9.
48
 

10
.2
8 

O
rh

as
 

9.
47

 
8.

76
 

N
a 
SD
P 

10
0.

00
 

10
0.

00
 

56
.3

5 
55

.6
8 

52
.5

0 
56

.8
9 

52
.6

1 
53

.9
2 

15
.5
4 

14
.7
0 

16
.6
6 

14
.5
0 

15
.9
8 

15
.0
2 

13
.1
3 

14
.1
0 

13
.4
7 

13
.6
6 

14
.2
7 

14
.6
8 

14
.9

9 
15

.5
2 

17
.3

7 
14

.95
 

17
.1

4 
16

.3
8 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

s x' L
 

w
 

(C
on

ed
.) 



P
un

ja
b 

A
gr

ic
ul

ru
rc

 
M

an
uf

ac
hl

n 
Tr

an
sp

M
nl

io
n 

O
rh

a
s

 

h
'e
 S

D
P

 
bj

jr
sl

hm
 

A
gr

ic
ul

tu
re

 
M

an
uf

aa
w

e 
Tr

an
sp

or
ta

tio
n 

O
th

as
 

N
u

 S
D

P
 

T
am

il 
N

ad
u 

A
gr

ic
ul

tu
re

 
M

an
uf

ad
ur

e 
Tn
nc
po
rU
ti
on
 

m
a

s
 

Ne
t 
SD
P 

U
tla

r 
P

n
d

n
h

 
A

gr
ic

ul
tu

re
 

h
h

m
fa

au
rc

 
T

ra
ns

po
ha

tio
n 

ol
ha

s 
Ne
t 
S
D
P
 

W
e

d
 B

en
ga

l 
A

gr
ic

ul
tu

re
 

M
an

uf
aa

un
 

T
m
q
o
r
m
t
i
o
n
 

O
th

ff
s 

N
et

 S
D

P 
In

di
a 

A
gr

ic
ul

tu
re

 
h

3a
n

u
fa

aw
e 

T-
tio

n 
O
rh
as

 
N
D
P
 

No
te:

 N
ov

a h
or
n 

A
pp

cr
di

 A
 &

 D
.1

 



Y
E

A
R

 
A

PR
 

A
SM

 
BH

R 
G

UJ
 

HR
Y 

W
R
 

J&
K

 
K
A
R
 

K
ER

 
M

A
H

 
M

PR
 

O
R

S
 

PN
B

 
Rk

T 
Th

'D
 

UP
R 

W
B
L
 

IN
D

IA
 

1 
2 

3 
4 

5 
6 

7 
8 

9 
10

 
11

 
12

 
13

 
14

 
15

 
16

 
17

 
18

 

19
67

-6
8 

41
.1

9 
46

.9
6 

38
.8

6 
39

.7
2 

38
.7

2 
45

.7
2 

37
.6

5 
37

.0
1 

39
.0

8 
42

.1
8 

41
.0

0 
38

.2
1 

36
.1

4 
45

.2
5 

63
.2

2 
41

.4
1 

19
68

-6
9 

43
.8

2 
54

.1
5 

44
.9

7 
39

.9
0 

40
.8

8 
38

.9
1 

44
.7

5 
38

.9
0 

37
.1

7 
40

.3
2 

41
.0

1 
43

.6
3 

39
.5

2 
36

.5
6 

37
.0

5 
6l

.0
0 

42
.5

5 

19
69

-7
0 

45
.3

4 
52

09
 

47
.8

6 
43

.0
0 

41
.9

3 
41

.1
1 

46
.2

1 
41

.3
7 

40
.0

7 
42

.5
7 

42
.3

1 
45

.6
7 

43
.4

3 
39

.6
3 

42
.4

9 
62

.8
9 

43
.8

4 
c,
 

19
70

-7
1 

47
.5

1 
46

.5
8 

45
.9

4 
4

6
.n

 
44

.7
0 

47
.2

9 
43

.0
7 

47
.2

5 
44

.2
9 

42
.2

7 
43

.0
9 

39
.8

3 
52

.8
4 

43
.5

8 
43

.2
9 

40
.2

7 
64

.9
7 

44
.2

3 
0
 

19
71

-7
2 

50
.3

5 
45

.2
6 

47
.1

3 
46

.1
1 

48
.3

6 
50

.1
1 

46
.9

7 
47

.8
7 

42
.6

7 
43

.4
1 

45
.3

4 
44

.2
3 

54
.5

7 
46

.1
0 

47
.2

0 
44

.5
2 

68
.6

8 
46

.5
9 

P 
19

72
-7

3 
58

.1
1 

49
.7

7 
55

.5
1 

53
.3

6 
53

.8
1 

55
.4

3 
50

.0
1 

53
.2

6 
47

.5
5 

48
.7

3 
52

.3
4 

49
.2

9 
59

.6
9 

51
.7

2 
49

.1
9 

51
.5

8 
71

.3
3 

51
.5

5 
& 0
 

19
73

-7
4 

65
.4

3 
53

.6
0 

68
.3

1 
66

.2
9 

66
.5

5 
62

.9
6 

56
.3

1 
65

.0
9 

60
.0

2 
57

.4
2 

66
.4

1 
57

.1
0 

71
.9

5 
66

.5
4 

57
.6

5 
.6

1.
14

 
87

.2
4 

60
.6

9 

19
74

-7
5 

76
.5

6 
69

.5
0 

80
.1

5 
72

.2
1 

74
.2

4 
74

.6
1 

63
.8

9 
73

.3
3 

67
.7

3 
67

.1
8 

77
.0

0 
68

.0
9 

76
.9

8 
77

.2
5 

70
.5

2 
68

.0
9 

91
.3

1 
70

.3
6 

5 
19

75
-7

6 
67

.2
8 

65
.8

3 
74

.2
0 

69
.7

7 
68

.4
1 

70
.8

7 
68

.2
7 

67
.1

8 
68

.9
2 

66
.7

3 
67

.5
2 

61
.1

5 
76

.7
6 

65
.4

0 
59

.8
1 

61
.6

1 
86

.9
3 

67
.7

6 
19

76
-7

7 
74

.5
2 

73
.8

5 
76

.1
2 

75
-5

1 
75

.8
2 

69
.9

1 
69

.3
3 

74
.4

4 
75

.4
0 

71
.1

4 
74

.7
2 

64
.0

2 
84

.1
9 

72
.2

9 
66

.9
7 

69
.5

8 
94

.1
7 

72
.2

6 
5 

19
77

-7
8 

77
.3

0 
81

.1
0 

78
.7

5 
78

.8
7 

83
.7

8 
74

.7
3 

76
.3

5 
73

.8
4 

77
.8

9 
73

.8
2 

79
.2

3 
67

.8
5 

87
.6

8 
77

.2
7 

67
.5

2 
74

.8
3 

96
.4

9-
 7

6.
92

 
$ 0
 

19
78

-7
9 

78
.1

8 
81

.5
0 

83
.4

2 
78

.9
0 

80
.1

9 
77

.5
4 

81
.6

8 
74

.3
9 

83
.1

7 
76

.6
8 

80
.4

0 
66

.7
4 

87
.7

9 
78

.7
6 

68
.5

9 
73

.9
8 

99
.3

6 
77

.9
2 

19
79

-8
0 

88
.4

0 
92

.6
6 

90
.9

5 
89

.5
0 

91
.1

7 
89

.1
8 

90
.3

4 
87

.1
4 

89
.4

9 
86

.0
9 

94
.8

4 
80

.8
7 

98
.7

2 
85

.9
1 

83
.2

1 
90

.3
1 

10
3.

17
 

89
.6

7 

S
T
D
 

2 
15

.1
9 

15
.1

5 
16

.2
7 

16
.7

5 
17

.4
4 

12
.5

2 
16

.7
2 

14
.0

0 
17

.7
5 

16
.3

2 
18

.0
8 

12
.8

9 
18

.5
2 

16
.5

0 
14

.4
3 

15
.7

3 
15

.1
1 

15
.7

2 
C
V
 

24
.2

6 
23

.7
4 

25
.1

7 
27

.2
7 

28
.0

1 
18

.6
1 

28
.4

2 
22

74
 

29
.7

7 
28

.3
7 

29
.2

8 
23

.1
2 

27
.3

1 
27

.2
9 

25
.8

2 
26

.8
8 

18
.7

0 
26

.0
2 

$ 
A

V
G

 
62

.6
2 

63
.8

2 
64

.6
4 

61
.4

3 
62

.2
7 

67
.2

6 
(S

8.
M

 
61

.5
7 

59
.6

2 
5x

52
 

61
.7

6 
55

.7
4 

67
.8

1 
60

.4
6 

55
.8

7 
58

.5
2 

80
.8

3 
60

.4
4 

19
80

-8
1 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

10
0.

00
 

2 
19

81
-8

2 
10

6.
53

 
11

3.
40

 
11

1.
28

 
11

4.
05

 
11

2.
03

 
11

0.
29

 
11

2.
49

 
10

8.
60

 
10

6.
97

 
10

9.
34

 
10

5.
67

 
11

2.
20

 
10

8.
25

 
10

8.
44

 
10

8.
41

 
10

5.
29

 
10

8.
21

 
10

9.
95

 
5 

19
82

-8
3 

11
3.

84
 

12
1.

01
 

12
3.

79
 

12
3.

17
 

12
0.

45
 

12
1.

04
 

12
7.

08
 

11
7.

49
 

12
1.

30
 

11
3.

37
 

11
6.

21
 

12
1.

74
 

11
5.

81
 

12
1.

23
 

11
6.

67
 

11
4.

01
 

11
7.

58
 

11
8.

44
 

8 
19

83
-8

4 
13

0.
00

 
12

8.
84

 
13

1.
98

 
13

5.
63

 
12

7.
52

 
13

0.
99

 
14

4.
44

 
13

1.
46

 
14

8.
28

 
12

2.
83

 
12

5.
13

 
13

0.
71

 
12

5.
48

 
12

5.
92

 
12

7.
93

 
12

1.
40

 
12

9.
96

 
12

8.
45

 
5 

19
84

-8
5 

13
8.

89
 

14
8.

67
 

14
9.

55
 

14
1.

03
 

13
2.

78
 

13
8.

57
 

15
3.

75
 

13
7.

18
 

15
4.

54
 

13
0.

85
 

12
9.

74
 

14
0.

52
 

13
3.

38
 

13
4.

30
 

13
3.

32
 

13
1.

28
 

15
1.

69
 

13
8.

12
 

19
85

-8
6 

14
7.

36
 

15
5.

72
 

15
7.

1 1
 

15
0.

91
 

13
8.

10
 

14
6.

76
 

18
6.

81
 

14
9.

09
 

15
7.

50
 

14
0.

11
 

14
1.

53
 

14
8.

87
 

14
1.

38
 

14
8.

03
 

14
5.

55
 

14
4.

63
 

15
2.

81
 

14
7.

75
 

A
V

G
 

12
2.

77
 

12
7.

94
 

12
8.

95
 

12
7.

46
 

12
1.

81
 

12
4.

61
 

13
7.

43
 

12
3.

97
 

13
1.

43
 

11
9.

73
 

11
9.

42
 

12
5.

68
 

12
9.

72
 

12
2.

99
 

12
1.

98
 

11
9.

43
 

12
6.

71
 

12
3.

79
 

%
 



A
PP

E
N

D
IX

 E
.I

. C
O
M
P
A
R
A
B
L
E
 

ES
TI

M
A

TE
S O

F
 N

E
T

 N
A

T
IO

N
A

L
 

/ S
T

A
T

E
 
D
O
M
E
S
T
I
C
 

PR
OD
UC
T:
 I
M

P
U

~
 

PR
IC
E IN

DI
CE

S (
19
80
81
 =

 10
0)
: 

A
N

N
U

A
L

 A
V

E
R

A
G

E
 G

R
O

W
T

H
 R

A
T

E
S 
19
67
-6
8 T

O
 1
97
9-
80
 A

N
D

 19
80.
81 

TO
 1
98
5-
86
 

(p
er

 c
e
n

t)
 

Y
E

A
R

 
A

P
R

 
A

SM
 

B
H
R
 

G
UT

 
HR
Y 

HP
R 

J&
K

 
K

AR
 

KE
R 

M
A

H
 

M
PR

 
O

R
S 

P
N
B
 

R
A

J 
T
N
D
 

UP
R 

W
B

L
 

IN
DI

A 
1 

2 
3 

4 
5 

6
 

7 
8 

9 
10
 

11
 

12
 

13
 

14
 

1
5
 

16
 

17
 

18
 

ST
D

 
7.
54
 

10
.8
5 

9.
05
 

7.
38
 

8.
02
 

7.
27
 

3.
84
 

8.
52
 

7.
03
 

5.
88
 

9.
67
 

9.
60
 

5.
94
 

9.
94
 

9.
90
 

11
.8
4 

6.
42
 

6.
41
 

C
V
 

11
0.
04
 
19
5.
59
 
14
9.
76
 

99
.1
1 

10
7.
32
 

96
.3
1 

5
2
.
M
 
14
5.
41
 

91
.2
7 

78
.9
7 

11
9.
32
 
15
9.
68
 

76
.5
2 

13
3.

23
 
12
9.
01
 
17
8.
62
 
14
7.
48
 

93
.7
7 

A
V
G
 

6.
85
 

5.
55
 

6.
04
 

7.
45
 

7.
47
 

7.
55
 

7.
39
 

5.
86
 

7.
70
 

7.
45
 

8.
11
 

6.
01
 

7.
76
 

7.
46
 

7.
67
 

6.
63
 

4.
35
 

6.
84
 

-
 
-
-
-
-
 

-
 -
-
 

ST
D 

3.
06
 

4.
23
 

3.
13

 
3.
35
 

2.
95
 

1.
88
 

4.
80
 

2.
40
 

7.
34
 

2.
31
 

2.
29
 

2.
11
 

0.
97
 

2.
77

 
1.
93
 

1.
67
 

5.
12
 

1.
03
 

CV
 

37
.7

6 
45
.2
9 

32
.9

0 
38
.8
6 

44
.0
2 

23
.4
8 

35
.7
5 

2
8
7
6
 

75
.2
4 

32
.1
1 

31
.6
7 

25
.4
6 

13
.5
4 

33
.7
6 

24
.6
6 

21
.7
4 

57
.0
2 

12
.6
6 

A
V
G
 

8.
10
 

9.
34
 

9.
50
 

8.
63
 

6.
71
 

7.
99
 

13
.4
1 

8.
34
 

9.
75
 

7.
19
 

7.
22
 

8.
30
 

7.
18
 

8.
20
 

7.
81
 

7.
67
 

8.
97
 

8.
13
 



102 JOURNAL OF INDIAN SCHOOL OF POLITICAL ECONOMY JAN-MAR 1993 

APPENDIX-~2. COMPARABLE ESTIMATES OF NET NATIONAL I STATES DOMESTIC PRODUCX IMPLICIT PRICE IN DICES 
(1980-81 = 100): R A N ~ G  OF STATES BY ANNUAL AVERAGE GROWTH RATES: 1967-68 TO 1985-86 

(per cent) 

Ranking of States by Annual Average Growth Rates 

1967-68 to 1979-80 1980-81 to 1985-86 

State Price Index State Price Index 
(1980-81=100) (1980-81=100) 

1 2 3 4 

KER 
MPR 
M AH 
HRY 
PNB 
J&K 
GUJ 
RAJ 
INDIA 
UPR 
TND 
BHR 
APR 
HPR 
ASM 
KAR 
ORS 
WBL 

J&K 
KER 
ASM 
BHR 
WBL 
GUJ 
KAR 
ORS 
RAJ 
INDIA 
APR 
HPR 
TND 
UPR 
PNB 
MPR 
MAH 
HRY 

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

APPEND=-p.1: COMPARABLE ESTIMATES OF TOTAL NET NATIONAL/ STATE DOMESTIC PRODUCT: AT CONSTANT I~.SO$I 
PRICES. RANKING OFSTATES B Y  ANNUAL AVERAGE GROWTH RATES: SELECTED PERIODS 1967-68 TO 198586  

(per cent) 

Ranking By Annual Average Growth Rates 

State 1 967 -68 State 1980-81 State 1%9-70 State 1974-75 
to to to to 

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

KAR 5.87 ASM 8.22 RAJ 8.25 HRY 8.37 
J&K 5.57 TND 6.76 J&K 7.21 PNB 8.13 
GUJ 5.00 BHR 5.92 KAR 6.74 GUJ 7.75 
MAH 4.94 M AH 5.81 APR 5.22 RAJ 7.34 
WBL 4.84 PNB 5.63 GUJ 5.06 WBL 6.67 
HRY 4.16 HRY 5.62 ORS 4.85 J&K 6.28 
PNB 3.76 MPR 5.48 HRY 4.81 TND 6.09 
ORS 3.71 RAJ 5.35 MAH 4.77 ORS 5.89 
R N  3.39 APR 5.22 ASM 4.67 MAH 5.55 
INDIA 3.04 INDIA 4.94 HPR 4.10b HPR 5.36 
T?Xl 2.98 ORS 4.76 KER 3.40 BI-IR 5.26 
HPR 2.64a KAR 4.31 INDIA 3 2 3  INDIA 4.85 
APR 2.59 J&K 3.64 MPR 2.86 KAR 4.83 
KER 2.45 WBL 3.52 UPR 2.84 UPR 4.33 
ASM 2.69~ UPR 3.2 1 T?'JD 2.11 MPR 3.80 
Bl iR I .98 GUJ 2.20 WBL. 2.08 APR 3.46 
UPK 1.85 KER 1.9'7 PNB 0.91 ASM 2.35 
MPR 0.79 I iPR 1.95 BIH 0.36 KER 2.17 

Sore: a: Covers from 1970-71 to 1979-110, b: Covers from 1970.7 1 to !973-74; c: Covers from 1%8-69 10 1979-80 
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APPENDIX-F.2: COMPARABLE ESTINATES OF PER CAPITA NET NATIONAL/ STATE DOMESTIC PRODUCT: AT CONSTANT 
1 9 8 0 8 1  PRICES. RANKING OFSTATES BY ANNUAL AVERAGE GROWH RATES: SELECTED PERIODS 1967-68 TO 1985-86 

(per cent) 
- - 

Ranking by Annual Average Growth Rates 

1967-68 1980-81 1 969-70 19'74-75 
State to State to Stale lo state to 

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

KAR 
J&K 
WBI, 
MA11 
GUJ 
ORS 
PNB 
llKY 
1ND 
INDIA 
RAJ 
APK 
IIPR 
ASM 
KBR 
BIIK 
UPR 
MPR 

ASM 
TND 
BUR 
MAII 
PNB 
APR 
MPR 
ORS 
1 IRY 
RAJ 
INDIA 
K AR 
WBL 
I&K 
UPR 
KER 
GUJ 
HPR 

RAJ 
K AR 
J&K 
ASM 
GUJ 
ORS 
MAH 
APR 
HRY 
HPR 
KER 
INDIA 
MPR 
TND 
WBL 
PNB 
BHK 
UPR 

PNB 
HRY 
GUJ 
WBL 
RAJ 
TND 
ORS 
J&K 
HPR 
MAH 
BHR 
INDIA 
K AR 
UPR 
MPR 
APR 
KER 
ASM 

APPENDIX F.3: COMPARABLE ESTIMATES OF NET NATIONAL I STATE DOMESTIC PRODUCT: AT CONSTANT 1980-81 PRICES: 
RANKING OF STATES BY ANNUAL AVERAGE GROWTH RATES. IN AGRICULTURE SECTORSELWT~D PWIIODS: 1967-68 TO 

1985-86 
(per cent) 

Ranking by Annual Average Growth Rates 

1 %7 -68 1980-81 1969.70 1 974 -75 
State to State to State to State to 

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

GUJ 
KAR 
MAH 
RAJ 
PNB 
J&K 
ORS 
WBL 
TND 
HRY 
HPR 
APR 
ASM 
INDIA 
KER 
BHR 
UPR 
MPR 

TND 
PNB 
WBL 
RAJ 
BHR 
ORS 
HRY 
INDIA 
ASM 
MPR 
APR 
K AR 
MAH 
J&K 
UPR 
KER 
I1PR 
GUJ 

RAJ 
GUJ 
K AR 
APR 
TND 
ORS 
J&K 
MAH 
HPR 
HRY 
INDIA 
ASM 
PNB 
KER 
MPR 
WBL 
UPR 
BHR 

GUJ 
HRY 
BHR 
UPR 
RAJ 
PNB 
ORS 
IIPR 
WBL 
M AH 
INDIA 
MPR 
J&K 
APR 
ASM 
TND 
KAR 
KER 

- - 

Note : a: Covers from 1970-71 to 1979-80; b: Covers from 1970-71 to 1973-74; c: Covers from 1968-69 to 1979-80 
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APPENDIX F.4: COMPARABLE ESTIMATES OF NET NATIONAL / STATE D ~ ~ S I ' I C  PRODUCT: AT CONSTANT 1980-81 PRICES: 
RANKING OF STATES BY ANNUAL AVERAGE GROWTH RATES. IN MANUFACTURING SECI'OR SELECTED PERIODS : 1967-68 

1985-86 
(Per cent) 

Ranking by Annual Average Growth Rates 

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

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

1 2 3 4 5 6 7 8 

WBL 
HRY 
J&K 
KAR 
KER 
M AH 
ORS 
APR 
RAJ 
UPR 
TND 
GUJ 
ASM 
INDIA 
BHR 
MPR 
PNB 
HPR 

ASM 
J&K 
APR 
BHR 
M AH 
IIRY 
MPR 
PNB 
INDIA 
UPR 
TND 
RAJ 
K AR 
HPR 
ORS 
GUJ 
WBL 
KER 

ASM 
J&K 
KER 
RAJ 
WBL 
MPR 
KAR 
HRY 
MAH 
GUJ 
ORS 
INDIA 
UPR 
APR 
BHR 
HPR 
TND 
PNB 

WBL 
TND 
KAR 
PNB. 
UPR 
J&K 
GUJ 
APR 
HRY 
MAH 
RAJ 
ORS 
INDIA 
BHR 
KER 
MPR 
ASM 
HPR 

NOTE: a: Covers from 1970-71 to 1979-80; b: Covers from 1970-71 to 1973-74; c: Covers from 1%8-69 to 1979-80, d: 
Includes Manufacturing and Mining & Quarrying Sectors 

APPENDIX F.5: COMPARABLE ESTIMATES OF NET NATIONAL / STATE DOMESTIC PRODUCE AT CONSTANT 1980-81 PRICES: 
RANKING OF STATES BY ANNUAL AVERAGE GROWTH RATES. IN TRANSPORTA~ON SECTOR S E ~ D  PRIODS : 1967-68 TO 

1985-86 
(per cent) 

Ranking by Annual Average Growth Rates 

1%7-68 1980-81 1 969 -70 1974-75 
State to State to state to State to 

1979-80 1985-86 1 973 -74 1978-79 

J&K 18.39~ ASM 11.46 J&K 22.97 ORS 22.57 
HRY 9.64 MPR 8.79 UPR 11.79 J&K 18.51 
HPR 9.57 GUJ 8.54 HRY 10.62 RAJ 17.55 
PNB 9.38 HRY 7.84 KAR 8.64 HPR 16.70 
KAR 8.62 MAH 7.71 BHR 5.28 PNB 16.32 
ORS 8.50 APR 7.55 PNB 5.05 HRY 14.76 
GUJ 7.75 BHR 7.45 MPR 4.86 GUJ 11.84 
BHR 6.30 ORS 7.25 M AH 4.08 KAR 10.24 
M AH 4.85 J&K 6.63 HPR 3.92 TND 8.7 1 

INDIA 4.65 INDIA 6.15 ASM 3.74 KER 8.36 
WBL 4.39 RAJ 6.15 INDIA 354 MPR 7.27 
MPR 4.28 TND 5.45 WBL 2.50 INDIA 7.09 
UPR 4.26 HPR 5.26 KER 2.28 BHR 6.30 
RAJ 4.11 K AR 5.24 TND . 0.95 MAH 4.40 
KER 3.79 KER 4.63 APR -0.01 APR 4.19 
ASM 3.53 UPR 4.16 RAJ -0.24 ASM 
TND 

3.64 
2.51 WBL 3.86 GUJ -0.57 WBL 

APR 
2.03 

2.09 PNB 2.69 ORS -3.78 UPR -1.15 

NOTE: a: Covers from 1970-71 to 1979-80, b: Covers from 1970-71 to 1973-74; c: Covers from 1%8-69 to 1979-80, d: 
Includes Manufacturing and Mining & Quarrying Sectors 
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ARWDIX 0.1: COMPARABLE ESTIMA'IEF OF TOTAL NETNA~ONALI STAE DOME~TK: PRODUCT: ATCONSTANT 19a0-81 hUCES 
AVERAGE G ~ o w m  RAm AND DBPARlIY MEASURE: SELGCIFD PERIODG: 1961.8 m 1m-86 

Total Pcriod of Study Fourth P h  Fifth Plan 

STATES 1967-68 to 1979-80 1980-81 to 1905-86 1%9-70 TO 1973-74 1974-75 TO 1978-79 

AVG(%) STD CV AVG(%) STD CV AVG(%) STD CV AVG(%) STD CV 

Andhnmdesh 
Aatun 
Bihu 
Gujult 
Hsryam 
Him.ch.l Radcsh 
Junmu & Kaahmir 
KamuaLa 
Kaal8 
hhdhyr Radcsh 
Uahanshtn 
Orissa 
Punjab 
fi- 
Tai l  Nadu 
U W  Radcsh 
West Bengal 
India 

Sum Totll Paiod of Study Fourch P h  Fifth P h  

1%7-68 to 1979-80 1980-81 to 1985-86 1969-70 M 1973-74 1974-75 TO 1978-79 

AVG(%) STD CV AVO(%) STD CV AVG(%) STD CV AVO(%) STD CV 

1 2 3 4 5 6 7 8 9 10 11 12 

Andhn Rdcsh 
Asam 
B k  
Gujart 

H a r y ~ .  
Hm.drsl m e s h  
Junmu & K n h i r  
Kamatllra 
K d 8  
Mpdhya rndcsh 
h48llaldm 
Oriau 
Punjab 
Rajashm 
Tamil Nadu 
Uanr Radesh 
WenBengal 
Indla 

Note: a: Covers from 19M71 to 1979-80, b: Covas from 1970-71 to 1973-74; c: Covers from 1968-69 to 1979-80 
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APWNDM 0.3: COMPARABLBESTIMAIPS W NET NATIONAUSTA~ I B l X  PROWCT IN AGRICUL'NRE SECTOR AT CONSTANT 1980-81 I'RlCES 

ANNUAL AVPRAOR OROWTH IHm AND DEPAR~TY MIUIIURB: -l~i~ PERIODS :1%7-68 TO 1M-86 

Sutcd Total Period of Study Fourth Plan F i  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 C V  AVO(%) STD CV AVO(%) STD CV 

Andhn Radcsh 
Assun 
Bii 
Gujuat 
H u y ~  
Hi.ch.l Radcsh 
J~lnmu & Kashmir 
I(lunatakl 
K a l a  
Madhya Pndesh 
~~ 
Oriau 
Punjrb 
Rajasthan 
Tunil Nadu 
urn R.desh 
WatBmgal 
India 

States Total Period of Study Fourth P h  Fifh Plan 

1%7-68 to 1979-80 1980-81 to 1985-86 1969-70 TO 1973-74 1974-75 TO 1978-79 

AVO(%) STD CV AVG(%) STD CV AVO(%) S'ID CV AVG(%) STD C V  

- -- -- -- 

AndhrmR.dah 4.88 3.98 81.61 8.51 2.38 27.99 2.n 4.93 178.12 6.% 1 . 9  27.96 
Asnm 4.45~ 14.84~ 333.2% 27.57 33.66 122.09 1202 14.42 119.98 2.93 5.85 ZOO.@ 
B i i  3.34 4.13 123.58 8.51 11.51 135.29 1.92 3.42 177.84 5.37 3-19 59.448 
0Ujp.t 4.47 5.62 125.72 3.33 7.73 2322.5 4.18 5.69 13636 6.96 4.81 69.10 
H=Ym 6.87 7.19 104.57 7.03 6.56 93.25 5.99 7.27 121.43 6.92 7.90 114.09 
Him& M e s h  0.16. 111.731 -10,014.13a 3.73 13.25 355.26 0.77b 6.63b 8%.71b 2.83 18.61 657.30 
lunmu & Kashmir 6.83 17.93 262.54 10.59 8.72 82.29 11.43 20.41 178.48 7.B 16.32 224.22 
IhmUah 6.34 4.55 71.78 4.64 4.% 106.83 6.00 5.58 93.00 8.44 1.23 14.45 
Kal. 5.89 6.36 107.93 -0.03 5.84 -22030.32 7.94 8.93 112.46 4.69 2-47 5260 
MadhyaRuicrh 3.34 4.80 143.86 6.85 3.90 56.92 6.02 4.86 80.68 3.00 2.69 89.56 
MahmdEm 5.52 4.97 90.W 7.83 4.18 53.39 5.46 6.09 111.40 6.90 3.S 51.54 
orb 5.10 6.71 131.43 3.51 4.12 117.36 3.47 6.44 185.33 6.65 6.10 91.81 
Punjab 1.15 11.30 982.29 6.43 5.60 87M 4.02 1202 -299.22 8.30 8.44 101.75 
hm 4.78 6.51 136.10 5 . 3  8.96 167.39 6.62 6.45 97.45 6.87 3.69 53.66 
Tmil Nuiu 4.69 11.16 237.89 5.56 4.% 89.16 -223 6.47 -289.82 11.33 1283 113.28 
UW Rd& 4.n 5.62 119.01 5.69 7 101.15 3.11 3.84 123.44 7.71 6.4.5 83.65 
W ~ B c n l p l  9.66 6.93 71.73 2-46 5.85 237.55 6.28 3.93 6257 1253 8.91 71.06 
I d *  4.12 3.89 94.35 6.11 1.92 31.37 3.43 2.75 80.00 6.n 2.89 411.35 

NOW .: Coven from 1970-7 1 to 1979-80, b: Covm from 1970.71 to 1973-74; c: Cmm fmm 1968-69 to 1979-80 
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APPENDIX Ii.1: PERCAPTTA ANNUAL CONSUMP~ON EXPEND~TURE BY ~ A T S  AND ALL INDU: (RURAL -URBAN COMBINED) 

(Rs) 

S U e  1966-67 1967-68 1968-69 1969-70 1970-71 1972-73 1973-74 1977-78 1983 198687 1987-88 

AT CURRENT PRICES 

APR 
ASM 

BHR 
GUJ 

JW 
KAR 
KER 
MPR 
MAH 
ORS 

PNB 
RAI 
TND 

UPR 

WBL 

m 

ATCONSTANT (1989-81) PRICES 

APR 835.% 

ASM 1.044.77 

BHR 728.65 
GUJ 909.97 

J&K %6.32 
KAR 808.66 
KER 756.27 

MPR 85Q.B 

MAH 992.22 

ORS 760.45 
PNB 1.430.53 

RAJ 1.174.77 

TND NA 
UPR 958.97 

WBL 899.21 

IND 913.45 
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AT CURRENT PRICES 

APR 349.68 365.52 377.64 414.48 41220 477.48 608.04 835.92 1,384.80 1,691.16 1,921.56 

ASM 441.96 498.36 450.84 45228 483.24 500.04 624.36 707.40 1,356.00 1,676.40 1,843.20 

BHR 348.24 400.32 357.36 403.80 397.80 494.40 67212 689.40 1,125.00 1,409.28 1,638.84 

GUJ 347.88 376.20 414.36 41256 439.68 620.40 653.88 843.60 1,352.64 1,832.52 1,934.40 

J&K 431.52 449.64 457.44 464.88 538.44 577.68 626.88 874.32 1,551.24 2,071.08 2,488.32 

KAR 351.48 383.16 374.52 37296 429.60 534.36 627.84 779.28 1,402.08 1,550.04 1,789.56 

KER 294.72 34248 433.44 37284 433.44 506.28 664.20 890.64 1,742.40 2,349.36 2,537.64 

MPR 354.84 381.24 373.56 404.16 394.56 488.64 604.68 719.16 1,206.24 1,464.00 1,703.76 

MAH 34236 367.92 384.48 398.64 436.68 498.60 627.24 92244 1,325.28 1,633.32 1,929.24 

ORS 314.40 36288 338.40 344.40 346.32 419.52 511.92 629.64 1,185.00 1,370.28 1,530.12 

PNB 55200 556.92 678.72 646.20 695.88 895.44 906.12 1,372.68 2,046.24 2,539.92 2,930.28 

RAJ 445.68 461.04 49272 495.12 424.68 623.76 768.12 1,304.88 1324.00 1,886.88 2,134.08 

TND 343.08 355.32 360.24 384.96 359.76 45240 57288 759.96 1,346.76 1,679.64 1,851.48 

UPR 397.80 421.68 397.08 408.00 420.96 505.44 615.84 804.00 1,253.88 1,665.24 1,784.04 

WBL 347.76 391.56 358.20 394.32 399.84 461.40 570.00 711.24 1,255.08 1,668.24 1,798.44 

IND 370.80 400.80 399.48 416.40 423.72 507.84 636.12 826.68 1,349.40 1,691.16 1,897.20 

AT CONSTANT (1980-81)PRICES 

APR 760.27 769.88 780.76 793.64 81235 820.97 890.91 94216 1,085.30 1,187.34 1,250.13 

ASM 979.15 951.63 833.12 980.35 968.90 950.31 1,043.20 915.06 1,031.80 1,122.26 1,145.93 

BIIR 689.85 635.62 766.30 865.88 784.29 906.04 910.76 843.50 823.94 995.35 1,031.40 

GUJ 809.35 784.51 90262 844.88 864.20 996.14 927.91 1,023.09 1,041.90 1,186.97 1,144.58 

J&K 924.69 958.04 1,113.90 1,117.50 1,201.88 1,105.26 955.61 964.32 1,112.27 1,264.91 1,401.08 

KAR 728.34 768.38 763.37 794.94 861.51 97227 890.43 92277 1,021.44 1,068.70 1,119.98 

KER 686.44 741.37 839.50 686.03 748.85 86255 947.39 1,033.93 1,134.87 1,328.06 1,335.98 

MF'R 780.28 708.50 808.74 83209 820.37 89230 887.99 878.04 974.27 1,056.49 1,134.04 

MAH 757.94 770.02 827.28 848.22 875.65 819.59 896.39 1,100.61 1,011.12 1,095.55 1,187.94 

ORS 725.80 77201 673.70 698.46 708.98 755.48 83211 771.93 829.50 973.32 969.45 

PNB 1,450.29 1,220.61 1,487.56 1,408.98 1.509.52 1,698.53 1.503.09 1,759.53 1,710.59 1,784.69 1,886.62 

RAJ 1,156.51 1,074.01 1,128.58 1,057.29 95670 1.195.05 1,175.11 1,666.67 1.340.86 1,338.44 1,386.64 

TND NA NA 779.12 74200 769.14 890.44 973.11 764.07 950.65 1,101.99 1,109.10 

UPR 924.73 754.94 963.41 94250 994.18 1,006.35 976.55 1.081.75 1.Gi2.45 1,253.16 1,175.24 

WBL 72297 666.66 664.27 798.75 766.68 855.65 893.45 848.76 935.39 1,098.26 1,103.08 

IND 809.20 761.13 843.82 865.67 867.20 924.41 955.39 1,007.84 1.025.03 1,167.85 1,191.41 
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AWENDIX H.3: PJiR CAPITA ANNUAL CONSUMPITON EXPBNDllURE BY =AT= AND ALL ~ D u :  (URBAN) 

(Rs) 

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 

ASM 

BHR 

GUJ 

J8J< 

KAR 
KER 
MPR 

MAH 

ORS 

PNB 

RAJ 

rn 
UPR 

WBL 

IND 

AT CONSTANT (1980-81)PRIlCES 

APR 

ASM 

BHR 
GUJ 

J&x 

KAR 

KER 

MPR 
MAH 

ORS 
PNB 

RAJ 

TND 

UPR 

WBL 

IND 
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APPENDIXLI. COST OPLMNG INDICES (BASE -1980-81 = 100) 

(RURAL URBAN -COMBINED) 

Sute 196667 1%7-68 1%&69 1%9-70 1970-71 1972-73 1973-74 1977-78 1983 1986-8'7 1987-88 

ApR 43.99 45.81 46.72 50.23 49.63 56.65 66.29 87.00 129.51 150.00 162.42 

ASM 44.47 51.75 53.24 46.05 49.61 52.48 59.78 77.75 131.63 151.81 163.28 

BHR 49.29 60.64 46.29 46.41 50.37 54.32 72.37 81.52 136.32 145.98 162.26 

GUJ 41.55 46.43 45.27 47.52 49.39 58.91 68.23 81.75 132.81 160.81 175.59 

J & X  44.52 45.25 46.64 41.42 44.53 51.25 62.52 87.29 137.61 165.18 179.38 

KAR 45.28 47.37 47.08 45.69 48.24 53.46 67.31 82.75 137.17 153.81 168.14 

KER 41.68 45.58 50.34 52.13 55.23 56.98 69.76 84.26 150.48 175.71 188.61 

MPR 44.00 51.69 45.49 47.60 47.72 54.02 66.88 82.07 125.62 147.18 159.32 

MAH 42.04 45.13 44.77 45.87 48.35 56.21 65.54 81.73 135.16 160.64 174.47 

ORS 43.16 46.69 49.52 48.85 48.78 55.19 61.26 81.46 142.14 146.01 162.34 

PNB 38.38 45.08 45.76 45.89 46.49 52.70 60.25 79.09 121.83 145.99 159.91 

RAJ 38.32 42.55 43.29 46.11 44.47 51.81 64.37 78.64 117.21 145% 159.16 

TND NA NA 42.65 47.12 45.37 50.35 58.02 90.35 141.23 161.21 176.64 

UPR 42.44 53.76 41.44 43.43 42.92 50.47 63.10 75.72 120.93 139.45 157.99 

WBL 45.02 53.28 50.77 48.30 50.97 53.66 63.16 83.08 132.47 156.77 167.25 

IND 43.99 50.09 46.32 47.15 48.27 54.03 65.09 81.59 132.68 151.90 166.26 
-- 

AVGTS * 41.55 45.95 43.42 45.07 46.69 54.18 61.59 79.39 132.46 158.69 172.30 
AVGBS ** 44.68 51.67 48.80 49.04 50.34 55.43 67.31 82.63 131.33 148.96 163.07 

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

Stlte 1%7-68 19-69 1-70 1970-71 1972-73 1973-74 1977-78 1983 198687 1987-88 AVG STD CV 

APR 4.14 1.98 7.52 -1.21 7.07 17.03 7.81 8.14 5.27 8.28 6.60 4.55 68.83 

ASM 16.38 2.87 -13.51 7.74 2.89 13.91 7.52 11.55 5.11 7.56 6.20 7.80 125.86 

BHR 23.02 -23.66 0.27 8.52 3.92 33.22 3.16 11.21 2.36 11.15 7.32 14.18 193.84 

GUJ 11.73 -2.50 4.98 3.92 9.64 15.82 4.95 10.41 7.03 9.19 7.52 4.78 63.63 

J8I< 1.62 -10.17 1.91 7.52 7.55 21.99 9.91 9.61 6.68 8.60 6.52 7.68 117.87 

KAR 4.61 -0.60 -2.95 5.57 5.41 25.90 5.74 10.96 4.05 9.31 6.80 7.45 109.57 

KER 9.36 10.44 3.54 5.% 1.58 22.42 5.20 13.10 5.59 7.34 8.45 5.65 66.82 

MPR 17.48 -11.99 4.64 0.24 6.61 23.81 5.68 8.84 5.72 8.25 6.93 9.02 130.14 
MAH 7.36 -0.81 2.46 5.42 8.12 16.60 6.17 10.90 6.28 8.61 7.11 4.43 62.33 
ORS 8.19 6.06 -1.36 -0.14 6.57 11.00 8.24 1242 0.91 11.18 6.31 4.69 74.38 
PNB 17.47 1.49 0.30 1.29 6.68 14.33 7.82 9.01 6.61 9.54 7.45 5.30 71.05 
RAJ 11.02 1.76 6.51 -3.56 8.25 24.24 5.54 8.17 8.17 9.04 7.92 6.74 85.19 
RID NA NA 10.48 -3.71 5.49 15.23 13.93 9.38 4.72 9.57 8.14 5.61 68.97 
UPR 26.66 -22.92 4.80 -1.16 8.79 25.03 5.00 9.95 5.11 13.29 7.46 13.17 176.69 
WBL 18.33 -4.71 -4.86 5.53 2.64 17.72 7.88 9.91 6.11 6.69 6.52 7.42 113.69 
IND 13.85 -7.52 1.80 2.37 5.97 20.46 8.34 10.43 4.83 9.45 6.80 7.15 105.14 

---- - - 

AVGTS* - 10.61 -5.51 3.79 3.60 8.02 13.69 7.22 11.14 6.60 8.58 
AVGBW - 15.65 -5.56 0.50 2.65 5.06 21.43 5.69 9.82 4.47 9.47 

Nota: * Average price index of the top 5 Slrtes arranged in kwndi ig order of PCCE at coosunt (1980-81) prices. 
** Avexage price index of the bottom 5 States arranged in descending or& of PCCE a~ constla1 (198081) prices. 
S Annul Growlh in average price index ova previous wad, ofthe top 5 S u m  =urged in descending order of PCCEu constmt(1980-81) 
priccc. 
@ Annual Growth in average price index ova previous period, of the boaom 5 Stuerr m g e d  in descendiig ordm of PCCE U constant 
(1980-81) prices. 
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APPENDIX 1.21. ANNUAL AVERAGE GROWIH (PER CENT) OVER PREVIOUS PhRlOD 

Stab 1%7-68 1%8-69 1969-70 1970-71 1972-73 1973-74 1977-78 1983-84 1986-87 1987-88 AVO STD CV 

APR 

ASM 

BHR 
GUJ 

J&K 

KAR 
KER 
MPR 
MAH 
ORS 

PNB 

RAJ 

TND 
UPR 
WBL 
IND 

Note :The State of Assam includes Manipur Mcghalaye and Tripura 
The State o f  Punjab includes H q a n a ,  Delhi and Himachal Redcsh. 
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APPENDIX L3. COST OFLIVMG  DICES (BASE -1980-81 = 101)) 

(URBAN) 

-- 

APR 
ASM 

BHR 

GUI 

J8J< 

KAR 
KER 

MPR 

MAH 
ORS 

PNB 
RAJ 

TND 
UPR 

WBL 
All India 

States 1967-68 1968-69 1969-70 1970-71 1972-7.3 1973-74 1977-78 1983-84 1986-81 1987-88 AVG STD CV 

APR 

ASM 

BHR 
GUJ 

J t k K  

KAR 
K W  
MPR 

MAH 

ORS 

PNB 
RAI 
TND 

UPR 
WBL 
All India 

NIXC Udun  wnsllmcr price indices have been obtained as simple avaage of CPI-IW and CPI-UNME. 
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AF?!~NDM: J.1: &.It-CAPKA CONSUMITION EXPENDllURE BY STATES AND AIL INDIA: ANNUAL AVERAGE b T E  OF GROWIH 
(PERCEM) OVER PREVIOUS m I O D  ( R U R A L W A N  COMBINED) 

States 1967-68 

APR 128 
ASM 4.73 
BHR -6.64 
GUJ -2.4 1 
J&K 3.81 
KAR 4.74 
KER 2.79 
MPR -9.70 
MAH -1.99 
ORS 6.50 
PNB -12.51 - .  

Rkl -5.23 4.55 -5.61 4.97 10.03 13.55 8.47 -2.50 1.43 129 
TND NA N A -9.38 0.58 5.91 7.71 -3.61 2.9 1 4.35 2.29 
UPR -15.83 22.64 -1.79 4.93 0.99 -3.70 2.47 -0.05 5.79 -3.30 
WBL -6.34 0.17 16.03 -3.45 4.30 3.41 -1.51 1.83 529 -0.70 
IND -6.66 8.65 3.77 0.30 3.66 0.96 1.35 0.46 4.41 2.80 

AITENDIX J.2 &.It-CAPrI'A CONSUMmION  EXPEND^ BY STATES AND ALL INDIA: ANNUAL AVERAGE RATE OF GROW 
  PER^ OVER PREVIOUS PERIOD (RURAL) 

State 1%7-68 1968-69 1969-70 197071 1972-73 1973-74 1977-78 1983 1986-87 1987-88 

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

APPENDIX 1.3: PER-CAP~~ACONSUM~ION EXPEND~IUKE BY STATES AND AIL INDIA: ANNUAL AVERAGE RATE OF G R O ~  
(PERCENT) OVER PREVIOUS PERIOD (URBAN) 

APR 
ASM 
BHR 
GUJ 
J&K 
KAR 
KER 
MPR 
MAH 
ORS 
PNB 
RAJ 
TND -. - 
UPR 
WBL 
IND 
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&FW4DlDIX K.l: PER CAPKA CONSUMP~ON EXPENDITURE BY S T A ~  AND ALL M I A :  URBAN - RURAL D I S P ~  hDICES 

APR 
ASM 
BHR 
GUJ 
J&K 
KAR 
KER 
MPR 
MAH 
ORS 
PNB 
RAJ 
TND 
UPR 
WBL 
An India 

A T  CONSTANT (198081) PRICES 

APR 
ASM 
BHR 
GUJ 
J&K 
KAR 
KER 
MPR 
MAH 
ORS 
PNB 
RAJ 
TND 
UPR 
WBL 
All India 

- - - -  
Statts 1960s States 19709 Sultcs 1980sIStatcs 1960s S t a s  1970s States 19805 

ATCURRENTPRICES 

MAH 41.61 WBL 4227 MAH 4220 
WBL 41.51 ORS 42.01 ORS 41.84 
ORS 40.65 MAH 37.95 WBL 40.36 
ASM 34.72 ASM 33.69 MPR 36.94 
IhD a 7 0  MPR 31.52 ASM 35.39 
TND 28.03 IND 29.95 TND 35.12 
BHR 27.81 TND 28.98 LM) 34.96 
APR 25.87 BHR 28.81 KAR 33.05 
MPR 25.85 APR 26.83 BHR 3262 
KAR 2275 KAR 24.92 GUJ 30.75 
GUJ 21.73 GUJ 20.97 APR 28.87 
I(W 21.05 KER 20.44 UPR 26.87 

17.98 UPR 19.52 RAJ 25.77 
Rkl 10.73 RAJ 11.62 J&K 2133 
J6K 2.49 PNB 765 65 18.18 
PNB -0.56 J&K 7.10 PNB 11.97 

AT CONSTANT ( 1 9 ~  I)PRICES 

WBL 50.30 MAH 44.30 WBL 38.04 
MAH 47.64 WBL 44.00 ORS 36.76 
TND 45.75 ORS 43.26 MMi 34.85 
ORS 44.32 TND 35.07 ASM 31.16 
ASM 40.25 MPR 34.35 TND 29.57 
IND 37.13 ASM 34.18 IND 28.29 
BHR 36.97 IND 3337 MPR 27.33 
APR 36.43 APR 33.23 KAR 26.74 
MPR 34.90 BHR 33.14 BNR 2637 
KAR 33.92 KAR 3201 GUJ 24.62 
KER 30.60 KER 29.06 KER 21.96 
GUJ 27.59 GUJ 28.24 J&K 20.87 
UPR 22.53 J&K 17.63 APR 19.16 
RAJ 14.97 UPR 15.14 Rkl 16.25 
J&K 13.77 Rkl 13.15 UFR 14.74 
PNB 6.84 PNB 5.79 PNB 4.98 

N* IntmSuue Urbsn-Rural diqmity hrr b&n defined ar thc M u c c  diffmmcc btnvccnurbrn ~d nurl pa upiu cmmption 
c x p d -  pa-c of wbm p a  capita uxmimp(ion cxpeaditurc [((Urbm - Ru~.d)/Urhn) * 1001 



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, or because 
of the usual problems of acquiring governmental pub- 
lications, or because they were printed but notpublished, 
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 to 9 from Indian Tax Reform, Report of 
A Survey, 1956 by Nicholas Kaldor (Reader in 
Economics, University of Cambridge),  ini is try of 
Finance, Government of India. 



INDIAN TAX REFORMS 

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

CHAPTER 1 

THE CASE FOR A COMPREHENSIVE REFORM OF 
PERSONAL TAXATION 

I. INTRODUCTION 

1. The purpose of personal (or 'direct') taxation 
is to 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 duties, 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 adminismtion 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 wealth is, and 
will continue to be, privately owned-industries or 
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 inpublic property will beoffset 
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 dis~ibuted 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 m e ,  I 
believe, of the United States and other Western 
countries. 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 legislatures, 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, 
i.e. 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 not receive 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 no need 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 a benefit 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. 

(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 cost of the revenue, 
without his consequent gains being brought into 
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; (ii) to 
the failure to make the return required of the tax 
payer comprehensive enough to ensure that it is 
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 (e) 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. I 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 adminismtive feasibility of doing so 
is far more promising in the case of a compre- 
hensive reform than in thecase of the adoption of 
partial or piecemeal remedial measures. Neither 
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in the case of countries like the United Kingdom undertake work or to risk capitai in productive 
or the United States of America, nor in the case enterprise; and through the factor of "double 
of India, is large-scale tax avoidance and evasion taxation" of savings, penalise savings and put a 
an ineluctable consequence of human or adrnin- premium on spending. The importance of all 
istrative imperfections or folly, or of the private these effects depends on the marginal rates of 
enterprise system, or any other ineradicable taxation. I am strongly of the view that the 
feature of society. The factor which has so far developments of the last 15-20 years which 
prevented the establishment of an effective sys- imposed (nominally) fantastically high marginal 
tem of taxation profits and capita! in the Westem rates of tax, while permitting the continuance of 
democraciesor in India is the opposition of vested wide loopholes for tax avoidance, are highly 
interests, not the 'technical' impossibility of I>ernicious in character. As Henry Simons said 
devising an equitable and foolproof system- &fore the W& the whole procedure smacks of a 

JI. THE THREE MAJOR CONSIDERATIONS "subtle kind of moral and intellectual dishonesty." 
"One senses here a grand scheme of deception 

8. The three prime considerations that should whereby enormous surtaxes are voted in 
be taken into account in framing an effective tax exchange for promise that they will not be made 
system are equity, economic effects, and admin- effective. Thus the politicians may point with 
istrative efficiency. pride to the rates, while quietly reminding their 

9. From the point of view of equity, the most wedthy constituents of the Ioopholes." 
important consideration is that the tax system 1 1. These high marginal rates, amounting to 80 
should not contain a systematic bias in favour of to 90% (in the U.K. one stage they amounted 
particular groups oftax-payers andagainstothers. to 97.5%) could never have been imposed had 
Forreasons which I analysed in some detail in my they really been what they pretended to be, a tax 
bwk2and which it is lo repeat here* on the genuine accrual of As ic is, these 
equity in taxation between "come from work and confiscatory tax rates truly apply only to a small 
income ProFnY be "less rnin0"ty of people who cannot avoid their inti- 
(i) the concept of "income" is made sufficiently dence, and thei long-mn effect is bolnd to & 
comprehensive to embrace all beneficial receipts wholly both in penalising which increase the tax-payers' spending power, 
and not merely theconventional formsof income; prospects of certain careers which are vital from 

(ii) the tax on income is supplemented by an the national point of view, and in undermining 

annual tax on capital wealth in recognition of the public morality4. 

fact that taxable capacity cannot be adequately 12. Assuming a comprehensive tax-base, the 
measured either by income alone, or by capital marginal rate of income tax ought to exceed, in 

alone, but can be approximated through a my view, something of the order of 40-50% for 
mixture of both; (iii) in the calculations of taxable income that is both auned and saved. (For spent 
income, profit or gain, permissible deductions income, the effective rate could, of course, be 
should proceed on and non- made considerably higher, if income tax were 
discriminatory principles as between different ~ ~ ~ P l e m e n t e d  by a progressive s~endings i n  
kinds and forms of income. This means, in effect, replacement of the higher brackets of super tax.) 
that only such expenses should be chargedle For unearned income (income from business or 
against the receipts as can be shown to have been property) a differential tax should be imposed in  
necessarily involved in producing the receipts of the form of an annual tax on wealth (in addition 
the year in question. to the tax on income) which has not the same 

10. From the point of view of the economic disincentive effects on the productive employ- 
effects of taxation the major consideration is to ment of capital (i.e. on the assumption of risks) 
prevent the tax system from becoming too much as a tax on income. This tax, however, has a 
of a disincentive on effort, initiative or enterprise. similarly discouraging effect on savings as 
Taxes on income make it less attractive to income tax, and for that reason, an annual tax on 
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wealth, conceived as a progressive tax, ought not the concealment of particular items of income or 
to exceed a top marginal rate of 1-1.1/2% per property, or the falsification of accounts, would 
annum. obviously become far more difficult. (This is not 

13. From the point of view of administrative to suggest that it is impossible to keep a complete 
efficiency the main requirements are: duplicate set of books or to make out a "phoney" 

(i) Simplicity. The taxes should be based on set of comprehensive accounts. But it is 
simple definitions, avoiding, as far as pos- obviously a more difficult thing to do than to 
sible, exemptions of various kinds or the conceal receipts when only a partial return is 
special treatment of special categories, since called for.) 
all such complications lend themselves to 
manipulations (e.g., the existing difference (b) A Self-checking System of Taxation 
in tax treatment between different kinds of 
companies, or as between companies and The present system of taxation already contains, 
individuals, or as between the "profits" of of course, some self-checking elements. But 
business and "capital profits"). owing to gaps in the legislation, the vagueness of 

(ii) Comprehensiveness. Taxes on income the distinction between taxable and non-taxable 
should embrace all forms of beneficial receipts, and other factors, the efficiency of this 
receipts, taxes on capital wealth all forms of is limited and it only works in certain directions. 
property. Exceptions to this should only be Assuming, however, that in addi tion to the present 
made on strictly administrative grounds taxes on income, all realized capital gains are 
(e.g., exemption limits for the sake of lim- brought into charge (the transfer of assets by way 
iting the number of cases to be dealt with). of gifts, bequest and legacy counting as 'reali- 

(iii) A single, comprehensive return; a self- zation' in the same way as transfer by way of 
checking system of taxation; and an auto- scale), a gift tax is imposed along side of (and 
matic reporting system. These, I consider, ultimately in replacement of) estate duties, and 
are the most important requirements from the finally a personal expenditure tax is introduced, 
point of view of administrative efficiency: the system becomes completely self-checking in 

the sense that A's attempt to ensure that he is not 
(a)  A Comprehensive Return over-assessed with regard to his own tax liabilities 

automatically brings to light the receip tsand gains 
At the moment the tax-payer is only asked to made by B, and so on. If the present taxes on 

return his income; and since the question whether income were extended to capital gains and other 
a particular receipt falls into the category of receipt of acapital nature,and were supplemented 
"income" or not, is often a highly doubtful matter, by an annual tax on wealth anda gift tax, if a super 
the tax-payer is left,in effect, todecide for himself tax were levied on an expenditure-base, (see 
whether particular receipts are returnable or not. below), and if all these taxes were assessed at the 
The Revenue authorities have power to ask for a same time, by the same authority, and on the basis 
return of capital assets and other details, but these of a single comprehensive account submitted by 
powers are sparingly used - as it is indeed not the tax-payer (containing all receipts in the year, 
possible to compel tax-payers to supply infor- all tax-exempt outlays, a record of all capital 
mation on matters that are not directly relevant to transactions, and a full statement of all property 
the assessment of their tax liabilities. If a owned) evasion and concealment would become 
complete set of accounts is to be fumished i.e., a more difficult, not only on account of the diffi- 
statement of total wealth at the beginning of the culty of the individual tax-payer to conceal con- 
year, all accruals during the year - by way of gifts, sistently particular receipts or items of property 
bequests, winnings, etc., a s  well as all forms of but owing to the fact that the evidence furnished 
taxable income and gains; the applicatior~ of these by one tax-payer (in the interests of minimising 
to personal expenses and investments - as well as his own liability) directly serves as acheckon the 
the resulting, asset-position at the end of the year, return furnished by otlers. 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 therecord 
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 
sys:em 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. 

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 

In place of the present income 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 43.1/2% (or, say, 45%) 
including the sur-charge) above that level. 
Companies should not be required to pay income 
tax but should pay a non-refundable tax of 7 annas 

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. 

(6) 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 less than Rs 
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; 1P% p.a. 
on Rs 4,00,001-7,00,000; 314% p.a. on 
7,00,001-10,00,000; 1% on capital value of Rs 
10.00.001 -15,00,000 and 1.112% 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 between 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 Ks 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 
amountsof 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 
is Rs 4,000, (ii) B receives a bequest of Rs 50,000 
and possesses net worth (before the bequest) 
valued at Rs 2,50,000; B's liability is 25% on 
40,000 i.e., 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 ownsproperty valued 
at Rs 5,00,00(2; receives a gift of Rs 50,000; his 
liability is 40% of Rs 40,000 i.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 a single progressive tax on gifts should take 
the place of the estate duty, as well as serving as 
a tax on all other ratuitous or quasi-gratuitous 8 property transfers. (The exemption of Rs 10,000 
should apply, of course, only to the initial gift 
received by a particular donee.) 

IV .  PROBABLE EFFECTS ON REVENUE 

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 

14.2 crore represent the loss of supcr-tax on 
individuals, Rs 2.3 crore on the W ' 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 yield as the 
income and corporation taxes do at present. 

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), on urban property, and on jewellery 
and valuables. The value of ordinary sharecapital 
in India may be put at the order of R s  800- 1000 
crore7, 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 axmum 
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 crore8, 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 a whole, 
to their net income after tax, the yield of this tax 
would roughly offset the loss on super tax. In fact, 
however the upper income groups save consid- 
erable amounts, but whether they do so in relalion 



JOURNAL OF INDIAN SCIIOOL OF POUTICAL ECONOMY JAN-MAR 1993 

to their taxed incomes or only out of capital gains, 
it is 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.) annuallyg. 
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 in detail and specific 
problems relating to the suggested new taxes and 
system of comprehensive reporting and com- 
pulsory registration of property transfers 
examined. 

AN ANNUALTAX ON NET WEALTH 

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 

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, though it is 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 small income (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, and levied at rates 
(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. In the light 
of this, it would seem reasonable to levy a tax at  
the rate of 0.3 % per annum on the lowest slab (i.e., 
from Rs 1,00,000 toRs 4,00,000)rising to 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 - i.e., 
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 for encompassing those sections 
of the community which are not touched by the 
existing tax on income. In a country like India, a 
tax based on capital ownership should prove 
administratively easier to assess and collect in 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 that the tax should 
be comprehensive -= i.e., 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 
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the powers to the Centre could be repeated here1'. 
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 it. 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 
a s  personal effects, works of art and art collec- 
tions; ornaments only if their total value is below 
Rs 1,000.) 

11. THE GENERALCASE FOR AN ANNUALTAX ON WEALTH 

27. The arguments sari 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 khole 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 

the same amount of tax (which is what happens 
if only income is used as the tax base). It would 
beequally wrong to regard the taxablecapacity 
of B as being 2.112 times as great as that of 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 
derives Rs 50,000 a year 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 earned 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 adequately 
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. If a 
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. An income 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 
at all. 

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 
form of 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. 

III. ARGUMENIS AOAINST Ah' 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) that an 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, 
it must 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 
at least as attractive to the holder as other pro rty 
on which acurrent money return is oblainedl?Sa 
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) As far as the discouraging effects on enterprise 
are concerned, it is true of course, that a tax 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 t.bt capitalists can now evade 
income tax through the conversion of income 
into capital gains, while there are no equivalent 
evasion possibilities in the 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. 

3 1. From the administrative point of view, it is 
often suggested that an annual property tax 
presents special problems of assessment on 
account of (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 is concealed so is the income; 
if the income is known the property behind 
income can be traced. Introducing an annual 
proprty t& does not, therefore, really raise 
formidable additional problems, from the point of 
view of discovery, to those that already 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 
property 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 

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 a single 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 fraudulent 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 a$ 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 U.K., or the U.S.A., and it 
would be difficult to maintain that its preser- 
vation in India is an important prerequisite of 
economic development. As is 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 Governmentsecurities 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 encashment12. 

(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 I suggest in 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. I think that the best method or procedure is 
to follow ordinary accounting rules and to value 
each particular item of property at its "book value" 
until it is sold. This means, in effect, that when 
an account is 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 to be 

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 
wouldbeasked to value all items at current market 
value. If the Revenue Department disputes a 
particular item of valuation, i t  should have the 
right to ask the tax-payer to name his own reserve 
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.13 who can 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 is also an 
under-statement of the truemarket value they run 
the risk of having the property "bought out" at that 
price by the S tate.I4 

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 immovable 
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, etc.) 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 same as 
the valuation accepted for the purpose of capital 
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gains tax and the gift tax in case of gratuitous its size distribution (excluding agricultural 
transfers, and the actual proceeds of sale and property) can beobtained. Assuming an average 
purchase Cost in case of other tnansacti~ns'~. yield of 5% from shares and 10% from other 

IV. PROBABLE YIELD OF THE TAX property, the total of privately owned wealth in 
estates over one lakh works out at Rs 3,33Ocrore, 

37- In the absence of any direct statistics bearing while assuming an average of 4% on shares and 
lhe "lue of pr0pefly in India. 8% on other pmpefiy, the t 0 d  is Rs 4,200 crore. 

and its distribution according to size-groups, any A addition of may be made to 
estimate of the yield of the wealth tax can only be 
undenaken by ihe rough of those figures for cash. bank balances and all other 

backwards" from income. By capitalising the forms of Property which do not yield a money 
profits of firms, partnerships and individual income. On the scale of the tax rates suggested, 
business and the dividend income of companies, the estimated yield of the tax comes out at Rs 
a rough estimate of the total value of wealth and 17.45 crore. The details are shown in Table I. 

TABLE1 ESTIMATED YIELD OF AN ANNUAL TAX ON WEALTH BASED ON INCOME TAX ASSESSMENT FQR 1954-55 
e s  lakh) 

Number Alternative I' Alternative 112 
Size of Assessed of 
estate income assessees Capital a ax' Tax Capital a ax' Tax 

value rate% yield value rate% yield 

1- 4,OO.OOO 1 1,95 2.39.00 f 1. Campany 80 2,98.75 f 1 .OO 

share capital 4-7.00,OOO 5.75 1.15,02 f 58 1,43,77 72 

7-10,00.000 3.60 71.98 f 54 89.98 q 67 

10-l5.OO.W 352 70 ,4  1 70 88,015 1 88 
above 15.00.000 10,62 2,12,36 l f  3.19 2,65.45 l f  3,98 

Total 35.44 7.08.80 5.81 8,86,01 7.25 

2. Other capital 1- 4,00.000 1.57.03 1,02,224 15,7030 f 1,83 19,62,88 3.14 

7-10,00.000 15% 2,173 1,59.60 5 60 1,9930 90 

lOl5,00.000 14.03 1,295 1,40,30 1 73 1,75,38 1 1.08 
above 15.00.000 43.67 1,354 4,36.70 1; 4.82 5.45.87 lf 6,46 

Total 2.65.00 1.1 4.920 26.50.00 8.91 33.12.31 12.94 

3. Additicm of 
1 for non- 
incane yielding 
capital 

1 .  Dividend income is capitalised at 5% and other profits at 1Wo 
2. Dividend income is capiralised at 4% and other profits at 8%. 
3. Tax rates are assumed to apply on a slab system and yikld is calculated accordingly. 
4. Stands for the effective rate of tax on the total chargeable capitxl 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 consequent 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 estimates are based on 
disclosed income, they are almost certainly too 
low, both as a measure of the m e  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 element 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 concerning 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 

41. The exclusion of capital gains from the 
scope of income taxation is quite indefensible on 
grounds of equity (since it involves the privileged 
treatment of a particular class of tax-payers as  
against others), or of administrative efficiency 
(since it enables tax-payers to camouflage income 

as tax-exempt gains and to conceal gains). It can 
only be supported on grounds of economic 
expediency, in that it reduces the ill-effects of the 
taxation of income on savings and on risk bearing 
i.e., on accilmulation and enterprise. It does this 
precisely because it exempts certain kinds of 
income from taxation; any other device which 
enables people to avoid taxation to a similar extent 
(as e.g., a rule 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 are 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 this i s  that it i s  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 an identical 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. 
For not only capital gains, but any kind of savings 
may be "illusory" in varying degreeand 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 g ins  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 
capid gains are necessarily more irregular in 
their occurrence than some other farms of profit 
which are not immune from taxation. So long as, 
and to the extent that, taxation is based on "in- 
come" theonly impartial concept of income is that 
which treats all realised gains equally. 

44. The present concept of taxable profits 
(whichis taken over in Indian law from the British 
law) leaves the distinction between taxable and 
iron-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 
matter to be decided "on the facts of the case" 
(without specifying what particular "facts" are 
relevant to the mattzr) naturdly 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 returns accordingly. 

45. It may be that the Indian Revenue authorities 
have been more successfu! that the British in 
"roping in" profits of a specdative or casual 
character into the tax net, but I doubt it. The fact 
that the Revenue in both countries has succeeded 
in obtaining favourable decisioris in the courts in 
a few spectacular cases must not be taken to mean 
that the range of cases covered by these decisions 
arenow effectively within the tax net. In England, 
Court decisions since 1920 established that casual 
profits i n  transactions of m unusual character 
(like the purchase and sale of farms by a motor 
engineer, or the sale of bonded whisky by a 
woodcutter, etc.) are within the range of taxable 

profits. But no more than a minute fractiori 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 net. 
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 orher 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 uansac- 
tions of all kinds, the common feature of which 
is that the party which is exempt from capital gains 
taxation exchanges a taxable object (e.g., 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.lg 

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 
gains tax were to be introduced now -and is bound 
to be levied at rates 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. In fact, as we have arguedabove, 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. 

n. THE PRESENT POSlTION IN INDIA 

48. The legal position in India differs from that 
of Britain in thatprovisionsrelating 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. 

49.1 have not been able to discover 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 operated to hinder the free movement 
of securities in the capital market, which was 
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 

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 
1947148 to 1952153, in respect of the financial 
years 1947148 and 1948149, were based on a total 
of 1,8 14 assessments only. Nor is it clear 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 h a s  
important 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 seems to be for profits 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 a more ambiguous 
position and gave only a very cursory treatment 
(half a page) to the whole problem. 

5 1. 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 
of a capital gains tax can only be gauged on a long 
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 10-1 5 
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. 

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.F.'s, the liquidation of a fm 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 many, 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 
gains should come under the tax net sooner or 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, etc.) are treated as 
realisation for tax purposes. On this conception 

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, not only 
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 a case, also, for amending the provision 
in Section 12B concerning the determination of 
the cost of the capital assets to the assessee. As 
it is, the Section provides for the fair value on the 
lstof January 1939, tobesubstituted fortheactual 
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, for choosing a post-wardate, such 
as the 1st of January 1948, for such an option in 
place of the pre-war date mentioned i n  the Sec- 
tion. 

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 
remain unmodified. 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. If a 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 a relatively 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 concerning 
income tax were accepted and the present income 
tax and super tax were replaced 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, but I 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 Act the tax began 
at a rate 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 7 annas in the rupee is reached for income over 
R s  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 

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. In that 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. As indicated 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,. I t  can safely be 
assumed that the value of privately owned p r o p  
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 put at a minimum 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- ill).^ Hence the average annual 
accrual of capital gains can b e  put at  Rs 60-100 
crore,and theeffectiverateof tax, on the schedule 
of rates suggested above, may be as high as 40 
per centa6. The long term yield of the tax,on these 
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assumption, would come to Rs 25-40 crore. to come. This was the rate of growth attained for 
60. These figures may appear surprisingly high the last five or six years, and there is no reason 

in the light of the two years' experience with the why it should not be maintained for the next 10-20 
tax, and an attempt ought certainly to be made to years. It is true that the expansion of industrial 
reconcile them with the actual yield for the years production has not carried with it during the last 
1947-49 (which averaged just over Rs 3 crore a five years an equivalent percentage increase in 
year). (a) A part of the difference can be company profits. I think, however, that this was 
accountedfor by the difference in the schedule of due to special circumstances. It is much more 
assumed tax rates. The effective rate in the case likely that in the future, over longer periods, the 
of the assessments for 1947-49 was 23 per cent, rise in company profits will be fully proportionate 
or somewhat under 4 annas in the rupee. With an to the rise in production; the rise in dividends to 
effective rate of 40 per cent the corresponding the rise in profits; and the rise in share values to 
yield would have been Rs 5 crore a year. (b) The the rise in dividends. During the last five years, 
major difference, however, is due to the fact that according to the figurg given by the Taxation 
the total gains assessed for the years 1947-49 Enquiry Commission, the rise in industrial 
averaged only Rs 13 crore a year, as against the production of over 40 Per cent coincided with a 
Rs 60-100 cmre suggested above. This differ- fall in profit margins (on gross sales) from around 
ence is  partly to be accounted for by the exemp- 17 to around 10 Per cent. If these figures are 
tions, under Section 12B, to transfers by way of correct, they can only be interpreted in terms of 
gifts, inheritance, etc., and partly by the a changeover from 'inflationary' to 'normal' 
incomplete coverage of the a,wsments. conditions, which coincided with the expansion 
&though no figures are American data in production since the War. There is no reason 
tend to suggest that the exemption of transfers to Suppose however, that this tendency will con- 
through inheritance, etc., also causes two-thirds tinue. Profit margins are unlikely to fall below 
or more of all capital gains to be relieved. Hence, per cent over longer periods; while the rise in 
the inclusion of the exempt categories might have expenditures under the Second Five Year Plan 
raised the total gains assessed from the actual should, ifanything, cause arevival of inflationary 
figure of Rs 13 crore to Rs 40-50 cmre. (c) tendencies and a renewed rise of profit margins. 
Finally, the assessments by no means covered the If profit margins were maintained (let alone 
full extent of the casesliable. During the six years increased), the rise in profits will be as great as, 
upto 1952-53, only 1,814 assessments were made or greater than, the rise in productionz9. It should 
in  respect of capital gains for both years together. also be borne in mind that the net ploughed back 
Since the number of major share-holders (with profits of companies (after taxation and depreci- 
shareholdings of Rs one lakh and over) is over ation) amount to Rs 70 crore per year (on the 

evidence of the income tax assessments), and this 
40*C009 and lhe number of property Owners (with would noma]ly be regarded as millimum estates Over Rs more than lm'OOOy the amount by which the market valuation of com- figure of 1,814 is not likely to represent more than 
a fraction of the cases (though probably a some- panies should increase annually over a run of 

what larger fraction of large cases than of smaller years. 

Cases). CHAPTER 4 
61. The greater part of capital gains over a 

Ion er period probably arises on ordinary sha- A PERSONAL EXPENDITURE TAX 

re&. I personally do not think it excessive to put 62. In Chapter 1 it was proposed hat  a pro- 
the long run rate of appreciation of share capital gressive tax on personal expenditure (with a 
in India of the order of 10 per cent per year, rather relatively high exemption limit) should be 
than 3-5 per cent. My reasons for this are that the in~posed along with other suggested refornu, and 
expansion i n  production in the organised private the maximum rate of income tax should, at the 
sector of theeconomy can be assumed to proceed same time, be lowered to 7 annas in the rupee (or 
at arate sf 16 per cent per annun] for many years 45% including sur-charge). The effect of these 
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proposals would thus be the replacement of the at the high rates of income and super taxes is being 
higher ranges of super tax on personal income applied effectively, one could still justify the 
with a super tax on personal expenditure. The introduction of an expenditure tax if economic 
purpose of this chapter is to explain these pro- considerations require a restriction of personal 
posals in more detail, and at the same time deal spending and if that restriction could not be 
with some of the objections that have been raised attained by a further increase in income and 
against the introduction of a personal expenditure property taxes. If income and property are taxed 
tax in India. too severely, while expenditure out of accumu- 

lated wealth is not taxed or restricted, the effect 
I. GENEXAL CONSIDERATIONS would merely be to encourage the capitalists to 

63. In my book30, the case in favour of dissipate their wealth rather than to reduce their 
a personal expenditure tax on grounds of both living standards.31 I aeued in earlierchapters that 
equity and economic expediency in some detail the present high marginal rates of taxation on 
and, therefore, do not wish to repeat the general income would have f a .  more deleterious effects 
arguments here. The main arguments which have On the behaviour of wealth-owners (i.e., On their 
been put forward against the proposals made in incentives to Save Or to invest) if these taxes were 
my book, in the particular context of India, may appliedeffectively. The fact that theseeffects are 
be listed as follows: largely avoided because the tax system contains 

large enough loop-holes to permit the owners of 
(a) It would not be practicable to impose an risk capital to make tax-free gains and to accu- 

expenditure tax on top of the present taxes on mulate capital out of tax-free savings, is an 
income,sincethis would make taxation altogether argument against the present system of taxation, 
too severe. and not against the expenditure tax. For if these 

(b) Taxation of expenditure in replacement of loop-holes were closed (i.e. all capital gains, etc., 
taxation of income means the exemption of sav- were brought into charge in the same way as other 
ings, this would greatly stimulate accumulation income) it would soon become evident that these 
by the wealthier classes and would lead to an even high marginal rates on income could not be 
greater concentration of property ownership. If maintained. Hence progressive taxation, if it is 
property taxes were imposed to counter the ten- to be both effective and impartial, cannot be 
dency to concentration of property, this, in turn, levied beyond a certain point on an income-base, 
would cancel the advantages of the expenditure but only on an expenditure base. 
tax in regard to the incentive to save. 65. It would also be incorrect to say that 

(c) The expenditure tax would be administra- imposition of taxes on property (whether in the 
tively more difficult to handle than the income form of an annual tax on wealth, estate duties, or 
tax. the general gift tax) would cancel the advantages 

(d) As expenditure met out of agricultural of an expenditure tax in restricting spending. On 
income would have tobe exempted from taxation, the contrary, the imposition of a personal 
it would encourage people to debit the maximum expenditure tax would counter the disincentive 
part of their expenditure against their agricultural effects of these property taxes on the spending 
income. and saving habits of the rich. A progressive 

64. I think it ought to be made clear that while expenditure tax taken by itself would effectively 
an expenditure tax is superior to income tax, both reduce the standard of living of the upper classes, 
because 'expenditure' is a better index of taxable though it might augment the rate of accumulation 
capacity than 'income', as the basis of taxation of large fortunes. Property taxes cut down the 
and because 'expenditure' is a better index of rate of accumulation but encourage spending. A 
taxable capacity than 'income', there is nothing combination of the two types of taxes, therefore, 
inherently wrong in having both a tax on expen- far from cancelling the good effects of either, 
diture and a tax on income side by side. Even if makes it possible to restrict effectively the living 
it could be argued that the present taxation income standards of the rich without sacrificing the 
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long-run egalitarian objective of a more even 
distribution of property. 

66. While an expenditure tax would be adrnin- 
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 to a transaction may have an iden tical 
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 
as the need to makea 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 
in kind rather than in cash already arises under an 
income tax. The obligation of a taxpayer to return 
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 
a great 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 
not be carried tothe point at 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 

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 
appr~ximation~~. A man .who keeps several 
houses, a large number of servants, and several 
cars and 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. Yet under the 
present system, there is no limit to the extent to 
which he could understate his income through 
fraudulent concealments 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 mnsfemng property into 
trusts and settlements. 

68. With regard to the point concerning 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 I of the 7th Schedule 
to the Constitution. 

69. The one contention which noone 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 relation to 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 a11 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. 

11. DEFINITION OF E.WENDITURE 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 
wh,ich 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 
to 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 to 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 how and by 
whom these were financed. 

Dejnition of Personal Consumptioa 

'1 1. 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" wiI1 be further discr~ssed in Chapter 

7. 
@) All investment outlays i.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)33; Ioans of all kind and sums devoted 
to the repayment of past indebtedness. 

(c) Capital expenditures for personal use, only 
the annual benefits from which, and not theoutlay 
itself, enters into "consumption". The purchase 
of a dwelling house for owner-occupation, works 
of art, jewellery and ornaments above a certain 
value (say, Xs 10,000) fall into this category. 

(d) Gifts made to other persons above a certain 
amount (say, Rs 2,000) inc1udir.g 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 
outlays under items (a), (b) and (d)cmy complete 
exemption, outlays under (c) would carry a 
notional addition to personal consumptim~ in the 
year of purchase and subsequent years (until the 
items are sold), based on, say, 5% of the purchase 
price3'. 

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 items 
would vary with theparticular customs admodes 
of living. Items which I would regard as fallirig 
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 
a result of fire, burglary, theft, flood, damage, etc. 
(Since all such outlays represent insurable risks, 
it would be administratively convenient toresmct 
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such exemptions to payments received under the 
insurance policies rather than to the outlays 
themselves.) 

Treatment of Chargeable Consumption 
Expenditure 

73. The residual left after deduction of 
exempted items constitutes chargeable con- 
sumption expenditure; not all of which, however, 
is fully chargeable in the year of purchase. 
Expenditure on durable goods of all kinds like 
furniture, 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 relief obtained on account 
of such unusual expenditure would automatically 
swell the taxpayer's chargeable expendi ture 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 
(a) to (d) in para 7 1 above.36 

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 

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 
wifeand 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 propeny, are effec- 
tively aggregated with the family for taxpurposes. 
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 
in proportion 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 a s  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 propeny taxes, from an administra- 
tive point of view, it would clearly be far more 
convenient if the rules of aggregation applied 
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 a legal separation). In the caseof other 
family members aggregation for income and 
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property tax purposes would be optional but a 78. There are unfortunately no statistics avail- 
necessary pre-condition for aggregation for able in India, even on a sample survey basis, of 
expenditure tax purposes. the consumption expenditure of the top income 

groups. Some of the cases investigated by the 
IV. SUGGESTED SCHEDULE OF RATES Taxation Investigation Commission, I under- 

76. In Chapter 1, it was suggested that there stand, suggest that prsonal expenditure might be 

should be an exemption limit of per rather low in relation to me income. In these 

adult and expenditure in excess of this amount pmicular however' the amount Of 'On- 

should be charged according to the system cealed income was probably very large in relation 

of graduation, starting from 25% on the lowest to declared income and it is quite possible that 

slab (i.e., on expenditure between Rs 10,000 and such concealed income is sewed to a fa .  greater 
extent than declared income precisely because the Rs 12S00) and rising graduall~ UP '0 a maximum spending of income would cause sus- 

of 300% on expenditure in excess of Rs 50,000 picion and might lead to detection. nere might 
per head. An exemption limit and of be a large number of cases where the level of 
rates of this character seem to me appropriate for expenditure is greatly in excess of the laxable 

the present "per tax On persona' income and where the difference is financed not 
incomeson the slabs above -PI- annas in the rupee out of concealed income, but out of capital gains - i.e., in excess of gross income of Rs 40,000 and tfiat are exempted from mation or simply out of 
a net family income, after income tax, of Rs accumulated wealth. Some observers put the 
30,000- Since the typical may be assumed expenditure of the upper classes in India at over 
to comprise at least three adult units, a net R~ 500 cmre a year - an amount which is 

of Rs lorn per head considerably in excess of the total of net incomes 
to a net of Rs 30*000. after tax of all income recipients with incomes of 
Assuming that personal expenditure comes~nds over RS 10,000. It is possible, therefore, that 
to net income after tax, the substitution of all total yield of the tax would prove to be very much 
exWndime tax on this scale for the higher greater than the present yield of that part of the 
brackets of super tax would not change a ~ ~ r e c i -  present super tax which it replaces. It is, however. 
ably the total burden of mation. There would, impossible in this case tomakeeven a rough guess 
of course, be aconsiderable shift in the tax burden of the magnitude of the probable yield. 
as between relatively high spending and relatively 
high saving tax-payers. v. ADMIN~STRATION 

77. It could be argued, however, that in the 79. The tax would be administered in much the 
present conditions of India a stronger deterrent to same way as the present super tar on the basis of 
spending and a stronger stimulus to ~erwna l  individual assessments relating to fie previous 
saving would be justified, and therefore, the y, and around 18 in arrear. me 
exemption limits ought to be put lower and the mode of adminisvation of the tax could perhaps 

of graduation made stiffer than the best be illustrated by showing in a simplified form 
which is the nearest equivalent to the Present the type of comprehensive return which, it has 
super tax- If the exemption limit were Put at Rs been suggested should replace the present tax 
6,000 per head and the maximum slab of 300% return and which would provide the material for 
were. imposed on expenditures in excess of Rs assessment for the other proposed taxes, the 
30,000 Per head the liability to tau would have a annual wealth tax, the capital gains tax and the 
more Powerful effect in restraining spending. It gift tar, as well as the expenditure tax. 
might, therefore, be more appropriate in the 80. It will be evident from the sample com- 
present situation of India even though it would prehensive return reproduced in Appendix 'A' to 
probably imply considerable increase of the this Report that the tax-payer would not b e  asked 
present tax burden of a typical family in the higher to give a direct account of his personal expenses, 
income groups. the amount chargeable for the expenditure tax 
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being arrived at as a residual after deduction of on estates can in fact only be justified as a 
various items from the receipts. The need tomake graduated limitation of the right to pass on dif- 
the various items and parts of this return consis- ferentiating between the right to pass on property 
tent with one another, together with the require- through gifts and the right to pass on property by 
ment that a duly certified voucher should be bequest. There is, therefore, a prima facie case 
submitted in support of each particular claim for for supplementing estateduties with taxes on gifts 
exemption,provides the check on the accuracy of made inter vivos; and as far as possible, the 
the computed figure of expenditure. The tax- incidence of taxes on gratutious transfers of 
Payer would, however, also be required to make property should be made independent of the mode 
a formal declaration that to the best of his in which, or the form through which, property is 
knowledge and belief the computed expenditure mnsferred. 
tallied with his true personal expenditure for a 83. An additional reason for the taxation of inter 
period in question. The Ikvenue would, of vivos gifts is that the imposition of estate duty 
course, have the power to ask for details con- itself stimulates the inter vivos transfer of prop- 
ceming particular items of expenditure (such as erty to heirs and successors so as to avoid tax; 
the amount paid for electricity or other public even though the motive of tax avoidance is not 
utility services, the rents paid for the year, the the sole or even the main reason for a general tax 
moun@ spent on the children's education, etc.), on gifts. Inter vivos gifts are made on many 
as well as details concerning his mode of living occasions, as for example on the marriage of 
(e.g., the number of S ~ ~ w m - s  kepty the mmberof children or grand-children, or when children 
rooms* furniture and fittingsi and reach maturity and set up a separate household or 

made during the year) which business, Again there is no a priori reason why 
Ihe tax to check the accuracy of lhe such gifts should be differently treated for tax 
computed figureand the consistency of the whole purposes than gifts received through inherimce. 
return. 84. An attempt is usually made to limit the scope 

CHAPTER 5 of tax avoidance through inter-vivos settlements 

A GENERAL G I n  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. 

I. GENERAL CONSIDERATlONS 

82. Property is passed on from generation to 
generation either through inheritance or bequest 
or through inter viros gifts and settlement.. 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 
circumscribe the power of control and disposition 
exercised through the legal institution of owner- 
ship in numerous other ways. Progressive taxes 

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 or not 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 
on progressive scale, since in that case tax is saved 
not only through a portion of the estate being 
passed on inter-vivos, but also through a lower 
rateof duty becoming applicable to the 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 countriessuch 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 that if gifts are made in 
regular annual instalments of $3,000 or less, the 
gifts stili escape the tax. It is 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 
are levied 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 dea*. 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 point of 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 

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. If a rich man leaves 
hisestate, not toasingle heir, buttoa largenumber 
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 i n  the higher brackets 
to provide an effective antidote to the tendency 
of increasing concenmtion 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 - must be 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. 

U PROPOSAL FOR A GENERAL TAX ON GIFTS 

88. The above considerations argue in favour of 
a uniform tax on all gratuitous transfers, irre- 
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 
is necessary 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.. his net worth 
including the gift. A man who own Rs 10 lakh 
and receives another Rs 1,00,OM) 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 else. The most reasonable principle, children, the liability to gift tax according to the 
therefore, seems, to be to apply a slab system of estate duty rate sched~~le would be three times Rs 
graduation to a man's total estate, and to tax the 26,250, or Rs 78,750 altogether, meaning a 
gifts received in any one year according to the reduction of nearly 50%. But under the Schedule 
additions they make to his net wealth and at the of rates suggested here (assuming the children 
rate applicable in the relevant zone (or zones). possess no other property) the liability of each 
Assuming that an annual tax on wealth is intro- heir would amount to Rs 61,500 or a total of Rs 
duced so that the property of an individual, above 1,84,500 which exceeds the liability under the 
the exemption limit, is in any case returned presentestate duty by just under22% - an increase 
annually for the purpose of the annual tax, the which certainly cannot be regarded as excessive 
introduction of a general gift tax on these lines when compared with the rates obtaining else- 
would not cause any additional administrative where in the world. 
problem. 91. A further considerable advantage of these 

89. In chapter I, I suggested that there shouldbe proposals is that it makes tax evasion far more 
an exemption limit of Rs 10,000 for any single difficult than the existing system of estate duty. 
receipient and that gifts over and above this The experience with the latter in India so far tends 
should be taxed at the rateof 10% if the net wealth to suggest that under Indian conditions, it is 
of the recipient is below Rs 1 lakh, and at double difficult to discover what a man'sproperty isafter 
the present estate duty rates applicable in the case his decease. The new system relies on the recip- 
of individuals - i.e., 15% between Rs 1,00,000 ient ofgifts andbequestsas well as on information 
and Rs 1,50,000,20% between Rs 1,50,000 and supplied by the donor or legator, and assumes that 
Rs 2,00,000,25% between Rs 2,00,000 and Rs the system of comprehensive returns recom- 
3,00,000, and so on, rate becoming 80% if the mended in Chapter 4 is adopted in which case the 
total estate of the donee exceeds Rs 20 lakh. I transfer of property through gifts or inheritance 
think this should be subject to the proviso - in is bound to be revealed. 
order to prevent small and regular allowances 
from becoming subject toan excessive duty - that Dl. PROBABLE YIELD OF THE TAX 

the W-PaYer should have the option to have the 92. Assuming that the system of comprehensive 
gifts of any one Year mated as ordinary h ~ o m e  returns on all receipts and property and the 
for tax purposes (i.e. aggregated with his other comprehensive reporting system on all property 
income). transactions, etc., are adopted (and are function- 

90. The suggestion that the existing estate i~lgsatisfactorily)the net yield from this tax would 
rates should be doubled when the tax is levied on be considerable. Private property in Indiain estale 
the above lines may be thought as harsh. It should, of sy, R~ 25,000 w over is not lkely to bc below 
however* be borne in mind that (a) the rates of Rs 4,000 crore, whilst the annual msfer of 
estate duty in India are rather low at present in though death or vivm gifts cannot comparison to other c o u n t ~ i e s ~ ~  

since the be much less than one-twenty-fifth of the total.m typical estate is inherited by several heirs and not 
a single heir, the changeover from the estate duty This makes the amount annually assessable to the 

principle to the legacy duty principIe would mean gift tax something of the order of Rs 150 crore. 
a considerable reduction in the effective burden on the rate schedule suggested above* heaverage 
of taxation unless the rates are made considerably rate of duty could be put at less than 20% 
higher. Suppose a man dies possessing Rs which makes the yield of the tax of the order of 
10,00,000. Under the existing estate duty law he Rs 30 Crore a Year. The con sequential loss from 
would be subject to a tax of Rs 1.5 1,250. If he left estate duty is estimated at present at only Rs 2 
his estate in equal parts to three of his surviving crore a year. 
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CHAPTER 6 

A COMPREHENSIVE REPORTING SYSTEM 

I. THE PROWSAL 

93. The existing evasion of income tax, super 
tax, and estate duty, as well a s  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/l.T. Distt. Ward 
No. V-21 and GIR No. 348. 

(b) It should be obligatory in the case of all 
property transfers regismble 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. In the latter case 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 msferee 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 1.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 i n  his file with the tax 
office. 

(e) 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 such investments 
are automatically notified to the tax authori- 
ties. At present large scale concealments can 
only be unearthed through the detailed 
investigation of capital transactions. The 
adoption of the above system would ensure 
that the 1.T.0.'~ have immediate information 
on all 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 taxation includes 
an expenditure tax as well as taxes on income 
and capital the economic interest of tax- 
payers would ensure the completion and 
surrender 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). Copies of dividend vouchers issued 

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 million and 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 I.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. 

U. THE SWEDISH PRECEDENT 

94. I obtained from Sweden copies of some of 
the tax vouchers in connection with the compre- 
hensivereporting system in that country which in 
some ways is essentially similar to the one I have 
outlined. Rough translations of Form 18A and 17 
are given in Appendix 'B' to this Report. These 
forms relate to the receipt of 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 
case 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 i s  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 it) doegnot 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 

system does, I believe, afford strong evidence that 
the adoption of the kind of system I propose for 
India would not create difficult adminismtive 
problems. It is true that Sweden is a small 
country; on the other hand the number of tax- 
payers of all kinds is 3.314 million, e.g., eight 
times the number of Indian income tax payers and 
almost four times thenumber of names in theGIR. 
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 perfectly 
feasible for large income tax paying countries, 
such as the U.K. 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 fa r  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. 

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 i s  that property 
transfe.rs notified to the Registrars are already 
transmitted to the relevant Income Tax Officer on 
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 system 
of reporting whereby the Registrars forward duly 
completed vouchers to the tax authorities simul- 
taneously with registration, but ITO's by 
receiving information promptly of all important 
transactions of thc asscssces could take prompt 
action concerning 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. It certainly 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 1949-50,245 in 1950-5 1,329 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. I understand, 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 this is only madeuse of in rare 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 invesd- 
gation of the individual cases). However, if the 

tax system included raxes on income and capiul), 
the interests of the vendor and the vendce 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-payer gains from 
an under-statement of the value of transactions or 
from an over-statement of them. Givcn 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-free outlays, and it may 
thus pay him to pretend to have more assets than 
he possessed if he thereby saves more in expen- 
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 assets 
(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 betwwn 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, thcrefore, 
for having a system which forces people into a 
position where they have to make a false state- 
ment "knowingly and wilfully" a s  against one 
when they need only commit the sin of omission 
and not of cornmis~ion.~' 

104. As regards benami transactions my sug- 
gestion is that the benami holder should be asked 
to disclose 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 i s  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 uue that a certain 
amount of personal trust is involved between the 
benami and the real owners in all such cases, I 
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 uue owner in case the 
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benami holder formally declared that he was the still be able to find buyers who would be willing 
beneficial owner of the property; and in case the to buy without request for a voucher, but such 
true owner protected himself further through "black sales" of jewellery might well stand at a 
I.O.U's, mortgage deals, etc., this would call for discount, and dealers may be reluctant to rely on 
(as indicated in para 93(g) above) the same kind them in making the purchases. 
of disclosure. 108. With regard to the hoarding of gold my 

105. It has been argued that the proposal would own feeling is that the best way of dealing with 
make it more difficult to defeat mala-jide trans- this problem is to permit the sale and purchase of 
fers of property undertaken to prevent attachment gold through officially registered dealers and 
of property in view of outstanding demands. I making it illegal to buy or sell gold through other 
should be interested to know the number of cases dealers. Considering the widespread propensity 
in which the Revenue succeeded in breaking the to hoard gold in India, it is best to allow a "free 
benami through court action. My feeling is that market" for internally held gold (the price in this 
the Revenue would gain far more from screening internal free market being permitted to vary so as 
all benami transactions at the very outset than it to equalise supply and demand). The purchase of 
would lose from any added difficulty in breaking bar gold being purely a form of investment, it 
the benami in the case of such fraudulent trans- would not of course be subject to the personal 
actions. expenditure tax (either as regards the initial pur- 

106. With regard to jewellery, dealers should be chase, or as regards any 'psychic income' derived 
compelled to complete and produce the requisite from its possession), though the value of hoarded 
vouchers (together with the code numbers) for gold would be subject to the annual wealth tax. 
purchases and sales above Rs 10,000. I would Purchase and sale through registered dealers 
agree that such reporting system may not be would of course have to be undertaken with duly 
completely fool-proof, but it will certainly deter completed tax vouchers which the dealers hand 
assessees from introducing "block money" into over to the seller in the case of sales, and to the 
their business by pretending that they have buyer in the case of purchases. This would not 
obtained it through the sale of jewellery; and prevent completely the existence of a 'black 
dealers will not be in a position to abet such market' for gold illegally bought and sold through 
transactions so freely since they will be forced to non-authorised dealers. But it is probable that this 
disclose the name and identity of the corre- black market would not be able to compete with 
sponding buyer. the 'white market' in the matter of prices and 

107. The great indirect advantage of this system margins, so that the authorities would come to 
would be that the Revenue would be informed of know about, and would be able to control, at an2 
all purchases of jewellery, and this would (in rate the greater part of the bar gold transactions. 
time) put them in a position to check the hoarding 109.Apart from the hoarding of gold there may 
of jewellery, etc., for purposes of an annual tax also be hoarding of bank notes as a means of 
on capital or a capital gains tax. Here again the concealing profits or (in connection withuthe 
introduction of an expenditure tax (which would initial introduction of an expenditure tax) in 
exempt purchases of works of arts, jewellery and order to be able to spend money without attracting 
ornaments from this tax -only taxing the 'psychic expenditure tax. If the hoarding of bank notes is 
income' derived from their possession - but only at all serious, the matter could be simply dealt 
i f thecla imis~ro~er l~ supported by tax vouchers) with by calling in the existing note issue and 
would do a great deal in helping the disclosure of replacing it with a new issue. 
such transactions generally, since dealers in 110. Finally, it has been suggested that in case 
jeweUery would take additional risks in unre- of a large number of small property mnsfers in 
~0rded purchases if they knew that prospective small towns and villages, where illiterate persons 
buyers might demand from them the surrender of are involved, it would be impossible to enforce 
av0ucherforthepurposes of supporting their own the proper completion of the tax vouchers and the 

for tax exemption. They would, no doubt, use of code numbers. However, I 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 
not more 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 from a 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 
shouldnot raise any difficulty even if some people 
were only to make use of them once or twice in 
their lifetime. If people lose the code cards issued 
to them, they could always obtain duplicates. 
Since the purpose of presenting a code card issued 
by an 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 
lost ration cards) and, therefore, I do not think any 
restrictions are required for safeguarding and 
circumscribing the issue of duplicate codecards." 

CHAPTER 7 

THE TAX TREATMENT OF BUSINESS PROFITS 

I. THE NATURE OF THE PROBLEM 

1 11. According to both British and Indian laws, 
taxable income is arrived at by allowing certain 
expenses to be set off against a person's receipts 
during a period, but the expenses that are allowed 
as a deduction axe 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 

or expended for the purpose of" the business, e ~ c . ~ ~  
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 duties 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 exaggeration 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 
couldonly claim suchexpenses as could be 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 general 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 either the 
maintenance or the improvement of the status of 
a particular employee (as distinct from the 
expenses ncccssarily incurred in fulfilling his 
particularcontract) - e.g.,advertisement inapaper 
for a job, entertainments to present or to pro- 
spective employers or persons with professional 
connections; expcndilure on clothing in order to 
make oneself more acceptable to present or pro- 
spective employers, etc. 

114. In Britain (and I have little doubt that the 
situation is thc same in India), the inequality of 
treatment only becomes fully apparent in those 
particular cases where a man pursuing some 
pcc~lliar trade or vocation may be alternatively 
assessed asa salaryrecipient or 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 
contract and 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 irrespective 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 theoutlay 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 capacity46. The Majority 

of the British Royal Commission on the Taxation 
of Profits and Income, in an attempt to narrow the 
difference in treatment between the two types of 
income, recommended that the expenses rule of 
employees should be relaxed so  as to cover "ail 
expenses reasonably incurred for the appropriate 
performance of the duties", instead of "wholly, 
exclusively and necessarily incurred in the per- 
formance of the d~ties ."~ '  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 theduties" - i.e., in the fulfilmentof aparticular 
contract, and expenses incurred "for the purpose 
of '  i.e., 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 
expenses and personal expenses; that the standard 
of "reasonably incurred" expenses would be 
steadily raised in the course of years; ,and finally, 
that all the difficultiesand ambiguities which now 
beset the assessment of profits would be repro- 
duced in 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. 

U. THE GENERALRULE OF EXPENSES 

The Proposed Rule 

117. It seems to me beyonddisputethat, 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). It  is 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 invent a form 
of words which applied substanlially 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 profits of 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, but also because of 
its repercussions on the efficiency with which the 
resourcesof thecommunity are allocated between 
different uses. The kind of definition suggested 
above minimises the extent to which the amount 
of the taxable gain is dependent on the free choice 
of the tax-payer. The generous and elastic pro- 
visions for deductible expenses currently given in 
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 a s  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 or  an inevitable 
concomitant of producing the receipts against 
which they are setoff, the Government, in effect, 

is subsidizing such expenditures through the 
instrument of taxation. In the case of outlays on 
unavoidable items no such subsidy is involved 
precisely because the wading receipts are directly 
dependent on them. The outlay o n  wages, fuel, 
materials, etc., per unit of production, is virtually 
unaffected by the tax provisions. But if gcneral 
expenses of all kinds - the scale of which is 
variable within wide limits relative to the scaleof 
activity of a business - are 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 unnecessary 
expenses implies that 9110th of such cxpcnscs is 
financed by the Government and only 111 0th by 
the tax-payer himself. 

121. There is, of course, no gcncral reason why 
private outlay should not be subsidiscd by the 
Government; nor is income tax thc only instru- 
ment through which such subsidiesare habitually 
given. It is important to rccognisc, however, that 
the tax exemption to such categories is but a 
variant of granting subsidies, and it, therefore, 
requires to be justified not on the principles of 
equity, but by the criteria of social utility. The 
available and voluntary expcnses which are out- 
side the narrow definition suggested above 
comprise such varied categoriesas the acquisi ti011 
of capital assets of all kinds, expenditure on 
research whether of a recumng o r  non-recurring 
nature, payments made to research and other 
scientific institutions, advertising and sales pro- 
rnotional expenses of all kinds, entertainments, 
and travelling expenses. (This list is not intended 
to be exhaustive.) Clearly, not all such expenses 
are equally deserving of a subsidy by the test of 
social utility. The important point is to recognise 
that the tax-exemptions accorded to all such 
outlays find their ultimate justification not in 
equity, but in economic and social expediency. 

122. The ideal solution, therefore, appears to me 
to adopt a strict definition of expenses on the lines 
suggested in paragraph 1 17 and to allow any other 
kind of expenses only to the extent to which this 
appears justified 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 treated as deductible, or whether 
certain kinds of expenditure should bedisallowed 
or only partially allowed. Equally, it is a matter 
for individual examination whether expenditure 
on such items as advertising, entertaining, etc., 
should be disallowed altogether, or whether it 
should qualify as a deductible expense only up to 
a certain 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 capilal 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 canying 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 to 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 theconcept 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 counterpa 
of the "national income". 

124. The Minority of the British Royal Com- 
mission following the above reasoning 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 in its incidence than the present type 
of tax on profits; and that it would bea far simpler 
tax to administer; also since the tax base would 
be so much broader, it would makeit 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 competitive 
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 U.K. 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 
than any one country would be able toadopt acting 
in isolation. In the meantimeas a second best 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 carried 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 Committee 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 capita1 provisions; recently, however, on the recom- 
which he employed in the business. They con- mendation of the Taxation Enquiry Commission, 
cluded that the only practicable solution was to a further provision was introduced in India 
treatprofitsbelow acertainamountas if they were whereby the relief, limited to the first Rs 20,000 
predominantly the reward of work and profits of taxable income, is progressively withdrawn 
above that amount as if they were predominantly when incomes exceeded Rs 25,000, so that for 
the return on capital. On this reasoning, they incomes of Rs 45,000or above, no relief is given 
thought that rough justice would be done if the at all.'' (I confess, I cannot understand how the 
earned income relief were extended to all Taxation Enquiry Commission have arrived at 
"earned" incomes (including the trading profits of this particular recommendation. If one considers 
individualsand partnerships) when incomes were the variety of ways in which incomes from work 
below E 2,000, but not if they were above that are discriminated against by the present tax sys- 
figure5'. There was never any justification for tem through the more generous expenses rule 
imposing such a limitation on income derived applicable to profits, through the tax-exemption 
entirely or predominantly from work i.e., salaries to capital gains, through the fact that the taxable 
and the earnings of a profession or vocation. In capacity inherent in the ownership of wealth as 
the circumstances of 1906 this inconsistency did such is unrecognised and that spending out of 
not trouble the legislators, since neither salaries capital is tax-free, not to speak of all the evasion 
nor professional earnings were met with in the possibilities inherent in the one and absent in the 
over £ 2,000 range, except in a few very excep- other, this additional whittling-down of an 
tional cases. already inadequate concession, appears singu- 

126. The Minority of the recent British Royal larly inappropriate5'. The Taxation Enquiry 
Commission came to the conclusion that the Commission concede that of all the arguments in 
earned income relief could be made to serve the favour of the earned income relief the one which 
purpose of compensating for the difference in the suggested that "the taxable capacity of those who 
expenses rule for salary incomes and profits if (a) receive unearned income is greater since .they 
the relief were extended in the case of salaries to have also a fund of capital in addition to the 
all incomes, without any upper limit; (b) in the income which arise from it" appears to them to 
cask of professional or vocational earnings, it is be the most important. In the light of this remark 
equally so extended, but only given to those their recommendation introduced immediately 
tax-payers who at their own option are willing to afterwards, and not supported by any argument, 
be assessed under the strict expenses rule appli- that "there should be a limit in terms of income 
cable to incomes from offices and employment; beyond which the allowance should not be avai- 
and (c) in the case of business profits, the relief lableWs3 is rather difficult to reconcile.) 
should be subject to an upper limit as it is at 128. If India were to adopt an annual tax on 
present, but only extended to those traders who at wealth and would re-introduce the taxation of 
their own option are willing to be assessed under capital gains, the arguments in favour of earned 
the strict expenses rule. income relief would come to rest entirely on the 

127. I described the current position in the U.K. difference in the treatment of expenses as between 
and its historical origin in some detail because the salary incomes and profit incomes. This is not 
Indian rules concerning earned income relief have meant to suggest that the case for the relief would 
obviously been taken over from the U.K. rules, no longer be a strong one - for the discrimination 
and it is important therefore that Indians should caused by the two different rules for expenses is 
be aware on what justification (or lack of justi- a very powerful one indeed. But it would clearly 
fication) the existing delineation of that relief to imply that the relief should be confined to those 
certain categoriesof income, and its limitation to who suffer from this discrimination i.e., to the 
a certain maximum of income rests. The Indian early recipient; and it should be given to them 
provisions concerning earned income relief until without any upper limit - i.e., what comes to the 
recenlly corresponded exactly with the U.K. same thing, a surcharge be imposed on all 
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incomes from a business, profession or vocation, lines recommended in paragraph 1 17 above in 
excepting only those of the professional and preference to all other solutions. This would 
vocational category who at their own option are mean, in effect, that only the outlays on wages, 
willing to be assessed under the strict expenses material, fuel, as well as the outlays specifically 
rule outlined in para 117 above. The extension mentioned in clauses (i), (iii), (iv), (v) and (x) of 
of the relief to all salaries without an upper limit Section 10 of the Income Tax Act would be 
coupled with its withdrawal in the case of income automatically covered. With regard to the other 
from other sources would (on the basis of the items (including capital expenditure discussed 
assessments in 1954-55) yield a small net gain in below), the case for deduction would depend on 
rcvenue. considerations of economic expehcncy, and 

would thus be capable of adjustment and variation 
The Case for a Strict Rule from time to time and from case to case. 

13 1. There are no statistics in India to show the 
129. I should llke to emphasise, however, that effects on tax revenue of either the allowance for 

a solution along the above lines is definitely a indirect expenses or of the allowances for capital 
second best and is neither so satisfactory from an expenditure. I made an attempt, however, to 
equity point of view nor does it secure the other estimate the possible magnitude of the items on 
important advantages that would follow from the the assumption that the relationship of the cost of 
adoption of a more strict expensesrule for profits. materials and fuel on the one hand, and of "other 
While the Minority of the British Royal Corn- costs" on the other hand, is the same in India as 
mission shied away from recommending such a in the U.K. On that assumption (in the sector of 
radical change in the face of the opposition that manufacturing industry covered in Table 2), 
its introduction would have encountered, I feel "other costs" (column 9) amounted to 5% of the 
that the situation in India is a rather different one material and fuel costs, to three times the amount 
from that of the U.K. The argument of export of depreciation, to about 11 % of "value added" 
promotion through entertainment and advertising and to about 26% the net profit. If this relationship 
is relatively far less important; the need of Indian heldfor India, not only in manufacturing industry 
industry for identity of tax treatment with foreign but in trade, etc., as well, the additional amount 
industry is far smaller, since Indian industry can of profits assessable as a result of disallowing all 
be, and is, protected by tariffs from foreign other but "direct" expenses and personnel costs 
competition (quite apart from the fact that the (apart from allowances for capital expenditure) 
whole argument is a spurious one, since differ- would come to about Rs 150 crore. Not all of 
ences in the breadth of the tax base can be this would become taxable under the definition 
compensated for by differences in the rates of offered in para 11 7; some items (those mentioned 
taxation), whilst the advantages from the point of in para 130) wouldcontinue tobe allowed. Hence, 
view of adminisuativeeffectiveness of an income the excluded expenditure may be put at the order 
definition which is less ambiguous and less of one-half of this sum, or Rs 80 crore. This is 
capable of manipulation by the tax-payers are not offered as an "estimate" but merely as an 
consideraMy greater. By simplifying the concept indication of the possible order of magnitude 
of profit which is subjected to taxation - by involved. 
reducing the range of items which qualify for 132. The suggestion for widening the concept 
deduction - the task of checking the accuracy of of taxable profits by disallowing all but direct and 
the remaining items by the tax officers is greatly unavoidable expenses is bound to arouse fierce 
simplified. The standards of adminismtion are opposition. The antagonists of this suggestion 
bound to be all the lower the more complicated will employ every specious argument they can 
are the taxes which the tax officers are asked to think of, to show that the proposed reform would 
administer. have fatal economic effects. This opposition 

130. For all these reasons, I would strongly urge would lose a great deal of its force, however, if 
the re-definition of deductible expenses on the the proposal were combined with a simultaneous 
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reduction of the rates of taxation; the advantage as against a high rate on a narrow and uncertain 
of charging tax at a lower rate on a broader base base, should be apparent to everybody. 

United Kingdom India 

Industry Corn of Other Ratio of Gross Cost of Esti- Work Depreciat Esti- Salaries Net 
materials costs other value of materials mated done for ion allow mated & pmfit 

cosu to output (Rs other factory wances net Wages (Rs 
(In percentages cost of (Rs crore) cosu (Rs (Rs value (Rs crore) 
of turn-over) materials crore) (Rs more) crore) added crore) (10-1 1) 

(percent- crore) (Rs 
age) (4 x 6) crore) 

(5 - 6 to 
9) 

1 2 3 4 5 6 7 8 9 10 11 12 

1. Iron and S tee1 61.7 3.4 5.50 42.45 20.63 1.13 0.14 2.13 18.42 10.93 7.49 
2.Non-FerrousMetals 77.4 2.5 3.21 18.87 13.45 0.43 0.18 0.44 4.37 2.65 1.72 
3.El.Eng.&El.Goods 62.2 4.8 7.75 48.31 24.17 1.87 0.54 1.65 20.08 14.46 5.62 
4. Leather gods 68.7 3.2 4.65 6.25 5.00 0.23 0.01 0.06 0.95 0.68 0.27 
5. Cotton 71.9 3.5 4.85 354.12 186.58 9.05 2.05 3.01 153.43 83.41 70.02 
6. Wool 72.2 2.5 3.45 8.41 4.14 0.14 0.03 0.08 4.02 1.78 2.24 
7. Other Textiles 67.2 3.3 4.90 160.40 117.57 5.76 0.04 1.38 35.71 25.98 9.73 
8. Food 78.4 3.4 4.32 237.79 203.40 8.79 0.15 2.94 22.51 12.98 9.53 
9. Chemicals 71.8 5.4 7.51 20.65 11.69 0.88 0.03 0.73 7.32 3.25 4.M 

10. Wood &Colk 
Manufacture 65.1 3.7 5.68 1.66 0.96 0.05 0.00 0.05 0.60 0.24 0.36 

11. Paper 54.7 5.2 9.52 9.92 5.78 0.55 0.02 0.43 3.14 2.00 1.14 
1 2  Other Manufacturing 

industries 63.4 5.4 9.27 4217 24.36 2.82 0.09 0.97 13.93 6.99 6.94 

Total (12 Industries) 90.8 4.01 4.41 951.00 617.67 31.70 3.28 13.87 284.48 165.35 119.13 

Sources:- (1) 94th Report of the U.K. Board of Inland Revenue (1952). (figures are for the year 1948 in Tables 54 lo 67.) 
(2) Cf., 7th Report of  the Census of Manufacturing Industries for India (1952). (Figures are for h e  year 1948 in Tables 84, 
B5, B6; item 6; 'Distilleries & Breweries' i s  excluded.) 

m. ALLOWANCE FOR CAPITAL EXPENDITURE created by the expenditure of capital" (mincral 

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 
in England i n  1843, no relief ofany kind wasgiven 
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 
18807s, 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 

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, it is clear that an allowance 
for capital wastage without a corresponding 
charge being imposed on capital appreciation is 
quite indefensible. Even with asystem of taxation 
on realised capital gains, capital wastage ought 
only to be taken into account in the form of a 
corresponding allowance for capital 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 losses, 
wear-and-tear, etc., should only be allowed for 
tax purposes at the end of the useful life of an 
asset, whcn 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 given as and when 
capital losses are realized, and not earlier." 

136. The real justification for capital 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 opposite - 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, 
it is open to the State to select a form of allowances 
which is simplest to administer, and which is most 
effective for aUaining 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 

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. h the case of fist class 
buildings, where 2.112% is allowed, 90% of the 
original cost is only written off in a period of 9 1 
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 
in column 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 imrne- 
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 
1 W o  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 
on capital 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. 
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Case I Case IIa Case Ilb 

Type of asset Basic Period in Present Period in Resent Period in Resent 
annual ratc ycars discounted ycars discounted ycars discounted 

percent value value value 
Rs lakh Rs lakh Rs lakh 

1 2 3 4 5 6 7 8 

Fist  class buildings & hydro-electric 
installations 2.5 9 1 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 (general rate) 7.0 32 59.90 27 88.39 18 96.47 
Furniture and mills, etc. 9 .O 25 65.3 1 19 93.91 13 102.77 
Machinery and plant (normal rate) 10.0 22 67.22 179 95.31 11 105.78 
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 
Aerial 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 i s  calculated under this assumptim. 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 IIa - Normal depreciation 
and an equal amount of additional depreciation for the first five yean only are allowed: 25% of the original c a t  is given at 
the beginning of the first year as development rebate for all types of assets except the first two types of assets. Case IIb - 
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 (5) 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 ind~suies.'~ Thus, for 
instance, if instead of an annual allowance of 10 
per cent an immediate allowance of 66.112% is 
given on expenditure on machinery and plant; 
instead of an annual allowance of 2.112% an 
immediate allowance of 33.112% 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 
run, at any rate) is appreciably less.57 At h e  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 as the 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 businesss8, 
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 f is t  
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 al~owances.~~ As 
Table 3 shows, the effect of these various con- 
cessions is that in many cases the 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 
findout how much these concessionscost in terms 
of revenue, as the amount of capital allowances 
granted against chargeable income are not com- 
puted for statistical purpose. 

144. I am quite certain, however, that these 
allowances are greatly excessive in relation to the 
alternative 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 

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 
thecost when it is between 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 allowancesa. 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-shift operation), 
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 b e  calculated on 
the difference between the sales-proceeds of an 
asset and the written down value. 

IV. THE 'IREAWENT 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 account during 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 bea negative 
one is 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. Hence no one 
can really be said to derive 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.62 At the same 
time, as the Majority of the Royal Commission 
pointed out, "the ascertainment ofbusiness 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."63 

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- 
ported the existingprovisions 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 from the 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 ~ o u r c e . ) ~  

148. The question of the proper tax treatment of 

losses ought to be 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.65 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 a capital 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 to be treated as deductions from 
current receipts, a trading loss on current account 
may result when certain capital outlays in a period 
exceed net current receipts, or even when certain 
capital outlays of a past period exceed net current 
receipts.66 

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 current 
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 beautomatically allowed for 
when the assets are disposed of, either individ- 
ually or upon the liquidationof the business, when 
the resultant capital loss can be off-set against any 
current or subsequent capital gain.a 

150. From the point of view ofeconomic effects, 
to allow a loss from onesource 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 
to it profitable business which he would otherwise 
have canied 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 rulemay be permitted is in allowing 
a strict 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 

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.69 

154. It seems to me that the most urgent 
requirement would be to make the recently 
introduced proviso70 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 
o~curred'~. 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 i n  
any future year, whereas unabsorbed trading 
losses can be set off only against business income. 
For reasons explained in paragraphs 148 and 149 
above, unabsorbed capital allowances ought to be 
mated more strictly than trading losses and not 
more liberally. Even if capital gains are charged 
to income tax and realized capital losses can be 
carriyzfonvard 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 beadmissible only if the business inquestion 
continued to remain in the same ownership. If a 
business changes hands unabsorbed capital 
allowances would automatically be taken into 
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 a s  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 
at a uniform rate of 4 annas in the rupee, and 
a non-refundable tax (named super tax or 
corporation tax)13 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 2.314 
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 capital75 
plus loans, or the total cost of fixed assets, 
whichever is the greater. By a further clause 
introduced in the 1955 Finance ~ c t ? ~  all 

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 that business" the 
declaration of a smaller dividend is called 
for. This legislation applies toallcompanies 
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, public orprivate, pay an extra 
tax on distributed profits equal to 2 annas in 
therupee on that part of the distributed profit 
which represents more than 6 and less than 
10% of the paid up capital, and at 3 annas 
in the rupee on distribution in excess of 10%. 
To prevent avoidance of these provisions 
through the future capitalisation of reserves, 
a tax 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 taxn. 

(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 fust five 
assessment years, if they commenced the 
manufacture of goods in India after April 
lst, 1948 and before March 31st, 1961. 

156. The most notable features of the legislation 
on company taxation are the complex provisions 
designed to ensure fust, 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 fust kind of 
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provisions (though public companies retaining a Section 23A discriminate against private com- 
large proportion of their profits can be equally panies in relation to public companies, both by 
suitable as vehicles of super tax avoidance as limiting the maximum rateat which they can grow 
privatecompanies), but private companies will be to a pWCentage indicated by the f0rmula:'- 
subject to both kinds of provisions at the same 
time, so that, in particular cases they may attract rate of profit earned On capita1 
penal rates of taxation simultaneously both on 
account of the distribution and the non- 2.5 

distribution of their profits. and also by limiting the ultimate size to some 
multiple of the capital originally subscribeds2. It 

Penalties on Non-Distribution is no answer to this to say that, in practice the 
effect will not be so serious, either because under 

157. The penal provisions concerning nOn- another provision new industrial undertakings 
distribution by private companies impose, on the enjoy a holiday on profits up to 6 
face of it, the most undesirable handicaps on per cent on the employed (the critical 
industrial growth. TO put a virtual limit of 40 per period of growth may well extend to more than 5 
cent on the amount of current profits that com- yws after the original commencement of the 
pmies can plough back'' is not only severely undeding,  and the rate of profit earned may 
discriminatory as lxtween private and public well exceed 6 per cent), or because under a recent 
companies (with all the attendant evils of an amendment of the law, all these provisions can be 
enhanced concentration of industry in the hands waived at the discretion of the Income Tax 
of a few largeconcerns) but is an extremely severe ~ ~ ~ ~ i ~ ~ i ~ ~ ~ ~ ,  if he is satisfied that the reason- 
limitation in itself On the growth of enterprise. It able needs of expansion require a higher rate of 
is well-known from the history of all capitalist retention of profits. The point is  that Revenue 
countries that industrialisation depends on the officials should not, in fairness, be entrusted with 
rapid growth and multiplication of undertakings such wide discretionary powers. There is *re- 
which almost invariably, start as private busi- sumption that aCommissioner of Income Tax will 
nesses and can only become public companies b, better able to separate the sheep from the goats 
with quotation on the Stock Exchange, after they than the legislature itself. If the law is unable to 
attained considerable size7'. If British or Amer- circumscribe the cases which ought reasonably to 
ican experience is any guide, successful corn- come under penal provisions with sufficient 
~an ies  plough back, during the critical period of precision, there is no reason to suppose that a 
their expansion not 40, but 90 to 95 r cent of Commissioner would be in a position to do so.83 r their disposable profits or even more . It is not And even if the provisions of the new section 
always appreciated that the ploughing back of 23A(3) could be perfectly reasonably adminis- 
profits is an essential requirement for steady tered, the requirements that a company must apply 
expansion in the case of a private business. It to the Commissioner for the determination of the 
cannot grow through an increase in the share minimum dismbution in each individual case 
capital through public subsclxiption; and its bor- must be productive of considerable uncertainty in 
rowing power is strictly limited to a proportion of the planning of business expansion as  well as 
the share capital employed in the business. being unnecessarily vexatious to the taxpayers. 

158. Even the permission to plough back 40 per 
cent of current profit without penalty is with- Penaltieson Distribution 
drawn once accumulated reserves exceed the 
~ i h a i b e d  capital, unless the total amount 159. The new provisions imposing penalties on 
expended by the company on the purchase of distributions inexcess of 6% of the paid-up capital 
fixed assets is greater than the amount of the are wholly incongruous with the Section 23A 
accumulated reservess'. Thus the provisions of provisions prescribing minimum distributions. I 
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presume it will be possible to avoid gross ineq- 
uities 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 oflegislationany 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.84 

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 Ievy 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 (on account 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.85 
The Minority stateds6 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 
f h s  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 

custom and tradition as well as by the investments 
of public control) from channelling these funds 
to 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 taxedor 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 India rather 
than to introduce a further highly complicated set 
of provisions in the field of company taxation. 

162. But granting the fact that a discriminatory 
tax on dividend distributions was preferred, on 
general grounds, to a re-activation of the capital 
gains tax, it still requiresan 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 flat rate 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 a s  to penalise the 
company which earns a high rate of profit and 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 that the Government on general 
grounds preferred a discriminatory tax on 
dividends to a straightforward tax on capital gains 
and that they preferred a graduated tax which 
varied with the percentage of the capital paid (and 
presumably earned) to one 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; 
(ii) 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 prefemng (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 
I n d i i  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 
issues has been urged from time 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 

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 m e  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 separated 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 is not 
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 bonus issues, along with all 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. There can 
be littledoubt, 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 returns 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 
much in 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 to be a t  a lower rate than the marginal rate 
of income tax levied on individuals, 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 - 
either on account of the capital gain realised on 
the saleof theshares of the company or on account 

of the additional income tax that bccomes payable 
on any future distribution of rcscrves. 
(ii) In the second place, owing to the taxation of 
capital gains and the introduction of an expcn- 
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 
capitalgains(byreducing 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 sought as a 
means of reducing personal spending through 
keeping down dividends, the progressive expen- 
diture tax is an infinitely more effective tool for 
the purpose. It is 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 forcompany 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 shareholders will lead to a more 
efficient use of these funds (through reinvestment 
in different companies) than if they were retained 
by the companies earning them. 

167. Assuming that thesearguments arecorrect, 
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 w e  
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 
something entirely 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 
appropriatc level of company taxation corre- 
sponding to any given level of personal taxation, 
having regard to the fact that company savings - 
or rathcr the capital appreciation resulting from 
company savings - are taxed also in the hands of 
the individual shareholders through a tax on 
rcalised capital gains? 
(3) Is there a case for differentiation or graduation 
in the rates of company taxation at all, or should 
allcompany profits be charged at the uniform rate; 
and if so, should that rate be lcvicd on the whole 
profit or only on the undistributed part of the 
profits? 

168. In ordcr to bc ablc to answer these ques- 
tions we must first of all discuss the role of 
company taxation within the original framework 
of the income tax system as developed in England 
(and adoptcd in India), and how far this role has 
bccn 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 a! 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 191 1, 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 shareholders' 
dividend income was taxed at varying rales 
depending on their total income (including divi- 
dend received), the pool of the undistributed 
profits of companies could only be taxed at a 
uniform rate. Hence, adistinction was inuoducd 

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 
undis~ibuted income would have borne 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 to 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 rate on the olher. For this 
reason the idea is sometimes put forward that 
instead of taxing company profits i t  would be 
better to compel companies to issue bonus shares 
tothe full equivalent value of the amount ofprofits 
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 1 6 4  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 amount of the bonus issue. An individual 
shareholder in the case of a public company has 
very little say in determining how much of the 
profits should be distributedorretained. No doubt 
all undistributed profits benefit the shareholder in 
the long run but the benefit accrues in the form of 
an appreciation in the value of shares which 
occurs as and when, in consequence of the 
enhanced earning power, dividend distributions 
increase. If each shareholder were solemnly 
wedded to his shares, the contention that the 
undistributed profit is just another part of the 
income of the shareholders might bejustified. But 
shareholders in public companies come and go, 
and the capital gain or loss which they rcalisc 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 dcrive 
from the accumulation of company rcscrvcs can 
only be equitably taxed by taxing the capiral gains 
of individual shareholders, and not by taxing thc 
company savings as such. It follows, thcrcforc, 
that under a system of progressive taxation and 
assuming that individuals are taxed on thcir 
capital gains as well as  on thcir dividend incomc, 
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. It i s  better to recognise this opcnly and 
toabolish the existing remnants of thc old systcm 
by virtue of which companies are now chargcd to 
a refundable income tax as well as to a non- 
refundable corporation tax. 

172. There is, therefore, everything to bc said 
for a formal separation of personal and company 
taxation, which would at once simplify consid- 
erably the whole tax structure and make i t  possible 
to vary personal taxes and company taxes entirely 
independently of each other. This is already thc 
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.K., and in 
India, but the old conception still lingers on. I 
feel the time has come both in Britain and in India 
for abandoning the idea altogether that companies 
should be charged to the samc incomc 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 becharged to a 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 individualss9. This is 
undoubtedly the right procedure; though in con- 
sidering what i s  the right amount of taxation 
which companies should be asked to carry, the 

fact that income tax is imposcd on any particu- 
lariscd benefit derived by a sharcholdcr from his 
company must of coursc be bornc i n  mind. 

173. Indccd, thc first question that rcquircs LO 

bcanswcrcd is whether ifall realisedcapital gains 
are chargcd to incomc tax i n  the hands of thc 
individuals, thcrc is any justification lcft for 
levying a tax on thc undistributed incomc of 
companics at all, in vicw of the fact that thc 
distributed incomc is also laxcd to incornc tax in 
the hands of thc sharcholdcr. Docs thc taxation 
both of company savings and of thc apprcciation 
rcsulting from company savings n o t  imply taxing 
thc samc thing twice? 

174. Thcre arc two answers 10 t h i s  argumcnt. 
One is that whcrcas a l a x  on incomc taxcs the 
savings made out of that incomc simultaneously 
with the cmcrgcncc of thc savings, a l a x  o n  capilal 
appreciation is an indircct t a x  on company sav- 
ings paid with considcrablcdclay - adclay causcd 
partly by the time-lag bctwccn an incrcasc in 
company rescrvcs and thc conscy uential incrcasc 
in carnings and thc capital apprcciation resulting 
from it, and partly by thc Fdct that rcaliscd capilal 
gains lag bchind by a fair numbcr of y a r s  thc ratc 
of accrual of capital gains.90 Hcncc if company 
savings were only taxcd in the  form of a tax on 
rcaliscd capilal gains, whcrcas othcr savings wcrc 
taxed simullaneously with incomc, thc cffcctivc 
ratc on company savings would bc considerably 
lcss than that on non-company  saving^.^' 

175. Anothcr argumcnt for a tax on the undis- 
tributed income of companics, which is additional 
to the one just mcntioncd, lies in thc fact that 
company savings which are actually invcstcd in 
fixed asscts do get a partial exemption in the form 
of the allowanccs for capital c ~ ~ c n d i t u r e ~ ~ .  The 
extcnt of this cxcmption is mcasured by the 
difference in the discounted value of the deprc- 
ciation allowances granted on thc capilal cxpcn- 
ditures of the year and the discounted valueof the 
total capital loss realiscd (relative to the  initial 
cost) when the asscts are sold for scrap at the  end 
of thcir usefuI If the taxes on company 
savings were abolished the allowances for capital 
expenditure would of coursc have to bc abolished 
too; and the relief to the individual sharcholdcr 
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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 
shares 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 
relatively 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.94 

176. It follows, therefore, 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 undistributedprofits of companies 
works out at 7.112 annas in the rupee (or46.5 per 
cent) on the assumption that the present level of 
capital allowances is maintained; and to 36% or 
5.114 annas in the rupee if the capital allowances 
were reduced in accordance with the suggestions 
made in para 144 (Chapter 7) aboveg5; 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 to the whole 
profit of companies or only the undistributed part 

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 not apply to comparisons between large 
and small corporations. 

178. This still leaves the question open, how- 
ever whether the tax should be leviedon the whole 
of profits or on the undistributed part of the 
profits. Looking at the matter again from an 
equity point of view 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.e.. 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 

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 wholeprofitg8. 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 rupee9'. Since 32% of the consolidated 
disposable profit after tax was paid out to indi- 
viduals as dividends, the same revenuc levied on 
undistributed profits only would mean an 
effective tax of 52.34% or 8.113 annas i n  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 whcthcr it was Icvied on t h e  
whole profit or on the undisuibutcd part of t h c  

But the marginal rate of taxation (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 a large proportion of their profits. Since 
the expanding companies are likely to plough 
backa larger part of their earnings than companies 
which are not expanding, 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 alonelo'. 

181. As was explained above, the appropriate 
rate of tax on the present level of capital allowance 
is 7.112 annas i n  the rupee on the undistributed 
income of companie~'~~. 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. I do 
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 
from the tax on capital gains becomes substan- 
tial'03. 

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 companies 
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 to Rs 197.3 crore. 
Of this sum, Rs 58 crore were paid out in 
dividends; andof the dividend payments Rs 26.75 
crore were paid to other companies and Rs 3 1.26 
crore to individua~s.'~ 

2. The consolidated income of all companies 
(total assessed income less dividends received 
from othercompanies) thusamounted to Rs 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 2.314 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 i n  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 
croreand a super tax of Rs 29.3 crore (2.314 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 2.112 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 s p  of Rs 32.6 crore income 
tax,'05 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 3.314 annas in the rupee and not 3 annas. This 
might be explained by the fact that a 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 nominal 
rate of 5.314 annas), and this has been taken as the 
basis of the calculations given in the text. 

THE PROBLEM OF TAX EVASION 

I. THE SCOPE OFTHE 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 minimum 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 

estimate of the dishbution 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 certain 
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 p u b  
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 which they fill up for purpose 
of the Census or the National Sample Survey. I 
understand, however, that the national income 
estimatesmake acertain allowance for this, in that 
a correction 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. 



VOL. 5 NO. I INDIAN TAX REFORMS 

TABLE 4. ESMTED DIsTRIBu~oN OF INCOMES &TAX ASSESSMENIX IN THE INDIAN UNlON FOR 195S54 
(Rs crore) 

Scctoxn Counuibu- Wages Income of Profir, Tdd non- Amumcd Estimated Non- 
tion t o n a  and self- intrrest, alary pmpr- nm- salary 
danestic salaries anployed rat. uc. incunc tion ofnm- s~lary income 
d u n  at F a ' s  (4 plus 5) salary incane assess4 L- incanc above the totax 

above exanption 
exemption 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 335 355 355 100 355 190 
3. Small cntcrprises 950 690 270 525 155 680 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 

III. 9. Professions 515 300 175 40 215 50 107 24 
10. Government Service 490 

490 135 11. h e s t i c  Sc~vicc 135 
1 2  HoweRoperty:- 

(i) Mcacy 180 180 180 50 90 27 
(w&.l#2 260 260 260 20 52 

1,580 925 175 480 655 249 51 

Tdal 5,160 2,055 1,670 1.435 3,105 1 .I48 572 

N. Agxicultum and allid 5,305 835 2.885 1,585 4,470 7.5 335 
D ~ P  

(SO*) 

Grand Total 10,465 2,890 4,555 3.020 7575 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 tradelo8. 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 attaches to this precise figure, but it receives 

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 
-the ratio is 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 crorelog than the R s  20-30 crore which 
is sometimes quoted in this conne~tion."~ 

187. As regards 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 output, it is reasonable to 
assume that assessable agricultural incomes come 
to around 7.112% of non-wage incomes in agri- 
culture. The total of agricultural incomes actually 
assessed by the 12 States is not known. It can be 
estimated, however, from the aggregate tax yield 
of Rs 3.3 cmre. 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 dismbution of India, that no 
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 at Rs 5,000crore.l'' 

11. 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 (I), 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 willing to go - on keeping double sets of books, 
engaging the services of straw men and dummies, 
etc. - in order to evade tax is much less when 45% 
of the gains made from any particular transaction 
can be  saved by evasion than where 9110th of the 
amount can be so saved. The maximum rate 
proposed for the annual tax on net wealth is 1.112 
per cent per annum on estates of over Rs 15 lakh; 
the temptation to conceal property in order to save 
1 .I@ per cent per annum of the mount 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 

owner - as outlined 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 this is the case already - a man cannot 
be sure of 'not being found out' unless heconceals 
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 cent112. 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.l13 

Hoarding and the Expenditure Tar 

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 
reduction in the marginal rate of income tax would 
undoubtedly diminish existing incentives. It is 
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 a man spends far more 
than he reveals in his declaration, whether on 
ordinary living expenses, or on extraordinary 
expenses, such as a wedding, he is bound to attract 
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 
hardly exceed a certain proportion of his total 
living expenses. 

192. The difference between the concealment 
of income and the concealment of 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 9110th of his income, 
if only he can cover up the traces of the transac- 
tions which produced them. But he cannot evade 
9110th 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 a s  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 

otherwise the tax saving involved is proportion- 
ately much too ,small to make it attractive. 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. But in 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 lessen 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 meansof tax 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 



174 JOURNAL OF INDIAN SCHOOL OF POUTlCAL ECONOMY JAN-MAR 1993 

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.ll4 No doubt a provision of this kind cannot 
bemade 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 pu~poses."~ 

195. Provided, therefore, that the maximum 
charge on income is reduced 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 - I 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. WhiIe 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 

the compulsory auditing of the accounts of tax- 
payers whose income exceeds a certain mini- 
mum; (ii) 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 caseof 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 falseand misleading accounts should, 
of course, be sharply distinguished from the 
falsification ofbooks from which the accountsare 
compiled. The compulsory auditing of accounts 
can only check the former and not the latter. 
Nevertheless, I think agreat 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 10 lakh 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 
up in a way which is not misleading from the point 
of view of the shareholders. Their duties, there- 
fore, are satisfactorily discharged if they make 
sure that the shareholder i s  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 shareholder a less favourable 
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impression of the affairs of the company than to this proposal is either (a) that the whole of the 
corresponds to reality). It is one of the main tenets auditing profession should be nationalised and 
of the ethics of the accountancy profession that it professional auditors become full-time Civil 
is much better to err on the conservative side, and Servants; or (b) that there should be a corps of 
to under-state results rather than to over-state Government auditors, distinct from the private 
them. Provided, therefore, that the accounts are auditors, and it should be made compulsory on 
formally correct - i.e., that the totals shown under f i s  above a certain size to have the accounts 
the various heads agree with the individual items audited by a Government auditor as well as by 
recorded in the books and are properly supported private auditors; or (c) that a general scale of fees 
by vouchers - the accountant as a watch-dog of for auditors should be laid down by public regu- 
the shareholders is not unduly womed if deduc- lation - the scale dependingon the amountof work 
tions from the receipts are treated as provisions involved as well as the size of the business, etc., 
madeagainst definite liabilities whichought more and that 50 per cent of the total fee should be paid 
properly to be regarded as in the nature of reserves by the Government and on1 y 50 per cent by the 
created against unknown and general contin- owners of the business; the formal approval of a 
gencies; or when outlays are shown as a charge Controller of Public Accounts being required for 
against current profits when, in fact, they the appointment of any particular firm of auditors 
represent capital expenditure; or when assets are in any particular case. Each of these three 
written down in an immoderate manner, which proposals has its merits and each might provide 
business ethics approves as sound conservative a solution to the problem. Alternative (a) was 
practice. From the point of view of the State, all discussed by the Taxation Enquiry Commission 
these, however, reduce the apparent income and rejected on the ground that the insufficiency 
chargeable to tax, and make the task of the tax of auditors makes the nationalisation of the 
officers of discovering what is the true income auditing profession impracticable at the present 
legally liable to tax (which items are true charges time. Much the same kind of objection would be 
on the profits, and which items should be dis- raised against proposal (b), in that it would take 
allowed as non-business expenses or capital a number of years before a provision of this kind 
expenditure) far more difficult. There is a great could be properly implemented. It seems to me 
deal to be said, therefore, for the suggestion that however that suggestion (c) does not suffer from 
professional auditors (at any rate, the Chartered these defects, and offers the most practicable 
Accountants) should be charged with a statutory short-run solution of the problem. 
obligation to examine whether the accounts 200. It is not suggested that a reform on these 
presented by companies and other firms for lines would make it unnecessary for tax officers 
income tax purposes are drawn up in an appro- to subject the accounts submitted to a detailed 
priate manner so as to show the true chargeable scrutiny in particular cases. But it would greatly 
income for tax purposes; and that they should be ease the task of this scrutiny; and it would tend to 
obliged to supply a certificate to this effect. prevent many irregularities in the accounts, and 

199. In this way auditors would become the a misleading form of presentation which might 
watch-dogs of the other "silent partner" of busi- otherwise escape the watchfulness of the tax 
nesses, the State , as well as being the watch-dogs authorities. 
of the shareholders and of the non-active partners 
of a f h .  There is no reason why professional Scrutiny ofAccounts 
auditors should not be asked to carry out such a 
double obligation, but so long as the auditors are 201. Another lines of attack lies in a more 
remunerated entirely by the owners of the firms thorough check-up of the entries in the account 
their loyalties must primarily be towards their books of the individual tax-payers. If the com- 
employers, and it would be wrong to impose upon putation of the tax base were simplified in 
them obligations which would set up a conflict of accordance with the suggestions made in Chapter 
loyalties. For thisreasonanecessarycomplement 7, there will be a smaller 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 factof 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 courtsn6, 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 
if it allows 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- 
cution and publicity if the tax-payer came forward 
and owned up voluntarily his concealed gains. 

203. I 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 
effect on tax morality. Indeed,even if a tax-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 

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 
isequal to 100% of the tax evaded, it pays toevade 
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%. I do not suppose that the 
likelihood of detection in India is above 1 in 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 1.112 times."8 

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 (TheNational 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 
$33,000 in his income tax returns over a five 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. 

205. Finally, the prevention of evasion is greatly 
dependent on the standard of administration in 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 
I feel that there is too muchof 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 cast aspersions 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 lm after a preliminary trial period of 5 
yearsand rising to Rs 2,000 a month in the normal 
course could hardly exceed that amount - the 
return to the State in terms of additional revenue 
collected is bound to be many times the additional 
cost. 

IV. GOLD HOARDING AND TAXATION 

204. 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 

occur; (c) the economic effects of enhanced 
hoarding if it didoccur; 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. 
In so far as these 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 a relatively 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, no tax will, of course, be levied on such 
hoards. But it isa 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. As we have shown 
above, with an annual tax on wealth the net retwn 
from evasion through concealment in hoards is 
bound tobe negative, not positive. The maximum 
annual rate of tax is 1.112 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 risk. assumed and the specific costs 
associated with holding wealth in this form, 
which we have described i n  the note to paragraph 
190 above. The argument, therefore, that an 
annual tax on wealth will serve as a stimulus to 
gold hoarding rests on a confusion - i t  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 the tax officers, a large proportion of the con- 
tax on a capital to which the argument is not cealed gains tend to get hoarded already, since no 
applicable. People are willing togo toa great deal other method of concealing the money is 
of dishonesty for the sake of escaping taxation considered.really safe.) 
when the net profit from successful avoidance is 211. No doubt, there is some validity in the 
900 per cent - as is fie case with income tax where argument that if you make income tax evasion so 
the marginal rate is 90 per cent. They may even much more difficult than before, you stimulate 
go to considerable trouble to escape tax when the those particular forms of ~ ~ w e a l m e n t  which You 
net profit from tax evasion is looper cent, or even  ann not conuol completely. If mostloop-holesare 
when it is only 20 per cent. But we cannot assume plugged, the Pressure on any remaining loop-hole 
that apart from a few eccentrics, who wocld do it is bound to increase. But as a basic criticism 
for sport - for the sheer love of the thing - people against Our proposals it is really a most disrepu- 
are willing to conceal their property fraudulently table argument, since carried to its logical con- 
if there is net loss, and not a net profit in doing clusion it simply says that anything that makes 
or. tax evasion more difficult will increase the 
JV. 

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 not only 
the income, but the accretion of wealth resulting 
from that income. This problem ariseseven now, 
in that a man who fraudulently conceals income 
for tax purposes must 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.B.R. or the Taxation Investigation Commis- 

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 modem 
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 i s  
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 tobe kept in sterile forms,and cannot 
be invested in forms which vield a return. the 

sion. 'attraction of saving the tax by evasion is still 
210. It can be argued also that the obligation to further reduced. It would be rash to predict, 

make an au~alre tumof  wealth, and t h e ~ ~ a s u r e s  therefore, that my recommendations of Lax reform 
taken to ensure that Property is not ~ ~ n c e a l e d  would on balance enhance the propensity to hoard 
through registration in bogus names, etc., will gold in any substantial degree. This is certainly 
make it farmoredifficult than at present fora man not thecase to far as the recommendationsrelating 
to conceal income for tax purposes; and for that to the annual tax on capital and the income tax are 
reason, he will tend to hoard his concealed gains concerned; and for reasons analysed in para- 
to a far greater extent than now, this being the graphs 191 to 193 above, I am equally sceptical 
only safe method left to him of evading income of any substantial tendency to hoard emerging as 
tax with a prospect of success. (It may be agreed a result of the imposition of the expenditure tax 
that even with the present degree of vigilance of 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 theowners of wealth aboveacertain 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 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 
to be regarded as a 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 i t  will mean that the wealth of these classes 
will go underground 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 

against the policy of ihe Welfare State of the 
BritishLabour 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 yield 
are favourable, so also the measures taken for the 
prevention of tax evasion will not make the 
capitalists cut their noses off to 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 is made more 
stringent. 

2 16. 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 desire todo so. All 
that happens is that the increased desire causes 
the price of gold to rise 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 i n  the 
(internal) price of gold in terms of currency? It 
is often argued that a rise 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 me 
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 corn, 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 longer the excess 
demand which originally gave rise to it, but the 
price expectations which have been generated as 
aresult of the inflation itself. This is 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 
other commodities. In such circumstances, 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."g 

218. But barring a situation of hyper-inflation - 
a situation which is hardly likely to come about 
as a result 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., wheat and 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 
pricerise 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 is  likely to goon pursuing) 
adeliberate policy sf stabilising the prices of basic 
commodities through "counter-speculation" (i.e. 
through selling in the face of rising prices and 

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 country from abroad. 
A certain amount of smuggling is  always going 
on, but how greatly the smuggling would increase 
in response to any given rise in gold prices is quite 
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 i t  
seems to me that, quite irrespective of whether 
these counter measures would be effective or 
ineffective, promising or unpromising, it would 
be canying caution to an extreme if the risk of 
increased gold smuggling were made the reason 
for sticking to the present. 

NOTES 

1. Deficit fmancing or public loanexpditun equally 
imply. of cwrse, a carespotding increase in privately owned 
wealth. 

2. An Expenditwe Tax, Ch. I. pp. 25-42. 
3. P e r s o ~ l  Income Taxation (Chicago). pp. 219. 
4. I feel bound to say that i regard the cunrnt pmposaig in 

India for a "ceiling" on income as canying these trends to their 
ultimate logical absurdity. l h e  authors behind cheseproposds 
never stop to inquin just what is the meaning and definiticm 
of the term "income" which they so light-hePrtedly wish to be 
subject to an absolute upper l i m i ~  and how such proposals 
could serve 10 reduce social inequalhy so long as ~ 4 t h  
ccntinues to be privately owned. In the sense in which. (in the 
U.K.) for instance, the marginal tax an 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 elhination of anything but desirable social 
incentives? ?he extremes of wealth and poverty will not be 
eliminated thereby - for the simple reasm that as far as 
capitalists are ccncerned, the benefits accruing fnnn capital 
will not be lost, merely that they will take on some other form 
than "income". (As it is saidin &gland, heavy taxationmakes 
taxable incane 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 socialmotives; and Iam 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 "inanne" were bmdened 
considerably in relation to the nu~ent  legal definition of this 
term and the 'ceiling' were meant to canprise a ceiling on the 
ownership of wealth, and not only on annual accruals. Inter- 
preted in this cunprehensive sense, however, the proposal is 
not one which a country like hdia 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 
cannot be eliminated without perilous consequences - except 
perhaps at a stage of economic well-being which is far above 
that of even the richest nation (hke the U.S.A.), let alone India. 

?here is, no doubt, a strong case in India for reducing the 
prevailing degree of econamic inequality. 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 incane and 
capital. Since the effective size of fanns in India is relatively 
small. land ownership above a certain amount serves no 
cccmamic purpose and is merely a method of exploiting the 
peasantry, and often a positive impediment to improvements 
in productivity on  the land. This is certainly not true of the 
high incomes earned through a successful business or pro- 
fessional career, or of the accumulation of fomnes through 
successful enterprise.) 

I am fairly confident that the proposals for an " i n m e  
ceiling" will not eventuate either in the invoduction of 100% 
marginal tax rates or in any legal prohibitim for the payment 
of i n a n e  above a ceruin maximum. Yet the agitation will 
have done ccmsiderable harm if it led to law top-salazy scales 
being paid to the top executive personnel in the newly 
established State enterprises. 1 think it is essmtial to the 
success of India's current approach w her future development 
- 'the Socialist pattern of society3- that the important enter- 
prises in the public sector should be able to attract the best 
available talent; and this means that they should be able to pay 
remuneration on a scale that is fully competitive with that 
offend by private industry. I do ftel. therefore. that it would 
serve imporlant 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 thmgh comprehensive and effective taxes on wealth, 
instead of h e  spectacular bu! meaningless (and indirectly 

harrnful)notion of an "incomeceiling". 
5. These suggested scales for the expenditure tax 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 
incune remaining on a taxable income of Rs 40,000 a year - 
the level at which the present combined incune and super tax 
rate begins to exceed the marginal fate of 7 annas in the lupee 
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 exemp~on limits 
that would be more consonant with the standards of living and 
the expenditure scales of the top incane grwps 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 wtal estate of the donot. hence the suggestion that 
the rates should be double the c u m t  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 to around Rs 
70 crore a year; and since in the long run the market values 
of sharesmust be at least equal tothe 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 l2Q-1% crore. 

9. The figure of lR5th is derived from the assumption that 
the average length of a generation of property owners in India 
is 25 years. 

10. In themeanwhile. thetax could bemade chargeableonly 
on non-agricultural property with a provision that agricultural 
property would be aggregable with the rest of the propeaty for 
determining the rate at which the tax would become payable. 

11. If a 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 
Gkes the form of a capital &fit) and the benefit which takes 
the form of a dividend paid on them? 

12. In the U.K., transfers of stocks and shares of ccmpanies 
and of Government 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 hdia  only the 
transfer of immovable propeq 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 
U.K. 

13. Or any other department which may be entrusted with 
the job of looking after government properties. 

14. I 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., afterthe Fint 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 retaining the right of 
acquiring the pmpeny at the tax-payers' own valuation in 
cases of dispute. 

15. In the U.K.. the Central Vaiuation Office under the 
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h a r d  of Mand Revmue evduates ~ruverries for both estate 
duty and stamp duty purposes. and h k  now alsobeen enlrusted 
with the listing and valuation of all land and buildings for h e  
purpoaes of I& rates. 

16. Valuing all property by 'book values' instead of by 
c u m t  market values will mean that the valuation of property 
for the purposes of the annual tax will lag 8 to 10 ycars behind 
the current market valuation of ptuperty. Assuming that 
pr-rty appreciated in the long run at the avenge compound 
rate of 3% it will mean that the tax will be levied on a basis 
which in the avenge of cases. and over a run of yean, will 
comspond to a b u t  213rds of the current market value. This 
should, of course, be taken into account in fixing the appro- 
priate schedule of rates. m e  gap of 8-10 years is estimated 
in the following manner. If no propetty were to change hands 
exceDt throueh decease the averane book value of vro~erries 
at an; one & would be equal ;the current values oihalf a 
gmeration earlier, since a generation is 25 years, this means 
an average lag of 12.5 years. This needs to be fulzher 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 cmcept of "income" appropriate to 
incane taxation. and on the taxation of capital gains. are set 
out in detail in the Memorandum of Dissent to the Final Repon 
of the Royal Commission on the Taxation Profits and Income 
(Cmd. 9474). paras 2-18, and 34-72. 

18. In this case the High Cwfi in the U.K., held that the 
profits made on the sale of two farms by a motor engineer 
wen 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 
and not forthe purpose of resale, and (b) he was only persuaded 
to sell them with great reluctance when a man m e  and 
offend 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 anv collateral aareement" But 
thereis nothing illegal in buying &d selling secirities through 
two separate and unrelated transaaions, and it would indeed 
be im&ssible 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 to establish that a set of transactions was the result 
of a single or cdlateral agraemenL 

20. Volume 1. Chapa  Vm, para 56 @. 163). 
2 1. Various studies in the United States (such as Seltzer's) 

cancluded that in the U.S.A. the tax had no signifcant effect 
on the volume of stock exchange transactions. 

22, Opponents of the taxation of capital gains in England 
also frequently argue bxh that the tax would be ruinous on 
industry and that it would yield practically nothing without 
realismg that the two assextions are not canpatible with one 
another. 

23. lhis is shown by the extent of nitidsm in the U.S.A. 
Conaming these exemptions in the writings of American 
authorities on public finance, etc. Theseexemptions were also 
opposed by the Board of Inland Revenue of the U.K. in 
discussing a scheme for the taxation of capital gains in their 
evidence to the Royal Canmission on Taxation. (Cf., U.S. 

Treasury Study on the Taxation of Capital Gains. and Mean- 
orandum by the Board of Inland Revenue, reprinted in the 
Final R e p d  of the Royal Canmission on Taxation, pp. 
425-470). 

24. Quite apart from the question of the taxation of capital 
g h s ,  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. Just beausethe ceiling rate of inccme tax evasion 
wiU be far less on super tax (as is, fact, the casein the U.K.. 
where the ceiling rate of income tax is 4 ~ ' ~ ~ e . r  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 - is based on the schedule of mtes 
suggested above and sizedistribution acmrding to capital 
gains assessments in the years 1947-53 and it assumes that the 
present 5 per cent surcharge will continue to be added to the 
standard rate of 7 armas. 

27. American experiencesuggests that more than two thirds 
of net reported capital gains arise on transactions ia erdinary 
shares. ?his componds also with the limited Indian expe- 
riencewhereduring the two 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 dlected transadions i n  
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 can- 
panies (through under-valuation of stock-in-trade. the mas- 
querading of capital expenditure under current expenditure, 
etc.) 

30. An Expenditure Tux (London, AUen & Unwin, 1955). 
31. Moreover, such dissipatory spending, by increasing 

profits, would offset the effect of high taxation in reducing 
the incane and the savings of the capitalist classes; if the 
community's investment expenditure is given, the true inci- 
dence of taxes on incane and property can only fall on the 
capitalist classes to 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 profitenming classes (tmken as a whde) to 
other sections of the canmunity. 

3 2  In fact. obvious inconsistencies between a man's dis- 
closure of incune and hie mode of living are dready being 
used in India and in other countries as a means of deteding 
incane tax evasion. 

33. The latter nquire to be deposited withhe banks or other 
institutions to qualifj. for exemption. 

34. These gifts may be subject to gift tax in the hmds of the 
ncipient. 

35. It is thus prqpsed that the purchase of woks of att, 
jewellery and ornaments should be mted  as capital expen- 
ditusc md thus exempted fran the personal expendilure k x  
but an annual charge should beimposed in all cases whenthe 
taxpayers claim exanption under this head. It ismptrposcd, 
however, that such a notional charge should be made with 
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respect to any existing possessions of jewellery, ornaments or 
works of a n  

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 caprising a family would 
pay twice the tax of a single person with half that expenditure. 
a married couple with two children would pay three times-the 
tax pyableby a single person with one-third of thejointfamily 
expenditure and so on. 

38. If the principle that gifts made in contemplation of death 
(andlor with a view of avoiding death duties) should be 
brwght within the taxnet, 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 
chargeablegifts on an actuarid basis, ratherthan rely on some 
purely arbitrary rule by which gifts made at a particular date 
prior to 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 10 lakh bears 40% in the U.K. but 
only 15% in India, at  Rs 20 lakh the ratios are 50% and 20%. 
and a t  Rs 1 cmre 7Wo 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 canprehensive return required for the annual tax on 
capital and taxes on capital gains and personal expenditure 
and not only to thecanprehensive reporting system discussed 
here. 

42  I think that people would not want to cmceal gold, if 
such ccncealment is contrary to law, if all that they save as a 
result of such a amcealment 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. ?he question of the impad of 
taxation on gold hoarding is further discussed in Chapter 9. 

43. In c m e d i o n  with the expenditure tax, the hoarding of 
bank notes would only present a problem at the beginning - 
i.e.. in camedon  with the initial introduction of the tax. In 
subsequent years there wil l  only be a tendency 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 a t  present. 

44. There may be a risk of a person having more than one 
code number issued to him (by making a request for a card to 
different tax offices) but this is no different from the case of 
a tax-payer dealing with several 1.T.0.'~ 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 not being money 
wholly or exclusively laid out or  expended for rhe purposes 
of the trade." etc. m e  Indian I n m e  Tax Act proceeds exactly 
the other way m d .  It mentions the list of items which are 
allowed as deductions from thereceips, and ends up (in clause 
(XV) of subsection 2 of Section 10) with a general sweeping 
up clause which asserts positively that "any expenditure .... 

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 
inlroduccdin the British andIndian Acu 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 m e  to serve the opposite 
purpose of ensuring that no type of expenditure which canes 
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 forthe cost of maintenanceof conveyances (cars, 
etc.). 

47. Cf.. para 140, page 47 of the Final Report (Cmd. 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 themselves 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 successor 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 availabletoa11eamedincanes, whatevertheir 
amount. but only on the first E 2,000 of taxable income. 

51. This means. in effect, a retum 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 that in 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 inccmes. 

53. Cf. T.E.C. Report, Vol. II, Ch. K, para 23. As indicated 
earlier in this chapter the Commission makes no mention of 
the inequities caused by the difference in the expenses rule 
applicable to salaries and profits. 

54. These principles were abandoned piecemeal in the U.K. 
after 1944. when the original reasoning behind the restrictions 
was long forgotten. The Report ofthe 1920 Royal Commission 
made it clear that the claim for capital allowances rests on 
expediency rather than equity. 

55. The tax 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 vir-a-vir 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 
unreal i~d 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 economic plan, t o  encourage investment 
in particular industries and not m others. the ideal instrument 
is to vary the rate of these allowances acwrdindy; though 
from an administrative point of view the diffemntiation should 
not be based on the industrial classification of the user, but on 
thetype of equipmentpurchased (e.g.. engineeringequipment, 
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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 beexamined 

below. 
59. The development rebates are also ignored for the 

purpose of calculating the balancing charges or allowances. 
60. h would, of course, be necessary to continue to allow 

depreciation in regard to capital expenditure incurred prior to 
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 praperty 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 tax purposes 
in much thesame 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 
rewlt of the wording of clause &)of sub-section (vi) of Section 
1 o(2). 

65. Though of the two methods of allowing an off-set of 
losses-againstother income in thesame yearor 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 to be introduced. The right to off-set was 
introduced in England in 1890 whereas the right to cany- 
fonvardaloss (originally foi6years,nowindefinitely) 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 carry-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 a loss 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 msformed into capital. Such an amgement goes 
beyond the notion of subsidising certain types of investment 
to the extent of allowing expenditureupon them tobededucted 
f m  the receipts of business concerned. In the laam case, if 
the developmental expenditure exceeds n a  current receips 
the business must fmd the whole of the capital mi of which 
to make the excess expenditure. In the former case the excess 

expenditure may be largely paid for by the Revenue. The 
situation in which a man is 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 incane and 
capital gains (above a certain limit) are charged at a 
proportionate 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. lh is  loophole 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 as to accumulated trading losses in the strict 
sense). 

69. A speculative transadion is  defined by Statute as one 
in which "a curtract for purchase and sale of any commodity 
including stocks and shares is periodically or ultimately settled 
otherwise than by the actual delivery or transfer of the 
commodity or scrips", provided that i t  is not a hedging 
transaction orone incurred by a dealer orjobber in the 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 Incane 
Tax Act. 

71. I 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 
questim whether the individual shareholda is credited or ncd 
with the taxes deemed to have been paid out of his dividend. 

74. I am ignoring complicated penalty prwisicms which are 
presumably of minor significance, such as the extra tax 
payable by companies who do  not comply with prescribed 
requirements concerning dividend declarations. etc. 

75. Subscribed capitalmeans paid upcapital less the amount 
of capitalised reserves. 

76. Sub-section (3) Section 23A of Incane Tax A n  
77. ?bus apart from the cases cavered 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. I think it is correct to speak of 8 "virtual limit" in this 
case, in that the profits in excess of h i s  amwnt pay a tax of 
1 1 annas in the rupee, or almost 7041D as against the 7 annas 
(43%) payable on ploughed-back profits generally. 

79. The Ford Motorcar 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 to the Indian legislation. 

80. In India, taking all canpanies (public and private) 
together, the ratio of ploughed-back profits to net disposable 
profits after tax was 68% (i.e., Rs 66.5 out of Rs 98 crore) 
whichmakes the 4Wo limit applicable toall private companies 
the more absurd. 

81. Proviso @) of sub-section (1) of Section 23A of the 
Incune Tax Atfwhere these qualifications are introduced, is 
a peculiarly badly drafted piece of legislation. The intention 
of the law is clearly to 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. e v a  though the company has accumulated reserves 
beyond the amwnt 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 so, how much more) becomes 
dependent on a purely irrelevant cansideration - i.e.. on the 
ratio of fucd capital to circulating capital (or fued assets to 
current assets) used in the business. If the required proportion 
of c m t  assets is twice that of fixed assets, the alternative 
ccxldition cannot be satisfied irrespe,uive of whether the 
ploughed-back profits are used for, intemal expansion or not. 
If current asseta are only one-half of the original cost of fued 
asset. the alternative condition will permit the accumulation 
of reserves up to twice the amwnt 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 fmanced 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 wouldmerely alter the numericallimits and 
will not affect the principal conclusion -that under the proviso 
ofthis subsection literallv intemreted. the ultimate erowth of 
private canpanies is li4ted td some multiple of heir 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 11ad 
been in force in America in 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 can a year or so. 

83. It  would be wrong to s u p s e  that an analysis of a 
cmpany'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 

formal criteria of S&on.23A(a)(b) requiring 100% distri- 
bution, all that the Commissioner 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 dtlerioration in liquidity (through the growth or reduction 
of net indebtedness, or an improvement or otherwise in the 
holdings of each and other financial assets). his  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 supr tax avoidance. (Not to mention the fact 
that if the holdings of cash and other liquid assets are to made 
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 h e  accounts.) 

84. In the U.K., the provisions of the Income Tax Act 
concerning "dosed corporations"(which aresimilar 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 
@cy of dividend restraint is in force. 

85. Since the Stock Exchange normally values shares 
according to the dividend paid and not according to earnings. 

86. Para 103, page 387, of the Final Report (Cmd. 9474). 
87. The Taxation Enquiry Commission in hdia and the 

Majority and Minority of the British Royal Commission have 
all rejected the idea of a tax on bcmus issues. 

88. Inpre-1914 days, when theexemption limit to super tax 
was very high in real terms, the charging of company income 
at the maximum i n m e  tax rate (or 'standard' rate) on the 
whole of the incane 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 hdia the adoption of this refonn may require some 
consequential adjustment in the share-out of joint taxes 
between the Centre and States to canpensate for the loss of 
revenue to the States due to the abolition of income tax on 
undistributed company 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 capitalgains 
are charged at the marginal rate of 45% and assuming that 
realised capital gains show an average time lag of 20 yean 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. It is tlue, of course, that capital allowances are give1 on 
all expenditure on certain kinds of assets, irrespective of 
whether that expenditure is undertaken by companies or 
individuals. However, the amwnt of such cepital expenditure 
is very much greater in relation to company incane than in 
relation to non-company income. 

93. Thus, as shown in Table 3 (Chapter 7) above. the 
discounted value of basic depreciation allowanax 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 operatim) comes 
to 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 
funher addition to the rate of company taxation by 66 5% (i.e., 

94. It is 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 incane tax to which the 
owners would have been liable had the same profits been 
eamed as individual income. 

95. These estimates are based on the assumptions made and 
themethods of calculation employe din the notesto paragraphs 
174 and 175 above. 

96. This is in fact the case today except that public 
canpanies earning Rs 25,000 or less are exempted from the 
corporation tax. In case the present system of tax on companies 
is replaced by a single uniform canpany tax, 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 noteto paragraph 175 
above. 

98. Xf in any particular year the dividmds distributed exceed 
the amount eamed in that year, the difference can be treated 
as a"1oss" which can becamed forward against future liability 
to company tax. But all such loss claims lapse on liquidation 
of the company. 

99. Cf.. Annexure tothis Chapter for an explanation of these 
and the following estimates. 

100. Thus the average effective rate of tax on company 
savings in 1954-55 appears to have been 52.34% whilst the 
marginal rate was only 42.76% the difference between the 
marginal and the average mte being accounted for by the fact 
that the company pays corporation tax onthat part of the profit 
which is distribted as dividend; and which thus increases the 
'average or effective rate on the remainder of its incane. 

101. I think there is no case, however, for the existing 
practice of the dcuble-taxation of inter-ccmpany dividmds to 
corporation tax (i.e.. for including dividends received f m  
resident canpanies in the assessable mcane of other resident 
companies). The mcane tax deducted on all dividends pPid 
out is, of course. refundable to a company in the same way as 
to any other nm-liable person. 

102. On the capital allowances recommended in para 144 
(Chapter 7) above, it is 5; armas m the rupee. 

103. As shownin the Annexuretothis Chapter. the effective 
taxation falling on canpanies as shown by the assessments of 
1954-55. works out at7 annas in the rupee on the wholehcome 
of cmpanies. This is an appreciably higher rate than what 
could be expected on the basis of the nanhal rates in force, 
and must @resumably) be due to the application of higher 
rates under various penalty clauses and the partial double- 
taxation of inter-company dividends for corporatim tax. (Our 
method of calculation of the yield 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.) 

10Q. The dividend figures are based'on individual assess- 
ments and may not provide a uue 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 crore a sum of Rs 14.2 cmre 
with respect totheincome taxdeductedat source ondividmds. 

106. I am indebted for the- estimates on the distribution of 
the national income to Shri Mani Mukeji of the National 
Income Unit of the Central Statistical Organisation. 

107. The broad effect of these comctions in the case of 
factory establishments is to raise both thevalue of the output 
and the share of non-wage and salary incomes by about Rs 
100 crorc. 

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 incanes 
is at least 40%. and much higher than the avenge rate on 
nm-evaded incane. 

1 10. Cf. speeches of the Minister of Financein the 1956-57 
budget debate. 

11 1. The land revenue is not an incane tax, nor is the 
payment of land revenue credited against agricultural inccme 
tax liability. The land revenue is the expense to be set off 
against agricultural incane, but since it only a c m t s  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. 

1 12. In addition, the concealment of property by hoarding 
cash. gold or ornaments, is always associated with some risk 
which increases the cost beyond the amount of income 
sacrificed:- 

(i) In thecaseof cash,theriskis thattheGovernment might 
call in the existing note issue and replace it with a new 
issue (as happened in 1946), in which case the cash 
hoarding will havem be disclosed: or failing disclosure, 
it will become valueless, or else can only be sold to 
other persons for purposes of encashmcnt with diffi- 
culty or at a considerable discount. 

(ii) In the cascof gdd, assuming then isa free goldmarket, 
the risk is a fall in the price of gold which should check 
themptation to hoard as scan as the price of gold rises 
sufficiently to get out of line with the purchasing power 
of currency. (This hPppmd in Fmcc in the post-war 
yeeta, when as the result of boarding of gdd. he price 
of gdd sovereigns. etc., had risen to a level at which 
they were quite out of line wirh the value of the 
cunarcy. Subsequently, there was a study fall in the 

of gdd  over 8 period of yean w that thore who 
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hoarded gold as an inflation hedge or in order to conceal 
wealth, lost considerably in value as well as in incane 
foregone.) 

(iii) In the case of jewellery or ornaments, 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 priceat which they can be sold. 

1 13. When concealed gains are hoarded the expectation is, 
I presume, that after a certain number of years the money thus 
concealed can safely be invested in income-yielding property 
without atmcting 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 
I.T.O. to rebut the plea that the new money introduced into 
the business comes fmm legitimate sources (such as the 
jewellery or  dowry of the wife. etc.,) and not out of hoardings 
of concealed gains made in an earlier year. 

1 14. It was suggested in Chaper 6 (paragraphs 106 to 10%) 
that suchvouchen should bernade 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 

imposed by the Depanment were collected in 18,114 cases in 
1954 in addition to 133,757 small cases dealt with by the 
District Inspectors (Cf. 97th Report of the Commissioners of 
Inland Revenue. Cmd. 935 1). 

117. ?his 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 
except in rare cases. In the U.K., in seven years 1948-54, E 47 
million were collecred 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 E 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 dwbtful effect. A 
similar remedy was applied in Greece during the great 
inflatim in 1946. 
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This is a comprehensive review of India's 
industrial policy since Independence till 199 1, 
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 highlight 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 eatlierand to omit some, or  treat 
some only cursorily, however important 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 wasa period of 
high rate of growth, 1966-89 was a period of low 
growth (of which 1966-74 showedavery lowrate, 
and 1973-89, a better performance). Breaking 
down of this informadon, Plm-wlse, 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 
threemost striking features which the author finds 
in this connection are: (a) substantial increases in 
the weights of basic and capital goods industries; 
(b) a substantial 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, 
modem 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 to be of prime importance in increasing 
indusuial 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' @. 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 
'...it is widely acknowledged that external factors 
are responsible for a good deal of the low utili- 
sationofcapacity inIndianindustry' (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 problemsat 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 
about the extent of sickness, as also the steps taken 
by the Governmerit including the setting up of 
Board of Industrial and Financial Reconstsuction 
(BIFR). The book briefly reviews the work done 
by BIFR so far, but feels that it is 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 

company which is the case today. It is true that 
with the present approach, 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 author 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 a result, 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 mn,as economic 
agents will be busy making adjustments to these 
changes, growth may slow down' @. 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 
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predictions have, in fact, come true and govern- groups have grown at a slower rate than the other 
ment has also conceded that there has been some groups. There has also been some reshuffling 
deceleration in industrial production, although it among such groups and some new groups have 
has naturally advanced many other factorsas well, entered in place of some of the old ones. ~ i m u l -  
as being responsible for it. tanmusly, while some houses have expanded, 

Sandesara also rightly emphasises that if we some others have actually split. And finally, there 
wish to capitalise further on the gains from is competition of two types: among large com- 
flexibility emerging from other areas, some panies themselves for control over one another 
serious thought needs to be given to flexibility in and also among the individual members of the 
the field of employment and industrial relations, same groups to gain control over each other. 
which, unfortunately, is absent to-day. He also As for industrial growth, the author's findings 
points out that as it is, employment growth has areas follows: The first decade-and-a-half and the 
slackened and will further slacken because NIP last decade-and-a-half of planning have experi- 
has made many jobs in government departments/ enced very high rates of growth, viz., 8 per cent 
corporations redundant. He, therefore, stresses per annurn. One of the main factors explaining 
that special care will have to be taken of such this is the heavy investment in industry in the 
workers. This could be achieved by various ways earlier plans, which in subsequent plans was not 
including reasonable compensation to those who possible and is unlikely even in the Eighth Plan. 
lose their jobs, or their rehabilitation in new jobs The rate of growth can, therefore, as suggested 
in the enterprises, industries and locations that are earlier, be stepped up only through better capacity 
growing. utilisation. To achieve this, he advocates linking 

Having touched on the new policy for industry, monetary, fiscal and physical incentives with 
the author goes on to consider the social objec- capacity utilisation so that better utilisation is 
tives arising out of the same, viz., primarily small properly rewarded through measureslike issue of 
industry promotion, regional dispersal and the licenses on priority, funds at concessional rates 
prevention of concentration. and rebates in taxation, etc. This, in turn, would 

On the small industry front, he considers the lead tolesser demand on scarcecapital and human 
advantages and handicaps that they enjoy and managerial resources. 
suffer vis-a-vis the large units and comes to the Among other issues, the author refers to the 
conclusion that in practice, their handicaps out- drawbacks of the public sector and the measures 
weigh their advantages in most branches of necessary to remove them. Although he does not 
manufacture. As a result, the small unit is badly make any specific suggestions for its improved 
placed in the market and in fact, in many branches performance, he seems to hint that privatisation 
of manufacture, small-scale production has dis- of one son or another is going to be inevitable. 
appeared, or exists on the fringe, or is being kept The author also adds that inspite of the better 
alive by supporting measures. performance of the private sector in many 

As far as regional distribution is concerned, the respects, it too suffers from some weaknesses, 
picks up two major findings, viz., that ' mainly arising out of government policies. He 

inter-state disparities have narrowed, and that expects that recent changes in economic policies 
inter- district disparities i n  industrially developed may improve the performance of this sector also. 
states have narrowed, but inter-district disparities In fact, he suggests that appropriate changes in 
in other states have widened. economic policies which liberate the industry 

On concenuation, the author notes that the faster from many unnecessary controls will really go a 
expansion of the public sector has reduced the long way in promoting growth. He ends up on a 
relative importance of the private sector in note of confidence that the new approach adopted 
industry, though even the private sector has by the new Government a s  part of &.he Eighth Plan 
expanded massively since the Second Plan. Here augurs well for the economic objective ofgrowth 
also, while the assets of companies of all sizes and also for other social objectives. 
have ~ncreased in absolute terms, the large-sized 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- 
amevak Sangh and Hindu Revivalism, Vistar 
Publications, New Delhi, 1987, Pp. XIV + 3 17, 
Price Rs 1751-. 

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 andpoliticalorder,etc. - issues that have 
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 theBJP 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' @. 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 
circurnstances force upon them. Whenever, 
therefore, the BJS or the BJP was seen to deviate 
from the ideological and behavioural norms 

favoured by the RSS, the latter tended to withdraw 
its support and encourage other affiliates whose 
work was more in conformity wilh its 
character-form ing mission. 

The RSS exercises control over the affiliates 
(including the BJP) through full-timers b r a -  
charaks) postedat critical points. Thepracharaks 
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 t h e  way 
of mobilisation objectives.' (p. 253). This anal- 
ysis provides a useful insight into reciprocal 
relationships. In any 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? 

Another useful part of the book is 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. As things stand, the knitting together of 
a very large number of constituents, small and 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 valuable comments. 
It warns: '...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 

a 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 seizecontrol 
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 Dharrna' (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 'Maharashtrian revivalist 
leader' (p. 12) or a 'leading Maharashtrian pub- 
licist of revivalism'@. 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 advaira 
vedanra (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 is a 'lay order' (p. 77) and 
that i t  has 'no metaphysical concerns' (p. 76); yet 
mtements like 'Hedgewar, like all other reviv- 
alists, believed that the Hindu past possessed the 

conceptual tools with which to reconsmct 
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, Karmayogi, 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 
show any 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 fenour. The latter, it seems patent, 
had far more conservative and orthodox views on 
most issues, compared to the former. The book 
mentions Golwalkar's 'saintly style' (p. 43) but 
matters, in fact, go much beyond merestyles. The 
authors should have taken a cue from two of their 
own observations. When his new vision was 
taking shape, the 'major influence' on Hedgewar 
was the manuscript of V. D. Savarkar's seminal 
bookIIindutva (1923) (p. 33). On theother hand, 
what impressed Golwalkar was another book, 
Rashrramimamsa, by another Savarkar (G. D.), 
elder brolher of V. D. and a revolutionary in his 
own right. Golwalkar's We, or Our Narionhood 
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 Varna system; they disapprove of jati but half- 
a striking contrast. V. D. Savarkar's Hindurva, heartedly. There are no clear signals that they 
for the first time, makes a distinction between would go in for a caste-less society as 
'Hindutva' and 'Hinduism' (or 'Hindu Dharma') unhesitatingly as Savarkar did. RSS literature is 
and the former, a cultural-temtorial concept, is short on pronouncements concerning economic 
the foundation of his Hindu Nationalism (Hindu equality. The authors talk of the 'equalitarian 
Rahua). In consequence his 'Hindutva' is undercurrent to RSS thinking and practice' and 
non-theological and his Hindu R a s h ~ a  corn- cite as an example the small range of income 
pletely secular. BY contrast, G. D. Savarkar's differences postulated by the Jana Sangh in one 
book bases his Hindu Rashtra so]id]y'on religion, of its resolutions (p. 81). But this Can hardly be 
In other words, V. D. Savarkar (considering also taken as representing the RSS view. 
his social reformistic writings) was a thorough- The gnawing impression remains that in spite 
going modernist, whereas G. D. Savarkar was a of evident scholarship and labour, apart from 
hard-core conservative md in the m e  providing certain interesting approaches and 
sense of the term. n i s  difference between the insights, the authors have not been able to make 
two Savarkars is indicative of the difference a comple& SUCCeSS of their Venture in its thee- 
between Hedgewar and Golwalkar. As is clear 'etica1 Parts. 
from Palkar's book which the authors are Therearequitea few errorsof spellinglprinting. 
familiar) Hedgewar was essentially practical, Kharpade' (for Khaparde), Markandrao (for 
with feet firmly planted on the ground and one M m d r a o ) ,  Aryaveda (for A~urveda)* Khaskar 
who had borne the rough and tumble of politics, (for Khaksar)* etc. At least the Indian Cand 
whereas Golwalkar showed a spiritual kinship Maharashtrian) member of the duo should havc 
with a sanyasi of old fallen into the mundane been careful to check that it was S.D. (and not 
world. One does not know whether Hedgewar B.N.) Javadekar who wrote Adhunik Bharat (p. 

was equally impressed by Savarkar's social 21). Worst of all, he cannot be forgiven for 
thought; perhaps he was not. He did talk of atuiburing lo Rarndas a commcnlary On 

Bhagwadgeeta! (p. 9). preserving Hindu religion and culture in ageneral Yet I would recommend the book to studenls of way' But he never seems have laken political and social affairs for the attempt it makes positions On issues as to discover the indigenous roo6 and native of an 
walkar did. The authors refer to the 'activist imponant organisational in the 
stirrings' within the RSS (p. 145). These were rxent history of India. 
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 brought him up as 
a swayamsevak from childhood) than Golwalkar. 
There is a certain freshness and modernity 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 
launched by Jayaprakash Narain would have been 
unthinkable if Golwalkar were the head. 

The book talks of the RSS opposition to jati (the 
caste system) (p. 76). This is questionable in the 
Golwalkarian context. Golwalkar and RSS 
publicists brought up in his shadow extol the 

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. 3 17, 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 
it takes 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 than one thing it is 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 i n  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 but are 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 
in new structures. Taking the case of tribes, those 
living in the interior regions of India became 
Hinduised through a contact with the Hindu 
civilization, somebecame castes within the Hindu 

society, some became kingdoms after the Hindu 
model and so on. In modem times, all tribes and 
castes and backward classes have come under the 
influence of modem 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 s h ~ w s  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 struc ture(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 gamer 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 
thoseof '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 aspccts to be studied would be: the moti- 
vatcd typification of the civilizations in conflict, 
much in the same way as Indian and western 
societies are presented as reversals of types; how 
far does 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 self, the last men- 
tioned concept being the special concern of Hindu 
philosophy. Thc modem state looks upon each 
individual as a separate 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 an individual even 
in a 'nation'. But thc 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 

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 ideal of Aparigraha (i.e. not amassing 
wealth; rather, not being a slave to one's own 
wealth). 

B.P. Patankar, 
155, Hanuman Nagar, 

Nagpur - 440 009. 
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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 chapters, 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 in rainfed farming in five selected 
states, steady uptrend in yield is discernible 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 ini- 
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 imgated 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 subsidsed, flat power tariff 
for pumps. Though ground water markets are 
expanding, fear about emergence of 'water lords' 
is misplaced. Diffusion of drip/ sprinkler mode of 
imgation cannot gather momentum so long as 
imgation remains a low priced input for the 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. 
The last two chapters are devoted to 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, in the chapter on Policy Evaluation. 
This is done keeping in view the polity changes 
at home and elsewhere. Exhaustive notes to 
various chapters are provided at the end of the 
book. 

The Journal will publish in each issue Annotated Bibliography of Books and Articles on Indian 
Economy, Polity and Society, published after January 1,1986. Authors are requested to send their 
entries with full details of publication and annotation not exceeding 2.50 words for books and not 
exceeding 100 words for articles. Use separate sheet for each entry. 
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a critical review. Interested readers are requested to write to the editor indicating which of the 
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Giriappa, S.; Rural Development in Action, Daya should shred the view of mere project-orientation 
Publishing House, Delhi, 110 035, 1993. Pp. in different agro-economic systems and objective 
xx+218. Price Rs 2501-. regimes. 

 hi^ study takes up the case of a coastal region Gumaste, V.M.; Technological Self-Reliance in 
in ~~~~~~k~ as to its different aspects of devel- the Automobile and Ancillary Industries in 

opment process and prospects. Agricultural India, Institute for Financial Management and 

development with reference to growth pattern of Research, Madras, 1988. 

differentcrops, nature of operational holdings and The achievement of Technological Self 
forestry is analysed along with sectoral devel- Reliance (TSR) has been one of the major 
opments like sericulture and fisheries indicating objectives of Indian planning. ~h~ study attempts 
the available development initiatives. In rural to find out how far and how much TSR has been 
industrialisation, labour augmentation is an achieved. focusses on the Indian automobile 
essential input and an evaluation of the self- and ancillary industries. 
employment Programme in achieving the desired The study indicates that although TSR may not 
goals is analysed; also the efficacy of a have been achieved in the absolute sense, the 
cooperative sugar factory is being attempted. balance sheet is not wholly disappointing given 
Finally, considering the case of a micro-region, the appropriate milieu, TSR appears to be well 
various elements of rural development (including within the reach of the Indian automobile and 
IRDP) are studied as to the performance of the ancillary industries. 
'Project'. The main emphasis of IRD programme 
is on productive asset creation through subsidy. Isaac T.M. Thomas, P.A. Van Stuijvenberg, and 
Subsidy should be only a short run phenomenon K.N- N&, Modernisation and Employment - 
so that the technique of rural development is the Coirlndustry in Kerala, Indo-Dutch Studies 
imbibed into the beneficiaries on a permanent on Development alternatives, Sage Publica- 

footing. On the whole, the micro approach has to tions IndiaPvt. Ltd., New Delhi 110 048, 1992, 

be specific and sustainable within the macro Pp. 249, Price Rs 2501-. 

approach. The relatively slow development of the modem 
The intensity and problems of rural develop- industrial sector in developing has 

men& though different from those urban meant that growth in employment has not, by and 
development have not been adequately large, kept pace with the increase in the labour 
conce~tualised. A system of rural development force. As a result, the traditional sector has had to 
has to include both micro (target-oriented short continue its vital role of absorbing the growing 
term objectives) and macro (long term oriented surplus labour force. The need for modemising 
sector and area development) dimensions. It traditional, 'labour intensive' industries assumes 



198 JOURNAL OF INDIAN SCHOOL OF POUTlCAL ECONOMY JAN-MAR 1993 

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 beamong 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 I & II, 
Academic Foundation, Delhi, 1992, Pp. 352 
(Part I), 248 (Part 11), Price Rs 5751-. 

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 

and growth in Indian manufacturing; maximising 
foreign investment; devaluation; reform of 
industrial and trade policies; balance of pay- 
ments; five year export - import policy (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- 
Ian India Ltd, New Delhi, 1989. 

Economic development through foreign aid and 
foreign investment has dominated the intema- 
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 ofeffective 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 
mu1 tinationals, 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 
PL480 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 (Pan 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 Evarn Gra- 
min Vikas Bank Ltd. and Syndicate Bank in 
Mecrut and Ghaziabad districts which constitute 
the devcloped part 01 the State. Thc study showed 
that thc introduction of tractors on irrigated farms 
had enabled the beneficiaries to adopt improvcd 
technology, to go for cultivation of remunerative 
crops and also to 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 
not have any adverse effect on the on-farm labour 
employment in the two districts. 

Thakur, D.S., H.R. Sharma and T.V. -Moorti; 
Tribal Development in Ziimachal 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 
dcvclopment under ITDP had bccn fairly 
satisfactory in the district; all rhe villages in the 
district had been clectrificd which had resulted in 
enhancing the potential for modeinisation of the 

handloom and handicrafts industry as also other 
village and small industries. Thcre 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 Zlills, Department of Agricultural Econo- 
mics, Himachal Pradesh Krishi Vishvavidya- 
laya, Palampur, 1990. 

The Study was undertakcn in six disuicts 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 thc 
operation Flood 11 areas of Himacllal Pradesh. 

RizwanuI Islam (Editor); liansfer, Adoption and 
Diffusion of Technology for Small and Cottage 
Industries, ILO Asian Rcgional Team for 
Employment Promotion & World Employment 
Programme, International Labour Office, 
Geneva, Switzerland. 

The developing economics of Asia have, for the 
last three decades, laid emphasis on the expansion 
of employment through promotion of small and 
cottage industries (SCIs). The need for upgrading 
technology and exchange of information on 
innovaliveand successfulexperiments in the field 
of SCIs is also bcingincreasingly realised as these 
developing economies make their bid for a more 
skill - and knowledge - intcnsive phase of 
induslrialisation. A rcsult of this awareness is that 
a large number of organisations in these countries 
are engaging thcrnselves in the work of devel- 
oping/idcntifying improved technologies for 
SCIs and transferring them to actual users. The 
present volume focusses on the question of pro- 
viding new/improvcd technologies for SCIs 
through international transfer and indigenous 
development. 

The first part of the volumcpresent~ case studies 
on the experience and potcnlials 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 

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 
learn 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 [I9921 have written it out as 

Pa = C [(z - y Jz] "In (1) 
Y.<a 

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 

Pa = C [(z - yi)/z] "In (2) 
Y < Z  

Well, this may be a slip or a printing mistake. 
Ravallion and Subbarao [1992, p. 761 have 

further suggested that head-count index is 
obtained when a = 0. 

Ravallion and Subbarao [1992, p. 571 empha- 
sise that the head-count index, the poverty-gap 
index and the FGT index for a= 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 [I9921 
has been quoted.' 

We can see that specification of a as O , 1  and 2 
yields 

where H, I and C denote head-count index, 
poverty-gap index and coefficient of variation 
within the poverty group. It is clcar that the above 
claim of Ravallion and Subbarao (1992) is not 
correct. Poverty-gap index is not at all a member 
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 Po and 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 aspccts as claimed by 
Ravallion and Subbarao. 

Finally, in the literature on measurcmerit of 
poverty, the word used for depth is intensity. The 
dictionaries do not so distinguish severity from 
intensity that the former can be taken to do 
something with distribution. 

NOTES 

1. Ravallion (19921 is missing in the REFERENCES. 
2. See Foster, Greer and Thorbecke [I9841 or Chaubey 

[1993]. 
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