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The Lok Sabha reassembled at Seven-
teen of the Clock.

[MRr. SPEAKER in the Chair]
GENERAL BUDGET, 1977-78

MR. SPEAKER: The hon. Finance

THE MINISTER OF FINANCE AND
REVENUE AND BANKING (SHRI H
M. PATEL),: Sir. I rise to present the
Budget for 1977-78. the first Budget
to be presented by this the Janata

Government.

2 The massive mandate that the
people of India gave the Janata Party
in March this year wag not just a vote
against authoritarianism. It wag also
a manifestation of our people’s desire
for a reorientation and a reshaping of
our economic policies so as to bring
about speedy elimination of poverty
and destitution. In the last few
weeks., our Government has taken
several steps to dismantle the autho-
ritarian and repres-ive structure eroc-
ted during the dark davs of Emer-
gency. It is our firm belief that the
open society we cherish will r¢ main
insecure unless we can move forward
with courage and sincerity to banish
poverty, jgnorance and disease from
this ancient "and of ours. Our Par!y’s
election manifesto sets out a coherent
economic strategv, laying emphasis on
both bread and liberty. We seek to
accelerate the pace of economic pro-
gress and to distribute its fruits equit-
ably in a framework of democracy und
individual freedom. Judging by his-
torical precedents. this is no doubt a
highly challenging task. The House
can rest assured that there shall be no
weakening of our solemn resolve to
work for the fulfilment of promises
we have made to our people.

3. The Budget of the Centra}. ' Gov-
ernment is a major instrument for
shaping the country’s soclal apd eco-
nomic polices. Both because of short-
age of time as also because of heavy
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ture in line with our declared prio-
rities. Also, I did not have the benefit
of consultations with the Planning
Commisgion, which has been recons-
tituted only recently. Our Party’s
social and economic programme lays
heavy emphasis on rural development,
improvement of the lot of Harijans,
Adivasis and other downtrodden gec-
tions, eradication of unemployment
and expansion of social services in.
cluding slum clearance. Most of the
projects in these areag fall in the State
Plans. For reasons which are well
known to this House, it has not been
practicable for me to consult State
Governments and to induce them to
reorient their development program-
mes in accordance with our priorities.
Nevertheless, within the framework
of the rather limited options open to
me, | have endeavoured so to formu-
late my budget proposals that they
reflect faithfully the philosophy, pro-
grammes and priorities of our election
manifesto,

4. Before I outline the broad stra-
tegy that has been adopted, 1 would
iike to share with the. House my
thoughts on the current state and
prospects of our economy. The Eco-
nomic Survey has covered this ground
fairly extemsively, and I shall there-
fore be brief in my ren.arks on this
subject,

5. The most fundamental problem of
the Indian economy continues to be its
inadequate rate of economic growth.
In 1976-77, the rate of our economic
growth was lesg than 2 per cent. In
the seventies thus far. our growth rate
has average about 35 per cent. per
annum, far too short of our Plan tar-
gets. Anq yet, while it would be
wrong to assert that our country has’
not made significant progress since
independence, the fact remains, that,
eveh affer twenty-five yearg 6f plan-
ning, we are unable to sustain ‘an
average growth ‘rate of § petr:cent.
Clearly, a fresh examination of our
planning priorities and: techniques is
called for. -

commitments of expenditure on ongo- .
ing projects, it hag not been pokstble’
for me to recast the entire fiscal struc-

" & Knchher” dstiPotfy_toqturs of,
the economic situation is the unevedi’
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-distribution of growth, which has ac-
centuateq regional disparities in the
level of development. While a number
of States have recorded impressive
growth rates during the last fifteen
years, it is also a fact and a matter for
serioug concern that in this very
period, nearly one-third of districts
have recorded virtually no growth, or
negative rates of growth, in outpu:.
The poor performance of these dis-
tricts has both depressed the national
growth rate and also led to a widen-
Ing of disparities in the level of deve-
lopment, a phenomenon which has dis-
turbing implications for the success-
ful functioning our federal polity.

7. A significant consequence of low
and unevenly distributed growth has
been that the proportion of people liv-
ing below the poverty line is today
higher than it was in 1960-61. The
available data show that this propor-
tion had tended to decline from 1968-
69 to 1973-74, but in all probability
the situation has deteriorated since
then. The magnitude of the problem
can be assessed from the fact that jn
1975-76. the economy qid not have
the capacity to absorb the production
of even 120 million tonnes of food-
grains. The low level of purchasing
power i< a reflection of the chronic
state of underemployment and unem-
plovment which js faced by large
numbers of landless workers and
small and marginal farmers. The fact
that the proportion of people living
below the poverty line today is higher
than in 1960-61 strengthens me in my
belief that there is need for a funda-
mental change in our economic poli-
cies and programmes. The status quo
hag disastrous implications for our
future and our people are rightly
clamouring for a redirection of our
policles. To this task, this Govern-
ment is fully committed.

8. Rising prices have further accen-
tuated the hardships faced by the
common man. Ag the House knows,
the wholesale price index went up by
nearly 12 per cent in 1876-77. This
was due, in a large measure, to an
excesstve increase in money supply
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last year, the lagged effects of which
are still operating in the economy.
Although we have inheriteq a diffi-
cult price situation caused by distor-
tions introduced in 1976-77, we are
determined to bring the situation fully
under control. We have both the
will as well as the necessary instru-
ments to stabilise prices at a reason-
able level.

9. It is a truism that in a country in
which agriculture accounts for nearly
50 per cent. of national income, the
overall growth rate of the economy is
crucially linked to the performance of
the agricultural sector. The poor
performance of the economy jn 1976-
77 wes largely because of the decline
in our agricultural production,

10. In the late sixties, Indian agri-
culture did exhibit signs of a new
dvnamism. Unfortunately, the moder-
nis'ng impulses made onlv a limited
impact on our afrarian economy. This
ic evident from the f:ct that the rate of
growth of agricu'tural production in
the 197C: was rot higher than in the
1960s. Wheat is the only crop in re-
spect of which there has been a rapid
increase in production, but even there,
the rate of growth of productivity has
greatly slackened in recent years. In
the case of rice, there have been im-
pressive gains in non-traditional
States. but in major rice growing
States there has been no breakthrough
in yields. Crops like pulses vege-
table oilseeds and raw cotton show a
stagnant trend. Clearly, we have to
introduce some new growth impulses
into our agrarian economy, if we
are to succeed in raising the agricul-
tural growth rate to a minimum level
of 4 per cent per annum.

11. Our development plans had
hitherto de'iberatelv laid emphasis on
industrialisation. And we have also
made significant progress in diversify-
ing our industrial structure. Yet,
judging by the fact that industrial
growth rate since 1965 has averaged
only 4 per cent. as compared with the
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average annual growth rate of
8 percent. from 1956 to 1964, the
decade since 1965 can hardly be deg-
cribed as a decade of progress in in-
‘dustrialisation. That an increasing
emphasis on industrialisation should
‘have’ coincided with a decline in ihe
rate of industrial growth is a vheno-
menon which calls for caréful ex-
amination. In 1976-77, industrial
growth rate did increase to 10 per
cent. However, there is ample evi-
Adence to suggest that this was due
to a number of fortuitous circums-
tances so that favourable results of
1976-77 cannot be taken as indicative
of a more cheerful irend.

12: Both because of inadequate
growth rate and growing capital in-
tensity of industry, India’s industrial
structure has been unable to pravide
a fast gnough expansion aof ermploy-
ment opportunities. As a result, the
number of unemployed people on the
Iive registers of employment exchan-
ges hag risen sharply., A high cost

industrial structure catering to a
‘highly sheltered domestic market
‘must necessarily finq it increasingly
difficut to expand in the face of the
constraint of a limited home market.

13. In the last two years, while
India’s exports have increased rapidly,
imports during 1976-77 were 1e-
strained both on aceount of the
Jbumper harvest of 1975-76 and in-
creased domestic production of such
critical inputs as fertilisers. The
rapiq .Increase in inward remittanees
hag given added strength to Indis’s
balance-of payments and our veserves
have gone up considerably. Never-
theless, we would be foolish if we aid
not take note of the fact that our bal-
ance of payment still remains vulnera-
able to the effects of sudden shocks.
such as harvest fluctuations. 8he cur-
rent level of food stocks and foreign
exchange reserves do give us wider
options in the management of the
economy than ever before. Foreign
exchange reserves will have to be
so deployedq as to assist in the main-
tenance of price stability, as also in
agecelerating the process of growth.
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14, The task ahead is to devise an
effective strategy for dealing with the
problems of inadequate growth,
crushing poverty, unemployment,
growing regional imbalances and ris-
ing prices. These are all interrelated
problems and have to be tackled
mmultaneously, though the emphasis
laid at any' given period of time may
vary in degree.

13, Tt goes without saying that in
any strategy we devise, the primacy
of agr.culture has to be emphaswed.
In a country in which nearly 89 per
cent of the people live in rural areas,
a faster increase in agricultural pro-
ductivity is almost a precondition of
any succeSsful programme for re-
moval of peverty, of enlarging em-
ployment opportunifies, for stabilising
prices of essential goods and for ex-
panding the domestic market for
manufactured goods. The primacy of
agriculture implies that investment
requirements of agriculture wouid be
given. the highest priority. In spite
of the importance of agriculture -and
the repeated avowal of the need to
improve the condition of rural India
ihe rural sector has in the past not
received a fair share of total invesii=
ble resources. Thi§ needs to be re-
ctlﬁed Currently, irrigation potnnual
is growmg at an anhnual rate of about
2 m1lh_Qn hectares We have fo evolve
a plan to be able to double this rate
in the next few years Both major and
medmm and minor irrigation works
‘must be planned and executed as
parf of an optimal national strategy
for water use, Similarly, there i3 an
urgent need for stepping up invest-
ment in such crucial elements of rural
{nfrastructure s roads, markets, and
supply of pure_drinking water.

.16. The programme of agricultural
development. will have to be conceived
not .merely in terms of increase in
.agricultural productivity but also
in -terms of making all the households
in the agricultural seetor more or less
viable, This_ will. require simultaneou-
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sly, plans for development of ancill-
‘ary activitieg like poultry and daiy
farming, fisheries, farm forestry, etc.
Not only will this involve the provi-
sion of necessary inputs but also the
development of organisations which
will collect, store and market the
produce, for efficient marketing is
vital to the success of all these varied
activities,. We must generate large
enough employment opportunities in
rural areas so as to slow down migra-
tion to urban areas. This can best be
achieved in the framework of an
area-centred programme of integrated
rural development, in which the
needs of small and marginal farmers
and agricultural labourers receive
priority attention.

17. The provision of more resources,
howsoever vital, will not alone achieve
the objective. The entire apparatus
for utilising these resources will nave
to be completely revamped in order
to improve their effectiveness. It will
require changes in the organisation
for both planning and implementa-
tion, It will need more intensive effort
at improving agricu.tural tecnnology
and much greater extension effort. It
will need speedier construction of
dams, wells and channels, faster and
efficient rural electrification. better
water and land management, more
timely supply of fertilisers and
pesticides, g more organised supply
of seeds and  better storage and
marketing  facilities. Parts of <¢he
country have been able to achicve
this. What is needed is the spreading
of such organisation, together with
requisite resources, to those oarts
which are lagging behind. The 2ffort
needed would call for a total trans-
formation of the agencies which are
presently connected with agricultural
developm.ent.

18. Primacy of agriculture does not
imply indifference towards, or neglect
of, modern industry. All that it
implies is that, in so far as a larger

proportion of investible resources
available to the public sector is diver-
fed ¢o agricultural development, re-
somsees fer iedusirial growth will
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have to be found increasingly by
enterprises themselves generating lar-
ger internal resources of their own
through more efficient operation as
well as more effective pricing policies.
Government will also continue to pay
particular attention to the develop-
ment of industries such as fertilisers,
pesticides, cement, power ahd petro-
leum which have an important bear-
ing on agricultural productivity. In
order to create greater cost conscious-
ness in Indian industry, it is our in-
tention to introduce, gradully, more
competition by way of more liberal
import policy. In addition, "Ways and
means will be found to make possible
optimal use of capacity in existence.
Simultaneously, in executing new pro-
jects, we must avaid delays which lead
to escalation of capital costs. It is
usually not realised how great is the
cost of these delays. An analysis for
cost escalations in 18 projets which
had secured the approval in 1976-77 of
the Public Investment Board shows
that, in these projects, investment costs
had increased to Rs. 555 crores as
against the original estimate of about
Rs. 225 crores. This serves to empha-
sise the importance of timely execution
of projects and extremely high social
cost of delay.

19. Some of our large industries,
such as textiles, are today in serious
trouble and are in particular need of
replacement and modernisation. There-
fore, adequate resources will have to
be provided for investment in these
sectors. The present arrangements
which the Industrial Development
Bank of India and the other term
lending institutions have for this pur-
pose will have to be continued. Also,
efforts have to be made to ensure that
these industries generate more in-
ternal funds and, thus do not face con-
ditions which ultimately make them
sick. I believe it might be a good idea,
if the managements of more efficient
mills were to be prevailed upon to
take over, as an act of social responsi-
bility, some of the sick units and
nurse them back into sound health.
under cenditions to be laid down by
Governmant.
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20. Faster anq timely development
‘of power is an essential condition of
‘accelerated economic progress, I am
convinced that much more remains to
be done in respect of both power plan-
ning and development if we are not to
have to face recurring severe shorta-
ges of power. Power is now recognised
to be as essential to agriculture as to
industry and shortages of power can
disrupt the production of food a3
much as of cloth. We shall therefore
make every effort to hasten the pace
of expansion of power in the c¢oming
years.

21. There is another field, however,
in which modern industrv needs to be
developed further and that is the
field of exports. Experience has now
been gained with regard to marketing
a wide variety of manufactured oods.
particularly engineering eoods. in
foreign markets. Since thic is the
field in which world trade is growing
Tastest. we should push ahead in this
area. This means huilding up more
capacity. agcquiring suitable know-how
and adopting even better marketing
techniques. While I do not rega~d ex-
port led growth as a viable proposition
in Indian conditions, it is necessary
that exports should continue to ‘n-rease
at the rate they have been growing
in the past two years. Such an increase
is essential for acquiring greater
manoeuvrability with regard to eco-
nomic management. Government is
committed to providing a stable policy
framework conducive to continued
expansion of our exports, Siraul-
taneous'y, it is our solemn resolve to
deal firmly with smugglers and other
anti-social elements indulging in ille-
gal dealings in foreign exchange. For-
tunately, judging by recent data on in-
ward remittances, smuggling does not
seem to have revived on any large
scale. We shall, nevertheless, remain
vigilant in this matter.

22. Since unemployment iz one of
our most pressing problems, ‘he grea-
test attention needs to be given to its
solution. By now, it is obvious that
this problem cannot be solved through
exclusive reliance on industrialisation.
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New strategies have, therefore, to be
evolved to provide .gainful employ-
ment on a large scale in the rurel
areas themselves. The accelerated
growth of agricultural production will
in itself increase the scope for em-
ployment in the rural areas. It is in-
teresting to note that Tabour input per
acre of land in Japan is four times
the corresponding level in India. This
is an indication of the scope for ge-
nerating new employment opportuni-
ties in the process of modernising our
agriculture. More irrigation, better
cultural practices, double-cropping, in-
creased use of fertilisers and weeding
will certainly create more jobs, bur it
will have to be ensured that vrema-
ture mechanisation does not affect this
process adverselv. Faster agricul-
tural growth will offer greater scope
for employment in such ancillary
activities as repairing, serviving,
transportation. etc. Simultancously,
greater gttention wil! have to be paid
to the development of rural infrastruc-
ture  particularly the construction of
rural roads. Proper marketing of aur-
cultural produce cannot take place if
there is no adequate network of roacs
connecting our villages to the nearest
marketing centres. Deliberate s:eps
will also have to he taken to facilitate
procescing of local produce so as pro-
vide more employment in rural areas.
Gandhiji's idea of self-reliant rural
comm.unities will have to be given
concrete shap if an effective solution
is to be found to the problem of un-
employment,

23. The development of small sg:are
industry should a'so enable us to raake
a significant dent in the problem of
unemployment. Such industry should
not be a scaled-down version of large
industry but should be one which
uges technologzy which is appropriate
to our conditions of surplus labour
and scarce capital. Although there
has been a great deal of talk of ap-
propriate technology, it is surprising
how little effort we have put into ils
development. For example, the bu!-
lock-cart remains and will remain for
many years {0 come an important
means of transport. in rural areas.
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Yet, it is only very recently that we
have started thinking about improv-
dng its effectiveness. Unfortunatcly,
insufficlent resources have been de-
voted to the development of appro-
priate technology. We have always
gone after the most modern technolo-
gy #ven though it may not necessarily
have been the most eflicient for us.
This trend needs to be reversed.

23. We do not however have to
wait for appropriate technology in or:
der to make a beginning in this field.
The experience of handloomg and
goweriooms shows how modern organ-
nisation and marketing methods can
treath Tife into Jabour intensive indus-
try. More work along these lines
shou'd be tried with regard to a
rrumber of cottage and village !ndus-
tries in order {0 combine greater cmn-
rloyment with efficiency.

25. The problem of unemployment
M urban areas, particularly among
the educated persons, is no less
serious. The House will be happy to
know that we are now wor”ng nn the
details of a specific scheme designed
to create opportunities for the educa-
ted unemployed. Under this scheme,
we shal] provide through the banking
system “seed” money and other fin-
ance at relatively attractive rates of
interest to enterprising youngmen
considered eligible for assistance,

26. The bencficial effects of a high
rate of economic growth can easily be
neutralised by an increase in popula-
tion. Therefore, population control
has to be an integral part of our pro-
gramme of raising the standard of
living of the common man. Unfortu-
nately, the eventg of the past two
years have given the family planning
programme a severe setback just
when it was beginning to be generally
accepted even ijn backwarq areas. This
programme is so vital to our economic
progress and well-being that all possi.
ble offorts must be made in a sustain-
ed way to persuade people to accept
the small family norm. Any invest.
ment, therefore, that is necessary for
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this purpose should be undertaken
without any hesitation. And because
it is our firm determination to achieve
our objectiveg through persuasion
rather than coercion, the effort that
will have to be put in will have to
be greater and more sustained.

27. The success of the programme I
have been talking about depends upon
adequate resources being available.
Other countries which have achieved
high rates of growth have been able
to invest as much ag 30 per cent of
national income because of their high
volume of savings. The Indian ex-
perience has been otherwise. Volun-
tary savings have been inadequate.
Attempts to push up the rate of do-
mestic savings through createdq money
and deficit financing have gecentuated
inflationary pressures but have not
succeeded in raising the savings rate.
Thus. some fresh thinking is necessary
regarding the means of enlarging the
pool of national savings in a none
inflationary manner.

28. It is doubtful if taxation alone
can achieve such an increase. Hirh
direct tax rates have been found to
be counter-productive because of the
evasion that ensues. and. in any case,
the number of people who fall in the
direct tax net is so small that revenue
realisation cannot match requirements,
Indirect taxation seems also to have
reacheq its limit.

29 Resource mobilisation by the
Government through taxes hag in-
creased continuously over the years
and at present tax revenue as per-
centage of national income js as high
as 18.9. But public saving has not
gone up becauge non-developmental
expenditure such as interest charges,
salaries and wages, dearnesg allowance
to employees, defence expenditure and
subsidies etc.,, have gone up more
than proportionatelv. In addition,
vublic sector enterprises have not
been earning, until recently, adequate
return chiefly because of deficiéncies of
management and improper pricing
policies. Some ‘of those short.
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comings will have to be removed if
public saving is to increase and contri-
bute to larger investment.

30. Individual saving can be pro-
moted better if austerity is practised
much more effectively. A large part
of the imcrease in consumption ariscs
fram the demonstration effect of the
high standard of living of the wealthy
and the well-to-do in our society. To
neutralise all this, greater egalitarian-
ism in consumption needs to be prac-
tised. Our tax system has to ode 0
reoriented as to discourage ostentatious
living and_promote the habit of sav-
ings. However, austerity cannot be
ushered in merely through tax reform.
‘We must arouse public opinion :1gainst
a life style inconsistent with the harch
economic realities of a poor couutry
such as ours.

31. Governmert has been Jreatly
concerned about the price situation
ever since it care into office. ‘ine
persistence of the rising tendency in
prices witnessed during the last few
weeks has been due partly to the
cumu'ative effect of imbalances in-
troduceed last year, and part’'yv due to
the seasonal presure which s
uncvcidatle during  this part of the
vear. I cannot hold out the promise
that Government will be able to
s*abilise every single price in face of
fluctuations in demand or supply
which are inevitahle. H-owever, I can
assure the House that we have taken
steps, and will continue to do so. to
ensure reasonable price stability in
respect of basic articles of mass con-
sumption, We have enough stocks of
food grains to meet all genuine re.
quiiements at stable prices. We have in-
herited a difficult situation regarding
vegetable oi's. As the House knows,
becaus: of a steep fall in production
cf groundnuts last year, prices of
vegmtable oils have been rising for
quite some ftifme. Unfortunate'y,
groundaut oil csnnot be readily »m-
ported so that our abi iy to operate
direcly en the supply of this o'l is
rather limited. Howevez, we bave
arranged for adequate imports of other
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vegetable ofls, “rhese shquld help to
stabilise the price of cooking media.
Increased aval'ability of vanaspati and
refined rapeseed ofl meant for direct
consumption. would indirectly case
pressure on prices of groundnut oil.
We have adeguate stocks of sugar to
enable us to meet all reasonable de-
mands at stable prices. We are now
working on the details of a new
multifibre policy designed to make
available quality cloth at prices with-
in thé reach of the gommon man. Such
a policy, if successful, would have the
additional advantage of restoring to
health all segments of India's lurgest
industry.

BUDGET ESTIMATES

32. I now turn to the Budget Esti-
mates. The documents which I am
presenting today repeat the Revised
Estimates for 1976-77 as given in the
interim Budget, as the actuals are not
vet available in most cases.

33.7As regards the Budget Estimates
for fhe current year, gross tax rave-
nues at existing rates of taxation are
estimated at Rs. 8879 crores, show-
ing an increase of Rs. 798 crores over
the Revised Estimates for 1976-77. Of
the increase, Rs. 101 crores will accrue
to the States as their share of ‘sxes.
Whi e Union Excise Duties are cxoect-
ed to yield Rs. 4550 crores, showing
an increase of Rs. 873 crores ov2r the
Revised Estimates for last year, re-
ceipts from Income and Corporation
taxes are estimated at Rs. 2258 crores,
an increase of Rs. 180 crores. Customs
receipts at Rs. 1734 crores will be
higher by Rs. 243 crores as compared
to last year,

34. Market louns are expected to
yield Rs. 1000 crores as compared to
Rs. 849 crores in the previous year.
Besides, Governmemt propose to
borraw Rs. 800 crores against drawal
of foreign exchange reserves.

35. Net external assistance, aftee
providing far repayments and interest
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Payments, is. estimated
, <crores, inc.uding
againgt new credits.

at Rs, 1052
disbursements

"'36. Taking ether rece.pts into
:@account, total receipts in the current
Year are estimated at Rs, 15366 crores.

'37. I may now .make a brief men-

tion of the estimates of non-Plan ex--

penditure. While presenting the inta-
rim Budget, I indicated that all Minis-
tries and Departments of Government
and public sector agencies will be
asked to observe ‘the utmost ecoaomy
in expenditure, keeping in view the
present Government’s emphasis on
austerity and avoidance of all forms
of ostentation. Detailed instructions
have since been issued in this 1egard
Jor strict compliance by all Ministries
and Departments. The full impact nf
the economy measures will be known
only after the detailled exercises hav:
‘been completed. Separately, certain
urea8 of non-essential expenditure
have already been identified and the
Budget documents reflect a reduction
of about Rs. 180 crores in these ex-
penditures as a result of this exercise.

38. The provision for Defence cx-
penditure is Rs. 2752 crores,
Rs. 06 crores less than the provi-
:sion made in the interim Budget. [he
provision for food subsidy and carry-
1mg  ccsts of  buffer stocks has
been, for the present, retained at Rs.
46 ) crores, but it will be reviewed on
the basis cof emerging trends <during
‘the course of the year.

39. In its scheme of devolution, the
Sixih Finance Commission cou!d not
‘take into account the nct intercst
liubjlity of States on account of loans
rajsed and disbursed by them during
‘the Fifth Plan period for want of
details. As recommended by that
‘Comm_:ssion. the net interest liability
:0f the deficit States has been comput-
.ed and a provision of Rs. 72 crores
has been made in the Budget for dis-
‘bursement of additional gran%-in-aid
:to the States concerned on this
accourt, in relation to the three years
ending on 815t March, 1977.
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40. I have received requests fiam
Central Government pensioners for
iricrease in the quantum of relief oa
their pensions in view of the bigh
cost of living.” As the House 18
aware, a measure of relief has been
afferded from time to time in the past.
I feel it would be only fair at this -
stage to grant a special relief at grad- -
ed  rates to them; this will cost the.
exchequer Rs. 10 crores annually.

41. I now turn to the outlays om
the Annual Plan for 1977-78. As I
have already indicated, we are frmly
of the view that our economic iils can
be overcome only through a compre-
hensive reordering of Plan prioritiea.
The Plan strategy has to be reapprais-
ed. It sYhould recognise the primacy
of agriculture and accord overriding
priority to rural development and
eradication of unemployment within
a t.me frame. These are the tasks
to which our reconstituted Planning
Commission will no doubt address
itself. Tha'. however, will take some
time. In the meanwhile it is necessary
for the Government to move in the
desired direction. That is what this
Budget seeks to do.

42. Within the short time available
to us, we have therefore inade a
quick review in consultation with
various Ministries of the outlays in the
Annual Plan for 1977-78, and trieq to
impart, to the extent possible, a new
direction to »ur  development pro-
grammes in line with the priorities
and ohiectives set out in the Manifesto
of the Janata Party. We are, how-
ever, not writing on a clean s!ate.
Schemes in progress cannot be aban-
doned, nor even slowed down uniuly,
without considerab'e financial Inss.
The commitments made to State Go7-
ernments in regard to Conir:l assie=
tance for their Plans have also to be
honoured subject to  the conditions
stipulated by the Planning Commis-
sion at the time of the finalisation of
their Plans. These commitments dg-
impose serious limitations in refa_sh-l
ionffig the Plan accarding ve eur
thinking. The room for mapoeuviabi- -
lity'is thus limited. Even sa, sppreci-
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able saving have been effected.
Schemes of relatively low priority have
bqen suitably rephased.

48. True to the promises made to
the peeple, in the recast Plan, w~e
. provided for additional vut-
lays I@™agriculture, irrigation, vower,
khadi ‘ar® village industries, sericul-
ture, handlooms, postal and telephone
facilities in rural areas and wide
ranging rural infrastructure pro-
grammes covering, among other things,
such schemes a8 durab'e link roads
and rural drinking water supply. It
is our intention to step up further the
outlays next year on programraes
designed to develop rural infrastruc-
ture facilities so that over a period of,
say, five years the basic needs of the
entire rural populatﬁ could be met.
It is also our intenffn to review the
programmes of slum~ clearance and
urban renewal in  comgultation witn
the States and to provide additional
resources for accelérating the pac= cf
execution of these programmes.

44. The allocation ¥rom the Central
Budget in 1977-78 for the Ceniral
Plan and assistance towards Plans of
States and Union territories wiil ke
Rs. 5790 crores. The ccrresponding
figure for the previous year was
Rs. 4759 crores. The tempo of de-
velopment is thus being maintained.

45. The provision for the Plan in
the Central Budget is inclusive cf
Rs. 1812 crores on account of Central
assistance for State P.ans and orovi-
siong for Union territories Plans, the
sub-plan of the Hills and Tribal Areas,
The North-Eastern Council, and assis-
tance to the Rural Electrification Cor-
poration for power schemes. This
al'ocation aiso includes an element of
special advance Plan assistance to
States to provide them adequate re-
sources for the required level of in-
wvestment in important projects in the
core sectors of irrigstion and power.
A provision of Rs. 3978 crores has
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been made in the Budget towards
Central Plan. Inclusive of the inter-
nal and other resources of public
undertakings, the Central Plan will
be of the order of Rs. 4939 crores in
1977-T8 as against Rs. 4090 crores in
1976-77. The State and Union torr:~
tories Plang together will be ¢ the
order of Rs. 5021 crores, as against
Rs. 3762 crores in 19%6-T77. The total
outlay on the annual Plans of the
Centte, States and Union territories
for 1977-78 will be Rs. 9960 crores. as
against Rs. 7852 crores in 1976-77.
This represents an increase of 27
per cent.

46. We feel that for building a for-
ward looking, dynamic and diversified
agricultural cconomy, it is necessary
to aim at integrated development of
crop production, livestock and pouit:-y,
fishertes and forestry. Special em-
phasis will meed to be laid on deveo:p-
ment of dairy industry on a cooperative
basis a view to enabling milk produ-
cers to get Dbetter and fair oriccs
Creditable progress has been made .n
the first phase of Operation F.ood
Scheme and we must now get moving
to take the full advantage of Opera-
ticn Flood Phase II. The production
policy should be based on moderaisa-
tion of agriculture in which technoio-
gy should, by far, be the most crucial
input to make a sustained and high
growth rate possibie. The existing
Plan provisions and priorities have
been rephased with a view to locating
gaps in development and identifying
the potential areas where increascd
investments could bring about further
acceleration of the pace of agricultu-
ral growth. In this exercise we have
kept in view the need for (a) streng-
thening rural infrastructure as a basis
for future accelerated development,
(b) " generation of employment in
rural areas, (c¢) special attention to
the needs of the weaker sections of
the society, and (d) giving a fillip to
the ‘production of  cotton, oil seeds
and pulses so as to correct the wupply
and demand imbalances. A pilot pro-
ject for desert development in ilar-
yana, Gujarat and Rajasthan is being
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eviived and provision has been made
for this purpose in the Budget Esti-
mates.

47. Irrigdtion holds the key to in-
creased  dgricultural production.
Though the Fifth Plan evisages a
target of 58 million hectares to be
brought under irrigation, the Anancial
outlays do not match the target.
Further, the need for initiating action
in the current Plan on new frrigation
projects, so ag to have an adequate
vipeline of projects has been neglect-
ed. Greater emphasis will also have
to be laid on modernisation of irriga-
tion projects so as to conserve .wa.or,
which ig a scarce resource. Keeping
all these ends in view, we propose to
provide Rs. 100 crores as advance
Plan assistance to States for irriga-
tion projects.

48. The Plan outlays for minor irri-
gation will be supplemented to the
extent of about Rs. 260 crores from
the Agricultural Refinance and De-
velopment Corporation, and other
lending institutions. Under the grc-
gramme of rural electrification for
energising the pump sets, we lLave
made a provision of Rs. 175 crores
which will also be augmented to a
significant  extent by institutional
finance.

49. The total Plan outlay on agricul-
ture and allied services, major, me-
dium and minor irrigation projects
and fertilisers, together with provi-
sions for coopcratives and power sec-
tors attributable to rural areas, works
out to Rs. 3024 crores. The House
will be glad to know that this con-
stitutes 30.4 per cent of the aggregate
outlay of the Central, State and {Inion
territories Plans. '

50. While the development of
National and State highways has re-
ceived reasonably adequate attention
4n successive Plans, the needs of rural
areas have been sadly neglected. I
feel that the Centre should take initia-
tive in promoting the construction of
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approach roads which constitute an
essential ingredient of any programme
for bullding up the infrastructure for
rural development. We ~ fherefore
propose to make a beginning with an
outlay of Rs. 20 crores which, suitably
supplemented with the resources of
the State Governments and local
bodies, will accelerate the prograrmame
in this vital area. The new scheme
of ‘grain for work’ could also be utili-
sed imaginatively for this purpose.

51. Despfte three decades of vlan-
ning, there are still a large number
of villages which suffer very acute
scarcity of drinking water, While the
responsibility for finding resources and
execution of the programmes for this
purpose is that of the State Govern-
ments 1 feel that the Central Gov-
ernment should also intervene active-
ly and supplement the efforts of the
States. Such supplementary assis-
tance should be directed towards pro-
vision of drinking water faeiliti»s in
problem villages to be identifieq w:th
reference to objective criteria. We
propose to make an earnest start in
the current year with an additional
provision of Rs. 40 crores over and
above the existing outlays for this
programme. Progressively, the allo-
cations for tWis programme would he
stepped up so as to carry the benetits
of the programme to all the problem
villages over a period of five vears.
The programme will have to be close-
lv monitored at the Central as well as
the State level.

52. 1 would also like to refer here
to schemes for the welfare of ari-
jans, Advisis and other less advanc-
ed sections of our people. As I have
said earlier, these find g place largely
in State Plans. I am not satisfied
with the programmes and allocations
in respect of them and it is my iaten-
tion to take up these matters on a
priority basis with State Governmemnts
and Central Ministries concerned so
as to add to the effectiveness of thesa
programmes, h
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53. A sum of Rs 234 crores has
_been provided in the Central Plan
for power development. This includes
Rs. 38 crores for Singrauli Super

Thermal Station, Rs. 1 crore for initi-

ating action on a seconq Super Ther-
mal Power Station, Rs. 17 crores fo
inter-State transmission lines,  nd
Rz 52 crores for nuclear power pro-
jects. The State and Union errito-
ries Plans, which account for the bu.k
of the provision for power, envisage
an outlay of Rs 1676 crores. An
additional sum of Rs 20 crores is
being provided to the Rural Electr -
cation Corporation for systems iin-
provement and for providing I. T.
Capacitors for rural consumers, both
designed to minimise loss of energy.

54. Self-sufficency in energy has
assumed critical importance. The
provision in the Plan for petrolavm
is being accordingly stepped up from
Rs. 485 crores in 1976-77 to Rs. 677
crores in  1977-78. Of this Rs 151
erores will be provided to the Oil and
Natursl Gas Commission for their on-
shore exploration programme and fcr
accelerating the pace of off-shore
exploration. We have recently
cleared the scheme for development
of oil and natural gas resources of
Bomrbay High and Bassein fields. In-
@genous production of crude oil is
expected to reach 11.31 million toanes
m I97T7-78 as compared with 8.89
million tonnes in 1976-77.

55. Having regard . to the dificuit
power situation of Tamil Nadu, a
special provision of Rs. 6 crores has
been made for Neyveli Lignite Cor-
poration for a new lignite lased
power plam with a capacity of 200
MW.

36. After taking into aceount ithe
feasfbility of rephasing the expemsimn
» programmes of the Bhilai and Bokaro
complexes, s budgetary atlocation of
'Ra. 811 crores Mas Been muiile for stoel
Yas compared with Rs. 403 ‘¢fores in
1976-717.
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57. The Dudgetary allocation fer
trangpost and communiostigns: will be
Rs:. 651 crores, of which Rs. 302 ernres
will be for the Railways whichi have
Pian outlay of R& 480 crores. - A pro-’
vision of Rs. 10 crores has been made
for mretropolitan transport projeeis, of
witich Re: 8.6 crores is for the Mass
Rapid Transit Project of Calcutta. A
part of the Sixth Corridor Projeet for
rapid mass fransit system in Bombay
has also been sanctioned.

58. The Plan for comr.unications;
including Posts and Telegraphs, has
been modified t¢ take into account
the priority requirements of rural
areas. Accordingly. an a<ditional outlay
of Rs. 10 crores has been provided for
opening more post offices and extesn-
sion of telephone and telegraph faci-
lities in rural areas.

59. It is our belief that khadi and
village industries, if they are properly
organised and supported, are capable
of generating employment on a large
scale, A provision of Rs. 35 crores
has been made for these programmes.
in the Plan, with the understanding
that more funds will be allocated, if
required. It is expected that the sche-
mes in view wiii provide employment.
for about 25 lakh persons.

60. An outlay of Rs. 20 crores is pro-
vided for hadloom and Rs. 4 crores
for serteulture which is a substant.al
step up over last year. These addi-
tional outlays have been made with &
view to giving a fillip to these rural
and labour intensive industries.

61. Taking into account the expen-
diture both on Plan and non-Plam
counts and the estimated receipts at
existing levels of taxation, the Budget
for the current year shows a deficit
of Rs. 202 crores.

Dmzcr Taxes
62. 1 shall now asddress myself to

he tssk of formulsting proposaly- for
covering ' the "defieit to the ~edtant

[ el

' feagMle.

[~
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168. The proposals, in so far &s
direct taxes are concerned, which I
am presepting before yow, are Jdesig-
ned” to Increase corporate savings,
channel more funds into productive
investment, accelerate the pace of
investment, auelerate the pace of
time, strengthen the redistribitive

role that direct taxes, to my mind-

must be made to play.

64. In so far as indirect taxes are
concerned, I have endeavoured 1o
ensure that my proposals do not .m-
pinge on the necessities of life. I'here,
I have sought to raise resources, in
the main, from the less essential or
luxury 11:ms, while giving relief to
some deserving sectors, and simplify-
ing and rationalizing the central ex-
cise tariff struciure generally.

65. In fulfilment of an assurance 1n
the Janata Party manifesto, I pro-
pose to provide that no income-tax
shall be payable by individuals and
Hindu undivided families whose tax-
able income does, pot exceed Rs.
10,000. In order, however, to keep
the sacrifice of revenue to the mini-
mum. the nil rate slab of income is
being retained at Rs. 8,000. Hence,
where the taxable income exceeds
Rs. 10,000, the excess over Rs. 8,000
will be charged to tax as at present
subject to the grant of marginal re-
lief in cases where the taxable in-
come exceeds Rs. 10,000 by a small
margin.

66. 1 do not propose to make any
change in the basic rates of income-
tax. However, in view of the m-
perative need to raise additional re-
sources, 1 propose to increase the 1ate
of surcharge on income-tax in the
case of all categories of taxpayers,
except companies, from 10 per cent.
to 15 per cent. With the increase in
the rate of surcharge, the maximum
marginal rate of personal income-tax
will now be 69 per cent., as against
66 per cent. at present. :

67 It is my feédling that weulth-tax
ifates were PWluced in'the Budget of
978 tovs@n unjustifablé extént. :If
" this. ‘Gusentinl "o & Wenlth-
- fax ig'te ' ¥e ‘achieved, it must be: s0
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devised that while it does not Secome
oppressive and counter-productive, it
ddées have an effect on excessive #c-
cumulatioy of wea'th in individual
hands. In this view of the matter, 1
propose to raise the rates of wealth-
tax. The existing rate of half per cant.
will continue unchanged on the first
Rs. 2.5 lakhs of net wealth, but for
the higher slabs there will be an in-
c;gase’ of half a per cent over thé
existing rates, while in the highest
slab of over Rs. 15 lakhs, the new
rate will be three and a half per cent.
that is, an increase of one per cent,
over the existing rate. There will ke
corresponding changes in the rates
applicable to Hindu undivided fami-
lies having one or more members
with net wealth exceeding Rs. 1 lakh.
The new rate schedule will come :nto
force from the current assessment year
and will thus supersede the :hanges
made last year in the rate scheduie.
These changes will result in an addi-
tiona]l revenue of about Rs. 10 crores
in 1977-78,

68. As Hon'ble Members are aware,
Government have already dispensed
with the Compulsory Deposit Scheme
in its application to additional dear-
ness allowance as from 6th May, 1977.
Having regard, however, to the state
of the economy and the inflationary
pressures that exist, I propose to con-
tinue the Compulsory Deposit Scheme
for Income-tax Payers for another
two years.

69. With a view to stimulating in-
dustrial development and economic
growth, I consider it desirable to widen
the scope of the scheme of investment
allowance introduced last year. That
scheme has unfortunately not laid
down any well-defined and clear cri-
teria for selecting industries to which
the benefit of the concession was to
be extended. This made it difficult
to explain to those claiming eligibility
why some -industries had been given
the benefit, while it was denied to
otliers. Since there is @ need for en-

. coutaging generation of internal re-
. sovrces -for  finapeing  investment, 1
- eongidar it. best to extend- the scope of
- investment pllowance £o all industries
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except those which are engagad in
the manufacture of specified low prin-
rity 1téms such as cigarettes, cosme-
tics and alcoholic beverages. This
measure will be of great benefit {0
the economy.

70. In order ic promote scientific
and technological self-reliance, I pro-
pose to provide an incentive io the
wsers of technical know-how develop-
ed in our couniry. It ig accordingly
proposed to grant investment allow-
ance at the higher rate of 35 per cant.
on machinery and plant instailed for
the manufacture of any article made
in accordance with know-how deve-
loped in Government laboratories,
public sector companies and univer-
sities.

71. From the point of view of maxi-
mising expansion of industry, I can
see little merit in compelling closely-
held industrial companies to disiri-
bute a high percentage of their net
profits as dividends. I propose, there-
fore, to exempt such companies fromm
the requirement of compulsory dis-
tribution of dividends. I do not pro-
pose to extend this relief to all other
kinds of closely-held companies.

72. It is my belief that the present
structure of capital gains taxation
stands in the way of adequate mobi-
lity of investibie resources, and per-
petuates investment in low priority
assets. In this view, I am proposing
certain, ~changes in our existing
scheme of capital gains taxaiion.

(a) At present capital gains aris-
ing from the transfer of a capital
asset held by a taxpayer for a
period exceeding 60 months alone
are entitled to concessional tax
treatment. With a view to improv-
ing mobility, I propose to reduce
the Wolding period to 36 months,

(b) In respect of capital assets
acquired prior to the 1st of Janu-
ary, 1954, a tax-payer has the option
of adopting the fair market value

ol the asset on 1st January, 1954

JUNE 17, 1977

1977-78 400
in place of the actual cost of acqui-
sition. Determination of the fair
market value of a capital asset with
reference to a date more than 23
years ago presents practical diffi-
culties. Moreover, capital gain aris-
ing from the transfer of assets held
over a length of time is, in a world
of rapid and continuing inflation,
to a great extent illusory in nature.
On the whole, therefore, it seems
to me desirable tg advance the
notional date by 10 years, namely,
to 1st of January, 1964.

(c) Capital gains tax ig payablz
on the sale of a residential house.
The existing law provides that if
another residential house is either
purchased or constructed within a

specified time, then the capital gains

can be wholly or partially axemp-
ted depending upon the amount of
capital gains utilised on the new
residential house. Similar conces-
sions are not available in respect of
capital gains arising from sale of
agsets, such ag jewellery or shaves.
I see no reason for drawing such a
distinction. Accordingly, I propose
to exempt the capital gains from
tax, if the sale proceeds of any asset
are reinvested within six months in
shares, bank deposits, units of the
Unit Trust or other preferred assets.
In order to prevent mbuse of this
concession, it is required thgt the
assets in which the sale proceeds
have been reinvested are helg for a
period of not less than three years.

73. Sickness among industrial
undertakings is a matter of grave
national concern, Closure of any
sizeable manufacturing unit in any
industry entails social costs in terms
of loss of production and employ-
ment, and also waste of valuable
capital assets. Experience has shown
that taking over of such unitg by
Government ig not always the most
satisfactory or the most economical
solution. A more effective course
would be to facilitate the voluntary
amalgamation of gick industrial units
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with sound ones by providing certain
incentives and by removing impedi-
ments in the way of such amalgama-
tion. It is accordingly proposed to
provide that where an gmalgamation
is accepted by the Central Govern-
ment to be in public interest, the
accumulated losses and unabsorbed
depreciation of the amalgamating
company will be allowed to be carried
forward and get off in the hands of
the amalgamated company.

74. With a view to encouraging
companies to involve themselveg in
the work of rural welfare and uplift,
I propose to provide that expenditure
incurred by them on approved pro-
grammeg of rural development will
be allowed to be deducted in com-
puting thejr taxable profits,

75. In order to give a direct sti-
mulus for the setting up of small-
scale industrial undertakings in rural
urcas, I intend to accord preferen-
tial tax treatment to industries which
are get up in such areas, and which
begin their manufacturing activity
after 30th June, 1977. Such industrial
undertakingg will be entitled to a
deduction in the computation of their
taxable profits of an amount equal to
20 per cent, of the profits. The con-
cession will be gqvailable for each of
ten years commencing from the year
in which the undertaking begins its
manufacturing activities.

76. Under a provision made last
year, companies were given the option,
instcad of paying 5 per cent. sur-
charge on income-tax, to deposit an
equivalent amount with the Industrial
Development Bank of India for a
period of five years. I propose for a
withdraw this option, The Budget
accordingly takes credit for an addi-
tional tax receipt of Rs. 56 crores on
thig account.

77. The amount of donationg for
charitable purposes qualifying for tax
exemption js limited to 10 per cent,
of the gross total income of the donor,
subject further to a monetary ceiling
of Rs. 2 lakhs. It is felt that this ceiling
is unduly rvestrictive and only dis-
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courages more liberal donations to
deserving charities. I propose accord-
ingly that the monetary ceiling be
raised from Rs, 3 lakhs to Rs, 5 lakhs.

78. Fifty per cent. of the remunera-
tion receiveq by Indian technicians
from a foreign Government or.a
foreign enterprise for services render-
ed outsidg India is exempt from
income-tax. We cannot justifiably
deny this concession when the em-
ployer happens to be an Indian con-
cern. I propose accordingly to enlarge
the scope of this concession to cover
Indian technicians employed by Indian
concerns in any branch or office out-
Side India.

79. Deduction of tax from small
dividends hag been a source of con-
siderable hardship to a large number,
of small investors in joint stck com-
panies. With a view to avoiding
inconvenience to such investors, and in
particular to investorg from rural
areas, the requirement of deduction
of tax at source from dividends will
be waived in cases where the dividend
pand does not exceed Rs. 250.

80. Under a provision made by the
Taxation Laws (Amendment) Act,
1975, charitable or religious trusts and
institutions are required to invest
their funds in certain forms and modes
specified in the Income-tax Act. Any
trust or institution which does not
conform to the prescribed pattern of
investment in any accounting year
commencing on or after 1st April,
1978, would lose exemption from in-
come-tax. Having regard to practical
difficulties involved and to ensure a
more orderly change-over in their
pattern of investment in the line with
the new provisions, the date for
change-over to the new investment
pattern is proposed to be extended by
three years, i.e, from 1st April, 1978
to 1st April, 1981.

81. I have taken credit for increas-
ing the surcharge on income-tax and
increasing the rates of wealth-tax.
The losg of revenue involved in exem-
pting individuals, Hindu undivided
families, etc. with an annual income
up to Rs. 10,000 has also been taken
note of. The overall effect of all the
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direct tax propossls would be a gain
to the Centre’'s revenue of Rs. 92

crores in the current year.

82. As HondDle Membérs are aware,
the direct taxeg statates have become
incredsingly complicated and incom-
prehensible over the - years. It is,
therefore, necessary to take immediate
action for the simplification and
rationalisation of these laws with a
view to muking them readily intelligi.
ble to the taxpayers, reducing litiga-
tion, and, thus, subserving the interest
of the national economy. It js also
necessary to examine ways and means
of improving the administration of
thege laws and expediting assessment,
appellate and other proceedings under
these laws. It has, therefore, been
decided to appoint a Committee of
eminent experts to make pepommenda.
tions for the simplification and_ratio-
nalisation of the direct tax laws. It
is my intention to ask the Committee
to submit its report before the end

of the year.
INDIRECT TAXES

83. Now 1 come to my proposals
with regard to indirect taxes. My
proposalg concerning central excise
fall into three categories, the first re-
lates to proposals for raising additio-
nal resources, the second to reduction
or abolition of excise duties, and the
last set of proposals seeks to rationa-
lise and simplify the duty structure.

84. A 10 per cent excise duty js pro.
posed to be levied on the following
five items: (i) hand tools, and small
tools not already excisable,  (ii)
weighing machines and weigh bridges,
(iii) watches, clocks and time-pieces,
(iv) electric light fittings and  (v)
polishes for footwear, metals, cars,

etc. It is also proposed to levy an

excise duty of 12 per cent on acety-
Jene gas. Small scale manufacturers of

‘hand toals and small tools, electric
-Jight fittings and polishes, wn:.‘ how-
&—.0‘ . & "d“l/ -h Ly . -~ .' 'Jll |‘

Jeviey are expected to yleld a reveduc
of 1 crores in a year. S

" JURE 117, 157

in 1975, af an
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85. As Hon'ble Membérg dre aware,
, a8 ’ mreasure,
8 1 pér tent generdl extise ‘duty was
Tevied on comfmo@lities which diq not
attract excise dutfes uhder any specific

"heads. The experiment has succeeded

in the sense that without imposing
any undue burden or harassment we
were able to collect an appreciable
sum 6f money, neémély Rs. 37 crores.
When we stand in need of gdditional
resources, it seems eminently suitable
to raise this rate to 2 per cent. In
order to minimise the cascading effect,
a set off will be given where these
goods go into the manufacture of other
goods that are themselves excisable,

86. Realising that under this excise
head fail a large number of srpall
units producing g variety of goods I
have provided that no duty will be
levied on any unit whose annual turn
over does not exceed Rs 30 lakhs.
This will replace the existing exemp-
tion based on the number of workers.
1 am also exempting all non-power
operated units from this levy.

87. Further, small newspapers have
already been exempted from thig levy.
It is now proposed to extend this
exemption to medium newspapers
also. The big newspapers will conti-
nue to pay duty at the existing rate
of 1 per cent.

88. The net additional yield from
this group of proposals jg expecteq to
be of the order of Rs. 30 crores in a
year.

80. I now come to the hardy annual,
namely tobacco products. At present
the rate of ad valorem duty on ciga-
rettes increases as the value of ciga-
rettes goes np. The progression in
the existing retes is now proposed to
be raised. In regard to branded biris
it is proposed to raise the existing
duty of rupee one per thousand to
Tupées two per thousand. These levies
are eéstimated’ to yield an gdditional
révenue of Rs. 45 créres in o pear.

90, The :present- system of taxing
cinematograph films i bageg primarily
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-on the length and the nature of the

' im, ind the number of prints. I in-
tend changing the basis and adopting
-the value criterion, the revised duty
being 10 per cent ad valorem. This
is a much fairer criterion.

81. The present gpecific rates of
duty on pigments, paints, enamels,
varnishes etc. are proposed to be re-
placed by ad valorem rates. These are
being s0 adjusted that the duty on the
high cost items such as oil-bound
paints, enamels, plastic emulsions and
varnishes will increase by about 5 per
cent generally, while that on the chea.
per items like blacks and dry discem-
per will remain more or lesg unchang.
ed. These changes are estimated to
yield Rs. 4.8 crores in 3 year.

92. The excise duty on motor vehi-
cleg is also being raised. The rate of
duty on motor cars is to go up by 2}
per cent to 174 per cent. Similarly.
the rate of duty on two-wheeler and
three-wheeler motor vehicles is pro-
posed to be raised from 9 per cent to
12} per cent. Since I propose simulta-
neously to exempt from excise duty
tyres, tubes and batteries supplied as
original equipment, the net increase
in duty for the two and three wheelers
will be about 2} per cent. These
changes will yield a net revenue of
Rs. 5.1 crores annually.

93. I come now to proposals for re-
duction or abolition of excise duties.
The first industry to benefit is the
handloom. At prescnt only cotton
yarn supplied in straight reel hanks
is exempt from excise duty. It is
now proposed to exempt also cotton
yarn in cross reel hanks up to 20s
counts. It is also proposed to exempt
cotton yarn of higher counts in cross
reel hanks to the extent of 30 paise
per kilogeam. Further, I propose to
extend similar corcesstons: in réspeéct
of viscese' ¥pun yarn, becsuse the
bendioony seotor is now cowsuming
.pubstantie] guantities--of’ that yurm.
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94. The next beneficiary g the.
powerloom sector. I propose to exe-

.mpt it from the existing compounded

excise levy. This will free “about
80,000 powerloom licensees from eX~-
cise control.

95. Handloom ang powerloom fab- .
rics Have to pay excise duty when
they are subjected to various fin'shing
processes, but an exemption is given
if bleaching, dyeing and printing is.
done without the aid of power. It is
now proposed to extend this conces-
sion to all other types of processing,
such as stentering and mercerising
done without the aid of power.

96. The yarn crimping industry is to-
day suffering from excess capacity
and the difference in price between
crimped yarn and base yarn cannot
sustain the present rate of duty. It
is, therefore, proposed to reduce the
duty on crimpzad yarn from Rs. 10 per
kilogram to Rs. 5 per kilogram,

97. 1 propose to reduce the duty on.
power driven pumps used for pumping
water from 10 per cent to 5 per cent
and to exempt power tillers from the
general excise levy. Both these con-
cessions will be of particuiar value to
smal] farmers.

98. Small paper mills have been pas--
sing through difficult times—a few of
them have even closed down. I, there-
fore, propose to reduce the duty levi-
able on paper produced by these mills,
the relief varying on a graded basis
from 75 per cent to 50 per cent of the
excise duty leviable, dependent upon
the installed capacity of the mill. This
concession will be subject to the use
of non-conventional raw materials and
waste paper to the extent of at least
50 per cent, Even larger paper mills-
if they use non-conventional raw
materials to the extent of at least 50°
per cent will get a duty relief of 33-1/3?
per cent of the éxcise duty leviable.
This conceéssion is designed to conserve:
out fast dépleting tfimber resources..
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99. In the match industry, small cot-
tage units are finding it difficult to
compete successfully with the bigger
units. To help such of these units as
are members of registered cooperative
societies or are certified as such by the
Khadi and Village Industries Commis-
sion, 1 propose to double the existing
concession of 55 paise for a grosg of
match boxes. I need hardly say that
thege units have a large employment
potential.

100. Mini steel plants are also in
difficulties. Their position could be
improved if they were provided with
fresh mclting scrap from the main
steel plants without payment of excise
duty. I, therefore, propose to exempt
from excise duty the identifiable types
of fresh melting gcrap cleared from the
main steel plants as raw material for
the minj steel plants.

101. The revenue from electric in-
sulating tapes and slotted angies is
low and further, has to be collected
from a number of small producers. I,
therefore, prorose to delete these arti-
cles from the list of specific items in
the Central Excise Tarifl.

102. The production of boiled sweets,
toffees, candies, etc. has been going
down. Sugar, which is a basic raw
material, is already subjected to a high
excise duty as also are packaging paper
and containers used in the confectio-
nery industry. I, therefore, propose to
delete these ccnfectionery articles also
from the list of specific items in the
Central Excise Tariff.

103. Electronics ig one of our grow-
ing and promising industries, ang offerg
great scope for development in the
small gcale sector. The varioug con-
cessions that are proposed here are
designed to help the growth of that
sector. At present the duty on elec-
tronic items is on a varying basis,
some being specific and others ad
valorem. It is now proposed to make
the basis uniformly ad valorem. The
large manufacturers radios
ang transistor sets, tape recorders, tape
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recorder-cum.radios, stereos and hi-fl
musica] systemg will pay duty varying
from 15 per cent to 35 per cent. ad
valorem, depending on the item and
the ex-factory price, It is proposed
to give small manufacturers g uniform
concession of 15 per cent. ad valorem
in the rate of duty, that ig to say, the
corresponding rates of duty that they
will pay will vary from nil to 20 per
cent. ad valorem.

104. Experience has showpn that a
judiciously adjusted excise structure
acts ag g powerful incentive to manu-
facturers of electronic goods to reduce
their prices. We propose to continue
with this experiment further. In the
cage of T. V. sets the 5 per cent con-
cessiona] rate of excise duty will
henceforth be available only where the
ex-factory prite of a T.V. set with a
screen exceeding 36 centimeters is Rs.
1600 or less, instead of the existing
limit of Rs. 1800. In the case of tape
recorders, there will be a concessional
rate if the ex-factory price does not
exceed Rs. 500. For electronic cal-
culators too. there will be a conces-
sional rate for calculatorg if the ex-
factory price does not exceed Rs, 175.

105. T shall now expound my pro-
posals concerning rationalisation,. We
are at present collecting excige duty on
woollen yarn from a number of small
spinners. This has led to evasion and
other malpractices. It is, therefore,
proposed to replace the excise duty
leviable on woollen yarn by an in-
crease in the customs duty at the stage
of import of raw wool, waste wool and
rags. As regards wool tops also, with
a view to minimising evasion, it is
proposed to reduce the present rate of
excise duty of Rs. 10 per kg. to Rs. 5
per kg. and to make good the loss by
increasing the import duty on raw
wo0] guitably. Both these measures
should result in making fabrics using
indigenous wool cheaper.

108. Most steel re.rollers produce
bars, rods, angles, etc. which attract
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rollers to the ingot manufacturers,
namely, the main steel plants or the

nlinj steel plants.

107. The existing scheme of excise
duty on cotton yarn ig based on a
slab system where geveral countg are
grouped together, and provides for
sharp increases in the rates of duty
when the count of yarn increases from
one slab to another. This duty struc-
ture encourages under-spinning of
cotton in order to avoid payment of
duty at the higher rate and leads to
wasteful use of cotton. Evasion too
is not easy to check. To remove
these defects, a new schedule of rates
has been proposed where the duty
rises gradually with each unit increase
in the count of yarn. The new rates
include a duty of half a paisa per
count to enable Government to re-
coup the loss incurred by exempting
powerlooms and hand processors from
the excise duty, to which I have re-
ferred earlier. As a further measure
of rationalisation, viscose spun yarn
is proposed to be subjecteq to the
same rates of excise duty as cotton
yarn.

108. Last year, a system of ad
valorem rates for cotton fabrics was
introduced. The rates were, how-
ever, depenident on the count of the
yarn used in the fabric. To rationa-
lise the structure, 1 propose to adopt
the ad valorem system irrespective
of the count of the yarn and with a
high degree of progression built into
it. The new duty structure has been
8o devised as to yield approximately
the same revenue from cotton fabrics
and yarn as is collected at present
from these items taken together.

109. As regards the cloth produced
by powerlooms, jt will be exempt if
it is solq grey or is processed by hand
processor, but if it is processed by
independent power-operated proces-
sors, the rate of duty will be 50 per
cent. of the composite yarn and fab-
ric rate paid by the mill fabrics.

110. A major reform which is pro-
posed to be introduced relates to the
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nomenclature ang classification of
textile yarns and fabrics. Henceforth
yarn or fabric would ordinarily be
classified on the basis of the fibre
which predominates by weight. The
new system will be much simpler and
wil] remove many working difficulties.
Further, the blending of polyester
fibre up to one-sixth of the total fibre-
content will not change the classifica-
tion of the yarn. Thig should enable
the textile industry to use more pol-
yester fibre without attracting higher
duty on the yarn produced, and woulg
be in furtherance of a multi-fibre
policy which the Government is in
the process of evolving.

111. Pursuant to the Government's
acceptance of the recommendation of
the Sixth Finance Commission, from
1976-77 onwards, auxiliary duties of
excise have become shareab] with
the States in the same way gs basic
duties of excise. Thus, the justifica-
tion for levying auxiliary duties sepa-
rately has now disappeared. In order
to simplify the structure ang to elimi.
nate unnecessary calculations, I have
decided to merge the auxiliary duties
with the basic duties of excise.

112. 1 have also carried out 3 num-
ber of minor modifications in the
Central Excise Tariff, which I do not
propose to detail here. Full details
of these changes are, of course, given
in the Budget documents.

113. The total of the additional cen-
tral excise levies is estimated to yield
Rs. 1063 crores in a year. The total
cencessions given will mean a sacrifice
of Rs. 15.7 crores in a year. The net
yearly increase in ceniral excise levies
is thus estimated at Rs. 90.6 crores.
However, because of the transfer of
the duty on woollen yarn and wool
tops to imports, there will be a transfer
of Rs. 17 crores from Central Excise
head to Customs head, thus giving a
net increase of Rs. 73.6 crores under
the Central Excise h2ad. Of this, the
additional revenue accruing to the-
Centre in a year will be Rs. 53.8 crores,
while the States’ share will be Rs. 19.8
crores.
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_ 114. Fiually, I come to customs duties
in respect of which I have to submit
‘only ‘a few proposals. Indigenous pro-
duction of ‘watches does not fully
satisfy the domestic demand. As a
result, considerahle quantities of
foreign watches are known to be
"smuggled into the country. Govern-
ment have accordingly decided to make
gocd the deilciency still remaining Ly
“allowing the import of watches through
Hindustan Machine Tools Ltd. In
order that the indigenously manufac-
tured watches and imported watches
are available to the public at reason-
able prices I am reducing the import
" auty on watch parts and watches from
120 per cent. to 50 per cent. ad valorem

115. I am proposing also to reduce
the import duty on newsprint from
"5 per cent. to 24 per cent. ad valorem.

116. I would now make certain pro-
posals designed to sitmulate industrial
grcwth and to enhance the competitive-
ness of our industry, In order to
introduce a measure of competition, it
is proposed to allow the import of
certain selected items of capital goods
withcu! prior scritiny from ‘*he indi-
genous angle. At the same time. in
order to enable the Indian capital
gods industry to meet foreign com-
petition mcre effectivelv, 1 propose to
bring down the rate of impcer® duty on
copper wire bars used for the manu-
Facture cf certain larZer size:! elec-
trica] mo‘ers. generators and trans
formers from the existing level «f 45
per cent pius Rs. 5.600 per torne ‘¢ 40
per cent ad uvalorem. Similarly, the
rate of duly on cold rolled non-grain-
oriented sheets, alloy steel. tnol steel.
special steel. and high carbon steel is
also proposed to he brought down from
75 per cent to 40 per cent. Further,
stainless steel plates. sheets and strips
of 16 gauge and thicker which are
used in the manufacture Of capital
goods and which are to-day charged
to 120 per cent or 320 per cent dutly
depending on the gauge, are proposed
in future o be charged to 40 per cent
duty only. Utensil grade stainless steel
of 22 gauge and thinner, which to-day
‘attracts a duty of 320 per cent, will be
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charged to import duty at 120 per cemnt.
Varying rates of duty are proposed (o
be fixed for the intervening gauges,
taking into account the possibility of
re-rolling imported products. It is
estimated that the reduction in duties
on these copper and steel ilemg will
mean a revenue sacrifice of the order
of Rs. 36.25 crores at the existing level
of imports.

117. The eflect of the increases in
Customs dutieg proposed by me will
be an gdditional revenue of Rs. 15.9
crores in a year, The reliefs total
Rs. 37.7 crores in a year thus resulting
in a net reduction of Rs. 22.2 crores.
But taking into account the transfer
of Rs. 17 crores from the Central
Excise head to the Customs head, the
overall effect of the budget proposals
on Customs revenue will be a reduction
of Rs. 5.2 crores in a year.

118. Taking Union Excise duties and
Customs duties together, the net yield
for the Centre in a year will e Rs
48.6 crores. The yield during the re-
maining part of the current financial
yecr will be Rs 8.2 crores.

119 My proposals will vield. in all,
R:. 120 crores for the Centre in the
currant vear. The deficit of Rs 202
crores which I mentioned earlier will,
thus. he reduced to Rs. 72 crores. This
is a relatively smal! amount and is
unlikely t0 have anv inflationary eflect.

CONCLUSION

120. Vith this I have come to the
end of my labours. My aim in this
budget is to stimulate the economy
into achicving a higher rate of growth
of output and employment, and simul-
taneously to ensure that the fruits of
economic progress gre as widespread
as possible. The emohasis on invest-
ment in agriculture, small and village
industries and rural infrastructure is
designed to achieve tkese objectives.
My tax proposals seek to enlarge the
pool of national savings while streng-
thening the role of taxation in reducing
disparities of income and wealth. I
have taken special care to widen op-
portunities for the small man—be he
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.a farmer, an artisan or a technocrat.
It would be futile to pretend that we
can achieve at one siroke the full uti-
! lization of the latent energies repre-
sented by cur vast human resources,
But a beginning has to he made. I
venture to think that this Budget
marks such a bpeginning.

121. My party has emphasised liberty.
But liberty does not mean freedom to
starve and freedom to feel unwanted.
‘Large-scale poverty and unemployment
degrade thogse who have to sufler them,
and debase those who tolerate them.
We owe it to ourselves to see that these
twin scourges are eradicated as quick-
ly as pessible. We have a long and a
difficult road ahead of us. But there
can be no doubt about our commitment
to our goals and ideals. I believe we
are on the right course, and this
Budget represents the first step, how-
ever small, in that direction.
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FINANCE (NO, 2) BILL, 1977% -

THE MINISTER OF FINANCE AND
REVENUE AND BANKING (SHRI
H. M. PATEL): Sir, I beg to move for
leave to introduce a Bill to give effect
to the financial proposals of the Cen-
tra] Government for the financial year
1977-178.

MR. SPEAKER: The question is:

“That leave be granted to intro-
duce a Bill to give effect to the fin-
ancial proposals of the Central Gov-
ernment for the financial year 1977-
78.”

The motion was adopted.

SHRI H. M. PATEL: Sir, I introducet
the Bill,

MR. SPEAKER: Now, the House
stands adjourned, We meet again
tomorrow at 11 a.m.

18.20 hs.

The Lok Subha then adjourned till
Eleren ot the Clock on Saturday, June
18. 1977/ Jyaistha 28, 1899 (Saka).

‘Publish\ed in Gazette of India Extraordinary, Part II, Section 2,

dated 17-6-77.

tIntroduced with recommendation of the Vice-President acting as Presi-

dent.
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