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tur the way in wluch they planned
and executed the movement of s0
many traing to carry the troops into
Goa and get Goa into our hands.

" Mr. dm The House stands ad-
journed’and shall 'se-mssemble at
5 O'cock to listen to the speech of the
Finance Minister.

u‘.’a s,

'I'be ok Sabha then adjourned till
Suwuem Hours. -

—e

The Lok Sabha reassembled at
’Seve'}teen honrs.

{Mr. SeEAKxR in the Chair]

"GENERAL BUDGET, 1962-63

Mr, Speakor: The Finance Minister.

The Minister of Finance (Shri
Morarji Desat): Sir, a ‘little over a
month ago, T had presented in the
-lagt Session of the Second Lok Sabha
the statement of the estimated ''re-
ceipts and expenditure of the Govern-
ment of India for the year 1962-63
and obtained a vote on account. To-
day I rise to request this House to
consider and approve thesc estimates,
with a few small variations which I
shall explain later. for the year as a
whole.

2. When presenting the interim
Budget I had reviewed the economic
conditions in the year 1961-62. I
had referred 10 the sizable increases
in production, both industrial and
agricultural, the restoration of a
meagure of stability in the price level,
the favourable trends in external aid
for the fulfilment of our plan as well
as the seripusness of our foreign
exchange gsituation. It is not my
intention to. cover the same ground
again as there is relatively little that
is new which I can add to what I said
in sy Budget Speech last month and
to what has been stated more fully
in the FEceonomic Survey, both of
M are beipg circulated with the
m meu iodxy
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3. For more than a decade now,
economic policy in the counmtry has
been geared to the implementation
of successive Five-Year Plans of
development. In retrospect, the First
Five-Year Plan seems to have boen
a modest affair, but it laid the foua-
dation of further effort. We lautich-
edonabxuerandboldermv‘m
me in our Second Plan with ?u
emphasiz on the development of bo.qe
and heavy industries. Though'
faced many difficulties—particu
foreign exchange difficulties—in d.s
implementation, there is no doubt
that the Indian economy has emefzed
greatly strengthened by it Indeed
the success of our efforts seems to
have led to a world-wide recognition
of the value of planning as an insfru-
ment for the uplift of the less-deve-
loped countries. -

4. Our Third Plan, which was
launched a year ago, aims at raising
our national income in real terms by
some 30 per cent over the five years.
It also has to take us appreciably
closer to thc objective of a self-
generating economy which can con-
tinue to devclop at u satisfactory raje
without cxternal aid. The Plaa
envisages an outlay of Rs. 7500 crores
in the public sector. This. figure. is
about two-thinds higher than the
corresponding one for the Sccond
Plan. The total investment of Rs.
10,400 crores that we scek to achicve
during the Third Plan equals the
actua) investment undertaken du-
ring the first two Plan periods put
together, Even with this increase in
the size of our Plan, w¢ ave unable
to accommodate all the legitimate
aspirations of our people for morae
schools and roads, for moc
power and drinking water, for more
transport and employment opportu-
nities. Many worthwhile and desi-
rable projects, both public and pri-
vate, cannot be taken up because we
could not make provision for them
in our Plan for lack of resources. 1t
is, thercfore, of the greatest import-
ance thet we should do everything
possible to mobilise and harness the
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‘esources Which will belp ug to reach

T goa],s that we, as a nation, have
;at for ourselves.

. -5, The most critical shortage which
.we face apd which operates &8s a
yoajor limjting factor in  everythjng

shat we do is of external resources.

Jhe Ecdnemic. Survey has, dwelt at
length on our difficult foreign ex-

change position duripg the first year

of g¢he Third Plan. Despite the avail-

ability of substantial exiernal assis-

tance ang the assurance of aid to

cover a large part of our project re-

quirements, the ways and means posi-

tion in regard to foreign exchange

.remains acutely difficult. Our fore-
ign exchange reserves have declined

to very low levels and the need for

conserving foreign exchange by the

=trictest watch on imports and by

. miting our demamnds within the re-
wources in sight is” greater than ever

-today. Beyond a point, however,
~eeconomy in imports of essential re-
-guirements becomes self-defeating in
that it inhibits domestic production,
raises prices, and in consequence,

jeads to a fall in exports. Further,
shortages in the key sectors cannot

but weaken and slow down our plan.
»

6. The assistance which we receive
from friendly countries and institu-
tions is therefore of critical import-
ance. At the same time, without belit-
tling in any way the value of this
assistance, we must recognise that
ultimately it is only through increas-
ing our cxports that we can find the
external resources for our develop-
ment and for repaying the loans and
credits which we receive. 1 shall
Jater outline some of the fiscal mea-
sures which 1 propose to adopt to
help our exports.

7. 1t is important t0 remember that
inereased exports and economy in
imports which are necessary in view
+# our foreign exchange situation
¥ust mean a restraint in domestic
consumption. A degree of control
over domestic consumption is implcit
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in oy effort to step up investruint
to substantially higher ledels than
wehaveaclnewedhthepqst. In the
ultimate analysis, it is ot money,
but men and.saterials which pay for
a Plan. The resources wo need may
be measured and expressed in terms
of money, but they represent in reality
the extent to which we can employ
current production £6F increasing our
productive capacity “in the future
rather than for meeting the needs of
current consumption,

8. Thus, our effort to provide re-
sources for the Plan, the exports to
earn the foreign exchange and “the
saving to provide the investment, in-
evitably lead to a measure of restraint
in current consumption. We can
achieve it somewhat painlessly
through voluntary savings. We can
do it with a certain sense of gocial
obligation ‘through taxes. Or we can
bring it about through an inflationary
rise in prices which hurtg the com-
mon man and henefits only the spe-
culators and proﬁteers.»

9. Al] savings strengthen our Plan,
whether they are large or smasll,
whether they are put in banks, or in
insurance policies, or in Government
securities, or in our Small Savings
Schemes, or in Provident Funds. If
the volume of savings is adequate, the
task of ensuring that they are allo-
cated between different sectors and
firlds of development according to the
priorities in our Plan shoulg@ not be
too difficult. By controlling non-Flan
investment, as well as through pro-
per fiscal and other policies, we can
channel the flow of savings into the
public sector and the private sector,
into industry and agriculture, into
transport and power, into edutation
and health, according to the poriori-
ties and allocations in the Plan. The
important thing, however, is to raise
the level of savings in the country to
an adequate level .

10. The banking system hﬁ
important role to play ' {n ﬁih.“'
couple of years ago, there had

f»s
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signs of a lack ‘of eonfidence, particu-
Jarly in- some of the, smaller banks.
I mmn happy to say that ag a result of
wvarious measures which we have
taken, including the scheme of depo-
sit insurance which came into force
at the beginning of this year, our
banking system  stands greatly
strengthencd, The Governor of the
Reserve Bank, wi'h whom 1 recently
discussed the matter, mentioned with
specia] satisfaction the fact that he
smaller banks will, in his judgment,
continue to play a useful and impor-
tant role in our economy. The State
Bank has been opening branches in
semi-urban and rural . areas. The
Reserve Bank is making special
efforts to facilitate the availability of
credit at low rates of interest to agri-
-culture.

‘11, Although considerable progress
has been made in all these directions
and bank deposits are steadily on the
increasé, the banking system does not
find it too easy to meet all the
demands for funds which are generat-
ed by our growing industries and
rising levels of production. It seems
to me desirable that industry in the
private sector should exercite a great.
er measure of restraint in relying on
pank finance. I say this not because
1 want to slow down the develop-
ment of the.private sector which is
as much a part of our Plan as the pub-
lic sector, but because private indus-
try has available to it another source
of finance which has, in the recent
past, become exceedingly important.
I refer to finance in the shape of equity
capital. There was g time when it
was difficult to get a new issue sub-
scribed and only big commercial houseg
could afford to set up major enterprises.
This situation is fast changing.
The public at large, even people with
modest incomes, are new investing in
shares, This {8 a healthy sign which
we must encourage. Government have,
therefore been encouraging existing
companies, which wish to branch into
new Unes of production, to start new
compenies, Further, in the floatation
of new companies, there should be the
maximum opportunity for public parti.
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cipation. It seems also desirable that
new companies should aim at raising
® letger proportion of the capital they
need through equity shares, rather
thap by loans, as they did in the past.
The pursuit of these policies will mean
that the owmership of private industry
wil] become more wide-based and the
concentration of economic power will
pe reduced. .

12. The banking system also provi-
des finance to the public sector, Apart
fror the investments which it makes
i (rovernment securitieg public sector
undertakings draw upon the banks to
meet their requirements of working
capital. Life insurance like banking is
«et, another source of finance for aur
development. The Life Insurance Cor-
pordtion is a major investor in' Gov-
ernfment securities. It also contribu-
tes to the development in the private
sector. It is making special -efforts to
popularise insurance in the rural areas
through its Janata Scheme and is using
Panchayats and Co-operative Societies
in order to spread insurance in the
vill#ges.

13- In the effort to mobllise savings
for the public sector, T attach the great-
est importance to the Small Savings
movement, During the Second Plan
period, the net collections from small
savings, including Prize Bonds,
ammounted to nearly Rs. 415 crores,
which was roughly 9 per cent of the
tots] outlay in thepublic sector in. tre
Second Plan. The Third Plan target
for net collections from small savings
is RS- 600 crores, We had, accordingly,
budgeted last year for 2 net collection
of Rs. 105 crores from small savings.
But judging from the progress of col.
lectjons during the year, the revised
estimates presented last month came
down to Rs. 95 crores and 1 would not
rule out the possibility of actuals being
evep lower. Clearly, we shall have to
redouble our efforts to make the Small
Savings Scheme g success, particularly
in the rural areas, I would invite the
co-operation of every Member of this
House in this great task

14. The Government must, of course,
for its part, do a great deal too, We
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have 10 improve our selling arrange-
monts xg well as sarvice to the smuil
saver. We must devise new schemes
to suit hiz meeds, ' This 'is engaging
my urgent attention at the moment: I
can make onp wanouncement straight-
away., At present, contributiens to
Provident Fund and to lite insuratice
policies are, within certain limits, elk-
gible for a debate on inocone-tax,
However, for those who are not 'salar-
ied workers or wage-earners, there is
uwo scheme of Provident Fund. The
opportunity for life insurance is also
subject to medical checks, To make
available some kind of an arrangement
analogous to a Provident Fund for
people who are self-employed ang not
salaried workers, 1 propose to extend
angd modify the Cumulative Time
Deposit Scheme run by the Post Offices.
At.. present monthly deposits can be
made under the scheme for a period
of 5 or 10 years. We shall now intro-
duce, in oddition, a ‘15-year account
with & maximum monthly deposit limit
of Re. 300, The existing limit of a
maximum monthly deposit in a
10-year account will also be = raised
from Rs. 100 to Rs. 200 per month, At
the same time, the contributions made
to the 10 and 15 years accounts will
be allowed to earn a rebate of in-
cometax as in the case of life insur-
ance premia and contributions to re-
cognised Provident Funds and subject
to the same limits.

15. The Third Five-Year Plan lays
considerable emphasis on realising ade-
quate surpluses from public enterprises
ard envisages a contribution of Rs. 450
crores from this source in addition to
the sum of Rs. 100 crores to be raised
by the Railways. We must get an
adequate return on the vast amount of
capital we are investing in our rail-
ways, power plants, irrigation works,
fertiliser plants, steel plants and the
like. By making past mvestments pay
for future investments, the rate of
econamic grobwth can be accelerated,
This is the experience of all:countries
irregpective of whether they rely
muinly on the public or the private

syif v

sector for development The prlm.
sector in. India is ulready velying, tﬁ ‘
a considerable extent, on the plowgliing’
back: of ‘the profits shd ‘savings i "thé
corporate sector for-its expansion, - THe
public seé¢tor tnust do the same- Mit‘s
to'play’ @1 ‘'increasing sole in the
develdpment of our economy.' Thik
means not only efficient and econderi.
cal operation of public sector Mmﬂ,
but also: & ‘policy of charging w

fee or price for the services and Préd
ducts supplied by the public ‘secter!
Betterment lévies, water ratés, electrh-
city charges, railway freights and’ the
like cannot be detérmined on -the
philosophy of ‘no profit and no loss;
but on the consideration that all m&e
services and facilities' need to be et
larged and their users must pay'moie
for these things today in order that
there may be plenty of them tomorrow
and the day after, Our price policy
must ensure that investment in key
and basic mndustries earns a
enough return to make higher invest-
ment possible. Situations may, of
course, arise in which a certain indus-
try or a service needs to be subsidised.
But even subsidies can only be given
out of surpluses arising somewhere
else. Whenever we accept the need for
8 subsidy at any one place. we should
remember that it will call for biue_t:
surpluses elsewhere,

16. I should now like to give an
account of the budget estimates for
1962-83.

17. In the budget presented on 14th
March, 1962, the revenue receipts were
estimated at Rs, 1305'87 crores and
expenditure at Rs, 136% 38 crores, leav-
ing a deficit on revenue account of
Rs. 68.48 crores. As a result of the
changes that have since been made,
the revenue deficit, on the basis of
existing taxation, is now estimated to
go down to Rs. 6078 crores.

18, I should now like to explain
bﬁtﬂymmdtbemtmh-,
tions. "
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are really a
m dor grants following the
recent recrganisation of certain Minis-
tries and which bave been: peferred
to in the Memorandurg,-
ﬁwpemﬂvemmswhlckncmuntm
an increase in the eatimates of revenue
expenditure, The largesi of these is
on spcount of the increase in dearness
allowance. The last Pay Commisasion
had recommended that whenever the
working class consumer price index
remained, on an average, 10 points
above 115 for a period of 12 months,
Goyernment should review the ques-
tion -of increasing the dearness allow-
ance. As this condition was satisfied
during the period November 1860 to
October 1961, it has been decided to
intrease the dearness allowance of
employess drawing basic pay below
Rs. 400 per month,. The increage will
range between Rs. 5 and Rs. 10 with
suitable marginal adjustments and
will be given with retrospective effect
from lat November 1861 As this
decision was taken only a few days
ago, it has not been possible to work
out the additional requirements under
each Demand. Accordingly, a lump
provision of Rs. 7,88 crores has been
included as a miscellaneous item in a
single Demand which will be surren-
dered at the end of the year and the
Ministriss ' will be expected to go in
for supplementary grants, to the extent
necessary, during the course of the
year.

20. I have already referred to the
importance of increasing our export
earnings The promotion of sales
abroad is a costly business. Apart
from the expenditure on staff which
Government employ, both at home
and abroad, for this purpose and the
money which they spend on partici-
Pation in fairs and exhibitions abroad,
industry itself must spenq a great
deal more for this purpose, and be
prepared oceasionslly to incur a loss.
In dpserving cases, it may be neces-
ury for Government to provide finan-
cial”

‘amiistaice to industries when'

%mhmmmtomryme
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whole burden of promotion thens
seives. It mdy also be neocessery to
make granis to organisations set up.
by Government or industry for pro-
moting éxports. I am, therefore, pro-
viding a suth of Rs. 1 crore for ex-
port promotion and development.

21, The Government of India have
been examining for some time now
the difficulties experienced by indus-
tries located at great distances from
the coal fields—more particularly
industries in the southern and westarm
regions—in obtaining adequate sup-
plies of coal. In addition to the maa-
gures already taken for stepping wup
the movement of coal by sea to thewe:
regions, we have now decided to make
available additional import of furnace
oil, to the extent possible, with our
limited foreign exchange resources.
To facilitate the use of furnace oil by
industries located at some distanoe
from’ the ports. we propose to make a
reduction in the cost of transport of
the furnace oil from the ports to the
points of consumption. The arrange-
ment briefly wil) be that in accepting
consignments of furnace oil from varie
ous porls, the railways will recover
from the consignor or the consignee,
as the case may be, only hall the
freight charges which are leviable in
accordance with the normal tari®
rateg in force ai the time of bdoking,
subject, however, to the net minimum
charge in force at the time. The diffe-
rence between the amount recovered
from the consignor or the consignee
and the ull freight applicable wi}l be
made gond to the railways by a sub-
sidy. A provision of Rs. 25 lakhg is
being made for this purpose.

22, An additional provision of Rs, 89
lakhs has been made to accommodate
the propusals approved after the
earlier ¢stimates were framed mainly
for the purchase of stores and equip-
ment required by the Survey of India,

28. Lastly, the estimates of Defence
Services show an increase of Rs. %%
crores on account of the decision Yo
revise the pay scale of Service Officess
with retrospective effect from m
Apﬂl 1880.
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24. Ag against this incresse in esti-
mates of revenue expenditure, I pro-
pose to transfer Rs, 15 crores from the
profits on coinage operations outstand-
ing under suspense. Prior to 1958-57,
the net profit on coins put into cir-
oulation representing the difference
between their face value and the cost
-of 'their metallic content, was kept
under a suspense head, the transfer to
revenue being limited to the net

" .expenditure in the year on the running
of the Mintg plus a stabilised credit
-of Rs. 45 lakhs. This arrangement
was revised in consultation with the
-Comptroiler and  Auditor--General
angd with effect from 1966-57, the
actual profits on coinage and loss on
destruction of uncurrent coins are
adjusted directly as revenue or
expenditure. The amount outstand-
tng under the suspense head was
intended to be utlised as a deficit
meutralisation reserve and accordingly.
a sum of Rs. 10 crores was transferred
to revenue in each of the year 19569-60
ang 1980-61. The balance at credit
under the suspens head at present is
-a little over Rs. 47 crores and 1 feel
it would be reasonable to transfer
Rs. 156 crores from the suspense head
to revenue receipts. After taking
this transfer into account, the re-
venue deficit will go down by Rs. 268
crores.

25. On Capital account, the esti-
mates presented last month provided
for an expenditure of Rs. 1188 crores
for Capital expenditure, including
loans to State Governments and other
parties. The loan requirements of
Hindustan Aircraft Limited have since
reduced from Rs. 2.5 crores to Rs. 1
crore, but this saying will be offset
by an increase of Rs. 1.5 crores in the
Defence Capital Outlay. In addition,
a sum of Rs. 95 lakhs is required for
the purchase of bonds of the value of

2 million dollars to be floated by the
Umted Nationg  Organisation, The
original estimates ‘had provided for a
loan. of Rs. 9.88 orores to the Rail-
way Development Fund from the
General Revenues which the Rail-
ways would not now be requiring.
After taking into account the effect of

APRIL 28, 1962
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the trunsfer 'of profita on ¢olhage; e
Capitil budget will show a deterioen-
tion of Rs. 8.07 crores which will be
counterbalanced to the extenmt of
Rs, 2688 crores by the improvément in
the Revenue budget. ‘In the net, the
overall deficit will incresse from Rs.
147 crores estimated last month ‘to
Rs. 150 crores.

26, I come now to my taxation pro-
posals. Before I refer to them, may I
repeat what I have stresseq from time
to time that taxation policy no longer
serves the sole objective of raising
vesources for the exchequer. In a
/planmed economy, it must also Ferve

-the wider objectives of augmenting

savings, promoting exports. of bringing
about a better balance between the
supply and demand for individual
commodities and indeed of social jus-
tice in distributing the rewards and
sacrifices implicit in planned progress.
Further, all these objectives have to
be reconciled with an eye not only
to the immediate future but also to
the long-term perspective we have
kept before ourselves. No less impor-
tant a consideration is that the
administration of the tax laws should
cause the minimum of vexation both
to the tax payer and to the tax coliec-
tor and one thing that should not be
taxed is people's patience.

Corporation and Incom-taxes

27. 1 shall begin with the direct
taxes. 1 propose to increase the rate
of tax on Indian companies from 45
per cent to 50 per cent while the rate
of tax on foreign companies will
continue at 63 per cent generally.
For this purpose, the rate of income-
tax applicable to all companies is
being raised from 20 per cent to 25 per
cent, the rates of super-tax bdeing
suitably adjusted. This will meen

against 45 per cent in the recent past.
1, however, propose to exclude ‘earn-
innﬁ':mexpoftsmmhmmﬂu
This iz necessury because pihoBt
margins on exporis m.mmvﬁ,v'
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low and we want to give every in-
ducement $o trade dnd industry tc
sell abroad.

23. It will be necessary, with the
increage in the level 'of corporation
tax, to make some reduction in inter-
Qorporale taxation because when one
company pays & dividend to another,
the same profit is liable to corporation
tax twice In -the case of Indian
companies, the rate including super-
iax applicable to dividends received
from Indian subsidiary companies
registered before 1-4-1961 will conti-
nue at 30 per cent, while that on
dividends received from all other
Indian companies wil] be reduceg to
*38 per cent. Indian companies in
-which the public are substantially
interested and whose income does not
exceed Rs, 25,000 w.l1 continue to get
‘a further concession of 8§ per cent. In
‘the case of foreign companies which
have not made the prescribed
arrangements for the declaration and
payment of dividends within India,
the rate applicable to dividends
received from Indian subsidiary
companies registered before 1, 4. 1861
‘will continue at 30 per cent; on
dividends received from a non-subsi-
diary Indian company registered
before 1. 4 1859, it will be reduced
from 63 per cent to 30 per cent while
on dividends received from other
Indian companies, it will be reduced
from 40 per cent to 35 per cent. As
a result of these changes, corporation
tax will yield an additional revenue
of Rs. 10.25 crores.

20. I also propose to tighten the
schedule of admissable entertainment
expenses introduced last year. Though
this will not bring any apprecisble
additional revenue, 1 expect it to
restrain conspicious entertainment at
company expense.

30. I have taken the opportunity
of yeviewing personal taxation of all
kinds. I have come - to the con-
siunsion that while the richer sections
of the community must pay more,
bere I8 room for some simplification
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and relief at particular points. Ae-
cordingly, it is proposed to revise
the schedule of rates of income-tax
and super-tax on individuals, Hindu
undivided” families and unregistered
firms. The income-tax payers form a
relatively well to do section of the
society. In a population of 443
millions, they are under g million and
thus are a microscopic group. It is
only natural that they should bear a
share of the tax burden in keeping
with thig privileged position, In this
context, rates of income-taxegy on
corresponding incomes in different
countries are often compared. This is,
however, not meaningful as conditions
Qiffer widely. In any case, proper
comparison can only be of the
incidence of total tax burden on
different groups with the same relative
position in each society.

81. In the revised rate structure of
income and super-tax the rate at the
highest slab will be 72:5 per cent
exclusive of the surcharges while the
rate on incomes below Rs. 5000 will
remain unchanged. The intermediate
slabs have been suitably adjusted to
secure an even increase in rate. Hon-
ourable members will recall that
various studies have stressed the fact
that at intermediate anq lower levels
of income, our tax rates are com-
paratively low but in view of the
limited span of income spread, they
rise steeply. While this is to an extent
inevitable in our circumstances, the
changes I have proposed will bring
about an improvement over the pre-
sent position.

382. I am conscious that income-tax
weighs a little more heavily on
salaried classes than on others. 1,
therefore, propose to reduce the sur-
charge on income-tax on salaries,
which also include pensions, from 5
per cent to 2-5 per cent leaving other
surcharges unchanged. The rate at
the highest slab inclusive of surcharg-
es will be 87 per cent. It is pro-
posed to raise the exemption limit for
Provident Fund contributions and
jnsurance prémia to Rs. 10,000. As I
have mentioned earlier, it is also Dro-
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»osed to liberalise and widen Cumula-
tive Time Deposit Scheme with the
benefit of income-tax exemption which
can be taken advantage of by dsif-
emiployed and uningurable 'persofis.
These measures will give some rellef
to individuals without reduting the
Fesources Available for develop\'nent.

338. It is also propoeed to revise the
structure of rates of tax on registered
firms by redueing the limit {or
exeshption, revising the number of
slabs.and the rates of tsix and having
higher rates for firms with M ‘or
mode partners. - o

84, All] these measures taken to-
gether are expected to yield annual
revenue of a little over Rs. 15 crores.

85. Capital gaing are already taxable
under our Income-tax Act. The inci-
dence is, however, restricted in the
case of non-company assessees to ‘n-
come-tax only, calculated jn the pre-
scribed manner. In an equitable
system of taxation, capitai gans
realised during a short period and
those not so realised require to be
treated differently. It is necessary to
secure broad cquity in the treatment
of different calegories of tax payers.
In a number of cases, it is not possible
to establish ccrtain incomeg as arising
out of business but they are nonethe-
less of a similar nature, Gains
realised through purchase and sale of
capital assets within a8 short period
fall in this category. I have proposed
that gains which result from disposal
of capita) assets within a period of one
vear from the date of acquisition shall
be made subject to income-tax and
super-tax like other ordinary incomes.
Capital gains for assessees other than
companies from assets held over a
period longer than one year will be
subject to income-tax at the rate of
25 per cent or at the rate applicable
as if they were short term gains.
whichever is less. Long term capital
guing of companies will continue to be
taxed at the rate of 30 per cent. This
wil] yield a revenue of Rs. 50 lakhs,
half of which is expected to be
realised from companies.
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Expenditure Tox

38. I propose to abolish the five wear-
old Expenditure Tax with effect from
e purrent year. When it wag fikro-
duced- in lm.hmmmn

tive -and would emable
of income-tax to Dbe
suitably. Experience has not. shown
this tp be the case. If the working
of this tax had shown some promising
results, it would have been worth
while to continue and even extend it;
but with the present experience, .-it
is considered best not to continug a
measure which, as a source of .eco-
nomic restraint, has been ineffective
and as a source oOf revenue, HR-'
attractive. The basic objectiveg .of
the tax have to be achieved in other
ways. This will mean a reduction in-
revenue of the order of Rs. '70 lghhs-
during 1962-63.

Wealth Tax

37. Tt is proposed to increase the:
Wealth Tax rates by :25 per cent and
:5 per cent on the two highest slabs.
and tp revise the slab structyre a
little. It ig also proposed to discemtl-
nue the exemption on shares hal’ in
new companies during the first Pve
years allowed at present undes
Wealth Tax Act. This is expecto& to
yield an additional revenue of . 8
crores per snnum.

38. The net effect of all the changes
in direct taxes in a full year wilFde
an incresse ‘'of R& 27:Z cropes<in .our
tevenue,
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' Union Excige Duties

$9. Turning to indirect taxes, it is
only natural that a major share should
come from the Union Excise duties.
1 propose to revise the rates of ex-
cise duty on unmanufactured tobacco
and cigarettes which would yield a
revenue of Rs. 5°28 crores in a full
yoar, While the genera] rates are
being increased by only small am-
ounts, it is proposed to re-classify
tobacco granule (rawa) in keeping
with its more general use and also
to re-group cigarette price slabs.

40. T also propose to revise the
general structure of duty on cotton
eloth and yarn. The present rates of
dutv on yarn are 10 and 15 naye
paise per kilogram. The incidence of
thig duty per metre of cloth is lesg on
superfine cloth as compared to coarse
cloth. This ig not an equitable posi-
tion, It is provosed to revise the
yarn rates in such a wayv as to achieve
a slight progression in the incidence
of tax according to the quality of
cloth, maintaining the present duty
on -oarse varn at 10 naye paise. The
differential of 10 nave paise per kilo~
gram in favour of yarn issued in
hanks will continue. It is also pro-
posed to step up the duty on process-
ing of cloth. keeping in view the im-
provement in quality and price of
cloth as a result of processing. Opera-
tions like mercerising. shrink proofing
and organdie processing substantially
enhance the quality as comnared to
bleaching. dveing and printing and
should attract relatively hicher rates
qf duty. With these twp aspects in
view and to secure that the common
man has not to make anvthing more
than a marginal adjustment in his
cloth bill on coarse and medium cloth

Which he normally uses, it is propos-

ed 1o reduce the duty on grey un-
ﬁhached cotton fabries. It i3 also
propoaed to place units with 50 or
more powerlaoms on the same foot-
. mposite milis. Rates of
: Jevy on powerloom units

%ith looms from B to 49 are also pro-
.Mhbemcre&sedsomzomdu-
ate the increase in benefit with the
weduction in size and to reduce the
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Discussion
incentive for splitting of units. Units
employing 4 looms or less will be ex-
empt. As a result of these changes,
the annual revenue from cotton cloth
and yarn will increase by Rs. 121
crores.

41. It has been found by experience
that match boxes of 50 sticks are
being sold at 6 naye paise a box. As
local taxes and conditions vary a
little, the actual price to a retail deal-
er so works out that in several areas
he cannot sell at 5 naye paise & box
without incurring a loss, whereas at
6 naye paise a box he makes an ex-
cessive profit. In view of thig, it is
proposed to revise the duiy fixed by
notification so as to wipe out this un-
intended margin, the statutary rates
remaining unchanged. Thig will yield
a revenue of Rs 199 crores per
annum.

42. It is proposed to convert the
duty on unpro-essed woollen, rayon
and art silk fabrics to a duty on yarn
and processing, so as to release the
powerlooms from excise control. The
loss in revenue will be made good
partly by an increase in duty on yarn
and partly by a duty on processed
fabrics. As a result of these changes,
only a small number of units will
need excise control in future. As a
fair quantity of yarn is imported,
these changes will result in a loss of
Rs. 50 lakhs in the revenue from ex-
cise duty but there will be a ner in-
crease in revenue of Rs. 1-16 crores
on account of increased countervail-
ing duty on yarn.

43. The present definition of patent
and proprietary medicines which
followed the Drugg Act has been
producing some anomalies. The
Drugs Act definition while suitable
for medical purposes excludes from
the scope of patent and proprietary
medicines quite a few preparations
which are sold under proprietary
nameg and marks ang are Dpriced
accordingly. I have, therefore, pro-
posed a more suitable definition. With
this widening of the definition I pro-
pose to reduce the inridence of tax
from 10 to 75 per cent by a notifica-
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ton and also to exempt totally cer-
tain highly essential drugs.

#4. It is also proposed o alter the
tariff item of asphalt and bitumen so
83 to include coal-tar, which is used
for similar purposes. Coal-tar burnt
in furnaces of plants producing it
will be exempted by notification. It
is also proposed to revise some of the
exemptions which have either out-
Jived their utility or have been found
to be open to abuse. It is proposed
to simplify the procedure for duty on
copper and other alloys for conveni-
ence of smaller manufactures, It is
also proposed to increase the duty on
aluminium foil by Rs. 100 per tonne in
order to discourage its internal con-
sumption which creates a demand for
the import of ingots. In order to
encourage export of tea, it is propos-
ed to increase the duty on loose tea
by 5 to 10 naye paise per kilogram
and to give a rebate of 15 naye paise
per kilogram on itg export.

45. These changes in the existing
excise duties will give a revenue of
Rs. 20°74 crores in a full year.

46. I also propose to levy excise
duty on some new items. It is pro-
posed to levy a duty on jute manu-
factures in order to restrict their in-
ternal consumption and to encourage
their exports. This will yicld a reve-
nue of Rs. 3:12 crores. 1t is also pro-
posed to levy an ad valorem duty of
5 to 7'5 per cent on certain iron and
steel products but to exempt wastages
arising in the manufacture of these
products from raw iron or steel. Net
revenue as a result of thig will be
Re. 6 crores. It is proposed to levy
a duty of 5 to 15 per cent on electric
cables and wires which will yield =&
revenue of Rs, 2:1 crores. It is pro-
posed to impose a duty on specific
acids and gases which will together
yield a revenue of Rs. 1-64 crores.
Other items on which I propose to
levy an excise duty are plywood at
the rate of 10 to 15 per cent, asbestos
cement products at the rate of 10 per
cent, tread rubber and latex foam
sponge at the rate of 20 per cent,
gramophones, gramophone parts and
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at rates varying from IS5 to 30 per
cent. These items will yield a reve-
nue of Rs. 2:30 crores. In the mink-
ral oil section I propose to add a
levy at 5 per cent on mineral oils and
mineral oil products not otherwise
specified. On the present production
this will bring in a revenue of Rs. 26
lakhs. The tota] revenue from the
fresh levies will be Rs. 15:'42 croves
in a full year.

Customs Duties

47. The changes in the ratez of ex-
cise duties and the imposition of fresh
duties 1 have just described will fleld
a revenue of Rs. 7'25 crores on the
Customs side {from countervailing
duties. .

48. 1 propose to in-rease import
duties on ebrtain iron and steel jtems
and on art silk yarn by 5 per cent.
This will yield a revenue of Rs. 2°16
crores. The main items affected by
the increase under iron and steel are
structures, fittings for pipes and tubes,
tin plates, steel ingots and manufac-
tures not otherwise specified. In the
case of tin plates, the increase will,
however, be only 2 per cent. I also
propose to impose an import duty of
25 per cent on stainless steel plates
and sheets and rods and bars. This
wil] yield a revenue of Rs. 80 lakhs.
Copra is subject to an import duty of
40 per cent standard and 30 per cent
preferential but by a notification they
have been reduced to 15 per cent
standard and 5 per cent preferential.
It is proposed to increase the notified
rates to 25 per cent and 15 per cent
which will sgtill be well within the
ceilings. It is found that as compared
to Indian copra, there is a substantial
price advantage in imported copra, It
is also proposed to increase the dufy
on certain types of tools, excluding
machine tools and agricultural im-
plements, from 35 per cent to 50 per
cent., This iz in line with certain in.
creases made last year. Thege twg
jtems will yield a revenue of Rs. 149
croreg in a full year. It is alse pro=
posed to rationalise duties on a fox

ar
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items which will yield a smal] reve-
nue of Rs. 7 lakhs only.

49, It is proposed to raise the rate
of import duty on cars from 100 to
160 per cent. The specific duty of
Rs. 6000 is, however, being done
away with so as not to discourage
import of .small or used cars in gen-
uine cases, Though there are no
regular imports of cars, some cars
continue to come into the oountry,
on Customs clearance permits. As
their number is small, their outside
value is high and when they are sold,
there are very large profits. The
proposed increase in duty will reduce
these profits and will make import of
cars a little less attractive. The reve-
nue from this will be about Rs. 23
lakhs.

50. Huving spoken so far about
increases, ] now refer to a substantial
reduction. I proposc to reduce the
export duty on tea from 44 naye paise
to 25 naye paise per kilogram. This
will mean a loss of revenue of Rs. 41
crores. Taken with the proposed
refund of excise duty of 15 naye paise
per kilogram, this should provide a
substantial incentive for export of tea.

.51, These proposals on indirect taxes
side will bring in a revenue of Rs. 44'5
crores in a full year. During 1962-63,
their effect will, however, be for 342
days that is to the extent of 93-7 per
cent.

Net effect of the propousal's

52. These changes in direct and
indirect taxation taken together will
bring in a revenue of Rs. 717 crores
in a full year, of which Rs. 445 crores
will ‘be from indirect taxation and
R 272 croces from direct taxation.
Both direct end indirect taxation thus
Dlay a:part in these proposals. Tais
Question 9f the respective roles of
direct and indirect taxation is being
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raised on a number of occasions.
There seems to be a feeling in some
quarters that whereas direct taxes
are progressive indirect taxes are
regressive in the sense that their inci-
dence falls more heavily on the poor
than on the rich. I am afraid this view
that indirect taxes are regressive ig
not correct in our conditions. Whe-
ther indirect taxes hit the poor more
than the rich or vice verss depends
upon the king of commodities that are
subjected to indirect taxes and the
rates at which they are taxed. No
onea would contend that excise duties
on automobiles, refrigerators and air-
conditioners, for example, hit the
poor. Quite a number of items in our
range of indirect taxes are such that
they impinge more heavily on the
upper middle and middle classes.
We had this whole question analysed
last year and our study shows that
indirect taxes in India have been pro-
gressive in their incidence. That is
to say, the higher the total expen-
diture of a family on an average, the
higher the proportion of the total
expenditure it pays in indirect taxes.
Not only that, but the degree of pro-
gression also was shown to  have
increased as more and more articles
not entering appreciably in common
man’ consumption were subjected to
excise duty.

53. Hon'ble Members would also
appreciate that in a country like India,
the income-tax cannot be a mass tax.
That would be administratively impos-
sible and indeed irksome to the vast
majority of the poorer people. At the
same time, we have to tax at least
to some extent even those who are
not covered by income-tax, for it
would be equally impossible to meet
all our requirements for both plan
and m)n-?lan expend‘tures without
mobilising a part of the incomes that
accrue to the poorer sections of ke
community. Undoubtedly, the r.cher
sections must carry an increasinaly
larger shere of taxation and poores
sectiong must benefit progressively
more through development. That is
part of our concept of a gocialist state.
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64. | am aware of the wide-spread
‘egire in this House and outside that
the impogition and enhancement of
excise duties should not leag to a
general increase in consumer prices.
In some cases. duties are imposed as
there is a large margin of profit and
it ig considered desirable to reduce
that. margin. In others, for example,
88 in the case of matches this year,
the duty is meant to take away the
unintended margins of middlemen. In
these cases. there should be no increase
in the price to the consumer. On
the other hand in a case like tthat of
patent and proprietary mediclnes,
where it is proposed to reduce the
duty. there should be a reduction in
prices. In the case of cloth a part of
the increase in the rates of duty on
yarn and processed fabrics can as well
‘be absorbed by the industry. The
duty on coarse and lower medium fab-
rics has been partisularly so adjusted
that there should be no increase in
the price of such cloth,

55. As regards the impact of these
duties on exports, I should like to
mention that it i: proposcd to give a
consolidate refund of excise duties
paid on the materials and interme-
diates used in the process of manu-
facture. There 1is, therefore, no
reason why excise duties should
impinge on export costs.

56. The taxation proposals out-
lined earlier woulq yield a total
¥evenue of Rs. 68.88 crores during
1962-63, Of this, a sum of Rs. 60.80
crores will accrue to the Centre and
the balance of Rs. 8.08 re; to the
Btates as their share a5 a result of the
recommendations of the Finance Com-
mission accepted by Government, This
share will go on increasing from year
1o year. ‘The manner in which these
gains to the States should be adjusted
in keeping with the overall require-
ments of the Centre and the States
for fulfiling their plans is under
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consideration., The Planning Cem-
mission intends to review sghortly the
financial position of the States during
the current year in consultation with
them.

Conclusion

§7. As a result of the tax proposals
I.have placed before this House, there
will be a net .accretion of Rs. 60.80
crores to the Centre during 1962-63.
This would completely wipe out~ the
revenue deficit. The over-all deficit
will consequently be reduced from
Rs, 150 crores to Rs 89 crores and
will be met by the expansion of
Treasury Bills.

58. 1 cannot say that I am happy
with the gap which still remains. Tt
is my hope that as in the past with
increased incomes and production and
with a tighter check on tax evasion
our iaxes will bring in more than we
are able to foresee at present. In this
context, I would emphasise that we
can no longer go along with out-
moded concept of taxation being
limited to what is needed to cover the
revenue component of the budget. In
the context of the major develop-
ment programmes on which the public
sector is engaged and having regard
to the possibilities and limitations of
borrowing from the market it is
essential that the revenue budget
should provide a gizeable surplus to
sustain a part of the capital budget.
In fact during the Second Five-Year
Plan we achieved a revenue surplus
of the order of Rs. 220 crores without
which the upwardq pull on the priece
level would have been far greater. In
putting forward my tax proposals,
therefore, 1 have paid greater heed to
the over-all target of taxation for the
Third Plan which ag the House
xware is Rs. 1100 crores. The "ad-
ditional taxation levied at the Cenure
iast year should yield a total of ddonit
Re. 450 crores over the Five-Year

»
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period. The taxes which I have pro-
oday will take us yet closer to
our goal of raising edequate resources
for our Plan. It is a matter of con-
cern to me that progress in regard to
additional taxation by the States has
been slow and in 1961-62 the State
Budgets provided for additional taxa-
tion with a five-year yield of about
Rs. 100 crores only as against the
target of Rs. 610 crores set in the
Plan, I would earnestly request all
State Governments to ensure that this
short fall is made up with speed and
vigour.

General Budget 602

59. Higher levels of taxation no
doubt impose & burden of sacrifice on
our people. The point to remember
is that there are only two alternstives
to such taxation—inflation or stagna-
tion. Without the requisite tax
effort we would have to face either
an upsurge of prices which would
impose a much bigger and much less
equitable burden on the Community
or a prolongation of our poverty dus
io a slowing down of our develop-
ment. It is against this background
that I would ask the House to consi-
der and support my budget proposals.
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6os  Finance Bill

Mr. Speaker: Hon. Members will
get their Buxiget pmpers as they go
to the Lobbies.

FINANCE (NO. 2) BILL®, 1062

The Minister of Finance (8hri
Morarji Desal): I beg to move for
leave tp introduce a Bfll to give effect
to the financial preposals of the Cen-
ral Government for the financial year
1962-68.

Mr. Speaker: The question is:

“That leave be granted to in-
troduce a Bill to give effect to

VAISAKHA 3,

1884 (SAKA) Finance Bill 606
the financia! proposals of the Cen-
tral Government for the financial
year 1962-88",

The motion was adopted,

Shri Morarji Desai: I introduce} the
Bill.

17.58 hrs.

The Lok Sabha then edjourned till
Eleven of the Cloek on Tuesday,
April 24, 1982/Vaisakha 4, 1884
(Saka).

*Published in the Gazette of India Extraordinary Part IL—Section 2,

dated 23.4.62.

fintroduced with the recommendation of the President.



