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ORAL ANSWERS TO QUESTIONS

Proposal to scrap sales tax

-r
*81. SHRI SHANKA11SINHJI 

VAGHELA:

SHRI  KACHARULAL  HEM- 
RAU JAIN:

Wxl] the Minister of FINANCE be 
pleased to state:

(a)  whether the Janata Party had 
at the time of  Parliamentary  elec- 
1i®ns, promised in it', manifesto  that 
jt would scrap the sales tax and  in
stead provide some other tax system;

<b) whether the  Finance Minister 
has since had any talks with the State 
Ministers about this issue; and

(c) the outcome of these talks and 
■when it is proposed to scrap the .Jules 
tax and instead impose further excise 
duty?

THE  MINISTER  OF  FINANCE 
(SHRI H. M. PATEL): (a) to (c). The 
election  manifesto  of the  Janata 
Party stated that the  Janata Party 

considers it desirable to replace sales 
tax with  appropriate excise duties 

coupled with a formula which  would 
ensure that the States derive steadi

ly increasing shares  from the total

collections, thus maintaining the ele
ment of elasticity that is today being 
provided by sales tax.  Sales tax  is 
primarily a State levy under the Con** 

situation and it is necessary, therefore, 
to persuade all State Governments to 
agree to the proposal to allow  sales 
tax to be replaced by excise duties. 
This task has been undertaken  and 

I have already had a brief preliminary 
exchange of views with Chief Finance 
Ministers of 14 States.  All the Chief/ 
Finance Ministers have stressed  the 
fact that sales tax constitutes a large 

proportion of the total state tax re
venue and is an expanding and elastic 
source of income and it has to be en

sured that the State  does  not  lose 
financially now as well as in future. 

Chief Ministers indicated that  they 

would send their detailed and formal 
reaction to the proposal in due course 

of time.  Their reactions are await
ed.
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SHRI H. M. PATEL:  As I  have 
already indicated, sales tax is a State 

subject.  I can only endeavour  to 

persuade the State Govprnments to ac
cept the proposition of replacing sales 
tax by excise  duties in a suitable
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manner, and my efforts to persuade 
them will continue. Where persuasion 

Is involved, to fix a date is difficult.
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SHRI H. M. PATEL: It is easy for 

us to indicate and lor the State Gov
ernments to accept the possible way 
In which they can be assured of the 

Incomes they today derive from sales 
tax, but what they want to know is 

whether the incremental rate  which 
vanes from State to State will  also 

be maintained in future and whether 
they can trust the Central Government 

to do so These are the two points. It 

is something which will take timo 
Maybe we can persuade them to ac
cept it. Unfortunately, there ha* Der>n 

a previous experience which has led 
them to distrust the good taith of the 
Central  Government because  then- 
were lour commodities m regard  to 

which sales tax has been replaced by 
excise duties, and in regard to thorn 
also they were given  an assurance, 
but they have felt that they have not 

received as much income from this 
arrangement as they  had a right to 
expect.
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ŴfiRT 3W4H  gpnxnft I mv ft

*fi£ OTR TOT aiW.’TT f*F *nĵt ̂ tft *r 
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SHKl H. M  PATEL-  I rcgiot  I 
will not be able to reph to the hon. 
Member m Hindi But I would like to 

assure him that every effort will be 
made by the Government to honour 

the assurance  given m the  Janata 
Party Manifesto As I said, there are 
many difficulties This is a State sub

ject and we can only achieve our ob
jective bv persuasion and that persu
asion is continuing.
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SHRI H. M.  PATEL: Of course, 

Hint will be the basis of our discus- 
sufti.  I will give them the assurance 

that as closely as possible the incre

mental rate that is expected to arise 
o*t of the sales tax will be maintain
ed.  But it is a State subject and, 

therefore, until I persuade them, I can 

do nothing.
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MR. SPEAKER: That requires  a 

constitutional amendment.

SHRI DHIRENDRANATH  BASU: 

May I know from the hon.  Minister 

whether it is a fact that he is contem

plating, as an alternative, to fix up a 

uniform rate of sales tax in all the 
States as different rates of sales tax 
are creating  difficulties both to the 

buyer and the trader?

MR. SPEAKER:  That also requires

a constitutional amendment.
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SHRI H. M. PATEL:  I think. *»
hon. Member is wanting me to give 
an assurance to the State Government, 
assuming that they agree, that I could 

also give them the amount that la 

not being paid as sales tax by peogfie 
who should have paid it. In what way 
Is it possible for me to give that as
surance?

SHRI KRISHAN KANT: This ques
tion has two aspects. One is the  ac

ceptance of the  principle that sales 

tax must be converted  into  excise 
duty and the second is dealing  with 

the modus operandi as t0 how that 
has to be abolished. May I know from 

the hon. Minister as to when he was 
discussing the matter with the State 
Governments what has been the atti
tude of the State Governments where 
the Janata Party is ruling now in the 
States, like, Gujarat, Himachal Pra

desh, Punjab, Haryana, Delhi,  U.P. 
and Madhya Pradesh,  and  whether 
they have accepted  in principle the 
abolition of sales tax and. secondly, 

may T know whether he will be able 

to corrc to some conclusion by the 
time of the next Budget sessions?

SHRI H. M. PATEL:  So far as the
attitude towards the proposal  about 

the replacement of sales tax by ex
cise duty is concerned, I may tell him 

that all the State Governments with 

whom 1 have had consultations in re

gard to this matter have been both 

the Janata Party Governments as well 
as others and the difference is  only 

that the  non̂Janata Party Govern
ments have been very firm in their 
refusal to agree whereas the  others 
have been softer. I would request the 

hon. Member not to press me for any 
time-limit because, as I said before, we



7 Oral Answers  NOVEMBER 18, 1977 Oral Answers 8

can only succeed by persuasion. Time 

is the only way in which we can wear 

them down.

SHRI DWARIKADAS PATEL:  The 
hon.  Minister has said that  sales 

tax is a State  subject. Inter-State 
sales tax is a Central subject. Will the 

Finance Minister drop It?

SHRI H. M. PATEL: He is referring 

to the Central Sales Tax. The Central 
Sales Tax has to be  there so long as 
the structure of  sales  tax remains. 

But the money  collected  from the 
Central Sales  Tax also  goes to the 

States.
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SHRI H. M  PATEL: I am afraid,

I have not clearly  understood the 
question.
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SHPJ H  M. PATEL:  I have not

undert.1 »>d yom point.

MR SPEAKER: He  has not even 

understood your question  How can 

he answer it?
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SHRI H. M. PATEL: I lake it that 
the reference is to the sales tax a*d 
production tax, whether tax on indus
try.  Again it is a question of replac
ing something (Interruptions), There

fore, so long as it remains a subject 

which belongs to the State Govern
ment, until they agree I cannot sug

gest any change.
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MR. SPEAKER: Does the Minister 

have any further answer to give?

SHRI H.M. PATEL:  He has asked

what would be the income from pro
duction tax.  I am afraid, that is aot 
the position for me to work out like 
this.

SHRI R.  VENKATARAMAN: The 

Finance Minister  is aware that the 
States have expanding items of expen
diture and receding revenue and that 
they have only one elastic source of 

revenue, namely,  sales tax.  They 
manipulate it either by  levying at a 
single point or a multi point to suit 

the local, industrial  and commercial 

needs of the States.  If the Govern

ment replaces sales tax,  by central 
excise or any additional tax, it will 

deprive the States of the elbow room 

which they  have in  manipulating 
their revenue and their ability to meet
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their increasing expenditure. As the 

Jha Committee recommended against 

such a proposal, I would like to know 
whether the Government would give 

a serious consideration to the resources 
el the States and their ability to meet 
their needs by a manipulation of their 

tax system.  I would like to know 
whether the Government has commit
ted itself to this proposition.

SHRl H. M. PATEL:  If the hon. 
Member has seen the Janata Party’s 
manifesto, it is clearly stated  there 
that the sales-tax will  be replaced. 

We want to persuade them to accept 

the replacement of sales-tax by excise 
duty.  But  then it  will be done in 
such a manner that the State Govern- 

awnt do not lose their expectation of 
incremental increase in the sales-tax. 

It is not beyond the realm of possibi
lity to organize some such arrange

ment because some States have a fas
ter incremental rate and others have 
a slower one and that could be taken 

care of in the way in which we can 
work this out, provided the principle 
is accepted by the State Governments 
that they would be willing to accept 

it if we can satisfy them that they 
will not lose on this and that the elas
ticity aspect would be taken care of. 

But, as I said, the principle has to be 
accepted by them, and they must have 

complete confidence in our good faith.

Kate of interest charged by R.B.I. for 

Agricultural Finance

•82. SHRI  DARUR  PULLAIAH: 
Will  the Minister of FINANCE be 
pleased to state the rate of interest 

charged by the  Reserve  Bank of 
India for the agricultural finance and 
the rate of interest in turn charged 
by the Cooperative Banks?

THE  MINISTER OF  FINANCE 
CSHRi H. M. PATEL):  For short

term agricultural loans the Reserve 
Bank of India charges interest at 2% 
below the  bank rate  (at present 

9%) on borrowings of the State Co
operative Banks  on behalf of the 
Central  Cooperative  Banks.  For

medium-term agricultural loans the 

rate of interest charged is 14% below 
the bank rate.

The rates of interest charged to the 

ultimate borrowers  by cooperative 

societies for short-term  agricultural 

purposes generally range between 11 
and 144 per cent per annum except 
that in the States of Gujarat, Maharas

htra and Madhya Pradesh the upper 

limit extends to 14.75 per cent, IS per 
cent and 10.25 per cent per annum res
pectively.

SHRI DARUR PULLAIAH: May I 

ask the hon. Minister to state what 
steps Government propose to take to 

reduce the rate of interest, which gets 
increased in the transit and which is 
normally charged by the apex bank 

and Central  Cooperative  Banks—it 

gets increased by the time it reached 
the society or farmer level.

SHRI H.M. PATEL: The gap does 

not appear to be excessive it you take 
into account the fact that the cooper

ative bank’s funds are not only der
ived from the Reserve Bank but they 
are also raised by themselves from 

deposits  and  other  methods,  and 
they have to pay a larger  interest, 
larger than seven per cent at which 

they get from the Reserve Bank, for 
45 per cent, and 55 per cent of their 

resources come from deposits on which 

they pay eight per cent and some
times even upto nine per cent.  That 

being so, the rate at which they would 
actually give to the farmer is bound 
to be higher.  As I have said, so far 
as my information goes, for short-term 

agi icultural purposes the rate ranges 

from 31 to 14i per cent except  in 
three States, and even in those three 
States also it is not much: in Gujarat 

it is only 14.75 per cent, that is, 0.5 
pei cent higher; in Maharashtra it is 
15 per cent; and in Madhya Pradesh 
it is a little more, namely, 16; 25 per 
cent.

SHRI DARUR  PULLAIAH: May I 

know what steps Government propose 
to take in view of the fact that many 
of the societies have become defunct




