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A Critical Appraisal of Income Tax Statistics 
NE of the most puzzling features 

of the post-war economy drive 
of the Government of India was the 
decision of the Central Board of 
Revenue to discontinue the publica
tion of income tax revenue statistics. 
As from the income tax assessment 
year 1951-52, these statistics are 
published as part of the Annual Ab
stract of Statistics which usually 
comes out after a time-lag of one 
and a half to two years, by which 
time the figures usually cease to be 
of much topical interest. To get 
some idea of the behaviour of in
come tax revenue, therefore, one has 
to depend on the Bulletin of the 
Reserve Bank of India which pub
lishes, annually, a summary of in
come tax statistics. This year, the 
June issue of the Bulletin has pub
lished a comprehensive set of figures 
for the period covered by the First 
Five Year Plan. 

Scope of Data 

The data published admit of some 
useful analysis, but their l imita
tions must be borne in mind. These 
statistics are prepared to meet the 
requirements of the Central Gov
ernment for budget purposes and 
other administrative needs of the 
income tax department and are 
therefore not always suitable for 
economic analysis without proper 
adjustments. The data relate to 
the number of assessments complet
ed in a year and include a number 
of assessments pertaining to earlier 
years while some assessments of 
the current year are carried over 
to the next year. Tax figures given 
relate only to tax demand made 
and not to actual collections. The 
form of presentation also has chang
ed since 1952-53. Unti l then asses
sed income was Indicated after de
ducting earned income relief. This 
system has been discontinued and 
assessed income indicated is gross 
of earned income relief. 

The coverage of income is far 
from comprehensive. Apart from 
the fact that a large number of irv 
comes are understated for purposes 
of income tax assessment or are 
not disclosed at all , incomes of com
panies, firms, individuals, etc, which 
are declared to the income tax autho
rities, are not fully indicated be
cause of the deductions admissible 
under the Income Tax Act on ac
count of development rebate, initial 

o allowance and accelerated rates of 
depreciation allowance. One wishes 
that the C B R could persuade itself 
to publish gross income figures and 
then indicate its breakdown. Such 
a step would be extremely helpful 
for purposes of economic analysis. 
Further, since capital gains did not 
come within the purview of income 
tax (except in the exceptional case 
when capital gains comprised regular 
income accruing in pursuance of a 
commercial job), a large part of in
come was excluded. This would 
serve particularly to understate in
comes in the higher zones of income 
since capital gains are likely to be 
concentrated in these zones. 

Tax Revenue Grows Slowly 

The data, as published, present 
a picture of gradual improvement 
over the First Five Year Plan. The 
total income assessed to income tax 
rose from nearly C per cent of the 
total national income in 1950-51 to 
a litt le over 8 per cent in 1955-56 
However, while the total income as
sessed during this period increas
ed by 36.5 per cent the tax 
assessed rose by only 17.4 per cent 
and the actual tax collection declin
ed by nearly 3 per cent. Ordinarily, 
under a progressive rate schedule, a 
rise in the income assessed should 
bring about a more than proportion
ate rise in the tax assessed. This has 
not happened presumably because the 
increase in total assessed income was 
registered at the lower rungs of 

the ladder. To some extent, this is 
borne out by the fact that the total 
number of assessees has risen dur 
ing the period under review in spite 
of the raising of the minimum exem
ption l imi t from Rs 3,600 to Rs 4,200. 
Increase in tax reliefs may be said 
to be at least partially responsible 
for this comparatively slow rise in 
the amount of tax assessed. 

It is interesting to note that, as 
compared to 1950-51, the number 
of persons who contributed to pro
vident and superannuation funds 
went up by 29 per cent and their 
contributions by nearly 73 per cent. 
Similarly, the amount of insurance 
premia on which rebate was claimed 
increased by nearly 60 per cent as 
between these two years. The in
crease in provident fund contribu
tions and insurance premium pay
ments, in so far as it indicates a 
genuine rise and is not due to better 
reporting, should be regarded as an 
index of the rise in the savings of 
the income tax paying classes. The 
drop in tax collection, however, is 
attributed mainly to appeals. 

Type of Tax Payers 
The assessed income of salary 

earners shows a remarkable rise 
of 64 per cent. Since salary incomes 
have the minimum number of ave
nues open to them for tax avoid-
ance, the changes recorded in their 
total may be taken as the most re
liable- guide to income changes in 
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the economy. Short-falls, in other 
Income groups may be an indication 
of the extent of tax evasion, unless 
the discrepancies can be explained 
otherwise. In support of the rise 
in salary incomes is the fact that 
the number of individuals earning 
Rs 5,001 to 15,000 has nearly doub
led during the period 1950-56. 

The assessed income of Hindu un
divided families has, on the other 
hand, recorded a decline of nearly 
4 per cent which may be due to rela
tively greater tax evasion or the 
gradual disintegration of such fami
lies. Most probably the former ex
plains the decline. Companies in 
creased their earnings by 29 per 
cent and unregistered firms by 55 
per cent. On the assumption that 
the latter are typical of commerce 
and the former of industry, the in
ference is perhaps justifiable that, 
over the First Plan period, commerce 
has prospered even more than in 
dustry. 

Sources of Income, 
Dividend income assessed, which 

in 1950-51 amounted to Rs 38 crores, 
was higher at Rs 46 crores In 1955-
56; of this amount, individuals ac
counted for nearly 58 per cent, com
panies for 32 per cent. It is of 
particular interest to note in the 
context of current discussion on the 
propriety of imposing the wealth 
tax on companies that among the 
individuals, though 60 per cent of 
the assessees are concentrated in the 
income range Rs 4,201 to 15,000, 68 
per cent of the income assessed is 
in income groups over Rs 25,000. To 
claim therefore that the wealth tax 
on companies is regressive in incid
ence (as is being done in some very 
respectable business quarters) does 
not hold much water. As regards 
companies, 40 per cent of the asses
sees and 90 per cent of the income 
assessed are in the income groups 
above Rs 1 lakh. 

Total income from securities as
sessed to income lax in 1955-56 
amounted to Rs 10 crores the same 
as in 1950-51 —though it has shown 
surprisingly wide fluctuations during 
the period, rising as high as Rs 24 
crores in 1952-53. This decline from 
Rs 24 crores in 1952-53 to Rs 10 
crores in 1955-56 is difficult, to ex
plain except in terms of a shift from 
holders of securities liable to income 
tax to those who are exempted or 
from non-exempt to tax-exempt 
securities. This is a point which 
deserves further examination. Com-

panics accounted for 64 per cent or 
the income from securities in 1955-56 
while individuals got only 29 per 
cent. Among companies, about 4 5 
per cent of the assessees and 90 per 
cent of the income assessed were 
in income groups above Rs 1 lakh. 
In the case of individuals, however, 
assessees and income from securi
ties were fairly evenly spread be
tween different, income groups. In 
come from property was derived al
most wholly, 90 per cent, by indi
viduals and Hindu undivided fami
lies. The major part of the property 
income of individuals was accounted 
for by income groups below Rs 
25,000, 

Industry-wise Classification 

The industry-wise classification of 
the distribution of assessees' income 
and tax is available only from 1952-
53 onwards. Commerce, transport 
and communications form the 
major category both by the number 
of assessees as well as the Income 
assessed. They accounted for 59 per 
cent of the assessees and 41 per cent 
of the income assessed in 1955-56, 
Since 1952-53 the income of this 
group has Rone up by nearly 14 
per cent, but the number of assessees 
has gone down a little. This is 
perhaps an indication of the tend
ency towards concentration of busi
ness in fewer hands. 

Between 1952-53 and 1955-56, tea. 
plantations recorded a rise of 84 
per cent in income assessed and 
nearly 24 per cent in the- number of 
assessees; tobacco, jute and cement 
industries recorded increases of 65 
per cent. 50 per cent and 43 per cent 
respectively in their assessed in
comes. These appreciable increases 
are quite understandable since the 
profit indices in these industries 
have also risen steeply. Curiously 
enough, the assessed income of the 
sugar Industry has increased in spile 
of a decline in the profit index. This 
may be because the better-managed 
sugar mills have been making high 
profits while some units have been 
sustaining losses due to one reason 
or another. While the losses get 
reflected* immediately in the index 
number, they are usually diffused 
over a number of years in the in
come figures for purposes of taxa
tion, depending upon the time taken 
to offset the losses. This argument 
is supported by the fact. that, the 
number of assessees in the sugar 
industry has declined by nearly 9 per 
cent, In the textile industry too, 

we are faced wi th this paradox. In 
spite of a rising profit index the as
sessed income has dwindled by 27 
per cent. This is perhaps due to 
the substantial depreciation allow
ances allowed over the past few 
years in respect of new equipment. 

Ranks and Insurance Companies 
In the case of banks, the Income 

assessed declined by 36 per cent 
while the number of assessees went 
down by 44 per cent. The former 
may be explained in terms of rising 
establishment costs; the latter may 
be a reflection of the fact that the 
Reserve Bank has been refusing 
licences to a number of banks. 

Between 1952-53 and 195-1-55, the 
number of assessed insurance com
panies declined from 490 to 257, 
whereas the income assessed rose 
from 0.06 crores to 6.32 crores. 

Retail trade in commodities re
corded a rise of nearly 33 per cent 
in the income assessed, while the 
assessed Income of the wholesale 
trade in commodities remained more 
or less the same. The explanation 
of this discrepancy again has to 
be sought either in terms of better 
enforcement and consequently better 
reporting of retail trading incomes 
or in terms of greater evasion of 
tax in the wholesale trade. 

Egalitarian Effect 
.Some idea of the income-levelling 

impact of our income tax can be 
had from the fact that although 
assessees in the income range Rs 
4.201 to 15,000 accounted for 52 per 
cent of the total income assessed in 
1955-50. they were charged only 13 
per cent of the tax assessed, while 
assessees wi th incomes over Rs 1 
lakh who accounted for 30 per cent 
of the total number of asses-sees, 
were charged 64 per cent of the 
total tax assessed. Again, among 
this latter group of 2.13,9 individual 
assessees, with a total income 
among them of Rs 48 crores in the 
income range of over Rs 1 lakh be
fore tax, only 324 assessees wi th a 
total income of Rs 6 crores were 
left in the same range after tax. 

It. is however well to remember 
while appraising the egalitarian im
pact of our income tax- that evasion 
is taking place on a w r y large scale 
and to the extent that evasion takes 
place in the higher income groups 
the egalitarian purposes stand de
feated. And he wi l l he a bold man 
who asserts that evasion in the high
er incomes is of any mean propor
tion ! 
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