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Boldness No Discretion 
THE Finance Minister has shown courage and a rare sense of duty in 

addressing himself to the task of raising resources; and made a good 
beginning for the T h i r d Five-Year Plan. His counterparts in the Stale 
Governments who had to undertake the same task have shied f rom it 
and behaved so irresponsibly — the Rai lway Minister at the Centre 
could easily be bracketed wi th them, too — that Shri M o r a r j i stands out 
in contrast and deserves congratulations even f rom those who might have 
set their sights much higher than he has done. Every year that passes 
makes the task more difficult. For a given target can be achieved at a 
lower rate of tax, the earlier the tax is imposed in the Plan per iod, and 
M o r a r j i has silenced his critics by presenting proposals for addi t ional 
taxation in a pre-election year. True, the Centre is in some ways high 
above and is not subject to the same extent as are the Stale Governments 
to local pressure but. even so. it is to his credit, undoubtedly, that he 
has made a good beginning. 

The Centre has to raise Rs 1.100 crores over the five years of the 
T h i r d Plan and the tax proposals that the Finance Minis te r has put 
fo rward in the first year are expected to b r ing in Rs 63 crores. 

At this rate, addi t ional taxation by the Central Government may be 
expected to amount to Rs 315 crores or so over the five years, that is, 
roughly 30 per cent of the target set for the Plan per iod. The State 
Finance Ministers, however have not attempted to provide for even five 
per cent of what they have undertaken to do in live years. 

But whi le the Finance Minis te r has, undoubtedly, shown an appre
ciation of the task he has to undertake, he has not given in the tax 
proposals any very clear idea of how he is going to perform this task 
over the next five years. He has not shown how this burden is to be 
dis t r ibuted between direct and indirect taxes. A n d assuming that large 
part of the resources have to be raised f rom indirect taxes, he has not 
indicated either how these are to be dis tr ibuted between consumers' and 
producers' goods, and of the consumer goods, again, between essential 
and non-essential articles of consumption. 

Is our present system of direct taxation well-devised to secure the 
ends of planned development and of the social policy that goes w i th i t ? 
Let Us take the personal income-tax. Is it not correct to say that, whi le 
the r ich who really care to pay, are soaked by our income-tax rates 
which are among the highest in the w o r l d , and the poor have to pay 
higher and higher taxes on the things they buy, the middle income 
groups arc let off lightly. and so are the earners or recipients of un
earned agr icul tura l incomes? The latter may not be wi th in the purview 
of the Centre directly, but certainly the earners of the middle range of 
incomes — Rs 7.500 to Rs 20,000 — are and the rates of tax applicable 
to them are among the lowest in the w o r l d . 

The gesture of soaking the rich is patently playing to the gallery. 
The Finance Minis ter does just this when he proposes that earned income 
above Rs 1 lakh should pay tax at the marginal rate of 80.5 per cent 
instead of at the present rate is 77 per cent. This upward revision is 
proposed on the ground that "the justification for a differential treatment 
in favour of earned income diminishes as the income and wi th it the 
capacity to pay increase". 
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This is a sufficiently v a l i d and 
strong reason for charging both 
earned and unearned income al the 
same marginal rate beyond a cer
tain level. At least the incentive to 
evade taxes, if not the incentive to 
save and invest, remains to he in
tegrated into the system of direct 
taxation that has been in force. 
Having finished its l i t t le game wi th 
KaIdor's proposals, making a token 
beginning wi th them and then giv
ing them up, the Government has 
neither strengthened nor improved 
its system of direct taxation. 

In the sphere of corporate taxa
t ion, some adjustments have been 
made f rom year to year over the 
last three years to rationalise its 
structure. There are some more in 
the present budget — reduction of 
tax on bonus shares and of develop
ment rebate being the pr inc ipa l 
ones. A halting start has been made 
w i th both, towards wi thdrawal . The 
Finance Minis te r concedes that the 
tax on bonus shares has no longer 
any just if icat ion. In fact, it ceased 
to have any just if icat ion f rom the 
moment that taxation of excess d i v i 
dends, which it was intended to  
counter, was abandoned. If that is 
so. why not abolish it altogether? 
Why keep it at 12½ per cent? After 
alt. the revenue it yields is insigni
ficant, and the purpose of prevent
ing over-capitalisation of reserves, 
if the Finance Minis ter is to be be
lieved, is served efficiently enough 
by the Controller of Capital Issues, 
whose business it is to ensure "that 
bonus issues are not sanctioned ex
cept after a careful scrutiny of the 
proposals ". 

W h i l e several loose ends in the 
company taxation s t i l l remain to be 
tied up. the Finance Minis ter has 
made a cautious beginning wi th 
tackling the expense account which 
often serves the purpose of legal 
avoidance of taxation. It is doubt
ful how effectively this loophole can 
be sealed by changes in tax laws. 
It is not the entire expense account 
which is to be brought w i t h i n the 
tax net. but only the entertainment 
expenses. The proposal has been 
framed in a manner. however, 
which obviously makes it unwork
able. It is proposed that no i nd iv i 
dual can receive an entertainment 
allowance free of tax, and that com
panies wi l l not be allowed to charge 
more than Rs 1 lakh on this ac
count, the max imum permissible 
expenditure being calculated as a 
decl ining ratio of profits. Though 

welcome in pr inc ip le , the proposal 
in its present form is open to the 
objection that the new companies 
not earning profits and old com
panies making losses would not be 
allowed any deduction for entertain
ment expenses which may be neces
sary for business. 

A l l these, however, are rather 
t r i v i a l , for not more than Rs 3 
crores out of the addi t ional taxation 
of Rs 63 crores that the Finance 
Minis ter proposes to raise are deriv
ed f rom direct taxes. It is no doubt 
true that in raising the resources 
for the T h i r d Plan, increasingly 
greater reliance has to be placed on 
indirect taxes and since imports 
have to be severely restricted in any 
case, this w i l l mean more and more 
of excise duties. But which k ind of 
commodities have to be specially 
chosen for the purpose, if a greater 
propor t ion of the national income 
has to be brought w i t h i n the ambit 
of budgetary resources? This is 
also the Finance M i n i s t e r s starting 
point when he says that du r ing the 
T h i r d Flan "tax revenue has to be 
stepped up from 8.5 to 11 per cent 
of the national income". It does 
not follow from i t . however, that 
everyone must contribute towards 
the task of development through this 
part icular form of paving taxes, a 
pr inc ip le which the Finance Minis
ter enunciates in defence of the 
necessity to spread the tax burden 
over a large list of items. He con
cedes that the tax burden should 
not fall too heavily on any one sec
tion and that its incidence on lower 
it come groups should be very small. 
Up to this point, there w i l l be no 
quar re l . But in relating increases 
in taxation to the increases in na
tional income, the Finance Minister 
docs not seem to accept the common 
sense deduction that a correct pro
port ion has to be maintained be
tween the rate of growth of national 
income and that of the supply of 
necessities. On the contrary, Shri 
M o r a r j i s t i l l relies on, the principles 
considered appropriate in an earlier 
and quite different period, viz that 
lax policies should be instruments 
in discouraging imports and en
couraging exports. The latter have 
to be taken care of, and are taken 
care of, largely by other mean-, 
such as restrictions ' on imports . 

That is perhaps. why when one 
attempts a breakdown of the commo-
di ty taxation from which Rs 60 
crores have been sought to be raised, 
one finds that they are dis tr ibuted 
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almost 5 0 : 50 between capital and 
intermediate goods, on the hand and 
consumer goods on the other. A n d 
among consumer goods, again, the 
d is t r ibut ion between essential and 
non-essential goods is roughly in the 
same propor t ion . M o r a r j i has been 
bold enough to tax kerosene, hitherto 
considered untouchable because of 
its large ru ra l consumption and this 
he has done on a phoney theory, 
quite out of date, that kerosene is 
mixed wi th diesel to avoid the tax on 
the latter. It used to be. perhaps, 
to a small extent, but that is no 
longer true. A mixture of l ight and 
high-speed diesel has both price 
advantage and greater efficiency as 
fuel for diesel-engined vehicles. 
This is only an example of the very 
inadequate cri teria on which commo
dities have been chosen for taxation. 
A programme of development which 
starts with making machines and al l 
sorts of producer goods more expen
sive must be shortsighted indeed. 
A n d is it really necessary to make 
imported machinery expensive in 
order to discourage their use? What 
does impor t control do then? The 
latter leads to profiteering which 
has been c ry ing to h igh heavens for 
some remedial action. Fa i l i ng a 
more rational d i s t r ibu t ion of impor
ted products, higher duties- on care
fully chosen imports could be a pis 
aller. But that is not how the Fi
nance Minis ter looks at i t . 

Surely in the first budget in the 
T h i r d Flan, one would have expected 
a clear recognition of the necessity 
for restraining consumption of non
essentials and effective measures for 
mainta in ing the supply of essentials. 
If the budget is to be an instrument 
of economic pol icy and the tax sys
tem is to further the economic objec
tives, boldness is not enough. Dis
c r imina t ion is also necessary. It is 
not enough for the f inance Minis ter 
to be a good soldier of the Congress 
and to carry out orders. He has 
also to think out policies. 


