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that the "alternative approach" to 
banking organisation and monetary 
control outlined by Dr Raj tests. The 
true purpose of monetary policy is not 
the control of the cost and total avail
ability of credit—as now interpreted — 
but the optimal allocation of credit. 
This purpose, of importance even in a 
system uncommitted to centralised 
planning, is v i ta l to an under-develop
ed economy committed to planning 
and to certain social objectives. 
Private commercial banking, operating 
according to "sound" lending prac
tices, tends to perpetuate and increase 
market imperfections, which tendency 
cannot be counter-balanced by super
vision and control by the monetary 
authorities. The nationalisation of the 
Imperial Bank of India and the crea
tion of various specialised financial 
institutions, all bear witness to this 
fact. It is this kind of promotional 
activity, according to Dr Raj, that has 
"saved monetary management in India 
from getting reduced to what might 
otherwise have been a series of 
sterile and ineffective, and in cases 
even unhelpful, operations.' Only a 
nationalised banking system, discrimi
nating between end-uses of credit and 
unhampered by the operational con
cepts of private banking, can achieve 
optimal allocation of credit, he con
cludes. 

Life Insurance Rebate 
I S Gulati writes: 

APROPOS the editorial, 'Lost Op-
portunity', in the issue of March 

6, 1965, I may be allowed to explain 
what lies behind the move to replace 
the existing system of rebate on turns 
paid as life insurance premia, provid
ent fund contributions and cumula
tive time deposits by an outright de
duction of 50 per cent of the qualify
ing amount—of such payments. The 
qualifying amount was and is 25 per 
cent of the total income of the as-
sessee subject to the maximum l imi t 
of Rs 12,000 for individuals and Rs 
25,000 for Hindu Undivided Families. 
{Incidentally, the Memorandum Ex
plaining the Provisions of the Finance 
Bi l l states that the qualifying amount 
is l imited to 10 per cent of total in
come but a reference to the relevant 
provision in the Bi l l shows that the 
l i m i t is s t i l l 25 per cent, and not: 10 
per cent. The error needs to be 
rectified to correct any misunder
standing.). 

Before the Finance Act, 1964 came 
into force, the rebate was restricted 

to a maximum of 25 per cent of the 
qualifying amount. In other words, an 
individual w i th income attracting the 
highest rate of income-cum-super tax 
was eligible for a maximum income 
tax rebate of 25 per cent of the quali
fying amount, i e, Rs 10,000 or one-
fourth of the total income whichever 
was less. Thus, on a salary income of 
Rs 70,000, an individual was liable to 
pay Rs 33,600 by way of tax (i e, at 
the average rate of approximately 48 
per cent). But the qualifying amount 
on which rebate was admissible could 
not exceed Rs 10,000 even though the 
individual concerned had made such 
rebate-worthy payments exceeding Rs 
10,000. And on this maximum of Rs 
10,000 he got an income tax rebate of 
Rs 2,500. That is, he would be liable 
to pay Rs 31,100 (Rs 33,600 minus 
Rs 2,500) by way of tax. 

In the Finance Act , 1964 the l im i t 
on rebate was raised from 25 per cent 
to 50 per cent but that on the qualify
ing amount was allowed to remain 
unaltered. The result of this change 
was that the individual in the above 
illustration was able to claim by way 
of rebate Rs 4,800 instead of Rs 2,500 
as before (at the 1963-64 rates). The 
change effected through last year's 
Budget was clearly calculated to bene
fit income tax payers whose effective 
tax l iabil i ty (and not just the marginal 
rate of income-cum-super tax) exceed
ed 25 per cent. It was, therefore, a 
clearly regressive step. 

In the Finance Bi l l , 1965 what is 
proposed is to allow the reduction of 
taxable income by 50 per cent of the 
qualifying amount. Thus under the 
new scheme, rebate is allowed not at 
the average or effective rate applying 
to the total income but at half the 
marginal rate applying to the highest 
slice of income before the above re
duction. Of course, the monetary l imi t 
of the qualifying amount has also been 
raised in the Finance B i l l . 

Thus, the individual in the above 
illustration who got a rebate of Rs 
4,800 at the 1963-64 rates and of Rs 
3,800 at the 1964-65 rates (payment 
by way of annuity deposit did not 
qualify for rebate), would, at the 1965-
66 rates, get a rebate of Rs 3,900. 
A l l along we have so far assumed that 
the entire income is wholly earned. 
Since on unearned income the rate of 

t ax / i s higher, the rebate earned on 
life insurance and other payments is 
correspondingly higher. 

It w i l l be observed that the really 
retrograde measure (insofar as one re
gards 'a regressive tax concession as 
such) was adopted in the year 1964. 
By raising the ceiling on rebate from 
the previous 25 per cent to 50 per 
cent of the qualifying amount, the 
Finance Minister was clearly benefiting 
the upper-income groups, the groups 
who paid tax at the average rate ex
ceeding 25 per cent, i e, w i th an an-
nual income exceeding Rs 25,000-
28,000. 

It has not been disclosed what ex
actly was the revenue loss as a re
sult of change effected in the 1964-65 
Budget. Let us hope some alert mem
ber of Parliament wi l l persuade the 
Finance Minister to indicate the esti
mated loss. Assuming that (a) the re
bate-worthy payments are currently 
running at around Rs 125 crores a 
year (this should, if anything, be an 
under-estimate for the total of life 
insurance premia payments, employees' 
contributions to provident funds and 
cumulative time deposits), and (b) the 
average rate of rebate admissible on 
these payments w i l l be higher than the 
average rate of tax payable by non
corporate non-hrm assessees, the total 
amount allowed currently by way of 
rebate should have gone up from 
around Rs 20-25 crores in 1963-64 to 
Rs 35-40 crores in 1964-65. This is by 
no means a small gift to the high-
income groups. 

Gradual Animal Husbandry! 
A VOIDING conflict may be a laud-

' able objective, but often it just 
cloaks the lack of a wi l l to face issues 
squarely. Has one not heard enough 
the plea for a "balanced approach" 
and the "middle course" when the 
choice is clear and unequivocal? To 
Food Minister Subramaniam's appeal 
at. the All-India Gosamvardhan Sam-
melan that " in the development: of 
cattle, prejudice, sentiment and tradi
tion had to be shed" and that in tack
l ing the problem of the unchecked 
growth of cattle "the choice between 
science and sentiment'' had to be made 
now, Prime Minister Shastri replied 
that compromises were necessary. In 
India, said the Prime Minister, any 
conflict between science and tradition 
and logic and sentiment would have 
to be resolved by str iking a balance. 
He wanted a "middle path" between 
"extreme modernism" and sentiment. 
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A n d as far as the cow was concerned, 
the sentiments of so many people were 
involved that a strictly logical approach 
was of no use. He was against the 
slaughter of uneconomic cows and 
wanted that "steps should be devised 
for their uti l isat ion". But why cow 
slaughter, even w i t h regard to modern 
methods of animal husbandry like 
cross breeding and sterilisation to im
prove the quality of cattle, Shastri 
pleaded that neither the Gosamvar-
dhan Council nor the Government 
should be "adamant". " I would like to 
tel l Mr Subramaniam", he said, "that 
we could accept to the extent the Go 
samvardhan organisation could go in 
these matters after which we can dis
cuss, persuade and convince them. It 
does not matter if we proceed gradu
ally" (italics added). 

Unfortunately there happens to be 
no "gradualness" in the growth of our 
cattle population. The increase was 10 
per cent in the Second Plan period. 
A n d about 40 per cent of this grow
ing population are uneconomic and 
useless and are just a burden on avail
able cattlefeed. Is it any wonder then 
that the average mi lk yield per lacta
t ion period in India is 400 lbs against 
8,000 lbs in the developed countries? 
This inescapable logic has no "middle 
way" and ironically the tradit ion-
bound villager, is the first to admit i t . 
He weeds out excess cattle by starva
t ion and neglect because his society 
denies h im a more humane and eco
nomical solution. 

One recalls in this connection the 
furore over the proposal to set up a 
modern abattoir in Bombay some two 
years ago. It was then pointed cut: edi
torially in this paper how in our ap
proach to a question like daughter of 
animals we "ignore that there are 
slaughter houses, that the vast majo
r i ty of Indian people are not vegeta
rians, that the qualify of meat which 
is sold in the market is far below the 
standard desirable and that a poor 
country, particularly one which is bent 
upon economic development, cannot 
afford the continued wastage of valu
able animal products". Prejudice 
against cow slaughter is, of course, 
deep-rooted in the H i n d u mind, but 
that does not mean that cows are not 
slaughtered; what happens to unwant
ed cattle everyone knows, though no 
one would perhaps care to admit i t . 
They are either starved to death or 
disposed of to agents to find their way 
eventually into a slaughter house. As 
we commented in the editorial re
ferred to above, "by a curious twist 
of the H indu mind, the idea of sin 

is dissociated and passed on from the 
principal to the agent—it is the 
Kaseem Alis who do the actual act of 
slaughtering!" It is the same curious 
twist of the H indu mind that wants 
"measures to be devised for using un
wanted cattle", when by definition 
they cannot be used, except after they 
have been slaughtered. The state of 
our leather industry is a measure of 
the price we pay. Carcasses of poor 
quality cattle cannot yield good hides 
and so, in spite of the largest cattle 
population in the world , we import a 
crore of rupees worth of hides. 

After what he had to say at the 
Gosamvardhan Sammelan, Shastri can 
congratulate the State Governments. 
They have certainly followed his ad
vice in implementing animal husban
dry programmes. Out of an allocation 
of Rs 78 crores for these programmes 
in the first two Plans, only Rs 49 
crores were spent and in the Thi rd 
Plan even 40 per cent of the outlay 
of Rs 90 crores had not been spent 
in the first three years. The scheme 
to install 3 abattoirs, not surprisingly, 
remains on paper. According to preli-.. 
minary estimates, the Fourth Plan is 
expected to provide Rs 157 crores for 
animal husbandry schemes. But what 
do these increasing financial alloca
tions amount to when the Prime M i n 
ister counsels "gradualness" in the 
adoption of policies which are the 
pre-conditions for the success of any 
animal husbandry programme? 

Tax on Unaccounted Income 
A Correspondent writes: 

W H A T is the effective rate of tax 
on unaccounted income under 

the scheme for disclosure of such i n 
come? Is the tax payable on the am
ount disclosed or on the total unacco
unted income, whether held in one 
form of assets or another or spent. 

To illustrate the point, if a person 
had an income of Rs ten lakhs over 
the last: five years but did not declare 
it to the Income Tax Officer, his 
total unaccounted income is Rs 10 
lakhs. But of this income, he has now 
left w i t h h im only Rs 5 lakhs. He dis
closes this latter sum to the Income 
Tax Officer, What is his tax l iab i l i ty— 
60 per cent of Rs 10 lakhs or of Rs 
5 lakhs? If the latter, the effective 
rate of tax on income earned but con
cealed works out to only 30 per cent. 

This question is not of academic in 
terest only. It has been argued that 
the tax under the disclosure scheme is 
payable on the amounts disclosed. 

This can be true only in the sense that 
since the declarant s t i l l conceals a 
part of the income that actually ac
crued to h im during a certain period, 
he manages to get away by paying 30 
per cent tax and is enabled thereby to 
introduce the balance of 20 per cent 
of his total unaccounted income into 
his regular ('white') accounts. But he 
has obviously achieved this result by 
concealing a part of his income. 
Therefore, the immunity that the new 
scheme gives to the declarant cannot 
be taken to apply to this undeclared 
part of the past unaccounted income. 

Or is it that under the above scheme, 
the declarations of unaccounted in
come are to be accepted at their face 
value and that the tax authorities are 
precluded from checking the veracity 
of the sums declared? If so, the effec
tive rate of tax on unaccounted in 
come could be even lower than 30 per 
cent, depending on what proportion of 
the total unaccounted income a de
clarant actually discloses under the 
scheme. 

Good Chits and B a d 
"THE evils of ultra-nationalism" 

is not ordinarily a likely theme 
for a bank chairman's annual state
ment to his shareholders, but then 
the Chartered Bank is no ordinary 
bank. W i t h offices in almost a score 
of countries and wi th operations span
ning continents, it is perforce Acutely 
sensitive to changes in polit ical c l i 
mates. And in some of the countries 
of its operation such changes have 
been mercurial in recent years. In 
1964, for instance, the Bank had to 
countenance the involuntary winding 
up of its activities in Iraq, Indonesia, 
Burma and Cambodia. It pains the 
Chairman of the Bank, Vincent Alpe 
Grantham, that it should meet wi th 
such fate in countries where it had 
been operating "for over hundred 
years, through good times and bad". 
whose wealth it had helped to open 
and bui ld up and in whose overseas 
trade and local investment it was 
st i l l paying an important part. But is 
this really surprising? Is it not the 
very importance of the Chartered 
Bank, and of institutions like in, which 
makes them the immediate subject of 
attention when there are political up
heavals? 

Grantham's succinct and penetrating 
survey of polit ical and economic de
velopments in the countries where his 
bank operates follows a pattern : sta
b i l i ty is applauded, sudden changes 
are viewed w i t h caution and left-ward 
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