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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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