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Of the three tax concessions currently available to exporters, one, i e, the general rebate on income tax, is 
linked to profit, and two, i e. the special rebate and the tax credit, arc linked to export turnover. 

It is too soon to say to what extent these concessions have contributed to the enlargement of India's 
export earnings. However, the analysis attempted here leads to certain conclusions: 

(a) the outlay on the special rebate and the tax credit should yield higher dividends in the form of higher 
export earnings than the outlay on the general rebate on income tax; 

(b) since the underlying objective is to increase net export earnings, both the special rebate and the 
tax credit should be so recast as to link the subsidy to the net value added in India, and, 

(c) as regards export based on Indian raw materials, the subsidy given should as far as possible be made 
to increase with the degree of local processing that an export item undergoes after allowing for the. differen
tial burden of local taxation that various export items may be carrying. 

P R O M O T I O N of exports through 
suitable incentives is well known. 

Even advocates of free world trade who 
would otherwise condemn export pro
motion as amounting to overt or covert 
subsidisation are beginning to recognise 
that underdeveloped countries are jus
tified in giving tax concessions to their 
exports, especially of manufactured 
products, to be able to compete in the 
world market with similar products 
.from industrially advanced countries 
The most compelling reason for the 
underdeveloped countries to expand 
their exports is that unless their ex
port earnings grow at a rate fast 
enough to meet the expanding import 
demands of development their ccono-
rnic progress has got to slow down. 
And in the short run, at least, import 
substitution not only offers no solu
tion but even aggravates their pro
blem, ft is in this context that the 
efforts currently being made to pro
mote exports in India through various 
measures have to be viewed. 

I 
The average annual exports during 

the First and Second Plans remained 
stagnant at around Rs 610 crores in 
value. Part at least of the reason for 
this stagnation in export earnings was 
that the Government and planners 
took from the very outset a defeatist 
attitude with respect to the scope for 
the expansion of export earnings. It is 
only lately that it has dawned on our 
Government and planners that in the 
process not only has India been made 
more dependent on external assistance 
but also her rate of economic growth 
has been possibly retarded. Hence a 
new awareness now of the need to 
promote exports.1 

As the 1964-65 Report of the Min-
instry of Commerce puts it: "Against 
this virtual stagnation during that pe
riod ( ie , 1951-61), the exports in 
1964 have ... touched a record figure 
of Rs 835 crores (revised to Rs 815 
crores in subsequent reviews), and the 
total increase in exports in 1963 and 
1964 has been of the order of Rs 150 

crores over the total exports in 1962." 
While this recent expansion in exports 
has been satisfactory, it will not be 
possible to sustain this rate of increase 
in exports unless, in the words of the 
same Report, "dynamic, dependable 
and realistic measures" are taken "to 
tap further increases from the existing 
stage of the economy". 

I I 
In these past few years a number 

of measures have been taken to en
courage exports. The objectives of 
most, if not all, of these measures is 
to make exporting a more remunera
tive business than it was in the ab
sence of these measures. A business 
becomes more remunerative when 
either one is able to cut down one's 
cost or one is in a position to increase 
one's revenue or also when one is able 
to increase one's profits after tax. 
Any measure that reduces the export
er's cost, as for instance should be 
the case when an exporter avails him
self of the railway freight rebate of 
between 25 per cent and 50 per cent 
on export consignments, should make 
exporting more remunerative than be
fore. In the same category would fall 
any measure taken to reduce the cost 
of export credit or to provide in
surance against export risks. 

Likewise, a measure which serves 
to increase the exporter's revenue 
from exporting is bound to make it 
more attractive than before. In this 
category fall concessions made in tax
ation. But here a distinction must be 
drawn between two types of conces
sions: (1) the exemption from domes
tic commodity taxation, be it levied 
at the point of production or at the 
point of sale; and (2) subsidisation 
and/or reduction in the liability to in
come tax. The first type of concessions 
are now generally accepted as the 
right ones to make because they en
able the exporters to compete on the 
world market without carrying a dif
ferential burden of domestic commo
dity taxation. In fact, measures taker 

to exempt exports from or compensate 
them for, local commodity taxation 
have ceased to be considered-as con
cessions.2 In India, too, there exists a 
drawback scheme under which the ex
porters are entitled to refund of cus
toms duty paid on imported materials 
and excise duty paid on excisable ma
terials produced locally. 

It is only with respect to the second 
type of measures -- subsidisation and/ 
or reduction in the liability to income 
tax — that there goes on consider
able argument about their justification 
and choice and then the extent of 
concession involved in each of such 
measures, It is to this second type of 
measures taken recently in India for 
the active promotion of exports that 
it is proposed to devote the rest of 
this paper. 

III 
Concessions to exporters in the se

cond category may take the form of 
a subsidy per unit or unit-value of 
exports (we shall call this, price sub
sidy) or of a reduction in the tax on 
profit from exports (we shall call this 
income subsidy). No doubt, the same 
amount given away in either form will 
increase the profit on total exports 
equally but the increase will not be 
the same for various items of exports 
unless it can be assumed that profit-
turnover ratio is the same for all items 
of exports. 

Interestingly, in India the Govern
ment is now offering tax concessions 
of both the price-subsidy type and 
income-subsidy type to exports, all 
through income tax. The Finance Act 
of 1962-63 introduced a rebate of one-
tenth of income tax (including super 
tax which is now merged with income 
lax) attributable to income from ex
port.3 Thus an Indian company en
gaged in export business paid income 
lax on profits from exports at the rate 
of 45 per cent, if the elective rate 
of rax payable otherwise on its pro-
tits was 50 per cent. This tax conces
sion is clearly of the income-subsidy 
type, linked not to the quantum of 
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export but to the income or profit 
made on exports. 

Under the Finance Act of 1963-64, 
an additional special rebate of income 
tax was offered to essential industries, 
i e, industries listed in the First Sche
dule to the Industries (Development 
and Regulation) Act of 1951, subject 
to certain exclusions, on their exports. 
This additional rebate of tax is allow
ed to a manufacturer who exports 
himself, or where the first purchaser 
from him exports, and is calculated 
on 2 per cent of the value of such ex
ports subject to the limit of the in-
come tax payable by the manufacturer 
on his total profits. 

Let me illustrate how this additional 
rebate accrues to a manufacturer-ex
porter belonging to the category of in
dustries eligible for this rebate. As
suming total sales (local as well as 
export) of Rs 1 crore, let export sales 
be put at Rs 10 lakhs, and total pro
fit ( i e on total sales) also at Rs 10 
lakhs. Thus profit 'attributable' to ex
port sales works ' out to Rs 1 lakh. 
Now, the effective rate of company 
income tax being 50 per cent for 'non-
basic' industries, the tax on export 
profits will be payable at the rate of 
45 per cent under the 1962-63 scheme 
of general rebate on all export profits. 
This means a general rebate of Rs 
5,000 in this case. As for the special 
rebate, this is calculated on 2 per 
cent of export sale, i e, on Rs 20,000, 
at the average rate of income tax pay
able on such income. Since the ave
rage rate of tax on export income is 
45 per cent the total relief in this 
case through special rebate should be 
45 per cent of Rs 20,000, i e, Rs 9,000. 

The important thing to note is that 
this additional special rebate, though 
given in reduction of an exporter's 
liability to income tax and subject to 
the constraint that the total income 
tax liability of the exporter as deter
mined on the basis of his total in
come, i c. including profits from non
expert operations is calculated not on 
the basis of the lax-payer's profit but 
with reference to his turnover. There-

,fore, this special rebate is in the na
ture of price subsidy to export. 

In the Budget for the current year, 
the Finance Minister offered a still 
further tax concession to exports. But 
this again is not available to all ex
ports. According to this latest mea
sure, exports of specified items are 
entitled to tax credit at rates ranging 
from 2 to 15 per cent of the value 
of exports. The tax credit certificate 
is to be issued by the Reserve Bank 

and the amount of tax credit is ad
justable against the existing income 
tax liability or against liability to in
come tax arising in the next 12 
months. But in case there is no such 
liability or the amount of the lax cre
dit certificate exceeds such liability, 
the exporter is entitled to refund pay
ment in cash. 

Tax credit resembles the special re
bate in that both arc linked to export 
turnover and not to profit. They can, 
therefore, be clarified as price subsi
dies to exports. I must hasten to qua
lify this statement because the Fin
ance Minister justified the introduction 
of the lax credit scheme as a measure 
to compensate exporters for "the va
riety of taxes ... for which relief from 
taxation on exports is not available at 
present". In other words, the credit 
represents a drawback of tax already 
paid on exports. To the extent this is 
correct, the tax credit cannot be re
garded as a subsidy. But the incentive 
aspect of tax credit is not reduced 
thereby. To the extent tax credit does 
not amount to a subsidy, it can be 
taken to remove the disincentive that 

existed until now. Considered as pro
viding relief against local taxes, it is 
important to note that the amount of 
tax credit does not attract income tax. 
Now the fact that local taxes are de
ductible for calculating taxable pro
fits means that at 50 per cent income-
tax half the burden of these local taxes 
is shared by the Central Government. 
By the same token, non-taxable tax 
credit at the rate of 15 per cent turn
over is tantamount to an offset against 
local tax burden of 30 per cent. 

But while the special rebate (toge
ther with the general rebate of income 
tax on exports) cannot exceed 'he to
tal income tax on all profit, in that 
very year of assessment, the tax cre
dit, will accrue to the exporter re
gardless of whether or not he is liable 
to income tax to at least that extent 
whether in the same year of assess
ment or the year following that or 
even both the years. This is quite an 
important difference. 

Special rebate can be claimed only 
when one is making at least as much 
profit on one's total business opera
tions, whereas tax credit is obtained 

Table: Schematic Illustration of Tax Concessions given to Basic Industry Exports 
Assumptions: (1) Profit to Turnover Ratio is 20 per cent, 10 per cent and zero per cent 

respectively to turnover of Rs 500, Rs 1,000 and Rs 1,000 
(2) The basic industry is entitled to not only 'the basic industry rebate' 

on all income but also to the special rebate (as an essential industry) 
linked to its export turnover. But an 'essential industry' is entitled to 
only the latter rebate 

(3) The firm is an Indian company 
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ment in cash. 
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turnover and not to profit. They can, 
therefore, be clarified as price subsi
dies to exports. I must hasten to qua-. 
lify this statement because the Fin
ance Minister justified the introduction 
of the tax credit scheme as a measure 
to compensate exporters for "the va
riety of taxes ,.. for which relief from 
taxation on exports is not available at 
present". In other words, the credit 
represents a drawback of tax already 
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garded as a subsidy. But the incentive 
aspect of tax credit is not reduced 
thereby. To the extent tax credit does 
not amount to a subsidy, it can be 
taken to remove the disincentive that 
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viding relief against local taxes, it is 
important to note that the amount of 
lax credit does not attract income tax. 
Now the fact that local taxes are de
ductible for calculating taxable pro
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By the same token, non-taxable tax 
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over is tantamount to an offset against 
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(3) The firm is an Indian company 

Special Rebate is taken to be Zero on the assumption that the firm (in this illustration) 
manufactures only for export If, however, the firm were to be manufacturing for both 
domestic sale and export and were making profit on the former, such that it is at least 
equal to the rebate of income tax on 2% of its export turnover, the figures would be 8.3 
for basic industry and 9 for essential industry 
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on the strength of one's export busi-
ness irrespective of the level of one's 
profit. To new comers, it can make 
quite a difference whether they are 
entitled to special rebate or tax cre
dit. They can be sure of obtaining the 
latter but not the former. Of course, 
as far as the general rebate is con
cerned, it is directly linked to profit 
and is, therefore, available to export
ers only if they are making profit (but, 
not necessarily on export business be
cause no distinction is sought to be 
made between profit actually made on 
exports and non-export profit). 

Let us demonstrate schematically 
how these three lax concessions which 
have evelved since 1962-63 operate in 
the case of a corporate firm engaged 
in manufacture and export. The f i rm 
in question is supposed to be engaged 
in what is classified as 'basic indus
t r y ' (as, for instance, manganese ore 
mining) and is therefore, entitled to 
the 'basic industry rebate' of income 
tax of 5 per cent of income. At the 
same time, its exports are assumed to 
attract both the general and the spe
cial rebates. A l a r m engaged in non-
basic but essential industry pays in
come tax at the rate of 50 per cent 
but is entitled to not only the general 
rebate on export profits but also the 
special rebate on 2 per cent of its ex
port turnover. As for tax credit, cal
culations are made for each of the 
five possible cases, (i) no tax credit; 
(ii) 2 per cent tax credit; (iii) 5 per 
cent tax credit; (iv) 10 per cent tax 
credit; and (v) 15 per cent tax credit. 
The results are shown in the table on 
the previous page. 

It can be observed from the table 
that for concerns entitled to tax cre
dit the reduction in tax liability 
through tax credit can be quite sub
stantial and exceeds other export re
bates (general plus special) put to
gether, even when tax credit is given 
at the rate of 2 per cent of export 
turnover. This is true for both a firm 
engaged in basic industry and one 
engaged in essential industry. At rates 
exceeding 2 per cent tax credit would 
be the most important of the tax con
cessions available to exporters. Of 
course, as things stand to-day, while 
all exporters are entitled to the gene
ral rebate of income tax, most items 
entitled to tax credit are not eligible 
for special rebate. In most cases, it 
is either tax credit or special rebate 
to which an export item is entitled. 
But items not eligible for tax credit 
might be entitled to bonus import en
titlement because it appears from the 
list of items declared eligible for tax 

credit that items entitled to bonus 
import licences are excluded. 

In the table we have considered 
cases of 3 types of firms, those with a 
20 per cent ratio of profit to turnover, 
those with a 10 per cent ratio and 
those with zero per cent profit. The 
10 per cent ratio appears to be typi
cal of the organised industries in 
India on the basis of the Reserve 
Bank's study of public limited com
panies, 4 and it is through this sec
tor that most exports in India can he 
said to pass, be it tea, jute or engin
eering goods. 

It is interesting to observe that the 
total export subsidy for the 10 per 
cent ratio of profit to turnover works 
out to nearly twice the total subsidy 
for 20 per cent ratio when tax credit 
is given at 15 per cent and as one 
moves upward the gap narrows down 
until we reach the no-tax-credit posi
tion where the subsidy for 10 per cent 
ratio is higher than that for 20 per 
cent ratio by 48 per cent. (Even this 
is accounted for entirely by the spe
cial rebate on export turnover). On 
the other hand, the gap in subsidy 
between 10 per cent ratio and zero 
ratio narrows down in relative terms 
as one goes down from zero tax cre
dit to 15 per cent tax credit. The ex
planation is simple. Since tax credit is 
based on turnover, the higher the rate 
of tax credit the greater is the signifi
cance of subsidy through tax credit in 
the total subsidy. 

I V 
Of the three tax concessions avail

able to exporters, one, i e, the general 
rebate of income tax, is linked to pro
fit and two, i e, the special rebate and 
tax credit, are linked to export turn
over. Elsewhere, I have argued and 
attempted to demonstrate that when 
the objective is to promote exports 
the same amount of Government reve
nue given away by way of a price sub
sidy should yield greater exports than 
if it were given away in the form of 
income subsidy.5 If the firm is max
imising profit, an income subsidy 
should leave its marginal revenue and 
cost schedules undisturbed and, there
fore, the firm's output (in this case, 
export) and price wilt not be affected 
by income subsidy. The price subsidy 
wil l , however, affect the cost schedule 
and, therefore, output and/or price, 
assuming no inelasticities. If we drop 
the profit maximisation assumption, 
but concede differences in profit-turn
over ratios, the subsidy related to 
turnover favours those with lower pro
fit-turnover (or higher turnover-profit) 

ratios and the subsidy related to profit 
does the opposite with the result that 
the same amount of revenue given 
away in the proper subsidy should se
cure a higher turnover than it it is giv
en away in the latter type of subsidy. 
Since the objective of export promo
tion is to secure higher net export 
earnings (i e, after meeting the cost of 
imported inputs of exports), the right 
thing to do would be to relate the 
subsidy to the value of export net of 
import cost involved (i e to the net 
value added in the country.) Thus ex-
ports of higher import-content will 
attract a lower subsidy than export 
of lower import-content.6 Of the two 
price subsidies now being given in 
India, one i e, the special rebate on 2 
per cent of export turnover is avail
able at the uniform rate of income 
tax on the gross value of turnover of 
the items eligible for i t . Under the 
tax credit scheme however, different 
rates of tax credit are laid down for 
different items of export. Could it be 
that the rate-schedule has been so de
vised as to favour items with lower 
import-content as against those with 
higher import-content? The rate-
schedule for tax credits has reportedly 
been drawn up by the Advisory Btiard 
on Tax Credits for Exports in the 
light of the principles enunciated by 
the Finance Minister in his Budget 
speech. The Finance Minister, as wc 
have observed above, defended the 
introduction of tax credits not as a 
measure to subsidise exports but 
mainly as a step towards reimbursing 
the exporters for a variety of local 
taxes with respect to which relief is 
not given to exports because of the 
difficulties involved in making refunds. 
Now almost all the items chosen for 
tax credit are either raw materials or 
simple manufactures based on Indian 
raw materials and it is difficult to say 
that manganese ore should get 15 per 
cent tax credit and iron ore 10 per 
cent because the former has lower 
import-content than the latter. But it 
could possibly be true that loose tea 
carries a lower tax credit (2 per cent) 
than tea in consumer packs of 1 kg 
and less (5 per cent) because the lat
ter might be carrying a bigger burden 
of local duties. The differentiation in 
local tax burdens may have been 
found to arise because while export 
of loose tea might be escaping sales 
tax altogether (since actual exports are 
exempt from sales tax), that of pac
kets of tea might be paying sales tax. 
In fact, one can almost generalise and 
say that the higher the degree of pro
cessing an export item undergoes lo-
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cally, the greater is the chance of its 
carrying higher local tax burden.7 On 
the whole, it appears that the crite
rion of import-content has not been 
taken into account in the fixation of 
the rate schedule for tax credits. 

Of course, there are valid grounds 
also for relating the rate of tax credit 
to the degree of processing of local 
raw material, the rate increasing with 
the degree of processing both as a 
counter-measure to the time-worn 
western practice of imposing higher 
import tariff on more highly processed 
imports from primary producing coun
tries and also on balance of paymenis 
and infant industry considerations. 
But none of these considerations, how
ever worthy, were advanced for the 
introduction of the tax credit scheme 
probably because it was felt that a 
measure like this on any of these 
grounds would be difficult to "sell" 
to GATT. 

V 
On the basis of the 1961-65 level 

of India's exports, the annual cost to 
the exchequer on account of the three 
tax concessions to exports would work 
out as under: 

It is too soon to say whether or 
not these concessions have, and if so 
to what extent, contributed to the 
enlargement of India's export earn
ings. But it does follow from our ana
lysis above: (i) that the outlay on 
special rebate and Lax credit should 
yield higher dividends in the form of 
higher export earnings than the out
lay on general rebate on income tax; 
(ii) that since the underlying objective 
is to increase net export earnings of 
the country, both the special rebate 
and tax credit should be so re-cast as 
to link the subsidy to the net value 
added in India; and (iii) as regards 
exports based on Indian raw materials, 
the subsidy given should, as far as 
possible, be made to increase with 
the degree of local processing that an 
export item undergoes, after allowing 
for the differential burden of local tax
ation that various export items might 
be carrying. 

The additional demands imposed 
lately on the country by defence makes 
export promotion even more urgent 
than before and it becomes important 
that not only should we spare no 
effort in expanding our exports to the 
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maximum possible but at the same 
time we should endeavour to secure 
maximum results from every rupee of 
outlay on export promotion. If this is 
accepted, our export tax incentives 
must be recast. 

Notes 
1 See Manmohan Singh, "India's Ex

port Trends" (1964), pp 337-400. 
2 As early as in the early twenties J 

Viner said that the drawback system 
and allied devices conferred no spe
cial advantages on the exports in 
their competition in outside markets 
but merely mitigated the handicap 
the export trade was subject. See his 
"Dumping: A Problem in Interna
tional Trade" (1923), pp 13-4. 

3 It is important to note, that this is 
not the same thing as income ac
tually arising from exports. The 

term 'attributable' is interpreted as 
implying the proportional division of 
total profits among export and non-
export business on the basis of res
pective turnover. 

4 See Reserve Bank of India Bulletin 
for July, 1964. 

5 See my 'Income vs. Price Subsidy 
to exports' in Economia Interna-
zionale, November 1963, Pages 1 to 
11. 

6 See my "Export Promotion through 
Import Entitlement", in the Econo
mic Weekly of May 22nd July 15, 
1965. 

7 One cannot, however, overempha
sise the need for detailed studies 
with respect to local-tax-burdens 
which exports from India have to 
carry so that our exports can be 
fully relieved of the burden. 
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