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The Family, Equity and Income-Tax 
'Rustic' 

Equity cannot abstract from individuals, and equity in taxation requires that the tax rate should be related to 
the personal circumstances of taxpayers. 

The characteristic we have come to regard as important for equity in taxation is the actual or potential 
standard of living; the quantum of consumption indicates the level of material well-being, and equity, it is believed, 
lies in equalising it to a greater or less extent. 

Efforts to equalise consumption wilt fail if a tax fails to affect consumption. 

Hence taxes ideally designed for equity must take some indicator of consumption as their yardstick, and they 
must be incapable of being shifted. 

THE only important Indian tax 
from the point of view of equity 

is the income Lax; while the equity 
bearing of taxes on expenditure, gifts, 
wealth and inheritance is indisput
able, they are all insignificant in 
the larger picture. A reading of the 
Income-tax Act also makes it clear 
that equity considerations are para
mount in its framing and are given a 
higher priori ty than comprehensibility 
or administrative simplicity. And yet, 
the income tax is not a tax on con
sumers only; it also covers business 
institutions very remote from con
sumption. 

One would think prima facie that 
the most appropriate subject of in 
come tax was the family; it would 
be, in most cases, the unit for which 
consumption decisions are taken. Even 
if we were to take individuals as the 
proper subject of taxation, family taxa
tion would be a good approximation 
to the taxation of persons since iuter-
family differences in consumption 
standards are far greater than differ
ences wi th in families. 

Yet, the family is not directly taxed 
under the Income-tax Act . The pr i 
mary subject of taxation is the ind i 
vidual, and each member of a family 
can have himself taxed separately if 
he wishes. This might well be justi
fied on the grounds that the family as 
a consumption unit (and not as a col
lection of kins) is more difficult to 
define than individuals are. But there 
is a reasonable presumption that a 
husband and wife l iv ing together form 
a single consumption unit , and they 
should not be able to pay tax as in
dividuals unless they are separated or 
divorced. It might be argued that if 
the freedom of the husband and the 
wife to be taxed separately is taken 
away, the incentive to divorce and 
separate w i l l be strengthened' How
ever, since marriage entitles men to a 
tax-free slab of income, joint taxation 
of husband and wife w i l l increase tax 
rates in the higher income brackets 

only, and wi l l affect a relatively small 
number of people. Besides, the hus
band and wife are taxed on their 
joint income in Britain, but divorces 
on tax grounds are unknown. Indian 
marriages, being a less flexible insti
tution than British ones, would stand 
the burden of taxation better. 

Hindu Undivided Family 
One would imagine that what the 

Income-tax Ac t calls the Hindu un
divided family would be an excellent 
subject of taxation. It is not, how
ever, both because it is defined is a 
collection of close kins rather than 
as a consumer unit, and because the 
membership of a Hindu undivided 
family does not preclude a person 
from being taxed as an individual on 
income purported to accrue to him 
alone. Close kins are, if they so wish, 
treated as a Hindu undivided family 
even if they maintain separate resid
ence: and they are afforded an incen
tive to be so treated because they can 
thereby extend their tax exemption 
l imi t to the sum of their individual 
exemption limits plus the l imit allow
ed to the Hindu undivided family. 
The extension is not automatic, but 
it is not difficult either; all it requires 
is a suitable distribution of income-
earning assets between family mem
bers. I S Gulati and Kuldip S Gulati 
have estimated that as a result of such 
devices, tax-paying Hindu undivided 
families paid less than 43 per cent of 
the tax they would have paid in 1958 
if duplication of exemption l imits were 
not allowed; the tax avoided by fami
lies wi th incomes below the (extend
ed) exemption l imit could not be esti
mated ' . This is a drain for which 
there is no justification in equity. 

Taxes on firms and companies per se 
can have only a remote bearing on 
equity. The reason for assuming that 

I S and Kuldip S Gulati, "The 
Undivided Hindu Family: A Study 
of Its Tax Privileges," Bombay 
1962, P 22. 

they have any is that business incomes 
generally accrue to people who are 
relatively well off; there is some rough 
justice in their taxation, it is believed. 
But this belief is correct only insofar 
as taxes are not shifted: and firms 
that earn their income by celling 
goods have the opportunity of massing 
on tax increases to their customers by 
raising prices. The opportunity may 
not always be utilised: whether it is 
or not depends on whether the firm 
sees i t , as well as on its market posi
tion — whether it is operating in a 
competitive or an oligopolistic market, 
in a seller's market or a buyer's 
market ale. But the possibility that 
business taxes are shifted cannot be 
ignored, especially when tax rates go 
as high as 70 per cent of profits. In 
fact, business taxes are so distant 
from personal income tax and close to 
commodity taxes that it would be 
better to have flat-rate corporation or 
profit taxes divorced from considera
tions of equity. 

The power to shift the tax belongs 
to any seller in a stronger position 
than his buyer, and it is quite possible 
that the income-tax is shifted by in
dividual sellers such as panwallas and 
accountants. In so far as it is. its 
equity objective is defeated. Unfortu
nately, we have no information about 
how far the income tax gets shifted. 

What would we do if we found that 
the shifting was appreciable? I think 
equity would lead us then to the cara
tion of personal consumption or such 
parts of it as cannot be shifted. Here 
it would help to presume, as we 
could without much risk of error, that 
buyers are generally in a weak posi
t ion vis-a-vis sellers, and that purchase 
taxes are paid by buyers. Hence we 
would think in terms of purchase taxes 
varying according to which income 
class tends to buy the goods, and of 
periodic taxes on the use of consumer 
durables such as cars and houses, also 
graduated according to the probable 
income of consumers. 
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