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THE ECONOMIC IMPLICATIONS OF
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By
PROFESSOR RUSSI JAL TARAPOREVALA#*

The Union Budget for 1978-79 presented by the Finance
Minister, Mr. H. M. Patel, cameat the end of ayear's rule by
the Janata Party at the Centre. It was presented in the context
of an economy in which growth had been resumed, the agri-
cultural situation was extremely favourable, buffer stocks of
foodgrains stood at unprecedented levels and the foreign ex-
change reserves of the country reached the highest point ever
witnessed in the last three decades.

The implications of the Union Budget have to be assessed
in the context of the variousfactors which have operated in
the Indian economy during the past year and which are first
analysed.

NATIONAL INCOME RESUMES GROWTH

**The Economic Survey' for 1977-78 of the Government
of India commented that **the most notable feature of the
economic situation in 1977-78 was the absence of any serious
constraint on economic growth'. The country for thefirst
time in many decades had substantial surpluses of food
and foreign exchange. As a result of these factors, gross
natioaal product at 1970-71 prices which had risen by 1.5

* The author is an eminent economist and an authority on taxation
and capital market. This text is based on the lecture ddivered
under the au%ncesof the Forum of Free Enterprisein Bombay on
3rd March, 1978. The viewsexpressed are the personal ones of the
authqgt%r&d not of any institution or organisation with which he is
associated.
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per cent in 1971-72, fallen by 1.1 per cent in 1972-73, risen
by 5.2 per cent in 1973-74, risen by only 0.5 psr cent in
1974-75, risen by 8.5 per cent in 1975-76 and risen by 1.6 per
cent in 1976-77, is estimated to have jumped by 5 per cent
in 1977-78. Hence, the Finance Minister in his budget speech
could announcethat ‘‘the gross national product will register
a satisfactory growth of 5 per cent in the current year as com-
pared to 1.6 per centin 1976-77"". Unfortunately, asinthe past,
a large portion of the rise in the gross national poduct was
neutralised by the increase in the population of the country.
Thus per capita net national product at 1970-71 prices rose
by 1.1 per cent in 1971-72, fell by 3.7 per centin 1972-73, rose
by 3.3. per cent in 1973-74, fell by 1.3 per cent in 1974-75,
rose by 6.6 per ctnt in 1975-76, fell by 0.6 per cent in 1976-77
and isestimated to have registered a small rise in 1977-78.
Per capita net national product remained at abysma low
levels between 1970-71to date. Thus per capita net national
product at 1970-71 prices was Rs. 636 in 1970-71, Rs. 629in
1971-72, Rs. 606 in 1972-73, Rs. 626 in 1973-74, Rs. 618 in
1974-75, Rs. 659in 1975-76 and Rs. 655in 1976-77, indicating
theextremely low level of economicdevelopment of the country
and its relative stagnancy in the various years of the 1970s.

Asaresult of thefavourable agricultural situationand unpre-
cedented risein theforeign exchange reserves, the growth of
5per cent of gross national product estimatedtohave occurred
in 1977-78 offered the opportunity to push thelndian economy
intoanew pattern of growthand development which the Finance
Minister has attempted to do through the budget.

AGRICULTURAL PRODUCT10N

The Finance Minister announced in his budget speech that
““agricultyral production which had declined sharply last year
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is expected to more than make up the lost ground. Foodgrain
production is expected to exceed last year's level by about
10 million tonnes despite the natural disasters in the South.
The production of commercial crops is also expected to im-
prove considerably ......... This has been achieved in part due
to good weather but to an even greater extent because of the
increased irrigation potential, increased use of fertilizers, pes-
ticides and high yielding variety seeds.

Thusthe index of agricultural production which had fallen
by 0.4 per cent in 1971-72, fallen by 8.0 per cent in 1972-73
risen by 10.7 per centin 1973-74,fallen by 3.5 per cent in 1974-75
risen by 15.6 per cent in 1975-76and fallen by 6.7 in 1976-77,
is estimated now to have risen by 7 per cent'in 1977-73.

The production of foodgrainsin the country was 105.17
million in 1971-72, 97.03 million tonnes in 1972-73, 104.67
million tonnes in 1973-74, 99.83 million tonnesin 1974-75,
121.03 million tonnesin 1975-76 and 111.57 million tonnesin

1976-77, and is estimated to haveisen to around 121 million
tonnes in 1977-78.

""The Economic Survey' noted that "*the kharif season in
the year 1977-78 had been good because of satisfactory rainfall
over most of the country. Itis estimated that foodgrains pro-
duction would be 71-73 million tonnes, i.e., 4-6 million tonnes
more than in the kharif season of 1976-77, and close to that
in 1975-76. Although it istoo early to say anything about
the rabi season, weather conditions and sowings indicate that
rabi output may be higher than last year. Total food grains pro-
duction is thus expected to be about the same asin 1975-76,
viz., 121 million tonnes as against 111 million tonnes last
year''. It also emphasises that "*the current year began with
stocks of foodgrains of 18 million tonnes which rose to 20
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million tonnes by the end of January 1977°’ and stiesses that
*'the key to a higher and more stable Bed of production is
increased irrigation."*

The Government continued itsagricultural strategy by em-
phasising theimportance of rural development in all aspects.
TheFinance Minister, in his budget speech, said that ** additio-
nal irrigation potential created during the year will be 2.3 mi-
[lion hectares—the highest achieved in a single year so far.™
" TheEconomic Survey*" pointed out that **the price of ureahkas
been further reduced by Rs. 100 per tonne with effect from
12.10.1977 and the excise duty on triple super phosphate has
been reduced from 15 per cent to 7§ per cent'. Total fertilizer
consumption which was 2.9 iillion tonnes in 1975-76 is esti-
mated to have exceeded 3.4 million tonnesin 1976-77 andis
expected to reach alevel of 4.2 milliontonnes during 1977-78.
Moreover, the consumption of phosphatic and potassic ferti-
lizers increased by 42 per cent and 51 per cent respectively,
in the last year.

**The Economic Survey"" emphasisesthe need for better water
management, control of pests and diseases of crops, better
support or procurement prices, better provision of credit to
farmersand various projectsto help and benefit small farmers
as part of the integrated strategy to develop the agricultural
economy. The Finance Minister concluded that **clearly the
basis now exists for a more dynamic growth of agriculturein
the years to come.™

INDUSTRIAL PBODUCTLON

Industrial production during 1977-78 received a dight set-
back as a result of variousfactors. Theindexof industrial pro-
duction which had risen by 3.3 per cent in 1971-72, risen &
4.0 per cent in 1972-73, risen by 2.2 per cent in 1973-74, risen
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by 2.6 per cent in 1974-75, risen by 6.1 per cent in 1975-76
and jumped by 10.4 per cent in 1976-77, is estimated to have
risen only by between 5 per cent and 6 per cent in 1977-78.
Themaincausesfor the setbackinthegrowthrate of industrial
production were :

First, Power shortages: TheFinanceMinisterin his budget
speech said that **the lower growth rate thisyear istoalarge
extent dueto theshortage of power which isdirectly attributa-
ble to the past neglect of this vital sector.*"

Second, StrainedIndustrialRelations : Asaresult ofthelifting
of the Emergency, there was considerablelabour unrest which
erupted throughout the country and disrputed industria
production.

Third, Lack of Demand : The demand for many products
seems to have either declined or remained stagnant.

Fourth, Lack of new capacity : In a number of industries,
capacity utilization was high so that the scope for expansion
was limited, but new capacity has not been coming into
existence for variety of reasons.

“The EconomicSurvey” noted that**the general impression
is more one of relative stagnation than of sustained progress.™
Certain key industries producing coal, pig iron, cotton yarn,
cloth, cement and el ectricity generation haveeither substantially
declined in output or remained relatively stagnant. Power
shortages serioudy crippled the out-put of power-intensive
industries like aluminium, basic metals and heavy chemicds.
On the other hand, industrieswhich showed some growth were
dectrica machinery, food manufacturing, chemicas, non-
electrical machinery, rubber products, etc.
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The Government continued its new industrial policy with

its emphasis on village, cottage and small scale industries.
""The Economic Survey", therefore, stresses that areas for

"'large scale industry will be : —

""(ad) basic industries, such as steel, non-ferrous metals,
cement and oil refineries;

“(b) capital goods industries, for meeting the machinery
requirements of basic aswell assmall-scale industries}

"(c) high technology industries, which require large
scale production (e.g. fertilisers);

""(d) other industries which are outside the list of re-
served items for the small-scale sector, whichare
considered essential for the development of the
economy (such as machine tools, and organic and
inorganic chemicals)."

The activities of the Large Houses continue to be regulated
and the Government has emphasised that *"they will in future
be required to rely on internally generated resources for
expansion,*

Althoughthe Union Budget for 1977-78 had made provision
for enabling voluntary amalgamationof sick industrial units
with healthy ones by allowing the accumulated lossesand un-
absorbed depreciation of theamalgamating company to becarri-
ed forward and set off in the hands of theamalgamated com-
pany the various conditions attached for such an amalgamation
tobeeligiblefor tax benefits were so numerous and administra-
tively impractical that throughout 1977-78, notasingle such
amalgamation could beput through. The Finance Minister has
realised theimpracticability of the existing provisionandin
the budget of 1978-79, he has provided that such schemes for
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amalgamation can be submitted to the Government and
approved or cleared before they are passed by the shareholders
of thecompaniesand putintoeffect. Suchadvanceclearanceor
approvals should do much to speed up the amalgamation of
such units with the healthy onesand to tone up the industrial
sector in the coming year.

EMPLOYMENT

Employment continues to be the most dismal feature of
the Indian economy. Employment of persons in the public
sector at the end of March, each year wasas follows: 107.31
lakhsin 1971, 113.05lakhsin 1972, 119.75lakhsin 1973, 124.86
lakhsin 1974, 128.68 lakhsin 1975, 133.63 lakhsin 1976, and
138.19 lakhs in 1977. But employment in the private sector
betweentheyearsending in March 1966 upto 1977 has sta
gnated showing only minor fluctuations between 66.85 lakhs
and 68.54 lakhs of persons.

«“The Economic Survey’ noted that **according to Employ-
ment Exchange statistics, the number of applicants on the live
register stood at 10.8 million at the end of October 1977 as
against 9.6 million at the end of October 1976—an increase of
12,5 per cent. Registrations, vacancies and placements were
all lower in 1977 thanin 1976 ........ Since there was a decline
in both vacanciesnotified and in placements, it is not possible
to say that there has beenan improvement in the employment
situation merely because registrations have beenless. However,
it can at least be concluded that no ground has been lost....”
Nevertheless, the statistics clearly show amost unsatisfactory
situation on the employment front and indeed the deteriora-
tion init which has continued for many years. This high-
lightsthe seriousness of the challenge on the employment front
facing the Government.



SAVINGS AND INVESTMENT

According to the statistics prepared by the Central Statistical
Organisation, gross domestic saving as percentage of gross
domestic product at market prices rose from 19.7 per cent in
1975-76 to an estimated 21.1 per cent in 1976-77. However,
gross domestic capital formation as a percentage of gross
domestic product at market pricesdeclined slightly from 19.6
per cent in 1975-76 to an estimated 19.2 per cent in 1976-77.
Hence'* The Economic Survey' commented that **the propor-
tion of savingsto GNP was higher which led to an increase
in foreign exchange reserves.” It stressed that *"there is great
urgency to raise private savings as well. This requires greater
austerity on the part of the people particularly these whose
incomes are such that they have choice between savings and
consumption™.

Thedata on industrial investment is scattered but may be
noted. The sanctions of direct loansto industrial concerns by
the financial institutions like IDBI, IFCI and ICICI were
higher than in the previous year. Onthe other hand, the
consents given by the Controller of Capital Issues to non=
Government companiesto issue capital other than bonus issues
appears to have declined slightly by about 4 per cent.

The Financial Express Equity Index declined substantially
duringtheyear and the stock market remained depressed throu-
ghout theyear. Thus, the Financial Express Equity Index slu-
mped from ahigh of 242.48 to a low of 207.34 during 1977.
Itroseto 225.86 on March 1, 1978 immediately after the
budget was presented. Thus, conditionsin thecapital market
remained depressed or sluggish throughout the year.

PRICE BEHAVIOUR
Opening the budget speech, the Finance Minister said, **we
inherited a highly explosive inflationary situation when we
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took office. Pricesin 1976-77 went up by over 12 per cent...
It is most gratifying that the economy has been so managed
during the current year asto ensurethat prices did notincrease.
Hon'ble Members will be pleased to note that the wholesale
price index istoday lower than the level inherited by us from
the previous Government."

The relative price stability achieved due to careful manage-
ment of the Indian economy during 1977-78 is undoubtedly
a great achievement of the present Janata Government, but
" The Economic Survey'* correctly cautions that **the price si-
tuationdoes not call for any complacency’”, and points out that
**amore long-term solution to the problem of rising pricesis
increase in domestic production™. The Government has been
ableto control prices became of the very comfortableforeign
exchange reserves situation. Thus, it wasable to regulate the
export of items like fruits, vegetables, etc. and even ban the
export of certain items which werein short supply within the-
country. It wasable to use the massive foreign exchange to
import large quantities of items which were in short supply
like oilseeds and thus dampen down the inflationary pressures
of the Indian economy. Thisindicates the scope which the
mounting foreign exchange reserves give for a more flexible
management of the economy and for restraining inflation.

MONETARY POLICY

Money supply withthe publicroseby 12.9 per centin1971-72,
16.6 per cent in 1972-73, 15.5 per centin 1973-74, 6.9 per cent
in 1974-75, 11.3 per cent in 1975-76, 20.3 per cent in 1976-77
and is estimated to have risen by only 8.7 per cent in 1977-78.
In analysing thefluctuationsin money supply, ** The Economic
Survey'* noted that unprecedented increase in money supply
of Rs. 2,699 crores or 20.3 per cent took placein the fiscal
year 1976.77. The three principal factors responsible for
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this expansion of money supply were (@) an increasein bank
credit to the commercial sector (b) anincrease in net foreign
exchange assets of the banking sector (c) anincreaseinnet bank
creditto Government. Of these, the most important one was
the increase in bank credit to the commercia sector.
Bank credit to the commercial sector rose by Rs. 3,240
crores in 1976-77 as compared to Rs. 2,883 crores in 1975-76.
The next in importance was the increase in net foreign
exchange assets of the banking sector. These recorded
an increase of Rs. 1,675 crores in 1976-77 as compared to
Rs. 525 crores in 1975-76. The increase in net bank
credit to Government was, however, lower at Rs. 640
crores’. But more interesting and revealing is the analysis of
the increase in money supply for the comparable periods of
thefiscal year up to January 20,1977, as compared with 1978.
" The Economic Survey™ analysed thetrendssuccinctly thus:
"Inthefiscal year 1977-78till January 20, 1978, money supply
hasshownan increase of Rs. 1,401 croresor 8.7 per cent ascom-
pared with an increase of Rs. 1,650 crores or 12.4 per cent in
the corresponding period of last year. All the three factors,
namely bank credit to the commercial sector, net foreign ex-
change assets of the banking sector and net bank credit to
Government have contributed more or less equally to the
expansion during this period. However, the increase in net
bank credit to Government this year has been very sharp
i.e. Rs. 1,002 croresin this period ascompared to only Rs. 63
crores in the corresponding period last year. The increase
in net foreign exchange assets of the banking sector hasalso
been larger this year at Rs. 1,544 crores due to the continued
risein invisible receipts as against Rs. 1,196 crores in the cor-

responding period last year. Bank credit to the commercial
sector, however, shows a much smaller increase this year,

namely, Rs. 1,425 crores as compared to Rs. 2,702 crores last
10

year. This was due to deceleration in the growth of public
food procurement as well as other advances.™*

Thesefigures clearly indicatethat theincreasein nett foreign
exchange assets of the banking sector is playing a major role
in increasing the money supply and highlights the need for
spending the rapidly rising foreign exchange reservesin order
to control inflation as well as develop the Indian economy.
The greatest failure on the part of the Government has been
in respect of itsinability to utilisetheforeign exchange reserves
in a productive and efficient fashion last year. In the coming
yearsthis unsatisfactory situation should be set right.

FOREIGN TRADE AND BALANCE OF PAYMENTS

The most glowing aspect of the Indian economy was in
theareaof itsforeign tradeand balance of payments. For many
years, the value of total imports into Indiahad exceeded value
of India's exportsresultingin a substantial deficitinthebalance
of trade. *"The Economic Survey" points out that **the year
1976-77 marked a turning point in India's external trade tran-
sactions. This sharp deterioration suffered in the wake of
therisein the pricesof petroleum, food, fertilisersand indus-
trial raw materials was checked in 1976-77 and a small surplus
of Rs. 69 crores emerged on trade account."

Thus, thetotal value of India's importsfell from Rs. 5,265.2
croresin 1975-76to Rs. 5,074.4 croresin 1976-77, whereas the
value of India's exportsjumped dramatically fromRs. 4,042.8
croresin 1975-76 to Rs. 5,143.4 croresin 1976-77. Moreover,
for the period April to June, of which statistics are available,
value of imports declined from Rs. 1,061.7 crores in 1976-77
to Rs. 979.1 crores in 1977-78, whereas the value of exports
in the corresponding period rose from Rs. 1,108.9 crores in
1976-77 to Rs. 1,224.7 croresin 1977-78. However, it should
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be noted that export growth appears to have decelerated to
about 9 per centfrom therate of 27 per cent in 1976-77. **The
Economic Survey' estimatesthat the trade surplus for thefirst
eight months of 1977-78 can be put at Rs. 72 crores.

The foreign exchange reserves of the country soared drama-
tically throughout the year, aided by the favourable baance
of trade, together with mounting inward remittances effected
by the Indians working abroad to their dependents in the
country. Thus, foreign exchange reserves are estimated to
have crossed Rs. 4,000 croresand are approaching Rs. 5,000
crores despite repayments of various IMF and foreign loans
by the Government of India. It is estimated that foreign ex-
changereservesarerising monthly at a rate of between Rs.130
croresand Rs. 150 croresand that during the coming twelve
months, there could be further accretion in the foreign ex-
change reserves of between Rs. 1,500 crores and Rs. 2,000
crores. This would meanthat our foreign exchangereserves
may approachRs. 7,000 croresby 1979 unless adynamic new
policy to use these reserves is implementedimmediately.

The Finance Minister in his budget speech said that **the
country's foreign exchangereserveshaverisenfurther, despite
an increase in imports, because of continued inward remi-
ttancesand asmall surplus on trade account. Since reserve ac-
cumulationsamount to lending abroad, these should be drawn
down and used for internal development by a poor country
like India™ Yet, later on, in the budget speech, the Finance
Minister admitted that he has totally failed to use the figure
of Rs. 800 crores for whichhe had taken credit for borrowing
from the Reserve Bank of India against drawals of foreign
exchange reservesfor thelast year's budget in the anticipation
that theforei gnexchange reserveswouldbedrawn down during
the year.
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" The Economic Survey' also emphasises the need to use
India's foreign exchangereservesto promote growth and deve-
lopment and to restrain the money supply. |t states that " an
expansion in imports can then take place in only three ways
(i) increase in the imports of materials not availablein India
such as non-ferrousmetals (ii) increase in theimport of equip-
ment not made in India (iii) increasein the import of those
items produced in India because demand exceeds domestic
output. But, '"The Economic Survey' attemptsto give
variousfeeble reasons why a step-up in imports hasnot meate.
rialised.

It is quite clear that the key to India's economic develop-
ment liesin adopting a fresh approach to the country's foreign
exchange reserves in order to utilise the same for spurring
economicgrowth. |t appearsthat theadministrative machinery
hasnot adjusteditsel fanditsattitudestothe new situation which
has risen on the foreign exchange reservesfront. The admi.
nistrative machinery appears to be suffering from a hang-over
of thirty years foreign exchange shortages and crises and its
mental attitude appears to prevent the effectiveutilisation of
foreign exchange reserves for development. The time has
come to take drastic and perhaps administratively unpopular
policy decision to use the mounting foreign exchange reserves
in a productive and imaginative manner to spur the growth
of national income. If the present administrative machinery
failsto ensurethe utilization of theseforeign exchangereserves
in the coming year, the FinanceMinister must consider drastic
remedies like making the Indian Rupee progressively or at
least partialy convertible and in the ultimate scenario even
fully convertible in order to break through the bottlenecks
which prevent the use of the foreign exchange reservesin a
proper manner. The situation is growing more serious daily
in so far as monthly accretionsto foreign exchange reserves
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increasethe money supply and hence can lead to inflationin
the Indian economy. If the problem is not tackled now, it will
assume draconian proportions in two or three years and may
require remediesat that time which will be far more painful
than what can be done now to utilise the foreign exchange
reserves.

BUDGETARY POSITION

I'n his budget speech the Finance Minister stated : **When I
presented the Budget last year, | had estimated a budgetary
deficit of Rs. 84 crores......... The total budgetary deficit is
now expected to be of the order of Rs. 975 crores. This may
appear to be asizeablesum but let mefirst clarify that of this
amount, the sum of Rs. 414 crores is directly accounted for
by the additional assistance which | was compelled to make
to the States on account of their deficits."" However, the main
cause of the increased deficit wasdue to the Finance Minister
not having been able to draw down foreign exchange reserves
of Rs. 800 crores for which he had taken credit for aborrow-
ing from the Reserve Bank of India on the assumption that the
foreign exchange reserves would be drawn down during the
year. Explaining this unsatisfactory situation in respect of the
failureto draw down theforeign exchangereserves, the Finan-
ce Minister stated, **my anticipation of the country's ability to
draw down the foreign exchange reserveshas not materialised.’
This highlights the main failure on the part of the administra-
tionin fiscal management last year and points to the direction
in which policy and action should be aimed in the coming
year. Thedrawing down of theforei gnexchangereservesshould
be the topmost priority of the Government of India.

At current rates of taxation, the Finance Minister estimated
the budgetary deficit for the coming year, 1978-79, at Rs.1,396
crores. He should havefilled this deficit and even could have
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cut taxation by drawing down the foreign exchange reserves.
Unfortunately, he had failed to take credit for drawals against
foreign exchange reservesin the budget and hasattempted to
fill a part of the deficit by proposing additional taxation which
isestimated toyield to the Central Government Rs. 346 crores
during 1978-79, reducing the budgetary deficit to afigure
of Rs. 1,050 crores.

PLAN OUTLAYS

The total outlay on the Annual Plans of the Centre, States
and union territories for 1978-79 is proposed in the budget
to be Rs. 11,649 crores as against Rs. 9,960 croresin 1977-78
which represents an increase of 17 percent. But it is inter-
esting to note that ** continuing schemes absorb as much as
Rs. 10,465 croresof thisoutlay® . Thisclearly indicates the con-
straints within which the Finance Minister has had to operate
and the fact that the old pattern of planning priorities had to
be continued even in the current year in order to finish sche-
mes which had been launched by the earlier Government.
Thusbasically the structure of the Plan remains similar to that
adopted by the Congress Government beforethe Janata Party
took over. Of the plan outlays|eft after making the allocations
for continuing schemes, the Finance Minister was ableto al-
locate Rs. 828crores toagriculture and other schemessubserv-
ing the development of rural areas...... whereas under the
Janata Party's announced economic policies this figure
should have been substantially higher.

Despitethe constraints inherited by the Finance Minister in
respect of continuing schemes of the earlier Government, it
is heartening to note that he has been able to fulfil the Janata
Party's commitments to decentralise planning to the State
level. Thus the Finance Minister was able to announce
that ""for the first time in many years, the States and union
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territories Planstogether will belarger than the Central Plan.
The step up in the outlay on States Plansasa whole is 19 per
cent whilethe Plans of the union territories will go up by 27
per cent. The Central Plan, on the other hand, will increase
by 15 per cent. Thisreflectsareordering of the Plan priorities
in favour of agriculture, irrigation, power and rural develop-
ment all of which figure prominently in States Plans and in
some measure a shift towards greater decentralisation in plan-
ning."

The Plan Outlay on agriculture has been raised by Rs. 490
crores to Rs. 1,754 croresfor 1978-79. Thisis a step in the
right direction but in the coming year, the outlays should
be stepped up very much more.

The Finance Minister announced that "*as a part of the new
strategy for rural development,it is proposed to launch ama-
ssive programme of dairy development—Operation Flood
11—which will raise the nutritional standards of the people,
generate employment for about 4 million people in the first
phase and augment the incomesin rural areas through a viable
subsidiary occupation'. The project in the coming years will
cost almost Rs. 500 crores but its launching this year is greatly
welcomed as an essential ingredient in the programme of rural
development and uplift.

Theoutlay on fisheriesinthe Central Planis to be raised
from Rs. 33 croresin 1977-78 to Rs. 61 crores in 1978-79.
Theoutlay for the developmentof rural and small-scaleindus-
tries isbeing raised from Rs. 145 crores in 1977-78 to Rs. 219
crores in 1978-79.

The plan outlays in construction of all weather approach
roads and the provision of drinking water facilitiesin the pro-
blem village are also to be stepped up sizeably in the coming
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year. The outlays on Programmes for the welfare of the
scheduled castes and other backward classes and the outlays
in the States' plansfor tribal development are to rise substan-
tidly in the coming year.

The Finance Minister has stressed the importance of addi-
tional irrigation facilitiesbeing extended to 17 million hectares
during the next five years. This total outlay on irrigation is
to rise from Rs. 1,238 croresin 1977-78 to Rs. 1,401 crores
in 1978-79.

In his budget speech, the FinanceMinister said, ** inadequate
dlocationsin the past for power and the leisurely pace of
execution of electricity projectshaveled to a chronic shortage
of this basicinfrastructurefacility. Both these need to be cor-
rected if recurrent power shortages are not to hold up our
progress.”” However, thetotal outlay on power of the Central
and the States is estimated at Rs. 2,217 crores in 1978-79
compared with Rs. 1,925 crores in the current year. This
represents a very modest increase in the outlay on power
whichistotally inadequate. The FinanceMinister should have
used thelarge foreign exchangereservesto import ona massive
scale power generating and other equipment and should have
stepped up the outlay on power on a crash basisto afigure of
sayRs. 4,000croresinorder to break the power shortage, which
isstrangulating Indian industry and also retarding the progress
of agriculture. Hereisa fruitful avenue in which the huge
foreign exchange reserves could have been productively used
if the administration had launched a crash programme to do
SO.

The outlay for the oil sector for 1978-79 is only Rs. 630
croresagainst last year's figure of Rs. 677 crores. TheFinance
Minister said that ** there can be no slackening of our efforts
towards self-sufficiencyin crude oil”*. Yet the outlay on oil
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is not really substantial. Here again it can be argued that
India's vast foreign exchange reserves should have beenutili-
sed by importing oil drilling rigsand other such equipment
on a massive scale and a crash programme should have been
launched through the active utilisation of foreign exchange
reserves to make the country self-sufficient in ail.

The outlay on steel isto risefrom Rs. 511 croresin 1977-78
toRs. 563 croresin 1978-79. The outlay ison continuing pro-
jectswhich could not havebeenabandoned but it is to be hoped
that after these projects are completed the Janata Government
will cut down investments in sectors like steel in favour of
its new industrial policy objectives.

The outlay on family planning whichisnow called the outlay
on health and family welfareis proposed to be stepped up from
Rs. 284 crores in 1977-78 to Rs. 393 croresin 1978-79. This
indicates that the present Government is not slackening in the
emphasis on family planning on a voluntary basis.

Defence expenditure next year is estimated at Rs. 2,945
crores against Rs. 2,752 crores in the last year, which repre-
sents a very modest step-up.

In the context of the larger plan in the coming year, the
budget takes credit to market loans to yield Rs. 1,650 croresin
the coming year as compared to Rs. 1,183 croresin the current
year.

The larger plan outlay proposed by the Finance Minister
should undoubtedly result in a step-up in public investment
in the industrial sector as well asin the rural sector. But the
dramatic shift in planning programmes and priorities which
had been promised by the Janata Party has not materialised
because the Finance Minister has had to budget for noless than
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Rs. 10,465 crores on continuing projects out of the total
plan outlay of Rs. 11,649 crores. This highlightsthe diffi-
culty in shifting economic prioritiesin plansin ashort time
and the constraints which prohibit the Finance Minister from
immediately implementing the Janata Party's manifesto in
respect of new prioritiesin planning with the emphasis on heavy
industries being cut down and shifting it to rural development
and the development of tiny village, cottage and small scale
industries.

BUDGET PROPOSALS

AlthoughtheFinance Minister hasnot takencreditfor drawals
against foreign exchange reservesin the budget estimates for
1978-79, his budget speech shows that'he is acutely aware of the
primeneed to use theforeign exchange reserves. Thus he said
in his budget speech that “a number of steps havebeentaken to
utilise these reservesbut the continued accretion indicates that
these are not enough. 1, therefore, propose to create a new faci-
lity under whichterm lendingfinancial institutionsand public
sector banks will provide Rupeefinance on appropriate terms
to cover the import costs of approved projects. This will
beinaddition totheRupeefinance whichisalready being made
available to cover domestic costs. A consortium of banks will
be formed to provide such loans, supplementing the finance
by the term lending institutions."

More dramatically, he announced in his budget speech that
the Government has decided to sell gold from the stocks
heldbyit. It is also proposedtoencourage the making of
gold jewellery for export by introducing an export promotion
scheme in which gold could be made available at international
prices to artisans and goldsmiths for making and exporting
gold jewellery. Both these steps are in the right direction.

19



The Government should not only sell the gold from the stocks
heldby itbut asonot hesitateto import goldonamassive
scale and sdl it freely to mop up the money supply with the
publicif necessary. In this context, the continuation of the
Gold Control Act will restrict the use of gold sale as an
anti-inflationary weapon. The Government should abolish
the Gold Control Act if it wantsto use the sale of gold asa
powerful instrument of economic policy to fight inflation if
it rearsits ugly head in the coming months.

The Finance Minister is aso acutely aware of the fact that
the budgetary deficit can be reduced from the sale of the gold.
It is to be hoped that in the coming year, he will use the
drawals of theforeign exchangereservesand a vigorous policy
of thesaleof gold aswell asfor theimport of other needed
items in order to develop the economy and if necessary to
close the budgetary deficit and dampen inflationary pressures
if they develop in the Indian economy.

The new taxation proposals of the budget involve addi-
tional resources mobilisation of Rs. 549.5 crores of which
Rs. 499 croresis estimated to be the yield from the pioposed
changesin excise duties and customs duties, Rs. 25.5 crores
from changesin direct taxesand Rs. 25 croresfrom changesin
the Compulsory Deposit Scheme. Thus the bulk of the re-
source mobilisation is through indirect taxation and reflects
the clear realisation that the potential for resource mobilisa-
tion in the area of direct taxation is nil or negligible.

EXCISE DUTIES

The Finance Minister has proposed changes in excise duties
toyidd Rs. 4,886 croresin the coming year. Thisrepresentsa
massive effort at resource mobilisation of a size not witnessed
in recent years. He has proposed to levy a special excise duty
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at therateof 1/20th or the equivalent of 5 per cent of the basic
rates of excise duties presently collected on all items in the
Central excisetariff, except on coal, el ectricityand goodswhich
are assessed under items not otherwise specified in the excise
tariff. This measure is estimated to yield additional revenue
of Rs. 214 croresin afull year. Thisistruly a giganticimpost
but it is cleverly spread through out the range of amost all
excisableitems. Thusitsinflationary impact will be minimised
in respect of particular itemsin so far asthe new impost applies
uniformly at a small rate on every conceivable item.

The Finance Minister has proposed to levy an excise duty of
2 Paise per 'Kilowatt-hour on édectricity generated. He has
proposed to exempt from this levy electricity generated for
captive consumption and to give a rebate of the duty to the
producer in respect of electricityused for agricultural purposes.
Thislevy isestimated to yield a revenueof Rs. 145 crores ina
full year. The levy will undoubtedly be passed on to the con-
sumer and will dightly raise the cost of power throughout
the country.

A new central excise duty on coa varyingfrom Rs. 5 to
Rs. 10 per tonneis proposed whichis estimated to yield Rs.58
croresin afull year. This duty is aso expected to be passed
on to the consumer and will lift the price of coal. The new
exciseduty on electricity and the excise duty on coal represents
a package of excise duties on energy itemsestimated to yield
no lessthan Rs. 203 crores and to that extent will push up
energy costs within the country.

Some years ago, an excise duty at the rate of 1 per cent was
introduced onallarticles™* not otherwisespecified." 1t wasthere-
after raised to 2 per cent. TheFinance Minister has proposed
that the excise duty on all articles not otherwise specified be
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raisedto 5 per cent ad valorem. He has exempted some cate-
gories of goods like pesticides, weedicides, insecticides and
fungicides, non-proprietary drugs, medicines and drug inter-
mediates. Newspapers and periodicals are also exempted.
This levy is expected to yield additional revenue of Rs. 100
crores in a full year.

It will be seen that from above-mentioned five major changes
in excise duties spread over aimost every conceivable type of
item, the Finance Minister proposes to collect no less than
Rs. 517 croresin revenuein a full year. But sincethis burden
isliterally spread out throughout the economy in a clever and
a very thin way, the excise burden in'the case of some items
may be absorbed by the manufacturers. It is estimated that
the maximum impact of the excise duties proposed by the Fin-
ance Minister on the price level may amount to lessthan 1
per cent.

TheFinance Minister hasannounced a number of concessions
in the sxcise daties of which the important ones may be out-
lined.

First, it has been provided that small-scaleindustries whose
clearancesinthepreceding year werelessthanRs. 151akhswould
be exempted from excise duty payable on the first clearance
of Rs. 5lakhs in respect of sixty-nine items. This will give
much needed excise duty relief to about 24,000 unitsand will
result in a revenuesacrifice of Rs.28 croresinafull year. It im-
plemsntspartiallythe Janata Party’s industrial policy to encour-
age small-scale units by giving them a differential advantage
in exciseduty over their large-scalerivals. Second, power driven
pumps mainly used in agriculture are to be totally exempted
from exciseduty. This will involve a loss of revenue of
Rs. 1.5 crores in a year and should bring down the prices of
agricultural pumps and thus help rural development. Third,
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small cuts have been announced in the excise duties levied on
3-whedler auto rickshaws, whole milk powder, small refri-

gerators, films, etc. These cuts will result in a relief of about
Rs. 3 crores.

The excise net has been widened to the largest possible
extent and the additional excise burden has been placed on
every conceivable item. In some cases, industry will be able
to pass on the burden of new excise duties to the consumer,
but because of the relatively small increase in the rates of ex-
cise, theimpact on each item would be minimum. |t isconcei-.
vable that if the monsoon is good and if the industrial and
agricultural outputs improve, the excise duties may even be
absorbed resulting in price stability.

CUSTOMS DUTIES

The FinanceMinister hasannounced changesin customs duties
which will result in anincreasein revenue of Rs. 23.70 crores
and cutsin customs duties resulting in alossin revenue of
Rs. 13.36 crores, giving a nett yield from the budget changes
in respect of customs duties of Rs. 10.34 croresin a full
year.

Asaresult of thechangein the excise duties on theitems not
otherwise specified, the countervailing customs duty on such
items is expected to yield Rs. 15 crores.

The Finance Minister has proposed to increase customs duty
on polyesterfilament yarn from 120 per cent to 200 per cent,
ad valorem, to yield a revenue of Rs. 6.40 croresin a year.
He has justified this measure as necessary to protect Indian
industry.

The Finance Minister announced that the customs duties
would be reduced from 40% to 25% on capital equipment
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not made in India. Unfortunately, this concession is only
restricted to machinery for leather and garment industry,
cértain equipment for oil exploration and certain machinetools,
testing machinesand instruments. Asa result of this change,
therevenuelossisestimatedat Rs. 9croresin afull yeas. This
measure should reduce the capital costs of industries import.
ing such machines, but it is recommended that customs duties
on all types of imported equipment be reduced to 25% so as
to bring down capital costs of imported plant and machinery
throughout the industrial structure.

The customsduties on condenser tissue paper and polypro-
pylenefilm used to make capacitors which reduce transmission
losses of power are proposed to be cut. Customsduty on elec-
trical insulation paper is alsoto be reduced. Theseproposals
willinvolvealoss of revenueof Rs. 4 croresand should bring
down prices of these essentia items. Various minor changes
inrespect of customs duties on items line cinematograph
machinery, electronic componentsand imported featurefilms
are proposed to involve a revenue sacrifice of Rs. 58 lakhs.

Theoveral change in customs dutiesis relatively small and
modest and the total additional burden is minor.

DIRECT TAXATION

The Finance Minister announced that the rates of direct
taxes would remain unchanged in the coming year. He,
however, announced certain major changes.

PERSONAL TAXATION—COMPULSORY DEPOSIT
RATES HIKED

The Finance Minister stated in his budget speech that **in
order to mobiliseadditional resourcesin the form of savings,
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| proposeto raise the rates of compulsory deposit in the case
of income-tax payers. Whiletaxpayers having current income
up to Rs. 15,000 will continue to enjoy immunity from the
requirement of making compulsory deposit, in the case of in-
comes exceeding Rs. 15,000 and up to Rs. 25,000 the rate will
be raised from 4 per cent to 4% per cent. On the slab of
Rs. 25,001 to Rs. 70,000, compul sory deposit is currently made
attherate of 10 per cent. | proposeto splitthis dabinto two.
While the rate on the dab of Rs. 25,001 to Rs. 35,000 will be
11 per cent, the rate on the dab of Rs. 35,001 to Rs. 70,000
will be 125 per cent. Onthedab over Rs. 70,000 the rate will
be raised from 12 per cent to 15 per cent. Approximately
Rs. 25 crores will accrue in 1978-79 as aresult of this
measure."’

Thesharpincreasein therates of compulsory deposit to be
made by those with incomesin excess of Rs. 15,000 will result
inforced savingstothetune of Rs. 25 croreswhichin theshort
run will be diverted from private sector investment into the
Government coffers. As a result of the change in the rates of
the compulsory deposit scheme, the maximum margina rate
of personal income tax plus compulsory deposits will rise
from 81 per cent to 84 pet cent.

DEDUCTION OF SPECIFIED LONG-TERM SAVINGS
RAISED

The Finance Minister has proposed to liberalise the conce-
ssion in respect of long-term saving through life insurance,
provident fund contributionsand other approved forms of sa-
vings. At present 100 per cent of thefirst Rs. 4,000 0of the quali-
fying savings, 50 per cent of thenext Rs. 6,000 and 40 per cent
of the balanceareallowed as deductionin computing the taxable
income of the taxpayers. It is now proposed that with effect
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from the assessment year 1979-80, a deduction equal to 100
per cent of the first Rs. 5,000 of the qualifying savings will
be given, the next Rs. 5,000 will continue to enjoy deduction
at therate of 50 per cent and the balance will qualify for deduc-
tion at the existing rate of 40 per cent. But the total limit
for savings qualifying for deduction is being raised from
Rs. 20,000 to Rs. 30,000. It isestimated that these changes will
result in a revenue loss of Rs. 10 crores in a full year and
Rs. 7.5 croresin 1978-79. This concession is to be wel-
comed. But it will result inafurther diversion of savings into
public sector channels and to that extent reduce the savings
available for private sector investment.

INVESTMENTS IN NEW SHARES

The Finance Minister recognised that the investors were
not interested in putting their savings in shares into new in-
dustrial companiesand that such new companies were **not
attracting adequate support.'* He, therefore, stated in his budget
speech that **in order to stimulate such investment, | proposeto
to give a deduction in the computation of taxable income of
50'per cent of the amount invested in equity shares of new in-
dustrial companies. The maximum investment in a year quali-
fying for this deduction will be limited to Rs. 10,000. This
will entail aloss of Rs. 5croresin a full year and Rs. 3.5 crores
in 1978-79. | would cheerfully accept a much larger lossif it
results in stimulating larger investment.™

A careful study of the proposed sectionin the Finance Bill,
1978, shows that most onerous conditions have been applied
for shares to qualify for thesedeductions, which may make the
concession almost valueless. Thusit isprovided that an eligible
issuz of canital will have to satisfy many conditions : First,
it must be an issue of equity shares made by a public company
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formed and registered in India with the main object of carry-
ing on the business of construction, manufacture or produc-
tion of any item not being an article specified in the Eleventh
Schedule of the Income Tax Act. Since the list of items in
the Eleventh Schedule of the Income Tax Act are items where
profitability is likely to be higher than in the remaining in-
dustries, this tax concession will apply only to those industries
which have long gestation period and low profitability. Se-
cond, the issue has to be an issue of capital madefor the first
time. Third, sharesforming part of the issue haveto be offered
for public subscription. Fourth, theissue will have to conform
with such further conditions and rules as may be framed by
the Central Board of Taxes. The decision of the Central Govern-
ment on the eligibility of a shareissue for this tax concession
will be final —yet no procedure nor provision is made for get-
ting in advance a decision of the Government on the eligibi-
lity of a share issue for this provision.

It has been provided that where a company which was ori-
ginally a private company becomesa public company and makes
an issue of equity shares which may conform to the above men-
tioned conditions, the shares will be eligiblefor tax concession
only if the company has not declared any dividend when it
wasa private company and the shares are offered for subscrip-
tion at par, that is, not at a premium. This may exclude shares
of some companies which may have made small profits as
private companies and may have paid nomina dividends in
the past.

To further restrict theavailability of this tax concession, it
has been provided that to get this tax benefit the shares must
be subscribed either through the public issueor out of the re-
servation madeinfavour of a person by reason of his being a
promoter of the company or be purchased from the underwriters
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in casethe publicissuefailsand the sharesare acquired by the
underwriters against their obligation in respect of the under-
writing. These three restrictions on the mode of acquiring
such shares may makeit very difficult for an investor who is
not a promoter of a company to get any such shares. It is
doubtful if for the sake of thistax benefit, small investorswill
bewillingto buy sharesfrom the underwriterswhich havefailed
to be subscribed in the market in the public issue. Moreover,
even if an individual buys such sharesfrom the underwriters,
thereisarisk that tax concession may not beavailableto him.
Thisisbecauseit hasbeen providedthat a person shall betreated
as having purchased any shareson the date on which his name
isentered in relation to those shares intheregister of members
of thecompany. Thus, if after purchasing the sharesfrom an
underwriter the investor lodges them with the company con-
cerned and the company delays the registration of tranfer be-
yond the assessment year of the purchaser, the investor will
fail to get thetax benefit of such a purchasein that particular
assessment year.

I't has been provided that when an assessee sells such invest-
mentswhich got the benefit of this concessionwithinfive years
of the date of purchase, thetax concession would be lost and
an amount equal to the tax concessionwill beadded to thein-
come of the assessee in the year in which the sharesare sold.

The ultimate blow is contained inaprovision where it is
provided that this tax concession availed of, such investments
will not betaken into account for the purposesof reinvestment
for securing exemption from thetaxation of capital gains.

The Finance Minister should reconsider these onerous con-
ditionsif thetax concessionisto haveany valueor to be effec-
tivein the coming years. It is meaningless to hedge the tax
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concession with a series of conditions which will put off in-
vestorsfrom even consideringit or prevent them from availing
of it. Thedligibleshares as defined now will be the shares of
the industries where the gestation period may be as long as 8
to 10 years. Thetax concessioncannot possibly offset theloss
of interest or dividends during such a long gestation period.
The other provisionsregarding the method by which the shares
should be purchased would make it very difficult for an in-
vestor who is not a promoter to acquireany worthwhileshares
under this section. The section needs to be greatly modified
and simplified if it is to have any applicability whatsoeverin
the coming year.

LONG-TERM CAPITAL GAINS TAX EXEMPTION
CURTAILED

The Finance Act (No. 2) of 1977 introduced a new Section
54E in the Income Tax Act to provide exemption from in-
come tax in respect of capital gainsarising from the transfer
of any capital asset (other than short-term capital assets) in
cases where the full value of the consideration received or ac-
cruing as a result of the transfer isinvested or deposited by
the taxpayer in specified assets within a period of six months
after thedate of thetransfer. Whereonlyapart of theconsidera-
tion is so invested or deposited, a proportionate part of the
capital gains is exempted from tax.

The assets specified for eligibility for reinvestment were
(1) securities of the Central Government or of State Govern-
ment; (2) certain savings certificatesissued by the Govern-
ment ; (3) Unitsin Unit Trust of India; (4) debenturesspecifed
by the Central Government ; (5) sharesinany Indian company
quoted on the stock exchanges or issued to the public, and
(6)deposits in nationalised banks for a period of more than
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three years. As a result of the introduction of this section,

the capital market became more liquid. which wasthe original
announced aim of the section.

Many people sold their assets before February 28, 1978,
and were planning to reinvest the same within six months in
quoted sharesor bank deposits. Suddenly like a bolt from the
blue, the Finance Minister has now proposed that with effect
from 1st March 1978, investments in shares of quotedcompanies
will not be eligible for reinvestment, except where the invest-
ment is made in equity shares of new industrial companies as
defined earlier and purchased in the mode provided for getting
the concession in respect of income tax for investment in new
industrial companiesoutlined aboy e. Furthermore it isproposed
that three year bank deposits made after 1st March 1978 will
not qualify for reinvestment for exemption from the capital
gains tax. The nature of this provision is totally unjustified
and puts a harsh and inequitable burden on those investors
who sold their assetsin bona fide expectation of reinvesting
them in shares quoted in share market or in bank deposits of
more than 3 years. The provision as proposed in the Finance
Bill 1978 is inequitable, unjustified, unfair and totally wrong.

The Finance Minister should have provided for the with-
drawal of quoted shares and bank deposits as specified assets
for reinvestment in respect of the reinvestment of proceeds of
assets sold after 1st March 1978. If the present provisions
of theFinance Bill are not amended, they will result ininequity
and great hardship on those who have sold their assets before
28th February 1978 and will now be forced to reinvest them
in relatively unattractive modes of investment.

Further, it is doubtful whether the continuation of exemp-
tion of capital gains in the new truncated form will attract
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investors to sell their good quoted shares sincethey will then
have to reinvest the profits only in Government securities or
Savings Certificates or Units of the Unit Trust or debentures
specified by the Central Government or shares of new indus-
trial companies with a very long gestation period. The liquidity
of the stock market will be destroyed and the supply of shares
or scrips will dwindle dramatically. On the other hand, the
demand for shares, especially from the financial institutions,
will continue at the normal level. Thiswill leadtoanartificial
scarcity of scripsor sharesin relation to the demand for them
and may result in a spurt in the prices of shares in the stock
market as well as make it very difficult for institutional inves-

tors to get adequate quantities of shares for the investment
of their funds.

MINOR CONCESSIONS

The Finance Minister in his budget speech announced that
"'the foreign remuneration of Indian citizens employed out-
side India is liable to Indian income-tax if theii stay in India
exceedsa specified period. As thisresults in avoidable hard-
ship and discourages such persons from spending even a re-
asonable period on vacation in their home country, | propose
to providethat I ndian citizensemployed outside I ndiamay stay
on vacation inthe country for 89 daysinayear without attract-
ing such tax liability." This would be a good change except
for thefact that hereagain it is proposed to restrict the benefit
of this concession only to those persons where the services of
the Indian citizens working outside India have been sponsored
or have been approved by theCentral Government or the pres-
cribed authority. Thus the concession will be of benefit
mainly to Government and civil servants and thousands of In-
dians working abroad, especiallyin the Gulf area, will not pe
eligibleto benefit from the proposed concession. It is difficult
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to understand why when giving such a concession, which is
worthwhile, the Finance Minister has allowed those who draft
the Finance Bill to always put in clauses of this type which res-
tricts the tax concession and makes it not availableto all In-
dian citizens working outside India.

Itis proposed inthe budget that the winnings from horse
races will be subject to deduction at source of income-tax at the
rate 34.5 per cent for winningin excess of Rs. 2,500, made after
1st June 1978. The Finance Minister announced that this was
one of the recommendationsof the Chokshi Committee. This
proposal islikely todeal adeath blow toracinginIndiaand
will reduce the income of State Governmentsfrom local taxes
on betting which takes place on race courses in India.

The Finance Minister has proposed that advance tax will
be payable by allassesseeshavingincome above variousspecifi-
el limits. Thus, all assesseeshaving incomes over specified low
limits will haveto file estimates of their incomefor the coming
financial year and will have to pay advancetax on them volun-
tarily. Whereasthis may bea convenient way of reducing the
work of the income-tax department, it will only cause unnece-
ssary work and hardship for thousands of small income-tax
assessees after 1st June 1978, when the provision will take
effect. The Finance Minister has said that he has made these
changes regarding voluntary payment of advance income-tax
based on the recommendations of the Chokshi Committee.
This measure will shift work which should be done by the in-
come-tax officers to the shoulders of hapless assessees.

In his budget speech, the Finance Minister announced that
*"the exemption limit for estate duty, which is Rs. 50,000 was
fixed aslong as 1958. Asthis exemption limit is unduly low,
| propose to raise it to Rs. 1lakh. Since, in this matter,
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we can move only with the concurrence of the State Legisa
tures, a Bill for implementing this proposal and certain other
proposals in relation to estate duty, will be introduced later
this year.” The proposed increase in the exemption limit is
welcome. But it istotally inadequate because inflation has re-
duced the value of the Indian Rupee between 1958 and 1978
by around 400 per cent. If thelimit for exemption from estate
duty istobe keptin real terms at same leve asin 1958it should
have beenraisedto Rs. 2lakhs. Nevertheless,itisto be hoped
that the various states will agree to the proposed change.

BUSINESS TAXATION
PUBLICITY EXPENDITURE DISALLOWED

The Finance Minister has proposed a draconian and com-
pletely arbitrary disallowanceon advertisement, publicity and
sales promotion expenditures with effect from the assessment
year 1979-80. In his budget speech, he claimed that ' extra-
vagant and socially wasteful expenditure is oftenincurred on
advertisement, publicity and sales promotion. In order to
put a curb on such expenditure at the cost of the exchequer,
| propose to provide for the disallowance of a part of such
expenditure in the computation of taxable profits. Where the
aggregate expenditure on advertisement, publicity and sales
promotionin Indiadoes not exceed  per cent of the turnover
or gross receipts of the business or profession, 10 per cent of
such expenditure will beldisallowed in computing the taxable
profits. Where such aggregate expenditure exceeds } per
cent but doesnot exceed # per cent of the turnover or gross
receipts, the disallowance will be made at the rate of 12}
per cent; and where such expenditure exceeds?i per cent of
the turnover or gross receipts the disallowance will be made
at the rate of 15 per cent. These provisions will not apply
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in cases where the aggregate expenditure on advertisement,
publicity and sades promotion does not exceed Rs. 20,000
ina year. Newly established industrial concerns will aso be
exempted from this provision for an initial period of three
years. This measure will yield Rs. 31 croresin afull year and
about Rs. 25 crores in 1978-79.”

This measure is likely to increase the burden of income-
tax on businesses and corporations by a staggering Rs. 31
croresinafull year, which meansthat over Rs. 50 crores worth
of such expenditure will be arbitrarily disallowed for income-
tax purposes. It islikely that in order to reduce the burden
of this onerous provision, business and industry will cut
back on their advertising, publicity and sales promotion ex-
penditures which will deal a severe blow to the future and
even survival of advertising agencies, newspapers, especidly
small newspapers, journals, al types of advertising media, etc.

Whereas wasteful expenditure on advetisement, publicity
and sales promotion should be curbed, the present provisions
of the Finance Bill are totally arbitrary and irrational. The
exemption limit of Rs. 20,000 for such expenditure is ridicu-
lously low considering that it takes many times that sum even
to launch an ordinary consumer product. Secondly, the pro-
posal does not differentiate between the need for such ex-
penditures for selling capital goods, raw materials and inter-
mediates, which require very little advertisement, publicity
and sales promotion expenditures and the need for such ex-
penditures which is very high for selling consumer goods,
especialy new types of consumer goods or special varieties
and items which are produced for the first time. There should
be much higher limits of exemption for such expenditure in
relation to consumer goodsand especialy new items. A fairer
proposal would have been to provide that such expenditure
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above the average of that incurred during the past three years
as a percentage of the turnover of these years of an assessee
may be exempted and the excess could be carefully scrutinised
in order to determine its wastefulness and can be disallowed
on merit. The drafting of the present provision isso vaguein
so far as sales promotion and publicity are difficult to define
that it will lead to endless litigation between the assessees
and theincome-tax department. It will aso resultin unemploy-
ment of thousands of persons engaged in the advertising
profession or working in newspapers and journals and other
publicity media. The Finance Minister must reconsider
this proposal in the interest of overall employment aswell
as fairness and equity to business and industry.

EXPORT DEVELOPMENT ALLOWANCE

" The Economic Survey™ and the Finance Minister's speech
stressed the importance of export promotion. Nevertheless,
Finance Minister has proposed to withdraw the export market
development alowance which was given for income-tax
purposes. Thus in his budget speech, he said "*a weigh-
ted deduction is currently alowed in the computation
of taxable profits with reference to expenditure incurred by
Indian companiesand residenttax payers, other than companies,
on development of export markets. The weighted deduction
isalowed at the rate of 150 cent of the actual expenditurein
the case of widely held companies and at the rate of 133.3
per cent in the case of other taxpayers. Whilethefull deduction
of expenditure incurred for development of export markets
is entirely justifiable, and no part of such expenditure will
be disallowed under the proposed provision for disallowance
of expenditure on advertisement, publicity and salespromotion,
I do not see adequate justification now for continuing to
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subsidise such expenditure by the grant of weighted deduction.
I, therefore, proposeto discontinuethe grant of weighted de-
duction in relation to such expenditure incurred after 31t
March 1978. This measureis likely to yield Rs. 10 croresin
a full year and Rs. 8 crores in 1978-79.”

This measure is perhaps a reflection of the crisis faced
by the Finance Minister in respect of drawing down the
rapidly swelling foreign exchange reserves. Thus while pay-
ing lip serviceto exports, this measure will discourage exports
but it may lead to lower accumulation of foreign exchange
reserves. But such a policy is extremely dangerousin thelong
run and the proposed measure could have serious adverse
effectson Indias export tradein the long run. Surely, the cor-
rect course would beto spend the foreign exchange reserves
to spur growth rather than take steps to discourage exports.

INTEREST TAX ABOLISHED

TheFinance Minister hastakenadramatic and correct stepin
abolishing the interest tax levied on banks. Thistax, which
was introduced in 1974, provided for alevy of tax at the rate
of 7 per cent on the grossamount of interest received by Sc-
heduled banks on loans and advances made in India. The
banks had passed the entire burden of thistax to the borrowers.
The Finance Minister has abolished the tax with immediate
effect, that is, from 1st March 1978. This change will involve
alossin revenue of Rs. 108 crores during 1978-79.

Immediately after the budget was presented, the Reserve
Bank of Indiainstructed the scheduled banksto cut their rate
of interest to borrowers to reflect theabolishing of theinterest
tax and in some cases adlso give a further reduction in the in-
terest rates charged to borrowers. The abolition of the in-
terest tax and the reduction in the rates of interest announced
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by the Reserve Bank of India immediately after the budget,
amsteps to be heartily welcomed in so far as they will make
the burden of interest charges on industry lower and should
also stimulate the capital market in so far as it is influenced
by the structure and level of interest rates.

CONCLUSION

The budget represents ax innovative approach to fiscal poti-
¢y by the Finance Minister. The budgetary gap of Rs. 1,050
crores need not necessarily lead to inflation and given a good
monsoon could reflate the Indian economy in adramatic fa-
shion. On the other hand, if the monsoon fails, the Finance
Minister can always reduce the budgetary gap and tame the
forces of inflatton by importing and selling commodities,
foodstuffs, consumer goods and gold. Thus in his budget
speech, ke has clearly mentioned that he would leave “am
uncovered budgetary gap of Rs. 1,050 crores. This figure
will be reduced by the receipts from sdles of Government
gold.”

The Finance Minister should play an active roleinfollowing
aflexibleand pragmatic economic policy and to use the twin
advantages of large buffer stock of foodgrains and gigantic
foreign exchange reserves to ascelerate the growth of the In-
dian economy. He enjoys teday a flexibility in the options
available in respect of economic policy almost of a unique
nature, which did not exist during the last three decades.

The key to the growth of the Indian economy liesin the
utilisation of foreign exchangereserves. TheFinance Minister
must tackle the problems of utilisation of such reservesas
one of the highest priority. Heshould not be boundand
hampered by the past attitudes and administrative structure
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in relation to the drawing down of the foreign exchange re-
serves.  These administrative attitudes and bottlenecks are
inherited asa result of 30 yearsof foreign exchange shortages.
If necessary, he should make the Rupee progressivelyand part-
tially convertibleand in the ultimate situation if need be even
fully convertible. If the monsoon fails, the buffer stocks of
foodgrains should be vigorously sold to control food prices
and sales of imported itemslike oil seeds, imported foodstuffs,
imported consumer goods, etc. and gold should be pressed in
order to control the price line.

The Indian economy is now structurally strong enough to
weather one or two failures of monsoon and continue growth.
If the monsoon is good, the Indian economy will present a
scenario of unprecedented favourable conditions, which if
properly utilised could push the economy into a new era of
growth from the past morass of stagnation. The Finance Mi-
nister was quite right in concluding his budget speech thus:
"The economic situation of the country is exceptionaly
favourable at present for a bold step forward. This budget
is such a step.™

The views expressed in this booklet are not necessarily
the views of the Forum of Free Enterprise.
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Have you joined the Forum ?

The Forum of Free Enterprise is a non-political
and non-partisan organisation, started in 1956, to educate
public opinion in India on free enterprise and its close
relationship with the democratic way of life. TheForum
seeks to stimulate public thinking on vital economic
problems of the day through booklets and ledflets,
meetings, essay competitions, and other means as befit
a democratic society.

Membership is open to all who agree with the
Manifesto of the Forum. Annua membership fee is
Rs. 15/- (entrance feg, Rs. 10/-) and Associate Member-
ship fee, Rs. 7/- only (entrance feg, Rs. 5/-). Graduate
coursestudents can get our booklets and leaflets by be-
coming Student Associates on payment of Rs. 3/- only.
(No entrance feg)

Write for further particulars (state whether
Membership or Student Associateship) to the Secretary,
Forum of Free Enterprise, 235, Dr. Dadabhai Naoroji
Road, Post Box No. 48-A, Bombay-400 001.
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and printed at Onlooker Press, (Prop. Hind Kitabs Ltd.),
Sassoon Dock, Colaba, Bombay-400 005.
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