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Mr. Speaker, Sir,
I crave leave of the Housc to present the Budget for the yecar 1064-65.

In prerenting the Budgel of the Central Government for the year shead,
1t is customary to slart with a review of economic conditiong in the year that is
drawing lo a close and to assess the policics and irends in progress so as to pro-
vide a backdrop for the Budget for the year to come. Bul my task in ihis res-
pect is lighlened by the faclt that the year has witnessed a considerable reap-
praisal and reasscssmeni of policies and performance, as well as a reaffirmation
of the bazic social values we scek to promote through all our endeavours.
Honourable Members would recall that I had made before them a siatement
on the economic situation only a 1{ew weeks ago in December last. The Economic
Survey which in the past used to be presénicd to Parlinment along with the
Budget papers has also becn placed on the Table of the House on this occasion
a fow days earlier. 1 shall, therefore, conflne myself to those aspects of the
economlic stluallnnd and perapective which are relevant tc the proposals whirh
I shall be placing before the House in the latter part ol my stalement today.

2. By and large. the budgetary outturn for the current year bears testimony
to our delermination to strengthen our defences without slackcning our develop-
menial efforts or wilhout resorting io unbrdled deficit financing  The revised
eslimates Lor 1963-64 are presenled in detail in a separale section of the Explana-
tory DMemorandum which outlines the variations between the budee! and  the
revised estimates same detall in which they were traditinnally explalned.
Accordingly, I do mnot propose now to dwell at length on the budgelary
position for the current year. But it is noteworthy that the overall deflelt
in the budget which was  nriginally  estimated at Rs. 181 crores 18 1ow
placed at Rs. 135 croves. The improvement of Rs. 46 crores in the overall gap
has taken place desplie fhe nel lncrease of Rs. 94 crores in loans and advunces to
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States and of Rs. 27 crored in loans and advances lo other parties. The major
d.mprovemcnt in revenue is on account of Corporation Tax andp Taxes on Income
which together show an incrcase of Rs. 70 crores, bul this would be partly offset
by an increase of Rs, 21 crores in the States’ shure of Income-tax. Customs and
[Union Excise Duties also show an improvement of nearly Rs, 35 crores.

3. It is a malter for particular satigfaction that collections under Small Savings
which amounted o Rs. 73 crores in JY62-G3 are now cxpecled to amount to
Rs. 115 crores in 19G3-64. Other misecllancous Debt heads are also expected
to show an improvement of Rs. 31 crores, bul this will be offset by the decline in
Bmergency Risks Insurance rcceipts and Compulsory Deposits,

4, A part of the improvemeni In the budgetarv position is also cxplained by
the saving or perhaps shortfall in expenditure of Rs. 27 crores under Revcnue
and Rs. 64 crores under Capital other than Loans and Advances. Of the saving
under Revenue, Rs. 16 crores oecur under Defence and the balance under Civil
heads. The major shortfalls in Capital cxpenditure are in respect of Defence,
Rs. 43 crores; Hindustan Sieel, Rs. 19 crores, Atomic Energy, Rs. 11 crores: and
food purchases, Rs, 14 crores. On the other hand, Capilal requirements of Rajl-
ways would show an increase of Rs. 19 crores,

5. Turning to the economic situation, the most disturbing feature is the rise
an the price level. While the incresse 1 wholesale prices of the order ol 8 per
cent occur over the first three years of the current Plan period and thls cannot
be considered large by any standards, and particularly against the bhackground
of the sizable step-up in outlays under defencc and d)evelopment, the fact that
the general Index of wholesale prices rose by as much as 72 per cent belween
‘March 1963 and January 1964 is certainly a cause for great concern, Govern-
ment have already taken several steps lo afford relief to the weaker sections
of the community. We have, howcver, in the coming year to apply new measurcs
of discipline, fiscal and others, to arrcst this unhealthy trend.

6. Essentially, the rising trend in prices is explalned by the inadequate rate
of growth in agriculture. After increasing by 1.2 per cent in 1961-62, agricul-
tural production declined by 3.3 per cent next vyear, Crop prospects for the
current agricultural secason, which seemed somewhat better to begin with have
been ndversely affected by the recent severe winter conditions in many parts
of the country. The recent increases In the prices of edible items have been
causing Government a great deal of concern. The problem is being examined
at the highest level and may I add with the greatest care. My coﬁeague, the
Minister of Food and Agriculture has had meetings with Chlef Ministers and
other concerned Ministers in the States and a programme of concerted action
is being evolved. While attention has to be given to the regulation of distribu-
tion and prices, the maln emphasis will have to be on higher production. The
experience of intensive agricultural production in certain selected areas through
what are known as ‘package programmesg’ has led us to decide that we should
concentrate our efforts in about 80 selected districts, or roughly about 1500
development hlocks, which hold out promises of quickest results. The impact of
these and other measures which the State Governments are taking should T
believe be fell on the next Kharif crops. Government also propose to create a
special organisation for this purpose in the Tood and Agriculture Ministry lo be
headed by an officer, who has considerable experience In this fleld. Tt is alro
proposed to build up later on, similar specialised agencies for the stimulation
of some of the cash crops as well

7. On the industrial front production trends have Been more satlsfactory, the
increase heing 10 per cent over the first nine months of the current year com-
pared to 8.5 per cent in the corresponding period of the previous ycar. Honour-
able Members are aware that a number of steps have been taken to stimulate
industrial production and a measure of acceleratlon in the rate of growth over
the coming year should now be possible. Even so, it is clear that the presecrva-
tlon of a reasonahle dcgree of stabillty in the months to come will call for a
reduction in the volume of deflcit financing in the coming year.

8. Tn this connection. the overall rate of monetary expansion in the economy
will also call for a careful watching. During 1963, money supply with the public
increased by Rs. 430 crores or 13.8 per cent as compared to an increase of 08

er cenl In 1962 and 6.1 per cent in 1861. Government Indebtedness to the

anking system has been a major factor in monetary expansion in recent vears;
but bank credit to the private sector has also shown & brisk imcreaze during
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the current busy season. While the Reserve Bank pursues a fairly liberal policy
to help production and while the avinlability of credit to the farmer is being
improved by the Agricullural Credit Depailment of the Reserve Bank, a close
watch has to be kept on the siluallon so as to ensure that credit creation is kept
within reasonable limits and does not cncourage speculation or hoarding,

9. Extlernally, tha current vear has witnessed a welrome increase in export
earnings ond a comparatively satisiactory position in regard to foreign exchange
reserves. On present indications, cxpurt recepts during 1963-64 should exceed
Rs. 760 crores and thus show an improvement cf at least 7 per cent over the
corresponding reccipts in 1962-63. Puarlly as a result of better export perform-
ance and wartly in view of greater utilisation of external assislance, particularly
of fhe non-project tvne, our toreign cxchange reserves arc likely to show a
slight improvement over the currcnt year as against a decline of Rs. 221 crores
in 1962-63 and Rs. 6 30 crores in 1961-62  In addition, we have reduced our
Indebtedness to 1he Internallonal Mouetary Fund by § 50 million during this year
as against an  increase in such  indebledness of $ 25 million in 1962-63 and
$ 1225 milllon in 1961-62. While il is gralifying that the combined burden
of defcnee and development has not pul an introlerable strain on ocur balance
of payments as a 1esult both of our own «cfforts and the generosity of our
friends, our reserves are sfill far too low for us to be complacent. We cannot
afford to relax our efforts to strenglthen them.

10. In the ultimate analysig, the three problems of prices, growth and palance
of payments on which I have forussed my remaurks so far are inter-related and
we cannot solve any one of them without the fullest attention to the other two.
Indeed, it is only to the extent that all these problems are tackled within the
framework of an integrated policy, in regard to incomes, wages and invesimonts
that we can hope to ensurc that the necessary investment potentinl is made
availuble for the developmenti of the economy,

« 11, Treating the problem of growth as an isolated factor and promoting
growth by stepping up investment from the sources available within and without
the country, without a correspondmg policy fov the incomes generated in the
process, would nol only stimulale inflation but also exists besides, Similarly, a
price policy which disregards the dynamics of growth, or the impact on invest-
ment decisions, cannot bul be self-defeating in the same way as a price policy
which is not ceordinated with a corresponding policy in regard to wages. It is
now generally apreed, for example, thal trying to keep agricultural prices too
low for produecers may defeal thc objective of rasing agricultural preduction.
If this is the case, one cannel, at the sarne time, try to keep agricultural prices
low for all cunsumers. or adopt a wage policy in which most wage-earners are
compensated for the increasc in agricultural prices. Nor can one succeecd in
raising resources [or defchce or for that matter development by taxation if
each such effort leads to price incrcases which ure passed on all along the line,
These are, T think. a few lessuns which have emerged from our cxperlence, in
the recent pasi, which deserve to be borne in mind in framing budgetary and
other policies for the period ahead.

12, As far as investment policy is concerned, there is little doubt that, at the
present stage of the economy, it is {'ust as important to make the most efficient
use of the investments already complcted as it is to step up further the tempo of
investment, Often, in the race for making the new starts, sufficient attention
is not given to the fullest exploitation of the facilities already created. We
canfiot at ithe same time afford to postpone meking new investmentis in develop-
ment; nor can financial difficulties be allowed to slow down the completion of
gchemes which have already been {aken up. From bolh these considerations,
it follows thal the level of investment next vear in the public as well as the
private sector must be stepped up as much as possible.

13. In a certain sense Sir the broad pattern of investment that we must
undertake in India is self-evident; and it is easy enough to agree that we need
to expand investment in irrigation works, fertiliser plants, power and transport
progiammes, or indced bagic and heavv indusiries which have a vital bearing on
the futurc growth potential of the economy. But broad generalisations of this
nature are of little help at this stage when the most important questions to
decide are in rogard to the choice of the specific projects and programmes in
each of these ficlds which promise the greatest benefit in rclation to the cost
they entail. Our nrewent arrangements for the cheice of speeific prnjects and
programmes after a dctailed cxamination of the technical and economic aspeets
of practicn]l alternatives leave much lo be desired; and it is my intention to
strenglhen this aspect of the work of my Ministry during the months ahead.
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14. Apart from this guestion of the size and patlern of investmenl, there is
need for speedier execution of projects and of earning betler returns from the in-
vestments thal are being made. Many of the public sector projects are lagging
behind the schedule of their construction and what 15 more disappointing is that
their contribulion to our resources is nowhere near the Plan estimates. [t is of
the utmost importanee for oul economy thai enterprises in the public sector should
not only make profits, but should make good profils. By thal I mean taat they
should pive a good dividend to ihe Exchequer and yel he able to build up reserves
1o finance their own future expansion. I know that some people think thal publie
sector enterprises should work on no 13 fils or on low profits. Such an approach is
wholly unsound in any socicly, and more so onc in which the State seeks to own
or conirol the major seciors in production. When the Stale does no more Lhan
build schools, hospitals and roads, it necd nol look to direct returns on its invest-
ments. But when the 3tale begins to provide power and transport, when il beging
to own siee]l plantg, fertibser planis and machine-building plants, it must make
sizable profits out of them, build resctves, amoriise loanz and provide adequately
for depreciation of assels and thew replacement, g0 thal  the public secfor can
expand without adding unduly to the {ax burden. This 1s reinforced by the fact
that the products and services provided by the publie seclor arc absorbed by the
private sccter which 1s not inhibited [rom making adequate profits. To the future
gro~vth of th: pubwr scetor in India, a major contribulion has to be made by ihe
rcturn on investments already made in the public sector.

15. It js equally importanl for our development that the privale sector hay the
resources to expand in the fields assipned to it In my stalement last December,
I had referred to somc of ithe steps to be taken {towards this end. Since then, the
House has enacted legislation ifor the cstablishment of the Unit Trust which has
already come into being. The House will also be considering ithe Bill for the
establishment of a Development Bank which is intended to make an additional
contribution to ihec resources for the devclopment of our industrial economy.
Important and significant as these mecasures are, basically the resources for de-
velopment are generated not entircly by the setting up of instilutions such as
these, but in the communily through the savings that arc made. One of the prime
objectives of our economic and fiscal policy, therefore, must be to generate savings
both in the hands of individuals and in the hands of corporate bodies.

16. One of the weaknesses mm our economy has been that a high proportion of
the communily's savings s being diveried towards industries of low priority
towards quick speculative gains through purchase and sale of urban housing and
the hoarding of commodilies in short supply in a manncr which tends to push up
their prices. Some of these trends need rectification through fiscal measurcs to
which I shall turn later. It 1s important that these savings should be canalised
into the industries to which we attach the highest priority.

V7. Parl of the distortion, howcover, comces about through some of the short-
term and. it I might say so short sighted devices to deal with the price situation.
By imposing statutory controls on the prices of ceitain bhasic commodities, we often
succeed in discourapging investmenti in the very industries which procfuce those
items. This tends lo perpetuale the shortage and 1o aggravale rather than relieve
the pressure on priccs, Often conlrols of this type do not result in the commodi-
ties in question being available to the consumer at lower prices, What harpens
1% that the high prices which the consumer coniinues to pay do not henefil the pro-
ducer, but go into the pockets ol others. And becauge these prices are not legally
recognised, the Excheguer alzo 15 deprived of its dues. In curbing profiteering,
flscal devicey can be used much maore effectively than conirols which lead to
abuses, Reliance on price controls 1s only appropriate where it is possible to
excreise eoffect check on distribution and consumption as well; in olher words,
where there can be some form of rationing.

18 While concedirg the nced to provide private industry with resources for
the develupment entrusted to 1t mm our planming scheme, I should like to say a
word about the equally unpoitant pomnt that we must not, 11 the process, allow
concentration of economic pnwer and growth of monopolics. The question which
we have 1o consider is how we are to gchieve this ohjeclive consistently with our
concern to see that genuine and desirable development Is nol slifled. For a proper
formulatinn of our policies and attitudes in this respect, Governmenl feel that
ither> i pnred lor an impartial and ohjective enquiry so as to bring the relevant
data out in the open. It is, thercfore, proposed to get up under the Commission
ot Enquiries Acl a Commisslon to enquire inlo monopolies and the concentration



[PArT I—SrC, 1] THE GAZETTE OF INDIA FXIRAORDINARY 105

of cconomic power in the Indian ecconomy. While we must awail its repoit beloro
undertaking any legislation or setting up any kind of a slatutory body to deal with
thebmonopohsuc practices. 1 should like to draw aitenlion lo some aspects of this
problem.

19 Thete are basically three essential ingredients in any industrial or cconomie
set up. They arc: ownership, control and management. When discussing the
question of monopolirs, 1t 15 important to distinguish between these three clements
and to have g clear appreciation of thewr ielative roles. Il is popularly believed
thal the ownership ol mduatries in the privat-  (lor iz concentrated in o tew
hands. This is only partially true. No doubt 1w o country like ours with such
widespread poverly, a very large section of the population does not own any part
of the industry, trade or banking which is carried on jn the country. It is also
true that the wcalthier a person is, the larger would be his ownership of stacks
and shares. At the same time, what 18 nol ofien realised is that cven the bigpest
industrial plauts in the countlry loday belong, in terms of ownership, much more
te the people al lurge than 1o their original founders with whose names theoy are
popularly aszociated. The fife Insurance Corporation is itself a significant share-
holder of many of the larger industrial and banking units in thc private sector.
Investment by private individuals, many of them of modest means, has alsu been
increasing. mong the further measures through which Government propose to
disperse thie ownership of industry in the private sector, T would refer to the Unit
Trust, our cfforts to promote cooperative ownership, as we have done with a fair
degree of success In the case of pew sugar factory, and the measures which we
adopl, and to which I shall {urn later, to reduce the Inequalities of wealih.

20, It is really disturbing that despite diffused ownership, control is con-
cenirated in a relalively few people. We have recently taken some major sfeps
to weaken 1his stranglehold. The changes 1m the Banking Companies’ Act and
the amendments to the Companles’ Act have paved the ground for the state to
have stratcgic control over ihe private scctor in order to ensure that the mnvestor
itn incéustry gets a square deal and that anti-social activitics are curbed and con-
rolled,

21. 1t is not, of course, our intenlion to interfere in the detailed running of an
enierprise in the private sector. Indeed, the running of the enterprise 18 not a
matter of control, but of management. Management is a professional and techni-~
cal job and the skills nccessary for that have to be encouraged and rewarded not
only in the private sector, but also in the public sector. One of the weak-
nesses in the public sector today is the lack of adequale managerial pcrsonnel.
The last thing which we should do is to weaken the management. It is control
which really 1s the vital element. In the society which we hope to establish on
an enduring basis, the private sector, in the sphere assigned to it, will nave the
opportunily 1o grow, to attract individual savings, and to develop muanagerial
skills, subject to the overall discipline of the Stale, to prevent monopolistic ex-
ploitation and the pursuit of methods which do not help the growth of the
economy. Our fiscal policies should give encouragemeni and support 1o largt():r
investment in priority indusiries, to beticr and more cfficient monagement by
thosc who have the neccessary talent and to a weakening ol the devices, such as
managing agencies and improvigsed selling ageneics, through which dynastie
domination of private industry is perpetuated.

22. The efforls which we malke through our fiscal and other devices to encourage
savings, to invest them soundly and to run our plants efliciently and profilably In
the public intercst, will, for many years to ecome, nced to he sustalned by the Inflow
of forcign exchange in the form of external capital which serves the dual purpose
of Nlling the gap between domestle savings and levels of investment and our export
earnings and import requirements. Much of our foreign assistance has been
coming in the shape of credits and grants from friendly countries, as well as from
international institutions, particularly the World Bank which takes an active role
in organising the aid effort throueh annual meetings of the Consortium. We have,
since the Emergency, been also helped by external ald to strengthen our defence
effort. In ndditlon, supplles of agricultural products, specially wheat and cotton
and rice under the PT. 480 programme of the United States have made a major
contribution in tneeling food and other material shortages in the country. We owe
a debt of gratitude to these friendly eountries and institutions, which I must, on
this oceasion, publicly acknowledge.

23. While for some years to come we must rely on continued external assistance,
it 13 important that we should at the same time, devole increasing aitention fo the
objective of reducing our requirements of such ald. We can do so by reducing the
level of our Imports. But there is a point beyond which restrictions on Imports,
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whether fiscal or administrative, begin to do more harm than good, result in idle
capacity In industry and slower rate of growth and lead to higher prices with a
consequent fall in export earnings, which may well exceed the saving in forelgn
exchange effected by a cut in imports. Qur primary emphasis in import saving has
to_be not on additional measures of resfriction, but on tuning our Investment
policies fo give the maximum support to our balance of payments. Secondly, we
must do everything possible to increase our export earnings, though here again,
we have to be careful not to spend too much forelgn exchange on the devices we
use to help our exports. Finally, we must make full use of private capital sources
in the world outside to augment the external ald we recelve,

24. Quite apart from the credits which we receive from Governments, we could
ralse funds from the banking system and capital markets of the world, We have,
however, to remember that our external debts are already at a high level. For the
Third Plan, we had a repayment liability of approximately Rs. 575 crores, including
principal and interest, and the repayment lHablility for the Fourth Plan is already
in excess of Rs. 825 crores. In these circumstances, we should specially welcome
foreign investment In the shape of equity capital which not only brings with it
technical know-how and managerial skills, but has the speclal advantage of not
adding to the heavy and growing burden of deht repayment. To attract private
investment in appropriate felds, we have to offer some incentives and I shall deal
with those which pertain to the flscal field a little later,

25. I shall now turn to the budget provisions for the coming year. At the
existing level of taxation, I have budgeled for a total revenue of Rs, 2085 crores
and expenditure of Rs. 2041 crores, leading to a surplus of Rs. 54 crores on Revenue
Account,

26. As compared to the revised estimates for the current year, the Revenue
recelpts next year would be more by Rs. 181 crores, The four principal heads of
Revenue account for an improvement of Rs. 92 crores, while Interest receipts are
expected to go up by another Rs, 32 crores. Following the change in the procedure
for the release of mssistance under PL 480 on an advance basis, the grants for
approved projects are now expected to exceed the current year's provision by
Hs. 76 crores. But this would be covered by a corresponding transfer to the
Special Development Fund for which the expenditure estimates take s deblt. These
improvements, however, will be partly offset by a drop of Rs, 12 crcres under Emer-
gency Risks Insurance receipts and Rs. 4 crores under the surplus profits of
Reserve Bank accruing to Government,

27, T am as I said belora providing for Revenue expenditure of Rs. 2041 crores
next year, of which Rs. 718 crores will be for Delence Services and Rs. 1323 crores
for Civil purposes. The defence requirements debitable to Revenue next year show
an increase of Rs. 25 crores over the revised estimates of Rs. 693 crores for the
current year, while Civil expenditure shows an increase of Rs. 191 erores. The
growing volume and cost of public borrowings, mainly for development, account for
an increase of Rs, 36 crores under Debt charges. A lump provision of Rs. 10 crores
has been made on account of the increase in desrness allowance sanctioned recently
with retrospective effect from 1si July 1963. Miscellaneous Soclal and Develop-
mental Services in the fourth year of the Plan are expected to cost Rs, 21 crores
more, whereas grants o States for hoth Plan and non-Flan purposes would exceed
the current year's Revised estimates by Rs. 53 crores. The self-balaneing items of
grants under PL 480 deposits and Emergency Fisks Insurance Receipts, to Whiclzg
T have referred, together account for a net Increase of Rs. 64 crores, The States
share of Union Exclse Dutles would also show an increase of Rs 5 crores.

28. In putting forth these estimates, I have tried to be as liberal as I could in
estimating reccipts and as strict as possible in providing funds for expenditure,
taking into account the fact that actuals have, in the past, shown large increases
in recelpts and savings in expendilure. At the same time, I must add that if for
purposes of our development or for that malter defence, we find it necessary, I shall
not hesitate to come to the House for Supplementary Grants.

29, Excluding the adjustment for the transfer of loan assistance from U.S.A,,
which is notlonally treated as Capita] expenditure, Capital outlay next year ls
estimated at Rs. 796 croreg represeniing an increase of Rs, 34 crores over the
current year's Revised. The Defence Capital requirements next year at Rs. 138
crores show an Increase of Rs. 20 crores over the current year,
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30. The repayment of debt, bolh internal and external, will be of the order of
Rs. 259 crores next year. Loans to pariies other than State Governments at
Rsa. 254 crores will be higher by Rs. 64 crores. So far as States are concerned, the
revised estimates Include Rs. 101 crores as their share in the market borrowing in
the current year which was a combined effort for the States and the Centre. It has
since been decided, after consultation with the State Governments, to resume the
practice of separate market operations by the Central and State Governments for
the next year. Excluding the States’ share of combined market loan, loans to

States nexl year at Rs. 606 crores show an increase of Rs. 81 crores over the
rurrent revised estimates,

31. I must, at this juncture, digress fo say that the financial positlon of most of
the States has been causing me a good deal of concern. The total amount due to
the Centre hy the States at the end of the current {lnancial year will be of the
order of Rs. 3,000 crores. In addition, the States’ liability on sccount of market
loans at present amounts to Rs, 856 crores. Both In terms of loans from the Centre
and market horrowings the States have been receiving more than what was origi-
nally contemplated In the Plan. Their share of Central taxes and duties has also
been increasing. Yet most of them are constantly facing ways and means diffi-
culties of a somewhat dislurbing nature. The whole posiiion will requirc careful
review 1n the context of the Fourth Five-Year Plan. While we should aim at
giving the States a good deal of Aexibillity in allocating their own resources, so far
as Central assistance iz cnncerned we must also ensure that a major portion of it {8
related fo the Capital expendilure on identifiable projects which are economically
sound and can be expected to gencrate the resources for ihe repayment of thelr
liabilitles. Oiher devices will also have to be thought of. As g first step, it is pro-
posed to set up the Fourth Finance Commission at the beginning of the next finan-

cial year zo that its report becomes available hefore we flnalise the shape and slze
©of the Fourth Plan,

32. Provision has been Included in the budget next year for a total
sexpendiiure of Rs. 1516 crores for Implementing the Plan of which Rs. 253 crores
will be on Revenue acrount and the balance of Rs. 1263 crores as Capltal outlay.
including Loans. In addition, Railways are expected to provide Rs, 48 crores,
Hindustan Steel Rs, 25 crorves and other public sector enterprizes Rs, 44 crores from
their own resources. These estimates include Rs. 559 crores ag assistance to the
States of which Re. 122 crores would be on Revenue accounl and Rs. 437 crores
would be In the Capital budget. The States arc expected to find Rs. 353 crores
from their own resources. Thus, the total Stale Plants next year would be of the
order of Rs, 912 crores as compared to the current year's budgeted oullay of
Rs. 750 crores. With ’the Central outlay of Rs. 957 crores, contribution from
publir sector enterprises of Rs. 115 crores and State Plans of Rs. 012 crores, the
total Plan outlay in the fourth year of the Plan would amount to Rs. 1984 crores,
showing a step-up of Rs. 333 crores over the budgeted outlay of Rs. 1651 crores
for the current year. Much of this additional outlay is to strengthen the aqu—
cultural sector, as well as to meet the cost of Plan projects which are nearing
completion,

33. Larger outlays on Defence are alsp a matter of painful nece_ssity to us.
“The Defence Budget in 1984-65, taking Revenue and Capital together, is somewhat
lower than the budget estimate for the current year, but shows an increase of
Re. 46 crores over the revised estimates. No cne In this House will grudge this
increase though we may all regret it. For the current year’s budget, the House
was pleaged to vote the necessary funds without asking for the usual details
which, from the security angle, it would not have been prudent to disclose. We
are now In a positicn to give a fuller picture and the budget papers contain the
usttal details. The point I would emphasise is that our defence effort depends
largely on building up our production base and the ate we have taken to
strengthen the economy are also these that will strengthen our defences. In
recognition of this fact, even the outlays to be voted under the Ministry of Defence
have o subsiantial provision for investment in productive enterprises.

34 Tor meeting the Increased cost of development in the coming year and in
the years thereafter together with our obligations to meet the necds of defence, it
would be necessary to take all possible steps for mobilising resources. Promoticon
of savings would have to form a cardinal part of such mobllisation. I had Indicated
that we are lkely to end fhe year with record collections of Re. 115 crores through
Small Savings I am assuming for the coming year net collections of Rs. 123 crores.
I hope this figure wil] be exceeded Even nt this rate we are not likely to reach
the tarzet of Rs. 600 crores for the Plan, We have, therefore, to make speclal efforts
to step up the level of savings in the community as a whole. To this end our
policy In regard to incomes, wages and consumption has tn be reoriented.
‘Bavings, and as a consequence, investment can only be generated by a margln
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between comsumption and incomes or wages. While we cannot aford to neglect
our eftorts to wnprove the lot of low income groups, such elforts, I feel, should be
directed more towards measures of soclal security than towards an increase in
their cxpendable income. This 15 not the time for me to go into details but I
will content myself by saying that Government intend lo devote special attention
1o the fask of mobilisation of savings and social securily measures in the coming
year. I am making suitable adminisirative arrangements for this purpose.

35. I may now summarlse the overall budgetary position. Capital outlay will
amount to Rs. 706 crores, loans to States and other parlies Rs. 860 crores and
debt repayments Rs. 259 crores, leading to a total disbursement of Rs. 1,915 crores.
These are expacted to be met to the extent of Rs. 54 crores from Revenue surplus,
Hsg, 997 crores from luaternal and external borrowings, Rs, 285 crores [rom repay-
ment of loans, Rs, 125 crores from small savings and Rs, 278 crores from
miscellaneous deb{ and deposit heads. 'These would leave a tolal uncoversd
budgelary gap of Rs. 176 crores nt the existing level of taxalion.

36. I have stated often that the growth of the economy has not been commen-
surate with our expectations. These measures we have taken during the last six
months have produced some improvemeni in the situation; but more has to be
done to stimulate the economy. The existing {axation policy, good as [ar as it
goes In the direction of producing revenue, has also to be geared to the paramount
task of promoting growth., It is admitted on all hands that fisal measures have a
major role io play in the process of economic development., In this process of
accelerating the lempo of development, care has also to be taken to ensure that we
do not, at the same time, add to the forces of inflation which are always around
the corner in an economy characterised by shortages of one kind or another.

37. Against this background, the overall deficit of Rs. 176 crores for 1964-65
whirh I have visualised gt the existing rates of taxation is something which we have
to teimnper, If not altogelher avoid, particularly as it would come on top of
successive doses of deflcit financing and at a time when the upward spiralling
of prices is causing all of us concern, It is also necessary that the tax structure
ghould not merely be attuned to the needs of growth and to the revival of the
capital market, but it should alse provide sufficient cushlon for hoth corporate
and Individual savings with a check on unproductive spending. Taxation has,
therefore, to be uscd as a sensitive and multipurpose tool, to encourage produclion,
to keep a measure of restraint on rising levels of consumption, to ensure that
people get the fruits of thelr labour, to induce savings and to prevent profiteering
so that the inherent ills of a scarcity economy such as ours are not multiplied.
Having stated all this, I realise that these very deslrable goals cover a whole
horizon and it is not possible at one stroke to serve all the purposes in a single
year's budget proposals. But to the extent it Is possible, I propose to address
myself to these tasks; and the proposals I am making are intended primarily to
serve these ends.

InpirRECT TAXES

38. I had glven some thought to the structure of indirect taxes. While this
will bear more scrutiny than I have been able to give them, I am proposing some
changes In indirect taxes, both exclse and customs, the cumulative eflect of which
will hardly add to the burden that the cconomy iz now bearing.

Unton Excise DUTIES

30. Gne of the essential conditions to be fulfilled by indircct taxes is that the
revenue from the items on which such taxes are imposed is sizable and secondly,
that the Incidence of these taxes should be identiflable. Applying these two cri-
teria, 1l is proposed 1o :&move the duty completely on a number of items. They
are gramophone records, all gases other than carbon dioxide used In the manufac-
ture of aerated waters, low voltage electric motors and all acids other than
sulphuric acld. Tt is proposed to withdraw the excise duty on scap, manufactured
without the ald of power and to levy an eflective duty of Ra. 40 per tonne on
sodlum silicate which goes Inte the manufacture of such soap. This would free
from excise control a Jarge number of soap manufacturers. It is alsp proposed
to modify the sub-classification of soap produced with the ald of power from four
to two. Some changes are being made by regrouping Itemg under paper In order
to simplify the schedule of rates and classification. With a view to encourage
the use of bagasse In the manufacture of paper. the duty on paper in the manu-
facture of which more than 50 per cent hagasse Is used would be reduced by 5
neye palse per kilogram. The speeial duty of excise 1s being abolished in respect
of synthetlc dyes glassware, chinaware, procelainware, cellophane and certain
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types of writing and printing paper and elecirle bulbs and reduced on the initial
slabs on lyres. The schedule of duty om cigarettes 1s heing revised luowering the
duty on one group and raising it slightly on another so as to preventl shitt in
production. It 1s proposed to revise the tariff descriplion of plastics and electric
wires and cables and of loot-wear and aluminium. The nel result of these changes
is a less of revenue of Rs, 486 lakhs.

40, It has been declded to abolish the surcharge on iron and sleel, which is
transterrcd to the Iron & Steel Equallsution Fund. 'I'he surcharge is being re-
placed by an inercase in the effective rates of Excise Duly on plg iron, cerlain
steels and steel products, some ol these are being prescribed as ceiling rates so
as to enable Government to 1ncrcase the clleclive rates further if circumstances
call for such a measure. The efleclive rales per tonne now proposed are Rs. 30
on pig iron, Rs. 90 on semi-linished steel and steel bars, rods and structurals,
Rs. 110 on all flat producls other than skelp and Rs. 150 on skelp. This will meun
an increase in revenuce of Rs. 1181 lakhs in 1964-65, more than compensating the
loss ol accrual 1o the Iron & Steel Equalisation Fund.

41. It is proposed to extend further the process of transferring Excise Duty
from cotton fabrics io yarn as well as to processed cloth. Incremse in the duty of
fine aud super-fine yarn has become necessary in view of the high prolits that
are being made on such yarn which are spun from imported cotton. By levying
a surcharge on sized yarn and also by prescribing higher effective rales for yarn
other than in hanks, with the duty on yarn in hanks being kept at a comparatively
low level, the impact of thesc dutics on hand-loom cloth will not, it is expected,
be felt. The lowering of duty on grey fabrics had neccssitaled lowering of the
rates of compounded levy on power loom units of 5 to 49, . Power-loom units of
50 and above will pay a preferential duty at 80 per cent of the rates appllicable
to composlte mills. The addition to rcvenue as a result of these changes will be
Rs. 981 lakhs on yarn and a reduction of Rs. 286 lakhs on fabrics. It is also
proposed to raise the effective rates of duty by 50 per cent in the case of rayon
yarn and about 100 per cent on olher synthelle fibres and yarn and to reduce the
special duty on cellulogic staple fibre.

42, In addition certain minor adjustments will be made in some of the other
items of excise tarifl such as paints, varnishes, worsted varns, matches, rubber
produrts and a fow more; the details of these changrs will be found in the Memo-

randum explaining the provisions in the Finance Bill, which is being separately
circulated.

43. Taken all together, these changes In Excige Dulles, would account [or a
net galn in revenue of Rs. 1954 lakhs In 1964-65, of which Rs, 39 lakhs will accrue
to the States, The net additional burden on industry will, however, he only about
1 per cent of the total egtimated revenue from this source.

44, Tt 1s proposed to continue the power to levy regulalory duty, both for Cen-
iral Fxeive and Cusloms. There has bDeen no occasion to use these powers during
the currenit year. Nevertheless, ithe continuance of thls power is necessary in
order to meet unfnreseen price or production situation. The lifting of control over
prices nf cerlain goods would 2lso necessilate a wateh on thelr movement., It is.

therefore, propoged to lake power to levy a regulatory duty of excise at the rate
of 15 per cent.

Cusroms DUTIES

45. In regard to Cusloms Dutirs, my proposals are malnly conflned io main-
talning the actual incldence of duty as it was till a few months back. It is known
that a number of items are assessed lo import dutv on basic tarill values. Before
the coming into force of the Customs Act ol 1962, the lariff values werc based on
market values which included ceriain post-importation charges. In view of the
provisions of the new Customs Act, Il became necessary to fix the tarifl valueg
without such charges. This reculted In the tarifT values being lowered on certain
articles, esneciallv dry {ruits, copra and caustic soda and consequently the import
duty on three articles has gone down. It has heen found that the beneflt of
lowering the Incidence of duty on these articles has not been passed on to the
cnngumer anfd it is. therelore, necessary to revise the rates of duty so as to keep
the actual incldence at about the same level as It was belore the change In tariff
values was made. In the case of dry frulis it is proposed to adopt specific instead
of ad valorem rates for most varleties. The rate of duty on copra is being raised
from 25 per cent to 30 per cent and that on caustic soda from 40 per cent to 80
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ped cent. In both cases the preferential rates will be 10 per cent lower. The
increase In revenue as a result of these changes which I have mentioned 1s to
gompgzsgte the losses we had In the current year iz expected to be Rs. 202 lakhs
in 1964-65.

46, It s proposed to raise the import duty on high carbon or spring steel wire
by 20 per cent 1o place the Indigenous product on a competitive basls. The rate
of duty on motor cars, which has gone up fo 150 per cent, though actual importa
are few, is very high and it Iz proposed to reduce this to 60 per cent, It iz also
proposed to abolish the export duty on jute.

47. The net effect of the changes in the Custorma duty will be an increase in
revenue of Rs, 208 lakhs in 1264-65. There will also be an additional revenue of
Rs. 429 lakhs from countervailing duties,

48. The total effect of all the chanpges in indirect taxes will be a gain in Cen-
tral revenue of a litlle over Rs. 25 crores in 1964-65. As agalnst this we should
put down the loss of Rs. 7-8 crores, in Steel Equalisation Fund.

Direcr Taxks

49. Revenue from direct taxes has shown a considerable amount of buoyancy.
“This is partly due to the measures taken in recent yearg to close the gap between
the tax due and the tax collected. Due to a shortage of stalf and the difficulties
of training ncw stall within a short period, assessments have been falling into
arrears and even provisional assessments were not kept up-to-date. This has
been partly remedied but a great deal more remains to be done. The administira-
tive drive tor beiter collection and stricter enforcemen! requires to be supported
by suitable legal powers, The tax structure itself, which has grown in a some-
~what haphazard manner, needs a closer look and in this task one has to remember
‘that direct taxes provide the means through fisc for change in the nature and
direction of society towards the goal of removing inequalitics in Income distrl-
.bution.

INCOME-TAX

50. In the corporate sector, ihe primary need of the hour is to infuse some
confidenre. The resources of lhis sector have to be augmented from within as
fall as from wilhout, and it is, therefero, necessary to provide incentives for the
exlsting companies to plough back a larger share of their profits and alfo diminish
the disincentive for inter-corporate Investmernrt, In thls process, it seems to me
necessary to make a dislinction between capital intensive industries and others.
The need for basic industrles to grow 1s recognised on all hands, Therelore,
selective support has to be given to these Industries. I am aware that all the
degirable things cannot be dnne simultaneously. Though our present need Ior
larger resources makes it difficult to give up any source of revenue, I am sure the
changes now proposed to bs made and incentives that are being provided would
.be appreclated and confidence would generally revive.

51, There has been considerable criticism In respect of the Super Profils Tax
and the uneven nature of its effect on Industry as a whole. I understand that
some of the corporate units with a large capiial base have not bheen unduly
affected by the Super Profits Tax as it is at present framed while some of the rest
bear o much larger share of the burden. The net result has been that it has
produced a psychological registanre and has to some extent aflecled Industrial
growth. I propose to address myself to re-modelling th: corporate tax structure
having in view the needs I have outlined earller. The present tax on corpora-
fions of 25 per cent Income-lax and 25 per cent Super-tax would remain, In
substitutlon of the Super Profits Tax. I propose to levy a surtax on profits of
comnanies. The capital base for this nurpose will conslst of equity and preference
capilal, reserves, debentures. Joana from approved filnancial institutions and loans
for 10 years or morc from bhanks., or from forelgn sonrees for creating canital
assets. This tax will be at the rate of 40 per cent on the resldue of the profits
after tax after deducting 10 per cent on the capital base,

52, In order to encourage develonment of certain industries which occupy an
important plare In our economy, T propose to provide to companles which enzage
in such industries a rchate of Corporation Tax equivalent to 10 per cent of the
Income-tax and Super-tax, which will be normally paveble by them. This rebate
will also be applicable in respect of surtax on such profits to the extent of 20 per
cent of tax assessed. These indusiries are named in the Finance Bill and power
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is belng taken to notify additlons to this list from time to time, They include
basic metals like steel, copper and aluminium, mining of coal, lignite, iron ore
and bauxite, industrial machinery and machine tools, cement, fertilisers, paper
and pulp, tractors, equipment for generation of electricity and tea, cotlee and
rubber.

53. The reliefs which are belng given are intended to strengthen the reserves
and augment the capacity of the corporate sector to develop. Il is desirable to
discourage the dissipation of these addiilonal rcsources in higher dividends. With
this object in view, It is proposed to levy a tax al the rate of 7.6 per cent on the
amounts distributed as dlvidend on capital other than prcfercnce capital. Where
dividend has, howcever, to be compulsorily distributed under the law, such distri-
bution will not attract this tax. A new company has, however, to wait for some
vears betore it can declare a dividend, such period varying with the nature of the
underiaking. It would, therefore, be fair to exempt such companies from this tax
to the extent of a dividend of 10 per cent on capital othor than preference capital
for a period of five years from the first declaration of dividend by such a company.

54. At preseni, inter-corporate dividends bear Income-tax at the rate of 25 per
rent and Super-tax at varving rates depending on when the company was formed
and whether it is an Indian company and is a subsidiary or not. It 1s proposed
io abolish these fine distinctions and cxempt gll inler-corporate dividends irom
Super-tax. It 1s also proposed to remove the provisions in the Income-tax law
respecting disallowance of expenditure incurred by companies on the remunera-
tion of thelr Indlan employees above Rs. 60,000 per annum for each employee.
The impogition of this Umit has not brought any perceptible advantage to revenue
and besiacs being discriminatory is an  ineffective resiraint under tax law in
respect of remuneration of Indian employees. Salarfes of certain categories of
employees are subject to restrictions under ithe Companics Act. I, therefore, sea
little advantage in continuing the application of this limitation. It is, however,
proposed to introduce a new provision in the Income-tax Act limiting the amount
of dedurilon admisslble to companies for expenditure Incurred by them in pro-
viding perquisites to their employees, whether of Indian or foreign nationality,
to an amount of 20 per cent of the salary of each employee. Any expenditure in
sexeess of that limit would not be deducted In computing lhe assegsable income of
1he company. This will have the healthy effect of putfing a curb on excessive
cexpenditure on perqulsites for compenles' employees. It is also proposed to
reduced the deduction of Income-tax at source from dividends from 30 per cent
to 20 per cent for resident holders of shares, It is expected that this will be of
some })eneﬂt to small investors who have to walt for quite some ilme to get their
refunds.

55. I propose to incremse the rate of Super-tax in the c¢ase of non-resident
companles from 38 per cent to 40 per cent in respecl of their income other than
dividends and also royalties and fees for rendering technical services recelved
from an Indian concern under an agreement approved by the Central Government,
The Super-tax on Income from rovalties and technical fees will be at the rale of
25 per cent. The Income-lax for these companles will continue at the exlsting
rate of 25 per cent.

56. I propose to increase the rate of Super-tax from 25 per cent 1o 35 per cent
in the case of comnanies other than those in which the public arp substantially
interested or are wholly subsldiary of public companies, namely the group gene-
rally referred to as Sectlon 23-A companies which are now governed by Sectlon
104 of the Income-tax Act. 1961, &uch of these companies as are engaged In
specified industries will alsn hr cllzihle for the prowosrd rebsate of Super-tax equi-
velent to 10 per cent of the Income-tax and Super-tax payable by them. Income-
iax on dividends received by non-resldent companies engaged In the specifled
industrles will be rediueerd from 25 per cent to 15 per ceont. Further. I propose
to exempt such Indian companies as are now governed by section 104 of the
Income-tax Act, originally called section 23 A companics, and are engaged in the
mantfacture or processine of sonds or mining or generation and distributlon of
ele*ricitv or any other form of power, and other classes of companies as mav be
notified, from the existing requirement of complusory distribution of dividends. This
will enable such companles 1o plough back thelr proflt after tnx Into the under-
taking to the coxtent it may be nccessary. For companies other than these. the
Central Bnard of Direet Taxes will be empowered to exemnt such portlon of the
profits whirh {t considers necessary tn be retained to meet the develonment needs
of the company, subject to the limit of 20 per cent of the income required {o be
distributed.
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57. I find {hat the provisions of the Income-tax Act allowing as deductible
expenditure amounts spent wholly and exclusively for the purpose of business
are being abused in respect of certaln types of expenditure. Unduly large
amounts are spent on daily allowance, on unnecessary bookings on planes and
traing, on advertisement and on the maintenance of guest houscs and suites of
rooms in hotels oulsde the specific places of business, on providing conveyances
and in paying high rents for accommodation for {heir otficers and directorg and
in many other ways. I am afraid this tendency amongst companies i3 responsible
in no small mecasure for the present high costs and the limc has come to put
a check at least on some of these expenses. It is not practlcable to spell ouf
all the restrictions in delail in the Act itsc)f as some room will always be left
for those inclined to evade these provisions to find ways and means of doing so.
1 feel it is necessary to have the power {o make rules in this behalf where a
specific provision is not practicable. A provision has heen included in  the
Finance Bill for this purpose. Subject to these changes I propose to continue
the existing corporate tax structure, including the rebale on incomes earned
from exports.

538. I would have liked to discontinue the present general availability of
development rebate and to confine it on a gradualed basgis to certain selected
industries. I, however, appreciate that this might cause some difficulties to
concerns who have made plans for starting an wmndustrial undertaking on the
presumption that this rebate would continue to be available to them In the near
future, In view of this, I would like to clarify that the continuance of the
development rebate In its present form hbeyond 1st April 1966 should not be
asstt;med. I believe it is in the interest of industrial development to give such
notice.

59. On the non-corporate side, I consider that the present rate structure of
Income-tax and Super-tax needs revision. The siructure has grown over years
with annual additions and occasional reductions, A number of surcharges have
been added to it under a varlety of nomenclature. It has bcen represented to
me that the working out of the tax due under the eircumstances is itself a very
difficult task even in the case of small and medium incomes and this throws
an enormous weight of work on the staff all of which seems unnecessary. I feel
it ig time that we had a fresh look at the basic structure itself. In this context
1t is worth while mentioning that the motivating factor behind earned Incomes
should not be altogether ignored. Much of it 1s due to the incentive, the intiative
and hard work of the earner himself, and for keeping up this effort and_  to
enthuse the earner to greater efforts, it is necesgary for him to have a feeling
that at least some substantial portion of what he earns is left in his haonds, In
view of the present constitutional position and the need to augment the rescurces
of tl_}}e Centro, it is proposed to continue to levy a surcharge for the purposes of
the Union,

80. The personal Income-tax structure is being re-graded. This will provide
a revised and simplified schedule of rates of Income-tax and Super tax in which
most of the surcharges will be jntegrated and will mean a reduction of tax at
all lovels. With this change, the burden on the incomes in the lower brackels
will be substantially lower than what it is now.

61. I propose to fix the Ceniral surcharge on earned incomes above Rs. 100,000
at 10 per cent and on unearned incomes above Rs 10,000 at 12% per cenl where
such Income does not exceed Rs. 25000 and at 15 per cent where it exceeds
Rs. 25,000 but does not exceed Rs, 75,000 and at 17.5 per cent above that amount.

62. The Compulsory Dcposit Scheme, which, ag the House is aware, is now
only applicable to Income-tax paying category of persons, who can discharge
a part of their liability in respect of additional surcharge by making a deposit,
would be discontinued altogether. Income-tax payers in the small Income groups
were, 1 am afrald, hard hit by the scheme, particularly a‘ter discontinuance of
the scheme for other categories in September last. I did not like to make a
change then though I was alive to the nced for giving marginal relief even in
the current year on some of the lower Incomes. I now propose to make a
retrospective amendment to the relevant provisions of the Finance Act, 1963
to secure to such nssessees appropriate marginal telicf from the additional

surcharge,

83. T propose to Introduce an Annuity Deposit Scheme to replace the Com-
pulsory Deposit Scheme which will opcrale at the income level above Rs. 15,000
er annum. This deposit will be at the rate of 5 per cent in the case of assessees
l?xaving incomes between Rs., 15,000 and Rs. 20,000; at 7.5 per cenl for those
with incomnes between Rs, 20,000 and Rs. 40,000: at 10 per cent for incomes
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between Rs. 40,000 and Rs. 70,000 and at 12'5 per cent where the income is
above this amount. The deposit which will be compulsory for resident assessees
who are citizens of India will be allowed as a deduction in computing the iotal
income for the year in which it i3 made. It will be rcpavable in ten annual
equated Instalments ol principal and  interest commencing from one complete
year aller the year of assessment. The deposits in 1964-65 will carn interest
at a rate slightly ahove 4 per cent per annum compound, Deposits which are
repaid from year to year will, however, be assessed as part o! ihe income of
the assessee in the year in which it is ro repaid. In addition, 1 also propose to
extend on a voluntary ha«s the henefit of this arrangerment 1{o authors, actors
and artists, who at their option can deposit a further amount not cxceeding
15 per cent of their income under this Scheme in order to reduce the {axable
income in the vear in whirh 1t 15 earncd and get il back in instalments over a
period of ten years. 7L 1 experind that this can bhe userd by them a3 savings for
thrin future Le.efit with the ud antage of a tax sasing. I propose to extend this
benefil e tixable gratuity income also, Persons receiving a gratuity liable o
tax can male at their oplion a deposit up Lo 50 per ceut of the amount of the
gratuity under this Schemce and get the geneﬁt of saving in tax,

4 With the coming into forre of the Annuity Deposit Scheme the net income
1 the hands of assessces In the 1meame group ol Rs. 15 000/- and ahove will be
slighllv lower than il has been hitherto, but there will he the adventage of an
annual return in this form heades the savings i tax on the aggregate amount,
1 consider a marginal reductlion in ihe expendilble Income of this group as some-
thing which 15 jushified by the present conditions.

65. The revised tax structure without taking into account the capital receipts
from the Annuity Deposits would mean a lowcerlng of revenue from these
sources and a compensalory lowerimg of tax al a'l levels 1 expect, howeover, to
make good this loss wholly by lightening the tax asscssment and the collectin
machinerv in a number ol ways. As the House is aware there 15 a genera
feeling that Government is losing a fair share of its revenue due to evasion and
avoidance, This has been atiributed in part to the prevailing high rate of
taxcs. With a reduction in the tax rates now proposed I hopve we shall hear less
of this rcason. The main sfeps proposed for checking evasion are five-fold,
Firstly, every tax return will carry an affirmation about its correctness. This
will, I hope, mmducc people to iake additional care in preparing their return.
‘Secondly, the tax due according to the rcturn will have to be deposited within
one moulh of the submission ot the return, falling which the assessec will be
liable 1o a substantial penally. This will ensure quicker collection, Thirdly. the
exicting provision in the Income-tax Act regarding the levy of penalty for con-
realment ol income is proposed 1o be amended. In the new provision where
the income returned by a person is less than 90 per cent of the asiessed income,
the asscgsee should be deemed to have concealed his income unless he proves
his bona fides, Fourthly it s proposed to take extensive powers to search for
evaded wealth. The evil of unaccounted monev has become so greal that its
mitigation, i not its total eradication, calls for drastic measurcs. Tt 1s intended
to nge the new wowers ellectlvely to ensure that no person possessing income
or wealth that has escaped asscssment remains out of the reach of law.
would like this 1o serve as a warning to persons entering info transactions involv-
ing large sums in cash  Fifthly, it 18 proposud to do awav with the secrecy
provision in the Income-tax Acl and other similar epactments. The combined
offect of all these steps will, it is hoped, prove beneficial to co'leclion of revenues
as well as to ensure u fairer deal to the honest taxpaver.

6. 1 propose to nllow rebate of Subver-tax on  contributlions 1o _recognised
Provideni Funds, denosits in the 10 and 15 vear a~counts ol the Post Ofllce
Cumulative Tine Deposit Scheme and premjum- on life insurance bul the Iimit
for this purpose will continue tn be al Rs 10.000 per annum Rebate of Income-
ftax and Super-lax will cumulatively be limited to 50 per cent of the pavments
' deposits gualifyinz for relief

7 Our tax rates cause some hardzhip to fereigners wosking in India. Many
ol themn find it necessary to lreep their scheol going children in thelr own country.
In western countries there wie liberal concessions in Income-lax amongst other
things for children's education. In the UK, it is {ixed at £750 per child. T,
‘lherofere. propnse to allow to 1esldent assessecs who are not reiticens of Indla
a rebate nf Tncome-tax and Super-tax of a sum on Rs. 2,000 per r~hild up to two
rchildren under 21 yeatrs of age receiving education outside India.
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88. I also propose to extend the scope of two-existing concessions. As the
House is aware, under our Income-tax Act, certain calegorles of foreign
technicians whose contracts have been approved before their arrival, enjoy
exemption from tax on their salary income for a period of ihree years. In the
abscnce of prior approval, the lax exemption is limited to one year. In some
cases, it is found necessary to bring lechniclans at a short notice when it is not
possible 1o obtain prior approval to theili contracts of gervice, Sometimcs it is
found that the task for which a technirian is brought out takes longer than was
expected and the period may go beyond one yvear. To remove these dufficultics,
it is now proposcd that the tax exemption for three years will be available

rovided approval is obtalned within one year ot the arrival of the technician
tn India. It 15 also proposed to extend the concession ol exemnplion from tax
410 foreign teachcrs and professors coming to India on approved programmcs.

68. Under our law, incomes arising from a business connection are liable to
tax. While this prineiple is generally sound for developing countiies, it is found
neccssary 1n the context of our present drive lor higher exports to exempt [rom
tax such income arising trom purchase in India of goods which are exported. In
order to encourage our exports, it 1s pecessary io remove the disincentive of tax
liability which docs not exist in many other countrics. I also propo.c io cxtend
the scope of exemption from tax on Interest on approved [oreign lending by
bringing within its scope investment in approved sccurities.

70, The tax on capital gains, which is on the stalute book, has certain draw-
backs. It applies at the ceiling rate of 25 per cent on any capital gain made
gbove Rs. 10,000. The tax laws #s such in respect ol capital gains require that
the capital gain accrues only when there iz a transfer of assct and a payment
for it in an encashable form. Certain types «f assels newly created like bonus
shares which are in the nalure of capital gains do not attract this tax. Apart
from the fact that the tax impinges heavily on' the lower receipts and lets off
lghtly larger receipts, it makes no distinction in regard to different types of

roperty on the sale of which capital gain acerues. All these considerations make
t nocessary for ihe structure of the tax on capital gains io be revised.

71, Xt present, the law does not permit short-term gains made within one year
to be treanted as capilal gains and ireats it as income and this 1s as it should be.
Such shorl-term capital gaina will also bear the surcharge in respect of unearned
income. But in regard to the other types of capital gains, I propose to make three
changes. The main one is that the tax on capital gains will he on a graduated
scale in future without a celling of 25 per cent as at presenl. Secondly, the scale
will be different for house and landed property and will be at the rate of 75 per
cent of the appropriate slabs In the Income-tax cum Super-tax rate of personal
taxation. Other types of property will bear tax at 50 per cent of the average rate
of tax on personal income. The third change will be that it ia proposed to provide
that an invester in shares afier recelving honus shares shall be charged to tax on
capital gains accrulng to him in respect of such shares In the year in which they
have been issued to him with reference to the market value of the bonus shares ag
on the 31st day from the date of their {ssue. There Is no reason why capital galns
in respect of bouns shares should be computed only when the shares are actually
wold or transferred. Bonus shares result in a definite accretion to the capital of the
pssessee even before they are sold or {ransferred. Therefore, thcy will have to be
distingulshed from other assets, There is, however, no change in the present ex-
emption limit.

79. In regard to exporters, the cxisting rebate of Income-tax and Super-tax on
profits derlved from exports and on an amount of 2 per cent of the proceeds of
exports or sale for exports by manufaclurers is proposed to be confinued. It has,
however. been decided to exclude from the purview of the latter concession such
articles as arms. ammunition, photographic films and newsprint and to include
ftems such as non-jute textiles exported after the 29th Febhruary, 1964,

73. 1 have referred io the main changes which are proposed in the Income and
Corporate Taxes. There are a few others in the Finance Bill which it is perhaps
not necessary for me to refer to here.
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WEALTH Tax

74, In regard to Wealth Tax I propose to make a few minor changes in the rate
structure. It has been decided to re-Introduce the rate of 0.5 per cent for Wealth
Tax on the first slab ol a nel wealth of Rs. 4.00,000 but beyond Rs. 1.00,000. Other
slahs will he slightly re-cairanged but their rates remain the same. It is also pro-
posed 1o exerupt [rom Wealth Tax the value of a liuse or part of the house owned
or used hy the assessece for resideniial purposes -ulnect to the limit of Rs, 1 lakh
where such a house s situate in a place with a population exceeding 10,000. Other
exemptions remain.

Estate DuTy AND Grt Tax

75. I propose {o completely re-cast the {ax rale schedules of Estate Duty and
GIft Tax. The (Gift Tax was introduced as a comnlement to Estate Duty in order
to deal with gifts which ultimately have the eflect of reducing the value of the
estate subject to duty. The soclal purposes connected with these two taxes have
somewhat been haltingly reflected in the rate structure that now obtalns. The time
has now come to put a check on the passing on of wealth and property covering
large amount hy inheritance. It is conceded that the right of a person to own and
enjov the fruits of his tabour in his lile subject to his social ohligations should he
ensured. But the acceptance of this principle does not justify allowing large
family fortunes being passed on from one generation {o another. If there is to be
a limit on the amount of wealth 10 be passed on from oune generation to another,
we caunot escape from dealing with gifls which can be used as a means of avoid-
ing or reduclng the liahility to the impart of Estate Duty. In this context it has
been found necessary to ensure that when gifts are made to the same donee over
a period of fAive years, the gifts of such donee should he aggregated with the velue
of other taxable gifts made by the assessee during the preceding flve years.

76. At pregent, the rates of Estate Duty are gradually reaching 40 per cent on
estates of over Rs. 50 lakhs. T propose to replace it by a rate structure in which
the rate of 40 per cent will be reached on an estate worth over Rs. 10 lakhs, goin
up to 50 per cent on the nex{ slab of Rs. 5 lakhs and to 85 per cent on the value o
the estates over Rs. 20 lakhs.

77. As the House is aware, the revenue from FEstate Duty will accrue mostly
to the States and the revised rates will apply only tn property passing on death
taking place after the rates have come into force. The tolal additional revenue
expected in 1964-85 is Rs. 300 lakhs, of which Ra, 295 1akhs will accerue to the States.

78. T should like to clarify one point In  conneclion with these changes. The
Estate Duty covers agricullural lands also. Estate Duty in respect of agricultural
land is a State subjecl. In view of Artlcle 250 of the Constilution, the Parliament
has power at present to legislate in this respect also The State legislatures will,
however, have to consider whether they would like the new rates to contlnue to
apply to agricultural lands after the period mentioned in clause (2) of Article 250
is over and if thought proper, pass necessary resolutions for the purpose. On the
passing of such resolutions by some States, further legislation will be undertaken.

79. In the matter of Gift Tax, in the existing srales the highest rate of 40 per
cent is reached on gifts over Ra. 50,00,000, The highest rate which I now propose
is 50 per cent which will be applicable to taxable gifts of a value above Rs. 3,45,000.
The rate of 40 per cent will apply on gifts between Rs, 1,45,000 and Rs, 3.45,000.
The existing exemption limit of Rs. 10,000 is proposed 1o be reduced to Rs. 5,000.
It is hoped that these changes will restrict transfer of property hy gift.

80. Tn circumstances arising out of the stepping up of the rates of Estate Duty
and GIft Tax, and in order to discourage spending, I think It is necessary to
reintroduce Expenditure Tax, I have carefully considered the circumstanres and
difliculties which made my predecessor suspend the collection of this {ax. It seems
to me that these difficultles arose on account of too many exemplions and the hiﬁh
rates of the tax, Besides, the wording of the charging sectlon of the Act was highly
defective and considerablv limited the scope of the operation of the tax. This
clanse has now been ro-drafted so as to nttract Exnpenditure Tax on all expenditure
ahove Rs. 36.000 per annum no matter Irom whirh source the money for cxpendi-
ture came. It is also necessary to harmanise the process of lTowering of the rafes
of Income-lax with the imposition and changes In Expenditure Tax with reduced
rates. I, therefore, propose to reduce the exemptions and exceptions to the mini-
mum, and fo have the rates rising from 53 per cent to 20 per cent on successive
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slabs of Rs. 12,000. There wil] be no tax on first Rs. 36,000, The rate of tax will
e 5 per cent on the next Rs. 12,000, 7.6 per cent on the slab of Rs. 12,000 after that
and 10 per cent on the nexi slab of Rs. 12,000. It will be 15 per cent between
Rs. 72,000 and Rs. 84,000 and 20 per cent ahove Rs. 84.000. I also propose not to
apply the highest slab of 20 per cent for {he expenditure in the years 1963-64 and
1964-65. I also prupose to prescrtibe a compulsory return for cerlain categorles of
persons I order to ensure that evasion is reduced.

81. As a result of all the changes T have proposed in the direct taxes, there will
be an additional revenue of Rs. 15 crores to the Centre. The abolition of the
Compulsory Dceposil Scheme and the iniroductign of Annuity Deposit Scheme will
result in a net credll of Rs. 50 ctores in 1964-65 on the capltal side after allowing
for a drop of Rs. 7 crores in the accretion io the Iron and Steel Equalisation Fund.

82 The combined effecl of the changes in taxes and deposils will be a net gain
{u revenue of Rs. 40 crores and 1o capilal of Rs. 50 crores leaving an oversll gap of
Bs 86 crores as against Rs. 176 crores originally estimated. Given the present
cconomice situation. to which I have referred earlier, this ovder of deficil, I think,
should serve hesl the requirements of erowth as well as reasonable slability in
prices. Honourable Members would nole that in my remarks {oday, 1 have given
attention to the overall deficit. rather than to the position on the revenue account.
With the growing importance of capital expenditure in our budgels. it is no longer
sufficient mercly to halance the revenue hudget. Indeed, the revenue budget must
vield un increasing volume of surplus il the requirements of public {investment are
10 he met without continually growing reliance on privale or foreign savings,

g1, In presenting the eslimates for the coming vear, I have taken suhstantial
credit for higher colleclions of revenuc by improvement in administration and
stricter enlorcemenit On the olher hand, In cstimating expenditure, I have cn-
forced very tight budgeting. T have emphasised the role of savings in the com-
munity and Government itself should set an example by economising in expenditure
and by nol investing in less essentlal fields. FEconomy in administratlon is fully
compatihle with efficiency; and it shall be my constant endeavour to ensure that the
administrative machinery of the Government is reorganised so that it is fully res-
ponsive to this need.

84. Our standards of performance. be it in economy In expenditure, or in effi-
ciency in rolleclicn, have {c improve if we are to put our limited resources to the
best pnssible uge In [ormulating these provosals, my attempt has been to correct
anomalics, to rationalise the siructure of taxatlon, to inltiate steps to plug loop-
holes. to creale incenfives snd to reduce unearned profits. Generally, I have
altempted tn create some cusbion in onr tax siructure which could be relied upon in
the even! of an unforeseen contingency. We are passing through difficult 1imes.
We might have to face a rehabilitatlon prohlem of snme dimension. Qur defence
requirements may also any day make a larger demand on our YeEsSources. We
have to be ready to meet any unforeseen demand by keeping a margin for safety
in our budgetary transactions. But above all, we must prepare ourselves for
shouldering ever-Increasing responsibilities in ihe sphere of development, soclal
justice and social security where, despite whal has heen done so far, the road
ahead 1s lone and arduous. Sir, T hope that in [raming my budget propnsals, I
have been ahle, at least In snme measure, to keep my gaze fixed at this distant and
difficult goal even as we prepare for meeting the requirements of the immediate
-future.

Sir, I conclude.



REVENUE

Customs - . . . .
Union Excise Duties
Corporation Tax . .

Taxes on Income
Estate Duty

Taxes on Wealth
Expenditurz Tax
Gift Tax . . . . .

Other Heads

Debt Services

Administrative Semces

So-aa.l and Developmental Set-
vices .

Mu]npl.trpose River Sd}emm,

Pubhc Works, ete. .

Transport and Commu-
nications . . -

Currency and Mint 3

Miscellancous . . .

Contributions and Mis-
cellaneous Adjustments .

TOTAL REVENUE . . .

Eiffect of Budget proposals

SUMMARY OF FINAL ESTIMATES
{(In lakhs of Rupees) §

EXPENDITURE
Budget Revised Bedget$
1963-64 1963-64 156465
301,20 320,00 330,00 Collection of Taxes,
+6,37* Duties and other Prin-
687,51 70347 75C,39 cipel Revenues . . .
+19,15¥ Debt Services . . .
222,00 275,00 265,00 Administrative Services .
+11,00* {  Secal and Developmental
120,05 115,71 141,55 Services
12 I3 13 | Muldpurpose RlVEI Schemes
+5* [ ete. - . .
9,40 10,00 fo.00 | Public Wos ks etc .
420" Transport & Communi-
ic 17 cations . . .
+1,50% Cuarrency and Mmt
a5 I,I0 1,10 Miscellapeous:
+2,00% Pensions - . . .
19,87 20,46 21,57 Exzpenditure on Displaced
217,08 $220,46 252,14 Persons - .
6,76 ~ 8,25 8,98 Other Expenditure b
: Contributions and Ivhsce]laneous
31,61 29,25 28,13 Adjustments:
Grants to States and
45 15 7 Union Territory
F4.38 77 3,75 Governments . .
States  Share of Union
£7,46 7,20 6,81 Fxcise Duties .
£73,68 k57,37 53,73 Other Expenditure .
i24,93 ¥17,48 17,26 Extraordinary items
Defence Services (Net)
F27.66 29,11 31,06
f8r.o 04,60 143.37 TOTAL EXPENDITURE
1836,18 1913,68 2095,12 1 Deficit(—, . . . .
+45,27* [ Surplus(--) . R . .
*Effect of Budget proposals

{In lakhs of Rupees’

Budget  Revised Budget

1963-64  1963-64 T664-€5
23,83 23,67 25.34
28c,24 282,06 318,41
88.28 Be,45 81,84
155,4C 146,94 168,14
1,96 1,36 1,84
2C,94 21,65 20,21
.79 {8:70 10,18
17,24 16,76 17.33
10,68 10,7~ 11,04
8,41 11,76 8,46
e1.89 69,46 79,01
2i7.58 235,70 289,08
128, 135,99 140,08
1,42 3,46 4.12
86,19 84,06 147,52
7¢8,51 692,55 717.80
185z2,d4C 1825,34 204131

(—)i6,22 488,34  +53,81

L 40,27%
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