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Budgct 1968-69
Speech of

Deputy Prime Minister and
Minister of Finance
29th February, 1968

Sir,

I rise lo present the Budget for the vear 1968-69. The Indian economy iy
emerging how from onc of the most difficult periods since independence  Succes-
sive droughts, shortage ol food and raw malerials, risimg prices, subdued indus-
trial demand, inadequacy of exports and savings and sluggishness in the capital
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market had combined to create a feeling of despondeney which has afflicted us
in the recent past. Honourabla Members, I am wsure, would agree that wa can
now look on the past two years with a sense ol relief. With the help of our
friends abroad and the efforts of our own people, we have been able to avoid a
major disaster and to impart at the same time a new sense of dynamigm to our
programmes of agricultural development.

2, I look upon the coming financial year with a certain degree of optimism
and with the expectation that, given the right policies, it can become a year of
revival. With the sharp increase in agricultural production amd rising incomes,
there would undoubtedly be some increase in the demand for industrial producta,
Recent trends in exports have been encouraging. The price level ia reglstering
a decline, The objective of policy in the coming year must be to consclidate the

ains so that a major developmental programme can be undertaken in our Fourth
ive-Year Plan which will bo launched in the following year.

3. Honourable Members are already familar with the various aspects of the
new agriculturael strategy. The availability of nitrogenous fertiliser has
more than twice as high this year as in 1065-66. Arrangements are in hand to
maintain aupplies at a high level in the coming year., The area under high yield-
Ing varleties of seeds is expected to increase from 156 million acres this ysar to
21 million acres next year. In recent years we have concentrated on minor
irrlgation works in order to get quick results from investments. In the current
yesr, 3 to 3% million acres were covered by new minor irrigation facilitles and
the target for the coming year is another 34 million acres. Major irrigation
a%{len‘:ies on which substantial progress has been made also deserve our prior
attention.

We have to make earnest efforts to ensure that we introduce the same kind of
technological advance in commercial crops as we have achleved in respect of
foodgrains., Increased productivity per acre is essential if adequate returns to
the farmer are to be reconciled with reasonable prices to the domestic consumer
and competitiveness in export markets. The processing industiries can make &
valuable contribution in this regard; and I shall have occasion later to rafer to
a measure I propose to introduce to encourage these efforts.

5. Assurance ¢f remunerative prices to the farmer for his products is am
integral part of the new agricultural strategy. I should like to assure the House
that inadequacy of flnance will not be allowed to stand in the way of purchase
by Government and the Food Corporation of such supplies as may be forthcoming
at the procurement prices. The target of procurement is 7 million tonnes; and
well-planned procurement measures by all concerned will have to be undertaken
to reach this target. Even with this target, import of substantial amount of food-

ains appears to be necessary in order that the long unfulfilled progremme of
uilding up a sizeable buffer stock can be achieved after making allowance for
replenishment of private inventories and some increase in consumption.

agreement has already been signed to import 3.5 milllon topnes of foodgrains from
the U.B.A, under PL 480.

8. The steady rise in prices over the last few years has been a matter of all-
round concern. Over the four years ending March, 1987 prices had risen by 80
per cent and there was a further rise during the earlier part of the current
financial year. In recent months there has been a downward trend, A part of
the recent decline is no doubt seasonal; but it is reasonable to hope that the
increasing flow of foodgrains and consumer articles will help in the stabilisa-
tion of prices at reasonable levels.

7. 8ir, I am happy to say that Government was able to get agreement this year
that a part of the increase in dearness allowance which was due to Government
employees be credited to their provident funds instead of being pald in cash.
These special contributions can be withdrawn in the coming year. But may I
request my Honourable friends to join me in an earnest appeal to Government
employees not to withdraw these contributions as that will help in maintaining a
clitnate of price stability. Economics, they say, is a dismal science: and I see no
escape from saving more in order to preserve the value of the savings.

8. A substantial part of increase in incomes would need to be ploughed back
into further investment, if an sdequate tempo of development iz to be achleved
and maintalnerd. In part, investments will be undertaken directly by those who
gsave out of larger incomes. Farmers will wish to purchase pumps, tractors and
other eciuipment. In part, however, savings of all classes have to be mobilised
for outside investment, public or private,
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9. The amall savings movement has a vital role to play in securing this objec-
tive. Net amall savings have been relatively low in the recent past, in conse
quence of the droughts. I am making a number of modifications In the small
savings schemes and necessary notifications are being issued in this regard.
Briefly, we are introducing a new ﬂ\.r,e(-jyear deposit scheme with a tax-free return
of about 4.5 per cent and are accordingly revising the return on the existing
five-year cumulative time deposit scheme, and the 12-year and 10-year tax-free
savings certificates, With a renewed drive for collection, particularly, in the
rural areas, these measures should help in grealer mobilisation of resources.

10. The return on provident fund accumulations of Government employees is
also being raised; I proposa to do s0, however, on the first Rs, 10,000 of accumula-
tions only. Those who are self-employed do not have the facility of saving through
provident funds. 1 propose, therefore, to introduce a public provident fund
scheme under which all sections of the community will have the opportunity of
contributing to & provident fund, and to avail of the income-tax bene.gts provided
for under the law in respect of contributions to such funds. It is my hope that
in time, this provident fund scheme will secure substantial resources for the ex-
ehequer. Self-employed persons such as doctors, lawyers, artists, actors and
nctresees, like old soldiers, are never known to retire. But they too reach their
ﬁxl'ime some day. Something laid by—legitimately, and with considerable saving

tax liability—should prove valuable even to those who have a greater claim
to immortality than most of us.

11. A moderate increase {n exports has occurred during the current year; and
the increase in imports has been less than in exports. evertheless our foreign
exchange reserves declined by $ 60 million between April and mid-November,
19887; and it became necessary to draw $ 90 million from the International Mone-
tary Fund. In recent weeks, there has been a welcome increase in reserves in
response to better export i)erformance, which may be expected to continue. The
fact that we have been able to get some debt relief this year has also helped in
. managing the over-all for En exchange position. With tﬁe revival of industrial

activily, import demand will be strong once again; and this underscores the fact
that we cannot restore viability to our balance of payments withput a sustained
increase in export earnings. Basically, this is & question of increasing the produc-
tion of exportable goods and increasing efficiency and savings all round. Export
policies have also to be geared promptly to changing circumstances.

12. That is why we announced a number of changes in export dutles on the
Tth of February without waiting for the presentation of the Budget when every
Pinance Minister likes to mix the bitter with the sweet. The urgency of the situa-
tion wag such that I had to forego the certainty of receiving at least one bouquel
in the midst of whatever brickbats that may be in store. We have heen giving
cash assistance to some of our exports, particularly the newer. manufactures.
Certain adjustmente in these rates of assistance have already been made, Govern-
ment propose to maintain the new structure of assistance intact—encouraging
neither- uncertainty nor eJ)e.rpetual expectations of further assistance. We have
also recently streamlin and simplified the procedures for release of foreign
sxchange for the purpose of export promotion. : . : o

18. One of the important needs of the export sector has been the provision
of adequate amd cheap credit. During the year, the Industrial Development Bank
enlarged the facilities for medium-term export credit; and the Reserve Bank
also took measures to ensure that credit for exports of newer manufactures was
aveilable at particularly concessional rates. It Is desirable that credit should be
avallable for exports generally at a relatively low rate of interest. I am, there-
fore, making provision in the Budget for the coming year for grant of = subsldy
towards interest charges on export finance provided by the banks. The Reserve
Bank will announce the details of the scheme which will include the ‘prescrip-
tion of a oeiling on interest charges qualifying under the scheme.

14. An adequate expansion of Indja’s export earnings is only {)ossible within
an appropriate international framework. It 1s a matter of gratification for us that
second session of UNCTAD is being held in New Delhi. It is our earnest hope
that the deliberations of the Conference will help in promoting co-operation in
trode and aid between the developed and the developing countiries, and among
the developing countries themselves.

15, As the Homoursble Members are aware, we took -a series of steps during
the year to stimulate industrisl output. With the revival of agricultural produc-
#ion ‘and the conmequent rise in incomes, a number of consumer goods items much
as eodton yarm and vanaspatl are showing an increase in production. There are
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also signs of a revival in the production of commercial vehicles. Industries sup-
plying the needs of agricuiture have done 'well even 1n the recent past and
continue to do s0. ‘Inetlevel of private inveslment should pick up 1 response
to the generally belter economic outlook, Continued incregse in exports and °
Progress Lowalds reducing the depenuerice on umporis will also be nhecessary to
create and sustain a clmale of indusirlal revival, in thils connection, i 1s a
matter of satistaction that our capnal goods indusiries have won valuable export
orders 1w ithe recent past and thal we hope Lo gel sizeable orders i1or wagons,
rails and glher stecl products irom the Soviet Union., ) expect an increase in tha
indusirial produciion of the order of at least § {0 6 per cent in the coming year.®
This increase, though moderate as compared to our past performance, would
represent a signudicaunl advance over the rate of growth in lhe last two years.

16. The working ol public secior undertakings has been engaging our earnest -
attentlon. ‘L'he public sector has been partlcularly hil by recession beceause it is
mostly engaged m the production of capual goods or proaucer goods., The general
recovery in ithe economy will undoubtedly heip, bul ihe basic problem of achiev-
ing a long-term improvement in eithciency and yields will have to be tackled
urgently, The recommendations made by the Auminisirative Heforms Commig-
sion are being actively studled and I lrust belore long certain concrete steps will
be taken to ellect a lasting improvement.

17. N)w that I have taken you through a survey of savings and exports, of
prices aud production, I could perhaps turn safely to some inconvenient facts ot
life, 1ln my Budget Speech last ycar, I had reierred to the need to avoid deficit
flnancing i the circumslances then prevailing in the country. These circums-
tances have changed for the better; but unlortunatcely, not my budgetury
fortunes so far. (o actual practice, the current ycar 18 expecled (0 end with
a large deficit of Hs, 300 crores at the Centre, Honouravle Members would
appreciale that 1L 15 nerther an casy nor a pleasant matter for me to come o
this llouse wilh this paruculsr plece of mormation. 1t is some solace. that
the worsening in lnc budgetary position has liltle to do with unexpeclea
increase in expenditure, Tne delerioration has come about on accouni of short-
falls in revenues and loreign aid utiuisation which in ltwn have been due o hé
low level of economic acuyity and also, because of a decline in the resources
of the States and public seclor cnterprises. To sowme extent perhaps, we were
also misled into undue optimism by the oit repeated charge of understimatlion
of resources, As soon as the picture regarding shortlfall 1n resources started
emerging, I tried 1o make judicious readjustment of outlays. “The manoeuvr-
ability for such an exercise m the midst of the year 15 exiremely limited, parti-
cularly if this is super-imposed on & tight budget. 'There was also the
consideration ot the eflcel which any drastic cut in public spending would have
had on the recessionary situation, In fact there were suggestions [rom most
quarters Lo step up expenditure in one way or lhe other. BSome sleps were
also taken in this directjon. llowever, the expenditure estimates in totality
have been contained; and on this count at leasl { can claim some credit  for
having taken to heart the admonitions of the Honourable Members.

18. The Budget which I presented in May lasi had assumed the utilisation of
external assistance, other than PL 480, of lis, 865 crores. Actual aid utilisation
is not expected to amount to more than Rs. 756 crores, thus showing a shorifall
of as much as Rs. 109 crores. The receipts from imporl duties will be about Rs,
125 croreg less than assumed in the original Budget. Further, the Railway
revenue shows a shortfall of Rs. 17 crores, their ordinary working expenses
being at ihe same time Rs, 23 crores higher—in all, u deterioration ¢f Rs. 40
crores. On the Posts & Telegraphs side also, there is & similar deterioration .of
Rs. 22 crores. The internal .resources of public seclor undertaking have gone
down by Rs. 41 crores, the bulk of which is in respect of Hindustan Steel,.

19. There is one other factor which has also contributed to the large deficit
this year—1 am referring Lo the overdrafts of States. Last March we had pro-
vided Rs. 55 crores Lo some States in order 1o enable them io clear their over-
drafts with ithe Reserve Bank which were likely to be outstanding at the end of
1066-67. In the Budget that I presented last May, I had also made a provision of
Rs.. 50 croreg for the same purpose, In the event, a total of Hs. 113 crores was
given to the States in respect of their overdrafts at the end of the last fiscal
year; it was hoped that with the burden of past overdrafts taken care of, the
States would be able to avoid similar overdralis in the current fiscal year. Un-
fortunately, some of the States are still running overdrafts and I have decided
to provide Rs. 50 crores more in the current year's Revised Estimates to clear
the overdrafis once again at the end of the current year. While we have thus
declded to safeguard the Plans of the States next year, Honourable Members
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would appreciate that we cannoti allew a similar situation to develop next year
also, I trust that the State Government will not precipitate a situation in which
we will be obliged to feconsider the existing banking facilities enjoyed -by ihe
State with ithe Heserve Bank, )

20. Next year's revenue rcceipts al existing levels of taxation are estimated
at Hs. 3132 crores, being Rs. 13¢ crores more than the current year’s Revised
Estimates. The major increase of Rs. |86 crores occurs under excise dulies.
Income tax 18 likely to show an improvement of about Rs. 10 crores only as Lhe
profitability in the corporate sector thig ycar will be reflected in the assessment
next year, Customs revenue 15 expected to show a shight tall of Rs. 3 crores
the anticipated improveruent unde:r 1mporl duties bemng more tihan offset bs;
reduction under export duties. 7lhe resl of the increase m revenue next year
occurf mainly under interest receipts. Ot the tolal revenue receipts, Rs. 423
crores will be translerred to the States as their share of Central taxes and duties.

21. External aid, other than PL 480, is placed at Rs. 776 crores, Nexi year's
repayment liabilities are Rs. 193 crores, thus giving a net figure of Rs. 582 crores.
The rupce accruals 1 respect ol PL 480 imports as also the dollar eredit under
the new agrecments are placed at Rs, 274 crores as agmnst Rs. 366 crores this
year,

22. Next year’s expendilure estumates include Rs. 1015 crores for Defence as
agamnst Rsg. 970 crores in the Revised Estimales thus showing a rise of Rg. 45
crorés which is mostly accounted tor by dearness allowance increases and some-
what larger provision for replacement stores. Included in these estunales is
also an increase of Rs. 2 crores lor pension charges and Rs. 7 crores under
Capital. Border roads account for a provision of Rs. 48 crores which i3 Rs. 5
crores higher ithan in the Revised Estimates,

23. Sir, I am well aware that our delence expenditure should receive the
utmosl scrutiny so thal ithe resources avallable foi developmeni arce not unduly
eroded. The question o1 reducing the magnitude of defence expenditure with-
out detriment 1o national security has been conlinually reeeiving our ewrnest
attention, Significant progress has already been achieved lowards improving
the teeth-to-fail ratio and further mcasures to improve this are in hand; hke-
wise, ulher measures for improving the cost-effectivencss of our defence outlays
are also under cousideration. It 1s obvious that with, the subslantial increase
in the price-level thal has taken place over the recent past, some increase in
defence, expenditure would become unavoiduble. Honourable Members would,
however, be interested (0o note lhat as a percentage ot gross national product,
defence expendilures have already come down from 4.4 per cent in 1863-64 to
an estunated 3.2 per cent in 1547-68,

24, The Budget estimates for 1968-69 mclude Rs. 243 crores on account of
non-Flan grants to States and Umon Terrilories. A provision of Rs, 223 crores |
has slso been made for giving non-Plan loans to States and Union Terrilories
of which Rs. 105 crores is for purchase and distribution of fertilizsers, seeds and
pesticides, and Rs. 20 crores for scarcity relief. The provision for non-Plan
expenditure under the developmental hcads 18 estimaoted at Rs. 237 croreg as
agamnst Rs. 214 crores ihis year In part as a result of increased provision for
export promotion. Rs, 186 crores are provided undér heads relaling to Adminis-
iration as against Rs. 177 crores this year, the bulk of the increas¢ being on
accounl of higher dearness allowance, The toial interest charges are eslimated
at Rs. 550 crores as against Rs. 508 crores ilhis year,

)

25, The resources for the Plan nexl year on the basis of the estimates just
mentioned and a number of miscellaneous 1tems not mentioned here, are placed
at Rs. 1,544 crores of which Rs. 170 crores are lo be contlributed by public sector
undertaf:ing‘s including the Rallways and the Posls and Telegraphs. !

26. The requirements lor meeling the Plan outlays of the Centre and those of
the Union Territories as well a: for providing DI’lan assistance to Slates are,
however, much larger. In making provision for the Plan at the Centre, a
balance has to be siruck Dbelween the conslraint of resources and the need to
maintain the pregress in respecl of continuing schemes and the initiation of new
schemes in sectors. of high priorily. On this basis, a sum of Rs. 615 crores has
been allocated for providing assistance to the States as against Rs. 595 crores
this year. Rs, 65 crores have been provided for Unlon Territories—one crore
more than this year. The provision of Rs. 1,179 crores for the Centre’s gwn
Plan will only marginally higher than the current year's budgeted outlay
of Ra. 1,172 crores and the expected outlay of about Rs. 1,150 crgres, In the
aggregate, the provision for the Plan in the Cenire’s Budget for the coming year
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ameunts to Re. 1,839 crores as agalnst the expected outlay of about Rs. 1,808
crores in the current year., This would, of course, be augmented by the resources
that the States themselves are able to raise for their Plans, Honourable Mem-
bers may like to note that a provision of Rs. 140 crores is being made for building
up & buffer stock of foodgrains which has a valuable part to play in underpinning
our glanu for development. If account is taken of this, what may be hroadly

ealled “plenned outlays for development” would show a significant increase
over the current year.

27. 1 would also like to point out thal of the Plan assistance of Rs. 615 crores
to the States, Rs. 590 crores has been already allocated among the different Siates
by the Planning Commission and the remaminf Rs. 25 crores is being specifically
earmarked for a speedy completion of selected major irrigration projects. It
is my earnest hope that the State Governments will provide adequate resources
for the ur‘fent requirements of minor irrigntion and rural electrification. Over
the year, epending on the economic gituation, I will do my best to supplement
the efforts of the States in these two priority areas.

L
28. The main items Iormin% part of the Centre's outlay of Rs, 1,170 erores
are; Rs. 172 crores for the Railways, Rs. 153 crores for iron and steel, of which
Re. 110 crores are for Bokaro, Rs. 82 crores for petroleum and Ra. 70 ¢rores for
chemicals including fertilisers. The provision for agriculture is Rs. 533 crore

that for Posts and Telegraphs Ra, 48 crores and for financial institutions Ra, 3

crores. I quite realise that these provisions do not meet the requirements of
gll the Ministries; but the constraint of resourceg hasg left me with no choice.

29, Honourable Members would note that we have decided tg appoint &
Finance Commission in advance of the due date so that its findings are available
for the formulation of the Fourth Plan. A copy of the Notiflcation constituting
the Commission and incorporating its terms of reference is being laild on the
Table of the House today. I have been particularly keen for sometime that the
various financial problems between the Centre and the States, and among the
States themselves, should be objectively reviewed so that solutions are found
which are not onl%ojust but accepted as such by all concerned. The recom-
mendations of the Commission, I am sure, will serve this purpose and contribute
towards nationel integrity and harmony.

B0. Sir, I now come to the much awaited and perhaps much dreaded part of
my Budget speech. I trust the Honourable Members will not take me to task
if the proposals I unfold do not fulfil the expectations of dread. With regources
availnb]{e or the Plan next year of Ra. 1,544 crores smd the pro¥owd Plan pro-
vision of Rs, 1,859 crores, there is a gap in the Centre’s Budget of Rs. 813 crores.
A deflcit of this kind is usually an invitation to a Finance Minister to sharpen
his knife for 2 major operation for mobilisation of additional resources. On this
ocession, I propose to mgaﬁ myself essentially in & minor operation in the
nature of pllx)iat ¢ surgery—taking out a little flesh here and adding a little bit
there in order to make the tax-system more efficlent and attractive.

31. A number of radical suggestions for tax reform have been made from time
to time by Honotrable Members, individual scholers and asmociations of lgbour,
trade end industry. The final report of Shri Bhoothalingam has been received
and will be made available. to Honourable Members. The Public Accounts Com-
mittee has also recently made a number of SU%EE.SHOM in this regard; snd we
are awaiting the recommendationz of the Administrative Reforms Commission.
Over the year, 1 have given the most anxious consideration to the revision and
simplification of the tax structure, both direct and indirect. While spme changes
@re obviously desirable and could be introduced without further delay, funda-
mental chenges in the tax system should not be made without a very thorough
study of all the implications, I am having such a stud undertaken in earneat
and em hoping that the climate of the country 11 be condugive to the
acceptance of more thorough-going changes in the next Budget.

Direct Toxes '

Coming to direct taxes first, my main proposals in the fleld of corporate
tax::%ion relate to the discontinuance of the ‘dividend tax’ on excess diatributions
of equity dividends and a reduction fn ihe surtax on company profits from 38

cent to 28 per cent. The abolition of the ‘dividend tax, apart from making
E simplifieation, should improve the climete for equity inveetment. The
reduction B the surtex on company profite is intendad g8 a spur to efflvieney.
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#. I proposa to introduce a numbar of concessions to promote higher agri-
culiural productivity, particularly by encouraging the efforts of user Industries.
I propose to make a provision for the deduction, in the computation of business
profits of companies, of an amount equal to one and one-fifth of the expenditure
incurred by them in providing agricultural inputs, such as, fertilisers, seedy,
implements and pesticides, and extension services, in soheres related to the
particular industry in which the company is engaged. This weighted deduction
will be available where the qualifying exvpenditure i3 incurred by the company
directly and also through approved associations or organisations. The develop-
ment of the seed processing industry occupies high priority in our agricultural
programme, I, therefore, propose to accord to it the ‘priority industry' treat-
ment.

M. Az part of the measures degigned primarily to assist exvort promotion. I
propose to extend the concession of develobment rebate at the higher rate of 35
per cent of the cost of new equipment, to the manufacture of vedetable olls and
oilecakes through the solvent extraction vproress, processed concentrates for cattle
and poultry feeds and processed fish and fish products. I propose also to provide
for the grant of an Export Markets Development Allowance to taxpayersz other
than foreign companies at the rate of one and one-third of the revenue expendi-
ture incurred for the develonment of export markets. Further, to encovrage
export of technical ‘know-how' and technical services by Indian comvanies, T
propose to exempt from tax the whole of their income congisting of dividends,
royalties and fees derived through these activities from foreign companies.

38. In the fleld of taxation of personal incomes. I have reached the conclusion
that in the interest of simplification of the tax structure and convenience of tax-
payers, the Annuity Depasit Scheme should be dimcontinued. Accordingly, I
propose that no Annuitv Depodits will be required to be made on incomes arising
after the current financial year.

30. Last vear, as a measure for stimulating investment in aguities. Indian
company dividends were exempted from ineome-tax in ceses where the totfal
incoma from dividends of the taxvaver during the vear did not excead five
hundred ruveet. T propoxe ta extend this conceasion by exemwvfing the firat five
hundred rupeed of such dividend income from tax even where the total dividend
incoma exceeds five hundred rupees in the year,

37. For several vears pagt the rate structure of tax on perzonal incomes has
Included the levv of separate surcharges in relation to unearned incomes and
earned Incomes in excegs of specified llmits. Under our integrated scheme of
direct taxation which comprises, berides income-tax. an annual tax on wealth
and taxes on gifts and inheritance, T do not see any need or Justification for
differentiating between upearned and earned incomes through the levy of sur-
chargkas on income-tax which result Iin comwlications in  tex ecalculations. T
therefore. vropose to discontinue the levy of separate surcharges om unesrned
and earned incomes, Simultaneously. in order to maintain the wnrogressiveness
of the income-tax, I nrovose to sien up, the basic rates of income-tax on incomes
over Rs. 1 lakh from the vrecent rate of 65 ver cant to 70 ner cent on imeome in
the slab between rupees one lakh and rupees two and a half lakhs and to 75 per
cent om income abova that Jlevel T alan pronnes to sten m the rates nf ardinarv
weslth-tax on venlth in the slab nver Be 10 lekhs hv helf per rent. that ix, from
2 per cent to 24 ver cent on wealth hetween Rs. 10 lakhs and Rs, 20 lakhs, and
from 24 per cent to 3 per cent on wealth above Rs. 20 lakhs.

38. In a situatiom where hoth the hustand and the wife are tax-pavers in their
own right, i would be improper for anv nitsider to decide a5 tn who {s dependent
rn whom, At bresent. we svnid thia ticklish gquestion bv allowing hoth narties to
clalm a snouse allowane= This still leaves oren the avestinn as to who brinas more
tax bheneflt to the partnershin through marriage. To ellminats this unintended
gfrain on the relatianghin of merriags. T pronose to provide that where hoth the
hushand and the wife have taxable incomes, the spouse allowance will be available
{e meither.

39. Ag n mearure of relisf to {otally biind Individuals, T nrooose to provide for
the deduction of Rs. 2.000 in the computation of thelr tarable income.

40. 1 alan nroposa to «fmrnlifv tha exietine hasls of the ealculation of tsw  on
nartnershin Incomes darived from reeistered Armse.  This will he done hv deducting
tlgt tax borne by the firm itself In compntine the nartners’ shares in the income
of the irm. At present. we grant rebate of tax at the averape rate to the pariners
en the proportionate amount of tbe tax barne hy the registered firm. In order fo
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maintain the overall incidence of lax, T propns
) 2 , pose io make a consequential upward
12:31]1111;“&?3; tinkihe_ ratey 01; 1tax un registered firms. Some rationallsation ig also
B Tlagen n regard 1o rale structure of {ax-on the in iv
socleties and Local Aulhorilies. ¢ incomes of cooperative

41. There are a number of changes I propose to inlroduce in re
computation of income from house pro;,)eriiy},J deduction for the cost of grggcilntte;)ing;g
a vehicle by salaried employees. procedure for grant of refunds and withholding of
tax from interesl paymenis. It is not necessary for me to go Into the details of
lz?‘lilmtlg(e:féeBci']l}angos which are spelt out in the Bxplanatory Memorandum on the

42. T shall now refer to sume of the measures Lhat I ropose to introduce for
countering lax evasion and avoidance. In this context, T pproppose to takeosfltlep(;s {or
setting up, departmentally, an organlsallon for valuation of lands, buildings and
cther assels Further, I propose also o have administrative instructions issued to
secure that, as far as possible, the same value is adopted for an asset for the
purposes of income-tax, wealth-tax, pgift-tax and estste duty.

43. Another measure is to classity as shori-lerm capilal gains, the galns arising
from the salec or transfer of capltal assels within 24 months of their acquisition, as
against the present period of iwelve months.

44. The deductible amount of entertainment expendilure in businesyes and pro-
fesslons is already subject to certaln limits These limits are oflen circumvented
through entertainment underiaken out of eutertainment allowances or ‘expense
accounts’ operated by employees. Henceforth, such expenditure will also be brought
within the purview of the limils. The existing restriction in the case of companlies
on the deductible exnenditure on provision of perquisites, benefts and amenilies to
thewr higher-paid staff will be extended Lo non-corporate enterprises. An alternative
monetary limit of Rs 1,000 per monih for each employee will also be laid down.
Further. depreciation allowance and maintenance expenditure admissible to ihe
employer on residential accommodation and household equipment such as refrigera-
tors and air-conditioners provided by him to the employees {ree of charge, will
also be brought within these limits.

45, Tax llability 1s sometimes artificially reduced by diverting proflts to relalives
and associate concerns In the form of excessive payments for goods and services
(Maims are also made for deduction of expenses In large amounts shown to have
bheen paid In cash, often with a view to frustrating Investigation as to the identity
of the recipients and the genuineness of the caim. To plug these loopholes, T pro
pose {o provide that paymenis made in business and professions to relatives or
assoclate concerns will have to pass lhe test of reasomableness n order to qualify
for deduction: TFurther, I propose to provide that pavments made In amounts ex-
ceading Rs. 2,500 after a date to be not/fied later will be allowed as a deduction
only. if- these are made by crossed cheques or by crossed hank drafts. .

=’ }6. In order.to expedite tax assessments, T propose to reduce the perled of time
,Hmitaﬁon for completion of assessments In origihal proceedings :f‘or 1969-70 and
later years fromn four years to two years from the end of the relevant assessment
vear As a corollary to this, the time limitation for making applications for refund
of tax will also be reduced. likewlse. to two years from the end of the relevanl

agsessment year.

47 1 propose to lay down very stringent penaltles on 1_ho,qe who coniinue to
avold laxes hy concealing their incomes or wealth. For this. the penalties for
concealment of incoma or wealth will be stepped un to a minimum of 100 per cent
and a maximum of 200 per cent of the concealed income or wealth. In the case
of persons defaulting in the statutory obligation {o deduct tax at source and pay
it to the credit of the Central Government, I propose to provide for punishment
of rigorous imprigonment up to six months and a fine of not less than 15 per cent
per annum of the tax in default, on conviction before a court Currently, such
punishment s only a fine upto Rs. 10 for every day of default

48 The changes vproposed hv me In regard to corporate taxes and the taxer on
personal incomes will take effect prospectively ie., in relation lo incomes on which
advance tax is payable or tax is deductible at source during the coming filnancial
vear, 1068-69. Similarly, the proposed {nrreases in the rates of ordihary wealth-
tax will take eflect prospectively from the assessment year 1965-70 The disconti-
nuance of annuity deposits from the coming flnancial vear is expected to bring in,
in o full year, additional fax revenue of the order of Rs. 18 crores due to non
deduction of deposits in computing the taxable income. Ot_her changes in the taxa-
tion -of pfrsongl incomes are likely to result in a reduction in revenue to the exteni
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©f about Rs. 4 crores in a full year, leaving @ nel gain to revenua of about Rs. 14
rrores. I have not taken Into pccount the ?ain to Tevenue on gccouni of increase
in the rates of wealth-tax ag the benefit of it will accrue only during the flnancial
ear 1965-70. Together with the changez in corporate taxation, which imply a loss
n revenue next year of about Rs. i crores, the yleld from dlrect taxes would show
an Increase of Rs. 10 crores next vear ag a result of all the changes I have proposed.

48, Betore concluding the subject of Direet Taxes. 1 should hke to add that I
have been impressed with the view eapre-wed In this Honourable House that the
rnedlum of the Fuance Bill vhould not he uiilissd to make too many changes in the
income tax law. Accordingly. [ have brought up only such changes in regard to
which delay would have been mnadvisable, Jewy g oul change. concerning ~hructural
01£ a}c}lministmtwv matters to be considered and hiourht np weparately m the course
9T the yew

Indirect Tuae

50. 1 nov corac to Indivect Taxés  In keeplig ~uoth the objecltive ol uaintain
ing price stapility for 1tems of essential conrumption, I have maintaned the utinost
restraint in proposing changey 1 excise and customs duties. Al the same time,
some additional taxation of items of less essentlal consumption rannot be avoided
There 13 also need to deploy the instrument of indirect taxation for assisting export
promotion and import replacement. I haive also taken the opportunity of remov
mg anomalies and introducing a measure of ratiomalisation and simplification.

61. It 13 proposed to levy an excige duty on six new commodities, namely, con-
tectionery and chocolales, leather cloth emlivoldery, part~ of swireless receiving sets
like valves and transistore, stee] furniture anrd crowr corks The duly on con-
*ectionery and chocolates is proposed at 80 paine per kilogram which {» expecled
to yleld an annual revenue of Rs. 24 croresr The duty on embroidery and asteel
furniture will be al the rate of 20 per rent ad valoTern which together will yield
a revenue of Rs. 5.4 crores in a full year, Leather cloth will bear a duty of 25
per cent ad wvolorem yieldlng an annual revenue of Rs. 152 crores. On crown
corks a duty of one palsa per npiece iz proposed which will yield an annual revepue
of Ra. 1.50 crores The statulory rate of duty on valves and transistors 1z pro-
posed 1o he fixed at Ry 5 per piece. hut the effective rates al present are bhelng
Axed at Re. 3 and Re. 1 per plece respeclively hy exemption notification The
ikely yield would Le Re. 2.90 crores  The new levier on confectionery. embroidery
and steel iurniture will be confined to the oprgonised sector of these industries
rmanufacturing the products with the ald of power Thase new levies will rpllec-
tyely vield a revenue of Ry, 1372 crores In a tull year

52. Among the commoddities which are already exclsable, the existiug iates of
Juty on all varleties of un-manufactured tobecco other than tobacco dust are
proposed to be stepped 1; by al out 10 per cent Ou this occasion, I have decided
io he impartial bLetween the difterei devotee of nicotine, he they addicted to
the humble bid!{, hookab an1 chewing (obacco or 1o cigareties, clears and the pipe
These increases will yvield an additioual rcvenue of Rs 8.36 crores i a full year
Another item on which increase has leen proposed in jute manufactures of which
the rale of hasle excise duty on hessians ], Leing increased from Rs. 375 to Rs. 450
rer tonne and on other manufactures from Rn 175 tn Rs. 250 per tonnes  Theee
Increases will sield an saathional 1evenue of R+ 102 erorer in o [ull vews

53 My next proposal 13 to merease {he bael excise dutyv on complete refrigera-
tors and wr conditioners trom 20 per cent {o 30 per cent ad wvaloren: and that on
somponent parts from 30 per cent tc 40 pev cent  'This measure will appeal to at
least those Honourable Members who pulled me up in the last Budeet session for
nverlooking such obvious ftems of less essential consumption. The increase in
duty on thewe itemn: will vield an additional revenua of Rs 240 crores o oa full
VLUT

84 It will be recalled that as a part of the Budget proposals last year the duty
'n slzed cotton yarn of flne and super flne counts was increased substantially
Representations have been recelved froun the powerloom weavers that the burden
of this duty at the weaving stage is tather heavy. 1t 15 therefore proposed to
re-adiust the rate structure in such & way that rellef is afforded on sized yarn
4nd dutles suitably stepped up at the processing stage of powerloom fabrics. The
averall hudrgetary effect will only be marginal, It {s also being ensured that the
incidence of the duty on composite mill fabrics, handloom fabrics and hosiery
remalins more or less unchanged. Particular care Js being taken to see that the
handloom <ector s left un-affected, and In tact -ome relief iy proposed to be given
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io this sector by exempting total]ly hank yarn In plain stralght reels of new French
counts 28 or more but less than 34—the latter being equivalent to a-shade more
than 40 British counts. This will involve a loss of nhout Rs. 10 lakhs In a ful]

year. Repiesentatlons have also been received from the smaller producers of |

aluminjum that the effect of the Budget proposals of last year has affected their
profitability adveisely. It l1a proposed 1o alford suine relief to these smaller pro-
ducers by rcducing lhe effective duty to the extent of Rs. 150 per tonne; thls con-
cession will be avallable only to those ure bused producers whose ¢learance of
aluminium ghd oroducte made out of aluminium had not exceeded 12.500 tonnes
in the previous financial yenr. The tevenue effect of this concession will be o loss
of about Ke 235 lolths in n full year :

55, Rationalisation of the existing ceomeessions to certain paper manufacturers
and exemptions applicable to spme vulielles of paper are being given ellect to
Ly netiticatlons, the overall revenue effect of shich will be a nominal galn of
Re 15 1khs i oa fall vear

8. The ceillng raic. fized 1 the Mineral Products (Additional Dutles of
Fowelse amd Customs). >0 1958 have now been found to be inadequate. The over-
1ecoveries in the hands of the nil companies which bave to be appropriated to
the Consolidated Fund through levy of thege additional excise dulles require a
highcr rate of levy. Tt ie aceardingly proposed that the celling rates in respeet
of Motor spirit. Hefined Jdiegel oll and Petroleum products not otherwise specifled
be raised sufficiently and the eflective rates which are fixed by notification issued
Ly ilhe Central Government stepped up duitably. These changes will yield and
additicnal revenue of Rs. 10.13 crores ?n a iull year. but the consumers will ngl
be offec’ed as the duties, thourh recovered from the oil companies. cannot be
passed on by way of price incrensos 1o the con~umers The cumulative effect of
all the proposals relating to excise duty will he un additlonal revenue o! Ra. 36 4%
crores in a full vear.

. 97 Il is proposcd to conlinue the levy of special excise duties at the cxisting
rates for anolher yesr. The provision tor levy of regulatory duty of excise in
the game manner .s in section 42 of the Minance Act 1987 i¢ helng continued
thoueh there will be no levy of thi= duly nl present.

58. For some thne past I have been exercized over the administrative burden
on the exclse department aund the cormplaints of abuse associaled with the existing
system of physical conlrol, I huave accordingly declded to extend the system of
self-assessment by the manufactuiers, to all manufacturers, big and small, making
exception in respect of a few ecxcigseable commoditles only which present com-
plications in assessment or where there 19 substantial movement in bond. A
large measure of {rust will thug he placed in the manufacturerg, their declarations
and their accounts, Day to day verlfication of clearances by Central excise
officers will be dispensed with and replaced by periodical check of the seif-
assessed documents and accountiy to ensure that the amounts due to Government
have been properly assessed nnd paid. This change in procedure will, however,
necegsitnte certain esseniial revenue safeguards. To thig end, the penal provisions
for unauthorised remcival of the goods or other contraventlons of the rules and
regiuluti(ins wlth intent tn evade payment of duty are proposed ta be made more
stringent.

59. T have also reviewed the exigting system of control on the tobacco growers
for the purpose of levying excise duty on un-manufactured tobacco. Steps ere
being taken by which the need for the exclse officers to contact the growers will
e conslderably reduced. The exclse control on sparse growing areas 1 also being

simpiified.

80 The levy of local sules tox by the States on poods declared to be of special
importance in inter-State trade is limited fo 3 per cent at present. On a request
from some of the States sultable amendment is being made in the Central Sales
Tax Act dcleling mill-made silk fabries from thas list of goods. This will give
the States freedom to levy saleg tax on it without any restriction,

g8l. I was reminded last year ihat in spite of my much discussed aversion to
alcoholie Hquors, I had not made any proposals in thip regard. I should retrieve
my reputation now; and I propose to increase the import duty on whigky, brandy;
and a few other mlcoholic Houors by about Rs. 0 per bottle. I also propose t©
mncrease the import duty on cloves, cassla and cinnamon by about Rs. 12 to 18
per kilogram, 'ggem ie & high margin of profit in respect of these splces and
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their usé is confined to the comparatively affluent sectlons of the community.
The proposals with regard to thege consumer goods will yleld an extra revenue
oft Rs..2 crores. : : :

" 62, My next proposal Is in regard to chemicals, plastics, synthetie resing and
mistrellanst,eour: art‘gclé)s not gtherwise specifled In the Customs tar{ff schedule. The
present efiecuive rate of 50 per cent ad valorem is proposed to be maised to 60
per cent ad walorem with some cxceptions, Tils will vield an additional vevenue
at Rs. 12 crores. The propesed increase iy noi likely fo cause any hardship
because the cost of chemicals is usually a small fraction of the price of the manu-
factured article, and secondly, because imported chemicals are usually vnot ra-
quired in the manufacture of articles consumed by the common man: wherever
they are, the existing rale is proposed to he maintained. Thus, though the tariff
item regarding chemicals covers drugs and medicines too, ihe present rate on the
latter as also on the chemicals and intermediates réquired for their manufacture
is being maintaiied by issue ol exemption notiﬂcati(_)ns. Similarly, the existing
rate on carbon black and red phosphorug will be continued by 1ssue of an exemp-
ton notification. Further, sulphur, dye Intermedlates recommended by the Tarifl
Cominission and varicus other chemicals, lhe duty on which had been specially
reduced or exempted wholly in the past, will continue to pay duty at the existing
rates- In this connection I should like to make a speclal mention of an exemption
that is proposed for chemicals and Intermedlates used in the manufacture of
Ingecticides, pegticides and fungicides. Some of these have already been exe_mpted,
but it is now proposed to lgsue an omnibus exemption notification covering al{
such chemicals and inlermediates as are not manufactured in the country. This

concession i3 being given to encourage the use of these products ag an ald to
agricultural preduction. :

43, The last proposals on the Customs slde is an increase in duty on som#
of the iron and steel products which at present carry a specially reduced rate of
15 per cent ad valorem. This rate is proposed io be taised to 274 per cent
ad valorem as a specially reduced rate is mo longer justified in view of the
indigenous production which is coming up. The revenue effect of this proposal
will be an additional yield cf Re, 1.50 crores in a year.

64. The special duly of Customs is being continued for another year but a
notiflcation is being issued exempting Imported goods from this levy g0 as 1o
maintain the status quo. The provision for levy of regulatory duty of Customs
in the same manner as In seclion 39 of the Finance (No. 2) Act. 1967 {g belng
continued though there will beg no levy of this duty at present.

65. As a result of the proposals relating to exclse dutles, there will be an
additional yield of Rs, 3.80 crores on account of the Increased colleetions undar

countervaillng duty. The aggregate additional revenue under fmport dutles will
be Hs. 19.30 crores.

Posts and Telegraphs

86. I had ‘occasion lo mention earlier that the deterloration in the revenye
budget of the Posts and Telegraphs Department this year would be of the order
of Rs. 22 crores. The result s that they have not only not been able to pay the
due dividend Hability to the the (General Revenues but have not also been able
to cover their working expenses this year. The working expenses of the Post
Office Branch have particularly gone up very rapidly due to the Increase in staff
costs. It has been agreed that the shortfall ot this vesr and the last two years
should be made good over a period of three years commencing from the next year.
On this basis and at exigting tariffs, it {s anlicipated that the defleif in the revenua
budget of the Posts and Telegraphs Department next year would be Rs. 23.83
crores. Honourable Members are aware that a Tariff Enquiry Committee under
the Chairmanshlp of Shri Mahavir Tyagi had been azppointed to evolve definiie
principles on which the tariff policy of the Department might be based. The
Committee’s interim report covering the Post Office Branch has since been recelvad
and based on the principles suggested hy the Committee, it ig proposed to revige
the. postal tariffs. The interimn report and a Memorandum showing the proposed
changes s being circulated separately along with tha Budget papers angd I shalt,
therefore, mention only the more important changes. The postage on letters
upto 15 grams is proposed to be increased from 15 palsa to 20 paise and that for
a lefter-card from 10 paise to 15 palse and for a post card from 6 palse to 10
paise. The postage for books, pattern and sample packets and book packets con-
taicing printed books and registered newspapers will algo be raised.  The money
order commisslon which 18 16 paise per Rs. 10 will now by 20 palse per Rg. 1C
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upto Rs. 200 and 30 paise per Re. 20 thereafter. The postage charges for forelgn
malls will also be revised. The Committee has not yet reported on the tariffs
for other branches, but in view of the loss In the working of the Telegraphs
Branch, il i3 proposed to make a small Increase in some of the Inland telegraph
rates These changes are expected to bring In an additional revenue of Rs. 24.70
vrore- ¢n the Postal silde and Rs. 1.08 crores on the Telegraphs side in a full
year. The changes would be given effect to from dates to be notified later and
are expected to cover the deflcit of lhe Posts and Telegraphg Department nexi year

87. I might add that I have already taken account of the Increases in the posts
and telegraphs rates in preparing the Budget Estimates for 1968-69 so ihat they
wil' not count towards reduction of the initial defleit of Rs, 315 crores. Similarly,
the changes in fares and frelghts announced by my colleague, the Rallway
M.alster. have also heen tglten into account hefore striking the deficlt.

Summmng Up

68. To suni up, the additional roevenue nex! year lrom the measures of taxatin
I have proposed would he Rs. 65.73 crores of which Rs. 10 crores would be under
direci taxes, Rs. 36.43 crores under cxcise and Rs. 19.30 erores under customs.
Of this, a sum ol about Rs. 15 crores will acerue to the Stutes leaving a balance
of Rs. 50.73 crores available for the Centre's Budget. I hope the 8tate Govern-

ment: will utillse this addition to their resources for minor irrigation and rural
electrification,

69. On capltal account, the Wbolition of the Annulity Deposit Scheme will
mean a loss to the Central exchequer of Rs. 35 crores next year. Part of this
losg will be made up by contributions to the new public provident fund fcr which
I am Eﬂkmg credit for Rs. 10 crores only. There wlill, therefore, be a net loss
on capital account of the order of Re. 25 crores. The net gain to the Centre's
Budget on revenue and capital acccunt taken together of all the changes will
be of the order of Rs. 25 crores o that the initial deficit of Rs. 315 crores gaoes
down 1o about Rs. 290 crores.

70 Honourable Members may well appreciate the immense reservation with
which I have reconciled myself to a large deficit next year. A number of con-
sideratlons have weighed with me. 1In so far as the Plan outlays are concerned.
it 1s clear that any further reduction can only lead to dislocation of the progress
of continuing schemes even in critical areag such as agricultural development,
fertillser production and family planning where we are poised for substantial
achlevements. We have also to keep in mind the problem of unemployment among
technicians which is already a matter of concern. Besides, it would be short-
slghted to retard the process of recovery by putting an nndue curb on Govern-
mental spending. I am sure that ne section of the House would have commended
such an anpproach The other alternative was tu put un proposals for massive
mobilisation of resources. It Is n-- judgment that this svnuld hurt the economv
and retard the process of growth

71. 1 have done my best to restrlet the cutlays on Delence and Adminlstration
T am happy to note the earnestness in all parts of the Defence Services to eschew
avery form of avoldable expenditure. I am ﬂnxious_ly_ awalting the finalisation
of the Reports of the Administrative Reforms Commission. I need hardly reite~
rate thal Government would go into the recommendalians of the Commission with
earnestness and promptness in order that the objectives nt eflclency and economy
i adminstration can be fulfilled a. early as pcssible

7y ; {ing the resources at the existing rate: of taxation, having been
bit‘.iz;ll Llrllcg?tilmgnvf assumed a modest recovery in industrial production. If, as
1 hope, the modifications in taxation I have proposed succeed in improving the
climatf: for saving, investment and export, the economy _mlght revive more vigo-
rously and this would help in moderating the actual deficit. Honourable Members
may rest assured that I have not changed my belief that we cannot afford to
indulge in large budgetary deflcits year after year. If I have reconciled myself
to n deflcit next year, it iz in the expectation that by assisting the revival of
the economy at this stage, we shall be able to achleve a more satisfactory budge-

tary balance before long.

5 Fi ce Minister can claim either perfect foresight or absolute wisdom
Butmi' giqoo feeria?hat the situation is as hopeful as it is challenging. The utmost
co-operation, disclpline and even a measure of self-denial by sll sectlons of the
community will be necessary if we are to meet the challenge. I would like to
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appeal to 8ll the Honourable Members for their co-operation and constructive
guggestions so that, together, we can turn the present challenge Into hope and
opportunity for the future. On my part, I can only assure a continuous watch
on implementation of economie policieg and a readiness to take appropriate action
from time to time. In conclusion, it is my earnest hope that the Budget I have
had the honour of presenting today reconciles as best as possible the variety of
concerns that are so anxlously felt in this Honourable House and in the country

05 a whole.
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