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 LOK  SABHA

 Saturday,  February  27,  1965|  Phalguna
 8,  1886  (Saka).

 The  Lok  Sabha  met  at  Seventeen  of
 the  Clock.

 (Mr.  SPEAKER  in  the  Chair]

 GENERAL—BUDGET,  1965-66
 Mr.  Speaker:  The  hon.  Finance

 Minister.
 The  Minister  of  Finance  (Shri  T.  T.

 Krishnamachari):  Mr,  Speaker,  Sir,
 I  crave  leave  to  present  the  Budget
 of  the  Government  of  India  for  the
 year  1965-66.  On  this,  the  first  occa-
 sion  in  independent  India,  when  our
 beloved  leader,  Jawaharlal  Nehru,  is
 absent  from  these  proceedings,  may  I
 say  that  I  miss  him,  as  I  am  sure  we
 all  do.  Honourable  Members  would
 permit  me,  therefore,  to  begin  by  pay-
 ing  my  humble  tribute  to  his  sacred
 memory.  For  seventeen  long  years
 after  Independence,  Jawaharlal  Nehru
 dominated  the  Indian  scene,  giving
 meaning  ang  substance  to  our  aspira-
 tions  as  a  nation.  No  aspect  of  our
 life,  be  it  related  to  unity  in  the  coun-
 try,  or  economic  planning  for  a  better
 future,  or  the  maintenance  of  peace
 and  goodwill  among  nations,  escaped
 the  mark  of  his  unmistakable  genius.
 Even  such  mundane  matters  as_  the
 Budget  and  economic  policy  were  rais-
 ed  to  a  lofty  plane,  where  they  became
 instruments  for  advance  towards  a
 shining  vision  of  economic  independ-
 ence,  of  prosperity  with  social  justice.
 It  is  now  left  to  us,  to  my  leader  the
 Prime  Minister,  to  his  colleagues  in
 the  Cabinet,  as  indeed,  to  Honourable
 Members  and  to  everyone  else  in  the
 country,  to  carry  forward  the  legacy
 of  Jawaharlal  Nehru  according  to  our
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 lights.  And  I  can  only  hope  that  the
 Budget  I  am  about  to  present  will
 help  to  fulfil  this  obligation  in  some
 small  measure.

 2.  This  year’s  Budget  has  a  unique
 significance  in  many  ways.  As  the
 last  budget  of  the  current  Plan  period,
 it  marks  the  climax  of  our  efforts  for
 the  fulfilment  of  the  Third  Plan.  It
 represents,  at  the  same  time,  the  set-
 ting  of  the  stage  for  the  more  complex
 and  sophisticated  and,  indeed,  diffi-
 cult  tasks  which  await  us  in  the  com-
 ing  Plan  period.  Honourable  Mem-
 bers  are  by  now  already  familiar  with
 our  preliminary  thinking  on  the  Fourth
 Plan.  Apart  from  serving  the  ends
 of  our  plans  for  development,  bud-
 getary  policy  must  also  make  an  im-
 pact  on  the  immediate  problems  that
 confront  us  from  year  to  year.  On  par-
 ticular  aspects  of  the  economic  situa-
 tion  which  have  caused  us  anxiety
 during  the  past  year  such  as  the  ris-
 ing  prices,  the  difficulties  in  raising
 adequate  resources  for  investment  and
 the  sharp  decline  in  our  foreign  ex-
 change  reserves.  I  have  made  state-
 ments  in  the  House  from  time  to  time.
 Like  last  year,  the  Economic  Survey
 has  also  been  published  a  few  days
 in  advance  of  the  Budget.  My  task
 today  is  to  that  extent  lightened,  I
 shall,  therefore,  proceed  to  outline
 straightaway  the  budgetary  outcome
 for  the  current  year  as  now  estimated.

 3.  The  Budget  forecast  an  overall
 uncovered  gap  of  Rs.  97  crores.  It
 now  looks  as  if  the  deficit  will  be
 somewhat  smaller  at  about  Rs.  80
 crores.  This  has  been  possible  in
 spite  of  sizable  increases  in  expendi-
 ture  in  certain  directions,  both  reve-
 nue  and  capital.  Thus,  relief  and  re-
 habilitation  of  refugees  has  claimed
 Rs,  12  crores  more.  Increases  of  dear-
 ness  allowance  have  raised  expendi-
 ture  this  year  by  Rs.  38  crores.  On  the
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 capital  side,  apart  from  larger  provi-
 sion  for  the  purchase  of  fertilizers  and
 for  the  Foog  Corporation  of  India.
 there  has  been  a  sizable  increase  of
 Rs.  85  crores  in  loans  to  State  Gov-
 ernments  due  mainly  to  larger  ways
 and  means  advances,  and  increased
 Central  assistance  for  Plan  schemes,
 particularly  for  agriculture,  irrigation
 ang  power.  These  additional  outlays
 have  been  offset  by  reductions  in  ex-
 penditure  under  other  items  and  by
 improvement  in  revenue  collections.
 The  reduction  in  the  capital  outlay  of
 the  Centre  relates  mainly  to  the  steel
 plants,  defence  and  net  outlay  on  food
 purchases.  Details  of  variations  in
 expenditure  are  given  as  usual  in  the
 Explanatory  Memorandum.

 4.  Revenue  collections  are  expected
 to  show  an  improvement  of  Rs.  49
 crores  under  Customs  and  Rs.  66  crores
 under  Income  and  Corporation  Taxes.
 Excise  receipts  are  expected  to  be
 about  the  same  as  budgeted.  Together
 with  a  reduction  in  revenue  expendi-
 ture  of  Rs.  42  crores  spread  over  many
 heads,  the  revenue  surplus  is  now  ex-
 pected  to  be  Rs.  229  crores  as  against
 the  Budget  Estimate  of  Rs.  83  crores.

 5.  Under  capital  receipts,  collections
 under  small  savings  have  been  en-
 couraging  this  year  and  are  now  esti-
 mated  at  Rs.  135  crores  as  against  the
 Budget  Estimate  of  Rs.  125  crores.
 The  Railway  funds  deposited  with
 Government,  however,  show  a  decline
 in  relation  to  Budget  Estimate  and
 receipts  from  foreign  loans  are  likely
 to  be  lower  by  Rs.  43  crores.

 6.  Honourable  Members  will  see  that
 despite  substantial  additional  require-
 ments  for  various  purposes  प  have  just
 referred  to,  such  ag  increase  in  dear-
 ness  allowance,  refugee  rehabilitation
 and  assistance  to  the  States,  the  over-
 all  deficit  for  the  current  year  will  be
 somewhat  less  than  originally  fore-
 cast.  In  part,  thig  reflects  the  success
 of  our  efforts  to  bring  about  econo-
 mies  in  expenditure  after  the  presen-
 tation  of  the  last  Budget.  In  an  other-
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 wise  difficult  situation,  the  reduction  in
 the  overall  deficit  calls  for  some  satis-
 faction.  But  with  the  continuance  of
 inflationary  pressures  in  the  economy,
 the  need  for  restraint  on  wasteful  or
 avoidable  expenditure  ang  for  efforts
 to  get  the  maximum  benefit  from  out-
 lays  already  incurred  remains  as  great
 as  ever.  Only  so  can  we  reconcile  our
 desire  for  rapid  economic  growth  and
 the  imperative  requirements  of  finan-
 cial  stability,  both  internal  and  exter-
 nal.

 7.  Honourable  Members  will  have
 noticed  also  that  the  revenue  surplus
 this  year  will  be  even  larger  than  last
 year.  It  is,  however,  the  overall  posi-
 tion,  taking  the  revenue  and  capital
 account  together,  which  is  really  re-
 levant  for  the  health  ang  stability  of
 the  economy  as  a  whole.  In  a  grow-
 ing  economy.  with  progressive  increase
 in  Plan  outlays,  the  balancing  of  the
 capital  budget  cannot  be  done  entire-
 ly  by  mobilisation  of  voluntary  sav-
 ings  and  external  assistance.  These
 have  to  be  supplemented  increasingly
 by  public  savings  realised  through  a
 revenue  surplus.  The  achievement  of
 a  sizable  revenue  surplus  this  year  is,
 therefore,  a  step  in  the  right  direction.

 8.  Turning  to  developments  in  the
 economy,  agricultural  production  re-
 covereg  somewhat  during  the  1963-64
 season  from  the  low  level  in  the  pre-
 ceding  year.  During  the  current  year,
 there  is  verv  likelihood  of  tota'  pro-
 duction  of  foodgrains  and  commertial
 crops  showing  a  further  and  substan-
 tial  increase.  Under  normal  circum-
 stances,  the  improvement  in  agricul-
 tural  production  should  have  led  to  a
 decline  in  prices  from  the  high  levels
 already  reached.  The  prevalence  of
 inflationary  pressures  at  different
 levels  in  the  economy  and  speculative
 withholding  of  supplies  have,  how-
 ever,  prevented  prices  from  falling  to
 the  extent  that  they  should  have.  The
 fiscal  and  monetary  measures  which
 we  have  taken  and  are  now  taking
 will,  I  hope.  bring  about  8  fall  in
 prices  to  the  extent  economically  jus-
 tified.  We  shall,  however,  take  care
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 that  the  agencies  we  have  created  for
 the  purchase  of  foodgrains  will  main-
 tain  prices  at  levels  remunerative  to
 the  farmer,  so  that  he  will  have  a
 continuing  incentive  for  producing
 more.  These  agencies  will  at  the  same
 time  take  advantage  of  the  current
 improvement  in  supplies  to  build  up
 buffer  stocks  so  that,  in  future,  we
 shall  be  able  to  deal  better  with  any
 fluctuations  in  agricultural  output.

 9.  Industrial  production  has  been
 rising  at  the  rate  of  8  to  9  per  cent
 per  annum  for  the  last  two  years.
 During  the  first  half  of  the  current
 year,  there  were  some  signs  of  a
 slackening  in  the  pace  of  production.
 But  industrial  production  is  expected
 to  recover  during  the  second  half  of
 the  current  fiscal  year  and  the  in-
 crease  in  production  for  the  year  as  a
 whole  should  be  of  the  order  of  8  per
 cent.  Taken  together  with  the  im-
 provement  in  agricultural  production,
 the  growth  rate  of  the  economy  in
 1964-65  shoulg  be  higher  than  in  1963-
 64  when  national  income  in  real  terms
 is  estimated  to  have  increased  by
 about  4)  per  cent.

 10.  In  a  number  of  important  in-
 dustries  such  as  steel,  cement,  alumi-
 nium,  cotton-spinning,  etc.,  further
 increases  in  production  would  depend
 on  the  establishment  of  new  capacity.
 Programmes  of  expansion  in  the  pub-
 lic  sector  in  steel,  machine-building,
 fertilizer  production,  etc.,  are  making
 progress,  and  these  should  result  in
 improvement  in  supplies  over  the  next
 two  or  three  years.  Indian  industry
 has  now  reached  a  stage.  when  it  can,
 and  must,  branch  out  into  new  and
 complex  lines  of  development.  The
 expansion  of  capacity  we  need  now,
 both  in  the  public  and  the  private
 sector,  has  to  take  place  not  only  in
 established  industries  but  even  more
 so  in  new  activities  where  require-
 ments  of  capital  and  technical  know-
 how  are  heavy.  We  have  taken  seve-
 ral  measures  to  encourage  greater
 ploughing  back  of  profits  for  invest-
 ment  as  well  as  to  provide  greater
 loan  finanee  to  private  industry.  It
 is  equally  important  to  encourage  a
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 larger  flow  of  individual  savings  so
 as  to  promote  a  greater  participation
 by  individual  citizens  in  the  growth  of
 industry.  The  new  financial  institu-
 tions  that  we  have  created  can  assist
 in  this  process,  by  dissemination  of
 information  and  otherwise  enable  in-
 dividuals  to  judge  better  the  kind  of
 industry  that  they  should  invest  in.
 But  the  primary  objective  must  be  to
 raise  the  capacity  for  individual  sav-
 ings  ang  to  improve  the  performance
 of  industry  so  that  it  is  able  to  earn
 and  offer  an  attractive  return  on  the
 capital  invested.

 11.  Efficiency  in  the  running  of  en-
 terprises,  whether  public  or  private,
 depends  to  a  great  extent  on  appro-
 priate  pricing  policies.  On  the  one
 hand,  prices  paid  by  industry  for
 scarce  resources  and  materials  it  uses
 should  reflect  their  true  scarcity.  At>
 the  same  time,  the  prices  chargeq  by
 enterprises  for  their  products  should
 provide  sufficient  resources  to  indus-
 try  for  expansion  without  exploitation
 of  the  consumer.  We  are  attempting
 to  evolve  a  price  structure  for  agricul-
 tural  commodities  in  keeping  with
 these  general  principles.  In  regard  to
 industrial  products  also,  we  have  en-
 deavoured  to  raise  the  cost  of  capital
 and  of  imports  in  keeping  with  the
 scarcity  of  savings  and  foreign  ex-
 change  in  the  economy.  while  permit-
 ting  increases  in  the  prices  of  final
 products  wherever  necessary.  Des-
 Pite  continuing  difficulties  in  regard
 to  raw  materials  and  the  general  up-
 ward  pressure  on  prices  the  policy  of
 decontrol  initiated  in  1963  has  been
 carried  forward,  particularly  in  res-
 pect  of  steel  products.  We  have  also
 raiseq  the  prices  to  the  extent  neces-
 sary  of  a  number  of  basic  commodi-
 ties,  such  as  coal,  from  time  to  time.

 12.  Improvement  in  porductive  effi-
 ciency  and  appropriate  pricing  poli-
 cies  are  as  much  important  for  public
 sector  enterprises  as  they  are  for  pri-
 vate  industry.  In  my  last  Budget
 Speech  I  had  drawn  attention  to  the
 importance  of  a  careful  choice  of  pro-
 jects,  after  a  detailed  examination  of
 costs  and  benefits.  Careful  selection
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 of  projects,  quick  implementation,  effi-
 cient  working,  appropriate  pricing
 policies  ang  adequate  returns  on  in-
 vestments  are  all  integral  parts  of  the
 process  of  ensuring  rapid  growth.  It
 is  in  this  sense  that  we  have  to  devote
 increasing  attention  to  planning  in
 depth.  Maximising  the  fruits  of  past
 investment  offers  the  best  scope  for
 further  advance.  Consolidation  and
 expansion,  a  firm  foot  on  the  ground
 and  sights  set  high,  are  not  thus  con-
 flicting  but  complementary  objectives.

 13.  In  the  field  of  money  and  credit,
 it  is  a  matter  of  some  satisfaction  that,
 the  pace  of  monetary  expansion  which’
 was  very  rapid  in  1963-64  has  slacken-
 ed  somewhat  during  the  current  year.
 Expansion  of  bank  credit  to  Govern-
 ment  has  been  somewhat  less  _  this
 year.  I  would  like  to  draw  the  atten-
 tion  of  Honourable  Members  to  the
 fact  that  over  the  past  few  years,  a
 part  of  the  market  loans  floated  by
 Government  has  had  to  be  subscribed
 by  the  Reserve  Bank.  To  this  extent,
 a  part  of  our  long-term  borrowing  re-
 presents  deficit  financing  rather  than
 mobilisation  og  the  voluntary  savings
 of  the  people.  This  form  of  deficit
 financing  must  also  be  necessarily  re-
 duced,  and  indeed  eliminated,  if  we
 are  to  make  a  decisive  impact  on  the
 forces  of  inflation  in  the  economy,  For
 this  reason,  our  borrowing  programmes
 in  future,  both  at  the  Centre  and  the
 States,  will  have  to  be  based  on  a
 strictly  realistic  assessment  of  the  flow
 of  genuine  savings.  Greater  efforts
 must  be  made  at  the  same  time  to
 mobilise  larger  amounts  from  the  peo-
 ple  by  way  of  small  savings  ang  subs-
 cription  to  market  securities.  Honour-
 able  Members  are  aware  that  we  have
 taken  steps  to  increase  interest  rates
 in  the  economy  to  a  signicant  extent
 over  the  past  year.  I  propose  to  in-
 troduce  a  new  series  of  Small  Savings
 Certificates  with  a  higher  rate  of  in-
 interest  than  at  present,  Interest  on
 the  new  certificates  will  be  taxable,
 unlike  in  the  case  of  existing  instru-
 ments,  which  also  will  be  continued.
 The  availability  of  yet  another  instru-
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 ment  at  a  higher,  though  taxable,  rate
 of  return  will,  I  am  sure,  provide  a
 greater  inducement  for  saving  to  peo-
 ple  of  small  and  medium  income,
 whose  tax  liability  is  also  of  a  small
 or  medium  order.

 14.  The  expansion  of  bank  credit  to
 the  private  sector  during  the  current
 busy  season  has  been  somewhat  smal-
 ler  than  in  the  corresponding  months
 of  the  preceding  season.  The  current
 busy  season,  however,  has  _  several
 weeks  to  go  yet.  It  is  my  expectation
 that  the  measures  that  the  Reserve
 Bank  announced  ten  days  ago  will  act
 as  a  brake  on  the  expansion  of  bank
 credit  during  the  coming  weeks,  The
 contraction  in  bank  credit  during  the
 slack  season  this  year  will  also  have
 to  be  large  enough  to  ensure  that  the
 total  increase  in  credit  over  the  year
 is  just  sufficient  to  meet  the  require-
 ments  of  growing  production.  Monet-
 tary  expansion  during  the  Third  Plan
 period  so  far  has  kept  ahead  of  the
 growth  in  real  production.  This  situa-
 tion  cannot  be  allowed  to  continue  any
 further.  In  future,  expansion  of  bank
 credit  both  to  the  public  and  the  pri-
 vate  sector  will  have  to  be  so  limited
 that  the  increase  in  money  supply  is
 no  more  than  what  is  warranted  by
 realistic  expectations  regarding  the
 growth  of  output.

 15.  The  State  Governments  also
 have  an  important  role  to  play  in
 strengthening  fiscal  and  monetary  dis-
 cipline  in  the  country.  Some  of  the
 State  Budgets  for  the  coming  year
 which  have  been  presenteg  so  far
 reveal  deficits.  I  propose  to  have  dis-
 cussions  with  State  Governments  to
 make  sure  that  their  operations  are
 generally  in  line  with  our  policy  of
 curbing  infiationary  pressures  in  the
 economy,

 16.  Honourable  Members  are  aware
 that  proper  monetary  management  in
 the  country  hag  been  rendered  diffi-
 cult  for  some  time  by  the  existence  of
 unaccounted  income  and  wealth  in  the
 country.  This  unaccounted  income
 and  wealth,  which  is  derived  mainly
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 from  tax  evasion  and  from  violations
 of  price  control  measures,  has  been
 responsible  to  a  considerable  extent
 for  speculative  activity  and  for  bid-
 ding  up  the  prices  of  goods  and  pro-
 perty  in  general.  Apart  from  the
 Measures  we  have  already  taken  in-
 cluding  searches,  stricter  enforcement
 and  more  severe  penalties,  I  propose
 to  take  some  additional  measures  to
 mitigate  substantially  the  mischief  of
 unaccounted  incomes  and  wealth  al-
 ready  in  existence  and  to  reduce  the
 scope  and  _  incentive  for  their  accu-
 mulation  over  the  years  to  come.  I
 propose  also  to  take  some  measures  to
 discourage  excessive  investment  in
 urban  property,  which  comes  in  the
 way  of  adequate  resources  being  avail-
 able  for  more  productive  purposes.

 17.  In  my  statement  to  the  House  on
 February  17,  I  had  dwelt  at  some
 length  on  our  extremely  difficult  fore-
 ign  exchange  position.  I  do  not  wish
 to  repeat  what  I  had  already  said  on
 that  occasion.  I  would  only  under-
 line  the  fact  that  our  foreign  exchange
 reserves  have  been  depleted  to  such
 an  extent  that  we  are  unable  at  pre-
 sent  to  withstand  any  small  pressure
 on  these  reserves,  without  running  into
 a  critical  situation.  Some  strengthen-
 ing  of  our  foreign  exchange  reserves
 is,  therefore,  a  matter  of  vital  import-
 ance.  We  have  made  considerable
 progress  in  reducing  our  reliance  on
 imports  in  a  number  of  fields.  Our
 export  promotion  during  recent  years
 is  also  a  matter  of  some  satisfaction.
 Even  so,  given  the  necessity  to  streng-
 then  the  reserves  ang  to  meet  the  re-
 quirements  of  imports  in  a  growing
 economy,  the  need  for  vigorous  export
 promotion  remains  as  great  as  ever.

 18.  We  have  been  receiving  sizable
 assistance  from  friendly  foreign  gov-
 ernments  and  international  institu-
 tions.  Honourable  Members  will,  I
 am  sure,  join  me  in  expressing  once
 again  our  gratitude  to  our  friends
 abroad  for  giving  us  a  helping  hand.
 The  Aid-India  Consortium  organised
 by  the  World  Bank  pledged  a  further
 sum  of  $1028  million  last  year  in  sup-
 port  of  the  Third  Five  Year  Plan.  A
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 significant  portion  of  this  assistance  is
 not  tied  to  specific  projects  but  is
 intendeg  for  import  of  materials,
 components  and  spares  in  general.
 This  kind  of  assistance  is  of  special
 importance  to  us  in  the  context  of  cur-
 rent  balance  of  payments  difficulties
 and  I  have  every  hope  that  Consor-
 tuum  assistance  during  the  coming
 year  will  include  even  larger  sums  for
 purposes  which  give  immediate  relief
 to  the  balance  of  payments.  Outside
 the  Consortium,  we  have  received
 generous  assistance  from  the  United
 States  for  the  import  of  foodgrains
 and  other  agricultural  commodities
 under  the  PL  480  programme,  Coun-
 tries  which  are  not  members  of  the
 Consortium  have  also  provideg  addi-
 tional  assistance  in  1964.  More  re-
 cently,  we  have  concluded  an  agree-
 ment  with  the  U.S.S.R.  for.  the  Bokaro
 Steel  Plant.  I  should  not  fail  to  men-
 tion  also  the  gift  of  150,000  tons  of
 wheat  from  Australia  which  was  an-
 nounced  only  a  few  days  ago.  This
 generous  and  timely  gesture  is  a  mat-
 ter  of  particular  satisfaction  to  me  as,
 I  am  sure,  it  augurs  well  for  increas-
 ing  cooperation  between  these  two
 countries.

 19.  Considerable  progress  has  been
 made  in  the  utilisation  of  external
 assistance,  which  has  now  reacheq  a
 rate,  when  it  practically  equals  the
 commitment  of  new  assistance,  Even
 so,  a  part  of  the  assistance  committed
 during  the  current  Plan  period  will
 necessarily  be  carried  over  into  the
 Fourth  Plan.  We  are  currently  re-
 viewing  our  foreign  exchange  require-
 ments  during  the  Fourth  Plan  period
 ang  we  hope,  during  the  coming  year
 itself,  to  initiate  discussions  with
 friendly  foreign  governments  and  ins-
 titutions  to  secure  advance  commit-
 ment  for  our  requirements,  to  the
 maximum  extent  possible.  It  is  only
 on  the  basis  of  such  advance  planning
 for  foreign  aid  that  we  can  be  confi-
 dent  of  beginning  the  Fourth  Plan
 without  any  hiatus  in  the  process  of
 growth.

 20.  In  some  measure,  we  have  also
 been  endeavouring  to  assist  other
 developing  countries,  Our  aid  to
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 Nepal  next  year,  for  example,  is  esti-
 mated  to  be  Rs.  85  crores.  Assistance
 for  Sikkim  and  Bhutan  will  be  of  the
 order  of  Rs.  6:2  crores.  We  have  en-
 deavoured  also  to  facilitate  joint  ven-
 tures  in  a  number  of  African  coun-
 tries  for  the  establishment  of  indus-
 tries  such  as  sugar,  cotton  textiles,
 cement  ang  vegetable  oil.  During  the
 next  year,  we  propose  to  provide  Rs.
 46  lakhs  for  technical  assistance  to
 countries  in  South  and  South-East
 Asia  and  Africa  and  Rs.  1°43  crores
 by  way  of  contribution  to  the  United
 Nations  Expanded  Programme  of
 Technical  Assistance  and  the  United
 Nations  Special  Projects  Fund.

 21.  There  has  been  a  great  deal  of
 discussion  in  India  in  recent  months
 about  the  role  of  private  foreign  in-
 vestment  in  our  plans  for  develop-
 ment.  We  have  recognised  for  a  long
 time  that  private  foreign  investment
 has  a  role  to  play  not  only  as  an  essen-
 tial  supplement  to  assistance  from
 friendly  foreign  governments  ang  in-
 ternational  institutions  but  also  as  a
 catalyst  for  the  development  of  tech-
 nical  skills  and  enterprise  among  our
 own  people.  For  this  reason,  we  have
 encouraged  private  foreign  investment
 in  association  both  with  the  public
 and  the  private  sector.  All  the  incen-
 tives  and  facilities  that  we  have  given
 to  Indian  enterprise  for  promoting  in-
 vestment  are  available  equally  to
 private  foreign  enterprise;  and  we
 give  every  facility  for  repatriation  of
 profits  to  foreign  investors.  This  policy
 of  hospitable  and  fair  treatment  will
 be  continued  in  future;  ang  our  gene-
 ral  policies,  whether  in  regard  to  taxa-
 tion,  industrial  licensing  or  price  con-
 trols,  must  be  consistent  with  our
 desire  to  harness  every  possible  source
 of  dynamism  and  enterprise,  whether
 domestic  or  foreign,  public  or  private,
 to  the  task  of  rapid  economic  growth.

 22.  The  Fourth  Five  Year  Plan  will
 involve  large  investments  in  the  pub-
 lic  and  the  private  sector.  The  first
 and  foremost  precondition  for  mobili-
 sation  of  resources  for  financing  these
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 investments  is  the  maintenance  of  an
 environment  of  financial  and  mone-
 tary  stability.  It  is  only  then  that
 voluntary  savings  could  be  encouraged
 and  directed  to  productive  uses.  Equal.
 ly  important  is  a  degree  of  stability  in
 our  taxation  policies.  If  may  be  neces-
 sary  to  adjust  the  rates  of  indirect
 taxation  from  year  to  year  in  keeping
 with  supply  and  demang  conditions.
 But  a  greater  degree  of  stability  in  re-
 gard  to  the  structure  of  direct  taxa-
 tion  is  of  vital  importance  as  it  has  a
 bearing  on  long-term  decisions  in  re-
 gard  to  savings  and  investment.  My
 budget  proposals  this  year  have  been
 designeg  to  serve  this  end  at  least  in
 part.  I  for  one  do  not  consider  that
 the  scope  for  additional  resource
 mobilisation  is  already  exhausted.
 But  there  is  no  reason  why  whatever
 framework  we  need  for  raising  re-
 sources  for  the  Fourth  Plan  should  not
 be  erecteg  in  all  its  essentials  before
 we  embark  on  the  implementation  of
 the  Plan.

 23.  In  the  ultimate  analysis,  the  re-
 sources  available  to  the  public  sector
 and  to  the  private  sector,  the  resour-
 ces  available  by  taxation,  by  mobili-
 sation  of  savings  or  by  realisation  of
 adequate  profits,  are  all  part  of  the
 same  pool.  We  cannot  hope  to  tap  one
 particular  source  without  affecting
 other  sources  or  divert  more  to  one
 particular  channel  without  affecting
 what  is  left  for  other  purposes.  More
 production  and  restraint  on  consump-
 tion,  avoidance  of  waste  ang  efficient
 use  of  scarce  resources,  are  the  only
 ultimate  instruments  for  promoting
 higher  savings  and  investment.  Bud-
 getary  policy,  therefore,  is  not  simply
 or  even  primarily  a  matter  of  balanc-
 ing  receipts  and  expenditures.  It  is
 no  doubt  of  paramount  importance  to
 keep  deficit  financing  within  safe
 limits  and,  indeed,  to  avoid  it  alto-
 gether,  if  possible,  But  the  level  at
 which  the  budget  is  balanced  and  the
 manner  in  which  this  balance  is  secur-
 ed  afe  even  more  relevant  to  the  flow
 of  savings  and  investments  ang  to  the
 performance  of  the  economy  as  a
 whole.
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 24.  The  budget  estimates  for  the
 next  year  to  which  I  shall  now  turn
 have  been  framed  with  these  conside-
 rations  in  mind.  The  expenditure  on
 revenue  account  is  estimated  at
 Rs.  2,116  crores,  which  is  Rs.  117
 crores  more  than  the  revised  estimate
 for  the  current  year.  At  existing
 rates  of  taxation,  including  the  10
 per  cent  surcharge  on  imports  I  an-
 nounced  ten  days  ago,  the  total  reve-
 nue  is  expecteg  to  be  Rs.  2,853  crores.
 The  revenue  surplus  will,  therefore,
 be  Rs.  237  crores,  i.e.  Rs.  8  crores  more
 than  what  is  expected  in  the  current
 year.

 25.  Of  the  total  revenue  expenditure
 of  Rs.  2,116  crores  next  year,  Rs.  749
 crores  will  be  for  Defence  Services.
 This  is  Rs.  32  crores  more  than  in  the
 current  year.  But  actual  rupee  ex-
 penditure  will  not  increase  quite  so
 much  because  purchases  of  stores  and
 aircraft,  the  full  value  of  which  is
 included  in  the  expenditure  estimate
 are  being  made  on  deferred  payment
 terms.  Expenditure  under  civil  heads
 is  estimated  at  Rs,  1,367  crores,  which
 is  Rs.  85  crores  more  than  in  the  cur-
 rent  year.  If  the  amounts  transferred
 to  the  Special  Development  Fund  in
 respect  of  PL  480  grants  are  disregard-
 ed,  the  actual  increase  in  civil  heads
 would,  in  fact,  be  greater.  The  major
 part  of  the  increase  is  explained  by  the
 additional  provision  of  Rs.  38  crores
 for  debt  servicing,  Rs.  39  crores  for
 grants-in-aid  to  States  and  Union  Ter-
 ritories,  Rs.  9  crores  for  Administra-
 tive  Services,  particularly  under
 Police  and  Rs.  20  crores  for  Social  and
 Developmental  Services.

 26.  The  revenue  next  year  is  ex-
 pected  to  increase  by  Rs,  125  crores.
 Here  again,  if  PL  480  grants,  which
 are  of  a  self-balancing  nature  are  left
 out,  the  actual  increase  would  be
 greater.  As  usual,  the  principal  heads
 of  revenue  account  for  most  of  the
 increase;  Rs.  70  crores  under  Income
 and  Corporation  Tax,  Rs.  54  crores
 under  Union  Excise  Duties  and  Rs.  20
 crores  under  Customs.  In  _  addition,
 interest  receipts  from  State  Govern-
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 ments  and  public  sector  enterprise:  and
 surplus  profits  of  the  Reserve  bank
 will  now  show  an’  improvement  of
 Rs.  39  crores.

 27.  The  provision  for  capital  outlay,
 including  all  loans  except  those  to  the
 State  Governments  and  Union  Terri-
 tories,  is  estimated  at  Rs.  1,114  crores,
 pepresenting  an  increase  of  Rs,  104
 crores  over  the  current  year.  This  is
 accounted  for  mainly  by  larger  pro-
 vision  of  Rs,  24  crores  for  roads,  Rs.  23
 crores  for  food  purchases,  Rs.  15  crores
 for  Atomic  Energy,  Rs.  12  crores  for
 Defence  and  Rs.  16  crores  for  the  In-
 dustrial  Development  Bank.  Loans  to
 State  Governments  ang  Union  Terri-
 tories  are  estimated  at  Rs.  712  crores,
 practically  at  the  level  of  the  current
 year.  Loans  for  Plan  assistance,  how-
 ever,  will  be  Rs,  28  crores  more,  and
 ways  and  means  loans  correspondingly
 less.

 28.  The  total  Plan  outlay  of  the
 Centre  ang  the  States  next  year  will
 be  Rs,  2,225  crores,  Rs.  241  crores
 more  than  the  current  year’s  budget-
 ed  Plan  outlay  of  Rs.  1,984  crores.  The
 State  Plans  will  account  for  an  out-
 lay  of  Rs.  1027  crores  and  the  Central
 plan  for  Rs.  1,198  crores.  Of  the  total
 States’  outlay,  Rs,  650  crores  will  be
 financed  by  Central  assistance  and
 Rs.  377  crores  from  the  resources  of
 the  States  themselves.  The  Centre’s
 Plan,  it  may  be  noted,  will  be  financed
 partly  by  Rs.  160  crores  of  contribu-
 tion  from  the  internal  resources  of
 Railways,  Posts  and  Telegraphs  De-
 partment,  Hindustan  Steel  and  other
 public  sector  enterprises.  To  this  ex-
 tent,  therefore,  a  provision  in  the  esti-
 mates  of  the  Central  Government  is
 not  necessary.  For  the  balance  of
 Rs.  1,688  crores,  inclusive  of  Rs.  300
 crores  on  revenue  account  and  assist-
 ance  to  States,  provision  has  been
 made  in  the  Budget.  Honourable
 Members  will  be  glag  to  note  that  the
 contribution  of  Rs.  160  crores  from  the
 Railways,  Posts  and  Telegraphs  and
 public  sector  enterprises  will  be  Rs,  45
 crores  higher  than  in  the  current  year.
 With  more  public  sector  enterprises
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 coming  into  production  and  beginning
 to  yield  surpluses,  they  should  be  able
 to  contribute  increasingly  to  the
 growth  of  the  economy  without  put-
 ting  an  additional  strain  on  the  bud-
 get.

 29.  I  have  referred  earlier  to  the
 need  for  keeping  public  borrowing
 within  the  limits  set  by  a  realistic  ex-
 pectation  of  the  flow  of  genuine  sav-
 ings.  In  keeping  with  this  principle,
 I  have  provided  for  public  borrowing
 at  Rs.  270  crores  next  year  as  against
 Rs.  293  crores  in  the  current  year.  For
 the  same  reason,  receipts  from  small
 savings  have  been  assumed  at  the  level
 of  the  current  year,  namely,  Rs.  135
 crores.  Receipts  from  foreign  loans,
 will  however  be  higher  and  are  esti-
 mateg  at  Rs,  669  crores.

 30.  To  sum  up  the  overall  position
 for  next  year,  there  will  be  a  surplus
 on  revenue  account  of  Rs.  237  crores
 at  existing  rates  of  taxation,  The  total
 disbursement  on  capital  account  of
 Rs.  2094  crores,  inclusive  of  debt  re-
 payment  of  Rs.  267  crores,  will  be  met,
 apart  from  the  revenue  surplus,  by
 internal  and  external  borrowings  of
 Rs.  939  crores,  collections  under  small
 savings  of  Rs.  135  crores,  repayment
 of  loans  of  Rs.  334  crores,  investment
 of  PL  480  funds  of  Rs.  191  crores,  an-
 nuity  deposits  of  Rs,  65  crores,  and
 receipts  under  miscellaneous  debt  and
 deposit  heads  of  Rs.  203  crores.  In  the
 aggregate,  Honourable  Members  would
 share  with  me  my  satisfaction  that  for
 the  first  time  in  many  years,  the  Bud-
 get  for  next  year,  at  existing  rates  of
 taxation,  is  expected  to  show  a  small
 overall  surplus  of  Rs,  10  crores.

 31.  Honourable  Members  might  well
 ask  why,  after  having  announced  a
 small  surplus  for  the  next  year,  I
 shoulg  not  let  the  Budget  well  alone
 and  resume  my  seat.  It  is,  however,
 necessary,  particularly  on  the  eve  of
 the  Fourth  Plan,  to  take  a  good  look
 at  our  tax  structure  as  a  whole  and
 to  make  adjustments  or  changes  to
 give  desirable  effects.  And  it  is  to
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 this  task  that  I  propose  to  address  my-
 self  in  the  proposals  I  am  about  to
 make.

 Indirect  Taxation

 32.  Indirect  taxation  has  two  essen-
 tial  objectives:  to  raise  revenues  for
 the  State  and  to  serve  as  an  instru-
 ment  of  price  policy.  Those  indirect
 taxes  which  are  designed  primarily  to
 raise  revenue  have  to  be  adjusted  not
 only  in  the  light  of  revenue  needs  but
 also  in  the  light  of  their  impact  on  the
 budgets  of  individual  citizens.  I  feel
 that  in  our  present  circumstances
 where  high  prices  have  put  a  strain
 on  a  section  of  our  people,  a  measure
 of  relief  is  calleg  for  in  those  areas
 where  the  supply  position  is  such  that
 one  may  reasonably  expect  the  relief
 to  be  passed  on  to  the  consumer.
 Clearly,  given  the  needs  of  the  State,
 relief  in  indirect  taxation  cannot  be
 extensive.  Nor  can  indirect  taxes  be
 reduced  in  those  areas  where  restraint
 on  consumption  is  essential  from  the
 point  of  view  of  economy  in  imports
 or  releasing  larger  supplies  for
 exports.

 33.  In  a  growing  economy  with  shor-
 tages  at  various  levels,  there  is  also
 a  tendency  for  the  price  structure  to
 be  distorted.  It  is  common  knowledge
 that  excessive  profits  are  being  made
 in  the  sale  of  products  baseq  on  scarce
 materials  whether  imported  or  indi-
 genous,  and  1  propose  to  make  selec-
 tive  increases  in  both  import  and  ex-
 cise  duties  to  mop  up  these  surplus
 profits.  We  have  today  arrangements
 for  the  distribution  of  scarce  mate-
 rials  among  priority  users.  We  pro-
 pose  to  strengthen  these  arrangements.
 It  has  to  be  recognised  at  the  same
 time  that  control  over  distribution
 cannot  always  be  carried  to  the  point
 where  the  requirements  of  all  end-
 users  are  met  through  a_  central
 agency.  Nor  is  there  any  reason  to
 eschew  the  price  mechanism  to  the
 extent  that  it  can  be  used  to  supple-
 ment  distribution  arrangements.  What
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 I  have  essentially  sought  to  do,  there-
 fore,  is  to  increase  indirect  taxation
 in  those  areas  where  it  might  correct
 existing  distortions  in  the  price  struc-
 ture  and  mop  up  some  surplus  profits
 and  to  use  the  additional  revenue
 from  these  measures  for  providing  re-’
 lief  to  the  consumer  to  the  extent  pos-
 sible.

 34.  My  proposals  for  concessions  in
 regard  to  indirect  taxation  relate  to
 excise  duties  only.  I  propose  to  re-
 move  the  excise  duty  on  footwear,
 cycle  parts,  cycle  tyres  and  tubes,
 printing  and  writing  paper  used  in  the
 publication  of  registered  dailies  includ-
 ing  their  weekly  issues.  The  effective
 rates  of  fabric  duty  on  price-control-
 leq  varieties  of  grey  as  well  as  pro-
 cessed  coarse  and  medium  cotton  cloth
 are  proposed  to  be  reduced  by  50  per
 cent,  duty  on  vegetable  product  by
 about  50  per  cent  and  on  cheaper  type
 of  printing  and  writing  paper  and  cer-
 tain  other  qualities  of  typing  and
 manifold  paper  by  30  per  cent.  I  also
 propose  on  other  grounds  to  reduce
 the  duty  on  rayon  yarn  of  coarser  and
 industrial  deniers.  on  cellulosic  staple
 fibre  and,  marginally,  on  staple  fibre
 yarn.  Duties  on  a  few  other  items
 such  as  silk  fabrics,  gramophones,
 cigars  and  silver  are  also  proposed  to
 be  removed  on  grounds  of  insignificant
 Tevenue.  These  reductions  will  mean
 a  loss  of  revenue  of  Rs.  29.5  crores  in
 1965-66.

 35.  I  have  made  these  reductions  in
 duty  on  articles  of  common  consump-
 tion  as  I  expect  them  to  be  passed  on
 to  the  consumer.  If  this  expectation
 is  not  realised,  it  will  become  neces-
 sary  to  re-impose  the  duties  in  the
 course  of  the  year.  That  is  why  the
 proposeg  reductions  are  being  made
 not  by  reducing  the  statutory  rates  of
 duty  but  by  issuing  notifications  under
 Powers  already  vesting  in  Govern-
 ment.

 36.  In  selecting  the  items  for  con-
 cessions  in  excise  duty,  I  have  given
 careful  consideration  to  the  reduction
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 of  duty  on  kerosene,  I  have,  however,
 come  to  the  conclusion  that  we  cannot
 afford  to  give  relief  in  duty  on  kero-
 sene  which  is  an  important  item  of
 import.  Quite  apart  from  this,  even
 at  present  the  duty  on  kerosene  is
 low  enough  to  encourage  its  use  by
 lorries  ang  for  other  non-domestic
 purposes  and  there  is  little  to  be  gain-
 ed  by  encouraging  further  diversion
 of  kerosene  to  those  users.

 37.  I  am  also  taking  the  opportunity
 of  making  certain  technical  adjust-
 ments  in  excise  duties  mainly  in  res-
 pect  of  cigarettes  and  tyres.  On  the
 present  pattern  of  production,  these
 modifications  will  increase  revenue  by
 Rs.  40  lakhs  in  the  case  of  cigarettes
 and  Rs.  35  lakhs  in  the  case  of  tyres.
 I  am  sure,  it  will  be  possible  for  the
 industries  concerned  to  absorb  these
 small  technical  increases  without  any
 overall  effect  on  prices.  I  have  pro-
 posed  a  few  other  minor  changes  in
 the  description  of  goods  subject  to
 duty  and  in  the  quantum  of  exemp-
 tions.  These  changes  have  no  signi-
 ficant  revenue  implications.

 38.  The  profit  margins  on  the  distri-
 bution  of  a  number  of  scarce  materials
 and  on  the  sale  of  their  products  are
 high  and  I  intend  to  mop  up  a  part
 of  the  present  margin  of  profits  on
 these  items  by  increases  in  excise
 duties.  I  propose  to  raise  the  excise
 duty  on  copper  and  copper  alloys  in
 crude  form  from  Rs,  600  to  Rs.  1000
 per  tonne  and  on  circles  and  sheets
 etc,  from  Rs.  500  to  Rs.  1500  per
 tonne.  I  propose  to  raise  the  duty  on
 steel  ingots,  plates  and  rails  and  sleep-
 er  bars  by  Rs.  10  per  tonne,  on  semi-
 finished  products  ang  bars,  rods  and
 structurals  by  Rs.  15  per  tonne,  on
 black  sheets  and  hoops  by  Rs.  40  per
 tonne,  on  skelp  by  Rs.  50  per  tonne,  on
 strips  by  Rs.  90  per  tonne  and  on  gal-
 vanised  plates  and  sheets  by  Rs,  100
 per  tonne.  It  is  also  proposed  ०
 raise  the  effective  duty  on  tin  plates
 and  tinned  sheets  from  Rs.  165  to  Rs.
 225  per  tonne.  The  increase  of  duty on  this  group  will  yield  an  additional
 revenue  of  Rs.  15-75  crores.
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 39.  I  also  propose  to  further  simplify

 the  existing  scheme  of  compounded
 levy  prescribeg  for  the  smaller  power-
 loom  units  producing  cotton  fabrics.
 The  total  exemption  now  enjoyed  by
 a  large  number  of  units  having  less
 than  five  looms  each  is  being  replaced
 by  a  small  compounded  levy  of  Rs.  25
 per  annum  per  loom.  The  anti-frag-
 mentation  provision  is  also  being  re-
 phrased.

 40.  The  net  loss  of  revenue  as  8
 result  of  all  the  changes  in  excise
 duties  will  be  Rs.  13  crores  in  1965-66.

 41.  The  revenue  from  Union  Excise
 Duties  has  increased  steadily  from
 Rs.  145  crores  in  1955-56  to  about
 Rs.  773  crores  in  1964-65.  It  is,  there-
 fore.  a  matter  of  some  satisfaction  to
 me,  at  any  rate,  that,  for  the  first  time
 in’  many  years,  We  are  able  to  give  a
 measure  of  relief  to  the  consumer
 without  any  significant  sacrifice  of  re-
 venue  in  the  aggregate.

 42.  Ten  days  back,  I  had  announced
 the  imposition  of  a  regulatory  Cus-
 toms  Duty  at  10  per  cent  of  the  value
 of  imported  goods.  This  duty  must
 continue  in  the  present  circumstances.
 In  addition,  it  is  necessary  to  increase
 the  present  rates  of  duty  in  some  cases
 where  there  is  a  very  large  gap  bet-
 ween  the  landed  prices  and  the  cur-
 rent  market  prices.  I  propose,  there-
 fore,  to  increase  the  import  duty  on
 stainless  steel  plates  and  sheets  from
 30  per  cent  to  100  per  cent  ad  valorem
 and  the  duty  on  steel  tin  plates  from
 Rs.  100  per  tonne  plus  5  per  cent  to
 Rs.  325  per  tonne,  continuing  the  pre-
 sent  preference  of  Rs.  20  per  tonne
 where  it  is  applicable.  It  is  also  pro-
 posed  to  raise  the  duty  on  non-cellu-
 losic  art  silk  yarn  and  thread  from
 Rs.  7.5  per  kilogram  or  55  per  cent
 whichever  is  higher  to  Rs,  10.25  kilo-
 gram  or  75  per  cent  whichever  is
 higher.  I  propose  to  raise  the  duty
 on  paints,  colours  and  painters’  mate-
 rials  not  otherwise  specifieq  from  60
 per  cent  to  75  per  cent,  on  sodium
 nydrosulphite  from  40  per  cent  to  100
 per  cent,  on  essentia’  oils  and  per-
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 fumery  not  otherwise  specified  from
 75  per  cent  to  100  per  cent  and  on
 paper  not  otherwise  specifieq  but  ex-
 cluding  newsprint  and  printing  and
 writing  paper  from  50  per  cent  to  75
 per  cent.  1  also  propose  to  increase  the
 statutory  import  duty  on  raw  cot-
 ton  to  50  paise  per  kilogram  in  order
 to  be  able  to  increase  the  effective
 duty  in  the  course  of  the  year,  if  this
 becomes  necessary.  The  increases  in
 import  duties  along  with  the  surcharge
 on  them  will  yield  a  revenue  of  Rs.  6.5
 crores  in  1965-66.  In  addition,  there
 will  be  increase  in  revenue  of  Rs.  8
 crores  as  a  result  of  the  countervail-
 ing  duty  on  steel  tin  plates,  iron  and
 steel  products  and  copper.  The  total
 additional  revenue  from  Customs  will
 be  Rs.  14.5  crores.

 43.  The  changes  in  indirect  taxes
 will  have  immediate  effect  under  the
 Provisional  Collection  of  Taxes  Act.
 The  net  effect  including  Customs  and
 Excise,  will  be  a  small  increase  in
 revenue  of  Rs.  1.5  crores  in  1965-66.

 Export  Promotion
 44.  Honourable  Members  are  aware

 that  we  have  at  present  a  number  of
 provisions  for  giving  fiscal  relief  for
 the  promotion  of  exports.  Relief  from
 the  incidence  of  Customs  and  Excise
 duties  is  being  given  by  way  of  draw-
 backs.  In  view  of  the  difficulties  ex-
 perienced  by  nascent  export  indus-
 tries  in  a  growing  economy  such  as
 ours  which  is  afflicteg  by  shortages  at
 varioug  levels  leading  to  higher  cost
 of  production,  we  also  give  a  measure
 of  relief  to  these  industries  in  regard
 to  railway  freights  ang  taxation  of
 profits,

 45.  While  these  measures  to  counter-
 act  the  disabilities  of  our  export  in-
 dustries  have  had  a  degree  of  success
 in  promoting  higher  exports,  there
 are  still  other  imposts  on  raw  mate-
 rials  and  components  that  go  into  the
 end-product  that  is  exported  which
 makes  it  necessary  to  provide  some
 more  assistance  to  export  industries  on
 a  discriminating  basis.  For  one  thing,
 there  are  a  variety  of  taxes  levieq  in
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 India  today  such  as  the  sales  tax  and
 octroi  in  respect  of  which  relief  from”
 taxation  on  exports  is  not  available
 at  present.  It  is  difficult  to  refund
 the  fractional  parts  of  Import  Duties
 and  Excise  Duties  on  raw  materials,
 components  and  intermediate  products
 which  enter  into  the  production  of  ex-
 port  commodities.  In  general,  it  is
 necessary  to  mitigate  the  disadvant-
 ages  of  new  export  industries  which
 have  yet  to  achieve  their  full  compe-
 titive  position  in  the  world  markets.
 I  propose,  therefore,  to  take  powers  to
 issue  tax  credit  certificates  to  export-
 ers  up  to  15  per  cent  of  the  value  of
 such  exports.  The  exact  quantum  of
 assistance  will  vary  from  commodity
 to  commodity  and  will  be  determined
 after  a  careful  examination.  The  tax
 credit  certificates  could  be  used  for
 payment  of  taxes  or  refunded  in  cash
 to  the  extent  that  their  value  exceeds
 tax  liability.

 46.  Honourable  Members  are  aware
 that  the  case  for  protecting  the  infant
 industries  of  developing  countries  from
 competition  from  abroad  by  levying
 protective  import  duties  has  been  re-
 cognised  by  expert  opinion  as  well  as
 by  international  agencies  for  a  long
 time.  The  case  for  subsidising  nascent
 exports  from  developing  countries  is
 equally  strong  ang  is  indeed  based  on
 the  same  considerations.  This  point
 of  view  is  already  gaining  acceptance
 among  economic  experts  as  well  as
 among  international  institutions,  I
 think  it  is  only  appropriate.  therefore,
 that  we  should  arm  ourselves  with
 powers  to  give  direct  financial  assist-
 ance  related  to  export  earnings  so

 that  our  export  promotion  efforts  could
 become  more  effective  as  well  as  effi-
 cient.

 Corporate  Taxation

 47,  Honourable  Members  are  aware
 that  the  structure  of  our  corporate
 taxation  has  undergone  many  changes
 during  the  past  two  years.  These
 were  necessitated  primarily  by  the
 paramount  need  of  raising  resources.
 In  my  last  Budget  I  had  introduced
 several  changes  to  reduce  the  severity
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 of  our  corporate  taxation.  I  am  well
 aware  that  the  feeling  still  persists
 that  corporate  taxation  in  India  is  high
 ang  that  some  of  its  features  inhibit
 the  progress  of  the  corporate  sector.
 I  have  carefully  examined  the  inci-
 dence  of  the  different  taxes  which  are
 now  on  the  statute  book  and  I  have
 come  to  the  conclusion  that  there  is
 need  for  some  modification  of  the  pre-
 sent  structure  of  corporate  taxation
 without  altering  its  essential  features
 which,  I  believe,  are  sound.  The  divi-
 dend  tax,  for  example,  has  come  in
 for  a  great  deal  of  criticism,  Experi-
 ence  so  far  has  shown  that  it  has  not
 materially  affected  the  distributica
 pattern  of  dividends.  I  cannot  help
 feeling,  however,  that  in  the  present
 context,  when  we  have  to  do  every-
 thing  possible  to  combat  inflationary
 pressures  in  the  economy  and  to  gene-
 rate  sufficient  resources  for  investment
 in  the  corporate  sector,  there  is  con-
 tinuing  need  for  a  degree  of  restraint
 on  dividend  distribution.  Similarly,
 we  have  not  yet  had  time  enough  to
 assess  the  full  effects  of  the  operation
 of  surtax  and  there  is,  therefore,  little
 reason  for  making  any  material  change
 in  this  particular  aspect  of  corporate
 taxation  also.  However.  I  have  decid-
 ed  to  make  a  number  of  changes  in
 the  general  scheme  of  corporate  taxes
 which,  I  hope,  will  meet  at  least  a  part
 of  the  difficulties  of  the  corporate  sec-
 tor.

 48.  Industries  producing  articles
 mentioned  in  Part  IV  of  the  first  Sche-
 dule  to  the  Finance  Act,  1964,  are  en-
 titled  to  certain  tax  benefits.  I  pro-
 pose  to  enlarge  that  list  by  the  addi-
 tion  of  lime  stone,  flame  ang  drip
 proof  motors,  malleable  iron  and  steel
 castings,  calcium  ammonium  nitrate
 and  ships.

 49.  I  had  announced  last  year  that
 Section  104  companies  wholly  or  main-
 ly  engaged  in  the  manufacture  or  pro-
 cessing  of  goods  or  in  mining  or  in
 the  generation  or  distribution  of  elec-
 tricity  or  any  other  form  of  power
 whose  whole  income  did  not  exceed
 Rs.  5  lakhs  will  be  liable  to  tax  at  50
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 per  cent  on  the  first  Rs,  2  lakhs  of  in-
 come.  I  propose  now  to  enlarge  this
 concession.  All  such  companies—ex-
 cept  foreign  companies—will  under
 My  proposal  be  liable  to  tax  at  50  per
 cent  on  the  first  Rs.  10  lakhs  of  their
 mcome  irrespective  of  the  total  size
 of  their  income.  Under  Section  104,
 for  certain  types  of  companies,  the
 penalty  rate  of  taxation  for  non-dis-
 tribution  of  profits  at  present  is  37  per
 cent.  I  propose  to  reduce  this  rate  to
 25  per  cent  for  companies  other  than
 trading  companies.  In  the  case  of
 manufacturing  companies,  we  have
 given  certain  concessions  to  enable
 them  to  build  up  adequate  reserves.
 For  non-trading  companies,  e.g.,  com-
 panies  part  of  whose  business  is  in
 the  manufacturing  field,  companies
 providing  various  services  and  com-
 panies  engaged  in  constructional  acti-
 vities,  I  propose  to  provide  that  the
 higher  statutory  percentage  of  90  per
 cent  for  compulsory  distribution  of
 profits  will  be  attracted  only  if  the  ac-
 cumulated  profits  ang  reserves  exceed
 twice  the  amount  of  their  paid  up
 capital  and  loan  capital,  or  the  value
 of  their  fixed  assets.  At  present,
 where  in  a  public  company  51  per  cent
 or  more  of  the  shares  are  held  by  an-
 other  company  in  which  the  public  are
 substantially  interesteq  or  by  a  100
 per  cent  subsidiary  of  such  a  com-
 pany,  the  first  mentioned  company  does
 not  qualify  for  being  regarded  as  a
 company  in  which  the  public  are  subs-
 tantially  interested.  It  is  proposed  to
 change  this  position  and  to  treat  such
 a  company  as  one  in  which  the  public
 are  substantially  interested,

 50.  Overcrowding  has  become  a
 serious  problem  in  many  of  our  major
 cities.  Some  incentive  is,  therefore,
 requireq  to  induce  big  factories  to
 shift  from  such  cities.  I  propose,
 therefore,  in  the  case  of  public  com-
 panies  to  refund  the  tax  on  any  capi-
 tal  gains  made  on  the  sale  of  land  and
 buildings  in  these  cities  to  the  extent
 that  the  capital  gains  are  re-invested
 with  prior  approval  of  Government
 in  land  and  buildings  including  hous-
 ‘ing  for  the  employees  in  a  new  area.
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 51.  I  had  stated  last  year  that  I  pro-
 pose  to  revise  the  rate  of  development
 rebate  under  Section  33  of  the  Income
 Tax  Act.  Honourable  Members  will
 recall  that  the  general  rate  of  deve-
 lopment  rebate  now  ig  20  per  cent.  It
 has  been  suggesteg  that  the  develop-
 ment  rebate  should  be  applieq  in  a
 selective  manner  and  we  have  already
 sought  to  do  so  to  some  extent  in  the
 case  of  coal  mining  machinery  and  for
 ships.  I  propose  now  to  reduce  the
 standard  rate  of  development  rebate
 to  15  per  cent  except  in  the  case  of
 industries  included  in  a  new  Fifth
 Schedule  to  the  Income  Tax  Act.  In-
 dustries  includeg  in  this  Schedule  will
 be  entitled  to  claim  a  development  re-
 bate  of  25  per  cent.  The  rebate  for
 coal  mining  machinery  and  for  ships
 will  continue  at  the  rate  of  35  per  cent
 and  40  per  cent  respectively.  The
 undertakings  for  which  the  develop-
 ment  rebate  is  now  being  reduced
 will,  however.  continue  to  enjoy  the
 existing  benefit  of  20  per  cent  up  to
 31st  March  1967.

 52.  Often  it  is  said  that  the  total  in-
 cidence  of  income-tax  and  surtax  on
 companies  reaches  very  high  levels
 having  the  effect  of  inhibiting  invest-
 ment.  I  do  not  think  that  it  is  so,
 but  to  allay  any  misgivings  on  this
 score,  I  propose  to  provide  a_  ceiling
 limit  to  the  income-tax,  excluding  tax
 relating  to  bonus  shares,  but  including
 the  tax  chargeq  with  reference  to  dis-
 tribution  of  equity  dividends,  and  sur-
 tax  at  70  per  cent  of  the  total  income
 ef  companies.  Any  excess  of  the  ag-
 gregate  tax  liability  in  respect  of-
 these  taxes  over  this  limit  will  be  al-
 lowed  as  a  deduction  from  the  surtax
 otherwise  chargeable  from  the  com-
 pany.  This  provision  will  apply  to
 Indian  companies  and  any  other  com-
 pany  declaring  its  dividends  within
 India  in  which  the  public  are  substan-
 tially  interested.

 53.  The  varioug  changes  in  taxation
 affecting  the  corporate  sector  that  I
 have  outlined  shoulq  go  some  way  in
 meeting  the  genuine  difficulties  of  this
 sector.  I  also  propose  to  take  some
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 additional  powers  to  stimulate  produc-
 tion  and  to  provide  resources  for  the
 expansion  fo  industry.  Given  the
 needs  of  the  State,  I  cannot  do  so  by
 giving  up  existing  sources  of  revenue.
 A  part  of  the  improvement  in  reve-
 nues,  however,  could  well  be  utilized
 for  meeting  the  requirements  of  indus-
 trial  expansion  and  for  providing  a
 stimulus  to  greater  production  from
 existing  investments.  I  propose,  there-
 fore  to  take  powers  to  provide  that
 tax  credit  certificates  to  the  extent  of
 25  per  cent  of  the  Central  Excise  Duty
 paid  by  any  manufacturing  unit  on
 production  in  addition  to  its  produc-
 tion  in  the  base  year  may  be  issued
 to  the  unit.  This  will  only  apply  to
 those  industries  which  bear  any  excise
 duty.  Similarly,  I  propose  to  take
 powers  to  provide  for  issuing  tax  cre-
 dit  certificates  for  20  per  cent  of  the
 additional  Corporation  Tax  including
 surtax  paid  by  any  manufacturing
 company  over  the  corresponding  tax
 paid  during  the  base  year  1964-65.
 This  would  be  further  subject  to  the
 limit  of  10  per  cent  of  the  overall  tax
 for  the  year  concerned.  These  certi-
 ficates  are  meant  to  be  used  for  pur-
 poses  relevant  to  the  expansion  of  the
 industry  or  redemption  of  debentures
 or  repayment  of  loan  from  approved
 institutions.

 54.  The  Government  had  recently
 set  up  a  Tea  Finance  Committee  and
 that  Committee  had  made  certain  re-
 coinmendations  for  relief  in  direct  tax
 for  tea  companies.  I  propose  to  accept
 these  recommendations  in  a  modified
 form  and  the  necessary  provisions
 have  been  included  in  the  Finance
 Bill.

 55.  I  also  propose  to  allow  in  the
 case  of  companies  a  deduction  for  ex-
 penditure  incurred  by  them  for  pay-
 ment  towards  family  planning  amongst
 their  employees.  Where  such  expen- diture  is  of  a  capital  nature,  it  will  be
 allowed  as  a  deduction  over  a  period of  five  years.
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 Personal  Taxation
 56.  I  now  come  to  my  proposals  for

 «न  Personal  taxation.  Honourable  Mem-
 bers  would  recall  that  earlier  in  my
 speech  I  had  referreg  to  the  need  for
 curbing  excessive  investment  in  urban
 property  which  has  been  rising  rapid-
 ly  in  value  due  to  a  variety  of  rea-
 sons.  Without  such  a  curb,  invest-
 ment  in  more  productive  directions
 cannot  be  encouraged.  There  has  also
 been  a  demand  that  there  should  be
 some  ceiling  on  vast  accumulations  of
 urban  property.  I  have  considered
 this  problem  from  various  angles  and
 have  come  to  the  conclusion  that  the
 best  way  of  dealing  with  it  through  a
 fiscal  measure  is  by  way  of  an  addi-
 tional  wealth  tax  on  such  properties.
 The  tax  will  apply  to  urban  property
 in  towns  with  a  population  of  one  lakh
 or  more.  In  view  of  differences  in
 urban  property  ‘values  in  towns  of
 different  sizes,  I  have  decided  to  pro-
 vide  for  different  exemption  limits  ac-
 cording  as  the  population  of  the  town
 is  between  1  lakh  and  4  lakhs,  4  lakhs
 and  8  lakhs,  8  lakhs  and  16  lakhs  and
 over  16  lakhs.  The  exemption  would
 vary  from  Rs.  2  lakhs  in  the  smallest
 of  these  ranges  to  Rs.  5  lakhs  in  the
 highest  of  these  ranges.  Honourable
 Members  will  see  that  the  classifica-
 tion  of  towns  that  I  have  adopteg  for
 this  purpose  is  the  same  as  is  already
 available  for  purposes  of  granting
 compensatory  and  other  allowances  to
 Central  Government  employees.  Ur-
 ban  properties  in  excess  of  these  ex-
 emption  limits  will,  under  my  propos-
 al,  bear  an  additional  wealth  tax  at
 progressive  rates  rising  from  one  per cent  to  four  per  cent  on  successive
 slabs  of  the  total  market  value  of  such
 Property.  It  is  not  possible  for  me
 now  to  estimate  precisely  the  revenue
 from  this  source,  but  as  at  present  I
 would  put  down  the  additional  reve-
 nue  expected  at  Rs.  15  crores  in
 1965-66.  I  would  like  to  emphasise,
 however,  that  the  purpose  of  this  levy is  as  much  to  raise  revenue  as  also  to
 achieve  wider  social  purposes.  It
 may  be  that  as  a  result  of  this  mea-
 sure,  property  owners  may  transfer
 properties  to  corporate  bodies  which
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 are  not  now  liable  to  the  wealth  tax
 or  property  owning  companies  may
 come  up.  If  this  tendency  develops,
 Government  will  deal  with  it  at  the
 appropriate  time.

 57.  I  propose  now  to  restore  the  ex-
 emption  from  wealth  tax  for  five  years
 for  equity  investment  in  new  indus-
 trial  companies.  This  concession  will
 apply  in  respect  of  companies  issuing
 capital  for  the  first  time  after  the  28th
 February  1965.  The  companies  issu-
 ing  bonus  shares  pay  a  tax  of  124
 per  cent  on  the  face  value  of  these
 shares.  It  stands  to  reason  that  if  a
 person  pays  capital  gains  tax  on  bonus
 shares  issued  to  him  some  part  of  the
 tax  paid  by  the  company  on  the  same
 issue  shoulg  go  to  mitigate  his  liability
 for  capital  gains  tax.  I  propose,  there-
 fore,  to  allow  a  rebate  of  up  to  10  per
 cent  of  the  face  value  of  bonus  shares
 from  the  capital  gains  tax  on  such
 shares,  but  limited  to  the  amount  of
 such  tax.

 58.  In  the  region  of  personal  taxa-
 tion  of  incomes,  the  first  need  is  for
 simplification  of  the  tax  structure.  For
 one  thing,  the  distinction  between  in-
 come-tax  ang  super-tax  is  something
 of  an  anachronism  and  the  manner  in
 which  we  allow  for  various  deductions
 as  at  present  is  also  not  conducive  to
 either  simplicity  or  comprehension  of
 net  incidence.  I  have  endeavoured  to
 simplify  the  whole  tax  structure  by
 integrating  super=tax  with  income-tax
 and  in  other  ways.  This  simplification
 will  cost  something  to  exchequer  for
 a  little  while.  But  it  will  improve  tax
 administration  and  help  to  modify  the
 ettitude  of  the  ordinary  citizen  to-
 wards  his  tax  liability.

 59.  Basically,  I  wish  to  provide  for
 a  system  in  which  the  present  free  al-
 lowance  for  purposes  of  income-tax
 will  be  discontinued,  thus  eliminating
 inter  alia  the  element  of  acute  discri-
 mination  against  unmarried  women
 and  bachelors.  Incomes  in  future  will
 be  chargeable  to  tax,  subject  to  relief
 शा  account  of  personal  allowance  for

 FEBRUARY  27,  1965  General  Budget  1836

 every  individual  of  Rs.  2000  with  an
 additional  allowance  of  Rs.  1500  for  a
 married  individual  and  Rs,  400  for  each
 dependent  child  up  to  a  maximum  of
 two  children.  For  a  marrieg  indivi-
 dual  with  two  dependent  children  no
 tax  will  thus  be  payable  up  to  an  in-
 come  of  Rs,  4300  as  against  Rs.  4000
 ag  at  present.  The  relief  by  way  of
 personal  allowances  will,  at  the  new
 rate,  amount  to  the  same  absolute  sum
 of  Rs.  215  as  a  maximum  for  all  asses-
 sees.  This  simplification  will  entail  a
 loss  of  revenue  of  Rs.  3.64  crores.

 60.  Another  change  in  the  direction
 of  simplification  that  I  wish  to  make
 relates  to  deductions  in  respect  of
 contributions  to  provident  funds,  in-
 surance  premiums  and  Cumulative
 Time  Deposit  Scheme.  Apart  from
 raising  the  money  limit  for  concession
 relating  to  these  items  from  Rs.  10,000
 to  Rs,  12,500  for  individuals,  it  is  pro-
 posed  to  give  the  concession  by  a
 straight  deduction  from  income  of  50
 per  cent  of  the  amount  contributeg  to
 the  items  eligible  for  the  relief.  This
 measure,  I  am  sure,  will  facilitate  the
 calculation  of  tax  liability  by  each  in-
 dividual.  I  am  also  introducing  a  new
 provision  for  exempting  from  tax  in-
 come  up  to  Rs.  2400  on  account  of
 institutional  care  of  handicapped  de-
 pendents.  In  the  case  of  non-institu-
 tional  care  the  limit  will  be  Rs.  600.
 Honourable  Members  would  agree  with
 me  that  a  measure  of  relief  in  this
 respect  is  justified  on  social  grounds.

 61.  While  streamlining  the  tax
 structure,  and  replacing  the  present
 taxes  by  a  revised  and  unified  sche-
 dule,  I  have  lowered  taxes  at  all  levels
 of  personal  incomes.  In  the  new  sche-
 dule,  the  highest  marginal  rate  of  tax-
 ation  on  earned  incomes  which  will
 be  reached  at  over  Rs.  70,000  will  be
 65  per  cent.  At  the  same  time,  the
 surcharge  on  earned  income  has  also
 been  regraded  at  5  per  cent  for  in-
 comes  between  Rs.  1  and  Rs.  2  lakhs,
 10  per  cent  for  incomes  between  Rs.  2
 and  Rs.  8  lakhs  and  15  per  cent  for
 incomes  above  Rs.  3  lakhs.  In  our
 scheme  of  taxation,  we  have  come  to
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 regard  an  income  of  Rs.  15,000  as  the
 dividing  line  for  various  purposes.  The
 Annuity  Deposit  Scheme,  for  exantble,
 does  not  apply  to  incomes  upto  Rs.
 15,000.  I  have  also  decideg  that  the
 same  limit  should  be  considered  as
 the  free  limit  for  purposes  of  the  un-
 earned  income-tax  surcharge.  The  pre-
 sent  limit  for  this  purpose  is  proposed,
 therefore,  to  be  raised  from  Rs.  10,000
 to  Rs.  15,000.  With  the  base  for  un-
 earned’  income-tax  surcharge  being
 lowered  by  this  measure  as  well  as  by
 the  reduction  in  tax  rates  in  general,
 there  is  a  case  for  increasing  the  sur-
 charge  on  unearned  incomes.  Accord-
 ingly,  I  propose  to  levy  a  surcharge
 On  the  tax  at  the  rate  of  20  per  cent
 on  unearned  incomes  between’  Rs.
 15,000  and  Rs.  50,000  and  at  the  rate
 of  25  per  cent  on  such  incomes  above
 Rs.  50,000,

 62.  The  Finance  Bill  looks  very
 bulky  as  it  contains  a  number  of
 amendments  relating  to  the  simplifi-
 cation  of  the  Income  Tax  Act,  1961.
 This  has  in  the  main  become  necessary
 in  order  to  give  effect  to  this  scheme
 cf  simplification  of  the  tax  structure.
 These  amendments  are,  however,  of  a
 permanent  nature  and  will  not  have
 to  be  repeateg  in  future  Finance  Bills.

 63.  As  I  have  just  said  the  changes
 proposed  will  mean  a  reduction  in  tax
 vt  all  levels  of  personal  income,  The
 highest  marginal  rate  on  unearned  in-
 come  will  go  down  from  88.125  per
 cent  to  81.25  per  cent  and  that  on  earn-
 ८  income  from  82.5  per  cent  to  74.75
 per  cent,  i.e.,  the  peak  taxation  will
 be  reached  in  respect  of  income  above
 Rs.  3  lakhs  of  earned  income  and  Rs.
 70,000  of  unearned  income.  For  a  mar-
 -ieq  individual  with  two  dependent
 vhildren,  the  tax  on  earned  income  of
 Rs,  5,000  will  go  down  from  Rs.  60  to
 Rs.  35,  at  Rs.  10,000  from  Rs.  685  to
 Rs.  535,  at  Rs.  20,000  from  Rs.  2,360  to
 Rs.  2,085,  at  Rs.  40,000  from  Rs.  10,340
 to  Rs,  9,285,  at  Rs,  70,000  from  Rs.
 26,590  to  Rs.  23,585  and  at  Rs.  1  lakh
 from  Rs.  44.615  to  Rs.  39,160.  This
 has  been  worked  out  after  taking  into
 account  tax  benefit  on  the  relative  An-
 nuity  Deposit.  Despite  these  reduc-
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 tions,  our  tax  rates  will  still  be  high-
 er  than  in  countries  like.  the  United
 Kingdom  and  the  United  States  of
 America  at  corresponding  levels  of  in-
 come.  I  make,  however,  no  apology
 for  not  reducing  personal  income  taxa-
 tion  in  India  to  the  levels  prevailing
 in  other  countries.  For  one  things,
 the  same  level  of  income  in  India  and
 Uniteq  States  of  America  does  not
 imply  the  same  level  of  absolute  well
 being.  Much  less  does  it  imply  the
 same  relative  position  in  society  as  a
 whole.  For  a  country  like  India,  an
 income  of  Rs.  1  or  Rs..2  lakhs  repre-
 sents  economic  power  which  is  much
 greater  than  that  enjoyed  by  people
 of  the  same  intome  in  more  fortunate
 lands.

 64.  The  loss  of  revenue  as  a  result
 of  the  reduction  in  tax  rates  and  the
 changes  in  surcharges  will  be  of  the
 order  of  Rs.  20.69  crores  in  8  full  year.
 During  1965-66,  there  will  be  an  addi-
 tional  loss  of  Rs.  15  crores  on  all  types
 of  direct  taxation  in  respect  of  ad-
 vance  collection  of  taxes.  I  have,  how-
 ever,  every  hope  that  apart  from  giv-
 ing  a  measure  of  relief  to  people  in
 the  lower  and  middle  income  groups
 the  changes  I  have  made  will  stimu-
 Jate  a  greater  flow  of  personal  savings
 and  reduce  the  scope  and  incentive  for
 tax  evasion,

 65.  Apart  from  the  major  changes  I
 have  described  earlier,  I  propose  to
 make  some  other  changes  in  the  In-
 come-tax  provisions.  I  had  announ-
 ced  on  the  24th  December,  1964  my  in-
 tention  of  giving  tax  credit  certificates
 to  individual  investors  in  equity  issues
 cf  new  industrial  undertakings,  of  ex-
 empting  interest  income  from  funds
 brought  to  India  and  invested  in  banks
 in  non-resident  accounts  and  exemp-
 tion  of  interest  on  Government  secu-
 rities  from  the  unearned  income  sur-
 charge.  Provision  has  been  made  1n  the
 Finance  Bill  to  give  effect  to  these
 changes.  It  is  also  proposed  to  extend
 the  rebate  on  donation  to  amounts
 given  for  renovation  of  places  of  pub-
 lie  worship  approved  in  this  behalf  and
 also  to  exempt  such  gifts  from  gift
 tax.  The  annuity  received  in  respect  of
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 the  Annuity  Deposit  Scheme  is  pro-
 posed  to  be  treated  as  earned  income.

 66.  The  present  tax  concession  in
 favour  of  foreign  technicians  whose
 contracts  have  been  approved  by  Gov-
 ernment  is  for  a  period  of  three  years
 with  a  grace  period  of  two  years  where
 the  employer  pays  the  tax.  For  cer-
 tain  industries  and  sophisticated  pro-
 cesses,  the  services  of  such  technicians
 have  to  be  retaineq  for  a  _  longer
 period.  It  is,  therefore,  proposeq  that
 the  second  period  of  two  years  can  be
 extended  by  a  further  period  of  three
 vears  with  the  approval  of  Govern-
 ment,  During  the  extended  period
 also  the  tax  may  be  paid  by  the  em-
 ployer  without  attracting  tax  on  tax.

 67.  Representationg  have  been  re-
 ceived  from  professional  persons  like
 Chartered  Accountants,  Architects  and
 Solicitors  for  tax  relief  to  enable  them
 to  make  some  provision  for  a  super-
 annuation  scheme.  Recognising  the
 need  for  this,  I  propose  to  give  tax
 relief  to  partners  of  firms  engaged  in
 the  profession  of  Chartereq  Account-
 ants,  Architects,  Solicitors  ang  Law-
 yers  on  amounts  spent  for  the  pur-
 chase  of  life  annuities,  commencing  at
 an  advanced  age,  under  an  approved
 annuity  scheme  or  sums  contributed
 by  them  to  an  approved  fund  for  pro-
 viding  retirement  benefits.  This  relief
 will  be  in  the  form  of  a  straight  de-
 duction  of  such  payments  from  their
 total  income  subject  to  a  limit  of  10
 per  cent  of  the  total  income  or  Rs.
 5.000  whichever  is  lower.

 68.  In  order  to  provide  a  disincen-
 tive  for  repatriation  of  funds  by  fore-
 ign  investors  who  sell  out  their  inter-
 est  in  industrial  holdings,  it  is  pro-
 poseg  that  when  such  persons  rein-

 “vest  the  sale  proceeds  in  approved  in-
 dustrial  securities,  rebate  of  capital
 gaing  tax,  if  any,  due  on  the  original
 investment  will  be  allowed  in  propor-
 tion  to  the  amount  reinvested.

 oO  A  change  is  being  introduced  in
 the  basis  of  charging  taxes  on  non-
 ‘aresident  assessees  as  well  as  resident
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 assessees  who  are  not  ordinarily  resi-
 cent.  In  order  to  remove  some  of  the
 present  complications  and  reduce  the
 rigour  of  the  tax  burden,  these  asses-
 sees  will  be  chargeg  to  tax  from  the
 assessment  year  1965-66  on  their  in-
 come  assessable  in  India  at  the  rates
 applicable  to  residents  but  without
 deduction  of  personal  allowances  for
 non-residents,  The  concept  of  world
 income  is  being  dropped  in  their  case.
 The  loss  of  revenue  in  this  case  is  not
 material.

 70.  So  far  as  Estate  Duty  and  Gift-
 tax  are  concerned,  I  propose  to  enlarge
 some  of  the  existing  concessions  and
 also  to  amend  certain  provisions  where

 I  find  that  their  interpretation  has
 been  causing  undue  hardship  to  asses-
 sees.  For  example,  when  a  person
 gifts  any  property  during  his  life  time,
 the  property  will  be  liable  for  inclu-
 sion  in  the  estate  on  his  death  under
 certain  circumstances,  namely,  if  he
 dies  within  two  years  after  making
 the  gift  or  if  he  has  possession  or
 enjoyment  of  the  Property  or  any
 benefit  out  of  it  during  the  two  years
 immediately  preceding  his  death.  This
 requires  to  be  remedied  in  the  light  of
 our  present  rates  of  Gift  Tax  and
 Estate  Duty.  I,  therefore,  propose  to
 reduce  the  period  of  two  years  to  one
 year  and  further  to  provide  that  where
 Gift  Tax  has  been  paid  at  the  enhan-
 ced  rates  of  Gift  Tax  in  force  from
 1964-65,  on  any  gift  of  property  to  the
 wife,  son  or  other  close  relative,  there
 will  be  a  total  exclusion  of  such  pro-
 perty  from  the  estate  of  the  donor  if
 he  dies  after  five  years  from  the  date
 of  gift.  I  also  propose  to  make  a  pro-
 vision  that  if  the  donor  stays  in  a
 house  which  he  has  gifted  to  his  wife,
 son  or  other  close  relative  and  there  is
 no  right  of  residente  or  any  benefit
 reserved  to  him  under  the  deed  of  gift,
 or  under  any  collateral  disposition,
 the  property  will  not  be  included  in
 the  estate  if  the  donor  dies  after  one
 year  from  the  date  of  gift.  Again,
 when  a  pension  is  given  to  the  family
 of*a  deceaseq  employee  by  Govern-
 ment  or  by  some  other  body  or  out  of
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 a  superannuation  fund  created  by  an
 employer  and  approved  under  the
 income-tax  Act  or  out  of  3  similar
 fund  maintained  by  any  of  the  inter-
 national  agencies,  the  capitalised  value
 of  the  pension  attracts  Estate  Duty,  It
 is  considered  necessary  to  rectify  the
 sardship  arising  in  such  cases  by
 exempting  such  pension  from  Estate
 Duty.  The  loss  of  revenue  as  a  result
 of  these  measures  will  be  nominal.
 Further,  I  propose  to  make  a  provision
 tor  the  allowance  of  stamp  duty  paid
 on  an  instrument  of  gift  as  a  deduction
 from  the  Gift  Tax  subject  to  certain
 limits  and  conditions.

 71.  I  now  come  to  my  proposals  in
 regard  to  unaccounted  incomes  and
 wealth  which,  as  I  have  already  men-
 tioned,  are  a  source  of  considerable
 mischief  in  the  economy.  The  ques-
 tion  of  how  to  mitigate  this  evil  is  a
 baffling  and  difficult  one.  We  have
 already  taken  a  number  of  measures,
 apart  from  intensification  of  searches
 and  the  like,  to  encourage  voluntary
 disclosures.  Amounts  so  disclosed  are
 oeing  exempteg  from  penalty.  These
 measures  have  had  some  success  in
 encouraging  voluntary  disclosures
 particularly  from  people  who  have
 comparatively  small  and  medium  in-
 comes  to  disclose.  Various  suggestions
 have  been  made  from  time  to  time  to
 encourage  disclosures  on  a  larger  scale
 and  to  give  an  opportunity  to  those
 who  wish  to  turn  a  new  leaf  to  do  so
 without  undue  harassment.  I  have
 every  hope  that  with  the  reduction  in
 tax  rates  that  I  have  already  propos-
 ed,  the  scope  and  incentive  for  tax
 evasion  in  future  woulg  be  reduced.
 The  present  time,  therefore,  offers  a
 good  opportunity  to  enable  people  who
 have  evaded  tax  in  the  past  to  come
 out  and  make  a  clean  breast  of  it.  I
 recognise  that  it  is  not  at  all  an  easy
 matter  to  devise  a  solution  which
 would  at  the  same  time  be  fair  to  peo-
 ple  whd  have  paid  taxes  honestly  in
 the  past  and  reasonable  enough  to  en-
 courage  voluntary  disclosures  on  an
 adequate  scale  on  the  part  of  those
 who  wish  now  to  be  relieved  of  their
 past  evasion.  I  have  attempted  to
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 devise  a  solution  bearing  in  mind  all
 the  complex  economic,  social  and  moral
 considerations  that  underlie  the  pheno-
 menon  of  unaccounted  income  and
 wealth.  I  can  only  hope  that  honest
 tax-payers  will  not  be  aggrieved  by
 what  I  propose  to  do  and  that  those
 who  have  been  misled  in  the  past
 would  find  in  it  reason  enough  to  re-
 turn  to  the  path  of  civic  responsibility.
 18  hrs.

 72.  My  proposal  in  briet  is  this.
 Those  persons  who  have  undisclosed
 income  to  declare  can  make  a  declara-
 tion  with  relevant  particulars  and  at
 the  same  time  deposit  in  cash  at  the
 Reserve  Bank  of  India  sixty  per  cent
 of  the  income  declared.  The  remain-
 ing  40  per  cent  of  the  income  so
 declared  can  be  taken  to  the  assessee’s
 books  under  intimation  to  income  tax
 authorities.  No  further  question  of
 assessment  in  regard  to  the  income  so
 disclosed  by  this  process  will  arise  and
 the  identity  of  the  persons  will  not  be
 revealed.  This  offer  will  be  open  only
 for  three  months  from  now,  till  the
 end  of  May.  In  order  to  induce  peo-
 ple  to  come  out  quickly,  a  rebate  of  5
 per  cent  of  the  tax  on  all  incomes  dec-
 jared  and  tax  paid  thereon  in  the
 month  of  March  will  be  given.  In
 other  words,  in  such  cases,  the  effec-
 tive  tax  rate  will  be  57  per  cent.  Those
 who  feel  that  their  tax  liability  in
 respect  of  amounts  to  be  disclosea
 would  be  less  than  57  or  60  per  cent
 would  be  free  to  resort  to  normal  dis-
 closure  and  have  the  income  so  dis-
 closed  taxed  at  the  appropriate  rates
 by  income  tax  authorities  after  pro-
 per  assessment.  Appropriate  provi-
 sions  are  being  made  in  the  Finance
 Bill  to  give  effect  to  the  scheme  I  have
 just  outlined.  I  need  hardly  add  that
 we  propose  to  continue  with  our
 efforts  to  fing  unaccounted  money.  It
 is  incumbent  upon  the  Government  to
 use  all  the  legal  weapons  at  its  com-
 mand  to  deal  with  those  who  spurn
 this  particular  opportunity  of  making
 voluntary  disclosures,

 73.  I  also  propose  simultaneously
 to  refloat  the  Gold  Bonds.  On  the  last
 occasion  when  we  issued  such  a  bond,
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 the  résponse  did  not  come  up  to  our
 expectations.  The  new  bonds  will  be
 issued  on  exactly  the  same  terms  as
 the  old  bonds  except  in  one  respect.
 In  view  of  the  increase  in  interest
 rates  since  the  last  issue  was  made  the
 new  bonds  will  carry  interest  at  7  per
 cent  per  annum.  Those  who  subscrib-
 ed  to  the  first-  series  of  Gold  Bonds
 and  thus  co-operated  with  the  Govern-
 ment  at  a  time  of  national  crisis  will
 also  be  given  the  benefit  of  this  higher
 rate  of  interest  for  the  remaining
 years  of  the  currency  of  the  bonds
 held  by  them.  Any  of  the  old  bonds
 submitted  to  the  Reserve  Bank  and
 bearing  the  Bank’s  imprimatur  will
 bear  interest  at  the  new  rate  after  Ist
 April,  1965.  I  would  like  to  adq  that
 this  concession  is  not  to  be  taken  as
 one  that  would  be  ordinarily  extended
 to  all  similar  cases.  I  would  appeal  to
 everyone  who  holds  gold,  either  under
 declaration  or  otherwise,  to  subscribe
 to  the  new  bonds  to  the  maximum
 possible  extent.  The  new  Gold  Bond
 will  be  in  the  market  for  a  period  of
 three  months  i.e.,  till  the  end  of  May,
 1965.

 Summing  up
 74,  I  may  now  sum  up  the  total  effect

 of  the  changes  that  I  have  proposed.
 The  overall  surplus  at  existing  rates
 of  taxation  of  Rs.  10  crores  will  be
 augmented  to  the  extent  of  Rs.  1.5
 crores  as  a  net  result  of  changes  in
 indirect  taxation.  The  loss  in  revenue
 of  Rs.  29.5  crores  as  a  result  of  reduc-
 tion  in  excise  duties  on  a  number  of
 items  of  daily  consumption  will  be  off-
 set  by  revenue  from  technical  adjust-
 ments  in  respect  of  cigarettes  and
 tyres  of  Rs,  75  lakhs,  yield  of  addi-
 tional  excise  on  copper,  steel  products
 and  tin  plates  etc.,  of  Rs,  15.75  crores,
 and  increase  in  Customs  Duties  of
 Rs  14.5  crores.

 15.  Among  direct  taxes,  the  loss  of
 revenue  on  account  of  the  introduc-
 tion  of  personal  allowances.  will  be
 Rs.  3.64  crores  and  on  account  of  ad-
 justments  in  rates  Rs.  20  crores  mak-
 ing  a  total  of  about  Rs,  23-64  crores.
 Modifications  in  surcharges  on  earned
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 and  unearned  income  will  involve  ४
 loss  of  revenue  of  Rs,  69  lakhs.  The
 concessions  to  Section  104  companies
 will  cost  to  the  exchequer  Rs.  2.73
 crores.  Other  miscellaneous  conces-
 sions  amount  to  Rs.  2.34  crores.  In
 addition,  there  will  be  a  loss  of  an-
 other  Rs.  15  crores  in  1965-66  in  view
 of  the  fact  that  all  the  new  rates  in
 this  year  will  apply  both  in  respect  of
 income  taxable  during  the  year  and
 income  on  which  tax  might  be  paid  in
 advance.  The  wealth  tax  on  urban
 property  will  yield  a  revenue  of  Rs.  1.5
 crores.  Thus,  as  a  result  of  all  the
 changes  in  direct  taxation,  including
 changes  in  corporate  taxation,  the
 {otal  loss  to  revenue  in  1965-66  will
 be  Rs.  42.90  crores.

 76.  The  estimated  income  under
 direct  taxation  from  all  sources  for
 the  year  1965-66  has  been  put  at
 Rs.  704.05  crores,  Out  of  this  Rs.  42.90
 crores  will  have  to  be  deducted  ag  a
 loss  because  of  the  concessions  men-
 tioneg  earlier.  However,  because  of  the
 perceptible  lowering  in  personal  taxa-
 tion  and  improvement  in  tax  collection
 I  shall  take  a  credit  of  Rs.  30  crores
 making  the  total  estimate  of  income
 from  direct  taxation  from  all  sources
 at  Rs.  69115  crores.  This  leaves  a
 deficit  of  Rs,  12:90  crores  in  direct
 taxation  as  against  the  budgeted  figure,
 As  against  this,  there  is  a  surplus  of
 Rs.  1°5  croreg  in  indirect  taxes.  Tak-
 ing  this  into  account  and  the  effect
 of  the  States’  share  in  excise  duties,
 there  will  be  a  loss  of  revenue  of
 Rs.  6.38  crores,  which  together  with
 the  -ovevrall  surplus  at  the  existing
 levels  of  taxation  will  give  a  new  sur-
 plus  Rs.  3.78  crores.

 77.  I  have  taken  no-credit  for  re-
 ceiptg  under  the  voluntary  disclosure
 scheme.  Indeed,  it  is  my  hope  that
 the  entire  loss  in  respect  of  direct
 taxation  wil]  be  more  than  made  up
 during  the-  year  not:  only  by  impro-
 vement  in  tax  collection  resulting
 from  the  changes  made,  but  also  be-
 cause  of  receipts  under  the  voluntary
 disclosure  scheme.  It  may,  there-
 fore,  well  be  expected  that  we  might
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 end  up  next  year  with  a  larger  sur-
 plus,  It  ig  with  this  in  view  that  I
 have  not  estimateq  any  diminution
 in  the  States’  share  of  direct  taxes
 revenue.  On  the  other  hand  suth  in-
 creases  jin  the  States’  share  of  In-
 come  Tax  revenue  as  would  accrue
 would  in  my  view  more  than  com-
 pensate  the  reduction  in  the  States’
 share  in  the  revenue  from  Excise
 Duties.

 78.  It  is  a  matter  of  some  satisfac-
 tion  to  me  to  be  able  to  present  this
 Budget  which  holds  every  prospect
 of  being  a  balanced  one—if  not  a

 1886  (SAKA)  General  Budget  1846

 surplus  one—taking  both  the  Reve-
 nue  and  Capital  accounts  together.
 Honourable  Members,  I  hope,  will
 also  fing  similar  satisfaction  in  the
 fact  that  we  have  been  able  to  pre-
 sent  a  balanced  budget  while  provid-
 ing  for  the  needs  of  the  Plan  and  ‘giv-
 ing  a  measure  of  relief  in  direct  and
 jmdirect  taxation.  In  conclusion  I
 would  appeal  to  Honourable.  Members.
 and  to  all  those  affected  by  our  tax
 system  that  they  should  treat  the
 present  Budget  as  an  earnest  of  our:
 desire  to  put  the  tax  structure  in  this
 country  on  an  enduring  and  rational
 basis.
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 SUMMARY  OF  FINAL  ESTIMATES

 STATEMENT  A
 REVENUE  BUDGET

 (In  lakhs  of  Rupees)
 Budget  Revised  Budget

 1964-65  1964-65  1965-66
 RECEIPTS

 Customs  33637  3585500.  305,00 |,
 = 14,50°

 Union  Excise  Duties  769554  7:73:05  aay —7;:98*
 Corporation  Tax  2,96,67  +3542,00  -3:86,00

 —14,40*
 Taxes  on  Income  24728  2,68,00  294,00.
 Estate  Duty  740  7500  7,40
 Taxes  on  Wealth  10,20  11,05  12,00

 #2150
 Expenditure  Tax  1,55  75  1,55
 Gift  Tax  3,10  3,10  3,10
 Other  Heads  (21,57,  21393  23,87
 Debt  Services  25214  26557  29673
 Administrative  Services  8,98  9513,  9,51
 Social  and  Developmental  Services  28,13  30,40  2357
 Multi-purpose  River  Schemes  etc.  II  12  13
 Public  Works  etc.  3575,  3,90  3:94,
 Transport  and  Communications  6,81  care  6,75
 Currency  and  Mint  53573,  ($2511  61,69
 Miscellaneous  17,29  21,38  2547
 Contributions  and  Miscellaneous  ‘Aajostmenes  31,08  32,71  34,81
 Extraordinary  Items  1,43,31  1,24,62  60,50
 Deduct—Share  of  Income-tax  payable  to  states  —1,07,49  —1,23,77  —1,22,93
 Deduct—Share  of  Estate  Duty  payable  to  States  —7,22  —6,78  —7517

 TOTAL  (21524,30°  22,28,41  23,53,09
 —6,38¢

 DISBURSEMENTS

 Collection  of  Taxes,  Duties  and  other
 eheincipal Revenues  2534  26,41  28,88

 Debt  Services  31847  317,61  3556511
 Administrative  Services  81,84  82,17  91,36
 Social  and  Developmental  Services  1,68,14  1,65,11  184,66
 Multi-purpose  River  Schemes  etc.  1,84  1,33  1,98
 Public  Works  etc.  20,21  20,66  22,98
 Transport  and  Coautanicatons  10,18  10,37  10,62
 Currency  and  Mint  17,33  15,36  116,40
 Miscellaneous  98,51  95317  1,16,27
 Contributions  and  Miscellaneous  Adjutiients? Grants  to  States  and  Union  Territory

 Governments
 2,89,08  2,88,56  (3,27,11

 States’  share  of  Union  Excise
 Duces  5  1,40,98,  +1,27,34  1,40,84

 Other  Expenditure  >  3  4513  4532  469
 Extraordinary  Items  1547552  +1,28,04  65,84
 Defence  Services  (Net)  7517,80  716,81  7:48574

 TOTAL  -20541,37  19,99,26  (21516,48,
 Deficit  oO  (+)82,99,  (432,29,15

 कट Surplus  (+)  6.38%
 *Effect  of  Budget  proposals.
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 STATEMENT  B

 CAPITAL  BUDGET
 (In  lakhs  of  Rupees)

 Budget  Revised  Budget
 1964-65  1964-65  1965-66

 RECEIPTS

 Revenue  Surplus.  82,99  2529515  2536,61
 —6,38*

 Public  Debt  :
 Raised  in  India  3,00,00  2;97,70,  27०99
 Raised  abroad  मि  मि  69697  65392  6,68,86

 Repayment  of  Loans  and  Advances  :
 States  and  Union  Territories  2,38,92  23137  2:7369
 Others  A  A  नि  46,03  70,00  60,00

 Small  Savings  (Net)  125,00.  1,35,00  1,35j00
 Provident  Funds  (Net)  54529  49,62  54:66,
 Income  Tax  Annuity  Deposits  (Net)  67,00  65,00  65,00,
 Deposits  of  ऐ.  L.  480  Funds  (Net)  84,84  11,00  ‘1,91,00°
 Railway  and  P.  &  T.  Funds  (Net)  (43512,  17,81  48,23
 Special  Development  Fund  (Net)  29765  2575350,  1,43,16
 Other  Debt,  Deposits  etc.  (Net)  +1,25,86  51,69  37974

 TOTAL  19.92.99  20,87,70  28395
 —6,38%

 DISBURSEMENTS
 Revenue  Deficit.  °  नि  न्
 Capital  Expenditure  :

 Civil.  3,86,01  3:42.96  3,69573
 Defence.  1,36,10  1,17,95  13995
 Railways  ही  २5300  2351592  24999 P.  &  T.  20,59  26,59  32,83

 Repayment  of  Debt  :
 Raised in  India  1,92,00  ‘191,54,  1,70,00 Raised  abroad  67,26  85,11  97,29

 Loans  and  Advances : States  and  Union  Territories.  6277  7307,92,  7312,07 Others  2,38,22  2,71,01  3,51,82
 TOTAL  19514589  19395500  20;93579

 Add—National  transfer  of  loan  assistance  to
 oithe  special Development  Fund  1574578  1,73,00  80,00

 Total  Disbursements  20,89,67  21,68,00  27379

 Overall  Deficit
 oO.  -9668  —80,30  +10,16

 Surplus  (+)  -  —6,38*
 To  be  met  by  :

 (i)  Expansion  (-;
 )/contraction  oO  =  ten Bills  +96,00  oo  72,00  —10,00

 +7,00°
 ii)  Drawing  down  of  Cash  Balance  68  8,30  —I6

 —62*
 Torar  9668  80,30  —I0,16

 +6,38*
 *Effect  of  Budget  proposals,


