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ECONOMIC SITUATION AND
TAXATION PROPOSALS

The Minister of Finance and Iron
and Steel (Shri T. T. Krishnama- 
chari); Mr. Deputy-Speaker, Sir, I 
am taking the liberty of encroaching 
on the valuable time of the House to
make a statement because I propose
to ask for the leave of the House to
introduce two Bills.

Ordinarily, a speech is not neces­
sary on the occasion of introducing a 
Bill. As the titles, however, indicate 
these two Bills are Finance Bills; and 
although they are being presented in
the form of two separate Bills, they
represent a set of connected pro­
posals.

Sir, the economic situation was 
reviewed in detail in September last 
in connection with the debate on the 
Plan. My main conclusion then was 
that while there were yet no signs of
a general inflationary situation, there
were vital points in the economy which
were under pressure. That broadly is 
a correct characterisation of the 
present situation although the strain 
on the economy may well increase in
the coming months because of the 
gathering tempo of the Plan and of
the international situation-

The index of wholesale prices
remained more or less steady for
about eight weeks since early Sep­
tember but there has been a rise of
some ten points in the last two
weeks. It is too early to say whe­
ther prices are about to resume an • 
upward trend or whether they will
keep around the level they have
maintained over the last two or three 
months. The outcome depends partly
on the crops and partly on interna­
tional developments. Tt is clear, 
however, that the price situation will
have to be watched closely and every
effort made to ensure that the
pressure of demand dn available 
supplies does not go too far. Money
supply in the hands of the public is 
now Rs. 147 crores more thsm what 
it was twelve months ago and the

level of bank credit outstanding is 
higher by Rs. 163 crores as compared
to the level about this time last year.
During the current slack season, 
money supply declined much more
than in the previous slack 
season, but the major tiontrac- 
tionist factor has been the 
large import surpluses we have
been having of late. The demand
for fimds has continued unabated and 
the resources of the banking system
are fully strained. Government are
anxious to ensure that the legitimate 
needs of trade and industry do not 
suffer on account of the present tight­
ness in the money market It is 
necessary at the same time, in view
of the price trends mentioned above, 
that credit creation by the banking
system is kept within reasonable
limits. These are matters of day-to- 
day monetary management and I
need hardly dilate on them at tny
length at present

There is, however, an aspect of fhe
economic situati<m to which special 
attention is necessary—I mean the
foreign exchange situation. Since
the end of March 1956, the foreign
exchange reserves ^ d  by the 
Reserve Bank have declined from
Rs. 746 crores to Rs. 543 crores—a 
fall of over Rs. 200 crores. A lthou^ 
this decline has taken place as a 
result of the large imports required
for the Plan, am  not because of any
unplanned imports, it is obvious that 
this rate of drawal cannot be sustain­
ed for any length of tin^. We are 
now fairly close to the minimum
level of reserves we ought to 
maintain and I must tell the House, 
and the public at large, that a most 
determined ^ o r t  to conserve
augment our foreign exchange 
resources is now called for. This 
consideration must, in my judgment * 
be ^ven higher priority than the
consideration regarding internal 
prices, although the latter is
important The requirements of
foreign exchange for the‘ Second Five
Year Plan are proving even larger 
than were estimated, and it would be
necessary not only to economise on
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impcMTts and to increase our esqtorts, 
but also, in addition, to take active
steps to secure the necessary
quantum of supplemental resources
from abroad.

This bfiiifes mfe" to th^ intemdtioriiil 
sM^rtiori’ whidl‘ his taken a turn fbt

worse in tfie' last few months, 
ttife Etbus^ is aWiirie o f thfese dfevelol>- 
m ^ ls ' 2̂ '  I  n e ^  h^dJ^ dlittie oh
th to. "^ k t  started a  ̂ actibn to k < ^
the* Siiez' Canal open hAs r6sultiBd M 
closing it” ccjtri f̂letelyi On the BSbiSt 
(^rt&hi^d'^tiritdteg i t ' ^  ahv  ̂

h e tw ^  th r ^  to si* ihotttiB 
ffe ' thte' Garial td be opened agtdn.

wcirt̂  ̂ o f ' dearifig' up' ^  Can^
hlls ifbt yc^ aii^ oh
ilWiMe; I shotid̂ ' I3fiin]î  "^uld' be 

in asstlhiinig m t  it Will
almto^ a b«6Wf normal t t ^ c  on
the 6knA^ i^ rfeSuirlfea. beC&f^
the outbreak of htf^tmti^ ih t ^
area, a shortage of stupping was 
dfe^^plKg^ anfli thte  ̂ has? new YifHsn 
aetS!tteiiat€fdi THe f̂dftttge or ridp- 
pMg i!̂ , o f  cmifde; not cttHfiiiM 

aiem  (xr routes affected; it hi»
attidt will Bfecoi*^ moi« ahtf iftore a
global sĥ dfTt&ge. We are takings
Bsi^uites tb’ ttisu¥€' liiat tt«  avdlable
.sihipplxse s m e  ii-utilised for biltffeiair 
jit owif priortty* iirii^rts: A cbrttim’ 
lengiaieiti»g of shij^ins sdiedtdes
6 t d&sme uilttVOidtble, atid
rtrtes a «i' ifiisui«ii<» ch a a ^  hav6
aiP^dr gen« tip. If, aŝ  ̂ittfty be hop«i;

doisitt* of the Caiml ift not t«e
lSMlo*̂ g|fed, we" ekpeet to be able to
f«e«r th f̂ temporary daHcultieff I hww
Bftenti6iled» above wiHioat any seî iMis 
di^octfliorf to olir Plan. Bwt it^wtwdd 
hawiiy bê  ifroperr at̂  thtê  sttige' ^ther

take an optin^tie dT a pesBimistt® 
vi«(r crf̂ t̂he ftFt!»« in thiji matlteK m
r s86uld l& e to day iS’ that for thr
next f w  monthBs: # e  ^aH havr to
exercise liie foItesC vigH not c a ^  i»’ 
riegafd to oiftfriiTlenial situatioo but
also ift‘ respedt of? dfewlopnuehts’

I <»tne now t»  ti»< more imlffedjattr 
pardblte in hand, . taaaatifliiR
Taxation poHcy aft this stage has to
be determined in the light of two

main con^i'dfefations: (a) thfe require­
ments of the Plan, and (b) the 
general economic situation. As
regards the former, the position
needs-o^y to be briefly stated. The
IHaa requires mobilisation of
fifiancial resources on a scale not 
att^pted hitherto. The Planning 
Commission has put forward a target 
of Rs. 850 crores by way of additional 
lax«tion over the five-year period.
The outlay required for carrying
tttfough the development program- 
mee int:oFpofated in the Plan
walli it is now estimated, require Rs. 
400̂  to R&. 500 erc»*es more than the 
total of Rs: 4i«00 crores envisaged in 
the Plan document. This is partly
because some of the financial provi­
sions in the Plan were inadequate; 
partly, the higher estimate reflects 
the increased cost on account of
h i^ er domestic or external prices, 
The domestic effort for raising 
resources will, in consequence, have
to be larger.

Tl]^ geherid economic situation has 
aftdb altered somewhat since the Plaii 

foWftulated. Prices '^have regls- 
tifeir̂ tf’ sm ahttOst coti^UoUs upward
« ^ d —the itt«te« is h o^  4S<^^-«ndthe 
dUnjget <a i M a f i o d t ^
getting the uj®ier-hand ha# tb be
safeguarded by taking steps to mop
upr-»  part oi thte pui'cha^g poWer 
now with liie piMslic. This is 
evi#^nc^ by the fact that Ihe 
demand for food, for cloth, for steel 
andi fo^ cemj^t haĝ  been riskkg 
rapftdly. In a sense> the creation of

•new demands all £^ong the line is oi
thê  very ess«iee of developtnental
phusAing. An under-developed' 
ecoribmy suffers f r o »  inauffioient 
demand, insufficient investmeot 
oiapoFtiriiities dhd iiAufficient produc- 
tiwiv The -Vicious dscle has to be
broken at various  ̂ points, that iŝ  by
a- aiBultaneoUB expansion of demand
fflid of production. There is danger 
df inflfttion when demands geow  ̂
more tapidl^ than supplies. One part
ci the econotoife pbKcy fcrr the plan 
period iS' to iiBjrease prodtictiofi, in
^  short run es|)ecially of articles of
general consumption like food and
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cloth; the other i>art is an appropriate
tax policy aimed at regtilating the 
flow of purchasing power so as to
ensure that development proceeds
under conditions of economic
sUbility.

In the last session of Patrliament, 
the excise duty on cloth was raised 
with a view to checking a situation 
<a develc^ing scarcity and conse­
quent w iiid f^  profits for the 
producers or traders. The time has 
now come for some increase in 
direct taxation which will <m the one
iKmd restrain non-priority pending
and on; the other afford some
corrective to inequalities of income 
and wealth. This is the two-fold
objective behind the proposals now
being mftde.

The Indian tax system has got into
a settled groove. It does not bring
inta the public exchequer even  ̂ a 
co^taat proportion of national
income: If a develoimient programme
o t  the dimeiisioBB we have in hand 
is to be carried through successfully
the tax system) has to be made more
elastic. It is haidly possible to do
t l^  by stepping, up any further the 
wrtes of d u ^  taiEatien, whi<^ has 
now reached a stage when a straight­
forward incvease in the rates would
yield- poor resists. It is necessary
now to inca êase the coverage ci
ta«ati<« by reaching a class of
incomes which has hitherto been
kepFt out of the purview of the 
iscome taxation—I mean capital 
98̂ .  Capita 0aias are an i&H^rtant
factor' in aggravating^ economic’ 
inequaiities/ and tiiere is no justifica^ 
tion for regarding capital gains as a 
spaeies of income not liable to
taHtt̂ OQ. Tfcus is a lacusft in the tax
system of most countries, a- lacuna, 
oAe daife say, they will have t& 
rectify in due course. For a develop^ 
inf economy like ours, it is necessary 
to take early action as the imple­
mentation of our pro^ammes is 
certain to create conditions, if it is 
not already doing so in which assets 
of all kinds  ̂ will appreciate. It is 
only fair that the exchequer ishould 
get a proportion of these incomes

when reaiised̂  ̂ in: the form of capital

Secondly, the problem of raisdng 
resources for investment has to be
looked at both from the point ot view
of the public sector ^ d  of the private
sector. Just as an increase in public
s a v in g  is necessary for foiancing the 
investment in the pubKc sector,' an 
increase in corporate saving is 
required for meeting the needs of
the private sector. Personal saving 
is undoubtedly important, but the 
large-scale investment that is needed 
for the private sector can hardly be
found by individuals. There is a 
trend in the industrially advanced
countries of Western Europe towards
©»ater reliance on corporate sav in g
The main source of capital for
private enterprise in these countries 
is  savings effected by industry itself, 
supplemented by funds obtained
from other institutions in the field of
industriaa finance. We have increa­
singly to look to these institutional . 
sources for finding funds tor the 
development of industry. Sugges­
tions have been= made on the floor of
the House from time to time for
dividend limitation, ’ ’̂ p os ition  of. 
excess profits tax and the like. These 
are devices which have been tried in
the past but with no great success, 
b i the last budget, a tax on dividends 
was introduced and a further tight^*r 
ing in the same direction, is now
called for. This is a better course of
action l^oitation of dividends by
law ta a prescribed maximum. It is
administratively sim ple and it
leaves discretaon regarding dividend
policy to the company or corporation
coaeemed si^ject to the tax liability 
it has to meet.

The ploughing back of profits 
w W ^ it is sou^t encourage will
enable companies to build up liBOfger 
reserves. It is important that these 
reserves are used in pursuance of'ti®^ 
investment policies laid down in the 
pfMi. R  would, of course, be wrong
to impede in̂  any way the utilisation 
o f these reserves for tKe legitimate
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purposes of expansion or modernisa­
tion for the unit or for the industi^
concerned. Every facility should, in 
fact, be given to encourage such use 
and to direct the balance of reserves 
for the time being unutilised towards 
rhannals in which investment is 
called for in order to promote the
pattern of development envisaged in
the plan.

I have mentioned earlier the rapid 
drawing down of our sterling 
reserves in the last few years. 
Although this drawing down is a 
r^ection of the genuine increasing
needs of the economy for our deve­
lopment programmes and it would be
wrong to take an alarmist view of
the situation, it is necessary at the 
ss^me time to make the utmost effort
to conserve and develop our foreign
exchange resources. One plank in
f.hig programme has to be export
promotion, but this is a theme on
which I do not propose to dwell in 
the present context. The other plank
is restraint in the matter of imports. 
The proposals that I am now making 
are intended to facilitate this latter 
process. A t i t te r  policy on imports 
will reduce available supplies and 
tend to push up prices to the 
Twâ iTnnTn that the consumcr will
pay. In these circumstances, if there

 ̂ IS a large difference between the 
landed price of the article and the 
price which the consumer is prepared
to pay, the profits will go entirely to

.the trader. The import duties now
proposed will serve to mop up a 
portion of these unmerited profits. I
should stress here that the articlesin
question are of a luxury character 
and the raising of import duties does
not in any way impinge on the
consumption of the mass of the
people.

I npw come to my detailed pro­
posals. I am circulating to hon. 
Members two memoranda explaining
the provisions of the Bills, but I may 
briefly refer to them here. Dealing 
first with direct taxation, my first 
proposal is to impose a tax on capital 
gning QQ or aftcT the Ist April,

1956. As hon. Members are aware, a 
tax on capital gains forms part of our 
existing Income-tax Act, but it was, 
in operation only for a short period, 
that is, in respect of capital gains
which arose during the period 1st 
April, 1946 to 31st March, 1948. In 
the present Bill, I have somewhat al­
tered the existing provisions.

The definition of “capital gains”
remains unchanged, but some of the 
existing exemptions are proposed to
be withdrawn. These are capital 
gains arising on transfers of property
on compulsory acquisition, capital 
gains arising on distribution of assets 
on dissolution of partnerships or on
Uquidation of companies, capital
gains arising on the sale or residen­
tial property possessed by the tax­
payer for seven years, etc. Such 
gains will now be subjected to tax.

Under the existing law, capital 
gains up to Rs. 15,000 are not subject
to tax in the case of individuals. This 
limit is proposed to be reduced to Rs.
5.000, but an additional concession is 
proposed to be given to persons in 
the lower income groups in that no 
capital gains tax would be chargeable 
if the total income, including the 
capital gains, does not exceed Rs.
10.000. I am also considering some
c o n c e s s i o n  for small people making 
gains by the sale of smaU and
medium-sized houses. Under the 
exlsfmg law, capital gains a r e  to be
taxed on the basis of slab rates. This, 
however, bears no relation to ttie 
other income of the person making 
the gains. It is now proposed that 
the rate of tax to be charged on
capital gains should be the income- 
tax rate applicable to the other tax­
able income of the assessee
increased • by one-third of the

- capital gains he makes in 
the relevant year. In the case of
wmpanies, the rates of tax will be
fhe usual income-tax i^^e.

Another important change is that 
the assessee has the option to have his 
gains worked out either on the basis 
of original cost or on the basis of iti
value on the 1st January, 1954.
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My second proposal is to increase,
the rates of super-tax payable by
companies which declare dividends in
excess of six per cent, of paid-up capi­
tal. For the current financial year, 
such super-tax Is two annas and three 
annas in the rupee in respect of divi­
dends declared between six per cenl
and ten per cent., and above ten per 
cent., respectively. I propose that for
the financial year 1957-58, the rates 
of super-tax should be two annas per
rupee for dividends between six per
cent." and ten per cent, four annas per
rupee on dividends between ten per
cent, and eighteen per cent, and six
annas per rupee on dividends in excess
of eighteen per cent.

My third proposal is not a direct 
taxation measure, but relates to a 
proper control over the depreciation 
and other reserves of companies. Such 
control becomes imperative when the 
effect of tax on dividends is to increase 
the . resources of the company. At
present, large deductions are made in 
the computation of profits and of gains 
of a business by way of development 
rebates and depreciation allowances  ̂
These deductions are related to build­
ings, plant, machinery anS other as­
sets used in the business and are per­
mitted on a consideration of the un­
duly high cost of acquisition of capital 
goods, of the possible wear and tear 
which these assets may suffer by their 
use in the business and of th6 need 
to enable the undertaking to build up 
adequate funds internally for rehabili­
tation of its assets from time to time
In the interests of the industrial de­
velopment of the country, it is neces­
sary that these tax-free reserves are 
utilised for purposes conducive thereto
and not frittered away in other ways.. 
Once we accept the policy of dis­
couraging the distribution of profits, it
is essential simultaneously to ensure 
that the retained profits are put to 
u'-ss which promote industrial de­
velopment in accordance with the 
plain. I propose, therefore, that in
the case of companies, depreciation al­
lowances and development rebates due

wiU be added bade in the computattOT 
of the income, unless a certain 
amount is deposited with the Govern­
ment or with the Reserve Bank of
India, as Grovemment might deter­
mine, before the 30th June of the 
relevant assessment 3̂ ar. The amount 
to be deposited will be partly a certain 
percentage of the excess of the avail­
able current profits after payment 
of taxes and of distribution of divi­
dends over one lakh of rupees and 
partly a certain percentage of the 
past accumulated parofits and reserveg 
which are not represented by fixed 
assets in the business. The Bill pro­
vides that the percentages will be sub­
ject to the ceiling of 75 per cent, as 
regards the current profits and 25 per
cent. as regards the past 
accumulated profits and reserves. It 
is, however, my present intention to
fix the former at 50 per cent of the 
current profits only. The deposts will 
carry interest and will be refun iaUe
wholly or in part on request by the 
company if the Government is satisfied 
that the amoimt refimded will be used 
by the company in the business lor
puiposes approved by Ck>vemment in 
furtherance of the objectives of the 
plan. It is proposed to constitute a 
Board of Referees to advise Govern­
ment on this matter. While it is our 
intention that a large part of ttiese 
deposits has to be utilised for the de­
velopment of industries envisaged 
in the plan, such residue as is left
over from year to year will cumula­
tively add to the resources of the plan.

and- Taxation 164^
Proposals

My last proposal relates to Section 
23A companies. At the present 
moment, a Section 23A non-invest­
ment company, which has faUed to 
make ttie minimum of 60 per cent, 
distribution of dividends to its share­
holders, is required to pay an addi­
tional super-tax on the whole of its 
undistributed profits at the rate of four
annas in the rupee, while an'Invest­
ment company in a similar situatian 
pays eight annas in the rupee. In view 
of the proposed increase in the rates of
super-tax on dividends, it is felt that 
the rate of four annas for a non-invest-
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the yield should be about Rs. 9 crores 
per yBar, As, however, there is likely
to be a substantial reduction in the 
quantum of imports, the actual extra 
revenue may well be about Rs. 6 crores 
in a full year.

Thus, the cumulative financial efifect 
of my Income-tax, Customs and Excise 
proposals would be about Rs. 16 crores 
per year, or Rs. 64 crores during the 
plan period.

I propose also to increase substantial­
ly the stamp duties on the Bills of Ex­
change. As the House is aware, there 
are certain slab rates prescribed in the 
Stamp Act which go up to 15 annas per 
Rs. 1,000 in the case of bills payable 
not more than a year after t ^ y  are 
drawn. By a Notification issued in 
1940, these slab rates were substituted 
by a flat rate of two annas per Rs.
1,000. It is now proposed to increase 
the statutory rate to Rs. lOperRs. 1,000 
for such bills with proportionate reduc­
tion for bills of shorter duration. These 
are intended to be ceiling rates and it 
is my present intention to operate on 
the basis of half these rates. This in­
crease of duty is, it wiU be appreciated; 
a fiscal measure with a monetary in­
tent. The additional revenue resulting 
from the increase will accrue to State 
Governments. Ther6 is tiius no effect
on Central revenues.

Proposals regarding Customs and 
Excise Duties will take effect imme­
diately. Those relating to direct taxa­
tion are in respect of current profits 
and gains but can be assess^ only in 
the next financial year. CBange in 
Stamp duties wiU come into force when 
the law is passed.

This brings me to the end of my pro­
posals for the day. These measures 
have to be judged not only from the 
point of view of their immediate yield
but also m the light of the require­
ments by way of financial resources
for the pe.*cd of the plan. The budgets 
of the Central and State Governments

this year show a deficit of over Rs. 400 
crores for financing a plan out­
lay of about Rs. 800 crores. 
The extent of deficit financing 
has from now on to be operated 
within limits if it could not be progres­
sively reduced, if prices are to be pre- 
v:nted from going up further and creat­
ing fresh difficulties through increased 
pressures for higher wages and increas­
ed costs all round. The full yield of
some of the measures mentioned above 
will accrue only gradually; but this 
only means that the earlier the task is 
begun the better it is from the point of
view of the overall stepping up of in­
vestment which we propose not only
during the Second Plan period but for
several plan periods to come.
5 P .M .

In conclusion, i  should like once' 
again to emphasize the need to step up 
as much as we can the rate of savings
in the economy in order to match it
with the investments we are undertak­
ing. This is no easy task. I should 
also stress that while an imder-de- 
veloped economy has to depend In 
some measure on resources froixk 
abroad, the amount of such assi<;tance: 
itself depends upon the efforts we make
domestically to keep down inflationary 
pressures and to mobilise the saviiun* 
of the community for the Plan. We 
have put all our hopes on the Plan and 
we must do our best by it. It S  sug­
gested in some quarters that we ought 
to revi^ our Plan in view of the in­
crease m outlays required to which i
have made a reference earlier, and
particularly in view of the unfavaur- 
able turn in the international situation
I think suggestions of this kind are
defeatist in themselves and are quite 
unjustified. We are only in the first 
year of the Plan, and although the 
tasks we have taken upon ourselves are 
^rge and diflicult, I see no reason to
be pessmiistic of our capacity to imple- 

Nor is there anything 
to the international situation which at 

stage, suggests a revision of 'the
Plan. I am convinced that they do
wrong who express ̂ p tid a m  at a tine

and Taxation 1650
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when the country ought to be thinking 
of nothing else but going ahead with 
the greatest determination. The Plan 
is a challenge, and it is a challenge 
which must be met with all the re- 
«;ources and ingenuity at our command.

FINANCE (NO. 2) BILL*
The Minister of Finance and Iron

and Steel (Shri T. T. Krishnamachari):
I beg to move for leave to introduce a 
Bill to increase or modify the rates of
duty on certain goods imported into 
India and to impose duties of excise 
on certain goods produced or manu­
factured in India and to increase the 
stamp duty on bills of exchange.

The questionMr. Deputy-Speaker:
is:

“That lesve be granted to Intro­
duce a Bill to increase or modify
the rates of duty on certain goods 
Imported into India and to impose 
duties of excise on certain goods 
produced or manufactured in India 
and to increase the stamp duty on
bills of exchange.”

The motion was adopted.

'Shri T. T. Krishnamachari: I intro-
ducef the Bill.

♦Publish^ta the Gazette of I n d i a  Extraordinary Part II—SecUon 2, dated 
the 30th November, 1956, pp. 1037—45.

•♦Published in the Gazette of I n d ia  Extraordinary Part II—Section 2 .  dalid
the 30th November, 1956, pp. 1046—55.

tlntroduced with the recommendation of the President, 
tt in  trociaced with the r e c o m m e n d a t io n  o f  the President

FINANCE (NO. 3) BILL**

The Minister of Finance and Iron
and Steel (Shri T. T. Krishnamachari):

»I beg to move for leave to iijtroduce a 
Bill further to amend the Indian 
Income-tax Act, 1922, for the purpose 
of imposing a tax on capital gains and 
for certain other purposes and to pre­
scribe the rate of super-tax on com­
panies for the financial yea^ 1957-58. <

Mr. Deputy-Speaker: The question
is:

“That leave be granted to intro­
duce a Bill further fo amend the 
Indian Income-tax Act, 1922, for
the purpose of imposing a tax on
capital gains and for certain 
other purposes and to prescribe the 
rate of super-tax on companies for
the financial year 1957-58.”

The motion was adopted.

Shri T. T. Krishnamacliari: I intro­
duce f t  the Bill.

5.02 P.M .

The Lok Sabha then adjourned tiU 
Eleven of the Clock on Monday, the
3rd December^ 1956.




