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PREFACE. 

In this book an attempt has been made to set 
out in more or less systematic form, some of my own 
views on the subject of taxation Having a profound. 
faith in the validity of the doctrine that the end and 
aim of all state existence and activity is the promo
tion of. the well-being or good-living of the members 
of the community for whom it exists, I have tried 
in these pages to trace in oudine, the path along 
which the logic of the doctrine, in so far as it may 
apply to the taxative policy of a modem national 
state, appears fairly to lead. The theory of 
taxation, discussed on the basis of the doctrine, 
points to certain important conclusions regarding 
the conditions and construction of a national system 

of taxation, which, though they may require further 
investigation at the hands of research students are 
well worth the attention of all finance ministers 
and National Legislatures. So far as the present 
book is concerned, no pretence is made, that it 



(:ontains a complete or comprehensive discussion 
of the ~.lbject of taxation from the standpoint of the 
doctrine, nor is any claim made to expert knowledge 

. of economics, finance and politics, or even a full 
acquaintance with the literature on the subject. 
The aim of the book is very humble and it contents 
itselfwith merely suggesting and indicating the 
lines on which the taxative policy of a modern 
national state requires to be gUIded and governed; 
thou!!h' in some important matters it has been 

~ . \ 
though-= useful to elucidate some of the general 
consideratioris. arrived at by application to condi
tions obtairung in British India. On the whole) 
whatever may ·be thought of the usefulness of the 
book ffom'the standpoint of the expert reader who 
will probably find nothing new or original in it, it 
is my humble hope that my exposition of the sub
ject may incite further exploration and help the 
way to a clearer understanding of the nature and 
conditions of a national system of taxation as it 
ought to be. 

Before I sent the mss. to the press, I placed it 

in the hands of . the late Dr. Alfred Marshall who, 

while expressing his inability on account of extreme 
old age to give me any help by way of suggestions 
.and corrections, went through the matter, and 



communicated to me that he found it to be an 
interesting and suggestive contribution ,,,n the 
·subject. Dr. Marshall is now dead, and in view of 
the fact that the little knowledge of economics I 
possess, and IDY interest in economic and social 
problems are largely due to the inspiration of his 
writings, I dedicate this book respectfully to his 
memory. 

NEW STREET, I 
MADt'RA, SOUTH IXDIA. 

Se}tem6er 1924. 
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CHAPTER I 

NON·TAX SOURCES OF REVENUE 

Is the modem state, taxation occupies a 
prominent place in public finance. In ancient and 
mediaevel times the financial requirements of the 
state were mainly sought to be met from sources 
other than the taxation of individuals. The state. 
itself was owner of considerable property in lands 
and forests, and the rents and profits derived from 
its domains comprised thE; larger part of its 
revenues. The sovereign depended for the most 
part on the incomes derived from his own estates, 
and only to a small extent on the taxes paid by his 
subjects. It was an accepted principle of policy 
in those times that the ruling power' should live of 
his own'; and the maintenance of the state from 
out of its own resources with as little resort as 
indispensable to taxation, was considered to bea 
criterion of good government. Bllt the public 
finance of modem times is quite different. One 
conspicuous feature of modern financial develop-
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ment is the great and continuous growth of state 
expenditure due to the continuous increase in the 
functions and activities of the state. The existing 
sources of revenue are daily becoming more and 
more insufficient to meet its growing wants and 
expanding aims and desires, and the limited nature 
of the available non-tax sources of revenue is 
naturally leading statesmen to look to taxation as 
almos.t the only proper and available means under 
existing conditions, of meeting every increase in 
the ordinary ex;penditure of the state. In fact, 
taxation has become the central feature of the 
financial systems of modern states, modern state
finance being at bottom little else than state-taxation. 

The object of the present book is to make a 
study in brief outline of the general principles that 
should guide and govern the imposition and regu
lation of taxation by the state. It will be commonly 
agreed that the end and' aim of all state existence 
and 3;ctivity is good government and if 'Ye mean by 
'good go\,ernment' the promotion through go~ern
met"tal machinery of the greatest aggregate well
being of the members of the community for whom, 
it exists, we get a basis from which to work out our 
principles. Taxation being only a means to the 
further end of maintaining the state, it follows that 
every tax and every system of taxes must find their 
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justification in this supreme principle Our study 
in these pages will therefore proceed on this basis. 

For a clear understanding of the subject of 
taxation it is desirable to note at the outset the 
exact nature of the non-tax sources of revenue that 
are available for a modem state; so that it might 
be seen whether or not the revenues derived from 
such sources could be augmented under any 
circumstances_ For, generally speaking, taxation 
being necessarily a deduction from the resources of 
individuals, and as such a sacrifice from their point 
of view, any means by which the burden that it 
imposes on the members of the community can be 
reduced or at any rate prevented from increasing-. 
to any extent, may be taken to cause a net gain to 
the community itself in the aggregate. H therefore 
it should be possible to increase the revenues of 
the state from sources other than taxation, that 
would mean so much less tax-burden, and so much 
individual wealth spared for the individual enjoy
ment and use of the members within the state. Art 
understanding of the nature of the non-tax sources 
of revenue will thus have an important bearing on 
the welfare of the people in the state and also 
throw considerable light on the practical financial 
policies pursued by.' that crafty, and insidious 
animal vulgarly called a statesman or politiciatl ' 
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in his efforts to the due' balancing of expenditure 
by income. 

Under ordinary circumstances, there are 
broadly speaking, three main sources of revenue' 
other than taxation available for the state, namely; 
the public domains in lands and forests, profits 
derived from the business activities of the state, 
and fees levied for certain public services. So far 
as the domains in lands and forests are concerned, 
though they fulfilled a very important role in 
former times, their importance has considerably 
declined in modern finance. Three circumstances 
may be said to have contributed to their decline. 
In the first place, in almost all countries (of which 
India is conspicuously one) a very large portion of 
the lands belonging to the state has been in the 
course of time given away by the ruling powers in 
the shape of gifts and grants for services and by 
the recognition of occupiers of lands as fuli owners . , 
so that the balance of landed property that still 
belongs to the state is very limited in extent and 
contributes but a very insignificant proportion to 
its revenue. In the second place,' the continuous 
growth of state expenditure due to the widening 
sphere of its governmental activities, so marked a 
feature of modern' civilization, has made it increas
ingly necessary to resort to other means of raising 
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revenue, leaving this inelastic source to occupy but 
a secondary place in the sphere of state finance. 
Thirdly the belief that the ownership and manage
ment of lands by the state would not be so much 
an economic gain to the community as the parcell
ing out of such lands to private individuals has led 
to the gradual alienation by the state of a good 
portion of its domains 'to private individuals. All 
these circumstances acting cumulatively have led 
to the decline in importance of public lands as a 
source of revenue to the state . 

. But this does not include lands which have 
continued to remain forest lands. In almost all 
countries forests are owned and controlled by the 
state and they form the largest part of the public 
lands. Any revenues that modem states derive 
from their public domains are mostly from their 
forest resources. To take some of the more 
important countries, more than a fourth of Germany 
is forest area of which a third belongs to the state. 
In France nearly a fifth of ·the country is forest 
belonging to the state and its sub divisions. 
Sweden, Russia and Austria and Hungary have 
all vast forest areas belonging to their governments. 
In all these countries, though the forest resources 
still remain unutilized to a large extent, the 
revenue which the state derives from this source is 
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considerable. The thickly populated and small 
island of Great Britain is the only important country 
in Europe, where the forest area belonging to the 
state is almost nil. In our own country India, the 
Government has a vast estate in forests extending , 
up to nearly 250,000 sq. miles of territory, and 
yielding a net revenue under the present 
undeveloped condition, of nearly 2 crores of rupees. 
But the largest owners of public domains in 
modern times are the new countries of the United 
States of America, Canada and Australia. In all 
these countries there are at the disposal of the state 

. ~xtensive territories of woodlands and forests, 
which though not yielding mu'ch revenue for the 
present, have vast possibilities for the future. In 
ill of them there is an abundance of cultivable land 
which, though owing to the scarcity of population 
has practically no value at present, can be made to 

. yield a considerable amount of revenue, by the 
. I 

development of their latent reso,}rces. A liberal 
policy pursued in the .. ~irection of encouraging 
immigration by the offer of facilities for incoming 
settlers and giving of concessions to them in the 
matter of reclaiming, cultivating and holding of. 
waste lands is sure to enhance the social value of 
land in those countries and make it a permanent 
source of revenue to their governments; 
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But in connection with' public waste lands and 
forests, the more important point that arises for our 
consideration here is the manner in which the state 
should dispose of such lands-whether it should 
sell or assign its lands outright to private indivi
duals or lease them simply, on commercial 
,principles, with the ultimate ownership vesting in 
itself. It may be stated as a general proposition 
that in no country would it be wise to make a 
complete alienation whether it be by sale or 
otherwise. Except perhaps in countries where it 
may be conducive to national interests to encourage 
the formation of a class of peasant proprietors by 
p:ucelling out to them small plots of cultivable 
waste land, outright alienation of any portion of 
the state's domain must certainly be condemned as 
sacrificing large future advantages in the shape of 
unearned increments of rent, that might accrue to 
the state with the growth of population, developed 
means of transport and easier access to markets. 
It seems therefore necessary on sound economic 
principles that the state in offering its lands to 
pri\'ate indh'iduals should so deal with them as to 
get for itself a fair share of the increase in future 
land values. The best method of doing this will 
be to let lands for a fairly long term of years, say 
20 or 30, which while not discouraging the making 
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of improvements on the land, will at the same time 
gh-e the state an opportunity of adjusting its rent 
at the end of every such period, to the increased 
values if any, due to the general influences of 
progress during the term of the lease. A policy 
pursued in this manner is sure to bring into the 
state treasury a far larger revenue in process of 
time. than any other method of dcaling with the 
public lands.· 

In dealing with the state ownership of land, 
and considering the scope that e>";sts for dc\'clop
ing its rerenues from this source, we ha\'c to 
considcr one other important point, namely the 
desirablity of nationalising all the land in the 
country. Dy nationalisation of land is meant that 
the state should assume the ownership of dl the 
landed property now in the hands of private 
owners. The basic principle underlying this 
proposal is that from the point of, iew of societ)\ 
land, unlike the other agcnts of production is 
limited in stock. and if the rental as well as the 
capital value of land should increase as it is bound 
to increase with .. the pressure of population and 
general progress of society it seems obviously 
unjust that the private indidduals who happen to 

• rroft'ssor tl.tslllhl, Is Illso in f.,'ollr of Ibis \'ir\\', S",fO his •• l'wltJu 
/'iIflflft'l" III nl Edition Do\\k n CIlRl'lrr II Sf\', , rl'> 182,183. 



NON-TAX SOURCES OF RE\"E.'IUE 9 

own landed property but without any effort on 
whose part the value has increased, should benefit 
at the expense of society as a whole. It is there
fore considered proper for the state that it should 
make a compulsory acquisition of all the land in 
the country and own it and lease it out in parcels 
to indh'iduals, so that any benefit that may accrue 
to this agent of production on account of the 
general influences of progress may come over to 
the state as representing the whole community and 
not appropriated as at present, by a few individuals 
only within the- community. There is much truth 
and great force in this argument, and but for the 
financial difficulties that the state may experience 
in immediately buying all the lands from pri,"ate 
indi\iduals, and the possibly heavy sacrifices that it 
may throw on the present generation for the sake 
of what may perhaps be termed • uncertain' • 
future advantages, a policy of Nationalisation is 

• Thfo adnnlall.' .r. said 10 "he uncprtain for 1 .... 0 .. a.on" In Ihe 
6"'1 pla~. iunntioll' and imprm'.m.nls in Ih •• rt. of agri~ultu .. may, by 
1Il"".'1Il1l the prodorll"'I,! of land. lo ..... r the value of prodllc."e and 
th.,.l>y the .. ntal "alu. 0 ,land. S.~obdly tI •• ~ondition p ..... d.nt to 
t'" n ... of the .. ntal land VII. the gro"'lh of population at a mI. faSI.r 
than tbe in(" ..... of pl'O<lu("hon may Dot il ... 11 happ.n eilh.r o .... inK to tI.e 
d ... re of J'POl'le to ... h.('k Ihe l!To .... th of bum b." or on a~("nunl of 
p"hlira! or nalural ~u,". But th ... ~ m ... po ... ihilih.s, If ullder 
u"tUlK cundltion. it i. rrud .. nl fur UI 10 ... on .... u.l. tI.at "hat in the 
DalUlllI ("oun. of tbin.:w h .. h~ .. n in ~e rasl, il likely 10 he in fUIU .. , 
we ..... y faul1 espe.."t a ol".<ly In(" ...... In the .. orld populalion, and .. ith 
the 1'"""'''' of Ihat popolallon 00 the mt'ans of lub.iol.D"e an in~ue 
~n l;&IId "'nlo a100. At any rale lb.", i. DO prolpe ... t of • d""rease 
10 lu ... h reDIs. 

2 
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fully justified and ought to be followed in all 
countries. By this means the whole surplus rental 
resulting from the unearned increment of land 
values will, instead of enriching a small minority of 
land owners as at present go to the national 
exchequer and be utilized for the general good of 
the whole people. 

This policy of nation'a1isation should not how
ever be mistaken for any systematic socialism. 
There is no attempt here at confiscation of private 
property or social levelling or the exclusive control 
by the state of all the means of production. There 
is no hindrance to private acquisi,tion of non-land 
wealth. Only land, owing to the peculiar feature 
of its being a limited gift of nature and not depend
ing for its supply on human industry or ingenuity, is 
sought to. be made the exclusive pr9perty of the 
state as representing the community .. Noris'this 
result to be achieved by any process. of confiscation 
without payment ~f compensatiot.l to the private 
owners. Under the policy of nationalisation con
templated here, the stat~ is meant to pay the 
present full market value for any land it should 
acquire. The only object of the policy is to secure . 
to the state and through it, to the whole community 
aU gains accruing from the future increases in the 
public value of land. If priv6\te individuals are 
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:allowed to benefit by such increase, it is clearly an 
unjust thing, in as much as such individuals gain at 
the expense of the community, and make no return 
for the same. N ationalisation of land therefore is 
highly justifiable apart from socialism or collect
IVIsm. This policy of nationalisation can well be 
achieved by the state, by gradually acquiring a 
definite portion of land every year. Instead of 
heavily throwing the burden of such acquisition on 
any single generation, the state may even extend 
the process to spread over two or more genera
tions.· If all land thus comes to be owned by the 
state, then apart from the other and important social 
results that it may have, from the point of view of 
the revenues of the state, there can be little doubt 
that unearned increments of land rent due to the 
increasing public values will add a considerable 
amount to the state treasury, and make it even 
possible to dispense with taxation altogether_ 

This kind of nationalisation of land which is to 
be achieved not by forced expropriation but by 
payment of compensation to the private owners, 

• It i. worthy of note that in a recent book A Pki/tJl()phiml View if 
.1M La"tI QuutiPro' the writer Mr. Henry Jo"ox who also advocates the 
nationaIisation of land, not by means of forced expropriation but by pay
mpnt of compensation suggests the issuing of :' National Land bonds" 
which are to earry interest equal to the present net income from the land 
to its ownen. By this mpans all the land ean be immecliately nationalised. 
But the throwing of millions worth of such bonds suddenly into the 
world market will 10 infl .... te prius in the national and the world markets 
Jhat there will be a tremendous crash. 



12 A NATIONAL SYSTEM OF TAXATION 

has received the support not only of out and out 
socialists but of economists and philosophers of the 
Individualist and Liberal Schoo!, all of whom 
recognise it as a "aluable measure of securing for 
the common good the futUre unearned increments 
of land values, which must inevitably result from 
every advancement of civilization and the progress 
of society. But there are a few objections raised 
against it-apparently seriously advanced, which 
call for some notice here. * CIt. 

In the first place it is stated' that in so fIr as 
the existing land owners are to the depri\'ed of 
their landed estates, they will become impoverished 
by the' change with the result that their contribu
tions to the imperial and municipal revenues and to 
public charities will diminish. This objection has 
however no force. It ignores the fact that what 
the state or society loses in this way, it will gain 
manifold in the shape of the rent of land, including 
all the unearned increments which under the 
existing organisation is being intercepted by the 
land-owners who are enriched at the expense of the 
'community and without any effort on their own 
part. There is therefore no ~ound for fearing that, 
either the work of government or the conduct of 

• For a summary of tbe ohj~('tions '~e Arlit'll' .. Land, nationalisation 
of" in tbe Dktionarr of Political Economy Vol. II. edited h)" Sir 
Inglis Pnlgnwe. 
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the public charities will suffer for want of funds. 

The second objection is that there is a great 
quantity of land now held by corporations
ecclesiastical, municipal, .educational and charitable 
rendering a variety of public services; aU of which 
will have to be provided for in other ways if 
their landed estates should be taken over by the' 
state. But nobody advocates this kind of step. 
At any rate the nationalisation suggested here 
only aims at extinguishing the proprietory rights of 
private individuals in land, and vesting all their 
landed properties in the state or its subdivisions. 
\Vith regard to charitable and other institutions of 
general public utility, the state does not gain any
thing by confiscating their estates, in as much as in 
the interests of the people, it will have itself to 
suppbrt such institutions with its own funds, should 
they possess no property of their own. In the 
case of public institutions the state has one of two 
Courses open: It may either take their estates 
under its own control and management, in which 
case it will have to maintain them with its own 
funds, or it may leave them in undisturbed posses 
sion of their properties, so that they may maintain 
themselves as at present, out of the rents and profits 
derived from their properties. Thus in either way, 
public institutions will not suffer. Further even if 
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the state should assume the ownership of their 
lands, the amount paid to them by way of compen
sation, will serve as an equally good, though 
substituted source of income for their inaintenance. 

Thirdly it is suggested that the 9w:nership of 
all the land in the country will necessitate a costly 
public department with an immense staff for the 
dispatch of agrarian business. This argument will 
be valid only if it can be shown that the total cost 
of the state's administration of the land would be 
greater than the aggregate of the present cost of 
management to the private land-owners plus the 
actual cost now incurred by the state in assessing 
and collecting its existing levies on the land. The 
experience of land revenue administration in India 
where the state as qua land owner is collecting a 
share of the rental value of agricultural land in 
the greater part of the country, shows that though 
any such administration necessarily requires an 
elaborate machinery for its efficient working, and 
the cost of maintaining it is considerably large, * it 
bears but an insignificant proportion to the total 
revenues collected. If all the land'in India should 

• There is reason to believe that the cost of the Land Reyenue 
Administration in India will be much lower than what it is if the 
machinery should a. far as pOSSible. b~ Indianised. Not onl~. are 
European officers bighly paid but theIr Ignorance of. local con.dltions 
necessitates an additional staff of clerks and subordmate offiCials for 
putting them in the way. All this unnecessary expenditure Cal' be saved 
under an Indianised administration. 
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be immediately nationalised, the existing land 
revenue machinery will be more than enough to' 
carry on the new task instead of the old; the state 
will be getting the whole of the rent of land now 
accruing to the private"' land owners, and not only 
that, the entire cost of management now incurred 
by the latter, will be saved to the country as a 
whole. The condition in other countries may not 
be so favourable as in India, but in all civilized 
countries the existing machinery for administering 
the land-tax can certainly be utilised, with a certain 
elaboration and modification where necessary, for 
purpose of administering the land under a system 
of state ownership also. 

The fourth objection against land nationalisa
tion is that production will suffer for want of 
adequate improvements on the lands. It is said 
that all the permanent improvements until now 
done by the private land-c,wners will have hence-

'forth to be executed by the state or its tenants. 
The state will have to borrow capital and there 
will be a heavy charge for interest and sinking funds; 
and if tenants were to effect the improvements 
they will have to be strongly induced by the 
concession of fixity of tenure and fair rents. On 
these premises it is concluded that the additional 
revenue expected from the state ownership of land 
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will be neither large nor permanent. A .little 
reflection however, will show that there is no 
substance in this objection also. So far as general 
permanent improvements such as irrigation, tra."lS
port. and other facilities are concernedz, the state is 
always in a better position to effect them than a 
private owner. \Vith regard to the cost of making 
such improvements, the ,·iew based on past 
experience, that it will be heavier than under 
private management, cannot stand scrutiny. The 
fact that in the past gO\ ernmental enterprises have 
proved more costly than private enterprises-due 
almost invariably and in all cases to inefficient 
organisation and improper management, does not 
and cannot support an unqualified and universal 
proposition that all governmental undertakings 
must necessarily be more costly than private ones. 
There is no essential difference between the 
position of the state as land owner and that of any 
private person possessed of large landed estates,' 
efficient administration being as capable of economy 
in the one case as in the other. Nor is the 
circumstance that the state will ha\·e to borrow 
capital even supposing tllat.it has to borrow at all, 
a disqualification for its position as land owner. 
On the other hand, it is a great advantage 
to the state that it can command greater credit and 
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borrow at cheaper rates of interest than private 
owners. Again the fear that there will be a heavy 
charge for interest and sinking funds on account of 
the capital borrowed and invested in the improve.: 
ments, is eq'ually unfounded. \Vhatever is spent; 
in improvements-unless the same is ill-spent, can 
reasonably be expected to enhance the productive 
powers and therefore the rental value of the land; 
from out of which not only can the interest and 
sinking fund charges be fully met, but a net profit 
to the state treasury also expected. \Vith regard 
to improvements to be effected by tenants-which 
however 'will only be short-period improvements, 
the best way of encouraging them will be for the 
state to lease out its lands, compatibly with its 
rights to revise the rents periodically, for fairly long 
periods of years, say 20 or 30 years, which will be 
sufficiently long enough to encourage the tenants 
to make short term i;nprovements, but not too 
long for any appre:iable unearned increments of 
rent going to them. No permanency of tet:lure or 
fixi~ of rent is necessary to encourage tenants' 
short term impro\ements. It is only long term and 
permanent improvements that require these things, 
but such improvements are made by the state_ 
Thus, this objection also, fails. 

\Ve may therefore broadly conclude that a 
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prima fade case for the nationalisation of land by 
payment of compensation to their present private 

owners, is clearly ma:~e out and established. The 
subject of land nationalisation is now gaining 
strength in all progressive countries and it is one 
of the fundamental aims of the Lab<oti'r Party in 
England today. "The Labour Party regards the 
present arrangements tor the production and distri
bution of food in this country, and the life to which 
many thousands of country dwellers are condemnedt 

as nothing short of a national disgrace, and as 
needing to be radically altered without delay. 
What is essential is that the Government should 
resume control of the nation's agricultural land, 
and ensure its utilisation not for rent, not for game. 
not for the social amenity of a small social class. 
not even for. obtaining the largest percentage on 
the capital employed, but solely with a view to the 
production of the largest possible· proportion of 
the foodstuffs required by the population" of these 
islands under conditions allowirig bf a good life to 
the rural population, with complete security for the 
farmer's enterprise, yet not requiring the consumer 
to pay a price exceeding that for which foodstuffs 
can be bought from other lands." * 

• Programme of the British Labour Party on Social Reconstructioa 
after the War, under the heading' Agricultural and Rural Life'. 
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Thus besides the financial importance of land 
nationalisation, its social effects on the community 
will be far reaching. The owner~hip by the state 
of all the land in the country, and the leasing of it 
in small holdings to as large a number of the 
people as possible will be not only condusive to 
the production of the largest possible quantity of 
the foodstuffs required by the population, but 
direcdy promote a more equitable distribution of 
land wealth among them and help the healthy 
growth of a large agricultural class free from the 
tyrannies of land-Iordism. The whole unearned 
increments of rent r,esulting from the progress of 
society will go to the state as representative of the 
community and be utilised for the common good. 
And the idle landlord class-so lamentable a 
feature of the existing social order-will disappear,. 
to the great good of society. 

\Ve see from the above discussion that there 
is much scope for the increase of the revenues of 
the state from lands and forests. There is also
another head of revenue which is of great and 
growing importance. The various kinqs of income 
which' the state derives from its industrial and 
business acti .. ities may be brought under this head. 
Revenue derived from the postal, telegraphic and 
telephone services, from the state management and 
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-control of railways, and from state banking and 
manufactures are examples of these. Though the 
:amount of such .revenues varies widely among the 
various States according to the scope for and 
extent qf their economic activities, the existence of 
"Such a source of revenue is a significant' factor in 
modern finance, and may become increasingly 
important with the growth of a wider understanding· 
of the possibilities of state industrialism and state 
socialism. Even under existing conditions the 
-economic receipts of the state may be increased by 
a discriminate control and management on its part 
of those enterprises which are best fitted for its 
·own undertaking. State management of those indus
tries that tend to monopoly or in which a monopoly 
is economically or for social reasons an advantage, 
'and of the large and important industries connected 
with the means of communication and transport, is 
'a net gain to the community as a whole. Those 
-enterprises again which are fitted for' joint stock 
-companies can also be· properly undertaken by the 
state, . there being no essential difference between 
the two as, regard their methods of working. In 
·cases where as in banking, insurance and hlndred 
.businesses, publicity is a positive advantage rather: 
than a draw-back, and in all cases . in which large 
-command over capital is necessary, the fitness as 
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well as the superior ability of the state to engage is 
clearly indisputable. The state can also justly under
take the production of those commodities that are 
needed for its own public services. In other cases 
it may usefully help the estaQlishment and working 
of various industrial concerns by the granting of 
concessions and prh ileges, reserving to itself in 
return for the rendering of such help, the ultimate 
reversion of such concerns a.fter a fixed period. 
The scope for the activities of the state in all these 
directions, and for governmental assista.nce to 
private industries in return for a share of profits is 
in all countries unlimited. 

If we look into the existing condition of state 
industrialism we find that even in the most pro
gressive countries it has not much de\eloped on 
any of these lines. State industries whether 
national or municipal have been mainly confined 
in the past to certain fiscal monopolies and a few 
such undertakings of general public utility that 
pril-ate individuals cannot easily provide for them
selves. Influenced by the theory of Laisser 
Faire and the belief that industries in general are 
likely to thrive better under private than public 
management, governments in the past have been 
too slow and unwilling to take to industrial enter
prises of any kind. It is only very recently that 
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they have come to realise that strict adherence to 
the principle of Laisser Faire in economic matters 
is not so condusive to the furtherance of the 
general well-being as a discriminate socialistic inter
ference on their part, and begun to appreciate the 
scope that exists for governmental activity on the 
industrial and social side of human life. 

In this connection it will be instructive to note 
the programme of the Labour Party in England 
on 'Social Reconstruction.' They stand for the 
immediate assumption by the state of the ownership 
and management of all essential industries free 

from the reckless profiteering of private capitalists 
and for working the same for the common good of 

all. In their own words "the Labour Party stands 
not merely for the principle of the Common 
Ownership of the nation's land to be applied as 
suitable opportunities occur, but also, specifically, 
for the immediate Nationalisation of Railways, 
Mines, and the production of Electrical Power. 
We hold that the very foundation of any successful 
reorganisation of British Industry must necessarily 

be found in the provision of the utmost facilities 
for transport and communication, the production 
of power at the cheapest possible rate and the most 
economical supply of both electrical energy and 



NON-TAX SOURCES OF REVENUE 23 

coal to every corner of the kingdom"* They 
advocate further the immediate expropriation by 
the state of the entire business of the industrial 
insurance companies, and the manufacture and 
retailing of liquors, all to be worked and 
administered from the stand-point of the promotion 
of aggregate national well-being and no longer 
deflected by individual profiteering. With regard to 
10cal governments, they want the municipalities and 
eounty councils not merely to confine their activities 
to the administration of education, sanitation, and 
police or to the supply of local water, gas, electri
>City and tramways, but that they should greatly 
extend their enterprises in housing and town 
planning, parks and public libraries, the provision 
,of music and the organisation of popular recreation 
and also that they should be empowered to under
take not only the retailing of coal but also all other 
':Services of common utility, particularly the local 
supply of milk and other necessary food stuffs.t 

Whatever may be the profitableness or other
wise of these undertakings by the government and 
its sub-divisions in the sense of their yielding a net 
addition to the public revenues, there can be little 
doubt, judged from the standpoint of the promotion 

.. Programme of the'British Labour Party on Social Reconstructions 
.after the War,; under the heading' The Democratic Control of Industry'. 

flUid, 
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of maximum aggregate national well being, that 
such a policy must put an end to many of the worst 
evils of private profiteering and afford a sufficient 
safe-guard "against that insidious Degradation of 
th~ Standard of Life which is the worst economic 
and ~ocial calamity to which any co~munity can 
be subjected." Now that the Labour Party has 
cOme to power in England, it may be confidently 
hoped that a well thought out and intelligent 
economy policy will be pursued by their govern
ment so as to conduce to the .greatest common 
good, and if and where possible, to the public 
revenues also. 

Now coming to our own country, India, the 
scope for governmental intervention in industry 
both for the purpose of advancing the general well 
being of the community and for increasing the 
revenues is vast. Even at the present time nearly 
half the revenues or' the central government are 
derived from economic sources. From the manu
factuJ:'e ot salt and opium, from· the "management 
and control of railways, from . the ,business of 
banking, and from royalties, the Indian Government 
is deriving a large and permanent income which 
under a more businesslike management can surely 
be mad~ tO'yield a better revenue. The scope for 
governmental enterprise in India is vast in aU 
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directions. The existing railway system is totally 
inadequate for the needs of the country. In a 
country extending over 1770000 sq. miles of 
territory and having a population of over 315 
millions the railway construction· has not spread 
over more than 37000 miles, of which 26864 miles 
of line now belong to the State.· A comparative 
study of the railway system of the United States of 
America or of Great Britain will show that in this 
country there is yet very much to be done in 
railway construction. t Similarly there is much 
room for the de\'elopment of the Banking organisa
tion, adequate to encourage and cope with the 
industrial enterprises of the country. Again the 

• In March 1923. 

t The following figures show the area and railway mileage (in 1921) 
of the DlOst important cowltriel of the world. 

Gennany ... 
France 
Great Britain 
lrelalld 
Italy 
Spain 
Sw~den 
India 
Japan 
China 
IT. S. A. 
Canada 
Australia 
New Zealand 

Sq. Miles. Ry. Mileage. 
208,000 38,000 
204,000 31,000 
88,000} 24000 
32,000 ' 

110,000 11,000 
196,000 9,000 
171,000 9,000 

1,766,000 87,000 
148.000 6,000 

1,300,000 5,000 
3,577,000 242,000 
3,510,000 25,000 
3,000,000 } 

103,000 22,000 

"'hile India has ollly U5 miles or Railw,w for every million of her 
population. Australia has 4955, Canada, 4825. the United States 2533, 
and Great Britain and Ireland together 515. 

3 
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immediate organisation of a national system of Life 
Insurance ,under the direct control and management 
of the Central Government, and the ownership by 
it of the entire means. of communication and 
transport including all the shipping lines, will ber 

not only fiscally productive, but of. far-reaching 
social importance. The activities of the Central 
Government can possibly be directed in these and 
similar directions. 

The Provincial Governments have equally vast 
scope for the development of their forest resources, 
and for financialJy assisting and partaking in such 
other industrial- undertakings as are deemed 
manageable by joint stock. companies, and suited 
for production on a large scale. In particular as it 
is pointed out in the Report of the Indian Industrial 
Commission (1916-18) the field of possibilities is 
clearly large for the commercial development of 
various descriptions' of forest produce on new lines; 
and as the Commissioners .themselves ,<ieplore 'the 
national forest estate is of vast extent and value 
but a scrutiny of the Output per square mile proves 
that its actual yield has hitherto lagged far behind 
its possibilities, and is, in most areas, greatly in 
defect of what the natural increment must be. The 
chief needs of the Forest Department are un
doubtedly the development of. transport facilities; 
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the exploitation of the forests on more commercial 
lines and the extension of research and experimental 
work which should, when neccessary be carried out 
on a large scale. and under commercial conditions.' * 
The net income of the forests at present is less 
than Rs. 80/- per sq. mile. But considering that 
the various kinds of forest produce are essential for 
the daily life of the people and also for various 
industries, the development of transport facilities 
and an improved system of exploitation are sure 
considerably to increase their net revenue from 
forests and relieve the Provincial Governments of 
much of their chronic financial difficulties. What 
is immediately wanted is an efficient Industries 
Department in each Province. 

In . the case of Local and Municipal Govern 
ments, the facilities for industrial activity are greater 
still than in the case of either the Provincial or 
Central Go\'ernment. This is chiefly due to the 
fact that conditions are localised in this case. Such 
monopolistic and public enterprises as lighting, 
water works, gas works, tramways, telephones, town 
planning, house building, dairy farming and the 
retailing of such indispensable necessaries of life 
such as food-stuffs and fuel, are specially suited to 
the Municipalities of towns and in some cases 'to, . 

• Report of the Industrial Commission (1916-lB) para 61. 
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the Local Boards of district areas~ In fact, the 
Corporations of the chief cities have actually been 
engaged in such industrial undertakings. But 
none of the numerous other municipal towns or 
Local Boards have taken to any enterprises on 
commercial lines and even in the big cities, there 
is much scope for furt~er in~ustri3.l undertakings. '" 

State industrialism, whether it be of the 
central, provincial or local governments, has thus a 
,,'ast future in India. There are further special 
facilities open for Goveinmental management of 
business in this country. The people of India have 
a great faculty for obedience, being naturally docile 
and submissive, and a Government which is all 
powerful and has already under its control the 
banking and currency organisation and the transport 
facilities, has the best opportunity for the manage
ment of industrial activities, which is not so easily 
possible in other countries. That there will result 

• It is said that in a return relating to 12i9 Prnssian towns of all 
sizes the follolrin~ nndertakings were shown to be under Municipal 
Management. I. \Vater works, 2. Gas works, 3. Electricitv works, 
4. Tramways, 5. Abatt~irs and. stock yards, 6. Docks an-d quays, 
,. ~hrket halls, 8. Bathmg estabhshments, 9. Sea and therapeutic bathS. 
10. Salt and mineral springs, 11. Milk cure establishments, 12. \Vare
honses and sale halls, 13. \Vine business, 14-. Stone and lime quarrit'S. 
turbaries and sand and grayel pits, 15. Breweries, 16: Inns and 
restaurants, 17. Hydropathic establishments, 18. Fruit presening 
factories, 19. \Vine cellars, 20. Refrigerating works, 21. Timber ware
houses, 22. Mines, 23. Bakeries, 24-. Factories, 25. Brick works, 
26. ~Iills, 27. Locksmitheries, 28. Rope works, 29. Dairies, 30. Dancing 
halls, 31. Ferries, 32. Fishery enterprises, 33. Lh-ery station. See 
,Villiam Harbert Dawson's .J.lh",inpaJ Lift and CowrnlllnU;" Germany. 
pp. 184-185. . 
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'additional relenue from such activities there can 
be no doubt. The financial needs of the Indian 
Government being great and growing at the 
present moment, the duties of the statesmen 
responsible for its finances will not be duly 
discharged unless they raise all possible non-tax 
revenue before resorting to the taxation of private 
riches or income. 

In connection with state intervention in industry 
-whether of the national, provincial, or local or muni~ 
cipal government, there are however a few objections, 
usually advanced, which tor the sake of complete
ness of argument call for some notice here. All 
the relevant objections when analysed are found 
to be grounded on the belief that the state 
and its subdivisions being political bodies and 
constituted for their political rather than for their 
commercial qualification are likely to be not quite 
flt for commercial leadership, that' the hand of 
Government being heal y tends to slacken progress 
in whateler matter it touches, and that" business 
influences are apt to corrupt politics, and political 
influences are apt to corrupt business". These 
objections however are carefully analysed and 
answered by Prof. Pigou in a passage in a recent 
book, which may be quoted here •• , He says, "The 

• Pro!. PigolJ TM E_ia .., Hdfan Part U. ChaP. xm,pp. 297-9. 
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principal disadvantages of municipal and national 
representative assemblies as organs for the control 
or the operation of business are four in number. 
First, these bodies are primarily chosen for purposes 
quite other than that of intervention in 'industry. 
Consequendy there is lilde reason to expect in their 
members any special competence for such a task. 
Secondly, the fluctuating make-up of a national 
Government or of a town council is a serious 
handicap. Sir \V. Pearce wrote, "I have the expe
rience of electric lighting in my mind. Large 
municipalities overcome the difficulty by forming 
small and strong committees and selecting the same 
chairman and thus maintain a kind of continuity of 
policy. Small corporations start with very large 
committees that are constandy changing, and the 
result is that you find sometimes inability to agree 
upon the system to be used, sometimes inability to 
agree upon the means to be employed to conduet 
the service, and it is incessant trouble and squab
ble." This incident of fluctuating membership, 
may lead to action based on short views. views 
bounded by the next election, instead of looking 
to permanent interests of the state. Thirdly, the 
areas to which public authorities are severally 
allo~ated, are determined by non·commercial con
siderations, and· consequendy are often likely to 
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prove unsuitable for any form of intervention with 
the working of an industry_ It is well known for 
example that attempts on the part of some muni
cipalities to regulate, and of others to operate, the 
service of street-traction and the supply of electrical 
power have suffered gready from the fact that these 
services since the development of modem inventions 
can be organised most economically, on a scale 
much in excess of the requirements of any· one 
municipality_ Fmally, as indicated above, regular 
GO\ emmental agencies, in so far as . they are. 
elective bodies, are ob,iously liable to injurious 
forms of electoral pressure. These four dis
ad\'antages are all serious. But all of them can be 
in great measure obviated. The first; second and 
fourth are practically done away with under a. 
system of municipal Government such as prevails in 
Germany where the burgomasters and aldermen, 
corresponding to the English Chairman of Com
mittees, are whole time paid experts with practically 
permanent tenure of office. All four disadvantages 
can be o,-ercome, perhaps e,-en, more effecti"ely, 
by the recendy developed in,-ention of 'Commis
sions', that is to say, bodies of men appointed by 
Governmental authorities for the express purpose 
of industrial operation or control An example of 
a 'Commission' for operation is afforded by the 



32 A NATIONAL SYSTEM OF TAXATION 

Railway Department of New South Wales, and one 
of a Commission for control by the inter-state 
Railway Commission of the United States. The 
members of these Commissions can be specially 
chosen for their fitness for that task, their appoint
ment can be for long periods, the area allotted to 
them can be suitably, adjusted, and their terms 
of appointment can be such as to free them, 
in the main, from electoral pressure. It may be 
.added that the system of Commission also in great 
part escapes a further important objection to 
intervention in industry by municipal councils. 
This objection, as stated by Major Darwin is that 
such intervention 'lessens the time which these 
bodies can devote to their primary and essential 
duties, and by increasing the unwillingness of busy 
men to devote their tim~ to. public affairs, it lowers 
the average administratiye capacity of the Local 
authorities'. When industries are operated or 
controlled by special' public commissions, this 
objection is obviously inapplicable. 'The broad 
result is that modem developments in the structure 
and methods. of Governmental agencies have fitted 
these agencies for beneficial intervention in industry 
under conditions which would not have justified 
intervention in earlier times ". 

We may now pass on to consider the 
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receipts from "Fees". We use the term' Fee" 
here to signify all payments made in return for 
services rendered by the state primarily in the 
public interest but conferring a measurable special 
benefit on the fee payer. As Professor Seligman 
says "The essential characteristic of a fee is the 
existence of a measurable special benefit together 
with a predominant public purpose." * In the 
case of these payments the individuals who specially 
seek the benefit of the particular services of the 
state make special payments for such services. 
Perhaps it may be considered a very desirable and 
highly equitable thing if it were possible for the 
state to charge a 'Fee' for each of the services 
which it may render to each and every individual. 
But only some of its services are ordinarily ·capable 
of any money measurement, so far as the indivi
duals who receive the .benefits are concerned. 
Most of the governmental activities' of the state 
are incapable of such apportionment. The work 
of defence, of the protection of person and property, 
and the innumerable general efforts to further the 
physical, moral and intellectual well being of the 
individual members composing the community, 
are all functions of Government not capable of a 
money estimate, with regard to the quantity of 

• Seligmaa LItIY, tnt TuaI;M I'p. 303. 
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measurable benefit which they bring to each 
particular individu3.1. The levy of fees therefore is 
restricted only to those cases in which the state can 
at least to an apprmcimate extent measure the 
value of its services to individuals. The cost of all 
the other s~rvices of Government must only be met 
-out of the general revenues of the state. As 
Professor B~table points out' Fees come in only 
-as a supplement to the other receipts of the public 
exchequer, and have to be con,fined- to certain cases 
of measurable sen-ices where the citizen is brought 
into direct contact with the public power.' * 
Administrative fees such as Court fees, Registration 
fees and seignorage are conspicuous examples of 
fees. The principle underlying all fees is that they 
must be more or less proportionate to the actual 
cost of the particular public service rendered to the 
community. If the Government derives a greater 
re~enue from, say, Registration fees, or Court fees, 
these cannot strictly be called fees· pure and 
simple. An element of ta.xation becomes comprised 
in them. A fee becomes a tax from the mome~t 
that it exceeds the actual cost to the State Of 
prodding the service for which it is charged, from 
the moment when "inste"ad of fees being born of 
the State's activity, the activity of the "state is born 

• Bastable • Publit: Fit"'''" '.Bk. n. Chap. IV-p. Ul 
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of the desire for fees." In such cases, 'The state 
hungering for taxes copies the' outward semblance 
of the fee so as to render the proposed impost 
more acceptable i that which constitutes the essen
tial element of the fee--some useful service, it 
puts aside.'· \Vhen for instance documents are 
required to be compulsorily registered in order 
that they may be made admissible in evidence in 
legal actions, and a duty is charged for such regis
tration, the kvy is more in the nature of a tax 
than a fee. The advantage to' individuals here is 
merely an ,artificial advantage created by the state 
itself, and but for its own ~aws, nobody would care 
to pay such duty and have his documents registered 
Similarly when court fees are regulated and levied: 
so as to yield a net revenue over and above the 
amount required for meeting the actual cost of the 
administration of Justice, they comprise both the 
elements of a fee and a tax, of a fee in so far as 
courts of Justice render their services to the 
particular individuals who pay such fees, and of a 
tax on litigation in so far as they are made to pay. 
more than what such services really cost. We 
shall not therefore be deceived into believing that 
whatever goes by the name of a fee is really a fee 
properly so called. On the whole, however there 

• Ehler'. Fm-~ A,dive 1896 ii page 24, qnoted in Dr. Pierson'" 
Priluiplu ".I £_;Q VoL D pp. 377. 
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is no financial principle involved in the collection 

of fees, and the law whiCh regulates them has 
merely an administrative 'interest, having little 
l>earing on financial policies. N or under existing 
conditions is it an important or developable source 
of revenue to the state or its sub-divisions. At 
any rate, in India it bears a very small percentage 
to the total revenue of the state. * 

It will be seen from the foregoing survey that 
except in the case of fees the other sources of 
non-tax revenue are highly developable and un~er 
a well-considered financial policy, capable of 
considerable expansion; but they are not under 
-existing conditions sufficient enough to satisfy the 
growing wants of the state. It is true that in some 
countries like India, the revenues of the state, 
other than from taxation, are appreciably large in 
themselves, and have kept the tax burden from 
being heavier than what it is. But the continuous 
growth of state expenditure, an inevitable 
consequence of the growth of state activity which" 
is a characteristic feature of the modern social 
cons-titution, combined with the present and 

• After the new Reforms Act of 1919 (fhe Government of India Act 
9 and 10 Geo V ch. 101) ,the registration fees and court fees, the two 
important classes of' fees' have been allotted to the Provinci.u G:>verr. .. 
ments, and these Governments have in their attempts to balance their 
growing expenditure by increased income, so highly raised the rates of 
these fees that they have now practically become taxes on registration 
and litigation in the guise of 'fees'. 
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immediate inexpansiveness of the existing non-tax, 
sources of income, has pushed to the forefront o( 
financial studies the problem of considering the 
means by which the additional requirements of the 
state are to be satisfied. The problem presents 
itself in greater seriousness when we look through 
the possibilities of the future requirements of an 
active state. The functions and activities of 
Government are daily becoming wider, and with 
the growth of ideas of state socialism and collecti
vism, and a wider understanding of the possibilities 
of Governmental action for social welfare, it is 
highly probable that there will be a steady increase 
in the ouday required by the state for the carrying 
on of such additional work of Government. As we 
have already seen, there is much scope for increa
sing the revenues of the state witho\\t resorting to 
taxation. It is however clear that, while the 
possible extent of the expansiveness of the non-tax 
sources is not estimable at the present stage, the 
increasing expenditure required by the state, being 
a definitely expected phenomenon will have to be 
met, at least until the state fully takes upon itself 
the economic functions indicated in the preceding 
~ections, mainly by the imposition of taxation. 
Further, in actual practice modern states have, 
though quite improperly, not attached any very 
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great importance to the developable characteristic 
of their non-tax sources of revenue, and rely more 
and more on taxation as almost the only source of 
satisfying their ordinary needs. For these reasons. 
the problem of taxation has an immediate practical 
importance and gives a special interest to modem 
students of finance .. 

Perhaps, it may be said that the state can well 
meet its requirem"ents by means of loans. In fact 
in modern states large supplies are actually' 
obtained through loans. vVe have therefore to see 
the conditions under which loans should be 
contracted by the public powers. \Vith regard to 
this means of supplying the funds required by the 
state or its subordinate political bodies, it must 
however be noted that on the general principles 
governing the modern credit system which are the 
same for public and private economies alike; public 
borrowing should be resorted to only under condi
tions similar to those under which it would be 
prudent or a.dvisable for private individuals to 
borrow. Such conditions arise either when funds 
are required to meet an t;xtraordinary necessity fo~ 
heavy and enlarged consumption which could not 
without painful sacrifices be met out of the income 
of any single year,oi when they are required for 
productive purposes of such a. kind as are capable 
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of yielding enough profit both to pay the interest 
on the loan raised and also repay a certain portion 
of the principal amount itself. In the case of public 
borrowing, owing to the fact that the state and its 
subdivisions do not exist for their own sakes but 
only for the good of the community whom they 
represent, a further consideration may also prevail. 
If the amount raised by the loan is to be employed 
for objects of either permanent or temporary 
public utility, whether the return of profit is or is 
not a measurable quantity, the accrual of public 
benefit is itself sufficient justification. for the loan. 
In such cases meeting expenditure by means of 
loans rather than by taxation is undoubtedly sound, 
as the public works which the state undertakes are 
calculated socially to profit the community and 
increase their general prosperity and efficiency and 
through that, the productive powers and taxable 
capacity of the nation. For example, hea, y 
expenditure in this country, on irrigation, public 
health,primary education of the people and the 
means of communication may advantageously be 
met with borrowed capital, the annual interest 
charge on such capital being left to be paid by 
means of taxation on the community. The 
increased efficiency of the nation that will result 
from such improvements, will itself increase the 
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national dividend and therefore the prosperity and 
taxable capacity of the people and enable them to 
bear a heavier tax burden with comparatively 
greater ease. Where the loan is to be employed 
directly productively as for ins.tance, {or the laying 
-out of railways or opening up of other industrial 
enterprises, it is as prudent for the state as for a 
private individual or Joint Stock Company to start 
.and run the whole concern with borrowed capital. 
Such productive outlay will in many cases be 
-financially profitable and bring a net gain to 
the State Treasury over and above the annual 
-interest that may have to be paid on the capital 
borrowed, and' the a~ount that may be set apart 
every year for the sinking of the principal debt. 
Raising loans for this purpose therefore, is highly 
recommendable except in cases where the state 
indulges headlong in merely speculative enterprises 
-which, ev~n when undertaken by private individuals 
.are a grievous. hindranc~ to progress. To attempt 
to meet heavy capital outlay by means of taxation 
will be next to impossible, and in such .cases 
borrowing is the only proper course open. Just as 
it will not be possible for an individual to supply 
the capital of a business concern from out of his 
income of a single year, . so also it will not be 
possible for the stat~ to find out the funds required 
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for any productive purpose or other work of public 
utility. In both cases the raising of a loan is a 
justifiable and proper course. 

In the case of extraordinary, unexpected 
expenditure such as that caused by a war or 
famine, borrowing is equally necessary and 
justified. In such circumstance, an annual debt 
charge which only so far increases the tax burden 
as to be just sufficient to pay the interest and 
sinking fund charges on the loan raised, is clearly 
preferable to the steep and . heavy increase in 
taxation which would otherwise be required to 
meet such expenditure, if borrowing should be 
avoided. In the latter case, the suddenness of the 
increased levy combined with the painful sacrifices 
which individuals will have to undergo in bearing 
the weight of a ,-ery heavy burden of taxation, 
payable out of their incomes of one or a few years 
will dislocate and paralyse the economic organisa
tion of the community and inflict a very severe. 
blow to national prosperity. If, as was the 
experience of Great Britain and other countries in 
the recent European war, the amount of money 
required to be raised is larger thap the total annual 
income of the community, it is actually impossible to 
raise it by means of taxation or confiscation of the 
incomes of the members of the communi~. In .. 
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such case, the only possible courses open for the state 
are either to make a levy on property or to borrow. 
The former course being economically disastrous in its 
consequences on the nation, especially on their mate
rial existence, the latter is the only co'urse left open. 

\Ve thus see that for meeting extraordinary 
requirements as well as for productive purposes 
and for objec~ of public utility it is legitimate for 
the state to satisfy its needs by means of loans. In 
both cases borrowing is justifiable on principles of 
sound financial economy. It is important however 
to note that except for these purposes the power of 
borrowing though tempting should be sparingly 
exercised and after due deliberation. It should 
never, it may be noted, be exercised for meeting 
any portion of the ordinary recurring expenditure 
of the state. In the case of huge non-recurrent 
expenditure borrowing will not only be expedient 
but also necessary. But where there is a prospect 
that any expenditure though abnormal and 
extraordinary to begin with, will extend over 
~ series of years and be for all purposes ordi
nary in its nature, it must be met out of the 
annual receipts. "The probable duration of extra
~rdin3.ry expenditure is an important element in 
determining the mode of providing for it. A 
sudden and large demand for a single year may 
-well be met by borrowing (unless the movable taxes 
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and the suspension of debt redemption suffice) as it 
would not. be desirable to disturb the whole tax 
system for such a purpose. \Vhere there is a fair 
prospect of continuou!? outlay on the increased scale, 
a re-adjustment of taxation at, the outset is the 
prudent course. Failure in this cardinal. point of 
sound finance was the cause of the great accumula
tion of debt in England at the opening of this 
century·· .... ". An indiscriminate exercise of borrow
ing power for meeting any portion of the regular and 
normal expenses of government is sure to bring the 
state into financial difficulties and pave the way to 
bankruptcy, in the same way as an individual who 
is supporting his daily life by means of loans will 
be reduced to bankruptcy. In a recent book 
Professor Pigou speaks to the same effect: "There 
can be no question that in a well ordered state all 
ordinary recurrent expenditure .. ·.· ·will be provided 
for out of taxation and not by borrowing. To meet 
it by borrowing, whether from foreign or domestic 
lenders, would involve an e, .. er-growing national· 
debt and a corresponding ever growing obligation 
of annual interest. In the end more would have to -
be spent in providing the interest every year than 
would have been required if the government bad. 
paid its way out of taxes from the beginning. The 
national credit would suffer healY damage, and 

\ 

• Baslable PrINk En.- Bk. v Chap. v po 678. 
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ultimately the government might find itself forced 
into bankruptcy. These considerations are not 
indeed incompatible with the financing by loans of 
abnormal expenditure. If a certain class of expendi
ture occurs, not annually but at intervals of a 
number of years, it is admissible so far as the 
present argument goes, to meet it by borrowing,' 
provided that a sinking fun.d is established to dis
charge . the debt out of taxes within the limit of 
each interval. And if an expenditure has to be 
undertaken which is reproductive, in the sense that 
it yields an annual return to the government, 
adequate to pay full interest and also to provide its 
own sinking fund, taxation will not need to be 
resorted to at al!." * 

An emphasis on these guiding rules of public 
borrowing has a special significance for British India. 
In this country it has been a lamentable feature of 
the public finance during the past six years that the 
Government has not been able to meet current 
expenditure by current income. Every year a huge 
deficit has had to be cleared by means of loans. t 
Instead of meeting. its ordinary expenditure by 
means of its recurring revenues, the Government of 
India has been year after year budgetting for a 

• frof. Pigou The E&tHlOtRiu of IVeifart Part N Chap. I page 589. 

t By the end of March 1923 the accumulated deficits of the previous 
five years stood at 98 crores o~. rupees approximately. 
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deficit and then covering it largely by means of 
loans and thus swelling the public debt. Of course 
there has been in recent years an enormous growth 
ot governmental expenditure which the country has 
been called on to provide for year after year. But 
the remedy for .this is to be sought not in the 
method of public borrowing, but in a well consider
ed scheme of retrenehment of expenditure or if that 
should fail or be not practicable, in finding such 
sources of revenue as taxation, which will be giving 
a recurring income to extinguish a recurring deficit. 
As it was properly remarked in the Servant 0/ 
India, " The government have been unable to make 
both ends to meet in the past, and they are unable 
to do so now; an individual who arranges his life 
on these lines, who spends more than' he has got 
and trusts to the money-lenders to see him through 
finds himself pretty soon in the bankruptcy court; 
and a state which adopts this spend-thrift policy 
cannot in any way end differendy."· If, there is any 
truth in these remarks, the Government of Indi" 
have specially to guard themselves against 
indiscriminate borrowing and thus paving the way 
for the country's financial ruin. 

So the only practical solution of the problem 
which the growth of state expenditure is presenting 

• Article • Bankruptcy' in the Serrmnl of Ittditz, of date 9th March 
1922. 
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to our generation and which ids likely to present 
in greater seriousness to later generations, lies in 
the imposition of additional taxation, in the absence 
of any other source of revenue. Further it may be 
remembered that even when loans are raised legiti
mately for the purpose of. meeting extraordinary, 
productive or other useful capital ouday, taxes, 
in the absence of any other source of revenue are still 
necessary . for paying the annual interest charges 
which make a permanent addition to the state's 
ordinary expenditute. We have thus to look to 
taxation as the ultimate means under present 
circumstances of raising the greater part of the 
funds required by the State for the carrying on ot 
its work of Government. 

We are thus brought to that branch of public 
finance which is the main subject of our study in this. 
book. The importance of the subject has led many 
modern writers on finance to regard it as almost 
the only topic for study in financial matters. The 
reason for this is to be found in the fundamental 
difference between taxation and other sources 
of public revenue. Unlike the non-tax sources of 
revenue which can all be treated more or less On 
the same general principles as those governing 
ordina.ry private economy, taxation involves ques
tions of political as well as economic and moral 
considerations of a far reaching nature requinng 
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special attention and treatment. Taxation being 
necessarily a forced contribution, and a subtraction 
from the material resources of individuals, entailing 
a sacrifice on their part, th~ important problem of 
deterI1.liniJIg the manner in wQich it must be 
distributed among the members of the com unity 
has a living practical interest for all people. It is 
commonly believed and there is much truth in 
the belief, that the distribution and regulation of 
taxation, much more than the distribution and 
regulation of income or wealth, in general, which 
are determined by the qualities and capabilities of 
human nature, are 'matters of human institution 
solely', capable of perfection by legislative inter
ference; and that by their taxative policies, govern
ments can do much for the furtherance of the well 
being of their respective communities. Much there-
fore depends on the nature and constitution of the 
governmental organisition which legislates and 
controls the finances; and without a proper and 
powerful financial organ which is at once interested 
in the welfare of the people and capable of enforcing 
sound reform fearless of any sectional opposition 
among them, the problem of taxation is difficult of 
solution in any country. 

The problem of taxation is as much a political 
and ethical as it is an economic problem, and 
cannot, as Dr. Pierson righdy points out be 
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regarded as' exclusively economic'. As the same 
writer says, "The rules to be applied in procuring 
the means wherewith to defray the state expendi
ture cannot be based solely upon a consideration 
of the.material welfare of the nation. In fra~ing 
those rules regard must be had to the canons of 
justice, of morality, of public. health; to the great 
importance of avoiding serious discontent, at 
home, and complications with foreign Powers. 
The theory of the state revenue extends peyond 
the domain of economics, so that it will be impos
sible in this section always to keep strictly within 
the limits of the latter. In most cases, however, it 
will be possible to do so, owing to the close 
connexion that exists between the material and the 
higher interests of mankind. Imposts that are 
unjust, and such as are objectionable for moral, 
political, or hygienic reasons cannot be defended 
on economic grounds. ,,*' . 

Thus the problem of taxation requires for its 
solution various considerations of justice, equity 
and good government, besides references to the 
productional and distributional principles of econo 
mics. The subject has therefore to be. studied 
from a broader stand-point than purely as a 
branch of political economy. 

• Dr. N. G. Pierson • Prindplu of EeDnomies' Eng. Translalion 
,vol. n pp. 346-7. 



CHAPTER II. 

JUSTIFICATION OF TAXATION. 
Before considering the principles that should 

guide the imposition and distribution of taxation, 
we have to "Understand the grounds of justification 
for its imposition. It is an ancient and long obtain
ing popular view that taxation is the price paid by 
individuals for the benefits which they derive from 
the state, that is to say, for the benefits which the 
services of the state bring to the collective and 
individual1iving of the members of the community. 
It is said that national defence, the maintenance of 
law and order, and the promotion of the general well
being are all advantages derived from the work of 
government, for whose maintenance and services 
taxes are necessary to be levied from the members 
of the community. 

The view of taxation thus expressed, may be 
termed the benefit theory of its existence. In one 
sense the theory is substantially true. If we take 
the state as a beneficial institution, having for its 
end and aim the furtherance of the individual and 
collective "'elfare of its members, then viewed from 
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the general stand-point of the whole community 
it can be truly said that there is a return of benefit 
for taxes paid, and nobody can seriously dispute 
this proposition. Some of the older definitions of 
taxation express this conferring of benefit on 
individuals by the state as being the motive for 
taxation. Thus Hobbes in a passage in his 
Leviatltan expounds the theory of taxation: "The 
impositions that are laid on the people by the 
sovereign power are nothing else but the wages, 
due t9 them that hold the public sword, to defend 
private men in the exercise of their several trades 
and callings. Seeing then that the benefit that 
every one receiveth thereby is the enjoyment of 
life, which is equally dear to poor and rich. the 
debt which a poor man oweth them that defend his 
life, is the same which a .rich man oweth for the 
de fence of his; saving that the rich who have the 
service of the poor, may be ,debtors not only for 
their own persons, but for many ~ore." In his 
De Corpore Politico also he expresses the same 
"iew~ and says that taxation should be proportion
able to the benefit which a person receives froIll 
the commonwealth; and according to him it is 
taxation of this kind that will be according to the law 
.of nature, for he says, " the burden of the common
wealth being the price that we pay for the benefit 
thereof, they ought to be measured thereby: " 
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Von Justi again, in his" Staatswirts chafl" 
reasons as follows :"-It is equally a fundamental 
principle that taxes and imposts (Steuenz und 
AIJgaIJen) should be levied on all subjects in 
just (g-erechter) equality for here the obligations of 
all the subjects are proportionate and all have an 
equal share in the protection of the State and other 
benefits arising from the unity of a Common body. 
If however, the just equality is to be observed, then 
the proportionate amount of property must chiefly 
be taken as a basis because the protection. of the 
State expresses itself chiexly in respect of property, 
and because those who possess much property 
undoubtedly enjoy more protection than those who 
have litde or none. Thus a larger view plust be 
taken of subjects that are poor or that have little 
property in arranging imposts (AIJgaIJen), for 
generally speaking we cannot say that they gain 
anything. For whether indeed they earn their 
most pressing necessaries and sustenance, yet it 
cannot be maintained that they gain anything, if 
they can spare nothing."· 

Among other writers Cossa would define ~ tax 
as I that part of the wealth of private individuals 
which the authority of the State, province, or 
municipality appropriates in order to provide for 

• Von JUIU·. 'SltJaIIvIirll cAoft' quoted in Jones" Tlu Natllr, and 
F;r~ PriMipu of Ttu4Ii()fl page 75. 
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the public expenses incurred for the advantage of 
the general body of tax payers'. In Montesqueu's 
opinion> , the revenues of the State are the portion 
of his property that each citizen gives in order to 
have security for the remainder, or to enjoy it in 
comfort.' In the view of the famous National 
Assembly of France, taxation is the ' common debt 
of all citizens, and the price .of the advantages that 
society affords them.' Similar is Proudhon's 
assertion that 'Taxation is an exchange in which 
the State gives services and the contributor,money'. 
And Mirabeau would have it, that' Taxation is 
only an. advance to obtain protection for social 
order!' * Even Adam Smith in the first of his 
famous maxims of taxation, specifically mentions 
this beneficial aspect of the state as being the 
motive or reason for the contribution of taxation 
by the subjects of the state. He says, 'The 
subjects of every State ought to contribute towards 
the support of the government, as nearly as 
possible in proportion to their respe:tive abilities; 
that is, in proportion to the> revenue which' they 
respectively enjoy under the protection of the 
State. The expense of government to the indivi· 
duals of a great nation is lik~the expense of 
management to the joint tenants of a great estate, 

• All these quotations are taken Crom Bastable's • Pub/it: Finana: 
.3rd edition Bk. ill. Chap. I. Sectiol' 4. 
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who are all obliged to contribute in proportion to 
their respective interests in the-estate.· Thus in 
all these views of taxation, we see that the benefit 
accruing to the community in whatever form froIl!
the state's services, has been considered as the 
real purpose of all imposts of taxation. 

The existence of the state being itself a matter 
of utility from the social point of view, taxati~n 
which is only required for the maintenance of the 
state and the carrying out of its governmental 
functions, cannot be regarded as having any other 
purpose than the' end and aim of the state itself. 
The justification of taxation therefore as represent
ing the price paid for the services of the state in 
return for the benefits received by the com
munity is substantially correct. Unless this view is 
accepted, it is difficult to understand both the 
object for which the state itself exists ~nd the 
purpose for which it levies its taxes. 

But this way of explaining taxation requires 
one qualification. lnough the purpose for which 
taxes are levied is the conferring of "good" on 
the community, taxation does not represent the' 
exact value of the 'good' conferred, nor is it the 
price for what is conferred. As we saw before, 
the state has other sources of revenue besides 

• Adam Smith· IVMltII ¢ Nalilmi Bk. V. Chap. vm. Pall. n. 



!H A NATIONAL SYSTEM OF TAXATION 

taxation, and it is quite possible that a develop
ment of such other sources may enable the state 
to dispense with taxation altogether and still be of 
full benefit to the community. Only when other 
sources of revenue are insufficient, to the extent of 
that insufficiency and no more, ought taxation tG 
be resorted to by the state. It is not therefore 
correct to say that taxation is exacdy the price of 
benefit received from the state. But one thing is 
clear, th?-t whatever taxation is levied, the purpose 
for which it is taken is and ought to be the 
conferring of benefit on the community, and to this 
extent the proposition is incontrovertible. 

There is however a special application of the 
benefit theory of taxation which is obviously incor
rect. It is said that the amount of tax which any indhi
dual will have to pay, should be so adjusted as tG 
be in proportion to the quantity of benefit which 
he actuaUy receives from the state. According to 
this theory the state is conceived to be something 
like a large joint stock company, in which the 
individual citizens are shareholders; and each 
citizen is imagined to denve from the acti\ities of 
this corporate institution a definite amount of 
profits in accordance with his investments in the 
enterprise of running the institution. Since the 
operations of government are not designed .tG 
yield a dividend in terms of actual money, the 
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profits are conceived of primarily as being some
thing in the nature of an intangible. but none the 
less appreciable and fairly calculable devidend; 
and as the most obvious functions of government 
consist in the protection of person and property, 
it is conceived that the quantum of benefit that 
each individual receives stands in a certain propor
tion to his wealth or income; and that taxes must 
therefore be deemed to represent nothing but 
periodical payments made . by the' individual in 
order to guarantee the continuance of his' profits 
in the huge joint stock enterprise in which he 
partakes.· The proposition thus stated enunciates 
a distributional principle of taxation which is 
untenable for the following reasons:-

In the first place, it ignores the fact that we 
just now noticed, namely that the quantity of 
benefit conferred by the state may have no relation 
whatever with the amount of tax paid, for the 
simple reason that the state has other sources of 
revenue which it equally utilises on behalf of the 
good of the community, and taxation is only the 
last resort where every other source of revenue 
fails, or is exhausted and proves insufficient. If 
the full expenditure of the state is met by taxation 
alone, perhaps the' benefit conferred' as a principle 
of distribution may have some force. But taxation 

• Seligman '£IN!';" TIUIIII;-' ('"hap. X. page 336. 
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<contributes. only a portion of the state's reve'; 
nues, and as we have already seen it is very 
possible for the state under a wise· administra~ 

tion to meet the whole of. its ouday from the 
non-tax revenue, and dispense· with taxation alto
gether. In such a case there will be no taxation 
.and still people will be receiving the benefits 
.of the existence and activities of the state 
under which they live. It will be therefore incorrect 
-to say that the quantity of benefit conferred should 
form the basis for the distribution of the tax
burden. In the second place,· even assuming that 
taxation IS the only source of revenue available 
for the state, the benefit conferred by it is so large 
.and general that any method of measuring or 
calculating it for the individual for the purpose of 
apportioning taxation in proportion to the benefit will 
be neither possible nor accurate. The benefit 
derived from the state is literally speaking, an 
·incalculable . and immeasurable good, having no 
dependance whatever on the amount of the tax 
paid. Nor is the benefit received conditional on 
the payment of tax or a result of paying it. Except 
in the cases of special assessments and fees where 
the allJount of the levy is more o~ less in proportion to 
the quantity of special b~nefitreceived, there is no as
certainable relation between taxes paid and benefits 
conferred. It is thus clear that any attempt to 
distribute taxation in proportion to benefit is 
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unrealisable in practice. Thirdlyand more impor
tandy the acceptance of the benefit theory as a basis 
for the distribution of taxation offends against the 
ultimate end and aim of the state itself. Taking 
the promotion of the· aggregate happiness of the 
community as the goal of all state existence and 
acti\ity, any attempt- to apportion the burden of 
taxation according to the benefit theory must 
ine,-itably stand in the way of the state realising 
its ultimate object. If, for example,_ we take into 
consideration the most important of its functions: 
namely national defence and the maintenaI).ce of 
law and order, the benefits which they- confer, 
may for the sake of simplicity be taken to be the 
same for rich and poor alike; in which case it will 
logically follow that the poorer should contribute 
as much as the richer man for the suppoJ1: of such 
work of government. But the happiness or 
satisfaction derivable from any given sum of money 
being greater for the poorer than for the richer 
man, any attempt to tax the poorer man, and every 
attempt to tax him equally with the richer man so 
as to make him pay the same sum as the other, 
will hinder the realisation of 'maximum aggregate 
happiness or satisfaction' which the state has to 
strive for. On this point more will be said later on. 
\Vhat we have to note here is that' benefit' 
cannot form the basis for any theory of distribution 

5 
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of taxation. But at the same time it is undeniable 
that the state is a beneficial institution, and that 
every tax that is paid goes towards the support of 
the state's activity. It will not therefore be 
incorrect to say that taxation is a contribution 
made for the .services of the public powers and that 
the purpose of its imposition is nothing but the 
conferring of I benefit' on the community. At any 
rate this is the view of the present writ,r. 

There is, however, another view with regard 
to the theory of the· justification of taxation which 
is held by some eminent writers on finance and 
politics, and which may even be said to govern the 
taxative policies of some of the modern states. 
According to this view, the state is considered an 
integral part of ourselves, to which all of us as 
members are bound to contribute. It is as much a 
necessary of our existence as other indispensable 
necessaries.' It is our duty to support the body 
politic as well as our own individual bodies. Our 
sense of civic duty and patriotism dittates to us as 
right-minded citi2.ens that we . ought to .contribute 
towards the state, if necessary, even to the injury 
of our health, and at the risk of our lives. No 
question of any return of benefit arises in connection 
with our payment of taxes. In the words of 
Professor Seligman II the state is as necessary to 
the individual as the air he breathes i unless he 
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reverts to stateless savagery and anarchy, he cannot 
live beyond its confines. His very action is condi
tioned by the fact of its existence. He does not 
choose the state, but is born into it; it is interwoven 
with the very fibres of his being; nay, in the last 
resort he gives to it his very life. To say that he 
supports the state only because it benefits him, is 
a narrow and selfish doctrine. \Ve pay taxes not 
because we get benefits from the state, but because 
it is as much our duty to support the state as to 
support ourselves or our family; because, in short 
the state is an integral part of us."· 

This view which is founded on the organic 
theory of the state. is eloquently expressed in the 
following passage taken from a German writer of 
eminence :f-" The work done by the state is not of 
a kind to be measured by economic standards. 
The ideal blessings brought by law and order, the 
tokens of the visible power of the State cannot be 
\·alued by their money's worth. It is impossible 
to compute in these terms the benefit which it is 
to be a Prussian, and to live under the protection 
of a Prussian State. The favourite saying that the 
state creates unembodied wealth makes no differ
ence to this truth, for it is only degrading to 
spiritual and intellectual labour to describe its 

• Seligman,. Elltl,' M TIUtIJiM, rage 73. 
t f>,,/i/iQ by HeiArich Von Treitshke Eog. Trans. Vol. n, pp.486-7. 



60 A NAtIONAL SYSTEM OF TAXATION 

result in these words. It would be admitted that 
Goethe's Tasso cannot fairly be so described. 
Where do we find the unembodied wealth which 
an unfortunate but an inevitable war brings to the 
state? \Vhat were the abstract value gained by 
France in 1870 and 1871? No more than a certain 
amount of self-knowledge at the most. Therefore 

. it is quite wrong to apply the same standards to the 
state, as we apply to private property. The indivi
dual tax-payer thinking only of himself and his 
private budget is justified in reckoning the taxes he 
pays among his costs of production, and in opining 
that the fewer taxes there are, the better; but the 
politician who surveys the state as a whole can by 
no means share this view; for him the question is 
not how much does the state do for each of its 
citizens, and how much has each one of them to 
pay back in proportion, because thi~ would iead to 
the conclusion that the pauper in the workhouse 
should contribute the most because· he owes the 
whole of his physical existence to the state. The 
person of private means on the .bthel" hand who 
only cuts the coupon off his foreign b~nds receives 
'\-ery little from the state, and would consequently 
be expected to pay very little. 

"This way of recko~ing is absolutely false. 
It is wrong to start with the idea that the citizen 
should repay the state through the taxes for benefits 
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he has received. The proper way of looking at it 
rather is that it is the duty of all citizens to contri~ 
bute according to their means towards the collective 
costs of administration. Because the state is the 
people legally united, it becomes both its right and 
its duty to draw upon the resources of its members 
for its own maintenance. In the last resort the. 
wealth of the nation is identical with the wealth 
of the state, and when two states are engaged in a 
life and death struggle, the national assets -decide 
practically which of the two can hold out the 
longest." 

The argument thus strongly advanced against 
any attempt towards the taxation of individuals 
according to benefit received from the state, does 
not however disturb the finding that every citizen 
receives from the state a real benefit for the tax he 
pays. Such a benefit may be 'above all price '; it 
mayor may not be capable of a money measure, 
but still the benefit is there. It may be that the 
state is the people legally united, and that it is its 
right and its duty to draw on the resources of its 
members for its own maintenance even to the 
ex~ent of making use of the whole wealth of the 
nation. But the State is nothing if it i~ not a 
ben.efit to the community which is the nation. If it 
can take away the entire wealth of its citizens it is 
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because such a course is necessary for the preserva
tion of the nation itself. Benefit to the community 
is the only justification for the existence of the state 
and but for this, it had better die. 

'This method of interpreting the purpose of 
taxation should not however be taken to lend any 
support to the benefit theory of taxation as a 
principle of distribution. For the individual tax
payer, taxation is certainly not a quid pro quo 
though from the point of view of the whole commu
nity it will not be incorrect to so regard it. 

Apart from its affording a justification for the 
imposition of taxation, an emphasis on the bene
ficial aspect of the State, as being the purpose of 
all taxation, will be useful in considering new tax' 
proposals. When it comes to a question of raising 
additional revenue by means of a further lexy, the 
matter that ought to require consideration shall be 
to know the object for which ..the ad~itional le'T, 
has to be imposed. If it is not to be for the good 
or benefit of the community then such"taxation is 
extremely objectionable, and ought to be avoided. 
If it is only to make up a general deficit, then the 
proper course is first to see whether or not it is 
possible to reduce a portion of the' expenditure by 
effecting economy 'in any direction in which the 
beneficial aspect of governmental expeitditure is 

>; 
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either absent or doubtfu1. Thus, though a con
sideration of the subject in this aspect belongs more 
to the study of the methods of expenditure than of 
raising revenue, it will be useful in all taxative 
proposals as a test that should be applied in judging 
the actual advantages that are expected to accrue 
(rom the utilisation of the ro!ve;tues sought to be new
lyobtained. It will be no justification to say that the 
state haS unrestricted right to draw on the resources 
of its citizens for satisfying its own financial require
ments. Every imposition of taxation must point 
to some good to accrue to the community from the 
expenditure of the revenues to be obtained by it. 
Otherwise the state has no right to impose th~ tax. 

All these remarks apply With special force to 
the case of British India. In a country governed 
by an alien power, the people cannot from any 
point of view, regard the government as part of 
themselves or as representing their interests. The 
absence of identity of interest between the rulers 
and the ruled gives special significance to the 
principle that the benefits to be derived from the 
state should be taken as the proper standard or 
criterion for the imposition of taxation as otherwise 
e\'ery attempt to impose a levy is liable to be 
condemned as oppressive and unreasonable. In a 
country with popular influence and control over its, 
government, the state being a representative of 
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popular oplJUon, the interests of the state 
cannot go against the interests of the community; 
and there is little chance for the activities of the 
state being directed in any manner not conducive 
to the welfare of the people themselves. \Vhere 
there is thus a general satisfaction with regard to 
the work of the state itself, the special conside
rations in respect of the imposition of taxation be-· 
come of minor importance. For there is a confi
dence created in the people that whatever ta.'C they 
pay will be utlised in a manner most conducive to 
their C?wn good. But irt"the case of a dependency 
like British India, there is always the danger of the 
dominant ruling power unduly sacrificing the inte
rests of the governed for benefiting the governors; 
and a consideration of ta.utive policies in their 
beneficial aspect has a real significance for such 
countries, while it is absent in self-governing 
communities. 

If we take the actual condition of the public 
finances of British India, we see a good portion of 
the revenues of the Government. being spent for 
purposes the benefit of which to the people is more 
than doubtfu1.'" There is further a perpetual fe~ 
that the interests of the country will be sacrificed 
to the interests of the ruling race. In a dependency 

• The disproportionately huge eXl'enditu re on the military in a C"ase 
in point. 
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therefore which, we take it, is held in trust by the 
foreign power that rules o,'er it for the time being, it 
is incumbent on the Government to be fully satisfied 
of the utility to the people accruing from any 
proposed taxation, before beginning to levy it; so 
that the imposition may not become unpopular and 
a breach of trust in the absence of a beneficial 
purpose. 



CHAPTER III 

DISTRIB.UTIONAL PRINCIPLES OF TAXATION 

Having thus discussed th.e purpose for which 
taxation is to be levied we shall now proceed to 
determine the distributional principles that should 
guide and govern' any imposition of taxation on 
individuals. With the growth of ideas of justice in 
financial'matters there has evolved in the history of 
public finance what is known. as the principle of 
equity in the distribution of the State's burdens. 
Viewed from the point of view of the tax-payer t 
nothing is more essential for a good and just 
government than an honest endeavour ,to achieve 
an equitable apportionment of the burden or 
sacrifice that its taxation imposes on individuals. 
In these days of democracy and popular influence 
over government, the desire for the improvement 
of the general well-being of the members composing 
the community has given special prominence to the 
principle of equality in taxation as a mode of 
achieving that end; and it may now be said to be 
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the ruling distributional principle of taxation in 
most modem states. It cannot be d~nied that in 
reforming or regulating its taxation or introducing 
new taxes, exclusive adherence by a government 
to the aspect of productivity alone, that is to saYt 
to the matter of the yield of revenue, may be 
capable of leading to much injustice and unfair 
treatment of individuals, not to speak of the dis
astrous economic consequences that might even 
follow from it in some cases, to the members of. the 
community either collectively or individually. 
Though the prime object of a tax is the raising of 
revenue, no good finance minister can ignore its 
larger effects on the members of the community. 
It will be his solemn duty to choose such taxes as 
will satisfy all or most of the accepted canons of 
ta.'"(ation, instead of resorting to expedients, solely 
guided by the principle of productivity. The only 
thing that is essential for the successful working of 
any human institution is t'he support or at least the 
absence of opposition on the side of popular 
OplnIOn. As Professor Bastable points out • , the 
prevalence of even- an unfounded belief that the 
public burdens are not fairly divided among the 
different classes and individual members of a 
60ciety, is a seriously disturbing force. Finance 
touches on the domain of politics, and no method 
• Ba>t" hie I'IIQI;~ Fillnnee, JIIrd Editi on B k. III Chapler III S. 1 page 297 
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of fisc3.1 administration, however suc~essful in other 
respects, can be worthy of approval, unless it seeks, 

. so far as existing conditions allow to realise the 
idea "of an equitable distribution of the publi~ 

charges. The establishment of general principles~ 
on this point for the guidance of financial policy" 
arid their recognition by the people in general are 
so eminently desirable, that the inyestigation of the 
grounds on which taxation should be distributed. 
is a work of utility in the narrowest practical sense.' 
Thus from the point of view of practical politics 
also it is eminently desirable that the important 
principle of' justice' besides mere fiscal expediency 
should gt?de taxative policies. Every tax and 
every system of taxes should be just, and not only 
just, but must be recognised as such, by the genera
lity of those who submit to the same. 

While thus the principle of what may be 
termed 'justice' or 'equity' has come to be 
recognised as the accepted, and is in fact the 
prevailing principle of distribution of the ta.'{
burdens, there is being pushed to the fore-front of 
our studies a new and more comprehensive principle 
of distribution which is sure to become the sole 
determining factor of taxative policies with the 
growth and prevalence of ideas of socialism, and a 
better understanding of the conditions of social 
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~ell- being. This principle concerns and is largely 
based upon the objects for which the state 
itself exists. It will be admitted by all people that 
the ultimate end and aim of every state is ' good 
government! If we mean by 'good government ~ 
the promotion of the happiness or well-being, both 
collective and individual, of the members composing 
the community, -we get a basis from which to 
deduce the principles that should govern taxative 
policies. Every tax and every system of taxes 
should be so contrived as to be least detrimental, 
and wherever possible most conducive to the 
achie\-ement of this fundamental aim of the state. 

It must howeve"r be remembered that taxation 
is necessarily a deduction from the material 
resources of the individual members, and as such 
operates as a curtailing {actor of individual happi
ness or well-being. At any rate this is its direct 
and ob\-ious result, immediately flowing from its 
operation_ ~ \Ve have therefore to see how taxation 
can be imposed with the least detriment to the 
welfare or happiness of the members within the 
state. 

In this connection there is another point a1s() 
b be noted. Taxation by itself is only a means 
to an end, and not an end in itself. Apart from its 
purpose of meeting the expenditure of the state~ 
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taxation has no other aim. It logically follows and 
is clear therefore that the object for which the state 
itself exists must form the basis f<?r any valid theory 
of taxation. For if any tax were to be imposed in 
any manner detrimental to the purpose of the 
state's existence, the state will be defeating its own 
end. At the same time, any tax that furthers its 
purpose, even though it may do so only indirectly by 
its effect, will have a double advantage, in that, 
while serving"as a means of supplying the wants of 
the state, it helps also to" the achievement and 
realiza~on of its ultimate aim. \Ve have thus to 
-determine a proper system of taxation in the light 
of ' Good Government' as the end and aim of all 
state activity. 

. -
We shall first consider the subject from the 

point of view of 'justice.' Viewed from this stand
point, it is widely recognised that taxation - should 
be equal, that is to say, the burden t.ltat i,s imposed 
by taxation should be evenly distributed among the 
members of the community. The problem there
fore reduces itself to the question how to achieve 
'equality of taxation.' 

The term 'equality' however is capable of 
"different interpretations and requires explanation 
-with reference to our present discussion. We ~ay 
-not mean by , equality of taxation' a mere division of 
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of the sum total of the taxes to be paid by the 
number of members within the state. For such an 
apportionment will be regarded by every one as 
~xtremel)t unfair and unequal, in view of the fact 
that the capacity of individuals to bear the tax
burden depends on the strength of the material 
resources which they possess and on their earning 
power. If each person is asked to pay the same 
amount ot tax, irrespective of his ability to pay, 
there will be not only no equality of distribution, but 
obviously the greatest inequality. But nobody in 
modern times interprets the term in this sense. 
Equality of taxation is. more generally t<i.ken to 
mean proportional equality of some kind. The 
view that each person must help the state in pro
.portion to his ability to help himself, is the common 
form in which it is expressed. It is embodied in 
the first of Adam Smith's classical maxims that 'the 
~ubjects of every State ought to contribute to the 
support or the Government as nearly as possible in 
proportion to their respective abilities.' But this 
principle of pure proportional equality though 
simple and easy of application, is not however 
capable of bringing about a just distribution of the 
public burden. 

With the growth of modern economic know
ledge, and the application to the economic aspects 
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and conditions of human life, of what is known as 
the 'law of sa~able wants or diminishing utility,' the 
principle of equality of taxation has be~n interpreted 
to signify quite a different meaning, in order t() 
realise the ends of justice in the matfer of the 
distribution of taxation. This calls for some 
explanation. 

The law of satiable wants or diminishing 
utility which is based on· our observation of a· 
fundamental tendency of human nature, has been 
stated and explained by Dr. Marshall thus:-"The 
total utility of a thing to anyone (that is, the total 
benefit or other pleasure it }ields him), increases 
with every increase in his stock of it, but not as fast 

. as his stock increases. If his stock of it increases 
at a uniform rate, the benefit derived from it 
increases at a diminishing rate. In other words the 
additional benefit which a person derives from a 
given increase of his stock of a thing, diminishes 
with ev~ryincreasein the stock that he cilready has. 

That part of the thing which he is only just 
induced to purchase· may be called his marginal 

pU1'c!taSe; because he is on the margin of doubt 
whether it is wo'rth his while to increase the outlay 
required to obtain it. And the utility of his margi
nal purchase may be called the marginal utilitY of 
the thing to hini~ Or, if instead of buying it, he 
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makes the thing himself, then its marginal utility is 
the utility of that part which he thinks it only just 
worth his while to make. And thus the law just 
given may be worded :-

The marginal utility of a thing to anyone 
diminishes with every increase in the amount of it 
he aJready has."· 

There are two points here to note. First the 

greater the quantity <?f a thing which a person has, 
the larger is its total utility to him. This is clear 
and easily perceivable. Secondly, every increase 
in the quantity of the thing which he has adds a 
less than proportionate amount of utility to him, 
when compared to the utility of the last previous 
addition of quantity. That is to say, the utility of 
every additional quantity of a thing to anyone is 
smaller than the utility of any portion of the previ
ous stock. To express the same in another way, 
the greater the abundance of a thing with any 
person, the less is the utility of any portion of it to 
him, and the less intense is his desire for further 
increments of the thing. 

Now an application of this doctrine of ~imini4 
shing utility to the possession of material resources 
or wealth or its general representative' money,' 

• ~(ar.ban • Priff&iplu of E_",ia' Sixth Edition Bk. 3 Cli. m. 
~ 1. pag~. 93. 
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establishes two propositions (1) that the richer a 
man becomes the less is the value or utility to him 
of every rupee-"alue of those things which he has ; 
and (2) that of two men, one rich~r and the ether 
poorer, the richer man attaches less value to a. 
rupee and derives less pleasure or satisfaction from 
the possession of the same than the poorer 
man does. 

The reason for this tendency of human nature 
~s well e.xplained by Dr. Marshall himself in a 
passage which may be quoted it Next we m\:st 
take account of the fact that u stronger incentive 
will ~e required to induce a person to pay a gh'en 
price for anything if he is poor than if he is rich. 
A shilling is the measure of less ple.'\Sure or satis
faction of any kind, to a rich man than to a poor 
one. A rich man inldoubt whether to spend a 
shilling on a single cigar, is weighing against one 
another smaller pleasures than a poor man, who is 
doubtful whether to:spend a shilling on n supply of 
tobacco that wi11l last him for ,a month. The clerk 
with £ 100 a:year,:will walk to business in a much 
heavier rain than the clerk with £ 300 a year; for 
a three-penny omnibus fare measures a greater 
benefit to the poorer man than to the richer. If the 
poorer man spends the money, he will suffer more 
from the want of it afterwards than the richer would 
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The benefit that is measured in the poorer man's 
mind by three-pence is greater than that measured 
by it in the richer man's mind."· Again" the richer 
a man becomes ~e less is the marginal "iItility of 
money to him; every increase in his resources 
increases the price which he is willing to pay for 
any given benefit. And in the same way every diminu
tion of his resources increases the marginal utility 
of money to him and .diminishes the price that 
he is willing to pay for any ghoen benefit."t 

Thus the amount of pleasure or satisfaction 
represented by the same sum of money will. differ 
to different persons, and under different circum
.stances. Though even to the same person a rupee 
may measure a greater pleasure or satisfaction at 
one time than at another, owing to variations in 
his sensibility or habit or other circumstance, and 
though in considering particular cases it may not 
be safe to say that any two persons with equal in
comes derive equal benefit from its use or posses
sion or feel for the loss of a given sum of money to 
an equal extent, yet when we take into account larg~ 
numbers of people, these personal peculiarities and 
differences that characterise individuals can be 
jgnored as counter-balancing' with one another; 

• Manhall'Priltdl1u 6f E_1IIiu' Book 1. Ch. U s. 1 page 19. 
t Manhall' PriIuipIu 6f E-ui Book ill. Ch. ill. S. 3. page 96.: 
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and we may presume for our general studies~and 
our presumption will not be far from the truth, tha.t 
. people with equal amounts of money derive the 
same pleasure or benefit, or feel for its loss to the 
same degree, and that the same person will attach· 
more or less value or inportance to- a given sum of 
money, according as money with him is dear or 
plentiful. That i; to say, a rupee is the measure of 
less pleasure or satisfaction to a person if he is rich 
than if he is poor, and to a rich man than to a poor 
person. That is to say, the richer a man becomes 
the less is the value which he attaches to every 

. rupee in his possession and vice versa. The law of 

. diminishing utility" with reference to wealth in 
general (including all its kinds) may now be briefly 
stated thus :-The utility to anyone of every rupee 
value that he has, diminishes with every increase 
in his stock of wealth, and increases with every 
diminution in such stoCK. 

Now human nature being normally the same. 
or at any rate more or less the same, when we 
take the averages of large numbers of people, the 
same law applies to our consideration also of 
groups of persons, whether under th"e same or 
different circumstances. The chief motives to all 
human action in the ordinary business of life being 

0" supplied by definite amounts of money, we may 
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fairly presume that tiuman beings in general are 
affected more or less in the same way as one ano
ther with regard to any material circumstance 
affecting their daily life. In considering social pro
blems with reference to large numbers of people, 
it will be ordinarily correct to say that persons 
with equal incomes will derive eq~a1 pleasure from 
its use or suffer equal pain from its loss and the 
strength of the incentive supplied by any sum of 
money will move them to action more or less the 
same way. In explanation hereof, we cannot help 
(]uoting Dr, Marshall again who says:-" If we take 
averages sufficiently broad to cause the personal 
peculiarities 01 individuals to counter balance one 
another, the money which people of equal incomes 
will give to obtain a benefit or avoid an injury is a 
good measure of the benefit or injury. If there are 
a thousand persons living in Sheffield, and another 
thousand in Leeds, each with about a £ 100 a year 
and a tax of £ 1 is levied on all of them, we may 
be sure that the Joss of pleasure or other injury 
which the ta.x will' ca.use in Sheffield is of about 
equal importance with that which it will cause in 
Leeds, and anything that increased all the incomes 
by £ 1 would give command over equivalent 
pleasures and other benefits in the two towns~ 

This probability becomes greater still if all of them 
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nre adult males engaged in the same trade; nnd' 
therefore presumably somewhat similar in sensibi-' 
Ihy and temperament, in taste nnd education. Nor 
is the probability much diminished, if we take the 
family as our unit, and compare the loss of pleasure, 
that results from diminishing by £ 1 the income of 
each of a thousnnd families with incomes of £ 100 
a year in the two places.· 

Again II if we know for instnnce that a bnnk 
failure has taken £ 200,000 from the people of 
Leeds, and £ 100,000 from those of Sheffield we 
may fairly assume that the suffering caused in 
Leeds has been about twice as great as in Sheffield; 
unless indeed we have some special renson for 
believing that the shnreholders of the bank in the 
one town were a richer clnss thnn tnose in the 
other; or thnt the loss of employment caused by it 
pressed in uneven proportions on the working 
classes in the two towns, By far the gTeater 
number of the events with which economics deals 
affect in about equnl proportions all the different 
classes of society; so thnt if the money measures 
of the happiness caused by two events are equal. it 
is reasonable and in accordance with common 
usnge to regard the amounts of the happiness in 
the two cases as equivalent. And further ns moner 

• MArshAll 'l'd"ritll~ p/ l!'t<.,,_lu· nook I. {'II. n. ~. 2, I';\j:. 18-19 
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is likely to be turned to the higher . uses of life in 
about equal proportions, by 'any two large 
"groups of people taken without special bias, from 
any two parts of the \Vestern world, there is even 
some Inina faqe probability that equal additions 
to their material resources will make about equal 
additions to the fulness of life, and the true pro
gress of the human race ... • 

\Ve see from the foregoing explanation of the 
L'lw of diminishing utility in its application to the 
possession of wealth by individuals that mC?n with 
equal incomes may be said to derive equal pleasure 
or benefit from its possession or use. It necessarily 
follows from this also, as we have already observed, 
that the happiness which a poor person derives 
from a given sum of money is greater than that 
deri,"ed by a rich person. For the rich person is 
not so much in need of the money as the poor one, 
and if he spends it out, he will not suffer so much 
from the want of it afterwards as the other. 

\Ve shall now apply these considerations to 
the problem of the distribution of taxation. Looked 
at from the stand-point of the law of diminishing 
utility, it will be seen that a deduction by way of 
taxation, of a rupee from an income of Rs.l00/
will inflict a greater pain on the individual con~ 

• lIaR""" 'r,-;,uiplu tlf E_",w' Book I. Ch. ll. S. 2. page 19-20_ 
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cemed than a deduction of two rupees from an 
income of Rs. 200/- For a rupee to the first man 
measures a greater utility to him than Rs. 2/- to 
the second man. This follows from the applica
tion of the taw of diminishing utility which has 
been explained at some length in the foregoing 
paragraphs. According to the law of diminishing 
utility, it will be remembered, the utility of every 
rupee unit of income diminishes with every increase 
in the amount of income. And if this be so, it 
mathematically follows that a levy of one rupee on 
the first man imposes a greater sacrifice on him 
than a levy of two rupees on the second. In which 
case, mere proportional equality in the amount of 
tax levied is not, in spite of its being a seemingly 
just distribution of the burden, equality in the real 
sense of the amount of enjoyment or benefit 
sacrificed. That is to say, there is no equality of the 
pressure of taxation, the pain of sacrifice caused to 
the first man being greater than that caused to the 
second. 

We shall also explain. the position by means 
of an arithmetical illustration. For our present 
purpose we shall not complicate the situation by 
attempting to qualify the law of diminishing utility, 
in relation to the minimum income required for 
ubsistence; we shall have occasion later 011 to 
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consider that subject in detail. It may now be 
assumed that the utility of income diminishes with 
every successive addition ofRs. 1,000 as follows :-

For the first Rs. 1,000 the average utility 

" 
" 
" and so on. 

second Rs. 1,000 
third Rs. 1,000 
fourth Rs. 1,000 

" 
" 
" 

is 1,000 units 
950 " 
880 " 
780 " 

Now according to the law of diminishing 
utility, this only means that the second thousand 
rupees gives only 950 units of benefit, the third 880 
and the fourth 780. That is to say, if the same 
person has his income increased by thousands as 
above, the utility to him of each successive addition 
will be less than that of the previous addition. 
If instead of the same person having his income 
increased, four different persons have four different 
kinds of income Rs. 1,000, Rs. 2,000, Rs. 3,000 
and Rs. 4,000, then the utility of his total income to 
each will be only 1,000 units in the first case, 1,000 
plus 950 or 1,950 units in the second, 1,000 plus 
950 plus 880 or 2830 units in the third and 1,000 
plus 950 plus 880 plus 780 or 3,610 units in the 
fourth. Now supposing that a proportional tax of 
5%is levied on these incomes, the first will pay: 
Rs. 50, the second Rs. 100, the third Rs. 150 and 
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the fourth Rs. 200. But if· we calculate these 
payments on the basis of the units of enjoyment 
sacrificed by each. we get the following results :- -

The first man pays 50 units. 
100 X 1950 

The second pays or 97% " 
2000 

150 X 2830 
The third pays or 141% " 

3000 
200 X 3610 

The fourth pays or 180% " 
4000 

It will be seen from this that the sacrifice or 
loss of enjoyment for the four persons, far f9t].n 
being equal, is greatly unequal, the burden of 
sacrifice on the part' of the richer being lighter than 
that on the poorer. If equality of taxation has to 
be achieved, then if the first man pays Rs. 50, 

. 100 X 2000 
the second will have to pay or 

1950 
150 X 3000 

Rs. 102-9-0; the third or Rs. 155-7-7. 
2830 

200 X 4000 
and the fourth or Rs. 221-9-8. 

3610 
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Thus it is· clear that equality of taxation can. 
really be achieved only when there is an equal 
distribution of the tax burden by eac~ being made 
to bear equal sacrifice of enjoyment.· This cannot 
however be effected by mere proportional taxation,. 
which according to the law of dimin~hing utility 
fails to achieve that result. \Ve are thus led to 
consider what is called the progressive taxation of 
incomes, under which the rates of tax le\ied are 
graduated on a rising scale according as incomes are 
rising high. This is essentially based on the 
principle of diminishing utility as applied to incomes 
of indh'iduals. Of course, the rate of diminution 
of unit-utility, which follows the increments. in 
quantity is indeed unknown, and what we have 
taken in the above illustration is quite arbitrary_ 
But the fact that. unit-utility diminishes with every 
increase in income is und~niable : and whatever 
illustration we take on that basis, will lead to the 
same result, namely progressive taxation, increasing 
for higher incomes. Though the rates of progres
sion must necessarily be unknown, the case for 
some kind of progressive and not mere proportional 
taxation is clear and indisputable. 

This, from the point of ,"iew of 'justice and 
equity' as a principle of distribution. It· will 
howe\"er be seen from our study of I good govem-
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ment' as ~ffording a basis for purposes of taxation 

that the case for progression and that in a steep 
form gains greater strength on that basi~; 

We shall now pass on to consider the distribu
tion of taxation from the standpoint of ' good 
government.' Good government., as we have 
already seen, means a gmernment the object o£ 
which is the furtherance of the general happiness 
.or well-being of the members of the community, or 
to use the familiar Benthamite expression, the 
promotion of the greatest happiness of the greatest 

number. Viewed in this aspect, taxation has to be 
-distributed not merely on the basis of justice but in 

such a manner as to achieve the greatest happiness 
for the community. 

Happiness is a wide term and may be taken as 
synonymous with well-being or good liv·ing, and in
cludes within it all kinds of satisfaction which human 
beings are capable of; and every pleasurable sensa
tion is happiness in this sense. ·But pleasures which 
are obviously base and ignoble and which, by the 
general COfl')ensus of opinion ought not to be in
dulged in by any person either for physical, mental 
moral or social reasons, are excluded from our 
~onsideration of happiness, true well-being or good 
living consisting in a prohibition of such indulgence. 
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Now human wants and desires being ~ountless: 
in number and very varied in kind, the happiness 
of human beings depends on the satisfaction of 
those wants and desires, which in its turn depends 
on a variety of circumstances such as the possession 
and use of material wealth, family affection, social 
intercourse, religion, service, freedon and imagina
tion. But generally speaking, in ordinary life, 
nothing contributes so largely or regularly for the 
attainment of human happiness as the command 
over material wealth. For wealth or its represen
tative ' money' being general purchasing power, it 
is sought as a 'means to all kinds of ends, high as 
well as low, spiritual as well as material'. The 
following passage taken from Dr. Marshall will 
show how important· is wealth for human well
being or happiness and how much misery and 
degradation poverty causes. ' And very often the 
influence exerted on a person'schar~cter by the 
amount of his income is hardly less, if it is less, 
than that:exerted by the way in which it is earned. 
It may make little difference to the fulness of life of 
a family whether its yearly income is £ 1,000 or
£ 5,000; but it makes a very great difference 
whether the income is £ 30 or £ 150; for with 
£ 150 the family has, with £ 30 it has not, the 
material conditions of a complete life. It is true 
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-that in religion, in the family affection.s ,.and in 
friendship even the poor may find. scop~ for 
many of those faculties which .. are the· sources of 
the highest happiness. But the conditions. which 
surtoun~ extreme poverty, .especially ~ densely 
crowded places, tend to deaden the higher faculties. 
Those who have been called the Residuum of our 
large towns have litde opportunity ·for"friendship, 
they know nothing of the decencies and the" quiet, 
and very litde even of the unity of family life; and 
religion often fails t.o reach them. No doubt their 
physical, mental and moral ill-health is pardy due 
to other causes than poverty, but this is the chief 
cause. 

'And in addition to the Residuum there are 
vast numbers of people both in town and. country 
. who are brought up with insufficient food, clothing 
and house-room, whose education is broken off early 
in order that they may go to work for wages, who 
therefore are engaged d~ring long hours in exhaus
ting toil with imperfecdy nourished bodies and have 
therefore no chance of developing their higher 
mental faculties. Their life is not necessarily 
unhealthy or unhappy. Rejoicing in their affections 
towards God and man, and perhaps even possessing 
some natural refinement of feeling they may lead 
lives that are far less incomplete than those of many 
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who ha~'e more material wealth. But, for all that, 
their .pro,,.erty is a gre~t and almost unmixed evil to 
them. Even when. they are well, their weariness 
often amounts to pain, while their pleasures are 
few; and ,when sickness comes the suffering caused 
by poverty increases tenfold. And though a 
c"ntented spirit may go far towards reconciling 
them t.o these evils there are others to which it 
ought not to reconcile them. Over- 'worked and 
under-taught, weary and care-worn, without quiet 
and without leisure, they have no chance of making 
the best of their mental faculties'· Tlius it is clear 
that the attainment and use of material wealth have 
an important bearing on the well-being and happi
ness of man. 

" 

Now from the point of view of 'good govern-
ment,' if the state should further- the happiness of 
its members, it can do so in nriQ~s ways by 
developing their virtue and intelligence as well as 
by adding to their material resources. In whatever 
way it adds to their happiness, by such addition it 
will be realising the end and aim of its own 
exis~nce. \Ve have now to see whether and how 
far the state can realise its aim of promoting good 
go,'ernment by means of its taxative policies. 

• ~nball 'Pr;.djlu if ~ Book I c:h. I. S., L page z.:a 
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But with regard to taxation the action of the 
state has to be viewed in two aspects. In its posi
the aspect the state can confer real happiness on.its 
people by so framing its taxative policy as to afford 
the best opportunity for the development of the 
virtue and intelligence as well as the material condi
tions necesssary for making their lives truly happy. It 
can in particular hinder by heavy import and excise 
taxation the baser forms of consumption, develop 
by customs duties the productive forees of the 
country and impose a levy on every luxury of life. 
In these and numerous other ways, the state can 
by positive methods of taxation improve the mental,_ 
moral and physical well-being of its people. 

More important than this is the negative 
aspect of taxation. \Ve have already see~ that the 
effect of taxation is the ~ compulsory taking away 
of so much wealth from individual enjoyment and 
use, for which there is no ·direct and specific return 
of benefit made to the individuals by the state. In 
connection with the state's taxative policies we 
have therefore to consider not so much the 
promotion of happiness . (which is possible only 
under certain given circumstances) as the possibility 
of reducing the tax ,.burden in such a manner as te> 
inflict the least' sacrifice on the members of the 
community. Taxation being essentially a sacrifice 
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from the point of "iew of the ta..~-payer, the state 
aiming at conferring good government on its 
people, ought to make that sacrifice a minimum. 

This principle of least or minimum sacrifice, in 
its application to the distribution of ta..~ation, is 
capable of two different interpretations. In the' 
first place it may mean 'least individual sacrifice " 
that is to say, least sacrifice individually to each 
and every member composing the community. 
According'to this, iew, the sacrifice inflicted on each 
citizen should be the minimum necessary for the 
state; no one should be made to bear a greater than 
the least sacrifice that is required of him. It is clear 
that this can be achieved only by making all the 
members bear equal sacrifice, in proportion to the 
strength of their resOl!-rces. For otherwise some 
will be pressed more than others, and there will be 
no minimum sacrifice of enjoyment or benefit on 
the part of each. From this it follows that, under 
this interpretation of the principle of least or 
minimum sacrifice, each person should be made to 
contribute to the state a sum of money the loss of 
utility of which to him must bear the same ratio as 
the loss of utility to others caused by their like 
contribution. It was seen in a preceding paragraph 
that mere proportional equality of taxation will be 
really inequality, in as much as it w~uld press more 

6 
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heavily on the poorer than on the ,richer, and that 
therefore progressive rates of taxation with _ a 
graduated scale rising for higher incomes will be the 
only means of achieving equality of taxation. If that 
be so according to the reas,ot;ling: in that paragraph 
the principle of least sacrifice, which means only 

'equal sacrifice' must also point not ,to proportional 
but to progressive taxatioit. in the earlier paragraph 
we based progressive taxation on the theory of 
'justice '; here we find it supported by the theory 
of 'minimum individual sacrifice'. Thus viewing 
either on the principle of justice and equity, or of 
minimum individual sacrifice "(the negative aspect 
of miximum individual happiness) consIdered as 
part of good government, we get at the same result, 
namely the distribution of taxation on a progressive 
scale. 

The other interpretation of 'minimum, sacrifice' 
is based on the organic theory of the state and the 
social and colletrtive rather than the indhidual im l 
portance Of human life. According tothis view, the 
state is an organic .whole in which the nation is 
considered to be. everything and the individual 
important onlya~ a member of it; and consequently 
the state is not so much to care for maximum 
individual happiness,' as for the total happiness of 
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the members of the community taken collectively.* 
Conversely miriimum sacrifice is taken to be not 
• minimum individual sacrifice' but minimum aggre
gate sacrifice, that is to say, minimum sacrifice from 
the point of view of the community taken as a 
whole. ,From this it may result that some members 
incur a greater sacrifice than others, and some 
others no sacrifice at all. What the State is con
cerned with is that the total sacrifice which it 
imposes on the community should be the minimum 
unavoidable. The promotion of m~mum aggre
gate happiness and the infliction of minimum 
aggregate sacrifice are the essence. of all good 
government. As we' have already indicat~d, it 
may be that the state can also promote the 
happiness of its members in various ways other 
than by adding to their material resour~es. It may 
be that the happiness which is realised by indivi
duals in those other respects may vary for them in 
different degrees and under varying conditions. 
And it may also possibly be that the influence on 
their material happiness, exerted by the increase 
or diminution in the material requisites of their 

• .. We are memben one of another. No man liveth to himself alone. 
I( an)'. even the humblest is made to luffer the whole community and every 
One of us, whether or not we recogru.e the fact. is thereby injured. 

,Generation aiter ~neration this has been the comer-stone of the {ailQ 
of 4~bonr. It .. ill be the guiding principle of any Lahour Government" 

! Lahour and the New Social Order, under the sub-heading the Universal 
~ Enforcement of a National Minimnm. 

t 
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well being may not necessarily increase or diminish 
as the case may be, the sum total of the happiness 
of the individuals concerned. That is to say, it 
may be possible that the happiness of an individual 
derived from his lise of material resources may not 
be great, but he may be deriving, at the same time, 
a large amount of happiness conducive to his well 
being from, say, his religious activities, or from 
friendship or from his family relations or by render
ing social service. So that to judge of maximum 
happiness as determined merely by the material 
requisites of well being may not lead to correct 
results. There is some truth in this argument, but 
in as much as we do not take into consideration, 
the other circumstances and conditions of happiness 
in any individual case, we may take it that the 
happiness accruing from the other sources, is in all 
cases equal or at any rate not unequal so as to 
disturb the results of our present inq~liry. Further 
as we saw before, well-being whether physicai, 
mental, or moral, depends in this world chiefly on 
the acquisition and lise of material resources, and 
the worst evils are the result of poverty. As 
Dr. Marshall rightly points out in passages already 
quoted, money or the command over material 
wealth is general purchasing power, and is 'sought 
as a means to? all kinds of ends, high as well as low, 
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spiritual as well as material.' 'It is true that in 
religion, in the family affections and in friendship 
even the poor may find scope for many of those 
faculties which are the source of the highest 
happiness. But the conditions which surround ex
treme poverty .. · .. ·tend to deaden the higher facul
ties. Those who have been called the Residuum of 
our large towns have little opportunity for friend
ship; they know nothing of the decencies and the 
quiet, and very little even of the unity of family 
life; and religion often fails to reach them. No 
doubt their physical, mental and moral ill health 
is partly due to other causes than poverty; but this 
is the chief cause.· Thus human happiness depend
ing to a very large extent on the command over 
material wealth, it follows that even the other 
sources of happiness fail the poor, and that their 
happiness from these other sources also is con
sequently small. It is therefore evident that the 
assumption which we make in respect of happiness 
derivable from such other sources namely, that alA 
will be equally happy in other respects-is itself 
too strong a presumption against the poorer classes, 
and will strengthen rather than weaken the results 
of our present enquiry. 

Now judged on the application of the theory 
of diminishing utility, the doctrine of maximum 

• SH pag"" ~ supra. 
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aggregate happiness as the essence of good 
government wi11lead.to this result; if the existing 
distribution of .incomes can be so altered as to 
effect an equal distribution of them among all the 
members of the society, happiness can be prima 
facie increased to its maximum limit. This 
mathematically follows from the ·application ot 
the law of dimishing utility. For it is clear that 
the richer from whom that portion of their riches 
in excess of the equality limit is confiscated, do 
not lose as much utility as what is derived by those 
who being poorer below that limit are enriched up 
to the equality limit, in the redistribution. That is 

to say, there is a net gain of utility, looked at from 
the standpoint of the whole community, if a portion 

. of the properties of the richer is taken from them 
and given to the poorer. 

This result which 'is a logical consequence of 
the doctrine of maximum aggregate happiness, 
based on the diminishing utility theory, is fervently 
a.dvocated by extreme socialists as the indication 
of a better social order and, the goal of human 
evolution. There are howev.er very strong .conside 
rations, political and moral and economic, which 
far out-weigh the possible advantages that might 
be derived from this course; and these must be 
considered deepiy before any attempt is made to 
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translate this logical doctrine into a principle of 
practical pealicy. A confiscation of that portion of 
the incomes of individuals which is. above a certain 
level, will have the:effecf of deadening the energies 
of mankind and arrest progress. A reflection on 
the history of economic progress up to the present 
time will show that "nearly all the innumerable 
inventions that have gi"en us our command over 
nature has been made by independent workers." * 
The consciousness that whatever one earns and 
saves will be his own private property, and at his 
own complete disposal" has always stimulated 
human action and is responsible more than anything 
else for human progress in the past. An equal 
distribution of the earnings of .individuals must 
inevitably check the whole-hearted de"otion of 
individuals to the means and methods by which 
they could increase their earnings, and thereby 
their wealth. If it be known that a man's income 
or wealth above a certain limit, will be confiscated 
by the State or redistributed to others, he will have 
no incentive to devote any portion of his energies 
to the earning of any wealth' beyond that limit. 
The result will be that human genius and ability 
will not have full scope to develop, and economic 
progress will be arrested, to the great detriment 

• Manhall .. Principia Df Etxmtmliu" Sixth Edition Book vr. 
Ch.pter Xlii S. 11. page 712. 
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and deterioration of mankind. As J. A. Hobson 
points out "In a state of society where endea
vours are made to infringe this right (he refers to 
the right of every individual to the natural pro
perty of his. own effort) the result is a restriction of 
productive energy given out and the consequent 
diminution of the fux;tctional activity of the pro
ducer, an impairment of vitality, and of incentive 
to development. Man desires not merely to live, 
but to live more abundantly; and for that end will. 
undergo increased effort. But where more abun4~t 
life is not 'secured, nature withholds the eff~rt; 
under such conditions torpor sets in, activity be 
comes inured to a low routine, and soon the very 
possibility of pro~ress disappears by ~trophy of the 
will and the intelligence." *, Thus the resources 
mental, moral, physical and material necessary for 
acquiring m,an's further .command over nature, 
will be put to the risk of decay. Economic pro
gress depends Oll the free development of human 
energies; and the st~adiest motive for human 
action in the ordinary business of life being 
supplied by the desire for money, any limitation 
put on such desire mu!!t inevitably impede ~nd 
discourage such action. Any redistribution there-

fore, of wealth or income so as to achieve an equal 
• "The SQda/ Problem" by J. A. Hobson. page 106. 
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distribution will have disastrous economic conse

quences of a very serious nature far out-weighing 
the temporary advantages that may result from any 
such equal distribution. \Ve have therefore to 

. reject the equal distribution of wealth as a criterion 
or condition of good government. 

But it is undeniable from the social point of 
"iew that maximum aggregate happiness as the 
real aim of all good government ought to be 
striven after by every state, and every attempt 
that is made for reducing the inequalities of wealth, 
without at the same time discouraging individual 
effort to the fullest extent is a real gain to the 
community. Though it will be a great evil to 
attempt at levelling or limiting individual incomes 
or properties, there is absolutely no justification for 
the inequalities that exist under the existing order 
of society, and every means ought to be employed to 
reduce them as far as possible, caution being taken 
only against the adoption of any means which will 
haye the effect of sapping the incentive to free 
individual effort. That the existing inequalities 
h~l\·e no justification will be seen feom a passage 
from Dr. Marshall, who though a cautious student 
of economics, is always alive to the progress of 
thought and never palters with truth. After survey
ing the economic and social perils of collectionism 
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and noticing that the existing inequalities of wealth 
are often exaggerated he goes on to say, H But 
this cautious attitude does not imply acquiescence 
in the present inequalities ot wealth. The drift of 
economic science during many generations has 
been ",ith increasing force towards the belief that 
there is no real necessity and therefore no moral 
justification for extreme poverty side by side with 
great wealth. The inequalities of wealth though 
less than they are often represented to be, are a 
flaw in our economic organisation. Any diminution 
of them which can be attained by means that would 
not sap the springs of free initiative and strength 
of character, and would not therefore check the 
growth of lle national dividend would seem to be 
a clear social gain. Though arithmetic warns us 
that it is impossible to raise all earnings beyond the 
level already reached by specially well-to-do artisan 
families, it is certainly desirable that those who are 
below that level should be raised, even at the 
expense of lowering in some degree those who are 
above it."· 

It will be seen from this that inequality of 
wealth is in itself an e,il, and every cautious 
attempt to reduce it "ill be towards a net social 
gain. \Ve have now to consider whether any prin
ciple of distribution of ta.'<:ation can help to achie"e 

• Marsball Itrr;..n.,#o/u 'f 1:. __ .... ;&7:. Rk. VI. Ch. XllI. So 13 PI'- '113 ..... 
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this object. It was noticed a little while before 
that the confiscation . of a portion of the properties 
or incomes of the rich, and distribution of the same 
among the poor, though a logical conclusion from 
the theory of maximum aggregate happiness ought 
not to be put into practice, as it must inevitably lead 
to disastrous social and economic consequences. 
Similarly, the theory of minimum aggregate sacrifice 
which is but a negative application of the doctrin'e 
of maximum aggregate happiness, must, if it should 
form the basis of any distributional principle of 
taxation, dso lead to the confiscation of a portion 
of the larger ipcomes. For a deduction of any 
portion from the smaller incomes must involve a 
greater sacrifice than a similar deduction from 
targer incomes, if the theory of diminishing utility 
should be belie,ed. It follows therefore that the 
state will be inflicting less sacrifice on the commu
nity if it levies the full amount of the tax it requires 
exclusively from the larger incomes than if it 
should collect e,en the slightest amount from 
incomes which are not so large. 

Strictly speaking the theory of. minimum 
aggregate sacrifice points logically to the confisca
tion of all excess incomes above a certain amount 
and the exemption of all incomes falling below 
that amount. If the state has to raise say, a crore 
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.of rupees out of the incomes of its members then 
according to this theory, what it has to do is to lop 
off the topmost crore of the richest incomes, and 
leave untouched all other incomes. If for example 
there are a hundred persons with incomes of a 
lakh of rupees each, a hundred and fifty with fifty 
thousand rupees each, five hundred with twenty 
thousand rupees; each, and a thousand with ten 
tousand rupees each, and the incomes of all other 
members fall below ten thousand rupees, ,the state 
will be inflicting the least aggregate sacrifice on 
the community if, beginning with taking away the 
excess incomes of the richest above their next 
richest neighbours, it continues the process down
wards until it obtains the amount it wants, namely 
the crore of rupees. Thus the excess fifty thousand 
rupees of each of the richest hundred persons will 
have to be first taken, and this will make up 50 
lakhs; then twenty thousand rupees from each of 
these hundred as well as from each of the 150 
others, all of whom will now be equally possessed 
of Rs. 50000 each, will be taken and this will make 
up another. 50 lakhs, thus altogether making up the 
crore. The practical effect of this is that all the 
richer incomes are cut d.own to Rs. 30000, while 
individuals earni~g illcomes below that amount pay 
nothing at all. If instead of one crore of rupees, 
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2 crores are wanted, the same process of paring
away will continue until all the higher incomes are
cut down to Rs. 10000 when the State will get the
amount required. Thus the theory of minimum 
aggregate sacrifice translated into practice leads
directly to - the confiscation of the higher reaches
of individual incomes. 

\Ve have already ~een how serious the objec
tions are to this kind of confiscation of properties 
or incomes, and how in the interests of good 
government itself, such confiscation has to be 
avoided. If it be known that all excess incomes 
earned above any particular limit will be taken 
away by the state, no one will be induced to
devote his energy and enterprise in earning that 
excess income. The fact that there is no maximum 
limit fixed for the earning of incomes or accumula
tion of wealth by individuals, and the consciousness 
that the fruits of one's own effort will normally go 
to himself as having a right therefor, have been the 
main stimulus under the existing social order, to the 
unlimited d~votion of private energetic enterprise 
to the production of utilities. So any attempt at 
the entire confiscation of the excess incomes of 
individuals earned above any particular limit, has 
to be given up as being extremely perilous to 
national prosperity and destructive of the dynamic 
Life of the community. 
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We have now to see whether there are any 

means by which the distribution of taxation can: 
be so effected that while not discouraging the 
free and full development of individual effort 
in the production of utilities, it will conduce 
as far as possible to the realisation of minimum 
aggregate sacrifice as a principle of practical 
policy. A little reflection ~ll show that if instead 
of confiscating the whole of th~ surplus incomes 
e:<:ceeding any particular limit, the state should so 
arrange its method of taxation as to take some
thing less than the whole of such incomes in order 
that it . may leave to the individuals earning the 
.same a portion at least of such incomes by way of 
reward or remuneration for their efforts, the 
consequences anticipated from an entire confiscation 
will not happen. For human nature being what it 
is-, individuals will no longer find it to their self 
interest to withhold their energies' from being 
devoted to the fullest extent an<~ they will there
fore continue to increase their earnings and make 
them as· large as possible. What they want is that 
the fruits of their further efforts should not be 
taken away from them in entirety; they must be 
assured for themselves a share at least of such 
fruits. And if they are not to be so assured of a 
remuneration however little that may be for every 
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additional dose of effort which they are to put forth, 
it will not be to their" interest to make any such 
efforts, with the result that the further incomes will 
not be earned at all. Thus if it be known that all 
surplus incomes above Rs. 10000 or 20000 will be 
taken away by the state, no one will be induced to 
earn more than that sum. But if the state arranges 
to take, say, 75 percent only of all surplus incomes 
exceeding any limit and leave the remaining 25 per 
cent to their private earners, then individuals will 
still find it to their advantage to continue to earn 
to an unlimited extent, as every additional effort 
that they make will bring them some additional 
gain, and add to their total income. 

N ow it is clear from this that taxation should 
fall short of entire confiscation in all cases, though 
it may be the heaviest in the case of surplus in
comes reaching above what would otherwise have 
been the confIscation limit. With regard to incomes 
falling .'below that limit it follows from the appli
cation of the law of diminishing utility viewed with 
reference to the doctrines of maximum aggregate 
happiness and minimnm aggregate sacrifIce, that 
no deduction of tax ought to be made from such 
incomes. For any attempt to do that will result 
in a greater diminition of aggregate satisfaction 
lnd cause greater sacrifice to the community than 
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eyery attempt to take away any portion or the 
whole of the surplus incomes above the confisca
tion le,-el. But seeing that the whole of such 
incomes cannot be taken away but only a portion 
(though it may be the largest portion) the state 
will ha,-e to fall back upon a taxation of incomes 
below that leyel also. In such c.'\Se the ta...xation 
of incomes below the leyel should be as light as 
possible when compared to the ta..xation aboye the 
level. In other words a steep form of progressh-e 
taxation is pointed out falling lightly on the lower 
reaches of incomes, thence rising rapidly for higher 
re.'\ches and falling heal iest on the higher re.'\ches. 

Of course, as we alre.'\dy indic.'\ted, it is not 
possible for us to deduce the rates or scales of 
progression, as the law of diminishing utility is 
itself inc.'\pable of being c.'l1culated in terms of any 
definite arithmetical quantities. It cannot be deter
mined what will be the rate of increase or decrease 
in utility for any gh-en incre.'\Se or decrease in our 
stock of we.'l1th or other commodity. The principle 
of progression in rates of ta...-<ation, which is based 
on this theory is also equally inc.'\pable of any 
definite deduction. But the phenomenon or fact of 
diminution of utility is certain and noticeable, and 
can form a working principle in practice. As 
Professor Edgeworth points out;, the premises 
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however inadequate to the deduction of a definite 
formula, may suffice for a certain negative conc1u~ 
sion. The ground which will not serve as the 
foundation of the elaborate edifice designed, may 
yet be solid enough to support a battering-ram 
capable of being directed against simpler edifices in 
the neighbourhood ... · .. · .. ·Now some presumption 
in favour of progressive taxation is afforded by the 
principle of equal sacrifice. "The function" accord
ing to which the satisfaction attending income-
and the sacrifice attending taxation varies, is, 
indeed "necessarily unknown." But something 
about that function is known or at least strongly 
presumed, namely, that satisfaction as dependent 
on income increases at a rate which diminishes 
more rapidly than does the rate of increase 
pertaining to the simple function proposed by 
Bernoulli as apt to represent the relation of means 
to satisfaction"· Thus, though the function is 
.. necessarily unknown" and the deduction must 
be 'in the air', we know something definitely about 
the nature of the function namely, that the satisfac
tion derived by a person from every increase of his 
wealth, increases at a rate which diminishes more 
rapidly than his wealth increases. This diminution 

• See Prof. Edgeworth', Note "lIlalllnn4liml FI1rIII,J4e anti lhe 

S..,..! C"",.u,;-",. IIJ~" Economic Journal (1921). 

8 
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is most rapid when we reach the higher incomes. 
If the policy of confiscating large fortunes exceed
ing any limit is not advisable on other considera
tions, at any rate the heaviest ta.'Cation of such 
incomes, compatible with the free play of individual 
initiative and enterprise and with economic progress, 
is defendable on the principle of minimum aggregate 
sacrifice (leading to maximum aggregate happiness) 
as a condition of good government. 

The principle of a steep form of progressive 
taxation rapidly rising for higher incomes, becomes 
thus important. \Ve saw in our discussion pre-

. viously that equality of taxation based either on the 
principle of 'justice and equity' or of maximum 
individual happiness (and minimum indiddual 
sacrifice) pointed to progressive taxation, when 
examined in the light of the theory of diminisliing 
utility. If that principle is supplanted or at least 
supplemented by that of maximum aggregate 
happiness (and minimum aggregate sacrifice) what
ever presumption is afforded by the fonner becomes 
considerably strengthened, as .the latter even points 
. to the entire confiscation of incomes above a cer
tain level. It.is thus see"n'that whatever basis 

. is taken, the case for progressive . taxation 
and that in steep form is clearly made out as the 
ruling distributional principle of aU taxative policies. 
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But ~ven against a steep form of progressive 
taxation falling short of entire confiscation the objec-. 
tion is sometimes urged that because it ~as the conse
quence of falling heavily on the larger incomes it 
will tend to check the supply of industrial effort on 
the part of the richer people and by doing so dis
courage the accumulation of wealth and thus 
contract the supply of capital. For it is said that a 
heavy incometax implies a very worsened return 
obtainable from the exertion of a given unit of 
mental or physical ability, and that it is not easy for 
the motive of self-interest to reconcile itself with a 

partial remuneration for the effort supplied. The 
scope of this economic tendency of a heavy income
tax falling on the incomes of the rich is examined 
by Prof. Pigou in the following passage which may 
be quoted: "The extent of the restriction ott the 
supply of industrial effort is determined partly by 
the extent to which the tax drives able men abroad 
and partly by the extent to which it relaxes the 
efforts of other able men who are not driven 
abroad. These two routes may be examined in 
turn. The influence of imposts on the earnings of 
ability in driving able men abroad operates through 
their effect on the comparative income and general 
amenities obtainable at home an"d in (o~ei(Tn 

b , 

countries. There i~ however rome danger Of 
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misapprehension on this subject. It is not .necessary 

that a tax diminishing the relative advantages of 
residence in England should drive anyone abroad, 

. For, when as between two places movement from one 
to the other involves cost or inconvenience the 
earnings of persons of the same ability may differ 

by any annual amount the capitalized value of which 
does not exceed the equivalent of this cost and 
inconvenience. There is in fact a locus or range of 
possible differences between earnings in the two 
places such that any difference within the loctis 

might exist without the movement between the two 
places being induced. In these circumstances if the 
tax is imposed on earnings in one of the two places, 
it is riot certain that movement will occur, unless 
the taxis larger than the differ,ence between the 
maximum possible excess compatible with equili
brium of earnings in A o"er earnings in B and the 
maximum possible excess compatible with equili
brium of earnings in B over earnings in A. It is 
not prooa!Jle that movement will occur unless tJ.1e 
tax is such that its capitalized value is nearly 
equivalent to half the sum representing the cost 
and inconvenience of the act of movement. If 
therefore the cost and incovenience of,movement 
are large, a very large tax would be needed to 
drive people abroad. In my opinion a domicile in 
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their native land means so much to many rich men 
particularly since the advantage of wealth is largely 
social advantage that the cost and inconvenience 
of movement would be enormous. I do not think 
therefore that even in the least favourable case a 
reasonable tax upon earnings derived from ability 
would have any significant effect in driving ability 
abroad. There remains the tendency of taxation 
to check the output of ability on the part of the 
able men who are not driven abroad. Here again 
in my view the effect would be small. A moderate 
impost certainly could not affect the training of 
ability. And when an able man is actually engaged 
in industry his aim is so largely success-an aim in 
no ways interfered with by a tax absorbing part of 
his profits-that he is likely to work much the same 
whether a moderate tax does or does not prevail. 
Hence I do not think that the expectation of any 
reasonable scheme of taxation upon the expenditure 
of the rich would have any significant effect in check 
ing the supply of industrial effort on the part of the 
rich."· To this we have only to add that so far as 

the migration of capital and ability is concerned, 
if in e\Oery civilized country a progressive income' 
tax should form part of its tax system such a 

• Prof, Pigou .. 1I"ro1," and lI'd.f..re" part Ill, Chap, X, S, vrr 
I'''g''' 372-373' 
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tendency cannot exist at all. With regard to the 
chec~ing of the output of industrial ability in 
the taxing country itself, such an effect will not 
happen in as much as under the scheme of taxation 
we have suggested .every additional dose of effort 
gets some remuneration. \-Vhat is wanted for the 
free display of effort and enterprise is that there 
should be no limit placed to the acquisition of 
income or property, and every additional dose of 
effort should have some remuneration. This 
condition will be satisfied by the method of pro~ 
gressive taxation which we shall propose later on 
(see Chapter VII below) under which every higher 
rate of tax imposed will be made to fall not on 
the total taxable income of a. person but only on 
the increments of his income. This is easily done 
as under the existing English Income-tax, by the 
adoption of a general rate of tax for all taxable 
incomes, supplemented by a super tax rising in rate 
for every higher reach of income. 

Progressive taxation as a principle of policy 
has been gaining strength in modern times, due to 
other circumstances also. The growing spirit of 
democracy, and the increase of popular influence 
over government have inevitably led to govern
mentai sympathies with the poorer classes and 
~fforts to elevate their standard of life in all 
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possible ways. Governmental action for social 
welfare is daily gaining strength and people are 
beginning to outgrow the belief that pm,erty is 
necessary. The existence of enormous riches side 
by side with extreme poverty has come to be 
recognised as an evil to be cured by steady action 
on the part of the state, and in fact state socialism 
is one of the tenets of modern democracy. With 
regard to the possibilities of re-organising society, 
public opinion has been steadily advancing in the 
direction of socialism and collectivism. And in 
one direction in particular the growth of pubHc 
opinion is unmistakable; that is, with regard to the 
heavier taxation of the richer classes. 'The shifting 
in the centre of political gravity that the growth of 
democracy has brought about, has' as Professor 
Bastable points out, 'as one of its consequences a 
tendency to alter the distribution of taxation in 
favour of the most powerful class (i. e.,) the numeri
cal majority. This can only be accomplished by 
putting a heavier burden on the wealthy. Further 
the diffusion of socialistic ideas combined with the 
growth of popular government, has ~foundin 
progressive taxation 'one of those agencies. that 
seem likely to facilitate the transition from the 
capitalist to the socialist regions, and it conse
<luently has the support of the various sections of 
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that party.' But there is no meaning in attributing 
to progressive taxation a merely party support 
when it is fully justifiable on' such valid grounds as 
, justice 1 and 'good government.' If the nationa
listic characteristic of state existence is admitted, 
and if the ultimate end and aim of the state is taken 
to be the promotion of the greatest happiness of 
the greatest number, then progressive taxation is 
amply justified as a means of helping to some 
,extent at least the solution of that paramount 
problem of the present age 'whether it is really 
impossible that all should start in the world with a 
fair chance of leading a cultured life, free from the 
pains of poverty and the stagnating influences of 
excessive mechanical toil.' In particular it may be 
directly helpful in turning a portion at least of the 
resources of the rich to high account in the service 
of the poor, especially in providing those conditions 
of their well-being which they cannot easily 
pro\ide for themselves. Thus on its political and 
,social side, progressive ,ta.'Cation ,has received its 
full justification as an engine of social impro,,:ement. 
And in fact it is earnestly advocated by the Labour 
Party in England to-day as one of the chief means 

'of providing the funds necessary for improving 
the general condition of the, community i~ all 
conceivable directions. In their own words 



DISTRIBUTIO~AL PRLVCIPLES OF TA...,,{ATIO~ 113 

"' One main Pillar of the House that the Labour 
Party intends to build is the future appropriation of 
the Surplus [of indhidual incomes above the 
Standard of Life] not to the enlargement of any 
indh-idual fortune, but to the Common Good. It 

. is from this constandy arising Surplus (to be secured 
on the one hand, by Nationalisation and Munici
palisation and, on the other, by the steeply 
graduated Taxation of Private Income and Riches) 
that will have to be found the new capital which 
the community day by day needs for the perpetual 
improvement and increase of its various enterprises, 
for which we shall decline to be dependent on 
the usury-exacting financiers. It is from the same 
source that has to be defrayed the public provision 
for the Sick and Infirm of all kinds (including that 
for Maternity and Infancy) which is still so scanda
lously insufficient; for the aged and those pre
maturely incapacitated by accident or disease, now 
in many ways, so imperfecdy cared for; for the 
education alike of children, of adolescents and of 
adults, in which the Labour Party demands a 
genuine equality of opportunity, overcoming all 
differences of material circumstances; and for 
the organisation of public improvements of all 

. kinds, including the brightening of the lives of 
those now condemned to almost ceaseless toil, and 
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a great development of the means of recreation_ 
From the same source must come the gready 
increased public provision that the Labour Party 
will insist on being made for scientific investigation 
and original research, in every branch of knowledge, 
not to say also for the promotion of music, literature 
and fine art, which have been under Capitalism so 
gready neglected, and upon which, so the Labour 
Party holds, any real development of civilization 
fundamentally depends. Society, like the indh-i
dual does not live by bread alone, does not exist 
only for perpetual wealth production. It is in the 
proposal for this appropriation of every surplus for 
the Common Good-in the yisionof its resolute 
use for the building up of the community as a 
whole instead of for the magnification of indi,-idual 
fortunes, that the Labour Party, as the Party of 
Producers by hand or by brain, most distinc
th-e1y marks itself off from the older political 

. ,,* parnes·········. 

• I'rogr:unme of the Briti,h Lnhour Party 00 Social Re"t'".tru'.-tio, 
after the \Yar, nndrr the suh-b~adillg .. Thr Surplus for the evnu:"',, 
Good". 



CHAPTER IV. 
EXDIPTIO~ OF THE l\IIXam~1 OF SUBSISTENCE. 

So far we were concerned with the manner in 
which the imposition of ta."Gltion should be distri
buted among members with different amounts of 
income. \Ve shall now pass on to consider another 

important problem with regard to the distribution 

of ta.xation, namely whether on the fundamental 
basi.; of taxation which we discussed, it is necessary 
that the tax-burden should be imposed on all the 
indi"iduals in the state. \Vhether on the ground 
of 'justice' or of minimum indi\;idual sacrifice (and 
maximum indi"idual happiness) either of them 
leading to the principle of 'equal sacrifice 'the 
only proposition that is so far deducible is that the 
r.l.te of ta.xation should increase with e"ery increase 

. of income. It does not lead to any inference as to 

the question whether all persons in the state 
should or should not be taxed: or rather it may be 
taken to point to the le,)"ing of ta.'i:ation on all 
persons who are possessed of material resources. 
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If the law of diminishing utility is accepted as 
unqualified and of universal application, then its 
operation may be assumed in all cases from the 
smallest conceivable to the largest possible incomes. 
Then the theory of equal sacrifice must necessarily 
lead to the position that all persons with any 
amounts of income, should contribute to the state, 
though in the case of small incomes the amount of 
contribution may be very small and insignificant. 
But it must be noted the law of diminishing utility 
is not of universal application but importantly 
qualified with regard to the case of the necessaries 
of existence, and of incomes required to provide 
such necessaries. The utility of what is required 
for keeping life and effici~ncy is, it is rightly 
maintained, unlimited and immeasureable ; and it is 
not possible to say whether the increments of 
utility attending increments of income up to the 
level that may be termed the subsistence 
minimum, that is, the amount that is absolutely 
required for providing the necessaries of life and 
efficiency, are, or are not, at a diminishing rate. 
Every increment of income up to the minimum of 
subsistence, being as necessary tor man's living as 
any previolls increment, or at any rate, being of 
equally immeasureable value as any other, it cannot 
be said that unit-utility diminishes with every addi-
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rion of a further ru pee that is added to a man's 
income up to the minimum required for his susten
ance. Nor can it be. said to obey any law of 
increasing utility, and increase with every increase 
of income up to that limit; for every part of a 
man's necessaries is as important as any other part. 
There is thus a strong presumption that every 
increment of income up to the necessary limit obeys 
the law of constant return, bringing an immeasure
able utility with itself. This being so, it is clear 
that all incomes which do not reach above the 
necessary level ought to be exempt from taxation; 
for otherwise any portion of what makes up the 

minimum necessary for subsistence having im
measureable utility and therefore involving im
measureable sacrifice to the individual concerned 
if it i., deducted from his own enjoyment and use 
the sacrifice incurred by any such person-however 
small and insignificant it may be, will still be 
greater than the sacrifice incurred by one who is to 
pay his tax out of the surplus income he has over 
and above what is required for his necessaries of 
life. It is therefore impossible to achieve equality 
of taxation if anyone whose income does not reach 
above the minimum of subsistence is required to 
pay any tax at all, for even the smallest particle of 
the amount that he is. made to pay will have 
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unlimited utility to him. We may therefore regard 
measureable sacrifice as commencing when a person 
bas enough to support life and efficiency, and 
conclude that a man's ta.xable ability begins at that 
-point. * Thus the principle of distribution of 

taxation, viewed in the light. of the -' equal sacrifice' 
theory-whether based on 'justice' or 'minimum 
individual sacrifice '-points to the exemption of the 
minimum of subsistence from taxation. 

The question viewed from the standpoint of 
minimum aggregate sacrifice (and maximum 
aggregate happiness) points to the same conclusion 
with greater emphasis. It was seen before that 
this principle logically led to the confiscation of 
incomes above a certain limit, all incomes below 
the limit being exempt from ta.xation. But we also 
saw that the disastrous economic, social and moral 
consequences that might arise therefrom forbade 
such a procedure, and on that ground found that a 
steep form of progress~ve taxation was the be~t 

.. This view is also supported by Dr. lIInrshall: In considering the 
notion of consumer's surplus and its measureability, he says" Tltere i~ 
however. a special difficulty in estimating the whole of the utility vf 
c:Jmmodities some supply of which is necessary for life .. If any attempt. 
is made to do it, the best piau is perh,.ps to take. the nece"ary su;>ply 
for granted, and estimate the tot.u utility only of that part of the comlllo
dity which is in excess of this amouut ". See Prb.dples 'if Economics 
Hook III Chap. VI S. 4, page 133 Note 1. For the same re'lson the same 
author also says in another place that "we may regard the sati,f:lctioll 
which a perSOll derives frotn his income, as ("ommencing ,,"hen 11r has 
enough to support life" Ibid Book III Chap. VI S .•. 6 aud page 135. 
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under the existing social order, at any rate until 
human nature acquires a power of unselfish devo
tion to the public good. While being calculated 

to promote maximum aggregate happiness and 
inflict minimum aggregate sacrifice, it avoids the 
perilous effects of confiscation. By effecting only 
a partial appropriation, it sti11leaves to individuals 
the incentive to private action in which alone lies 
true economic progress. N ow when this principle 
justifies the exemption of all incomes below a 
certain high limit, it a fortiori justifies the exemp
tion of the minimum of subsistence, as otherwise the 
levy of taxation on incomes required for the 
sustenance of life will inflict an immeasureable 
sacrifice on the community, and thus offend most 
against the doctrine of minimum aggregate sacrifice. 
Thus the exemption of the minimum of subsistence 
from taxation is justified from this standpoint also. 

There is however a special difficulty in deter
mining and fixing the minimum required for 
subsistence. Subsistence minimum means what is 
. necessary for the sustenance of life. But what is 
,meant by the necessaries of life? Are we to 
mean that, if they are not to be had, death 
'will result, or a loss of strength and vigour 
'only? In ordinary life there are various grades of 
: insufficiency of necessaries the direct effect of most· 



120 A NATIO~AL SYSTEM OF TA~.ATION 

of which is only to lower efficiency and not to< 
cause death. So we have to' understand by the 
term 'subsistence minimum' what is. required for 
the getting of all those things that are essential not 
only for the maintenance of life in the physical 
body but also sufficient health and strength, 
physical, mental and moral, which are the basis of 
human efficiency and without which life is not 
worth living. From this it follows that all resources 
that are necessary for maintaining life and efficiency 
should be exempt from taxation. 

In determining however in actual pra~tice what 
is required for maintaining life and efficiency, much 
difficulty will be experienced on account of the 
fact that besides circumstances differing according 
to climate, the seasons of the year and other 
natural conditions, even in the same country, the 
minimum limit may differ according to place, habits 
of life, occupation and social conditions and accord...; 
ing as a person is a single individual or has a family 
to support. So the minimum or minimums of subsis
tence have to be fixed in;,each country with regard 
to its own special condi~ons of place, time and 
circumstances. In fixing th~ minimum, care should 
be taken for allowing a fair margin in favour of the 
exemption limit, it). order not only to allow for the 

• ., l> 

errors of calculation in determining the limit but 
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for affording sufficient scope to individuals to 
improve the conditions . of their well-being, and 
also make sufficient provision for meeting their 
own future necessary wants.* 

We may now pass on to consider certain 
political and moral objections that are advanced 
against this exemption of the minimum of subsis
tence from taxation. In the first place, it is said 
that the state is as much a necessary of life as food 
and clothing and indispensable for man's existence, 
at any rate under present conditions of social 
development; so that it is the duty of every citizen 
to contribute towards its maintenance. As express· 
ed by Cohn, "The state belongs as much to the 

• Even in the most progressive states, very little attention has been 
paid In th~ir taxati\'e poliCies to this last point, namely, the allowing 
of a .ufficirnt margin for enluring the future necessary wants of its 
IIIrm""n. Human beings cannot expee to work and earn all their life
time or to be uniformly fortunate in the continuance of their earnings; 
and have therefore to make due provision not only for old age but for 
future contingeneirl of po .. il>le mi.fortune, which might at any time 
happen. It may be that in the case of a large number of families, by the 
time the paren'" get old, their children grow up and earn sufficient enough 
for the maintenance of their families including their aged parents. But 
no father and mother ought to be driven to the mere expectation of a 
future tUpport from th~ir children if, but for the intervention of the state 
through taxation or otherwise, they could make a 8a\ing\ for their own 
future lu.tenance. Again, although there may be many a fortunate 
pef'!lOn wbo il for yean together in good health and earning power and 
hat no disaPfointments with regard to the certainty of his earnings or 
('onditions 0 work, no prudent penon can count on the certainty or 
steadiness of hi. future earnings. It is therefore necessary, that in the 
intere.'" of the continuance of well-being of its members, the state should 
ao estimate the minimum income to be exempted from ita taxation as to 
allow a reasonahle IUm, .ay, Dot more than RI, 250 per annum in India, 
to be contributed towards ensuring the future upkeep of healthful 
existence. 
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life of e\~ty th-m~d m~:1.S his daily food or the 
nir ~ without the st'l.te a c.h-ilised existonce is not 
thinkable. The minimum of e\~l')" moral exis~nce 
includes the blessings of the st:.te. It follows that 
the minimum of outlay for exis~nce must :.lso 
include the neces..~· expense of the st:l~:'· 

This argument is b..'\SN on a misconception of the 
nature of the st:a.te·s exis~nce. It is ceruinly not 
a necessary of life from the indh-idu:ll's point of 
,iew, for so long:&.s the state is compooed of more 
th30 a single indh-id\ml, it is absolu~ly not netts
s..vy to draw on the resources of the poorer :l.mong 
the community. e.xcept only where the st:&.te itse!f 
thinb it desimble that the poQrer ~\lso should be 
made to contribute. Viewcl from the point of 
"iew of the whole community there is no doubt 
that the nee...\s of the st:a.te are p..vt of the neNs of 
the community~ ~lOd can only be met out of the 
aggreg-:\te nation~\l inC\"Ime. It d~s not how'C:\ er 
foUow from this that every memb<-r in the st:lte 
shoulJ contribute a portion of his inrome t\."IwaNs 
its maintenance. The best ,lOswer to Cohn's ohj~ 
tion is contained in the following p:a.s..''\ge extr.l.~tN 
fn.-ml Mr. Cohen's Stum's k"lk on the Jh:~TYS-.~·h~ 
T.:.nl!l~·" .:.1 flt'\'lIus~ by Dr. Pi~'Ol\ in his l'rincipl('s 
of Economics. U I am (luite willing to aJmit that ~ 

• \,,-hn.. '" 1'-'li\i\~ s..~-. ,"-rt«t\- h- ~\. 'l\tO.'k<' h- ." .... 
f"'<.~'\f t~\ .. H. '" hi$ • I~ J. __ . ll..,,>k ltl. \.~" UL ~ U. 
1~"~9.. 
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right-minded citizen, however scanty his means, 
ought to contribute towards the state, if necessary 
even to the injury of his health,. and at the risk of 
his life_ I admit too that the citizens of Leyden 
showed a proper sense of civil duty and patriotism, 
when on learning from the Burgomaster that the 
food supplies were exhausted, they made the 
famous reply that, rather than surrender, each 
would eat his left arm, so that he might fight on 
with his right! But I should like to see it adopted 
as a rule that nobody need start eating his left arm 
so long as any provisions remained in the fortress. 
By taking from a man a part of his possessions, the 
State may injure him in two very different ways; it 
may deprive him of some of his luxury, of his 
enjoyment in the widest sense; but it may also 
bring his life or his health into danger. N ow the 
fundamental injustice does not consist in doing the 
latter, but in doing it to some while others are living 
in comfort. \Vedo not wish to fix an absolu~ 
boundary which the State must never overstep; all 
we would daim is that if that boundary must really 
be overstepped, it should be overstepped in respect 
to everybody at the same time."· 

In the second place the exemption of the 
subsistence minimum is objected to as offendino-

." 

• ~hrn Stuart .. PrDpunvl b'bmulnrlJeUutil'r -. pages 43-44 
'luotrd in Dr. Pienon-. Principles of EconomiCS VoL D. pages 4C9.7() 
tEng. Trans.) 
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against the principle of natural justice that all 
citizens living in and deriving benefits from the 
state should equally bear the burden of its cost. 
A per caP£ta levy, it is argued, is the justest of all, 
as imposing on each individual his proper share of 
the cost of maintaining the state. The state 
affords the benefits of protection and society to all 
its members, and there is no reason why some of 
those who receive the benefits should escape, while 
others are made to pay. There is seeming force 
in this argument. But if we look deeper into the 
matter, it is clear that those who have no properties 
or incomes or who cannot save and accumulate 
anything over and above what they require for their 
own sustenance, derive really no substantial benefit 
in supporting and defending the existence of the 
state; or rather, they are interested in J>ulling it 
down if possible. For they do not gain anything so 
specially by the existence of the state as proper
tied individuals do. Perhaps if there was no state 
the non-propertied could by their combined numeri
cal strength, prevent the accumulation of large 
individual fortunes, and impede the growth of 
unlimited wealth side by side with poverty. It is 
the state that puts a restraint by its laws on the 
poorer interfering with the properties of the richer 
and encourages the growth of individual riches 
limitlessly. But for the state's hindrance, the I 



EXEMPTION-MINIMUM OF SUBSISTENCE 125 

poorer would not keep quiet and be satisfied with 
their lot as they do at present. In short, the state 
exists for the rich and it is they who are interested 
in maintai~ing it. It is a grave problem for the 
future whether, even in spite of the state's existence, 
intelligent, or what is more dangerous, rude and 
exasperated combination on the part of the poorer 
classes, will not give a death blow to the unrestrict
ed growth of accumulated individual wealth. The 
solution of the danger undoubtedly lies in the 
richer classes understanding the causes of poverty 
and attempting to cure them as best as possible, 
without detriment to general progress. The danger 
may be considerably mitigated by a wider under
standing on their part of the social possibilities of 
economic chivalry. 'A devotion to public well
being on the part of the rich may do much, as 
enlightenment spreads, to help the tax-gatherer in 
turning the resources of the rich to high account 
in the service of the poor, and may remove the 
worst evils of poverty from the land.' \Vhen the 
duty of the richer classes even from their own 
selfish point of ,iew, is thus imperati,\e towards 
their poorer brethren, it cannot be seriously main
tained that the minimum of subsistence should not 
be exempted from ta.''Cation, that those who are 
already poor should grow poorer still and their 
pangs of po\erty aggravated. 
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The moral· objection to the exemption is 
mainly based on the possibility of disappearance 
in the minds of the poorer classes of a sense of 
self-reliance and civic duty, ~nd a dullening of the 
feeling of degradation att~ched to poverty, with 
a resulting want of spirtedness and desire to go out 
of it. This objection· has ·absolutely no force for 
the very reason that the object of the exemption is 
itself to elevate the poorer classes by affording. 
facilities for their health and strength and therefore 
earning power, and encouraging their saving and 
accumulation of wealth. It is therefore difficult to 
conceive how such an exemption ·will tell on their 
character or deaden their faculties to any extent. 

So far our arguments were concerned with 
justifying the exemption of the minimum of subsis
tence from taxation. We wanted the state in the 
interests of the well-being of its members, not to 
interfere with their resources, .to the extent to which 
they would be necessary for maintaining life and 
efficiency. All this however is only a negative duty 
imposed on the state for the furtherance of' good 
government '. But there is a positive programme, 
for the promotion of national welfare now being 
earnestly pushed forward to the forefront of 
economic studies, and actually come to be dis
cussed in some National Legislatures as a principle 
of practical policy, viz., the universal enforcement 

, 
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of a national minimum standard of life for all 
people in the state. According to this, a minimum 
standard of real income should be assured to 
;.ll individuals within the state, so that °no one 
should suffer from- want of those minimum 
conditions necessary for the maintenance of a 
'healthy life and worthy citizenship', namely some 
defined quality and quantity of food, clothing, 
house accomodation, medical care, education, 
leisure, the apparatus of sanitary convenience, 
safety etc. Under this programme it is considered 
the duty of the state to see, and the right of every 
citizen born in it to insist that the prescribed 
minimum of these objective conditions of well
being is secured to him. In its programme of Social 
Reconstruction that the British Labour Party has 
formulated, this has been adopted as the first and 
foremost principle of a truly national and democra
tic government. In their own words, "The first 
principle of the Labour party-in significant 
contraSt with those of the Capitalist system, 
whether expressed by the Liberal or by the 
Conservative Party-is the securing tto every 
member of the community in good times and bad 
alike (and not only to the strong and able, the 
well-born or the fortunate), of all the requisites of 
healthy life and worthy citizenship. This °is in no 
sense a "class" proposal. Such an amount of 
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social protection of the individual however poor 
and lowly, from birth to death, is, as the economist 
now knows, as indispensable to fruitful co-operation 
as it is to successful combination; and it affords 
the only complete safeguard against that insidious 
Degradation of the Standard of Life, which is the 
worst economic and social calamity to which any 
community can be subjected. We are members 
one of another. No man liveth to himself alone. 
If any, even the humblest, is made to suffer, the 
whole community and every one of us, whether 
or not we recognise the fact, is' thereby injured. 
Generation after generation this has been the 
corner-stone of the faith of Labour. It will be the 
guiding principle of any Labour Government." 

This proposal for the enforcement of a national 
minimum is not merely a party programme, as it 
might seem, but it has received also the support of 
eminent economists. It will be enough here to 
quote a passage from that humane economist 
Professor Pigou, than whom nobody has done 
greater research or can speak with greater authority 
on the subject of economic well-being. He says, 
"There is general agreement among practical 
philanthropists that sonll minimum standard of 
conditions ought to be set up at a level high enough 
to make impossible the occurrence to anybody of 
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extreme want; and that whatever transference of 
resources from relatively poor person~ is necessary 
to secure this, must be made, without reference to 
possible injurious consequences upon the magnitude 
~f the dividend. This policy of practical philan
thropists is justified by analysis, in the sense that it 
can be shown to be conducive to economic welfare 
on the whole, if we believe the misery that results 
to individuals from extreme 'want to be indefinitely 
large; for then, the good of abolishing extreme 
want is not commensurable with any evils that may 
follow, should a diminution of the dividend take 
place."· . . 

Applying these considerations, to the subject 
of taxation we may conclude that a good system 
of taxes should be so contrived as not only not 
to encroach on the real income necessary for pro
curing the minimum conditions of civilized human 
existence, but to facilitate as far as possible by 
positive action the procuring of such conditions. 

• '£"""'",;04 ".I IVdfar,' Part V. Chap. XU. I'P' 789-90. 



CHAPTER V. 

CONSTRUCTION OF THE TAX SYSTEM. 
(1) CUSTOMS DUTIES 

In the preceding chapters we were concerned 
with the distributional first principles of taxation~ 
and suggested certain general conclusions with 
regard to the same. vVe'may now pass on to con
sider the conditions and constrllction of a good 
system of taxation. Taxation as we have already 
seen is a deduction from. the resources of indivi
duals, and as such a sacrifice from their point of view. 
That beirig so, the first thing that we have to con
sider is whether and to what extent any means 
exist by which the amounts which the state finds it 
indispensable to raise by way of taxation can be so 
raised without encroaching on the resources of its 
own people. Customs duties immediately suggest 
themselves. One important feature of such duties 
is that unlike other kinds of taxes which are im
posed upon and borne by the people within the 
state itself, it is levied on goods passing through 
the processes of international trade, and when 
carefully regulated can be made to fall to some 
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extent at any rate on foreign shoulders. The con
ditions tinder which the foreigner may be made 
to bear any such burden are these :-In the case 'Of 
an import duty, if the taxing country is the sole or 
main importer of the article in question and if the 
foreign producers of the article cannot in order to 
keep away from the duty easily transfer their capi
tal plant and business organisation to the produc 
tion of other articles, then the greater part of the 
burden of the duty will have to be borne by the 
foreign producers themselyes. This will be the 
case where manufacturers in any foreign <:ountry 
have adopted expensive plant to the needs of the 
people of the taxing country, so that they might 
rather prefer to work with but low returns than 
let their plants lie idle. If however the taxing 
country is only one among many markets for the 
article or if capital or organisation can easily migrate 
to other countries then only a small portion of 
the duty will fall on the foreign producers, the 
greater part being borne by consumers within the 
taxing country itself in 'the shape of a higher price 
for the article. But in all cases when the condi
tions of production of the article in the foreign 
countries are such that high marginal profits are 
being earned by the producers, the duty if mode
rate, will have merely the effect of reducing a 
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portion of such profits, and may not lead to any 
great rise in price. In the case of an export duty 
if the ta.xing country" is in the habit of supplying 
the larger part of the world demand for the article 
and if substitutes for the same cannot be easily 
had, then the duty will mainly fall on foreign 
buyers. The share borne by the foreigners will 
be great or small according as the taxing country 
is supplying a greater or smaller proportion of 
the article to the world market, and according as 
substitutes are difficult or easy of being procured. 
If the article exported is in the nature of a necess
ary of life or a requisite of production of a necess
ary of life, then the demand for it being more or 
less inelastic, the deflection on the foreigner will 
be more certain and complete. 

All these points can be well illustrated by the 
case of the Indian customs duties. India is a big 
country having a large population, of more than 
315 millions, nearly a fifth of the human race. If 
an import duty should be levied in India on any article 
of import which is made in the country of its manu
facture either exclusively or mainly for consumption 
in India, then the duty will be to a large extent 
borne by the foreign manufacturer. For the 
demand for such article being exclush'ely or mainly 
Indian the rise in price in India on account of the 
duty cannot be to the full extent of the ta.'C. As 
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there will be a less demand for any article when it 
sells at a higher price the manufacturer in order to 
market his articles in this country-he having very 
litde scope for marketing the same elsewhere
must reduce his price to the loss at least of a 
portion of his profits. Of course, if he can reduce 
his supply without any loss of profit to himself or' 
if he can divert his capital and organisation in 
other directions he can escape the burden of the 
duty; in which case the Indian consumer will suffer 
through payment of a higher price for the article 
or from a reduced consumption of it or both ways. 
But these latter courses will not be easily possible 
for the foreign manufacturer, if manufactures in 
general in his country are subject to the disadvan
tage of customs duties when sent to other count
ries or are subject to the law of diminishing returns 
in production, under which circumstances, if the 
duty imposed in India be moderate he will be rather 
willing to lose a portion of his own profits than to 
reduce his production or divert his capital to other' 
uses. If the conditions of production of the article 
be such that the supply of it cannot be \-educed 
without any loss to himself but must find a market 
in this country, then the whole or nearly, the whoJe 
of the duty will have to be borne by the producer, 
as otherwise he cannot find effective demand for 
his article at any price other than the pre-tariff 



134 A NATIONAL SYSTEM OF TAXATION 

price. In the case of articles for which India is 
neither the exclusive nor the largest consumer but 
one among many consumers, any import duty 
levied by her will have to be borne by herself to a 
large extent. Of course, that may have the effect 
of discouraging the production of such articles in. 
the respective countries of their manufacture to 
.some extent or of raising their price in the world 
market and distributing the Indian tax-burden 
imposed on them among the whole world of con
.sumers and not merely among the Indian consumers 
of such articles. But such effect will be slight in 
as much as the impediment to import into India will 
be small relatively to the total production and 
the world demand. 

Similarly in. the case of exports from India, the 
whole or a portion, as the case may be, of an 
-export duty on any article may be shifted to the 
foreign consumer. If India is the only or chief 
producer and exporter of an article which is ,a 
necessary of existence and for which substitutes 
-cannot be easily found then the whole or almost the 
whole of the duty can be deflected to the foreign 
buyer. For the thing bei'ng a necessary the demand 
for it will be inelastic and will not therefore 
diminish; and at the same time India being the 
.sole or chief exporter will have no competitors to 



CO~STRUCTIO:"J OF THE TAX SYSTEM 135 

undersell her with regard to such supplies. If India 
instead of being the sole supplier, supplies the same 
to a large extent then the competition of other 
suppliers will not go a long way in satisfying the 
world demand and the Indian supply being large 
will still be the determining factor as regards the 
price of the commodity in the world market. The 
result will be that the article will sell at a higher 
than the original price but not to the fuU extent of 
the duty. The foreigner will bear a portion of it 
and the Indian producer a portion. The share borne 
by the foreigner will be great or small according 
as his demand for the article is inelastic or elastic 
and according as his facility to find substitutes 
for it is small or great. This, when India has a 
monopoly of supply of the article or is the largest 
supplier of it If however her supply is small or if 
there are numerous suppliers or if the article in 
question is one for which substitutes can be easily 
found or the demand for which is very elastic then 
almost the whole of the duty though not the full 
extent of it will have to be borne by the Indian 
producer himself. If a large quantity of the article 
is supplied by foreign producers the Indian supply 
offered at a price enhanced to the extent of the 
export duty will not find buyers. In such case if the 
Indian supplier should find a market at all for the 
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goods he e.'\:ports he must sell t."lem at n price 
considerably lower than the enh~mceJ price which 
"ill be in the neighbourhood of the pre-duty price 
and slightl)" in e.'\:cess of it. For, the e.'\:port dut), on 
the Indi:m supply of the article \\i11 ha\'e the conse
quence of slightly increasing the price of it in the 
world market generally from whate\'eI' source it 
may come; unless it be that the foreign sources of 
supply are elnstic enough to keep p'\ce with the 
effective demand at the original price, in which 
case the world price "ill not increase at nIl. 

Now, if we look into the actual condition of 
the exports and imports of India we find that the 
imports Are chieA)" manufactured articles and 
machinery and other ptmt, while the e.,\:portscon
sist largel)" of foodstufts and raw materials for 
industries. If we 'apply the general C'onsiderations 
in the preceding ~phs to the actual articles 
of import in the country we hnd that for almost aU 
of them India is not the sole market, unless she be 
considered the sole market, for the cotton piece 
goods of Lancashire And Japan. Hut still India 
being a l~ market for the manufactures of other 
countries the duties which are imposed on articles 
of import into the country "ill lead to a restriction 
of the quantities imported and cause a rise in their 
prices in the country :md a f~l in such prices in the 
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world market outside. But neither the nse 
nor the fall will be to the full extent of the duty. 
Some portion of it will have to be borne by the 
foreign manufacturers as they will be required to 
market outside India a considerable portion of their 
goods otherwise intended for India-which they 
C:lnnot do if they want to sell at the original price. 
~or can capital plant and other factors of produc
tion take to other industries, if, as is actually the 
c:tse, the import duties levied in India are imposed 
on all kinds of foreign manufactures so that indus
tries in general in foreign countries are affected. 
Thus in the case of import duties India does gain· 
to a gre:tter or less extent ix't throwing a portion of 
such duties on foreigners, according as India is a 
great or a small market for the commodities under 
consideration. 

In the case also of exports the burden of the 
duty may be shifted to the foreigner. As we have 
just mentioned, exports from the country consist 
chiefly of foodstuffs and raw materials of industry, 

\ 

most of them products of agriculture. Only five 
kinds of articles of export are subject to duty at 
present---rice, tea, jute (raw and manufactured) hides 
and skins, and pepper. \Vith regard to the last 
three India is almost in the position of a mono
polistic supplier to the world outside. And in the 

10 
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case of the other two,she is one· of the main 
suppliers. Of these articles, all except hides and 
skins are direct products of agriculture and the 
effect of the e~port duty on them has been to lower 
their prices in this country, discourage their produc
tion and induce agriculturists to take to the substi
tution of other crops the produce of which is 
exempted from duty when exported abroad. IT 
e~port duties should be levied on agricultural 
products it will be economically sound to levy the 
same on all kinds of such products instead of doing 
so ,on some of them at random. IT this policy be 
adopted the duties will affect all the agricultural 
products equally and there will be no tendency on 
th~ part of the producers to s1,!bstitute one crop for 
another and agricultural production in the country 
can be prevented from being diverted in undesir
able directions. This will give a double stimulus 
to industrial development in as much as export ot 
raw materials will be restricted and they made 

. available and cheap for home industrial use; and 

. at the same time labour and capital as well as land 
finding that the substitution'of one crop for another 
is not economical, will try to pass on to industrial 
purposes within the country. With regard to non
·agricultural exports, they are very few in number 
and insignificant in quantity except hides and skins. 

;In these last, .however, India stands in the position 
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of a monopolist and the duty can therefore to a 
"ery large extent be shifted on to foreign buyers, 
the rate of duty being only limited by the scope for 
substitution of other materials for it in foreign 
industries. If the • duty is kept at a moderate 
le,"el it will almost be wholly borne by the foreign 
buyers. 

It will be seen from the above discusssion that 
cllstoms duties if discriminately imposed can be 
made to fall on foreign shoulders, at any rate to a 
large extent. But it is essential in the interests of 
good go\'ernment that particular attention shouJd 
be paid to political expediency. The custom~. 
duties imposed by any country should not be such. 
as to exasperate any other nation to tariff or othel 
wars. In the interests of peace it is highly ex
pedient to conciliate other countries as far as 
possible and appease their discontent, only taking 
care that national interests are not given up. It 
may well be argued that in an world state or union 
there can possibly be no restriction on international 
trade in the same way as in every countrY there is 
now no restriction on the internal trade between 
its various parts. There is much force in this con
tention, and but for the fact that under the existing 
order of society there is no near prospect or'an 
world-state or federation, we shall be logically 
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correct in stating that cmtoms duties can find no 
place in a good system of t:l.xation in an ideal 
world state. Cnder present conllitions however we 
ha\"e to deal with national states, each stridn rr to be-

'" come prosperous within its 0\ ... 11 limited sphere of 
actidty. But (',-en here there is the prospect of a uni
\"ersal League of Nations being formed in the n(,:1r 
future---powerful enough to prevent wasteful wars 
and bring about a feeling of brotherhoocl among 
aU peoples; and if sllch a union should come into 
existence a condition of it will certainly be the esta
blishment of free tralle between all its members. Hut 
until then c:\ch nation will ha, e to regulate foreign 
wide in the intercst of the community within itself 
only taking c:\re t!iat the policy pursued by it docs 
not create jealousy and rescntment in other" coun
tries strong enough to lead to politic:11 rupture. 

\Vith regard to our OW11 country, India, it is 
expedient in the interests of peace and good 
government that mutual good relationship should 
be maintained between her and Great 13rit:l.in and 
the other parts of the Empire. It will be to the 
benefit of India to support nod strengthen the tie of 
Imperial Unity. To realise the actual value of the 
Imperial connection it is only necessary to imagine 
the fate of an isolated· and solitary India in her 
qea1illgs with the rest of the world. At any rate 
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until the whole or at least' the civilized world is 
brought under a single state or confederation or 
a league of nations the value of the Imperial con
nection to this country as a protective and peace 
giving factor, against the jealousy and rapacity of 
the rest of the world can hardly be denied. By the 
Imperial connection each part of the Empire derives 
strength from every other part and there is need 
to be a sympathetic treatment of one another in 
all their mutual den.1ings. It follows that there 
must be a favourable treatment by every member 
of the Empire of the other members in regard to 
their economic relations also. We are thus led to 
consider the feasibility of what is called Imperial 
Preference, in the matter of import and export 
dLlties. Prderence in this connection is meant to 
take the form of a concession by way of a reduction 
or abolition of duty on imports from, or exports to 
the other parts of the Empire. It must however be 
noted that this kindof preferential treatment of the 
other parts of the Empire should not stand in 
the way of the development of the Indian industries 
or the prosperity of the Indian people. ;}bat is to 
say, by gh'ing such concession India should not 
impede her own industrial development or the 
welfare of her people. In giving preference there
fore we should eliminate from our consideration 
those articles of import which have an' economic 
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advantage .for being produced in this country and 
also those articles which if taxed or preferentially 
treated will make the Indian consumer incur loss of 
utility for purpose of benefiting· the people of the 
other parts of the Empire, without a corresponding 
gaJn to India. Thus in the case of the import of 
all those articles which, being necessary for health
ful existence ought to be free- in the interests of the 
people of India, the question of preference does 
not and cannot arise. N or should articles which 
have productional advantages in this country~ 

such as cotton manufactures, paper, soap, glass, 
sugar, leatheren goods and matches-be included 
in any scheme of preference. A lower r<l;te of duty 
on these and similar articles manufactured and 
sent from other parts of the Empire to India, will 
give a sort of protection to the production of such 
articles in those places as against similar industries 
in foreign countries outside the Empire, the 
imports from which will be subjected to a higher 
rate of duty. In cases like these, protection should 
proceed purely with a view to further Indian 

interests and there ought not therefore to be any 

preferential treatment in respect of the imports 

of such articles f~9m other ,parts of the Empire. 

Judging from this -'stand-point the pr:oper policy 
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with regard to Imperial Preference will be this:
Excluding from our consideration those articles of 
import for which there are productional facilities 
in India as well ru: articles which are necessaries, 
the commodities in respect of which preferential 
treatment can be meted out to the other parts of 
the Empire should be of such a nature as to have 
larger facilities for production within than without 
the Empire. That" is to say, the Imperial source 
or sources of supp1y should be more elastic than 
the non-Imperial sources. At any rate they should 
not be less elastic for otherwise the economic loss 
to India will be greater and the burden on the 
Indian consumer larger than the gain accruing to 
the favoured Imperial producers. A condition of 
preferential treatment is that the source or sources 
of supply on whose behalf it is given must have 
comparatively greater facilities of production than 
the sources more onerously treated. Viewed in 
this aspect, preference can advantageously be given 
to the following articles ofimport from Great Britain 
which would appear to have good faci1iti~s for their 
production there:- -motor cars, cycles and acces
sories~ chemical dyes, electrical materials, machi
nery, and mill-work and paints and colours. \Vith 

regard to these India has no advantages for home 
production, at any rate under her existing econo-
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mic condition; and Britain's only seriolls competitor 
in the field is the United States of America, 
except that in the matter of dyes Germany is 
also to be reckoned with. The grant of a 
preferential treatment to the British imports of 
these articles must de"elop their respective 
industries in that country to the great advantage 
of both herself and India. So far as the other 
members of the Empire' are concerned though 
there is some scope for showing some conces· 
sion to their imports also into India, no question 
of a preferential treatment can arise so long 
as they refuse to treat this country 011 a le"el 
of equality with themselves. Imperial preference 
being itself the outcome of n desire to maintain 
mutual good relationship, cannot exist where there 
is a positive refusal to have uny such relationship. 
India is rightly indignnnt nt the anti·Asiatic Laws 
passed by the \ nrious British Colonies, so ns to 
affect her own people; and so long as the Colonies 
persist in upholding such laws, India will have 
nothing to do with them. In this connection, the 
Minority Report of the Indian Fiscal Commission 
is emphatic. It says,'" iI \Ve cannot agree to any 
trade ngreement being entered into with any Domi
nion which discriminates against the people of this 

• See Minute of tll .. t'1l1 «('lIfIIS 43·3) nlhll'hed 10 Ih~ ("js~1l1 Com. 
snlnlon Report (1921.23J 



CO~STRUCTIO~ OF THE TAX SYSTEM 14-5-

country. \\'e belieye we are ,"oicing the unanimous 
opinion of the people of India when we say that no 
agreements based even on recipricity in trade 
matters should be entered into ","ith any Dominion 
which has on its Statute-book any anti-Asiatic legis
lation applying to the Indian people. Our collea
gues point out the fact that Canada and New 
Zealand ha,"e conferred certain preferences on India.. 
To the Indian people their self respect is of far 
more importance than any economic ad\"antage 
which any Dominion may choose to confer by 
means of preferential treatment. \Ve may con
fidently state that the people of India would much 
prefer the withdrawal of such preference as they 
would not care to be economically indebted to any 
Dominion which does not treat them as equal 
members of the British Empire ha\ing equal rights 
of citizenship . 

.. \Ve are not opposed to negotiations being
opened for trade agreements on a reciprocal basis, 
but the condition precedent must be the recogni
tion of the right of Indians to equality of status. 1)e 
first principle of Imperial solidarity must, in our 
opinion, be equal treatment of all nations forming
part of the Empire. The facts as regards the treat
ment meted out to Indians are too well known to 
be mentioned here. \Ve will therefore content: 
ourseh"es with recording our emphatic ,iew whim 



.146 A NATIONAL SYSTEM OF TAxATION 

·we think reflects the feeling of the whole country 
'that no trade agreement should be entered into with 
~ny Dominion unless it agrees to treat the Indian 
people on a footing of equality and to repeal all 
·anti-Asiatic legislation in so far as it applies to the 
-people of this country". Thus the question of 
Imperial Preference, though economic, assumes an 
-essentially political character and is determined 
here as in all other countries largely by political 
-considerations. 

With regard to the exports from this country, 
which consist mainly of food-stuffs and raw mate
rials of industry, no question of a preferential treat
ment of goods sent to the Imperial markets will 
arise if the tariff policy of Indiashould be regulated 
·from the stand point of the country's own national 
well-being. But in respect of one important class 
of exports-hides of skins-a .concession by way of 

.a reduction of export duty may well be shown to 
-consignments bound for Great Britain. 

Now taking all these matters into account, our 
-co"Uclusion with regard to th~ imposition of customs 
,duties is this;-That under a well - considered and 
.carefullyadjusted scheme, it may be so contrived 
that the whole of these duties do not fall on the 
-consumer or producer as the case may be within 
.the state ;so that the rise in prices in the case of 
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import duties and the fall in prices on account of 
~xport duties caused to the society within the state 
<10 not in either case extedd to the full amount of 
the tax. Thus the revenues derived from this 
source can be made to yield a net gain over and 
above the loss occasioned to the community. But 
one thing will have to be noted. The whole of the 
tax canno"t be shifted on to the foreigner but only 
a portion of it. That portion which is shifted on 
to him is not separable from the portion that may 
have to be borne by the people inside the state, so 
that the tax will be partially a tax on consumption 
and production within the state itself. Care must 
therefore be taken to see the real as distinguished 
from the superficial burden that any particular tax 
on imported or exported articles imposes on 
individuals within the state. A tax for instance on 
any imported necessary of life of the poorer classes 
though it may not raise the price of the article to 
the full extent of the tax in the taxing country, and 
the burden of it may even be partially shifted on 
to the foreign producer or manufacturer, will 
nevertheless hit severely on the poorer tlasses, in 
as much as the rise in its price may lead them to re
duce their consumption schedule, and spread the 

reductio~ among some or all of their necessaries of 

life; and in the case of those who had previous to 
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the tax any comforts or luxuries, to reduce or ghoe 
up some or all of such comforts or luxuries, in 
order to ~nab1e them to havp the full quantity of 
this necessary of life at the higher price. 'Whatever 
may be the case, there is no doubt that the higher 
price hits at the poorer classes more severely than 
it can possibly affect the richer classes. This -is 
e, ident from the well-known and already noticed 
fact that the significance of a given rise in price is 
greater for a poor man than for a rich one,' as the 
worth of a rupee is greater for him than for the 
other. Judged from this point of view, a tax on an 
imported necessary of life, even granting that a 
portion of it is shifted on to the foreigner, will 
throw a greater burden on the poorer classes of 
the community than the amount of revenue it may 
bring to the state. Similarly a tax imposed at 
random on certain export articles, though a part 
of it may still be shifted to the foreign buyers by 
means of the higher prices that they are made to 
pay, may cause a greater loss to the home producer 
than the gain it brings to the state. It may hamper 
production to such an extent as hoth to weaken 
the productive energies and deaden the interest 

which producers may have for producing abundantly_ 

This will show itself in a reduction of the national 

income to a greater 'extent than the gains which 
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the state derh es from the tax. But these considera~ 
tions do not affect the validity of the general 
proposition th~t customs duties well-considered and 
carefully chosen, throw some portion at least of 
the burden of such duties, however small that may 
be, on the shoulders of foreigners. Thus in any 
well-regulated system of taxation customs duties 
can properly find a place. There are no other 
known means by which the ordinary revenues of 
any given state can to any extent be derived from 
outsiders. 

(II) T.\XE"; ox :-;OX-XECESSARIES. 

\Ve have next to see what other kinds of taxes 
should be included in our tax-system. If as we 
have understood, taxation is only a means to an 
cnd, and if the end of the state is good gO\"en
ment, meaning by 'good government' the pro
motion of the virtue and intelligence and generally 
the happiness of the human beings composing the 
community, then the hindrance by [taxation of all 
things that hinder the achievement of such objects 
by the state becomes supportable on two grounds
In the first place, the taxation of such things lessen~ 
or weakens the obstacles that stand in the way of 
promoting the mental and moral qualities ;tnd the 
happiness of the people. And secondly, it brings 
in some amount of re,"enue to the state in addition. 
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Instead of devoting a portion of its activities and 
incurring expenditure in preventing or reducing 
the edl propensities of nny of its members, 
which will have the effect of not only hindering 
gl·eatly their own mental and moral c.levelopment and 
weU-being, but setting an evil exnmple to others. 
the method of hindering the mischief of such evils 
by means of a kind of taxation contrived for that 
purpose, is undoubtedly a double advantage to the 
state in that it ndds to the state revenues, and 
reduces the state expenditure in this particular 
direction. The best examples of such ta.'{ation nre 
excise and inlport duties leviable on the consump
tion of such harmful and noxious luxuries as 
intoxicating drinks, opium, tobacco and ganja. and 
their manufactures, and tnxes on such offensive 
occupations ns the practice of prostitution, the 
keeping of brothels and gambling houses, and other 
things opposed to good morals. The rate or 
amount of tax leviable on such things will depend 
on the degree of seriousness which the state may 
attach to the evils involved in such things, having 
regard to the positive morality prevalent in the 
community. If the harm resulting or expected to 
result from any of them is not considered of a very 

seriolls nature, the ta.'C may not be high, if it be 
thought to cause much mental or moral depravity 
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or other e\il of a gra,-e kind, a hea'1- Ie\)- .... ould. 
be quite proper. "bat we ha,-e to note here is 
LUt such ta.utton is not only desirable but neces
sary from the point of ,-iew of the fundamental 
aims of the state. 

10 the case of those innumerable goods and. 
sen"ices which not being harmful to human e.Ust
ence. are not at the same time essential for the 
health and strength. either men~ moral or 
physical., of the consumers, the necessity for ta..u
tion though less urgent. is not for that reaso~ less 
justifiable. If the object of the state is to de,-e1op
the \Vtue and intelligence and not merely the 
material apparatus of well-being of its members, it 
is incumbent on the state to educate its people into 
proper ... -ays .. The consumption onu..~uries which are 
mere superfluities and do not add to the efficienq
of the persons who consume them, ought to be 
disco~<"ed by the state. Its aim must be to 

educate people against a mere display of their 
,,-ea1th and the exhibition of personal ",anity and also
for the a,-oidance of all such uses of their wealth 
as do not contribute to the satisfaction of real 
.-ants.. By a taxation of luxuries, expenditure on 
supertluities 1ri11 be lessened and a greater saling' 
of wealth effected b)" the people, ,.-hich 1ri11 use
fully be applied to the production in greater" 
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-abundan ce of those things which· are necessary for 
~ecuring healthy life and worthy citezenship for 
all. Judged from this point of view the taxation 
of all luxuries which add nothing to the efficiency, 
mental, moral or physical of those ·who use them 
is highly recommendable, though they are not to 
be subjected to such .heavy imposts as luxuries 
which are positively harmful or. opposed to good 
morals. Thus a levy on luxuries of all kinds 
becomes a necessary part of our tax system. 

This brings us to a consideration of commodity 
taxation-customs and excise duties-with reference 
to the nature of the articles on which they are to 
be levied. Broadly speaking, articles used by 
human beings (c.nd all such articles are subject to 
the processes of international trade) may be 
classified under two heads, necessaries and non
necessaries or luxuries, the former comprising those 
commodities that are necessary for the maintenance 
·of life and efficiency and the latter, other commo
dities. The latter head of non-necessaries may be 
further divided into luxuries which are comforts 

and superfluous and undesirable luxuries. 

We have already seen that from the point of 
view ~f good go"ernment the promotion of the 
aggregate happiness of the community and the 
development of their virtue and intelligence should 
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be the end and aim of all governmental activity. 
Looked at from this stand-point it is clear that when 
all the people in a country are n~t having their 
necessaries' of existence, that some should starve 
while others live in luxury is opposed to such an aim. 
If any of those who suffer from want of necessaries 
are enabled to have their needs satisfied--e~en if it 
should be by means of restricting to any extent the 
scope for the enjoyment of non-necessaries by those 
who can command them-that would be conducive 
to the aims of good government. For as we .have 
alread y seen aggregate happiness can prima facie 
be increCtSed by the satisfaction of necessary 
rather than non-necessary consumption. It follows 
that the regulation of customs duties in such a 
manner as to encourage a cheap and plentiful" 
supply of necessary articles for consumption in the 
country will contribute towards that end. With 
regard to non-necessaries, the first class of them 
comforts, are not opposed to the aims of good 
government; and except that they are not essential 
for life or efficiency are not in themselves un
desirable but are capable of giving real s'\tisfaction 

though only inferior to and less intense than the 
satisfaction derived from necessaries. In fact the 

state should itself encourage the use of comforts, 
only taking care that such encouragement does 

11 
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not restrict either directly or indirectly the scope 
for the supply of necessary articles of consumption 
and proceeds on the principle of " no c.."lke for any 
one until all ha"e bread." In the case ot the other 
class of non-necessaries, their consumption ought 
to be discouraged if not prohibited, as being 
opposed to good and yirtuous lh-ing. Superfluous 
and undesirable hIxuries, whether they are positi"'ely 
noxious, harmful, or wasteful, or are merely 
objectionable as not affording real satisf~ction are 
a drag on human resources and in the interests of 
national welfare both their production andconsump
tion require to be checked. 

Viewed on this basis the policy of the state 
with regard to the ta:xation of the import as well as 

. the home production and export of commodities in 
general may now be indicated. In the case of 
necessaries the aim of the state beinf; to procure a 
cheap and abundant supply of them in the country 
so that all people may have enough to maintain 
life and efficiency, import of necessaries and their 
requisites of production should be encouraged and 

let free, while their export should be restricted by 
means of export duties, so that the price of 
necessaries in the country may be kept at as Iowa 
level as possible without at the same time weaken
ing either tbe productive forces or the interest in 
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production which the nation may have. \Vith 

reg~rd to non-necessaries those which are of the 
undesirable and harmful class should in the interests 
of the welfare of the people be restricted in their 
supply and made less available for the consumer; 
and this can be achieved by means of an import 
plus excise duty le\ied respectively on the imports 
of such articles and on their manufactures in the 
country. Export of them ought to be free arid 
may be encouraged inasmuch as the less they are 
made a\'ailable for home consumption the greater 
it is to the good of the people within. In the case 
of the other class of non-necessaries namely com
forts of li\'ing, a discriminate policy has to be 
pursued. It being the object of the state not to 
discourage their supply for consumption except in so 
far as they may stand in the way of developing the 
sources of supply of necessaries, the policy of the 
state with regard to them will be this: There 
ought to be no excise duty on their manufactures 
in the country; but if in the case of any particular 
article of comfort an encouragement of its produc 
tion has a tendency to divert any factot of produc· . , 
tion otherwise available for the manufacture of a 

necessary article of consumption j then the imposition 
.of an excise duty on the production. of such 
.competing article is desirab~e and necessary. \Vith 
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regard to exports of this class of articles a protoc.:. 
tive export duty may be levied on such of them as 
are raw materials which can be utilised in industries 
having greater facilities of production at home than 
abroad; and on such of them as are finished 
products no export duty should be levied so that 
their respective industries in the country may be 
encouraged and labour and capital benefited. In 
the case of other kinds of raw materials and finished 
products export duty may be levied, with the 
adoption wherever possible of a preferential policy 
under which any such articles may be let free or 
charged at a lower rate of duty when sent to coun
tries where the demand for them is . more elastic 
than when sent to countries where the demand is 
not so elastic;. Then with regard to the import of 
this class of articles a similar discriminate policy 
may be pursued. There may be a protective 
import duty on all those manufactured articles for 
the productionofvvhich there are greater economies 
available at home than abroad, or at any rate there 
are equal economies in both .places; and in the 

case of other manufactured articles a moderate 
duty may be imposed with a preferential' treatment 

of the' elastic as compared witp the inelastic sources 

of supply, which may be given by taxing or taxing 

.at a higher rate the imports coming from the latter 
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sources. \Vitb regard to the raw materials connected 
with the manufacture of comforts and the requisites 
of their production imports of these things may be 
allowed free provided they do not divert any factor 
of production in the country from the production of 
necessaries to that of non-necessaries. 

Such in brief outline is the policy that may be 
advocated on principles bf good government. We 
may now illustrate the same by application to 
Indian conditions. Commodities produced in or 
imported into and made available for use in India 
are broadly divisible under three heads. 1. Neces 
saries and their requisites of productton, 2. Luxu
ries and the requisites of production of luxuries 
and 3. State imports and exports. The second 
group may be further sub-divided into luxuries 
which are comforts and luxuries which are 
superfluous, undesirable and wasteful. 

\Vith regard to state imports and exports, 
there will be no need to consider them separately 
here but for the fact that under the existing tariff. 
policy they receive a special treatment, ho' dutie~ 
being levied on them' ~t all. The policy, it would 
appear, is based on the assumption that if the duty 
is to be levied on any ~rticle imported or exported 
by the state, the state itself will have to· bear the' 
burden of it, paying in the shape of a higher "price 
if it be an article of import and losing by getting a . 
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low~r price if it be an article of export, whatever 
it may receive into its treasury by means of the 
duty. If this assumption be correct there will, no. 
doubt, be no use in levying any· duty on such articles_ 
But a little reflection will show that state imports 
and exports can be made to exert an important 
influence on the development of a country's own 
industries. With regard to those of the state's 
requirements that have good productional facilities 
in the country itself, the policy of the stat'"e should 
never be to purchase them from abroad. In the 
case of its ,other requirements, the state must 
always buy them from those sources of supply 
which are more elastic than others. There need 
be no levy of duty on such articles imported as no 
purpose will be served by the same. ·With regard 
to· exports by the state it has to be noted .. that 
under existing conditions few of the modem states 
export anything of their own to other countries. 
Perhaps if state ownership of land and state 
industries come into existence, questions may arise 
as to the policy that should be adopted in connec
tion with the various kinds of articles that might be 
exported by a state. But even then there is 110 

reason for. departing from the general policy 

governing exports and imports in general. We have 

seen that the export of necessaries should be 
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restricted by a duty while all non-necessaries excep
ting the raw materials and other requisites of 
production of comforts may have a free pass. The 
same thing holds good of state exports also. ln 
all cases the only point to be considered is whether 

. the duty will bring a net gain to the country either 
by adding to the State treasury or increasing the 
aggregate well-being of the community or streng
thening their productive powers so as to lead 
to an inCrease of such well-being. 

Judged on these lines, the existing policy' of 
the Government of India with regard to its own 
imports and exports requires radical change. The 
Government is doing a great disservice to the 
country by importing almost all of its requirements 
trom abroad whether they are or are not capable of 
being manufactured in India itself. If the Govern
ment really exists for the good of the country this 
policy ought to be immediately discontinued. The 
Go,"ernment should make it a point to buy only 
Indian-made goods in respect of such of its require
ments as can be supplied by Indian manufacturers 
themselves and this e' en when the Indian price is 
sligh t1 y higher than the foreign price. Articles coming 
under this head are, stationery, oils, and paints, and 

the clothing and leatheren articles required for the 
Army Clothing Department. In getting its other 
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requirements such as guns, rifles, and other military 
stores for which there are no productional advantages 
in this country, the Government should as far as 
possible buy them from such sources of supply abroad 
as are comparatively more elastic than others though 
in suitable cases, it may on Imperial considera
tions encourage Imperial sources of supply e,"en 
if they $hould be less elastic than non-imperial 
so,;!rces. In the matter of exporting, the only 
article of government export in India is Opium, in 
which it has a monopoly of trade. Being a noxiolls 
commodity the export of this article should on the 
general considerations noted before be let free. But 
one observation should be made in this connection. 
It js really reprehensible that a government should 
indulge in the manufacture and sale of a commodity 

. which is objectionable on moral grounds. By 
engaging in this trade the Government of India is 
subjecting itself to grave rebuke. Perhaps it may be 
saiq. that the article is mandactured by the GO\ ern
ment only for export abroad, such as to China and 
other countries and that the Government is dcridng 
a large revenue therefrom. But it must be 
recognised that every state owes a duty to other 

states and to humanity at large. Judged in this 
aspect the Opium trade of the Government of India 

must stand condemned as base and immoral. Th e 
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sooner therefore the trade is discontinued the better 
it is to the credit of British Culture. It is refreshing 
howe~er to note that the trade has been steadily 
declining in recent years on account of the growth 
of ideas of international morality and mutual obli
gation; and now that the subject has been taken up 
for consideration by the committee of the League of 
:\ ations at Geneva it is reasonable to hope that the 
manufacture as well as the trade will disappear in the 
near future, except to the extent if at all, of satisfying 
the purely medicinal demand for the article. 

Then passing to the main groups of imports 
and exports, we have simply to apply the general 
considerations noted already. First we shall take 
the case of necessaries and their requisites of pro
duction. The Indian tariff schedule shows that 
many of those things which may be brought under 
this head and which according to our general 
reasoning ought to have a free pass into the country, 
are subjected to the levy of import duties, with the 
result that they cause much hardship to the poorer 
classes of the community, both on acco\mt of the 
restriction in the quantity of supply of those articles, 
and the increase in prices resulting therefrom. 
Such things include food-grains and salt, firewood, 
kerosine and matches, coal and coke, the coarser 
kinds of piecegoods and yarns, wood, timber and 
other building materials, paper and stationery (but 
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not the fashionable and costly sorts), the machinery 
for the production of all these. things, and railway 
and electrlc..1.1 material. If the welfare of the pe~
pIe of India is the real aim of the Government, 
it is difficult to justify the import duty on any ?f 
these articles. On similiar considerations it is 
difficult to approve of the policy of free export 
pursued with regard to wheat and other food-grains t 

and raw cotton and other raw materials of industry. 
A restriction of' the export of these thi.ngs must 
certainly contribute to a plentiful and cheap supply 
of food stuffs, clothings and other necessary articles 
of consumption to the people of India. It may be 
said that an export duty on necessaries will discou
rage their production in the country, and encourage 
in their stead the production of non-necessaries. 
"Ve have already seen that this tendency can be 
effectively prevented by the imposition of an excise 
duty on the production of all those non-necessary 
articles which are likely to compete with necessaries 
for the employment of land, labour, capital or 

. organisation. There is therefore no force in this 
contention. 

In the case also of non-necessaries and their 
requisites of production, the existing policy of the 

Government has to be changed in conformity with 

the general principles already mentioned. A 
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perusal of the tariff schedule will show that there 

is ,no discriminate policy pursued either with regard 

to the import of. those articles of comfort which 
h:nc productional advantages within the country or 
wi.th regard to the import and export of undesirable 
and wasteful non-necessaries. Almost all articles 
of comfort coming into the country are subjected 
to import duties. though the duties on many of them 
arc kept at a moderate level.' But there are no pro
tccti\'e duties imposed on any of them, eyen when 
there are great facilities for the development of 
their Indian sources of supply which require only 

. to be protected i. their infant stages from destruc
tive foreign competition. Of course in the case of 
one important commodity in particular, namely 
refined sugar the levy of a duty of 25%on its 
import, seems to be capable of affording some 
amount of protection to the native sugarcane 
industry in general, but the protection is neither 
sufficient nor permanent enough to encourage the 
industry to any appreciable extent. Tl1e other in
dustries that are badly in need of protection in 
India are those connezted with cotton, leather, 
soap, glass and glass-ware, superior .paper and 

stationary etc. In all these cases the duties imposed 

on imported goods should be of a protective 

character. Export of raw materials connected with 
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• 
.any of them must be restrict~d by an export duty, 
while the machinery and other requisites of pro
-duction that may be imported from abroad for 
their use should not be subjected to more than a 
nominal duty. With regard to these industries it 
must however be noted that none of them should 
be encouraged at the expense of the production of 
necessary articles. For example finer counts of 
cotton yam and finer kinds of cotton cloth should 
receive less encouragement ·than the coarser and 
cheaper varieties. T 0 achiev~ this end, the 
.simple method will be to levy an excise duty on 
the manufacture of superior yarn and cloth, superior 
soap and superior leather goods, thus making their 
production less advantageous than the production 
of necessary and cheaper kinds of the same articles. 

With regard to the other class of non-neces
.saries, namely superfluities and other commodities 
of a wasteful kind, the tariff policy of the Indian 
Government is equally unprincipled and imperfect. 
These commodities being neither necessary nor 
useful for human existence-they add absolutely 
nothing to the fl,llness or elevation of human life
.are merely·a drag on the country's resources, and in 
the interests of the c:ommunity's welfare, both their 
production a!ld consumption require to be checked, 
.and if possible even wholly prohibited. We have 
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• 
already seen that on the imports of these kinds of 
articles prohibitive import duties ought to be· 
lt~\ied though the rates may vary according to 
the degree of undesirableness of each. For 
similar reasons the production of such articles 
within the country requires also to be restricted by 
prohibitive excise duties. Among those articles 
of import into 'and manufacture in India that 
require such prohibitive duties to be levied on 
them are spices and perfumery, tea and coffee, silk 
and silk piece goods, ivory, precious stones etc, gold 
and silver jewels and other articles, toys, dogs and 
other animals sought merely for the sake of 
the pleasure of their possession, liquors, tobacco 
and smoker's requisites, opium, ganja and other such 
drugs. In all these cases the rates of duty will 
ha\'e to be determined having regard to the extent 
to which they are likely to impede the proqlotion 
of the sum total of national welfare. 

In dealing in the preceding paragraphs with the 

principles relating to the taxation of imports a,nd ex
ports we had necessarily also to obsen"e the lines on 
which excise duties should be imposed, owing to 
the "ital connection between the two kinds of taxes. 
Both of them are governed by exactly the same 
considerations with regard to their regulation, 
namely the furtherence 6f the aggregate happiness 
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-of the . community and the development of their 
virtue and intelligence, which in .this book we h<!-ve 
taken to be the basis of all governmental acti,-ity; 
and both are calculated to. achieve this object by 
promoting or restricting as each case may require the 
supply, and consumption in the country, of the 
various kinds of commodities used by its members. 

Proceeding on this basis and adoptJng the 
-classification of material commodities into neces
saries and non-necessaries, and non-necessaries 
further into non-necessaries of comfort, and non
necessaries which may be considered su perfl uous 
and undesirable, we arrive at the following conclu
sion with regard to excise taxation:. It being 
desirable that there should be a cheap and plentiful 
supply of necessaries in the country, no excise 
duties ought to be levied on the. production of any 
such articles. With regard to non-necessaries, those 
·of the· class which not being necessary for life" or 
efficiency, are still of a comfort-giving nature, may 
also be exempt from the duty, as they are not opposed 
to the fundamental aims of government, except 
when and to the extent to which they may compete 
with the production of necessaries and divert the 
factors of production to their own use.. In the case 
of the other class of non-necessaries, which add 
absolu~ely nothing to the fulness of life, bl~t are 
mere superfluities causing waste of human resources 

'\ . 
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and in some cases proving even'positively harmful 
to well-being, it becomes incumbent on a good 
government not merely to discourage their import 
by levying heavy import duties, but to discontinue 
their production at home by prohibitive excise 
duties. 

N ow applying these considerations to the 
Indian excise duties, we find that under the present 
financial policy of the Government excise duties in 
India are levied on the following commodities; salt, 
kerosine, mill-made cotton cloth, (both coarse and 
fine), motor spirit and petroleum, liquors, opium and 
hemp drugs. [After the new Reform Act of 1919, 
the excise revenue from liquors has been allotted 
to the Provincial Governments, while the revenue 
from the other heads is retained by the Central 
Government. Of these the duties on salt, liquor, 
opium and hemp drugs have long been in existence 
while that on motor spirit was imposed for the first 
time in 1917, owing to an increase of financial 
pressure, and the duty on kerosine was only 
introduced in 1922 for the purpose of meeting the 
huge uncovered deficit which the Gover.nment had 
been called on to make good when budgetting for 
that year. J For the same purposes the duty On 
salt was doubled in 1923. but has since been 
reduced to its original level, on account of popuh-..r 
opposition. 
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It has to be noted that this excise. policy of the 
Government of India has been proceeding on no 
other principle but that of getting revenue for the 
state. It has cared very little for the principles of 
maximum aggregate happiness and mlmmum 
aggragate sacrifice. Salt, kerosine and the coarse 
kinds of cotton goods are necessaries of the people 
of India and a taxation of any of these articles of 
consumption must necessarily inflict a greater 
aggregate sacrifice on the members of the commu
nity than a taxation of any non-necessary article. 
The Indian excise policy to this extent cannot 
therefore be too severely condemned. No state 
which pretends to exist for the welfare of its people 
can impose any restriction on the free supply of 
necessaries for their consumption until and unless 
it has already exhausted every other available 
source from which it can raise its revenue. In the 
case of excise duties we have already stated that the 
restriction of harmful and superfluous non-neces~ 
saries, and also of any other rion-necessaries that 
may compete with the production of necessaries, is 
conducive to the good of the people. Instead of 
doing;so, to tax necessaries, or continue and defend 

the taxation of them, wh~ch originally might have 
been ignorantly and thoughtlessly imposed, 

is a determination unworthy of any civilised 
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~overment and especially of a paternal government 
like that of our administrators in India. It is 
no valid argument to say that the tax on these 
articles presses very lighdyon the people. Even 
the slightest restriction imposed on the supply of 
any necessary of existence inflicts as we have 
already seen a greater injury on the community 
than the heaviest tax on non-necesssaries. It is 
therefore imperati\'e that the duties on salt, ~oarse 
clothing and kerosine should be abolished, 
if the real aim of Government is to promote the 
aggregate happiness of the people. 'With regard. 
to the duties on non-necessaries of the class of 
comforts, the existing levies so far as they fall on 
the production of finer counts of yarn and cloth, 
may with advantage be continued, and fresh and 
new impositions on the production of refined sugar, 
j ute, tea, coffee, cardamom, etc., will also be desirable 
in as much as any restriction of them will encourage 
a larger production and supply of country jaggery 
and food grains in their place. But the duties in 
such cases must be moderate and where the 
articles have special advantages of production in the 
country, must be sufficiendy lower than the import 
duties of the same articles, so that an impetus may 
be given to their production at home though at the 
same time not so much enough as to compete with. 
the production of necessaries. 

12 
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The case 'of rion-necessarie~ of the harmful and 
undesirable class is quite different. In the interest~ 
~f the aggregate welfare of the community all 
unqualified restriction of their production as well 
as import is desirable and necessary. This call 
best be done by means of prohibitive excise duties 
equal in their rates to the corresponding import 
duties. Besides liquors, opium and intoxicating 
drugs, the articles that urgently require restriction 
by heavy excise duties in India are tobacco, betels 
and nuts, explosives, fireworks, silk and silk goods, 
jewellery, precious stones~ smoking requisites, and 
the requisites of such merely fashionable sports and 
games as tennis, billiards, and cards. Of these

t 

those which ar,e positively harmful should be more 

severely treated than those which are mere]y 
superfluous and uneconomic .• ' \Yhatevermay be 
the details of policy, the broad fact is clear:' that 
non-necessaries of this class are a proper-subject of 
excise taxation. Tbereis no excuse, for the Govern
ment ofIndia to leave this Class of articles untouched 
and continue its accustomed methods of taxation . ., -

~f $e poor by taxing necessary commodities. 

" 



CHAPTER \11 

CO:-:STRUCTIO~ OF THE TAX SYSTEM-(Contintud.) 

(III) IXHERITAS"CE TAXATIOS". 

In the construction of our tax system we may 
now proceed to consider whether there are not any 
other taxative means by which the requirements of 
tlte state can be raised with the least disturbance 
of the material acquisitions-whether they be 
incomes from possessions or earnings, of persons 
who can feel the burden, namely those who are 
living and those who are to be born. If there are 
any such source~ available it is obvious that the 
funds required by the state can well be supplied 
from out of them in such a manner as to inflict the 
least injury to the resources of existing or future 
individuals; for it is the welfare of those who are 
lh·ing and of future persons that the state has to 
consider in all its aims and policies. The .pro
perties of persons who are dead thus suggest 
themselves in the process of elimination as a fit 
and proper source from which to replenish the 
state treasury. But such properties are under the 
existing organisation of society, governed by what 
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are known as the rights of bequest and inheritance 
under which other and living persons becom« 
entitled to them from the moment of the death 0 

the original owners. So that if the state shoul, 
raise any revenue from this source, it must do sc 
either by abolishing such rights altogether-in whid 
case it can appropriate the whole of the propertie~ 
to itself, or if that connot be done, by le'Ting a t:t."< 
on the inheritance of such properties. \Ve have 
therefore to consider which of these two courses is the 
more proper and conducive to good go,·ernment. 

So far as the first course is concerned, beside 
the general social and democratic considerations 
on which it may be recommended, namely the 
rectification of the existing inequalities in the 
distribution of wealth, and the utilisation of all the 
wealth that unearnedly accrues to the members of 
the community, for their common good, there is one 
specially forcible argument in its fa"our, which 
may be noted. It is said that properties passing 
by inheritance, by enabling the inheritors to live 
upon the energies and savings of others disable 
them to independent e.xistence and make their 
lives economically parasitic. As Mr. J. A. Hobson 
points ~ut, "A man who recei\'es and uses a pro
petty which is not his own, makinz is paid to with
hold S9 much of his personal en.ergy in production, 
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is paid to give out a smaller amount of organised 
and directed activity than he would otherwise have 
ghen. If he receives a series of such gifts, or one 
gift the numbing inA uence of which is spread over 
a: long period of time, he becomes an idler or an 
a'n'archist,·········.··the property of another which he 
uses will gradually crush his own property, his 
capacity of vigorous self-expression. Relieved of 
the necessity of painful effort, he will only undergo 
such efforts as are easy; so the, habit of hard work 
disappears, and with it the zest of enjoyment which 
the re-action from h:u-d work brings. The higher 
kinds of concentrated mental effort, with their 
corresponding enjoyments, go first j then the lower; 
e,'en the physical exercises involving skill, constant 
practice, and play of mind, yield to the simpler 
forms of animal enjoyment. This is the normal and 
necessary effect of living upon another's property. 
One by one the higher activities are ~ebilitated, 
and cease to work; the attempt to consume without 
producing, to enjoy without effort, at once lessens 
the quantity and lowers the quality of life. The 
logical end of a society living upon \ unearned 
incomes would be death by over-feeding, or by 
inability to digest and assimilate their food. No 

economic or moral defence of the right to receive 
rent or interest, or to take by inheritance or 
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bequest another's property, however cogent it may 
appear, can abrogate this application of the natural 

law." * The argument thus advanced, against the 
re~eipt of property by inheritance, nay against all 
kinds of gifts, though somewhat over-emphasised 
cannot be lightly ignored. It c.1.nn9t be gain-said 
that the existence of the right of inheritance or the 
acquisition or the e..'<pectation of acquisition of 
property by that means has a tendency to dimin~sh 
the stimulus to self-help and industry on the part of 
the inheritors and induce them to withhold or 
minimise their own productive efforts. So it must 
be admitted that bequests and inheritances are a 
hindrance to progress. 

But there are other and important considera
tions which in the interests of progress itself, make 
it undesirable that the state should put an end t(} 
the existing rights of' bequest and inheritance, 
except to the extent of disallowing intestate 
succession beyond a limited circle of near relations 
of tJ:1e original owner. These rights are under the 
existing social. order founded on family affection 
and the tie of kinship and recognised in almost all 
civilized countries. Of course in a state where 
on developed socialistic principles private property 
comes to be non-existent, all property being held 

• J. A. Hobson" Tile Sodai ProD/elll " pages 117-118. 
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collectively by the community there will be no 
place for private bequest or inheritance of any kind. 

But no country in modem times has attained the 
ideal conditions necessary for the reaching of 
that social order. And if there is any force or 
incentive to human private effort in our own time 
it is the opportunity afforded by society for the 
unrestricted acquisition and enjoyment of and 
power of disposition over private property. It may 
however be argued that though freedom may 
exist as regards the acquisition and use of wealth 
by individuals, there is no need for the devolution 
of one's property on others who have made no 
efforts to earn the same. The answer to this is 
that the tie of blood relationship and family affection 
as well as the consciousness that one has the power 
to dispose one's property in one's own way constiNte 
So much the most potent factors for private accumu
lation and saving of wealth that if it be ruled that 
the properties of every individual should go to the 
state after his demise, its consequence will be 

disastrous on the incentive to human action in the 
pursuit of wealth. As Dr. Marshall say~ very few 
people acquire property for their own sakes and 
the strongest motive for saving is family affection 
" \Vere it not for the family affections many who 

work hard and save carefully would not exert 
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themselves to do more than secure a comfortable 
annuity for their own lives." * They may not care 
to leave anything behind them. Thus it follows 
that family affection being the strongest stimulus to
human energy and enterprise, anything that is 
calculated to frustrate it, must have inevitably a 
dire consequence on the production and accumula
tio.n of wealth. It is therefore necessary in the 
interests of progress that until at any rate people rise 
above family affection and acquire a power of 
unselfish devotion to the public g.ood and realise 
their own social responsibility for the furtherance 
of the general well-being of the community the 
rights of bequest and inheritance as well as other 
rights connected with the institution of property 
must continue to exist as necessary ingredients of 
progress. We have therefore to start with the 
position that rights of bequest and inheritance 
exist, and must be reckoned with in our discussion. 

It must howev.er be noted that the above argu
ment does not lend any support to the extension of 
the right of inheritance to others than near relations. 
A person's affection being .. normally confined to 
Qne's own family membe,rs and nearest collaterals, 
any. extension of the right of inheritance of his 
property, to others than su~ close relations is un 

• Marshall .. Prillripus of £&0110",;"" Sixth Edition. Book IV. 
'Vii 6., page 228. 

• 
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-necessary and undefendable on any ground. Intestate 
succession should therefore be stricdy limited to
the circle of those for whom the deceased would be 
naturally disposed, or morally bound to provide. 
In the absence of any such relatives the whole pro
perty or" the deceased should escheat to the state 
as representing the community. 

50 far as bequests are concemed it is .clear 
that testators ought to be given full freedom to
dispose of their properties in whatever way they 
like; for, should any restriction be placed on such 
freedom it must gready diminish the motives to
industry and saving on the part of all present and 
prospective acquirers of property who may expect 
to be fettered by such restriction. Further, as 
pointed out by Henry 5idgwick "any interference 
running strongly counter to the natural inclinations. 
of such persons would be likely to be extremely 
evaded by donations before death ;"* For these 
reasons it is desirable that testators should be 
allowed a free hand with regard to the disposition 
of their properties by will or otherwise. 

Thus the case for the state abolisbing private 
rights of inheritance and taking to itself all the
properties of persons who are dead, failing,-except 
to the extent of excluding remoter ~elations in 

• Henry Sidpick .. EII",mll (If P(I/i/iu .. Chap. \11. S .... page 105. 
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respect of intestate succe~~on, we are leJ to 
-consider the nature of a ta~ on inheritance in the 
cases allow·ed.. Such a levy is undoubtedly to t~\ke 
precedence of nny attempt to t.L~ the eamed aCt!lli
sitions of lh'ing persons, in ns much as there is 
absent in the case of an inheritance tl...~, the 
feeling of that l"un of l'Oacrifice caused by t!lC 

pressure of t.L~ation which must charac~rise a 
levy on the acquired resources due to self .. e~ertion. 
Now accepting the propriety of a le\')' on inheri~ 
wealth we find that there is much to "UtTerenti.lte 
and distinguish. E\ en among the near circle al 
relations there is a gradation in consanguinity and, 
atTection beginning with the closest feeling of 
relationship in the case of a husband or wife or 
son or daughter, nnd diminishing gradually with 
distance. Among the immedl.\tel:lnlil)· members 
of an owner, the intensity of mutu~l atl'~ctit)O 

almost brin~ about a feeling of identity of own~l'" 
ship and enjoyment of properties so th,\t whetl slIch 
properties pl...~ by inheritance to them on his .dClth, 
they nre felt to be as n~art)· dear ns the product of 
their (lwn sdf .. e~ertion. But the "US tinction he
tween self-acquired and inherited property is 
fundamental And cannot be i~oreJ~ and all pro

perties got through inherit!Ulcc ought to be made 
.to contribute to the state without e~ception, though. 
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in a scale progressively gra-luated according to the 
degree of distance of relationship. . 

This applies to succession in cases of both 
intestaty arid bequest. But a special point arises 
for consideration as regards bequests in favour of 
strangers. In such cases there is no natural affec
tion between the ~testator and the legatee. But in 
as much as there is a definite expression of affection 
in the bequest itself, a legatee of this kind may be 
placed in the same position and treated, as regards 
the amount or rate of tax, on the same terms as 
the nearest of the relations in the circle of heirs to 
be determined for intestate succession. 

The next question that arises for consideration 
is with regard to the principles that should guide 
and govern the methods of assessment applicable 
to this kind of taxation. From what we have 
already seen in Chapter III dealing with distribu
tional principles the case for the application of a 
progressive method of assessment, increasing with 
the size of the properties inherited, becomes clear. 
But there is also another principle specially 
applicable to inheritance taxation wqicb follows 
from our discussion in the preceding paragraph 
namely, a method of assessment based on the fact 
that the more remote the degree of relationship 
between the deceased man and the inheritor, the 
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less defensible is the .1~t,t¢r's right of inheritance 
and the greater the justip,tation for governmental 
interference through 1:?-i~~on. It will not be 
wrong in many cases to confiscate to the state the 
entire properties of those 'who have died intestate 
and left no near relations. For in such cases there 
wtll be no hardship caused to the would-be· 
inheritor; for as Bentham says. "Hardship depends 
on disappointment; disappointment upon expecta
tion; and if the. law of succession leaves him 
nothing-he will not expect anything". It follows 
therefore in such cases that a very heavy tax even 
to the extent of entire confiscation will be not only 
proper but highly necessary for the ends of the 
social justice. 

N ow combining the two principles of progres
sion-one according to the size of the properties 
inherited, and another according to the remoteneSs 
of the degree of relationship of the inheritor, we 
may suggest the following scheme of assessment:-

With regard to one's own husband or wife or 
lineal descendants one single rule maybe adopted 
and it will be justified on the ground that everyone 
has' normally a natural, affection for such relations. 
The,rule is that progressive 'rates steeply rising for 
larger inheritances, subject to a maximum of, say, 
10 percent may be charged in the case of all these 
heirs without distinction. 
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In the case of other heirs a method of double 
progression may.be pursued, one according to the 
.distance of relationship of the inheritor, and 
~'mother as in the. case of succession of lineal 
descendants and other near relations, according to 
the value of the estate coming to him. Thus the 
rate applicable to the degree of relationship may 
be first charged, and after determining the amount 
due on that basis, the rate goveroing the value of 
the estate may be applied, and then the amounts 
together due under both heads, made payabfe as a 
first charge out of the estate inherited. 

In qetermining distance of relationship there 
is howe, er a special difficulty to be got over. The 
law of succession varies according to different 
communities, the degree of nearness or remoteness 
of relationship in each of them being determined 
partly by custom (tribal and local) and partly by 
religious beliefs and traditions; so that there is no 
single universally recognised line of succession i~ 
all the world. Thus under the Hindu Law, the 
capacity of a blood relation to offer spiritual bene
fit to the soul of the deceased by meanS" of libations, 
oblations, and otherwise (which for QJ.1ght we know 
he might or might ~ot perform at all) and the 
degree of its supposed efficacy, determine the line 
of the deceased's heirs; so much so, that a sister , 
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sister's son, aunt or aunes son- does not come ill 
until nil the conceivable male collaterals nre 
exhausted. Similarly the Mahnmmedan Law, the 
Buddhist Law and every other recognised La\.. has 
its own .modes of succession. 

The solution therefore of how the rates or 
taxation have to be fixed nccording to the distance 
of relationship of heirs lies in some such ru-mnge
ment as this: whatever may be the law of succes
sion, if we determine the number of the place of the 
actual heir in the line of the series of heirs, then we 
can fix the rate according to the place he will 
occupy in the order. Thus if an heir is IQth, 15th 
or 25th in the order of succession, then whatever 
may be the law of succession prevailing in :my 
gh'en society, the rates fixed for the place he 
occupies in the line of heirs, will be the rate 
governing. his succession. 

Thus both n vertical and a horizontal n\te have 
to be adopted in the case of other thnn lineal heirs 
and neru- relations. 

In this connection a subsidiary question may 
arise with regard to the manner of levy of the ta.~, 
and it may at once be dealt with here. The 
question is, how can u perSon who inherits property 
not in the shape of liquid currency but in other 
wnys, be mnde to pay the tax in terms of mone),' 
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(which i'J generally the premil.ing and usual mode 
of collecting taxation) all at once when the inheri
tance opens. Of course in the case of property 
other than money it is exceedingly difficult for the 
inheritor to pay the government its due percentage 
all at once. The matter will be specially difficult
ill cases where the pro{>erties are not easily market
able, and the tax a large percentage~ In such 
cases the government ought to be mos't equitable 
and reasonable with regard to the time and 
manner of collecting its share. Adam Smith's 
third maxim of taxation that 'every tax ought 
to be le\i~d at the time or in the manner in 
which it is most likely to be convenient for the 
contributor to pay it', is specially applicable to· 
the case of an inheritance tax. A period of one 
or two years may fairly be given. for the payment of 
the tax, and in cases of failure the whole· or any 
portion of the properties may be sold in ~.ax-auction, 
and the amount realised. Or an op,tior\" 1llay be 
given to the tax payer for a partition. ?I~nce of the 
properties, and the ,gsWemmen~~'~'share paid 
immediately in kind .. ~I~:the tax is made .payable in 
one or other of these'.m9des, there will he no real 
hardship to the tax ~~rer. 

N ow when we apply these general considera
tions to the case of an inheritance tax for India, we: 
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care met with a special difficulty. \Ve have to deal 
i~ this country with a peculiar law of devolution 
so far as the Hindus are concerned who form 
the major portion of the population. Unlike 
in all other cases where the properties of in
<lividuals belong to themselves exclusively and 
pass on their death to their own 'heirs, in the 
case of a vast majority of t4e Hindus-except 
with regard to the self-acquired and absolute pro

perties of individual members, which pass by 
succession to their own personal heirs, properties 
are largely held by what are known as joint Hindu 
families in which every member of the male sex 
takes a right by birth and no one can point to any 
particular portion of the properties .as his own. On 
the death ofanyone member the right to the whole 
of the property passes by survivorship to . the other 
existing members, and every new member that is born 
in the family becomes entitled to joint enjoyment of 
the properties byhis very right of birth. The follo
wing passage from Maynes' Hindu Law and Usage 
-contains a clear and concise statement of the law. 
" There is no such thing as . succession, properly so 
-called in an undivided Hindu family. The whole 
body of such a family, .consisting of males and 
females, constitutes a sort of corporation, some of 

the members of which are copar.::eners, that IS, 
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persons who on partition would be entitied to 
demand a share, while others are only en tided to 
maintenance. In Malabar and Canara, where par
tition is not allowed, the idea of heirship would 
never present itself to the mind of any member of 
the family. Each person is simply entided to re
side and be maintained in the family house, and to 
enjoy that amount of affluence and consideration 
which arises from· his belonging to a ,family 
possessed of greater or less wealth. 'When he dies 
his claims cease, and as others are born their 
claims arise. But the claims of each spring from 
the mere fact of their entrance into the family, 
not from their taking the place of any parti
cular individua1. Deaths may enlarge the bene
ficial interest of the survivors, by diminishing 
the number who have a claim upon the common 
fund, just as births may diminish their interests by 
increasing the number of claimants. But although 
the fact that A is the child of B introduces him into 
the family, it does not give him any definite share 
of the property, for B himself has none. Nor upon 
the death of B does he succeed to anything, for B 
has left nothing behind to succeed to. Now in every 
part of India where the Mitakshara (law) prevails, 
the position of an undivided family is exacdy the 
sam'e, except that within certain limits each male 

13 
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member has a right to claim a partition if he likes. 
But until they elect to do so, the property conti
nues to devohe upon the members of the family 
for the time being by survivorship and not by 
succession. The position of any particular person 
as son, grandson, or the like, or as one of many 
sons or grandsons, will be ,'ery important when the 
time for partition arrives, because it will determine 
the share to which he is then entitled. But until 
that time arrives he can never say, I am entitled 
to such a definite portion of the property; becaUie 
next year the proportion he would ha,-e a right 
to claim on a division might be much smaller, and 
the year after much larger, as births or deaths 
supervene". '" 

Now it will be extremely difficult if not impos
sible to apply the principles of inheritance ta..xation 
to the case of Hindu joint family properties which 
are not inherited by anyone but pass through 
continuous stages of survivorship, until the members 
of the family divide, and form separate families 
of their own. Of course the separate property of 
every Hindu whether divided or undivided from 
his family, passes on his death to his own heirs, 
as in the case of other people; and there is no 
difficulty in applying the ta..x to c..1.ses of this kind. 
But in the case of joint family property no one 

• ;\Iayne CI /lbl1" LaUl .md CNC''' Ninth ~dition. pages 3»-5. 
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member can indicate any portion of it as his own, 
until and unless it is divided· and becomes in the 
absence of other members to share it with him, his 
own separate property, descendable to his heirs. 
If and so long as it should remain joint family 
property the possible share of every member is as 
liable to increase by the death, of any existing 
member as to diminish by the birth of new members. 
Thus there is no fixity or steadiness. about the 
share that will come to anyone member; and the 
inheritance tax which requires as a condition of 
its application, the definite dC?volution of the 
determinate property of a deceased person to 
another and living person, is not from its very 
nature applicable to the case of Hindu joint family 
properties. A practicable scheme of inheritance 
taxation should therefore exclude from its operation 
such properties. Considerations of equity and 
good government however require that such 
properties should not escape from the levy, while 
other properties pay the ta.~ when passing from one 
hand to another. It may be suggested that a 
survivorship tax at the same rates at which the 

inheritance tax is leviable on lineal descendants 
and other near relations, may well be levied 
on the value of the joint family properties, the 
management of which passes on the death of one 
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managing member to another . who succeeds to his 
position in the family. As every family has, and is 

presumed in law to have a managing member (Who 
is generally the father or other eldest male member) 
there will be a definite devolution of its manage
ment from one member to another and no difficulty 
felt with regard to the ~pplication of the tax. This 
is a fairly equitable arrangement capable of 
removing the injustice that would otherwise be 
involved in the exemption of the propertie.s of a· 
very large section of the people from taxation 
of this kind. 

It is a point for comment that such an obviously 
just impost as the inheritance tax has never found 
a place in the tax system of British India: and no 
attempt made to improve the system in this 
or other respects, in the direction OL' justice' and 
'good govemmenf, and according .to the teachings 
of economic sci.ence. Such highly objectionable 
and iniquitious imposts as the duties on salt~ 

kerosine, .matches and .other necessaries of life have 
been persistently advocated and maintained by 
those .who are responsible for the administration 
<;>f the country without anyeare for the improve
ment of the well-being of the people. The bureau

. crati~ administrators, both European. and Indian 
have so long made common cause in their want of 
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sympathy with the poorer classes, and in vehemendy 
protecting the interests of the richer. Though to 
their credit it must be said that they are not so 
bad now as they were in the 19th century, when as 
in France in the 16th, 17th, and 18th centuries, 
they had exempted the officials from some kinds 
of taxation, still no atte~t has even yet begun 
in the direction of really good government. There 
is at present nothing more urgendy requiring 
reform in the administration of the country than a 
complete improvement in its taxative policy to be 
effected from the stand-point of the promotion of 
the general well.being of the people. 

It only remains to mention th~ economic 
objections, serious in the view of those who advance 
the same, urged against the taxation of inheritances. 
It is said that such taxation has the grave economic 
defect of falling on capital and othet accumulated 
resources, retarding industrial development and 
red~cing the national dividend, and thus impeding 
the progress and welfare of the people in the State. 
It may at once be admitted that the effect of the 
ta~ will be to cut the size of individual possessions 
and reduce the capital available in the hands of 
individual producers. But it does not follow from 
this that the productive powers of the nation as a 
whole will be weakened, or that th~ national 
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dividend will be reduced. Those who advance the 
objection forget that the amount realised by inheri
tance ta.'lCation does not disappear from the country 
but only comes into the hands of the state. The state 
having for its aim the conferring of good govern
ment on its people, will not spend the money in its 
hands e.'i:cept for purposes beneficial to the people. 
If it increases their welfare, it will add ·to their 
efficiency and therefore to their productive power. 
If it undertakes industrial undertakings, the appre
hended ill-effects of the ta.'lC will ipso facto disappear. 
If it reduces the public debt with the help of the 
tax, the country will economically benefit to the 
extent of the reduction. It is thus clear that there 
can be no objection to the tax itself, but only to 
the improper uses that a state might make of the 
amounts realised therefrom. This book, however 
assumes throug!iout its discussion that the state 
which it concerns itself with, has for its sole end 
and aim the good of its people and honesdy strives 
to achie, e that end. The question of improper 
use therefore does not arise for consideration in 
our study of principles. 

The second objection that is advanced against 
the ta.xation of inherited wea1th is that it has a 
tendency to check saving. The objection assumes 
greater seriousness when the amount of tax levied 
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is considerably heavy. It is said that the expect
ation of an appropriation by the state of the whole 
or any portion of the property of a person on" 
the occurrence of his death will have a restrictive 
influence on the quantity of saving feffected by hiin 
by inducing him to make a greater consumption 
use of the wealth at his disposal during his own 
life-time. That the certain imposition of a tax 0 f 
this kind on a person's death is capable of influen
cing his conduct during his own life-time is 

undeniable. But it cannot be said from this that 
either his efforts will decrease or his consumption 
use will increase and the motive to save thereby 
weakened, at any ·rate to any appreciable extent. 
So long as wealth gives a present power and distinc
tion to its possessors and its acquisition is prospec
tively moti"ed by family affection especially towards 
one's own husband or wife or children, and the time 
of occurrence of one's own death is uncertain, so 
long will the incentive to saving continue, and will 
strengthen rather than weaken the habit of pro
viding for th~ future. Whatever possible check 
the existence of the tax may put on the tendency 
to accumulate will be relatively splall when 
compared to the other motives that stimulate 
saving. Any possible increase in the consumption 
use of wealth by its accumulator will be sufficiently 
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prevented or at any rate. discouraged by the 
taxation of extravagant consumption which as we 

. have already seen forms also part of our system 
of taxation. 

Professor Pigou who discusses the economic 
aspect of "death !JI duties" (which is but another 
name for the inheritance tax) suggests further reasons 
in support of the view that the taxation will not to 

any appreciable extent check the accumulation of 
wealth. He says "A part of the stimulus to 
accumulation consists in !;he power and prestige 
that riches confer. In persons of only moderate 
fortunes who have or hOfe to have children this 
motive is not indeed likely to playa dominant part. 
A desire to provide for their children will be the 
main motive and if it were removed many of them 

would elect to ' retire' from work much earlier than 
they do now .. ;But as Prof. Carver observes, " After 
one's accumulation has increased beyond that which 

. is necessary to safe-guard one's offspring and to 
provide for the genuine prosperity of one's family, 
the motive to further accumulation changes. .one 
then engages in business enterprises because of a 
love pf action and a love of power. Accumulated 
capital becomes then one of the instruments of the 
game. So long as :the player is left in possession of 
this instrument while he is . one of the players, he is 
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not likely to be discouraged from accumulation 
merely by the fact that the state rather than his 
heirs gets it after he is through with it." In a like 
spirit the late Mr. Carnigie wrote "To the class 
whose ambition it is .to leave great fortunes and to 
be talked about afte~ death it will be even' more 
attractive and indeed a somewhat nobler ambition 
to have enormous sums paid over to the state from 
their fortunes." Hence very heavy death duties 
could probably be levied on large legacies-parti
cularly on legacies in the direct line-without 
causing any important check to saving and the 
national dividend."· 

(IV) TA.XATIOS OF t:1I."E.o<\R:\r:o PROFITS, 

\Ve ha\'e so far considered such sources of 
revenue as will not affect the personal resources of 

• In this conne~tion Profe .. or Pigou goes further and approves of 
~n ingeniou. plan 5u!!gested by !,ignor Rignano .. under which. death 
dulie. ,.'oulrl be levied not only on the death of the original accumulator, 
but also on that of Ihe second and third inherit" .. , On this plan resources 
would I ... taud to the ntent, say, of one-third When they descended from 
their ori!!ina.l accumulator to hi. successor, the remainder would be 
laud to Ihe exlent of ""o.third. when this successor handed them on, 
whilr a t the next .u~~.ssion the whole of what was left would be 
.t..orbed," Professor Pi!!"u concludes; .. there ~an be no doubt that a 
larg .. re"ellue could be obtained from rkh persons by this plan, in such 
"'ise that the expectation of the Je''Y of it wou)d in,'o)ve an even smaller 
,e.lrkt;"e efTect upon the supply of caJlit.~I, and an e,'en smaller,injury 
10 the national dividend, than i. associated with the .xisting s~'stem of 
dealh dutie., Indeed there i. much force in S, Rignano's contention that 
bit plan would actually lead to an iller~1JIe of saving, For, as regards 
"ne', own children, every sum saved by the heir of a gi,(pn patrimony 
.... ould come to have, in his e~"'e~, a mur-h grf!ater value, even three or 
four times greater than the same snm inherited by him; wher~a. to-day 
tbe heir of a Il""eat fortune is not mu~h inclined to increase further the 
~atrimonv which he has inherited, for, as it i. more than sufficient for 
Ilim, he thinks it will be the oame for his son," EetJllomiu of I Vtlfartl 
('art IV, Olapter VII. pages 643-4, 
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the members in general of the community within 
the state. Any members, if they willed, could 

escape the export and import duties, which we 
proposed. The inheritance tax falls only on dead 
men's properties when they pass to other and living 

persons, who except for the favourable and acci~ 

dental circumstance of consanguinity and the law of 
succession based upon it, can have no right to the 
same.. The taxation of luxuries is justified on 
social and moral grounds, and anyone can escape 
the same by avoiding their use. In fact the very 
object of taxing them is to discourage their use. 
These imposts are thus advantageous sources-of 
revenue which the state has first to exhaust before 
proceeding to a general taxation of the community. 
But there is still another source which it will have 
also to utilise; before it finds it· necessary to resort 
to a general personal, taxation of the earned 
resources of its members. . 

If we analyse the elements that contribute t() 
thel}cquisition ot wealth by individuals, we find 
that in many cases, not ali the wealth that is 
acquired is due to personal exertion. That part of 
a man's resources which comes to him' not by 
reason of the labour, mental, physical or otherwise~ 
which he devotes or the capital that he invests but 
because of the conjuncture' or social opportunity 
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attending his business, or of the increase in the
public value of the landed property he possesses, is

purely in the nature of unearned rent so far as he is 
concerned, and is not due to his own exertions. This 
wealth is either accidental as in the case of oppor-
tunity profits or 'wind falls,'· or is due to the public
influences as in the case of increase in the annual as 
well as capital value of lands (both rural and urban} 
due to the growth of population or developmenfofthe
means of communication or other causes of general 
progress such as the successful working of other lands. 
in the locality, progressive works effected by the state
and the existence of high markets for produce in the
neigh bourhood. In such cases it is evident that the
per!on to whom the profits accrue has not done 
anything for earning such profits. Though in the 
case of opportunity profits it may be said that they 
~re'due to the fortune of the particular individuals. 
to whom they accrue, even that cannot be said with 
regard to profits due to an increase in the public 
value of land which is dependent on the pressure 
of population and influences of progress. In both 
cases the profits are due to causes which are not
the particular persons's own making. If that be so, 

'That is. accretions to the value of a person's property ,,'hieh he 
has not fore.een and which are not due in auy degree to the efforts 
made. intellig.,nc., ,.urci • .,d ri.Jr.. born., or capital in\-e.ted by him. 
}'rof., •• or I'i&,oo • TIll E_",ia of Wt/fllrl Part. 1\', Chap. m. 1" 600_ 
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there is no reason why such profits ought not to be 
made to contribute a portion to the state which 
is the representative of the public interests. There 
is of course a special difficulty in finding out that 
portion of the income of any bnd which is due to 
its public ,,:liue, as distinguished from the portion 
due to the exertions of the owners. And simi\;uly, 
perhaps e"en more significantly, it is not possible 
to distinguish accurately the amount of opportunity 
or conjuncture profit as distinguished from earned 

prollt. But they can be approximately estimated 
in both cases, and for the sake of being within the 
truth, they may be estimated after cautiously allow
ing a fair margin to co'''er the possible errors of 
calculation The profits then which are due to other 
causes than the application of work and outlay by 
the indidduals to whom they accrue, are propcrty 

liable to make n contribution to the state. which 
contribtttions may c,"en go to the full extent of 
sucll rrotlts. In this connection spechll mClltion 
has to be made of monopoly profits. Mon()polies 
im'olve pridleges conferred by the state, nnd the 
monopolists enjoy e.",dus\\ e ad,-antages. The 
prolits which they dcrh"e are partly at ~ny rate due 
to the pre,'cnuon of the play of free competition, 
.and to this e.~tent the public have a right to 
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appropriate such monopoly profits, allowing to the 
monopolists only a reasonable portion of such 
profits, compensating them in addition for any 
special abilities shown in the business. There is 
in substance no difference between monopoly 

profits and other opportunity profits so far as the 
public interests are concerned, except that in the 
case of monopoly profits the state' has clearly a 
greater right of appropriation, because of the 
exclusive rights it has conferred on the monopolists, 
which are the reason for the accrual of such profits. 

On the whole then we arrive at this conclusion 
with regard to all unearned profits in general; that 
in our system of taxation we can properly include 
an opportunity~profi~ duty (including within its 
operation monopoly profits also); and where there 
has, been no nationalisation of land, a levy on land 
rents too (the latter being revisible periodically 
so as to conform to changing public values). 



CHAPTER VII 

-CONSTRUCTIo.N OF THE TAX SYSTEM-{Contin;eed.) 
(V) IXCOME TA..XATIOX. 

Unqer existing conditions of individual and 
,social life we do not find any other positive modes 
of taxation than those mentioned in the preceding 
chapters which are either pointed to or justified by 
the principles of' justice' and 'good govemment.'* 
If the wants of the state, cannot be satisfied with 

• It may be said that stamp duties as a 'class, which have beeu 
widely recognised by the existiug tu: systems of the world, can properly 
lind a place also in the mechanism of the system of taxation that we have 
here proposed. But a little reflection will -show that stamp duties as 
such fall on certain transactions and acts of parties in their attempts to 
-create iJl/er se rights to property or status, and are not founded on any 
'conceivable principle of justice or good government. As Dr. Piersou . 
rightly puts it, they subserve no principle whatever and are mere lisc.'Il 
legerdemain. Though on accouut of the large' revenues which they 
yield and the ease with which tbey are collected, tbey have been tempt
ingly retained by modern st.'ltes generally, they are hardly defendable 
as a proper or sound source of revenue, from the standpoint of the 
fundamental aims and purposes of a n.'ltional State. It may be that people 
have become so accustomed to the burden of these duties that they 
scarcely feel them as a burden; but there can be 'little doubt that when 
tlle duties are high (as they are now in India), they hit severely at 
commercial transactions, and impede economic progress. Though a 
wealthy community like the British or the Americans, may be able to 
bear their burden without detriment to tl,eir material progress, a poor 
community like the people of India ought not to he easily reconciled to 
them, baving regard to the infant st.'lge as well as the slowness of their 
iudustrial and commercial development. 
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the non-tax revenues and the collections made 
from the above-mentioned taxes, it will have to 
resort to such a mode of taxation as will best 
satisfy its financial needs without at the same time 
being incompatible with any of the principles 
herein before noticed. This last consideration 
points to the general taxation of the personal 
resources of the individuals within the state. The 
.distributional aspects of such taxation have been 
already generally discussed, and we may notice here 
the logical result of a consideration of the same 
viewed as having a place in any good tax system. 

Now with regard to such taxation, the simplest 
method that suggests itself is the taxing of every 
individual within the state for his existence 
therein and receiving of benefits, protection, 
society and order which it affords. The rate of 
the tax thus leviable will be obtained by the sum 
t()tal of the deficiency of revenue' required over 
and above what the foregoing taxes supply, being 
divided by the number of members living in the 
state, the quotient representing the amount that 
each will have to pay. There is indeed some 
force and a little substance too in the, argument 
that evpry member should make co~tribution 
towards the maintenance of the state. But what 
shall be the contribution is not so easily capable of 
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apportionment as it is conceivable with regard t() 
the ~'lse of many persons. A tax, as it is under
stood here, signifies only a contribution in terms of 
money or money's equivalent. If that be so, 
one on whom the tax is imposed must be 
capable of paying it and it must be in an easily 
collectionable form. Now all the individuals in 
any given state do not, under the existing social 
oider, possess money or material commodities 
convertible in terms of money, a considerably large 
number of them being poor and able to live if at 
all only by getting wages for their personal 
sen1.ces. In some cases there is not e, en the 
exercise of sufficient earning power which-may be 
due to either want of opportunity, or fitness 
or inclination to work, while in still worse cases 
(which it may however be hoped, is a steadily 
diminishing number) those who are known as the 
, Residuum' of the community are physically~ 

mentally and morally absolutely' unemployable' 
and are surrounded by extreme poverty and destitu
tion. In this state of things, it will be difficult in 
many and actually impossible in some cases to levy 
the apportioned amounto(the tax from such 
persons. So a poll or capitation tax. must eliminate 
from its operation those individuals from whom on 
account of want of property or earnings, the tax 
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cannot be levied at al1. And these we may call 
the ' im possibles.' In the case of those who are 
earning but not sufficiently even for themselves, 
the collection of the ta.'C will be a difficult and 
costly business, though not impossible. If a levy 
is to be insisted on in this case, it will lead to serious 
social discontent, but more importantly than that, 
will impair their efficiency and therefore their earning
power, thus making them less able to pay the tax. 

than before, and gradually driving them to the 
position of the 'impossibles.' Further if the 
• impossibles ' are to be exempted on account oi 
their having nothing, and if the half-starving are 
also to be freed from the payment of the ta.'C on the 
ground of poverty or insufficiency, the principle 
involved in the taxation of individuals as such 
ceases to operate, a new guiding principle being 
substituted in its place, namely, the possession of 
p~operty or earning of income. The power to 
pay comes no longer to be judged by personal 
existence but by possession and earnings. Perhaps 
it may be said that whatever may be the practical 
difficulty, the principle of justice involved in a 
capitation levy cannot be easily denied; that it is 
a fact that e\-ery person living in the sute receives 
from it his personal protection, though in the case 

<>f those who have properties or incomes, the pro: 
14 



202 A NATIONAL SYSTEM OF TAXATION 

tection of the state extends to their possessions 
also; but that this latter factor can only show that 
over and above the general poll-tax, an additional 
levy may have to be imposed on those who receive 
the additional protection for their properties and 
incomes. But a litde reflection will show that 
this contention is untenable. As we had already 
occasion to notice in connection with the exemption 

from taxation of the resources necessary for sub
sistence, the protection of the mere physical body, 
apart from the protection of property has no 
advantage in itself, at any rate in the view of those 
who have no properties t~ be protected by state 
interference. Or rather the view of such persons 
is that but for the state, those whose properties 
are protected would be entirely at the mercy of 
those who have no property and who by combina-

, tion or othenvise could remove their own condition 
of poverty by int~rfering with the resources. of those 
that have. In thei~ view the existence of the state 
is a hindrance rather than an advantage to the 
poorer people. They will lose nothing and may 
possibly gain something by the destruction of the 
state as it exists. The state, therefore,. is deemed to. 
exist oniy on behalf of those who have possessions 
and want to preserve them. Viewed in, this aspect. 
the duty of the state will be not to exasperate the 
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poorer classes and goad them to a cor;nbination for 
its destruction but to appease their discontent and 
poverty in all possible ways. If this view be 
correct, then a fortiori it follows that their poverty 
and discontent should not be increased by any taxa
tion of their necessary resources. Again from the 
standpoint of good government also the reasons 
for exempting the poor whether with or without 
any properties or incomes, are apparent from what 
we have previously discussed. Further even sup
posing for the sake of argument that a per capita 
levy is necessary for the ends of justice, the prob
lem of how such a contribution can be imposed 
upon and collected from them has still to be solved. 

Perhaps it may be suggested that instead of 
the tax being collected in the shape of a money 
payment, it may be levied from them in the shape 
of personal services. There is indeed some force 
in this suggestion, but the pra~tical difficulties 
involved in distributing and utilising such services 
are so great and insuperable that the principle which 
is already otherwise unsustainable on a prior"
grounds, is incapable of realisation under existing 
conditions of society and government. \ In the first 
place it is exceedingly difficult to distribute such 
sen'ices so as to throw an equal burden of sacrifice 
on all those who have to render them. Tne 



204 A NATIONAL SYSTEM OF TAXAtiON 

measure of individual servic~s according to their 
market value is no easy matter. The complexity 
of calculation required by the variety of the services 
that might be offered, and the inadequacy of a 
single measuring rod for all of them, are enough to 
deter the greatest financier of genius from attemp
ting a)axation in the shape of services. Secondly, 
it .is obvious that the state will not be in need of 
.services which are not of any use to itself. The 

services required by the state being generally 
divisible into two kinds·--those necessary for the 
carrying on 'of its work of government including 
aU social activities, and those connected with the 
d~fence of ·the stale from external aggression and . 
internal disorder-the only possible ways in which 
the services of any members of the community can 
be availed ·of by the sta:te, are circumscribed by .-these tflo kinds of utilities" unless the state takes 
upon itself as it might well do under conditions 
already indicated, .profitable busiI).ess activities 
which may give a further scope for the employment 
uf s\lch sery"ices. N ow each of such . services to be 
collected, it has to be noted, must necessarily be 
of a, compulsory or semi-compulsory character
compuiwry in cases in ·which· they ar!! wholly or 
partially unremunerative to the employees, the 

. extent of non-remuneration indicating the amount 
. . 
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9f tax payable by them; and semi-compulsory in 
cases where the remuneration paid to them is 
smaller by the amount of tax due from them, than 
the actual value which their services can command 
in the open market. In either case it is clear that, 
as the employees will do their work unwillingly or 
half-heartedly, the work done by them must 
necessarily be less efficient than fully paid services. 
Again, with regard to the services required for the 
carrying on of the business of government in all 
its directions, the employment of individuals with
out the special qualifications required for each kind 
of work, will not only prove inefficient and useless, 
but in some cases prove even positively harmful 
for the purposes which such work is intended to 
achie\"e. Hence if the state wanted to utilise the 
se~\ ices 01 persons who are unable to ~ay the 
capitation tax in terms of money or other material 
commodities reasonably capable of a money mea~ 
surement, it will have to train them at its own 
expense, before seeking to employ their sen-ices, 
unless they train themselves at their own cost. 
As the individuals we are here concerned with, are • 
not from po,"erty, capable of training themselves at 
their own expense, the consideration arises whether 
it will be sound economy for the state to invest its " 
monies on training them and then employing their 
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services at a lower than the market rate of wages, 
the difference indicating the amount of tax leviable 
plus the cost of training expended. 

All this however is with regard to that portion 
of the work of government which requires specia
lised ability. But the military and the police 
services, as well as the lowest ranks of every branch 
of the governmental organisation, and in all cases 
when the state has undertaken economic functions 
on any large scale, the whole of the m3;nuallabour 
.required for them, are all spheres of activity where 
there is vast and unlimited scope for the employ
ment of unskilled physical labour which requires 
no special training, or at any rate no more than a 
litde and almost inexpensive training as a qualifi
cation for entrance. In all these departments of 
government, it may be plausibly arguet;l, the state 
can employ the services of those·of its' members 
who are unable to pay the capitation tax, and thus 
solve the problem of universal taxation. But a 
close attention will . show that these departments 
as they are at present, do not give scope for the 
employment of any but a small and limited number 
of persons. A few hundred thousands at the most 
will be enough for the police and defence services, 
an even smaller number for the bottom ranks 
of the civil departments. Of course state indus-
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trialism may give scope for the employment of 
some millions of labourers,. but under existing 
conditions the industrial and other business activi
ties of the state are small and limited. Under 
these circumstances, there is not scope .for the 
employment of more than a few per centum of the 
un taxable classes among the community. The 
question of utilising the services of these people 
by the state thus reduces itself as part of the 
larger problem of want of employment which in 
modem economics still remains unsolved. 
If the state should think of solving its present 
question by arranging to give employment to all 
these people by distributing its available work in 
turns, that will involve besides other evils, want of 
uniformity in carrying on the business of govern
ment, want of responsibility in each discharging 

his duties, brought ~bout by the frequent changes 

in each office or work, and a resulting greater 
complexity in the methods of administration and 
larger cost of supervision and management. And 
after all, wha.t is to be the ultimate effect of these 
compulsory and semi-compulsory services? In these 
days of developing democratic. feeling and popular 
influence over government, the tendency of 

government has come to be more and more to 

widen its range of action so as to increase steadily 
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the welfare of the poorer classes in all possible 
ways, than for making them bear any burden to 
the state and reduce their material conditions ·0£ 
well-being. In such ~tate of things it will be more 
correct to view the aim· of the state as intending 
to benefit the poorer classes if at all it aims at 
providing employment for any of them, than to 
take such employment to be for the utilisation of 
their setice to the state as the alternative for their 
non-payment of any. tax. Thus the principle 
involved in a universal' capitation levy with its 
scheme of compulsory and semi-compulsory sen-ices 

in untaxable cases, become swallowed up and 
lost in the larger and more engaging problem of 
state socialism. 

Again politically, the combined influence of a 
military recruited from the untaxable population, 
and naturally sympathetic toward the condition of 
the poorer classes ... and a democratic government 
craving for a socialistic organisation of society may 
lead to revolution instead of a cautious advance in 
the path of progress. . The influence of the poor 
in every direction, and the opportunities for their 
easy combination· might cumulatively lead to 
extreme impatience with the existing social ills 
and possibly produce large ill-considered changes 
in the socio-economic organism, and cut deeply 
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into the roots of social pr:osperity. Thus the 
political and social perils of any attempt at~ 

unh ersal personal taxation, are greater and more 
serious than they at first appear. The emploYI!lent 
on a large scale of the poorer classes of people by . 
the state will only bring home to their minds a 
more intense hatred of the richer classes than they 
might otherwise have, by perpetually setting their 
minds seriously over the question whether they 
should at all be, in the words of Dr. Marshall, 
" doomed from their birth to hard work in order to 
pro,"ide for others the requisites of a refined and 
cultured life, while they themselves are prevented 
by their poverty and toil from having any share or 
part in that life." This will goad them on to

further impatience and may possibly shake the 
very foundations of the existing social order. 
Thus there are strong political and social grounds 
for not increasing or rather for not· attempting
anything that will tend to increase the discontent 
and impatience of the poor by any action on the 
part of the state. And this in the interests of the 
richer folk themselves. It is rather better for the 
latter to pay higher taxes than in ordef'\ taachie"e 
a particular idea of justice, set the poorer folk in 
greater force against themselves. We have 
already seen the economic grounds on which tho 
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exemption from taxation of aU incomes that do not 
reach above the level of the subsistence minimum 
is defendable both in theory and practice; and 
they need not be repeated here. Considering all 
the circumstances therefore we have to reject the 
general per capita ta.'{ation as unpracticable and 
unsound, and omit it from our system of taxation. 
Failing the capitation tax, we are naturally led to 
a ta.'{ation of the material acquisitions of the 
members of the community. Such a ta."(. should 
pn'ma facie fallon all the material resources from 
whatever source they may come, though the c.1.se 
of resources not exceeding the subsistence 
minimum requires exemption from the le'T for 
reasons already noted. 

The next question is whether the ta.'{ation 
should fallon properties or incomes. But that is 
an easy matter to decide. As the e.'{penditure of 
the state is of a periodically recurring nature, it 
necessarily follows that ta.'{ation which is required 
for meeting such expenditure, must likewise be 
periodically recurring. This naturally points to 
the taxing of incomes deri,-ed periodically either 
from the yield of properties or from the exertion 
of earning power or both. If instead of the 
incomes of properties the properties themseh-es 
are made to contribute a portion to the state, 
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it is clear that the properties will gradually 
diminish and disappear, leaving ultimately nothing 
for the state to levy on. Incomes of all kinds
whether they be derived from the usance 
of property or exerCise of earning power-being 
the periodically recurring acquisitions of individuals, 
are therefore the most adequate subject of taxation. 
Thus failing a general poll-tax, we are led to the 
taxation of incomes accuring to the members of 
the community at stated periods, which for the 
sake of simplicity and giving reality to our dis
cussion we shall assume to be yearly. Unlike the 
other taxes which may be justified on other and 
independent grounds than that of mere financial 
necessity, this tax has no justification apart from 
its being required to satisfy the financial needs 
of the state. It has therefore to be resorted to 
when all the other sources of reveilUe and taxation 
fail or pro\"e insufficient to cope with the state's 
re(l uirements. 

For a clear understanding of the subject of 
income taxation, it is necessary to note at the outset 
the meaning of the term' income '. In the most 
general sense it means and includes all 'comings in ' 
or benefits derived by human beings. It may 
include a person's income of satisfaction which he 
<ierives from attending a music party or ~njoying a 



21Z :A NATIONAL. SYSTEM OF-TAXATION 

good breeze as much as what he derives from 'the 
ptoduce of his labour, land or capital.· But with 
the prevalence' of a money ec~nomy the noti9n .of 
'income'has corne to be confined in common 
parlance to those inconungs which are . expressed 
in terms of money~ But from the stand point of the 
economic organisation of soci~ty as it exists in 
modem times, the term may be taken to include also
a certain number of forms of income which though 
not expressed in terms of money. are reasonably 
capable of a money measure. For example a 
person dwelling in his own house or using his own 
carriage, furniture or jewels may not in the popular 

. sense be said to derive any income froin such 'pro-
perty, but from an economic 'point of view, and 
also for purposes of taxation, one's enjoyment of' 
one's own house, carriage, furniture, jewels and 
other material property,. is capable of a money 
measure, in as much as each of them is rentable or 
hireable at specified rates of money in the market ;. 
and wust therefore be included in the person's 
income. l'he point whether they should or should 
not be taken as 'taxable income' for purposes of 
incometax is to be judged by the test whether they 
are mere psychic incomes incapable of any external 
measurement or are fairly estimable at a rental 

value. If the latter. they should be included in 
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taxable' income'; if' neit . to be excih.ded:' In: 
c .. lculating therefore the incomes of individ\laIs for 
purposes ot ta..xation, such usance of propertY' ~ 
can directly or indirectly be brought under th~ 
measuring rod of money, should be included. Only 
purely psychic satisfactions, though they are also 
incomes in the stri~t sense of the term, are to be 
omitted as they cannot be measured or estimated 
at a definite money value. 

N ow if we look into the actual state of income
taxation in various countries, we find that many 
kinds of incomes which are capable of a definite 
money measure have not been included in the 
operation of the tax for various re~ons. Besides 
other ~xemptions those incomes of enjoyment in 
particular which are derived from the usance of one's 
own properties have not been included in taxable 
income. The main reason for this is that the several 
legislative bodies which are responsible for the 
imposition of the ta..x have generally been influenced 
by the popular view of' income' and failed to 
recognise the full economic import of the term. 

This and other matters connected with income 
ta..xation, we may now discuss with reference to our , 
own country, India. The income tax ,in India is at 
present regulated by the Income tax Act of 1922. 
A perusal of the Act will show that even in the 
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case of incomes that are capable of a money 
estimate, various kinds of income are excluded 
from the operation of the tax. In the first place~ 
the incomes of religious, charitable and other 
institutions of general public utility are exempted_, 
The reason for this is obvious and it is defendable 
on the principle of 'good government' alre,ady 
noticed. Taxation being only a means for the 
conferring of good government, the state will be 
hindering its own aims and purposes by levying a 
tax on things which it considers to be good for its 
people. The second exemption is in favour of the 
incomes of local authorities such as the municipal 
and local Boards. Here also the reason for the 
exemption is obvious. The functions of these local 
bodies are only to improve the well-being of the 
people in the localities in which they exist, and this 
is the very purpose for which the state has created 
them. It is therefore not only proper but necessary 
that in the interests of good government the funds: 

of such bodies should also be exempted. But it 
may,well be suggested that from the point of view 
of the whole state it is necessary that all local 
bodies should be made to contribute a portion 
of their inc0111es to the maintenance of the 
Central and Provincial Governments, in propor
tion -to the strength and richness of their 
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resources. Some of these bodies are poor and 
some others rich. Some raise most of their 
funds by means of 10t.1.1 rates and others derh-e 
a considerable portion of their incomes from 
economic sources. Some exist over rich and 
populous areas, while others are not so. Under 
these circumstances, it is arguable that the national 
Central Government by giving peace and security 
is doing a real function for the prosperity of the 
people of the whole country (including all the local 
bodies), and on the analogy of the progressive 
ta."(ation of incomes of individuals accrding to the 
amounts of such incomes, local bodies can legiti
mately be made to contribute a proportion in a 
progressive scale, of their annual funds to the 
national treasury. There is much force in this 
view, and it is not unsound. Some of the municipal 
and local Boards are getting very large incomes 
every year, while others are very poor. An 
exemption may be given in favour of those of such 
bodies whose incomes do not exceed, say a lakh of 
rupees per year, and in the case of others a 
contribution of from 5 to 20 per cent may be 
levied in a progressive scale according to the 
extent of resourcefulness o( such bodies exceeding 
the minimum limit of a lakh of rupees. Thirdly, 
the exemption of the interest yielded by securities 
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held by Provident Funds and Proddent Insurance 
Societies, and of Life Insurance premiums IlCt\1;\l1r 

paid to the extent of onc-sixth of a person's inconw, 
is based on philanthropic :tnd humane consiJerali, Ins 
of policy rather than on sound economic principles, 
and is justified by the desirability 01 encollra~ing 

people to sacrifice some portion of their prescnt 
incomes for future benefits to themselves, and thus 
develop a habit of pro\'iding for their own future. 
But it cannot be maintained by anr stretch of 
reasoning that such monies are not the incomes ot 

the societies or of the payers as the case mar he. 
As Professor llastlble points out I the case is one 
Qf concession to human feeling rather than a sound 
deduction from general principles.' Nor can the 
exemption of any lump or capital Slllns recch'ed 
in commutation Qf nny pensions or as compensation 
for death or injuries, be justified on "alid grounds. 
For they nrc real and mensureable bcnefits hardly 
distinguishnble from accidental incomcs in any 
manner. The exemption again of casual and non
rccurring reccipts (unless thcy be cupital amount!; 
received in payment of insurance policies or as 
accumulated Pro\'idcn~ Funds the premiums for 
which had already paid -the income·tax) is clJlIllly 
baseless. The reason of their being caslIal or non· 
recurring receipts docs not take away from them 
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the character of incomes chargeable to income-tax. 
It is difficult to conceh-e the rationale of exempting 
from the charge such receipts as those from lottery 
chits or profits from the sale of a copyright or 
patent, or gifts of any kind. Again legacies 
in India pay no tax at all. But they ha,"e 
been already considered in a previous chapter. 
and need no further discussion here. The last 
and most important and perhaps most seriously 
objectionable because the most persistent, is 
the exemption of agricultural incomes, and this 
req uires some detailed consideration. The main 
ground on which it is generally sought to justify 
'the exemption of agricultural income from being, 
chargeable to the income-tax is that, as the land 
owners already pay land revenue-an ancient and 
immemorial le\")'-to Government, an additional 
Ie,"), of income-tax on agricultural incomes would 
be unjust and involve double taxation. A close 
scrutiny of the ma,tter would however show that the
extension of the income-tax to agricultural incomes 
would not only invoh-e no double taxation but be 
helpful to achie\"ing an equitable distribution of the 
tax. The fact that land revenue is alreadX col~ected 
in no way affects the situation.. \Ve are not 

concerned here \\ith the question whether the land 

re,"enue is a rent or a tax.. That question does 
15 
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not affect our present reasoning. The only relevant 
fact to be noted is 'hat the land revenue has got 
a very ancient existence and is so permanendy 
attached to the land itself that the ownership of the 
land, its market value, and the profitableness or 
otherwise of investments in it, are all calculated 
after a spontaneous deduction of the annual or 
capital value, as the case may be, of the land 
revenue to be paid to Government. So far as 
owners and purchasers are concerned the land 
revenue is a permanent burden on the land whose 
existence does not enter the calculations of private 
individuals in their ordinary business transactions.
This point leads us to consider what is known as the . 
, amortisation' of land revenue as a real imposition 
adhering to the land itself. This can best be 
illustrated by an example. \Ve shall take the ca.se 
of Ryotwari land in the Cauvery Delta. There is 
the permanent burden of the land-revenue or ' kist' 
on the land. The market" alue of the land and the 
profitableness of investments in it are both deter 
mined only after making due allowance to the 
existence of the kist. This will be seen from the 

motives that govern investments. A person wants' 
to invest, say a lakh of rupees 0'1. 100 acres of land 

in the Cauvery Delta, or on certain securities. He 
has two' options. .The latter yields him 5~ per 
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cent interest, and gets an annual income ofRs. 5,500~ 
\Ve shall suppose that he values the social distinc 
rion and dignity of ownership attached to the land 
at Rs. 1,500 per annum. Now he will be induced 
to invest on the land only ifhe can get a net income 
of Rs. 4,000 after payment of Government kist. 
If the kist be Rs. 10 per acre, then he will not be 
induced to buy the land unless the gross rent which 
he can realise from it be Rs. 50 per acre inclusive 
of the kist he will have to payout of it. If he 
expects less than this amount of rent, he will not 
go in for the land. Thus in all private business 
transactions, the existence of land revenue is always 
allowed for wh~her consciously or unconsciously, 
in determining the market value of land and 
profitableness of investments in it. Again the 
• amord<;ation' is much more clear when we note 
the fact that the market value of lands of equal 
fertility varies according as the amount of land 
revenue payable varies. In the ca.!e of' Sarva
manyam ' or revenue-free lands, the Ularket 
price is almost exactly higher than that of a 
neighbouring revenue-burdened land of equal 

fertility, to the extent of the capital \alue of the 

revenue payable on the latter. Again the market 
price of land which pays Rs. 6 or 7 as kist is higher 
than that of land paying Rs. 10, and lower than 
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that of Sarvamanyam land. Thus in the determina
tion of the market price of lands the capitalised 
"alne of Government kist is always allowed for. 
The gross rent minus the kist is the annual value of 
the land to the private owner. If this be so, then 
from the point of view of private enterprise, it is 
clear that there is no difference between investments 
on land and other investments, nor between 
agricultural and non-agricultural incomes. Fbr in 
either case, it is the profit of capital invested or 
deemed to have been invested that matters, and 
nothing else. Hence it is obviously unjust that one 
who invests in non-agricultural enterprises should 
pay income-tax on his incomes, while another who 
invests on land and derives an agricultural in
come should enjoy immunity from the tax. There 
is absolutely 'no justification for this exemption on 
any acceptable principle of taxation. 

Except what we have thus noticed, all other 
kinds of incomes are taxable to income-tax in this 
country. For the sake of clearness the Act 
classifies taxable incomes under these six heads:-
1. Salaries, 2. Interest on securities, 3. Property: 
Incomes 4. Incomes from business, 5. Professional 
earnincrs and 6. Incomes from other sources. 

I:> 

The last head is evidendy included for the 
sake of abundant caution. It is not necessary for 
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the purpose of this inquiry to enter into any 

analysis of these heads and add anything by way 
of criticism or suggestion. The details of enuncia-: 
tion are fairly exhaustive to include all kinds of 
incomes which the Act intends to reach. But in 
the light of the explanation of the term 'income' 
which we have previously given in this chapter, 
it is necessary to consider one or two points with 
regard to the cases of those property-incomes 
which are neither in the form of money nor money's 
worth of material goods, but come in the shape of 
direct utilities for the enjoyment of the owners of 
such properties. The Indian Incometax Act deals 
with the case of only one of such properties, 

namely house property which is in the occupation 
of the owner himself for the purpose of his own 
residence. A proviso to section 9 of the Act pro
vides how an estimate has to be made of the annual 
value of such property and prescribes the mode of 
calculating it in terms of money. It states that the 
bonafide annual value of a house-property in 
the occupation of its owner shall be deemed 
not to exceed 10 per cent of the total income 
of the owner. It assumes that 10 per cent is 
the maximum proportion in which any person 

getting income will spend on providing house 

room for himself. But it may be submitted that 
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there is 'no warrant for this assumption, and 
indeed actual facts are against it. Though it may 
be approximately correct in the case of moderate 
incomes, it will not at all hold true in the case of 
the wealthier classes of people in India. In this 
country, the ownership of a house gives a distinc
tion and a status and a delight in ownership. 
perhaps not quite known to European countries. 
The average wealthy man here is intensely inclined 
to display his wealth in possessing a house of high 
value, rather than spend only a ten per cent pro
portion of his total wealth. It will be far from actual 
facts, in many cases, if only 10 per cent of th~ total 
income is taken to be the average annual value of a 
person's residence. The only proper method then 
of arriving at the annual value, of house property 
in such cases seems to'be: to:c~l~ulate it at 5 % of 
the estimated. capital value of the property with 
reference to the market rate. 

We have next to point out that there are 
certain kinds of property incomes which are not at 
all c~ntemplatedby the Act and therefore omitted 
front its operation. Every person who owns a 
motor car, or a coach and horses or other vehicles 
or a set of furniture or what is more common in 
wealthy houses in India a large number of house- , 
hold utensils and precious jewels of considerable 
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value, may be deemed to derive from the ·use of 
such articles a certain definite income of utility, 
measurable in terms of money. Instead of owning 
such articles himself, if an individual hires them 
for a period of, say, a year or a month, he 
pays a definite money rent for their use; and 
conversely, a person who owns such things can 
in business fashion derive a money income by 
letting them out for hire. When the income 
of satisfaction derived from such things is not a 
mere psychological feeling but capable of being 
measured by a definite amount of money, there 
is no reason why any such income should be 
left out of account for purposes of income-tax. 
In India the inclusion of such income for pu~
poses of the income-tax is specially necessary 
from the point of view of good government. 
It is a notorious fact that the people of this 
country are in the habit of locking up a large part 
of their wealth in precious jewels and household 
utensils merely for the sake of display. It may be 
said without any fear of contradiction that not less 
than a fifth of the accumulated wealth of this 
country is so locked up. A tax on the income of 
satisfaction derived from the possession and use 
of such articles will not only educate the people of 
the country and improve them morally, but by 
discouraging the use of costly and luxuriant jewels 



224 A NATIONAL SYSTEM OF TAXATION 

will release a large amount of capital from such 
investments and direct them to the production of 
more urgent national utilities. N either the Indian 
income-ta.-.r nor the income-tax in other countries 
includes any such income within its operation. But 
its justification on economic grounds is clear. 
There is no logical distinction between the income of 
these other properties and that of house-property in 
the enjoyment of the owner himself. Perhaps it may 
be said that if we include all these incomes derived 
from the usance of property, it will lead to absurd 
results; that it will lead to the ta.'{ation of the income 
derived from the very clothing which we wear, such 
income being estimated by the amount thafis payable 
for hiring the same for a year! This is the logical 
result of our proposition. But our answer is that 
such things are not generally ,hired because they 
are not durable for a faMy long, period of years. 
In estimating the incomes from' the usance of pro
perty by owners themselves, we have to remember 
th.at allowance should be made for wear. and tear 
of the property out of the annual incomes thereof. 
Such'allowance will be small or great according as 
the property is more 01' 1ess durable in its 
nature. Judged in 'this aspect the net income 
derived from our do thing over and above the 
deduction for its wear and tear, will be so small 
that there is practically no use in troubling 
ourselves with the estimation of the incomes 
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from articles which . are not fairly durable for a 
number of years or are of so small a value that they 
are not worth the trouble involved in assessment' 
and collection. But in the case of jewels, utensils, 
"ehicles and furniture, the articles being fairly 
durable, and aggregate1y of considerable value, 
their incomes are not a negligible quantity in the 
Ca5e of those whose incomes reach above .a. taxable 
minimum and particularly of highly wealthy people. 
The principle is already applied to the case of 
house-room. \Vhere a person owns his own house, 
it is estimated to yield an income of satisfaction, 
capable of a money value. These other properties 
stand equally on the same footing and also yield 
a measureable annual value which in the interests 
of both justice and good government ought not 
to be excluded from the income-tax. It cannot be 
merely ~upposed that either jewels or the other pro
perties under consideration yield little or no income. 
As we already mentioned nearly 20 per cent of 
the non-land wealth of thecountry now: exists in the 
shape of jewels. In wealthy houses the desire for 
the possession of jewels and ornaments for the sake 
of display is so intense that not an inconsider
able portion of their wealth is invested in such 
things. On principle therefore, the bonafide annual 

incomes from such properties ought to be taken 

into account for purposes of income-taxation. 
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A principal feature of the Indian Income-Tax: 
Act is that it provides after the fashion of the 
English Statute, that the rates of income-tax and 
superta.."{ which are to be charged for any year will 
be determined annually by the Indian Legislature· 
by the Finance Act passed for that year. It has to 
be noted that the tax itself is a permanent one, but 
only varies from year to year as to the rates atwhich 
it is to fie charged. Before the present Act, there 
was a permanent schedule attached to the previous: 
Income-tax Acts, showing the rate or rates at which 
incomes of particular amounts should be charged 
to income-tax ; and there was no time-limit for the 
duration of such rate or rates. But the new enact
ment has followed the English practice obviously· 
for the purpose of providing a fairly elastic source 
of revenue to meet the requirements of Govern
ment in the last resort If in any year the 
financial position was had and expenditure could not 
be met out of the other sources of revenue the 
rates would be sufficiently increased for meeting the 
difficulty; if the position was good, then the rates 
would be correspondingly reduced and the burden of 
the .tax lessened. 

Whether and how far the existing rates are in 
conformity with the principles enunciated in Chapters 
III. and IV. of this book, will have to be studied 
now. The existing rates including both the income-
tax and supertax are as follows:- . 
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It will be seen from the above schedule of 
rates that except in the case of companies and 
registered firms which pay a uniform rate of one 
anna in the rupee as incometax whatever may be 
the extent of their incomes, and a supertax also of 
one anna in the rupee in respect of all their excess 
incomes over fifty thousand rupees, the rates of 
income tax and supertax in all other 'cases vary 
according to the amounts of income. Then again 
i:omplete exemption is given in the case of all 
persons whose total annual income is less than 
Rs. 2,000. In the case of those whose incomes 
amount to Rs. 2,000 or more there is a graduated 
scale of tax according to which the rates for 
particular amounts of total income are so prescribed 
that they are made to increase with definite 
increases in the size of such incomes up to the limit 
·of Rs. 40,000 and thereafter to remain uniformly 
proportion~ at a prescribed maximum throughout, 
whatever may he the extent of income. In order 
to make the taxation progressive' in the case of 
larger incomes, a supertax is' imposed on all those 
incomes which are in excess of Rs. 50,000 the 
'rate of such tax increasing with every given excess 
of income over that amount, until the total income 
reaches 6 lakhs of rupees; and thereafter a uniform 
rate is '.charged as a maxiI':lUm, whatever may be 
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the amount of income. It will be noted that the 

point at which the Supertax begins to operate is at 
a higher level than the highest limit at which the 
ordinary incometax rate ceases to increase. Again 
while the ordinary rate of incometax is the same 
throughout for assessing the whole of a person's 
income, there is a given rate of supertax for every 
given excess of income over the exempted limit of 
Rs. 50,000 and this rate increases with every given 
increase in the total income. With regard to the 
actual pressure caused by the operation of the two 
taxes one further point may be noted. While 
exemption is gi\"en in the case of those whose 
incomes are below the taxable minimum of 
Rs. 2,000, in the case of everyone who gets an 
income of Rs. 2,000 or more, the tax is levied not 
on the surplus that he has over and above the 
exempted minimum but on the whole of his income. 
Thus if a person gets Rs. 3,000 he has to pay tax 
at the rate of 5 pies in the rupee not on Rs. 1,001 
which is his surplus but on every rupee of the 3,000 
he gets. \Ve have already seen in our study of 
principles that the object of the exemption is only 
to ensure for every one the minimum nec~ssary for 
subsistence and that in all cases only surplus 
incomes, if at all, should form the subject of 
taxation. \Vhatever may be the rate or rates at 
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which such surplus incomes are taxed, in no case 
should that part of a person's income which is 

required for furnishing -him the necessaries of 
existence 1;>e invaded. Now when we examine the 
Indian Income-tax on this basis, we find that it 
works out a very unequal distribution of its burden 
and is the most oppressive in the case of small 
-surpluses. In fact it consumes the whole surplus 
in the case of incomes which are just above the 
exemption limit. Though a progressive graduation 
is attempted by making the rate of tax increase 
with prescribed increases in the amount of income, 
the result achieved is merely an irregular percentage 
rate of tax oppressively regressive in its action on 
.surpluses in the neighbourhood of the exemption 
limit and fitfully progressive in the case of larger 
s~lrpluses. Of course,. when the incomes reach 
above Rs. 50,000, the s)lper-tax begins to operate 
.and with it a steady progression which continues 
until the incOmes reach above6,lakhs of rupees . 

. Now viewed· .from the stand-point of the 
principles of 'justice.' and' 'good government' 
two : questions arise for our consideration here. (1) 

'Whether and how far the exemption from the 
income-tax. of persons whose incomes fa:11 below 
Rs. 2,000, is conducive to those principles and (2) 
in; what manner a proper form of progressive 
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graduation in conformity with such principles can 
be achie\ ed in income taxation in this country. 

First with regard to the question of exemption. 
By fixing the taxable minimum at Rs. 2,000, the 
Indian Legislature, it would appear, seems to have 
thought that all incollles below this limit would be?, 
necessary for providing the minimum of sub
sistence for individuals in this country. For 
examining the soundness of this position, it is 
necessary that we should consider it in three 
aspects, first whether the Legislature is correct in 
fixing the limit of personal exemption at the sum of 
Rs. 2,000, secondly whether the exemption should 
be given only to those whose incomes fall below 
that amount; and thirdly whether it will be in 
consonance with 'justice' and 'good government', 
to ha,,'e a uniform limit of exemption in all cases or 
tre;tt all kinds of incomes in the same way without 
differentiation. 

The primary needs of civilised huma.n exist
ence, as we have already seen, are qualitatively 
the same everywhere, though in quantity and 
intensity they may differ according to ~c1imate and, 
the seasons of the year. Under the he<\d of prime 
necessaries may be included air:and water, food, 
clothing and house-room, fire and' light, medic~ 
aid and sanitation, education, news,~,travel and 
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religion. AU these are necessary for leading a 
h~1thy and cultured life anywhere ; and they are 
the primary physical, mental and moral needs of 
man, which depend on enviroment for their supply 
and are characteristically economic. In estimating 
the cost of providing these necessaries in any 
country, we may err rather on the side of exaggera-
tion than of minimisation, for it is much more 
necessary that one should be provided with an 
abundance of these things than that he should be 
made to feel a want for any of them. \Vith regard 
to the first two items-air and water, it may however 
be noted that under existing conditions they are 
from the individual standpoint, the gifts of nature 
almost everywhere, and we may not be doing any 
violence to our· present enquiry, if,we take it that 
they are so in India also. tIn the matter of the 
other necessaries it may be stated. that living in 
this country is comparatively cheaper than in 
Great Britain. The supply price- of food is much 
cheaper here than there. The popu1ation per 
square mile being less .here than there, and the 
abundance of land and eaSe of production being 
greater, food is a cheaper commodity for us than for 
the Britisher. But even supposing that on account of 
tp.e existing facilities for transport we are not in better 
advantage in the matter of food supply than the 



COXSTRUCTIO~ OF THE TAX·SYSTEM 233 

people of Great Britain, we are decidedly 
better off with regard to the necessity for clothing, 
house-room, fire and light. Natural causes .have 
made these requisites of life, less imperative needs 
for us than for the people of colder countries; 
where h~a\ier and larger clothing, a more pro
tective house-room, a greater need for fire and heat 
and a larger use of artificial lighting are found 
indispensable. These indeed will consume a 
considerably larger amount of a person's income in 
Great Britain than in this country where the clim,.tic 
conditions do not require such cosdy external 
apparatus for existence. Sanitation, medical aid, 
education and news and travel may be said to be 
somewhat cheaper in the other country than here, 
because ot the greater influence exerted there by 
those agencies of economic progress which have 
contributed to the material apparatus of civilisation. 
Also in the matter of religion it may be ~aidthat 
the people of India (whether they be Hindus, 
Muhammadans or Buddhists) are adherents of more 
cosdy religions than the purely Christian Comml,lnity 
of Britain. The religious ceremonies ofthe Hindus 
and Muhammadans are many and costly, and 

they consume considerable sums of money in the 

\ year. Without deciding as to the need for religion 

from the standpoint of the rationalist, we may 
.16 
~ 
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assume here that under the existing conditions of 
hllm~n society, the religious needs of a people are 
as necessary for their moral existing to be satisfied, 
as food and other things for the sustenance of their 
physical bodies. In fact religion contributes to an 
important extent towards the fulness of life of man 
in all ci\-ilised countries, and is in many cases the 
SQu!"ce of the highest happiness. All these are 
primary requisites for leading a cultured life; and 
in this country under the prevailing economic 
conditions they may be said to cost on a rough and 
at the same time liberal estimate a sum of Rs. 30:) 
per head per annum in the Cc'l.Se of the generality of 
people living in the rural areas. In the Cc'l.Se ot the 
urban population, the three important requisites of 
lhing, food, clothing and house-room are more costly 
than in the country side and their costliness differs 
according to the relative facilities which they afford 
for li\mg. But broadly speaking we may take it 
that in small towns with less than 20,000 population, 
the total cost of li\-ing will be 15 per cent more 
than in the purely rural areas, that in the bigger 
municipal towns, it will be 30 per cent more; and 
in the chief cities of Bombay, Calcutta, ~b.dras, 
and Delhi 50 per cent more. 

The exemption limit in the English Income

Ta....: is now fixed at £ 135. In spite of the compre-
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hensh"e n:lture of the reforms effected on the 
recommendations of the Royal Commission that sat 
in 1919, it is disappointing to find no differen
ti:ltion made between the minimum cost of living 
in urban and rural areas. It cannot be gainsaid 
that at any rate in the matter of houseroom and 
clothing town life is more costly than life in the 
country. The difference will appear more striking 
when we compare ~ cost of li\ing in the city of 
London or Bombay with that in an interior \"i1lage. 

If we take all these matters into ~onsideration 
in our study, we find no ratiuna!e for fixing a 
uniform limit of exemption in all places and that 
at Rs. 2<XX>. 

Then to pass on to another aspect of the question. 
Cnder the existing Income-Tax in India exemption is 
allowed only in the case of those whose incomes 
amount to less than Rs. 2,(XXl \Vhile all persons 
whose incomes fall below the taxable minimum, 
enjoy complete immunity from the tax~ every 
person who gets an income of Rs. 2,()()() or more 
is made liable to pay the tax, not on the surplus 
that remains to him after dle minimum required for 
his subsistence is deducted, but on every rupee of his " 
whole income. The result of this is that the tax falls 
r? ost oppressively on those whose incomes exceeding 
the exemption limit, leave only small surpluses. In 
the case of larger incomes lea\-mg larger surpluses 
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the tax acts but gently in its operation, being only 
subject to the' jumps' due to increases in the rates 
at certain points in the scale. But for the specific 
provision in Section 17 of the Income Tax 
Act, the existing rate of tax (i. e.,) 5 pies in the· 
rupee, on incomes just exceeding the exemption 
limit, will not only consume the whole surplus but 
even invade the tax-free minimum. Thus for 
exantple if a person's income is Rs. 2,025, the tax 
on that amount at the rate of 5 pies in the rupee 
will come to Rs. 52/11/9. and if this sum should 
be collected from him, his income would be 
reduced to Rs. 1972/4/3 and he would find himself 
in a worse position than one who does not 
command even the taxable minimum. To cure 
this defect and similar defects arising at every stage 
at which a higher rate of tax is imposed on account 
of the incomes exeeding the prescribed limits of 
Rs. 5,000, 10,000, 20,000. &c., the said section 17 
of the Act provides that' in the case of asses sees 
who are liable to pay income. tax or income-tax 
at a higher rate owing ~o the fact that their total 
incomes have reached or exceeded a certain limit, 
they might either give up .the whole amount of the 
income~.excess of the limit or pay the tax or pay 

it at the· higher rate, as the case may be which

ever is the lesser of the two Thus, for instance, . . 
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an assessee getting an annual income of Rs. 2,025, 
. who bu-t for the section would be liable to pay a 
tax of Rs .. 52/11j9, has to pay not the full amount 
of the fa:< at the 'rate of 5 pies in the rupee, which 
will reduce his income to below the exemption 
limit, but to give up the whole of the amount in 
excess of toot lill1it. Similarly in the case of all 
those persons whose incomes exceeding any pres
cribed limit by a small margin, are made liable to 
contribute at a higher rate than incomes just below 
that limit, the section provides for the assessees 
giving up the excess income rather than pay the 
higher rate. It is however clear that only when the 
margin in excess of the fixed grades of income is 
slight, that they will find it to their advantage to 
utilise the provisions of this section. When all 
this is said, it has still to be noted that the section 
is only an awkward !Ditigation of an inherent 'defect 
due to the circumstance that each rate or increased 
rate of ta.x instead of applying to a particular 
increment of income as in the case of the super tax 
rates is made to apply to the whole of a person's 
income with the result that there is a 'jump' at 
every point at which there is an increased rate, 
followed by a gende regression until the next 
point is reached for a higher rate to be applied; 

and so on until the super ta.x rates begin' to operate 
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when a regular progressive graduation commences. 
The evil resulting from the application' of a single 
rate of tax to the whole of a person's income, is' 
most apparent in the case of incomes just abo\e 
the exemption limit. It may be noted that under 
the existing system, the entire surplus left by 
incomes of between Rs. 2,000 and Rs. 2,052, is 
confiscated by way of tax; there is absolutely no 
difference in position between one who gets income 
of Rs. 1,999 and is free Jrom the income tax and 
another who gets Rs. 2,052, but has to give up his 
surplus of Rs. 52 over the exemption limit. It will 
be noted that incomes of between Rs. 2,000 and 
Rs. 2,052, pay the whole of their surplus, that 
.is 100 per cent of it as income tax. In the cast: 
of ,incomes between Rs. 2,052 and Rs. 5,000 
,the percentage of contribution out of surplus 
gradually decreases until a ~igher rate of 6 pies 
in the rupee is imposed 'at Rs. 5,000. It is clear 
from this that the effec.tive rate of ta.'C (as con
trasted with the seeming rate) on small incomes 
is severely regressive. It was seen in' our study of 
general principles that the minimum necessary for 
subsistence should be .ex.empt Jromthe state's 
,taxation. That being so, it is but proper that this 

minimum should be deducted from total income in 
all cases, and only surpluses made liable for taxa-
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tion. This is what also actually obtains in the 
existing English system. We therefore come to 
the conclusion that the deduction of the minimum 
of subsistence in all cases is just and necessary, and 
that only surplus incomes should be made liable to 
the income-tax, each increased rate applYing to that 
particular increment of surplus income to which it 
pertains, instead of to the whole of a person's 
income as at present. 

The third aspect of the question of exemption 
is concerned with the differentiation between in
dividual incomes and family incomes. We see in 
actual life that the generality of people,-and this is 
particularly true of the people of India,-do not live 
alone as indhdduals but live in families with wife 
and children and other dependants who are either 
unearning, or earning but little incomes themselves. 
In such cases it is but just, if at all a civilised stand
ard of life should be made possible for suchfami'
lies, that a fair allowance should be made out of the 
indidduals'incomes for the maintenance of their 
families and dependants, the balance alone being 
made liable for assessment to the income-tax. For 
otherwise it will be a great hardship, for family 
men with small and moderate incomes to pay 
incomo tax out of that part of their incomes, which 
is necessary for maintaining a civilised standard of 
life for their families. Any encroachment on 
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the minimum necessary for the subsistence of a 
person's family will have the effect of lowering the 
standard of life of a family as compared with that 
of individuals who have no families to support. 
Further the expectation of the fact that exemption 
from taxation will be allowed only in the case of 
the minimum required for individual subsistence 
may discourage family life, create a de!ire for 
shunning family responsibilities and to some extent 
impair also the strength of married relationship, to 
the detriment of human virtue. So the claim for 
relief in respect of family dependants is grounded 
on the principle of social justice and may also be 
supported on the' basis of good government. In the 
case of one's wife, the amount to be deducted may 
be fixed at 75 per cent of what is allowed to the 
individual himself; and for two un earning children 
below the age of 16 (and where they are receiving 
full time instruction in any educational establish
ment, below the age of 23), it may be fixed at 40 
per cent each; and in the case of a third or a fourth 
child and for every other necessary dependent at 25 
per cent each. Perhaps it may be said that these al
lowances are insufficient. But they are fixed at these 

particular rates for the followingreasons:-In the 

first place the cost maintenance per head is general

ly less. the greater the number of members to be 
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maintained jointly. This is only the result of the 
.application of the principle 01 production on a large 
.scale to the consumption-side of domestic economy 
Secondly a person who is not quite able to support 
his wife or children has no business to ,marry or pro· 
,duce children, and more especially to increase the 
number of his children; and if he does so, he does so 
.at his peril. From the point of view of good govern
ment it is essential that there should be some res
traint put on indiscriminate marriages and irrespon
sible production of children. Further the placing of 
family men in a slightly less advantageous position 
than single individuals will give an incentive to 
earning on the part of other family members also. 
Thus an indirect restraint of this kind achieved bv 
means of taxation is highly recommendable on the 
principle of good government. Thirdly it has to 
,be remembered that we are not doling out any 
allowance but only giving certain concessions to 
family persons. In the case of anyone who has 
his wife, children or other dependants making their 
own earnings, no deduction need be made on their 
behalf, from out of his income to the extent of their 
earnings. 

• 
It will be seen from the foregoing that the 

minimum income necessary for existence differs 
.according as the person lives individually or 
burdened with family responsibilities, and in the 
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latter case, according to the size of the family he 
has to support. It is the surplus that remains over 
and above this minimum that should be liable to 
income-tax. The best and most effective method 
of taxation in all cases is to deduct the particular in
dividual's minimum alone from his total income and 
afterwards grant relief on behalf of his family mem
bers and dependants by way of refund of the tax col
lected on application arid proof by the individuals con
cemed, of the circumstances entitling them to the re
mission claimed. The income-tax authorities should 
treat a11 incomes as individual incomes and tax 
them as such, after deducting the usual minimum 
of subsistence a110wed to the individual, according 
as he is a resident of a city, town or "illage as the 
case may be. This method of assessment will 
prevent any possible fraud on the part of interested 
assessees. 

Then coming to another point, a distinction 
has to be made on grounds of social justice between 
earned and unearned incomes. It is believed that 
the feeling attached to the sacrifice of earned 
incomes wi11 be greater than that attached to 
unearned incomes; and this is natural though the 
distinctiori sinks into insignificance when we come 

. to higher incomes and larger surpluses. In the case 
of lower incomes the distinction may well be made_ 
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In fact it is actually made in the English Income"Tax 
which allows a deduction of one-tenth of earned 
incomes, not however exceeding in the case of 
any individual £ 200. The Indian system makes 
no such differentiation, all incomes there being 
assessed at the same rates. The distinction will not 
be felt in the case of assessees with large incomes. 
But where the incomes are small the distinction 
will be really felt and ought to be recognised. 
It may be suggested that in the case of surpluses 
not exceeding Rs. 5,000, a deduction of a tenth of 
the earned incomes of individuals may be allowed, 
and the remainder assessed to income tax. 

\\' e may now pass on to consider the other 
question namely that which relates to the determi· 
nation of a proper form of progressive taxation. 
From what has been seen in the preceding para
graphs regarding the existing rates 01 income tax 
it is clear that ,oiewed from the standpoint of the 
general principles enunciated in Chapters III. and IV. 
they are repugnant both to • justice' and • good 
go,oernment'; and if the aim of the Government 
of India is the same as what in this book we 
take it to be of any state, then a reform of 
the income tax in this country in conformity 
with such aims is imperath·e. \Ve ha'"e already 
seen that only surplus incomes should be made 
iable to income tax in all cases. ° But with regard 
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to the rates of tax two different. conclusions ·werJ . 
.arrived at, according· as 'justice' . oJ;." .',~~b~ 
government' wa~ taken as . the basis. On the 
former baSis,~ it waS found that taxation should not 
l1lerely be proportional but progressive. The 
extent of progression however, was not indicated 
by it. But on the basis of good government, a 
heavy appropriation, falling short only of entire 
confiscation of incomes above a certain level, was 
found supportable. And as a compromise between 
the two bases, it was considered expedient to adopt 
a steep. form of progression, as Eiatisfying the 
requirements of both to a large extent. It might 
be suggested from the stand-point of good govern
ment that small surpluses should not be interfered 
with by taxation unless it is found that the required 
revenues of the State cannot be sufficiently met by 
.a ta..'{ation, however heavy, of surpluses in excess 
of any given limit, in which case, surpluses below 
that limit might be invaded. But this view does 
not satisfy the notion that all persons who are in 
command of surplus resources should contribute 
to the state in proportion to their respective 
abilities. A compromise of the two, pointing to 
the adoption of a steep form of progression in 
taxation, is therefore most expedient. 

How to achieve this progression is the point 
next to be considered. The solution of the 
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problem is much helped by the existing English 
method of income taxation which is calculated to 
achieve a fairly steep form of progression, being at 
the sanae time practical and easy of application, 
and not complicated by the introduction of any 
complex mathematical formula. The same method 
may be adopted mutatis mutand£s in the Indian 
Income tax in the following manner :-Exempting 
the minimum of subsistence allowed in all cases~ 
and taking into consideration surplus incomes 
alone, a uniform rate of 2 annas in the rupee may 
be levied as income tax on all surplus incomes. Over 
and above this uniform rate of income tax, a 
progressive graduation may be introduced by a 
series of super taxes so arranged as to achieve on 
the whole a fairly steep form of progression. 
Thus :-

Income tar 

On all .urplu. incomes 

Super tar 

On the lirst!j()()() R.. of surplus 
!-'rom R,. 5000 to 10,000 

Rs. 10,000 to 20,000 
RI. 20,000 to 30.000 
R •• 30,000 to 50,000 
R •. 50,000 to 1 lakh 
R.. 1 I"k b to 2 lakbs 
RI. 2 Iakbs to 3 .. 
10. a to 4 .. 

Rate. 
2 anna in the rupee. 

Rate 
Nil 

1 anna in the rupee. 
2 do. 
3 do. 
4 do. 
5 do. 
6 do. 
7 do. 
8 do. 
9 do . R.s.4 .. loS " 

Rs.S .. to .. ·10 do. 



CHAPTER VIII 

CONCLUSIO~ 

It will be seen from our discussion in the 
preceding chapters that a good system of taxation 
should comprise the taxes indicated therein and no 
others. This logically follows from our considera
tion of 'j ustice' and' good government' as the 
two fundamental bases of all taxative policies. 
Perhaps it may be said that all this is right in 
theory, but the practical statesman has many 
things to consider besides 'justice' and 'good 
government.' For example, he will have- to take 
into account those diplomacies of home and fo~eign 
politics on which the st~bility of the state organisa
tion largely depends; he cannot ignore the exigen
cies of the social and religious habits of the 
community, a consideration of which will be 
equally necessary for the tackling of any financial 
measures that he may propose, abrogate or 
modify; nor can he afford to introduce and experi-

. ment any drastic schemes of reform merely for the 
sake of bringing the existing orde-r of things in 
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conformity with the ideal conditions dict.'!.ted by 
theory; the practical financier has hea'T and 
many-sided responsibilities and must recognise 
that short-cuts are dangerous and reform must be 
cautious and tentative. His duty ought undoubt
edly to be for reforming towards perfection, but it 
must be done graduilly and by peaceful methods, 
and not suddenly and completely by revolution. 

Nowall this is good advice for the practical 
statesman. But it may be submitted that nothing 
in it is inconsistent with or vitiated by the princi
ples we have indicated here for guiding ta.xative 
policies. There is an erroneous impression among 
people in general that anything which is sound 
in theory is necessarily unworkable in practice, and 
that therefore whatever is stated as a theoretical 
proposition will not hold good for practical 
purposes. It is not difficult to expose the fallacy 
and baselessness of this impression. People ignore 
the fact that theory is nothing but a statement of 
law which conforms to practical tests. It may be 
that particular instances may not exactly conform 
to a stated propositioo on account of certain 
important qualifications that are ignored in the 
application of the theory to the particular inst:mces 
in fluestion. But the· theory itself is not to be 
found fault with and branded as incapable of 



248 A NATIONAL SYSTEM OF TAXATION 

practical application, because in some cases such 
theory has not been properly applied. 'When once· 
a proposition is accepted as sound in theory, there 
is no meaning in saying that practice can be suffered 
to continue otherwise than in. conformity with such 
theory. Now if' justice' and' good government r 
are admitted as sound bases for taxation, there is no 

meaning in saying that the practical application of 
the same requires important qualifications. It may 
be that sudden and violent change5 may bring 
about a revolution and on that ground, drastic 
reforms will have to be avoided. But this does not 
lend support to the vi(!w that even. gradually tax
reforms ought not to be effected in conformity 
with sound. principles. Otherwise we lose the 
benefit of advancement towards perfection-which 
is the real test of all progress. If, for example, an 
inheritance tax, a comprehensive taxation of all 
luxuries or a steep form of progressive income
taxation cannot be suddenly and drastically in
troduced in India: it 'may be done gradually in the 
course of a few years or a decade. It is no valid 
excuse for a financial statesman to say that, • however sound may be :the principles of justice 
and good government, he cannot avail himself 

of the same, because it, will bring in innova

tions. One who does not want innovations because 
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'they are innoutions is, to speak plainly of him, an 
enemy of progress. True progress lies in the 
~dvancement of human existence (both ,indivi
dual and social,' towards perfection; and if a 
'Government should say that it wants to maintain 
the status quo at all cost, it only means, that it 
denies to its people the advantages of progress 
in knowledge, and action. 

\Ve thus see that every attempt ought tobe 
made by a state whose end and aim consist in 
justice and good government, for the achievement 
of such end and aim, though not by revolutionary 
methods, at least by gradual and peaceful methods. 
Form this it follows that taxation which as we have 
already seen has an important bearing on such end 
and aim, must also be reformed and regulated in 
conformity therewith. Of course a special difficulty 
is conceivable with regard to the case of export 
and import duties. Such taxation may result in 
serious foreign complications and possibly in war 
with those foreign countries which are affected by 
the same. This is really a serious difficulty in the way 
of a statesmen putting into practice the principles we 
have enunciated; and it importantly qualifies the 
application of the principles to the existing political 
order of the world. As there are in existence 
many States, large and small, strong and weak. 

17 
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independent and dependent, each caring for the 
well-being of its own people, there is e\'ery chance 
of a clashing of their interests and therefore of 
warfare among them resulting in the instability of 
progress in each. That there should exist many 
independent states each caring exclush'cly for its 
own interests is a flaw in the existing political 
organisation of the world; and so long as this state 
of things continues there mllst remain the possi
bility of international warfare, whene\'er interests 
clash. These are days of intense nationalis~ but not, 
opposed to a comity and brotherhood among nations_ 
The drift of political progress after the recent Great 
\Var has been towards a League of Nations, for the 
purpose of effectual prevention of destructive war
fare in the future. As the predominant powers in the 
world h . .'\\,-e interested themseh'es in the League, it 
may be confidently hoped that there will possibly 
be no :Warfare in future. But \\ith regard to a 
dependent country like India, the problem of the 
future is at once difficult and easy. It is difficult in 
as much as it is dominated by a powerful foreign 
State, likely to be interested in its 0\\'0 ,,-e1fare, 
and possibly opposed to the true progress of India 
whene\'cr sllch progress will clash \\ith that of the 
foreign power. But viewed in another aspect the 
problem may be considered completely easy of 
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so14tion. India has all the advantages of stability 
Qf peace and progress, which the 'Stre~oth of the 
_predominant power on whom it depends, is capable 
Qf securing for it. It can freely ad\"ance in all those 
directions of progress which do not clash with the 
other's interests, and for this purpose we assume 
and unless the contrary is proved, we are bound to 
assume that the e.mting governance of India is 
bona fide in the interests of the governed. In the 
zone of conflict of interests, it may be possible that 
both the dominant and dependent countries may 
join hands and bring about an amicable relationship 
by the noble policy of' give- and take: All this 
remark applies with special force to the regulation 
of import, export and ucise duties by the Indian 
Government. in so far as they can affect British 
interests. \\"hen an amicable arrangement is 
effected between them, it becomes exceedingly 
easy for India to freely and securely (on the 
strength of the British connection) regulate and 
adopt her O1lli11 customs policy, to promote her own 
best interests. 

On the whole then, whatever may be the 
nature of the country we are dealing with, it is clear 
that the objections advanced against translating 
into practice the principles we ha\-e deduced 
in the foregoing pages, are not so serious and 
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insuperable' as ~o deter the statesman from 
attempting to mould his tax system in con
formity with such principles. On the other hand it 
would appear that it is the solemn duty of those 
'Yho are responsible for, the administration of any 
country to carry out all such reforms as are con
ducive either directly or indirectly, to the good of 
its people-

FIN1S 
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