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PREFACE

IN March 1927 I delivered a course of six lectures at
Patra on the invitation of the University of Patna, which
were published by them for limited distribution. But
as the views expressed in these lectures are of general
interest and have bearing on some of our current
problems, they are here presented for the use of those
who tealize the importance of, and take an intelligent
interest in, our problems of taxation.

We are on the eve of great changes. The air is full
of war cries, and strange and ominous shadows seem to
darken the sky. But this gloom and darkness must pass
away, and it is necessary for us to work for the coming
of the new day. For%hat we have to acguire a new
attitude towards all matters of national importance ; and
among them the questions relating to fiscal reconstruc-
tion deserve our earnest and immediate attention. We
have, in the past, been dominated by what may be called
the negative aspect of taxation. This was inevitable as
our political subjection made it impossible for us to look
upon taxation as an instrument of progress aad develop-
ment of the dvnamic life of the community. But now i
is time for us to have faith in our coming freedom and
address ourselves to the problems of Gscal reconstruction
frgm a dilferent and wider standpoint. Our taxation
policies will, in an increasing measure, be determined
by the exigencies of practical politics ; once we realize
that our tax system is undeveloped and must be placed
on a different basis if we do not want to stand still, we
shall have a new ocrientation of onr fiscal outlook and
create an atmosphere favourable for the success of new
proposals and policies, It will be taking too optimistic
a view of our future to assume that this change can be
brought about scon or without strenuous efforts. But
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Preface )
without it, it w/ll be impossible for us to make any head-
way against our enormous difficnlties, or rise to the
height of our possibilities. If we appreciate the import-
ance of this aspect of the matter, which is of such vital
importance to the well-being of our country, we shall
work for a new order of things in the domain of taxation.

This change has to come ; but the immediate need of
the hour is clear thinking on our fiscal questions, which
is now rendered so difficult on account of passions and
prejudices. Even in our universities we allow our
thoughts on these questions to be dominated by consi-
derations which, though not irrelevant, loom unduly
large in our intellectual horizon owing to certain
historical accidents. The universities being centres of
intellectual freedom must emancipate themselves from
the influence of adventitious circumstances and fore-
shadow changes, the necessity of which may not be quite
obvious to the general public. The present book is in-
tended to stimulate, in some small measure, this process
of intellectnal emancipation. It cannot carry the process
very far; and even as an attempt at initiating it I am
fully aware of its wtter inadequacy. But I do bhope
that those who happen to read this book will find in it an
earnest, even though inadequate, attempt to discuss our
fiscal guestions from the point of view of the futyre.
We have been, in all spheres of national life, almost
completely obscssed by the past; it is now time to
shake ourselves free from this nightmare and fix our
gaze upon the future.

In this book some aspects only of fiscal reconstruc-
tion have been dealt with. The limitations of space
and the need of maintaining unity of thought made it
necessary to exclude a number of otherwise important
questions of taxation. The problems of federal finance,
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which are of immediate importance, have Jot bheen dealt
with at all except incidentally at some places. This omis-
sion is deliberate. I have already dealt, though briefly,
with the problem of fiscal readjustment between the
Central and the Provincial Governments in ity Financial
System of India. That book was published about four
vears ago and contained a promise that I would write
a book on Federal Finance. I have been slow in
fulfilling that promise; but now it has been fulfilled,
and the problem of financial readjustment has been
dealt with in all its aspects in my Essentials of Federal
Finance (published by the Oxford University Press).
These books can, as a maiter of fact, be considered
companion volumes, and in some respects supplement
each other.

GYAN CHAND
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CHAPTER 1

A PLEA FOR FISCAL RECONSTRUCTION

Need for fiscal reconstiruction

The necessity for fiscal reconstruction is being felt all
the world over. This is due to various reasons. One of
the causes, which is common to all countries, is the fact
that the tax systems are everywhere haphazard growths,
having developed into their existing forms on account of
the interaction of diverse histarical forces—not the least
mmportant among them being *the more or less thinly
disguised efforts of the dominant class to roll the burdens
on the shouiders of the weak '. The tax systems are not
scientific mt any sense of the word, and it is necessary to
bring them into harmony with the latest developments in
the domain of fiscal theory and practice. In taxation, as
in other spheres of social life, a definite and conscious
effort is being made in all countries to find an outlet
for the expression of the tendency, which seeks fulfil-
ment in the increasing symmetry and effectiveness of
all social institutions. The appointment of a number
of committees and commissions to inquire into the
working of the systems of taxation is due to the widely
fele need for introducing fundamental changes in their
underlying principles and structure. ‘This natural
tendency bas, of course, been quickened by the financial
strain caused by the War and its after effects and has
been further strengthened by the impact of new social
and political ideals. The burden caused by the War has,
to use the words of Sir Josiah Stamp, rendered the
blemishes, which were insignificant before, intolerable,
and made it imperative to tap new sources of revenue.
A new scale of values is being set up everywhere,
and the fact cannot but have far-reaching reactions on
the fiscal institutions of the world. Even before the




Fiscal Reconstruction

War the new gocial ideals bad made the revision of tax
systems necessary. Now the need is urgent everywhere,
and though the progress in the task of fiscal reconstruc-
tion must, as a matter of necessity, be a slow process, it
is sure to continue and will afford another proof of an
earnest endeavonr of society to make its future evolution
a matter of creative activity.

The work calls for the gualities of the highest order,
and can be successfully carried out by the combination of
knowledge, courage and, above all, constructive imagina-
tion. It cannot be accomplished all at once, but it can
only be accomplished by steadily and consistently
working for a well accepted, though a distant, goal ; and
reconstruction must, therefore, be the order of the day in
fiscal as in all other social matters.

Special conditions in India

In India, the problems of taxation have received
attention since the beginning of our national movement ;
hut their consideration has been dominated by the
peculiar political conditions of this country. In a country
governed by an alien power, the difference of opinion on
matters relating to taxation is governed more by the
psychological factor than any other consideration. The
attitude which regards ail taxation as robbery is not
confined to India, but is here accentnated on account of
our poiitical subjection. The governing race, knowing
that it can never consider itself in an absolutely in-
vulnerable position, has to be exceedingly cautious in its
taxation policy and bas to make it an important prineiple
of its administration to keep the level of taxation as low
as possible and refrain from initiating any measure or
policy that runs counter to the popular ideas and
prejudices. The generally prevalent belief is that the
Government of India has not kept taxation at a low
level, and the limit of endurance of the people has already
been reached, if not actually exceeded. It may be so, but
it is not possible to go through the historical material
bearing on this point without being impressed by the
extreme conservatism of our rulers in the formulation of
their fiscal policies. They have been extremely reluctant
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A Plea for Fiscal Reconstruction

to try fiscal experiments or introduce nqw principles in
the working of the tax system. From 1861 to 1916,
the Tndian tax system practically remained unchanged in
its essential features. The land revenue administration
was made more efficient and probably more humane, but
its basis remained the same throughout this period and is
even now what it was more than sixty years ago. Our
tariffs occupied a subordinate position in oor fiscal
systern and, apart from the controversy caused by the ¢ ill-
omened shadow of the cotton duties’, received very little
attention from administrative or scientific standpoints.

The other three important sources of revenue—e=xcise,
salt and opium-—changed their yield but not their
essential character during this period. Perhaps the only
exception in this respect is the imposition of income-tax
in 1886. The excepticn can be disregarded in view of
the fact that the fiscal expedient found a prominent place
in the budget of Mr. James Wilson in 1860 ; and even if
thai fact be overlooked, the misgivings with which it was
originally imposed and the timidity with which it was
used and administered for over thirty years give us
another index of the unwillingness of our rulers to make
any new and bold departure in the domain of taxation.
The financial burden of the War made it necessary
to introduce changes which virtnally amounted to what
may be called a fiscal revolution. Customs and income-
tax taken together have now become the most important
sources of revenue and have made our fiscal system
radically different from what it was fifteen years ago.
New principles have found their place in its structure
and may, if their significance be understood, make it
easier to develop it further on right lines. But the
progress of ideas has been slower than that of the system
itself and the general attitude of the Government in this
respect does not show any signs of healthy growth ora
new orientation of outlook.

The limitations of their position make it inevitable for
the Government to follow rather than lead public opinion.
The Government in India cannot be expected to have a
spitit of adventure in fiscal matters, The fear of the
unknown is bound to be a more potent factor than the*

3



Fiscal Reconstruction

desire to increage the yield of taxes or make them the
instruments for the realization of non-fiscal purposes.
Mr. Massey in concluding his budget speech of 1868-9
used the following words: * Let me warn you against
tampering with your finances, India is no place for
sensational or empirical fnance’. Tampering with
finances is always bad, but unwillingness to take a step
forward lest it should lead to *sensational or empirical
finance ' often means stagpation. The attitude of the
thinking section of the people in India in matters of
taxation is a counterpart of the attitude of the Govern-
ment and is partly responsible for the unprogressive
character of the latter. It has, of course, been mainly
determined by the exclusion of the people from an effec-
tive control of the financial policy of the country, and by
the assumptien that it is governed by considerations
which are generaily inimical to the best interests of the
country.

It is not possible to promote clear thinking or foster
the habit of tiking a really broad view of the problems of
taxation under these circumstances, when it is taken for
granted that the scale of expenditure, its distribution and
the methods by which the public revenues are raised for
meeting it are primarily responsible for the extreme and,
as it is commonly believed, the growing poverty of the
people. A belief in the truth of these propositions has
almost become an article of national faith and it is
exiremely difficult to secure an adequate consideration of
those aspects of our tax system which require a more
comprehensive and, therefore, a more critical study =»f
the fiscal questions.

FEifects of negative atfitude towards laxalion

[t is not necessary to examine at length the sonndness
or otherwise of this attitude. It is even possible to take
it for granted for the sake of argument that the circum-
stances, under which we ate placed, make it impossibie
for us to adopt any other view. That, however, doesnot
change the fact that its effect on the development of our
theory and practice of taxation is cramping in the extreme
-and is an obstacle in the way of further progress. The
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general atmosphere or, to use the expressive phrase of
a modern writer, the intellectual climateqof the country
is not favourable to the scientific study of our economic
questions—particularly those relating to taxation on
account of their more intimate conmexion with our
political issues. It is easy to give many illustrations of
the way in which shallow and unsound ideas acguire
currency on account of the all-pervasive effect of this
important factor, and real issues get obscured by the
clouds of passions that these questions so easily raise in
our country. A passing reference 1o the controversy
which has centred round the land revenue in India will
be, however, enough to show how we are apt to lay
undue stress upon relatively unimportant factors in our
discussion of these questions and miss the more impor-
tant ones. The Indian public opinion was, in the begin-
ning, nursed on the belief that the * permanent settlement’
was a national boon, and its modification in any form
would mean a disaster for the rural ciasses. The
necessity of general fixity and permanence of the land
revenue demand, wherever this had not been conceded,
was urged by the Indian National Congress, vear after
vear, as the only means of ameliorating the growing
impoverishment of the agricultural population. In 1893
and 1894, the Congress was of opinion that interference
with the existing settiement would amount to a national
calamity and, even as late as 1909, its faith in this
sovereign remedy as the only means of improving the
unsatisfactory economic conditions of the rural classes
remained unimpaired. The enthusiasm for the perma-
n2nt settlement has since then considerably abated,
but the one outstanding feature of land revenue, namely,
the fact, that it is an impersonal levy assessed on
considerations other than the capacity to pay of the indi-
vidual taxpayer, has hardly received the attention of the
general public or the special student of the subject.
Impersonal direct taxes have a rightful place in every
fiscal system, but a heavy public impost which affects
the interests of the overwhelming proportion of the
population of a country ought to make a due ailowance
for the differences in the economic circumstances
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of the individuals ; and this aspect of the matter would
have come into prominence, as a matter of course,
if the public attention had not been engrossed by
comparatively unimportant considerations. The recon-
struction of the land revenue system is not going to be an
easy matter. The fact that it is so closely interwoven
with the entire fabric of economic life in the villages and
the strength of the vested interests that are likely to be
adversely affected by the changes which may commend
themselves to us in the interest of the fiscal justice or
social progress are serious obstacles and have to be
teckoned with in every progamme of fiscal reform. But
we would not have been so far from the solution of this
important problem as we are to-day, if the last fifty years
had not been wasted in barren discussions regarding
the fixity, permanent or relative, of the State demand on
land as a remedy for our economic ills. It is not
suggested that there is no connexion between the
deplorable condition of our agricultural classes and the
land revenue system, but it will be obvious to anyone
who has an elementary knowledge of facts that the evil
effects of the latter have been greatly exaggerated and,
what is more to the point for the purpose of the present
subject, the whole matter has been viewed from a wrong
perspective and has, on that account, gathered round
itself a mass of prejudices that cannot be easily got rid
of. It is not necessary to dwell at greater length on this
point. ‘The whole guestion of land-tax reform will have
to be considered later. Here it has been mentioned as
an instance of the confusion of ideas in the consideration
of the problems of taxation on account of what may be
called a purely negative attitude in our treatment of such
questions.

It was natural for our rulers to be governed exclu-
sively by considerations of practical expediency in the
development of our tax system and disregard almost
completely the requirements of equity, symmetry or
scientific perfection. The genius of their race and their
position in this country made it imperative for them to
follow this course, as it was both a path of safety and of
least resistance. It was perhaps equally natural for our
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public men to import a strong political bias in their
discassions of fiscal questions. They were called upon
to organize and lead national forces against a system
which left to them very little scope for comstructive
thinking and none whatsoever for working out a well-
considered policy or programme. These difficulties
were inhevent in the nature of things, and it is not
possible to blame either party for their existenze. Butit
is useful now to recognize their nature and their effect on
the working and development of our fiscal system. 1t
will give us a clearer understanding of the present
position and enable us to take a more balanced view of
the possibilities of the future,

Taxation Inguiry Commilice
and necd for survey of existing system

The arguments used against the appointment of the
Taxation Inguiry Committee and the vehemence with
which they were pressed in the debate which took place
in the Legisiative Assembly, in September 1924, show
how strong are the prejudices which cling to us in these
matters. The object of undertaking the inquiry was, it
was clearly stated by the Government, to reconsider our
existing system of taxation and see whether it was not
capable of improvement both in its incidence and in its
machinery. It was categorically affirmed that the object
of the inquiry was not to raise a larger amount of faxa-
tion. Readjustment, and not enhancement, of taxation
was aimed at. The Government failed to carry convic-
tion with the members of the House. One reason, of
course, was the deep-seated belief that the professions of
the Government were not to be taken at their face valne.
The personnel of the committee was not considered
satisfactory and that also, to a certain extent, accounted
for the strong opposition of the House. But the main
reason, which had a great weight with the majority of
its members and led them to assume an attitude of un-
compromising hostility towards the Taxation Inquiry
Committee, was the view that the limit of the taxable
capacity of the people bhaving been already exceeded,
what was really needed was to ascertain the average
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income P& capifa in India, and to find out the ratio
between this amount and what the people were required
to pay in the form of taxes. This, it was asserted, would
afford a conclusive evidence in support of the contention
that the growing poverty of the masses was due to the
oppressive system of taxation and constitutes a scathing
indictment of the economic effects of the British rule in
India. The taxation inguiry, it was contended, must be
abandoned and a comprehensive economic inquiry insti-
wited in its place. 1t was pointed our that an economic
inguiry, in orcer to be of any use, would have to be
prolonged and extensive, would cost a lot and require an
elahorate organization, that the calculation of a figure of
average income per head would not be easy and, even if
it could be worked out with a reasomable amount of
certainty, it would be worse than useless for the purpose
of the readjustment of taxation ; but all these arguments
fell on deaf ears. Nothing mattered in view of the
paramount importance of resisting the insidious attempt
of the Government to throw additional burdens on the
poverty-stricken people; and questions regarding the
improvement of the machinery of taxation, the re-
distribution of its incidence and of the re-allocation
of revenues could wvery well wait till a thorongh
economic inguiry had been undertaken, and its results
had shown that poverty of the people had, in spite of the
efficiency of administration, been increasing. It is not
necessary to give an ungualified approval to the scope
and methods of this taxation inquiry or to the conclu-
sions to which it has led to show how ili-advised and
ill-considered the opposition of the members of the
Assembly to the Taxation Ianquiry Committee was
before it started its work, and how short-sighted they
have been in treating its Report with scant courtesy after
it has finished its labours. The need for a thorongh survey
of existing systems has been felt all the world over. The
change in the fundamental attitude towards taxation, and
what Professor Seligman calls ‘ newer and richer content
of the conception ot faculty’, besides, of course, the
colossal increase in public expenditure, have rendered
taxation inquiry necessary everywhere, Butin India there
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are special reasons why the necessity of such an inquiry
should have been obvious to every intelligent student of
our national problems. The opposition to a committee
appointed by the Government has no special significance
of its own. The opposition to a Government meastre
is and will, for sometime, be a normal feature of ou:
polijtical life.

Bu: the attitude which the debate in the Legislative
Assembly reveals cannot but be a matter of some con-
cern to every one who can look a little ahead and realize
what this legacy of the past, and even perhaps an inevi-
table consequence of the present conditions, may mean,
if a change for the better does not take place in the near
future.

Coming freedowe and ils obligations

This change has to come and it is right that it should
be accelerated. OQur political subjection is the most vital
fact of our national life and its effect on our whole
mental attitude is and must be very profound. We can-
not emancipate ourselves completely from it, or refuse
to allow our ideas and view-points to be largely deter-
mined by its influence. But it is necessary in the interest
of larger freedom, into which we want to eanter, to make
a conscious effort to rise above the limitations of our
political environment and get nsed to the ways of look-
ing at things which are independent of the premises
suggested by the present conditions. In Nietzsche's
philosophy, the essential attribute of a free spirit is that
it shonld have a taste for the unconditional, be able {o
trdnscend good and evil, and look from above downwards
and not from below upwards. This view is capable of
being grossly ahused, but contains an element of truth
which is not to be lost sight of. A nation, in order to be
free, must surpass itself and assume perfection which it
may not possess but has to attain in order to fulfil
itself; and this must first be done in the domain of
thought before its effect can express itsel in the growing
fulness of a really free life. We, in our economic
speculations, have allowed ourselves to be dominated far
too much by the facts of our political situation. It has
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affected our intellectual integrity and made it practically
impossible foreus to appreciate the importance of less
obtrusive elements and to take a synthetic view of our
economic problems. We have gained a little in general
effectiveness, but have losi much more in a true and full
understanding of these important issues.

It is, it may be repeated, necessary to outgrow these
limitations if we are to work up to a higher standard of
efficiency in dealing with our economic questions; and
what is true of the economic questions in general is
particularly true of those that relate to our fiscal system.
We have to shake off the evileffects of the mentality which
has led us to attach undue importance to a few factors
and neglect others which are entitled to as much atten-
tion on our part. In the theory and practice of taxation
we have to bring ourselves in a line with the modern
developments of fiscal science. We have been standing
still and indulging in merely destructive criticism, while
other countries have been going ahead. Indiaisnot a
free country and her freedom cannot be won easily, But
we have to create an atmosphere of thought which may
stimulate us to intellectual endeavours worthy of the
citizens of a free state. The repeated recital of the sins
of others is not an assertion of our coming freedom but
its negation and an index of our intellectual ineptitude.
It is not suggested that we have to lose ourselves in
abstractions or turn away from the unpleasant facts of
our political life. This is not a plea for any metaphysical.
theory of taxation. The programme of fiscal reconstruction
must be pre-eminently practical and, therefare, related
to the cardinal facts of our national ilife. But it will fiot
do to cultivate a purely negative attitude in fiscal matters,
We have to build for the future and it is, therefore, a
matter of utmost importance that we should not have any
obsessions.

Eguily in taxation

The one object of fiscal reconstruction which is dear to.
the heart of the tax reformers in every country is equity.
It is an object to which everyone can render lip service,
but, as is well known, difficuities and differences arise
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as soon as an attempt is made to come to a closer grip
with the issues which it presents. Tolstoy, speaking
about Henry George’s proposal in his well-known book
My Religion, expresses his agreement with its object, but
goes on to say, *Of course I do not hold with George
about taxation of land. If you could get angels from
heaven to administer the taxes from land, you might do
justice and prevent mischief. I am against all taxation’.
This view, in the case of Tolstoy, was the outcome of
his absolute lack of faith in political institutions. To
him, government was a mere phantasmagoria, and
nations and states ‘hut fine names invented to conceal
the plundering of honest people by dishonest officials’.
But one need not be an anarchist to feel utterly sceptical
about the possibility of realizing justice in taxation,
for a closer study of the guestion has a very sobering
effect on our enthusiasm for fiscal equity. So much, of
course, depends upon the point of view that, when a
conflict of interests arises, it is easy to formulate a con-
venient principle or interpret it in a way as to make it
practically a measure of self-protection. The application
of the principles about which there may be general
agreement of opinion is extremely difficult under the
complex conditions of to-day. The strong words used
by Sir Josiah Stamp, in his evidence before the Roval
Commission on Income-Tax, in condemning * the wanton
and bigoted way in which persons obsessed by certain
mathematical ideas urge the sacrifice of all practical
points to their lust for algebra’, are a warning not only
against the indiscriminate use of curves and other
mathematical devices, but alsoc against the disregard of
the commonsense and instinctive judgment of the
people upon which so much must depend. Equity must
necessarily become a somewhat elusive object of pursuit
when, of the many alternatives that one can adopt, it has
to be said, ' one may be as right as another for all one
can say’.

The existence of the Central, the Provincial and the
Local Governments is another difficulty in the way of
developing a system which may answer fairly well to the
requirements of fiscal equity. It is a commonplace of
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the writers on taxation to say that the problem of justice
should be diseussed from the point of view of the system
as a whole and not merely of the individual taxes. That
is so; but, to use the words of Lutz, * amidst the welter of
taxation imposed by different authorities, imposed on 211
manner of different bases and for purposes that are
sometimes widely diverse and again overlapping *, there
is a little possibility of the entire tax burden being
adjusted to any theory of fiscal equity. And when to
these considerations 1s added another—the intricacy of
the process by which taxes are shifted and the extreme
difficulty of tracing their ultimate incidence—a point
which will be deveioped at some length in the last
chapter—one realizes that the Colbertian formula, which
requires plucking the goose with as little squealing
as possible, is not perhaps a proof of the cynicism
of its author, but is a maxim of taxation born of true
knowledge and wide experience of the facts of the case.
But in spite of all these considerations, the principle
of equity is not merely a will-o’-the-wisp of the tax
reformer. It cannot be embodied into the tax system
with the finesse of an artist or pursued with the undaunt-
ed zeal of an evangelist. The practical limitations of
the case have to be carefully borne in mind, if it is to be
applied wisely and well. But that it is an object which
should be steadily kept in view and carried out with a
thorough understanding ot its first-rate importance, is
an elementary fact which no student of taxation can
aiford to forget. It is rightly believed that in the re-
construction of the fiscal system of India, there is almost
an unlimited scope for a wider application of this princi-
ple and if this belief is daly tempered by an appreciation
of the difficuities which have to be confronted in carry-
ing out this object, nothing but good can come out of
giving it a wider currency. It will give us the necessary
motive power for carrying out the required changes and
render it easier for us to make up for our past sips.
=ir Basil Blackett, in his speech in the Legislative
Asserubly on the motion for the suspension of the taza-
tion inquiry, drew a distinction between a scientific and
more scientific system of taxation and pointed out the
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futility of all attempts to introduce a scientific system of
taxation, All that could be done was, he stated, that the
system could be more scientific than it had heen in the.
past. The significance of this distinction was lost upon
the House and one of the members remarked that the
endeavour to make the system more scientific implied a
racit assumption that it was scientific alreadv, The
distinction is important and is based on a profound.
insight into the real character of taxation. It is possible
to make every tax system more scientific and- therefore
more equitable. In India, there is plenty of room for
progress in this direction. But a tax system which will
satisfy the rigorous tests of scientific perfectior and be
ttterly and entirely equitable may, like the Platonic
archtypes, be a source of inspiration for the student
nf taxation and the fiscal reformer, but cannot be estab-
lished here down below. ¢It is,’ to use the words of
the Finance Member, * very difficult to extend science
into all the psychological regions which taxation invades’.
In India, we should be content if we can explore ail
nassible methods of making our system of taxation less
llogical than it is and give freer play to the considera-
tions of fiscal equity. This work will give adequate
scope for the expression of our reforming zeal and
should, if carried with proper care and intelligence,
make it possible for us to improve our heritage and lay
the foundations for the future truly and well.

Recent developrments in taxalion

The recent developments in the theory and practice of
taxation have given a wider connotation to the principle
of equity. The newer elements in this conception are
still not quite weil defined. Even the most competent
student of the subject is only aware that they are just
visible above the intellectual horizon, and has to give-
vlace to them in his treatment of the different problems
with a considerable amount of reserve. The controversy
about progression havipg been settled everywhere by
the logic of events, the next phase in the development
of fiscal theory will probably be a careful application of
maximutn aggregate sacrifice formula which is just at
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present merely a theorem of what may be Falled ¢ pure’
economics. ‘[t will,’ in the words of its anthor, *carry
us very far in the direction of socialism ' and has, there-
fore, to be used with great caution in order that produc-
tion may not fall off by any precipitate action. The
agitation carried on by the single tazers has nriched the
content of the conception of equity by laying stress on
the elements of privilege and surplus as the criteria of
ability. MNoblesse oblige has, in a new sense, to he made
not merely a principle of social conduct but also a mazim
of taxation. The ownership of wealth carries with it the
privilege of controlling the productive forces of the
community for persconal profit which can very well be
made a proper basis of assessment. The wealthy in-
dividuals and corporations enjoy other special privileges
which justify their being made liabie to special taxes.
It is possible to regard this development as a partial
revival of the benefit theory of taxation, but it is more
correct to take it as an evidence of increasing emphasis
on the social aspect of fiscal facts.

A fuller analysis of the concept of the differential
taxation of incomes tbat are social in their origin has
thrown light on the essential fact that there is an
element of surplus in all large incomes, though it cannot
always be assumed that the amount of this surplus
varies in direct proportion to the size of the income.
Marshall’s oft-quoted remark, that rent is the leading
species of a genus and not a genus by itself, is one of
the most illuminating statementis- about the present
economic life. It recognizes the importance of conjune-
fure in the determination of all incomes and amounts
to a denial of the right of individuals to claimn absolute
and exclusive use of their earnings. Hobson has been
so much impressed by this aspect of the economic life
as to propose that the entire structure of taxation be
erected on the basis of the functionless surplus. The
attempts that have been made in the recent years to
impose special taxes on ‘windfalls’ are a practical
illustration of the fact that the different countries are
feeling their way in this matter, and would go farther
and appiy the principle of taxation of surplus on a larger
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scale, if productive surplus could be clearly distinguished
from non-productive surplus.

It is not possible 1o divide the earnings of most in-
dividuals into two parts from this point of view. The
practical difficulty is there, but dces not affect the
essential sonndness of the proposals to reach the surplus
or the ¢ unearned’ element in the incomes of individuals
for the purpose of special taxation. With the division
of the economic society into non-competing groups and
the existence of all kinds of privileges which carry with
them special opportunities, it is fair that the possibilities
of making surplus as an important basis of taxation
should be more fully explored.

There is another development in the domain of social
science which has a significance for the student of fiscal
questions. The necessity of laying down a standard of
‘ national minimum’, not only in the payment of wages
but also in the working of the entire economic life, has
been widely accepted. The socialists have been pressing
for this reform all these years, but now even more
orthodox writers like Hobhouse and laski have given
their cordial approval to this principle of working for
what the former calls the civic minimum in the organi-
zation of national life. The bearing of this view on fiscal
theory, of course, 1s that it changes the basis of exemp-
tion limit from the subsistence level to efficiency level,
or as Mr. Sydney Webb has said, ‘the fundamental
reason for any exemption limit is the paramount neces-
sity of not trenching by taxation on the standard of life
necessary for the maintenance of the taxpayer in the
fuilest industrial and civic efficiency’. It is highly im-
probable that any country will go far enough in the
practical realization of this object. The difficulties
which have to be met and overcome are almost insuper-
able. But if it is conceded that the demand for the
introduction of national minimum is inherently just, it
will reinforce the case for a liberal treatment of the
lower classes in the distribution of the burden of taxation.
The practical utility of these considerations is some-
what limited. They cannot be reduced to formulas
or elaborated into definite mmles for the guidance of
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the fiscal refprmer or the tax collector. But they
are nevertheless very important. In India, these
and other similar aspects of taxation have not as yet
received snfficient attention; but if we are to keep
abreast of the times, it is necessary to incorporate them
in our fiscal theories, and they will in due course get
embodied in the tax system of the country. In other
countiries they have passed through the preliminary stage
of speculative study and are already, as the phrase goes,
in the air. There the process of their precipitation
has also commenced, though it cannot, for reasons
which must be obvious to everyone who knows what it
means, be very rapid. We, in India, have still to bestir
curselves even intellectually to get into the frame of
mind which prepares the nation for such changes and
thereby makes them aimost inevitable. It is time that
we should begin to work for a new order of things in this
respect. N

Svcial standpoint in faxation

Professor Seligman has, in his recent writings, laid
considerable stress on the social, as distinguished from
the individual, standpoint in taxation. The distinction as
developed by him is subtle and cannot be easily elucida-
ted. He accounts for a number of recent developments
in taxation by a reference to the social theory of fiscal
science. According to him, the continued use of indirect
taxes and impersonal direct taxes in all countries as iin-
portant sources of revenue is due to the practical effect
of the acceptance of the social theory of taxation. [t may
appear tosome that the factis due to the stress of fiscal
necessity, or even perhaps to the disregard of social con-
siderations in the working of the tax systems. But the
distinction has a negative meaning which is of some im-
portance. Itis generally assumed that justice in taxation
can be done by assessing each individual directiy.
Suggestions have been made for exclusive reliance on
direct taxes, mainly income-tax, for meeting the fiscal
requirements of the public authorities. It has to be
recognized, that apart from the administrative difficuities
of assessing and collecting direct taxes on small incomes,
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the principle underlying these proposals is-inadequate in
itself and does not comprehend all the elements of justice
in taxation. In India, we have to develop direct taxes
further and reduce the relative importance of impersonal
taxes, both direct and indirect, in our tax system. That,
however, shonld not lead us to the conclusion that all
impersonal taxes are wrong in principle aod must be
recognized as necessary evils, their extinction is a ques-
tion of time, because it is sure to follow the political
education of the taxpayers. The impersonal taxes have
to be with us not merely because we cannot do without
them on account of fiscal or practical reasons, but also
because they have a place of their own in every well-
rounded tax system, and so their abolition is undesirable
on that account. They must occupy a pre-eminent
position in local taxation and cannot be relegated to the
background even in national taxation. It is, therefore,
inexpedient and undesirable to take it for granted that
they have no future in our tax system,

Taxation and redistribution of wealth’

The use of taxation for effecting a redistribution of
wealth has received the sanction of theory and practice
in all countries. There are eminent fiscal thinkers like
Sir Josiah Stamp and Mr. Mellon who are not willing to
countenance the use of taxation for rectifying the inequa-
lities of distribution. They are at any rate not prepared
to go to the length of making it a primary object of
taxation. Their view is that for formulating and develo-
ping ascound taxation policy, it is necessary to assume the
principle that ‘differences in wealth and ability have
some ethical or economic warrant behind them’. But the
spirit of times is against this optimistic contention. The
present social order is oa its defensive and the world
conscience is very uneasy about it. It is not possible to
create a new heaven on earth by some heroic measure
and certainly not by taxzation ; but it would be a mistaken
policy not to make use of taxation avowedly for the pur-
pose of mitigating some of the existing evils, on account
of the possibility of its economic consequences to the
dynamic life of the community being disastrous, Fiscal
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measures can~only be palliatives and not preventives,
but the situation is admittedly critical, and it i{s a matter
of urgent necessity to help the process of social re-
adjustment by the use of suitable fiscal expedients. The
risk of taking no notice of this imperative need in the
development of the tax system is much greater than that
of going too far.

In India, it was till recently generally assamed that
the problems of production are much more urgent
than those of distribution. It has begun to be felt
by the most advanced students of our national life
that the facts do not bear out this conclusion, and it is
necessary to give a new orientation to our opinions on
the subject. India is a land of appalling poverty, but
it is also a land of glaring inequalities of distribution.
The contrast between the extremes of poverty and riches
is as great here as anywhere in the world, and the neces-
sity of working for a new social order is quite as urgent
on that account.  Fiscal reconstruction in India, as every-
where, is to be a part of the general social reconstruction
and has to be carried out with a view to reduce social
disharmony as far as possible. The need of making use
of taxation as an instrument for the redistribution of
wealth has to be considerably emphasized in India.

Imporiance of administrative considerations

Modern economic life has, on account of its com-
plexity, brought the administrative aspect of taxation
to the fore in all countries, and the committees
and commissions appointed by different Governmeunts
have had to devote a great deal of attention to
the removal of the administrative imperfections of
the tax systems. The tenets of certainty and economy
have been discussed by the writers on fiscal science
since the days of Adam Smith; but the integra-
tion of economic life and its increasing diversity have
enhanced their importance and made their practical
application very difficult indeed. Though, in India, the
problems of efficiency have loomed much larger than
those of justice in the development of our tax system,
there is plenty of room for improvement in the methods
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of assessment and collection of our taxes. The advent
of democracy in this country makes it all the more neces-
sary to safeguard the interest of efficiency in the future
evolution of our tax system. Administration is a sore
point with democracy everywhere. In India, where the
word ! efficiency ’ has acquired a reactionary odour on
account of the frequency with which it has been used by
the opponents of our national aspirations, it is likely that
it will be some time before it finds much favour with
those who are in the vanguard of our national progress.
The credit of the tax collector stands very low in the
pubiic estimation here. The use of inquisitorial methods
cannot be justified in the name of efficiency and, of all the
petty tyrants who abound in our country, the revenue
underling is perhaps the least desirable. It is, therefore,
necessary to provide adequate safeguards against the
excessive zeal of the tax officers. Al these considera-
tions, however, do not weaken the validity of the argu-
ment that administrative efficiency is an essential
condition for the success of all fiscal measures and, when
it is not or cannot be achieved, the inherent merits of a
tax cannot save it from becoming a travesty of its real
self in actual practice. The technical perfection of ourtax
system is a matter of supreme importance and is worthy
of the careful consideration of our fiscal reformers.

Taxalion as a soctal invesiment

In the last generation, the general attitude towards
taxation has undergone one remarkable change which
needs to be stressed in India. < It is,’ to use the words
of Professor Seligman, ‘ no longer regarded as a burden
to be exacted from the unwilling victim, but as a contri-
bution cheerfully rendered by those who are alive to the
sense of collective responsibility implicit in the very
conception of democracy.” This change is very well
reflected in the statement made by Sir IBeo Money before
the Royal Commission on Income-tax. *‘The income-
tax which [ pay,” he said, ‘I consider it to be one of the
cheapest purchases 1 make; it buys me citizenship, it
buys me safety, it buys me security. To write that out
of income and say that I do not get value for it, if you
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will forgive my saying so with respect, I cannot imagine
anything more gbsurd’, The change is not as general
as it would appear from these quotations, and the mien of
the tax gatherer is, as it has always been, harsh every-
where. But the theory that money necessarily fructifies
in the pockets of the people, and the ideal that the
Finance Minister has to work for is to make the level
of taxation as low as possible, have been definitely
abandoned. It is realized that co-operative expenditure
is not only a necessity under modern conditions, but
also the best investment for the individual and the
nation. True economy does not, therefore, consist in
reducing expenditure and remitting taxation, but in
developing the material and moral resources of the
country by a judicious outlay of pubiic revenues. The
principle of maximum social advantage, in most cases,
points to the necessity of tramsferring national income
from individual to collective channels and of promoting
the welfare of the people at large by a well-considered
policy of naticnal development. This does not imply a
faith in the omnipotence and omniscience of the State.
The trend of modern political thought is away from
Hobbes's feviathan or the Hegelian *doctrine of general
will " which makes State a super-organism of indefinite
and infinite power, The common belief, however, is, to
guote from Brown, that ° the primary purpose of State is
life, its plenary purpose is good life’; and it is in the
interest of the community to organize its social life on a
more intelligent and efficient basis. Taxation, from this
point of view, hecomes the means by which society turns
its resources to bhest account. It is not to be treated
merely as a deduction from the income of individuals
for which they get poor or no return.

Necessity lor tncrease of public expenditure
and additional laxalion

We, in India, are not suffering from an excessive
distrust of the activities of the State. The charge which
is generally laid at our doors 1s that we consider the
State to be a fairy god-mother who is going to confer all
kinds of boons on us without our having to work for
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them. There is an insistent demand for Government
intervention in many directions, and verylittle belief in
the efficacy of private initiative, But it is not realized
sufficiently and clearly that Government expenditure
means Government taxation; and it is not possible to
combine a high level of the one with a low level of
the other. This is due to the popular misconception
which attributes a kind of mythical character to the
public purse. It is believed that it is somehow very
long, and we can dip into it indefinitely without ever
reaching its bottom. This belief is not confined to
India; but, as is well known, there are special circum-
stances here which account for the firm hold that it has
acquired on our minds. Mr. Gokhale, in his budget
speech of 1906 reviewing the surpluses of the preceding
vears, pointed out their evil effects on the welfare of the
people and went on to say, ¢ with such a plethora of
money in the exchequer of the State, the level of expendi-
ture was bound to be pushed up in all directions.
Economy came to be a despised word, and increased
establishments and revised scale of pay and pensions
for the European officials became the order of the day ’.
The sentiment expressed in these words gives us the
explanation of our belief that, in India more than
anywhere else, the true governing principle of our
finances must be, to quote Mr. Gokhale once more, ' to
keep the level of taxation as low as possible so as to
leave the springs of the national industry free play and
room for unhampered development®. The fact that the
destiny of the country is not in the hands of the children
of the soil, and a very large portion of our public expendi-
ture is incurred for purposes unconnected with the
material or moral advancement of the nation is an
important factor in determining our general attitude
towards taxation.

An irresponsible Government cannot expect to receive
the ready assent of the people to the proposals for
increasing revenue, as it is knowo that money is not
likely to be spent for objects of real public utility. In
India, the Government expenditure is a by-word for
waste and extravagance, and it is impossible to create a
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more reassuring atmosphere under the present condi-
tions. The &ifficulty is real, and it is not easy to
suggest measures by which it can be surmounted. Itis
nevertheless necessary in the best interests of the country
that the public should be educated to a better apprecia-
tion of the realities of the situation.

We are passing through a period of transition. india
is a democracy in the making. The old regime cannot
pass away at once and will not pass away scon. But
we have to prepare ourselves for a new arder of things.
New habits of thought have to be acquired on the
assumption that freedom, for which we are striving, will
be ours if we are really worthy of it. We have to
outgrow the mentality that assigns to us the role of
indiscriminating c¢ritics of the policy and actions of the
Government. We have already some scope for the
exercise of our ceonstructive ability; it is lkely to
become wider with the passage of time. It is our duly
to equip ourselves intellectually for opportunities for
more effective work that must come to us. It would he
a folly to assume an identity of interests between the
Government and the people and to adopt a less vigilant
attitude towards the former. The need of the times is
not a more quiescent outlook, but one that may make us
much more wideawake and alert in the handling of our
pubiic issues, We have, however, to work off the effects
of having breathed so long in an atmosphere of
inferiority and rise to the height of our possibilities by
showing a truer understanding of the essentials of our
problems. In taxation, as in all other matters of national
importance, we have to cultivate the right sense of
proportion which may enable us to face the facts of our
present sitnation without allowing our vision of the
future to be dimmed by them. The development of the
country necessitates an outlay of larger resources.
Funds for the purpose may partly be found by greater
economy, so far as it is possible for us to enforce it.
That, however, will not carry us very far. The neces-
sity of increasing public revenues by the fullest develop-
ment of the existing taxes and the introduction of
newer ones cannot be obviated. The common belief
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that we have already reached the limit of taxable capacity
may be correct, but it will be extremely stort-sighted to
starve the vital services of the country by banning all
proposals for further taxation.

The point of view which deminates the discussion of
all questions of taxation needs to be modified. Recently
the Punjab Legislative Council had the opportunity of
choosing between the reduction of water rates and a
mare liberal expenditure on nation-building activities,
and it preferred the iformer course owing to the pre-
vailing belief in the propriety of reducing the existing
level of taxation. We have, by pressing for the aboli-
tion of the Cotton Excise Duty, demonstrated our
willingness to forego the reasonable certainty of in-
creasing the Provincial resources for edncation and
sanjtation by about three crorers for the sentimental
satisfaction of redressing a historic wrong. QOur local
bodies all over the country are marking time on account
of their slackness in the assessment and collection of
taxes and their extreme reluctance to make a full
use of even their present powers of taxation. The
present level of expenditure on services, which have at
best a utility from static standpoint, is unduly heavy ;
but the prospect of our being able to reduce it in the near
future is so very remote that it is not worth while to
count upon it for expanding the resources of our public
authorities for dynamic purposes. India not being a
democracy yet, the semse of collective responsibility
which is implicit in its conception cannot be fostered
rapidly enough even to approximate adequately to
the ideal of making the payment of taxation a civic duty,
if not a civic privilege. The need of developing the
potential resources of the country is, however, urgent
enough to make it desirable for us to put in an earnest
endeavour to divert a larger proportion of national divi-
dend from individual to collective channels; and if that
is to be done, we ought to assimilate our general attitude
towards tazation to the one which is gaining ascendency
in free countries. Even there it has not permeated the
common consciousness of the people to any considerable
extent. Here progress will be slower on account of the
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special exigencies of our national life. But if we under-
stand the realeand ultimate interests of our country, it is
necessary for the progressive elements in the community
to give it a right lead Ly pointing out the futility of
regarding taxation as such an unmitigated nuisance.
The time is ripe for giving up the slogan of low taxation
as our national cry. [tis an obstacle in the way of our
social and intellectual progress.

Taxation ; itis possibilitics and limitations

The arguments relating to taxation raise fundamental
issues of social philosophy, and its effects are co-exten-
sive with the entire social life. ' Taxation,’ in the
words of Professor Ely, *may create monopolies, or it
may prevent them, it may diffuse wealth or it may concen-
trate it, it may promote liberty or equality of rights, orit
may tend to the establishment of tyranny and despotism,
it may he used to bring about reforms or it may be laid
so as to aggravate existing grievances or foster hatred
or dissension among classes. Taxation tay be so comn-
trolled by the skilful hand as to give free scope to every
opportunity for the creation of weajth or for the
advancement of all other interests of States and cities, or
1t may be so shaped by the ignoramises as to place a
dead-weight on a community in the race of industrial
supremacy.” The non-fiscal aspect of taxation and its
close connexion with social policies does not, after what
has been said already, need further empbasis. The
amount of earnestness with which some specific taxation
proposals have been advocated, and the idealism that
has been imported in controversies which they have
given rise to, put them on a par with movements that
have stirred men to the innermost depths of their being.
The advocates of single-tax on the surplus value of land
held out the prospect of a social millenninm as a result of
the adoption of their proposal, Mr. Lloyd George
characterized his ‘ people’s budget' of 1909, in which,
as is well known, land value duties figured so promi-
nently as a war budget—a budget which was to be the
beginning of an implacable warfare against poverty and
squalidness and which, according to its author, was ‘to
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make poverty and wretchedness and human degradation
which always followed in its camp, as semote to the
people of England as the wolves which once infested
its forests ', The tariff reformers have been inspired
by the visions of imperial unity and cohesion; and
the protectionists of every country have, of course,
considered their policy absolutely essential for its
economic regeneration.

The history of taxation is full of instances of the rise,
decline and fall of the movements of tax reform which
in their inception and early career were sustained
by the most buoyant hopes. The different phases
through which they have passed have a very important
lesson for us. The work of fiscal reconstruction has to
be taken seriously in hand and its social significance
carefully borne in mind. We have to do this with a full
conviction that the tax reformer is not only concerned
with the adequacy or otherwise of public revenues, buot
is also a craftsman of the new social order. No object is
ulterior to taxation which can be shown to be conducive
to the highest good of the community, This conviction
should, however, be combined with a propar appreci-
ation of the limitations of tazation. It is idle to
expect that it, by itself, can effect a revolution
or change the whole social life out of recognition.
It can be a social engine of very great power, but it
cannot be a panacea of all ills. In India, just at present,
there is no danger of the country being swept by the
fervent ardour of a new fiscal gospel. The enthusiasm
which is necessary for starting or conducting a movement
of this character is entirely lacking and canpot easily
be created. This fact makes it unnecessary to sound
a note of warning against the possibility of pitching ouvr
expectations too high or allowing our zeal for fiscal
reform to get the beiter of our practical wisdom. It is,
nevertheless, worth while to remember that in other
countries the fiscal reformers have often raised false
hopes and thereby done a great disservice to the cause
of fiscal reconstruction of the right kind. We should
profit by the experience of other countries and not repeat
the same mistakes here.
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CHAPTER 11

DIRECT TAXES—THE INCOME-TAX

Development of divect taxes tn India

The movement from iadirect to direct taxation is
considered a significant sign of the times. There are
fiscal reformers who are working for the ultimate repeal
of all the indirect taxes; for the feeling has grown since
Lassale called them taxes on working classes, that a real
democracy, which wants to hold the scales even between
the dxfferem classes, can have no use for these ® crooked ’
taxes. As experience has shown the impossibility of
making the indirect taxes really progressive, increasing
reliance on direct taxes is held to be absolutely essential
in the interest of equitable distribution of the tax burden.
Their educative value, in a country where the bulk of
voting power is in the hands of the masses, is considered
a reason for making them as universal as possible.
One writer has justified even the retention of the poll-
taxes in the fiscal system of America, in spite of their
limited yield, on the ground of their being the best
means of bringing home to every adult citizen a
consciousness of the existence of Government and his
obligation to contribute something for its support.
Mr. Harold Cox is of opinion that the payment of direct
taxes should be made a necessary qualification for exercis-
ing political franchise. He is so strongly convinced of
the soundness of his view that he is prepared to go so
far as {o carry out a measure for its practical application
even at the risk of a serious social convulsion ; and he con-
fidently asserts that *in life we have first of all to think
what is right and then secondly think what is practicable’,

The points of view, from which these arguments
in favour of direct taxes are urged, are widely diver-
gent and reveal the effect of class conscicusness which
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is now such a wvital factor in all fiscal speculations.
The feeling in favour of direct taxes pas grown in
volume and strength, but a complete extinction of
indirect taxes or their reduction to a position of insigni-
ficance is not a practical proposition. The social and
political conditions, however, render a larger reconrse to
direct taxes necessary. In most countries their develop-
ment can be justified on the plea of compensating for the
regressive character of the indirect taxes. Progress in
administrative metheds has made many reforms practi-
cable which were regarded only desirable a few decades
ago. Direct taxes have, therefore, a grear future before
them. It would, however, be rash to predict that
indirect taxes have had their day. Fiscal necessity gives
them an important place in every tax svstem, and
administrative limitations have not ceased o have a
practical bearing on the choice between these alterna-
tives, The view of Seligrian, that the social point of
view in taxation not only makes their use necessary but
alsc desirable, has already been mentioned. In India,
there is almost an unlimited scope for the development of
direct taxation, and the danger of fiscal equilibrium being
upset on azccount of its indiscriminate extension is so
remote that it need not be seriously considered. Recent
changes have not in any way impaired the position of
indirect taxes in our fiscal system. The feeling against
direct taxes, about which so much was said in our earlier
controversies, though not ineradicable, is deep-rooted
enough to serve as a brake on any tendency towards
their unduoly rapid development. It is much more
necessary to have a bias in favour of direct taxes than
against them. The lee-way, that has to be made up
before direct taxes can corne to their own in India,
makes it a necessary part of our intellectual equipment
for a proper appreciation of their real position in our
tax system.

Position of income-tax in Indian fiscal system

The distinction between direct and inc}irect taxes is
not clear-cut. A closer economic analvsis has a}most
destroyed its scientific validity. DBuat income-tax is par
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excellence a direct tax and may, therefore, be first consi-
dered. Sir Auckland Colvin, in his budget speech of
1886, quoted the well-known aphorism of Burke, which
had also been quoted by Mr. Wilson in 1860 : <It is difficult
to tax and to please as it is to love and be wise'. He
described the impression that the study of the earlier
debates upon direct taxation had produced on his mind
in the following words: ‘ The financial history of the
last twenty-five years is strewn with skeletons of discus-
sion on direct taxation, and more than one of my
predecessors is gibbeted on that dismal Golgotha for
the part which he took in connexion with it. It has
been my duty, in the course of my studies on the subject
of direct taxation, to read again lately the various
debates upon the much wvexed subject in which, at
different times, my predecessors took part during the
twenty years between 1860 and 1880. 1 have, in truth,
just emerged from them like Aneas wvisiting his
ancestors in the Shades, and I am still overcome and
overwhelmed with sulphureous atmosphere in which I
have latzly been pgroping my way, atmosphere from
whose flames no light but rather darkness visible,
regions of sorrow, doleful abodes where peace and rest
can never dwell. So that I am not likely to underrate
the oppressive climate of the region intc which I am
doomed to re-enter and into which I must invite the
council to follow me’. This description, though some-
what overweighted with classical references, is vivid
enough to enable us to get a realistic idea of the
different phases of the history of income-tax from 1860
to 1886, and understand the attitude of the author of the
Act of 1886 which gave to it a permanent place in our tax
system. Three successors of Mr. Wilson were bitterly
opposed to the iatroduction of income-tax in India, It
was Mr. Laing, his immediate successor, who declared it
10 be *about as bad and obnoxious a mode of raising
revenues as it is possible to imagine in a country
like India’. Mr. Treveleyan, who came after him, had
already suffered for having committed errors of discretion
owing to the intensity of his conviction that it was wrong
to make any experiments in direct taxation in [ndia.
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Mr. Massey, the third Finance Member aftgr Mr. Wilson,
condemned the erection of machinery for the administra-
tion of income-tax as a standing menace to the people
who would regard it with extreme dread, horror and
repugnance. The opposition to income-tax in the early
years of its career was not afeature peculiar only to India,
When it is remembered that in England, it was not till
1890 that income-tax was regarded as a permanent part
of her revenue system and early attempts to impose it
had been keenly resented; and in America as late as
1894 in the Congress its introduction was opposed on the
ground that it would put a premium on perjury, cotrupt
the people, bring in its train the spy and informer, and
was contrary to the traditions and principles of repuhlican
government ; it is not difficult to understand why in 1886
the Finance Member of India felt that in proposing the
imposition of income-tax as a permanent measure, he was
treading on a very delicate ground. The opposition to a
new fiscal device by the classes whom it adversely affected
is easily intelligible. Their natural repugnance was,
however, not the only canse of the grave forebodings
with which its introduetion was viewed in this country.
1t was reinforced by an apprehension of some members
of the Government that it would make the British rule
more unpopular and give an instrument to the disaffected
classes to foment discontent and disseminate sedition.
Sir Auckland himself expressed a hope in 1886 that, in
India as elsewhere, a great change would take place in due
course in public sentiment towards the measure and time
wonid wear down, if not entirely efface, the edge of the
objection regarding its imqguisitorial character.

Now income-tax has been a part of our fiscal system
for over forty years; and it has, since 1916, occupied a
thore pre-eminent position in its working., The least
that can be said about it is that it has now worked its
way up to the point at which it is considered a desirable
and necessary constituent of our tax system. The
political aimosphere of the country is not more favour-
able now than it was in 1886, but in other respects
there is nothing in ihe present situwation which need
cause any misgivings about the future of income-tax in
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India. The Act of 1922 has put it on a more assured
basis. It has improved its technigue and increased its
scope and effectiveness. The tax can and ought to be
further developed.

Definition of taxable income and capilal gains

The fiscal conception of income is everywhere more
limited than the economic, on account of reasons of
administrative convenience, and the Act of 1922 does not
raise any difficult issues so far as the definition of income
is concerned. It enumerates the different items of tax-
able receipts, and in this it keeps as close to the concep-
tion of actual money income as possible. Those elements
of income, which are an undoubted means of economic
welfare and have, therefore, a bearing on the ability of
the taxpayer but whose money’s worth cannot be easily
calculated, have been excluded. The exception made in
the case of a self-owned or rent-free residence isin accord
with the fiscal practice in the United Kingdom and other
countries and only confirms the importance of adminis.
trative considerations in framing the definition of taxable
income. The business deductions aliowed in respect of
depreciation, insurance premia, repair charges, interest
on capital borrowed or raised by debenture for the calcu-
lation of taxable income are, of course, justified by the
elementary considerations of assessing the }Hability to the
tax by net income as distinguished from gross income. It
is well known that in actual practice the work of making
these deductions is far from simple and requires a high
order of ability and considerable experience on the part of
the assessing officers. More intimate contact with the
actual conditions of different trades and industries, better
training in the theory and practice of accountancy and
larger experience of the workirg of the measure will
enable our young officers to cope adequately with the
practical difficulties of assessing the net incomes.

There is one cther consideration, however, which
further limits the meaning of income for this purpose
and which has some theoretical interest and importance,

v The definition of taxable income exclides all casual
gains on the assumption that anticipated recurrence
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and regularity arc essential features of 4trie income.
The income arising from any venture or concern in
the nature of a trade, though speculative or irregular,
is not exempted; but all receipts, which are not
ananal and are sporadic in their nature, are not liable
to the payment of the tax. Prizes in a lottery, gifts:
and inheritances and gains that are neither anticipated
por likely to recur, are not taken into account in
caleulating the taxable income. This is fair as far as
it goes, but open to criticism if it is taken as a correct
concept of income. In America the capital gains,
not only those which are realized in the ordinary course
of business bur all others, are taxable. Profits which
accrue by the disposal of property are considered as a
part of income. If an individual, not necessarily in the
real estates business, sells his house and realizes a
capital gain, he has to include it in his annual incotne-tax
return.  This practice has not even there given universal
satisfaction and lately the tax has been restricted to 124
per cent incerease in the capital value of property. This re-
striction is illogical, bui shows that even there the opera-
tion of this provision is not held to be unexceptionable.
As a matter of fact, Mr. Mellon has actually proposed that
capital gains and capital losses should be altogether
ignored for the purpose of income-tax., But the growing
weight of opinion seems to be in favour of this practice,
and Professor Seligman attributes the British usage,
which treats the gain from the sale of an isolated piece
of property as an accretion to capital, t¢ ‘a survival of
old error fortified by the desire to avoid practical admi-
nistrative difficulties . The inclusion of capital gains in
income, it may be admitted, complicates administration.
In India it would be a mistake to include them in taxable
income at present, but it should be definitely recognized
that this administrative problem is not incapable of
solution. In the opinion of a competent student of the
subject, ¢ accounting technique has made remarkable
strides during the past twenty years, and every advance
makes law which takes capital gains or losses into
account easier to administer’. That is also true of
a number of other fiscal devices which may not be
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practicable now. The trend of modern developments in
taxation is to irnpose special fiscal burdens on fortuitous
accretions of wealth, For inheritances a separate
legislation will be necessary. But other windfalls will
have to be placed either in a separate category and made
subject to special taxes, or be brought within the ambit
of income-tax. The latter course affords an easier
solution of the problem and should be adopted when we
can place greater confidence in our administrative
machinery.

Practical methods of applying principle of graduation

The future of income-tax will be primarily determined
by considerations of wider import. Its fiscal aspect will
be of great and growing importance, but both it and the
inheritance tax will have to perform a special function in
our fiscal system as make-weights to other taxes. The
question of a correct rate structure is, therefore, a matter
of fundamental importance. The principle of graduation,
which was once a subject of bitter controversy, has
become almost an orthodox tenet of taxation and scarcely
calls for defence anywhere, The discussion of this
question, therefore, turns upon the methods adopted for
securing graduation and a proper adjustment of the tax
burden to the varying capacity of the different classes of
the community. The method by which the income-tax is
graduated in India is also adopted in a number of other
countries. The tax is charged at different rates on
different amounts of incomes, and graduation is steepened
by the imposition of the super-tax which is only an
additional duty of income-tax and which is further
graduated by the application of various rates in the scale
to sections or slices lying between specified limits. The
intervals in the scale or zones on which it is based are
broad and changes in the rates make a considerable
difference in the amounts which taxpavers are rtequired
to pay.

The method has its merits. It is workable in con-
junction with the maintenance of the principle of the
collection-at-the-source which is held to be indispensable
by several competent authorities for the success of the
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tax. The zones being fairly broad, the different incomes
can be charged generally at final rates. It easily lends
itself to the application of the principle of differentiation
and has the advantage of having been worked in a
number of countries with a facility which cannot be
lightly disregarded. Its chief disadvantage is that it is
subject to abrupt rises or jumps, as they are called, at
certain points. It is an anomaly which can be easily
illustrated by giving a practical example. For instance,
the incomes below Rs. 2,000 are entirely exempt from
the payment of the tax. The taxpayer who is receiving
Rs. 1,999 does not pay any tax. But the increase of
one rupee in his income brings him within the range of
income-tax and makes him liable to the payment of
Rs, 532/1, and leaves him with a clear income of
Rs. 1,947/15. An individual whose income is Rs. 4,999
pays Rs. 130/4, but at Rs. 5,000 the rate changes and
the deduction on account of the income-tax becomes
increased to Rs. 156/4. The operation of this method
at the margins is so manifestly unjust as to reveal its
radically defective character at once. Section 17 of
the Act of 1922 {5 designed to remedy this anomaly, but
the relief that it provides on the margins practicaily
amounts to the imposition of a cent per cent tax at certain
points of the income, A person whose income is
Rs. 2,020 pays Rs. 21 instead of Rs. 52/1, and another
whose income is Rs, 5,005 pays Rs. 136/4 instead
of Rs. 156/4. This relief ensures that the taxpayer
should not be worse off on account of his having just
exceeded one stage in the scale of rates, but the
grievance still remains that the persons on the margins
are hit rather hard by the apphcatton of this method,
There are other defects in this system, but this one is the
most serious and has attracted a great deal of attention.
Several suggestions have been made for securing a
smooth graduation of rates. A detailed study of the
relative merits of these suggestions cannot be undertaken
here. The simplest method for removing the inequali-
ties caused by the present method is to increase the
number of zones and rates and thereby mitigate the
existing hardship to a certain extent. This will, however,
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muoltiply the number of marginal points and the number
of rates, increase the cornplexity of the tax and necessi-
tate a more intensified scrutiny of the annual returns.
The grievance is legitimate, but it is very doubtful
whether it gives rise to any acute dissatisfaction. The
four senior Income-Tax Inspectors, who gave evidence
before the Royal Commission on Income-Tax, expressed
their opinion that this feature, though open to criticism,
did not canse any widespread irritation, and the attitude
of the relatively small number of taxpavers whose
incomes fell within the marginal felds was that of the
tacit acquiescence in and acceptance of this method.
The Reports af the Central Board of Revenue or the
Provincial Income-Tax Commissioners, so far published,
are silent on this point, and it may, therefore, be
presumed that in this respect the experience of the ad-
ministrative officers here is not very different from
that of the officers of the Income-tax Department in
England. The Taxation Inquiry Committee is in favour
of maintaining the existing method of graduation and
the reason given by it in support of its conclusion is quite
valid. The existing system of income-tax is still on its
trial and it is necessary to watch its practical working
for some time longer before we make any bold experi-
ments. The formulas tor producing a smooth curve of
graduation are many, but it is not wise to take any risks
for the sake of mathematical elegancies which may not
work in actunal practice.

Sevale of graduation, exemption—Iimit
and principle of differentiation

There are three other questions which are closely
related to this subject. but which need not be discussed
at length. It is not possible to say much that can be of
any practical value regarding the sufficiency or otherwise
of the rates applied to the different sizes of income.
The element of arbitrariness is sure to enter any scale of
rates that can be drawn up. In India a case can easily be
made for making the graduation steeper under the
present circumstances. The decision must depend upon
a number of considerations to which different persons
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will attach different weight. The other question which
can be taken up in this connexion is the gquestion of the
reduction of the exemption limit. The present limit of
Rs. 2,600 is certainly not the right minimoum, if it is to
be considered as the subsistence minimum. According
to the trend of most progressive fiscal ideas, however, a
more liberal view of the matter seems to be called for
and it is not wrong to fix the exemption limit at a level
higher than the one for which a justification can be found
in the prevailing minimum of subsistence. There may
be a difference of opinion about the advisability of
importing this wider consideration into the discussion of
this question, The fact that by lowering the limit, the
increase in the number of assessees and, therefore, in 1he
burden of administrative work will be quite out of
proportion to the increase in the yield of the tax cannot,
however, be easily dismissed. [n 1919, the year in which
the lmit was raised from Rs. 1,000 to Rs. 2,000, the
change gave relief to no fewer than 2,37,000 assessees
out of the total numbsar of 3,81,000 persons who were
liable to pay the tax, and, what is more significant, out
of a total collection of 934 crores in 1918-9 the amount
contributed by persons whose income was helow Rs. 2,000
was only Rs. 50-73 tacs. The difficulty of introducing
allowances for wife, children and dependents which the
Taxation Inquiry Committee has probably somewhat over-
emphasized, strengthens the conclusion that the present
exemption limit should not be lowered on the ground of its
being above the minimum of subsistence in India, The
third question which has a greater intrinsic importance,
but which does not deserve a more extended consideration
on account of the limitations inherent in the present
conditions, is the guestion of differentiation. The rates
in India are graduated according to the amounts of the
incomes, but not their sources, This is contrary to the
accepted theary and general practice of rate structure in
other countries and its continnance can be justified on
the assumption of the circumstances being exceptional in
India. It is right to recognize the fact that incomes
differ in quality as well as quantity, and every well-
pianned scheme of taxation should discriminate between
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the different social values of the wvarious kinds of
incomes. All this is commonplace in the writings on
fiscal science and no more need be said about it. The
most common method of achieving discrimination is the
imposition of a special tax on the capital value of property
together with a general income-tax.

In German States, Norway, Denmark and Holland,
this method is used with considerable success. In India,
in view of the considerations of administrative convenience
and the spescial features of our existing fiscal system, the
easiest method of differentiating between incomes which
are and those which are not the result of personal exertion
is to supplement the general inome-tax by having special
taxation on real and personal property. The Taxation
Inquiry Committee coasiders it invidious to levy a differ-
ential tax on investments in industry and commerce so
long as the incomes from land lie outside the range of
income-tax, That is so; but it has to be realized that we
will go a very long way towards achieving effective dis-
crimination if we can impose a graduated income-tax on
agricultural incomes or, better still, a graduated tax on the
capital value of Iand. [t ought to be evident to any one
who knows the antiquity of our land revenue system and
its intimate connexion with our rural economy, that it can-
not be radicatly changed without causing a social upheaval.
It can be modified in some respects and that has to be
done if it is to shed its gquasi-feudal character. Bnt it
cannot be abolished and replaced by an absolutely
different fiscal expedient. This is an elementary tact of
vur present situation which it is well to bear carefully in
mind. The rates at which land revenue is assessed vary
in different Provinces, but with the exception of the
permanently settled areas, a charge of more than
23 per cent is levied on the net assets of land throughout
\be country. 1f the recommendation of the Taxation
Inquiry Committee is accepted and the charge is
standardized at 2% per cent of the annual value of land, it
will not be by any means a low rate. [f the landed
proprietors have to pay income-tax oxn their total earnings
Jike other persons who live by trade, industry and
professions and have to part with 25 per cent of their
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incomes from land in the form of land revenue, our tax
system will discriminate against them to ad extent which
ought, in the initial stages of fiscal reform, to give
satisfaction to the most ardent advocates of differentiation
in taxation, In other countries, the fiscal reformers have
been content with introducing differentiation gradually,
by wmaking slight distinctions to start with and then
pushing the thin end of the wedge further in as the
people get used to the working of the new principle. In
India, the imposition of a tax on agricultural incomes,
along with the retention of the land revenue system, will
give us a measure of diserimination which will not be,
in any sense, merely a thin end of the wedge. It will be
a real and substantial differentiation., When this has
been done, it will not be difficult to devise means for
imposing heavier fiscal burdens on other kinds of
investments. A beginning in that direction can be made
at once by having a low corporation tax ' which can be
further developed when experience gives us a warrant
for adopting a more ambitious policy. The absence of
differentiation in our existing income-tax is a matter
which need not disturb our fiscal conscience. ‘

Reletive merits of the priuciple of
collection-at-the-source and
tnformalion-at-the-source

The consideration of administrative efficiency is a
decisive factor in these and similar other cases. The
system of stoppage-at-the-source is an obstacle in the
way of a more thorough-going application of a number of
progressive ideas, but it is generally held that the
certainty which is guarantieed by this method of collecting
the tax outweighs every other consideration. The
principle of taxation-at-the-source was introduced in
Engtand in 1803, and since then it has held its own
in spite of the fact that many desirable reforms have had
to be dropped or postponed on account of the necessity

* The proposal of the Tazation Committee to convert the
super-tax on joint-stock companies into a tax on corporations
without any exemption is, from this standpoint, quite sound and
ought to be accepted.
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of maintaining its efficacy unimpaired. The Committee
of 1905 and 1906 and the Royal Commission of 1920
have been emphatic in their approval of this system, and
the Board of Inland Revenue regards it as a buttress of
income-tax stability and efficiency. The British officials
cling to it with great tenacity and consider its abandon-
ment aimost a sacrilege. As 70 per cent of the yield of
income-tax is collected by this method, it is easy to under-
stand why the authorities in England should consider it
so very important for the security and efficiency of this
powerful fiscal engine. Our income-tax is also being
collected by this method to a very considerable extent
and our administrative officers wonld also probably
regard any attempt to abandon it with very grave mis-
givings. The proposal to substitute this method by any
other has not been seriously put forward by any well-
qualified student of the subject, and it is very unlikely
that it can be made a practical issue for some years
to come.

The system has, however, some disadvantages of
its own ; and it is worth while to know that a different
method is being tried on a large scale in the United
States of America which has, during recent vyears,
become a laboratory of so many fiscal experiments. This
method is called the method of ‘information-at-the-
source’ and is different from the other method in this
that the employers, bankers and others who are respon-
sible for the disbursement of incomes, instead of being
required to deduct the amount of the tax before paying
the sums due, are placed under the obligation of report-
ing to the tax authorities the payments made by them to
different individuals. If the reports of the payments are
sent inregularly and are otherwise complete, there is no
reason why this method should not provide a fairly
adequate safegnard against fraud and evasion. In the
opinion of the Royal Commission of 1920, this methed is
likely to be a source of trouble and irritation to the
commmunity in general and cannot be an efficient and
practical substitute for the method of collection-at-the
source. Lo the United States, on the other hand,
it is growing in popularity ; and it is the older
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method which has been practically discredited by the
experience of recent years. There a tommittee of
experts, the Committee on Model Taxation, has defini-
tely expressed its dissatisfaction with the method of
collection-at-the-source and holds that ¢ it presents serious
administrative difficulties, imposes unwarranted burdens
upon third parties in respect of transactions which strictly
concern only the taxpayer and the Government, and
not infrequently shifts the burden fto the wrong
shoulders’. These are two divergent views, and it is,
therefore, desirable to suspend our judgment till we can
acguaint ourselves more fully with the actual results of
the method of information-at-the-source. It has already
been remarked that, in India, the necessity of making a
choice between the two methods does not exist. The
method of taxation or, to be more correct, deduction-at-
the-source is already in the field and nothing is to be
said against it from the practical standpoint. It is, how-
ever, not necessary to make a fetish of it or take it for
granted that any other method would be unworkable. It
is a usefu! fiscal device and should not be abandoned
without sufficient reason; but when the time is ripe for
introducing changes of wider social significance in
our income-tax, they should not be held up merely
because they will affect the efficiency of the method
of collection-at-the-source adversely. In the United
Kingdom, the praise of this method has engendered
an urduly conservative attitude whieh need not be
copied here.

I practicability of assessment by non-official agencies

The administrative hierarchy set up by the Act of 1922
is perhaps its most notable achievement. The future of
income-tax in India will depend more upon this factor
than upon any other feature of the system. The brunt
of the burden will, of coursze, fall on the Income-Tax
Officer whose efficiency is a matter of paramount import-
ance. This new department has now been almost
completely organized in every Province, and its members
have to settie down to their work with the zeal of
piopeers. The measure of success already achieved by
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itis a good augury for the future and a strong reason
for strengthening it in every legitimate manner. The
department has to steer clear of the two extremes of
inguisitorial procedure and laxity in administration and
the opinion is at times expressed that it can best be done
by associating non-cofficial agency with the work of actual
assessment. The constitution of ad koc local boards was
advocated by a witness in his evidence before the Taxa-
tion Inguiry Committee in order te supplement and
correct the work of the Income-Tax Officers, and there
is a general, though vaguely defined, feeling that this
would be a step in the right direction. The existence of
this desire can be explained in two ways. The distrust
of official bureaucracy is one reason for the feeling that
the association of the local agency in the work of assess-
ment will be a check op the arbitrary or high-handed
exercise of their powers by the administrative officers.
The more important reason, however, for this demand
is the belief that the success of income-tax in England
is due to, what Professor Seligman calls, a * happy
blending of regard for local interests and for fiscal
productiveness’'.

Theoretically the Local Commissioners have had very
wide powers and the impression has, on that account,
been created that the credit for the smoothness with
which income-tax has been woarked in England is in no
small measure due to their share in its administration.
Our Income-TaxAct of 1860 provided for the assessment
of the tax by local panchayats. Under Section 101 of the
Act, the Local Governments were authorized to order
that the assessment might be muade by panckaeyats con-
sisting of not less than three persons. These panchayai
were to be appointed by the Coliector and perform their
duties subject to his general supervision. The indivi-
duals had the option of objecting to being assessed by
them and in such cases the assessment was to be made by
the Collector or a specially appointed officer. Mr. Wilson
dwelt at some jength on these provisions in bhis budget
speech and said that this would make it possible for the
business incomes to be assessed with the aid of * a special
commission to whom the traders may apply to he
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assessed without their return going th:'ougp the general
commission or the public office’. He expected that by
this means the extremes of ineffectiveness and inquisition
would be aveided:; and referring to this safeguard he
further added, ¢ by this means we hope to shape the
practical working of the tax through the aid of panckha-
yafs and by using the instrumentality of heads of the
towns and trades’. The Act of 1860 was modelled on
the English Act and the insertion of the provision for
assessment by the local bodies was, of course, due to the
desire to have an agency of assessment similar to the
Local Commissioners in England. It is not known how
far these arrangements were carried out in actual practice
and with what results.

Since 1886 no attempt has been made to enlist the
co-operation of the local agencies in the work of assess-
ment and collection of the tax. This omission may be
regretted, but it is urged that the facts must be frankly
accepted and no attempt made to introduce local
element in the assessment of the tax. There are three
reasons why this course seems to be undesirable. In the
first place, the association of elective local bodies with
the assessment of the tax will have a prejudicial effect on
the development of self-governing institutions. These
are already contending against numerous difficulties and
if to their existing functions another is added which
makes them assessing authorities for the purposes of
income-tax or any other taxes except those which are
directly under their control, their future progress will be
considerably retarded. The Decentralization Commission
constdered it essential to the efficiency and popularity
of the panckayat system that it should not be associated
with any new form of local taxation. Its association
with the assessment of a Provincial or a Central tax
will have a similar effect and what is true cf the
Panchayals is also true of all other local bodies.
Assessment is the most crucial part of the adminis-
tration of taxes and the participation of local bodies in
this work will only increase their existing difficulties.
The creation of ad Aer local bodies for this work will not
in any way make it easier for the non-official assessors

.
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to discharge their onerous duties without favour or fear.
The task is a§ thankless as it is important and its per-
formance requires a standard of civic ethics which cannot
be attained in most cases. In the prevailing atmosphere
of distrust and suspicion it will, therefore, be exceedingly
difficult to secure the honorary services of men who may
assist the Income-Tax Officer in the fair assessment of
their fellow citizens. But the most important reason why
an attempt to revive the statutory provision of 1860 will
not serve any useful purpose is that it is now admitted
that assessment is not a task for amateurs. The British
Income-Tax Commission have shown how, though in
toeory local authorities have, since 1842, been in su-
preme control of the administration of income-tax, in
practice the Imspector of Income-Tax has become a
pivotal figure in the whole system and the wide powers
of the Local Commissioners been virtnally made over to
him. The consummation has been brought about under
the pressure of circomstances without any change in the
formal constitution of the administrative system. The
Commission have recorded their definite opinion that the
income-tax is successiully administered, but they also
maintain that without this gradual devolution to the
Inspector, the machinery of the tax would have been
found to be hopelessly inadequate, and they wculd have
had a very different report to make on this aspect of their
subject. They recommended that legal sanction should
be given to the existing practice and the work of local
administration concentrated in the office of the Inspector
where in fact it was already largely performed. This
makes it clear that the presence of local element in the
administration of income-tax has had very little, if any-
thing, to do with its undoubted success in the United
Kingdom ; and it is, therefore, misleading to advocate the
association of local agencies with the administration of
the tax in India or elsewhere, on the ground that the com-
bination of local knowledge with expert training has
vielded such happy results elsewhere.

The fact of the matter is that the complexity of
modern economic life has changed the nature of income-
tax administration. It is no longer possible for the
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leading citizens of a locality to cope with this work
with the knowledge and the time that tHey ordinarily
have at their command for the purpose. The elabora-
tion of the income-tax law, on account of ihe introduc-
tion of graduation, differentiation, abatements and
reliefs, has increased the inherent difficulties of this
work and has made it practically impossible to utilize
the jocal unpaid agencies for a fair and efficient assess.
ment of the taxpayers. The future of income-tax in
India does, as already remarked, depend upon the
efficiency of administration, but for that we must mainly
rely on the exercise of a high order of ability and
integrity on the part of the permanent officers of the
department and not on the honorary services of the
representatives of the people. The political conditions
of the country make it very unlikely that the right kind of
men will be forthcoming for the discharge of these
unpopular duaties and, even if that were not the case,
the nature of the work and its increasing intritacy would
make local co-operation ineffective and weaken the hands
of the trained officers. In England, the Additional and
General Commissioners bave now practically become
tribunals of appeal, and for that work their competence
cannot be questioned. 1t may, perhaps, be possible in
India as well to constitute appellate authorities in large
centres, consisting of public-spirited citizens whose
function may be to revise the original assessment of the
Income-Tax Officers; but it is best to concentrate on
improving the efliciency of the newly created department,
Income-tax can never be popular, but good administra-
tion can do a great deal to reconcile the taxpayer to it.
If he can feel confidence in the efficiency and honesty
of the assessing officers and made to realize that, within
the limits of the law, he has had a square deal; he can bear
his fiscal burdens with stoic indifference, if not with the
satisfaction of having done his bit for the State. It is up
to the officers of the Income-Tax Department to create
conditions favourable for the efficient and smooth
working of the administrative machine, for without it the
full possibilities of income-tax will remain unrealized in
India.
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Exemption of bhre income of chariiable tnstituiions

There are two other important aspects of income-tax
which deserve to be carefully studied, but about which it
is only possible to say afew words here. Under Section
4 of the Act of 1922, income derived from property which
is held under a purely religious or charitable trust is
exempt from the payment of the tax. Charities also enjoy
exemption from income-tax in England, There the
definition of the purpose for which relief can be granted
is extremely wide and though attempts have been made
to repeal or curtail the relief enjoyed by these institu-
tions {the most memorable among them being the pro-
posal of Gladstone in 1863), they have aroused strong
opposition and so farnothing has been done and the State
is still losing between £4,000,000 and £5,000,000 in
revenue every year on account of the operation of this
provision. There are strong objections against exemp-
ting such institutions from the tax. It means practically
a grant of subsidy to them from public resources, for
purposes which may not be beneficial to the community
and which in certain cases are diametrically opposed to
each other. The grant of subsidies from public funds,
without an adequate safeguard against their misapplica-
tion, is against the elementary principles of public finance.
The question raises very wide issues and it is not
possible to argue it without touching one of the most
thorny problems of our national life. But it is generally
admitted that the management and administration of
funds of the religious and charitable institutions in I[ndia
amounts to a grave public scandal and it is the duty of
our legislatures to take the question of. their reform
immediately in hand. This has to be done in the interest
of the purity of our social life and to get rid of a number
of evils, the existence of which is a matter of common
knowledge.

But apart from this consideration, it is necessary
to secure a certain measure of public control when
public money is granted for activities which are not
directly carried on by the Government. It is not possible
to estimate the amount which is being lost to the public
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exchequer on account of this exemption, but that it must
be substantial is a fact which cannot be dishuted. Itis a
matter of great importance to inquire into the question
without any further delay. It may be suggested that the
relief should be graated on condition that the institutions
concerned should submit their accounts to the scrutiny of
duoly qualified auvditors. This can be done and need not
wound the susceptibilities of any community orindividual,
but it will require a definition of the purposes for which the
expenditure of their income can be permitted. That cannot
be done without raising the whole question of the reform
of these institutions and is far too vital to be made
merely a side issue of the income-tax administration.
The issue, if it has to be raised at all, must be frankly and
squarely faced. The public, however, is already alive to
the urgent necessity of daing something for settling it at
an early date and the legislation for this purpose will
have to be undertaken before very long. The question
has its fiscal aspect which will have to be taken into
account when it is brought to the fore for reasons
of national importance. Then the principle of granting
exemption to the religious and charitable institutions
will have to he reconsidered and, if its soundness is con-
ceded, the purposes for which the relief can be atforded
will require a very careful definition. The public audit
of the accounts of the institutions entitled to exemption
will, of course, have to be enforced. This is the least
that can be done, if the ordinary maxim of public finance
that the grant of public money ought to carry with it
public contrel is to be acted upon. At present it is
not necessacy for income-tax authorities te satisfy them-
selves that the income derived from property held for
religious or charitable trusts is so applied.

Problem of double laxation and impending
financiql readjustmenis

The other question, which too is of fundamental im-
portance, has to be dealt with here very briefly, The
problem of double taxation has become an international
issne after the War. It was of considerable impor-
tance before its outbreak and in the federal countries
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like the United States it was very much before the
public eve. But on account of the enormous increase of
fiscal burdens in every country after the War it has, in
the words of a writer in Economica, ' ceased to belong
to the sphere of academic discussion and it must be
considered as a very disquieting reality’. There is no
prospect of the international aspect of the question being
satisfactorily settled in the near future. [t requires
unification in the fiscal legislation of the various coun-
tries and earnest desire to put an end to the causes of
conflict between the different taxing authorities. These
two conditions, it need not be said, cannot be fulfilled
under the present circumstances. India, as a debtor
cauntry, is in a position in this respect which has ele-
ments both of weakness and strength. She can take
action independently, for the amount of income which
our people derive from abroad is negligible, or at least
the amount which flows out of the country is much
greater than what flows in and that can give us some
advantage in international negotiations. On the other
hand, as a general principle, it may be accepted that
the imposition ot a new or higher tax, though it hits
the existing investments, makes it necessary for the
future investors to insist on better terms being offered
by the borrowing country and this enables them to
throw back the burden of the tax on the taxing country.
We depend upon the supply of foreign capital for our
industrial development and cannot penalize the non-
resident investors without impeding our economic
progress, The international aspect of double taxation
is not, however, of any practical importance for us, as
the majority of our foreign investors are British and,
under the existing arrangements, can get relief from
Great Britain if the Indian rate does not exceed half the
British rate, When the Indian rate is higher than half
the British rate, further relief is to be given by India,
but that does not involve a heavy cost to the Indian
exchequer.

But there is a national aspect of the problem as well
which is not to be overlooked. The Indian States, in an
increasing number, are introducing income-tax in their
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own fiscal systems. Whatever may be their foture in
the political systems of the country, they dre and must
be an integral part of our economic system. It is, there-
fore, necessary to work out an arrangement which may
be equally fair and acceptable both to British India and
the Staies to avoid the duplication of taxation on the
same income, A beginning in this direction has already
been made and relief is granted to the assessees who
are liable to the payment of the tax both in British India
and in an Indian State by refunding them the lower of
the two taxzes, the cost of the relief being shared equally
between the two taxing authorities. From the Kepor!
of the Centra) Board of Revenue for 1925-6, it appears
that twenty States have accepted this principle of the
division of the cost of relief. This is a good working
compromise which will have to be assimilated later on
to the development that may be necessary in the interest
of the greater fiscal harmony among the different ad-
ministrative units of the country. The more importam
aspect of the problem of double taxation, however, is
that in the future evolution of a system of federal finance
in India, the possibility of friction between one Province
and another on the one hand, and between the Provinces
and the Central Government on the other, onaccount of
taxation of the same income by different authorities,
has to be minimized in the constitutional readjustments
of the future.

This aspect of the matter will acquire speciai im-
portance if in Provincial finance is introduced, as is
often proposed, an elemeat of elasticity either by giving
the Provinces a more substantial share in the yield of
the income-tax or a power to super-impose their own
sur-tax over the rate levied by the Government of India
for Central purposes. Ineither case, it will be necessary
to provide {or the development of inter-Provincial con-
ventions for the harmonization of federal taxation. The
difficuliies will not be confined to the domain of income-
tax. They have already been experienced in the case of
excise, and overcome by an agreement between the Pro-
vinces that the dnty should follow consumption. The
imposition of inheritance taxes will bring in similar
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difficuities in its train. It will, therefore, be necessary
to formulate principles which may be implemented in
the revised constitution of the country, for putting the
svstem of federal finance on a sound basis, The problem
cannot be dealt with at greater length here. The Com-
mittee appointed by the League of Nations to enquire
into and report on the matter have analysed the position
with remarkable lucidity, and most of the principles laid
down by them are of very general application. The most
important proposition which they have commended for
acceptance with great earnestness and which gives us a
clue to the solution of the problem is that political
allepiance no longer forms an adequate test of individual
fiscal obligation; and the allocation of the yield of the
tax ought to be governed by the doctrine of economic
allegiance, that is, it should be distributed among the
different taxing authorities according to the relative
economic interests of the assessee in different political
jurisdictions. The classification of income according to
different elements of economic allegiance is not an easy
matter, but has to be attempted in order to apply the
principle of fair distribution to the receipts of the tax.
The Committee have suggested that the best method for
remedying the difficulty of double taxation is to exempt
the income going abroad from the payment of the tax.
The method has the merit of simplicity, but cannot be
adopted in a country like India so far as international
aspects of the matter are concerned. But the reciprocal
exemption of the non-residents may perhaps provide the
most desirable method of avoiding these evils of double
taxation within the country ; though Provinces like Bihar
and the Central Provinces whoSe resources are being
exploited by firms domiciled in the presidency towns
will not willingly acquiesce in this arrangement. 1t is
necessary to appreciate the complexzity and importance
of this problem and address ourselves to its solution as
a part of our general fiscal reconstruction.
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CHAPTER II1

DIRECT TAXES--LAND TAX AND INHERITANCE TAX

Land lax reform and the need of right perspective

The reorganization of the system of land taxation
must form a very important part in any scheme of fiscal
reconstruction in India. 7The system, as it exists to-day,
has been under the fire of criticism all these years and -
has engrossed the atteation of the writers on taxation to
such an extent as to have affected the wvalidity of their
conclusions on a number of economic questions. The
working of the system affects the welfare of an over-
whelming propertion of our population. It has been an
integral part of our entire village economy from times
immemorial and its effects on the general well-being of
our people cannot but be very far-reaching. This is
obvious and it is not necessary to dwell at length on
this aspect of the subject. But we have to realize that
in the past we have exaggerated its evil effects and
attributed to it the economic miseries which are really
due to radical defects of our whole economic organism.
The recurrence and severity of famines, the indebiedness
of our rural class, the malignant activities of the money-
lenders, the lack of capital and enterprise among the
landholders and cultivators, the stagnation of our entire
economic life in the villages have been attributed to our
land revenue system ; and the importance of other factors,
which account for the persistence of these evils, has
hardly been appreciated. This fact has given us a wrong
perspective in the study of these questions and is the
cause of our having withheld our active co-operation from
movements which otherwise would have found many
ardent workers among the public-spirited eitizens. The
imperative need of lifting the cloud of depression which
hangs so heavily over our villages is admitted both by
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the Government and our public leaders. The work that
has to be dbéme and the difficulties which have to be
surmounted are so stupendous, that it is not at all easy
to suggest the line of advance which may soon yield
results appreciable enough to evoke the enthusiasm
necessary for undertaking it.

The first requisite of well co-ordinated and concerted
efforts for bringing hope and cheer into the homes of
the humble dwellers in the villages is to impress upon
everyone, who is interested in our rural reconstruction,
the magnitude and complexity of the task and the need of
unlimited patience and sympathy on the part of those
who have, by choice or necessity, thrown their lot with
the agricultural classes. The obstacles that bar the
road to rural progress can only be removed by a well-
organized work which will have to be carried on for
generations. Ignorance, harmful social institutions, lack
of foresight, absence of the habits of self-reliance and
self-help, low and inelastic standard of living, indiscrimi-
nate increase of numbers, and in some Provinces the
systems of land tenures, which have, as is well known,
created the worst form of absenteeism, are evils which
cannot be remedied by any single measure or in the
course of a few years. The reform of land revenue
system is necessary and wil), within certain limits,
accelerate the rate of general rural progress. ‘The
lines on which it has to be carried out will be sug-
gested by the needs of bringing it into harmony
with the new conditions which we may seek to establish
in the villages and by its place in our tax system
as a whole. It will, however, be one of the many steps
which have to be taken to reorganize our rural life;
and when we realize this simple fact, we shall have the
right viewpoint and proper sense of proportion for the
study of this otherwise important question of taxation.
The only excuse for this emphasis on this almost self-
evident consideration is the fact of our having neglected
it in the past. Future generations will probably wonder
how, even in the second decade of the twentieth century,
the only contribution which the Indian National Congress
could make towards the solution of our agricultural
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problem was the passing of a resolution in which the
old demand for permanent settlement wad repeated in
familiar words ; but we have not yet quite outgrown the
attitude which determined the range and character of
our speculations on this question in the past and it is
necessary to keep the right point of view in the forefront
when we are discussing problems relating to the taxation
of land in India.

Abolition of land revenue is tmpossible

There is another preliminary consideration about
which it is necessary to say a few words and which also
needs to be stressed in the beginning, on account of its
bearing on the general trend of our discussion. A
number of proposals have been made for improving our
system of land taxation, but some of them contemplate a
complete abolition of the land revenue system and its
replacement by some entirely new system of taxation.
The defects of the existiog systern are numerous, but it
may be accepted as an elementary fact of the present
sitnation that its complete abolition, even if it be
desirable from the point of view of theory, is not within
the range of practical politics ; or, in other words, it is
not possible to wipe ont the past and write on an entirely
clean slate in the matter of taxation of land in India.

There are two very good reasons for urging the neces-,
sity of setting our face against the adoption of any very
radical proposals. We have, in the first place, to remem-
ber that the land revenue yields 34 crores, is the most
important source of revenue next to customs and is also
the mainstay of our Provincial finance. Before the land
revenue system is abandoned in favour of some other
method of land taxation, thete must be a reasonable
assurance of our being able to raise an amount equal
or approximately equal to the present yield of the
land revenue, in order that our financial equilibrivm
may not be unduly disturbed. In view of the admitted
need for a very large expansion of our public income,
it will be a short-sighted policy to go ahead with any
fiscal reform which materially reduces the yield of
this tax,
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But the other reason, which reinforces the advisability
of taking a cdnservative line of action in this respect, is
the fact that its antiquity, its intimate connexion with the
systems of land tenures which vary from Province to Pro-
vince and the place which it occupies in the habits of life
and thought of the peaple in general give to the land
revenue a position of its own in our entire tax system.
The maxim that old tax is no tax has often been put for-
ward for turning down proposals of fiscal reform. It is
taken for granted that it is much better to put up with the
evils that we have got used to than to fly to others that
we know nothing of. The fear of the unknown is the
root cause of conservatism in all matters and its
influnence on fiscal practice is, therefore, not at all
surprising. But the maxim is a practical rule of some
importance and is based on correct economic theory.
A fiscal burden which has been borne by the community
for a lopg time produces suitable reactions in its
economic life and is taken as the working hypothesis
which governs the conduct of its members. In some
cases it ceases to be a burden and becomes an ordinary
incident of economic life which does not decrease the
real income of the individnals concerned ; in others the
fact that the burden has been carried for a long time
creates a power of endurance and disposition to bear it
cheerfully, if it does not become unduly heavy. It is

" not suggested the land revenue is not a burden. That it
is and in most cases quite a heavy one; but it has got
a long history behind it and cannot be discarded at
once. [n no other country of the world has a step like
repealing an important tax like the land revenue been
taken merely because certain theoretical considerations
were in its favour. It is not known what place the land
revenue will occupy after two generations in our fiscal
system. Its ultimate destiny is merely of academic
interest. [t will most likely become a local tax and be
administered by local authorities, But we are just now
concerned with the next step and that, for reasons
referred to above, cannot be its complete abolition. Its
reform is, therefore, the line of development with which
we are immediately concerned.
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Land revenne—a tax or vent ?
confuston of ideas

No discussion of the proper place of the land revenue
in our fiscal system can be considered complete without
reference to the hoary old controversy, as to whether it
is a rent or a tax. The Taxation Inquiry Committee
has attempled to give an answer to this guestion, but its
treatment of the subject is extremely unsatisfactory. It
proves to 1ts own satisfaction that historicaliy there s no
watrrant for assuming that the Hindu or Mobammedan
rulers ever claimed a proprietary right to land or that the
British Government inherited it on its accession to power,
Having admitted this much, the Iogical sequence of the
argument would have been either ¢o prove that this right
was subsequently acquired, or that since it had neither
existed in the past nor accrued in recent years, the land
revenue is a contribution imposed by the State by virtue
of its sovereign authority and is, therefore, a tax. But
the Taxation Committee, having afirmed that both the
zemindars and the ryots ate ‘ possessors of proprietary
rights ', proceeds to discuss the pros and cons of the
question and sets forth three arguments in support of
tie theory that it may very well be defined as rent. The
first of these is the contention that since it cannot be
altered to suit the requirements of the State, it partakes
of the nature of rent. It is a little surprising that this
argument should be seriously adduced by the Committee
or that it should have caused a difference of opinion
among its members. The fact that reassessment of the
land revenue can only be made on the basis of changes in
prices or the development of transportation facilities, etc.,
makes it more like the iand value duty than like rent.

The other arguments urged in support of this view are
weaker still, The fact, that the State gives loans to the
cultivators in times of distress or performs similar other
functions, has hardly any bearing on the matter. They
are a part of the normal duties of the State and have
nothing to do with the land revenue being rent or tax.
It is futile to bring in the amortization theory into the
discussion of the guestion. It is important in connexion
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with the incidence of taxation, but a tax amortized does
not cease to be a tax on that account. The conclusion of
the Taxation Inquiry Committee that, since it is a deduc-
tion from the national dividend, it ought to be taken into
account in dealing’ with the question of the incidence of
taxation, does not in any way further clarify the issue.
The mere {act of its being a deduction from the national
dividend does not justify in its inclusion in the tax burden,
and even if this aspect of the question is ignored, the
cardinal issue as to whether the equity or otherwise of
the contribution tmade by the individuals is to be judged ,
by the tenets of valuation or price-making, or those of
taxation, still remains unsettled. The answer to this
guestion seems to be simple, if once we get away from
the conception of the State being entitled to a certain
share of the differential value of land irrespective of the
effect of this demand on the well-being of the revenue
pavers. The Taxation Inguiry Committee has stated
that the canon of ability has only a limited application to
land revenue as a tax on things and not on persons. Bat
even a tax on things needs justification. Tax on the
public value of land does not take any account of the
paying capacity of the individuals. Thete are, however,
other reasons why its imposition is fair and it is neces-
sary to find a place for it in every good fiscal system.
The Ricardian theory of rentis true under the Indian
conditions, and the differences of fertility and situation
count for as much here as anywhere else. This does not
mean, however, that it is right to levy a contribution on
the ryots who are making a bare and precarious livelihood
out of the cultivation of land. A man who owns and
cultivates an acre of fertile land is getting a surplus from
his labour and investment, as compared with the corres-
ponding return of another man who is working on the
margin of cultivation. But if the latter owns ten acres of
poor land while the former has only one, he is in a better
position to make a heavier contribution to the public
tteasury and ought to be made to do so. The point is
not whether there is an element of surplus in the income
of the revenue payer. There may be, and it may either
be a real surplus or only a2 nominal one on account of the
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intensity of competition for the acquisition of land, which
is responsible for cultivation having beén pushed far
below the margin all over the country. But if the income
is very small and does not afford a sufficient measure of
economic protection, the presence of the surplus element *
does not make any difference so far as the capacity of
the ryot to pay is concerned ; or, in other words, what
really matters is not whether there is a surplus over
the return on the margin of cultivation, but whether
there is a surplus over the margin of subsistence.

The land revenue has been with us for centuries and
is going to be there for a long time to come. It is
one thing to take a practical! standpoint and admit the
necessity af our not being able to do without it. It is
another to confuse the whole issue by invoking the
Ricardian theory of rent and thus to make out as if
differences in the taxable capacity do not matter and,
therefore, need not be taken into account. 1Itis an axiom
of fiscal science that tax on things is also paid by persons.
A tax which affects the interest of a vast majority of our
people can either be iolerated as a necessary evil or its
continuance vindicated on account of its merits from the:
social standpoint.

Importance of subjective factors in
Lhe working of exisfing system

The evidence given before the Taxation Inquiry
Committee by a number of official witnesses reveals a
state of things which is very damaging to the existing
system of land revenue in India. Apart from the question
of its incidence, it shows that the sysiem, judged by its
own standards, is open to criticism all along the line and
makes it necessary for the Government to adopt a much
less complacent attitude towards it than it has done so
far. It is not possible to analyse this material here and
set forth the surprising diversity between theory and
practice which prevails not only from Province to
Province, but also from district to district almaost in every
Province. A closer study of the gystem leaves an im-
pression of a state of hopeless confusion which makes it s
very difficult to bring out clearly these fundamental

55



Fiscal Reconstruction

defects in a limited compass. The system has till now
been criticized on account of the weight of the burden
which it imposes on our poorest classes and its undesi-
rable effects on the development of the agricultural
industry in general ; but its objectivity has never been
ccailed into question. It has been accepted that the
system works with a fair amount of definiteness according
to rules which are well understood and precise, and
produces uniform results over the area to which they are
applicable. The actual facts point to a different conclu-
sion, They establish the supreme importance of the
subjective factor in the entire working of the system ;
and as variety is the essence of ail that is subjective, we
" have a wealth of differences which makes its intensive
. study a very interesting pursuit, but is not conducive to
. its development on scientific lines,

The Bombay system

The Bombay system may be taken as an illustration
for explaining, though inadequately, the meaning of
the statement that in cur land revenue system the
subjective factor has a free play. The system Iis
worked from aggregate to detail. The land revenue
does not represent any standard proportion of the net
produce of land or its rental valite and is determined
only by general considerations. That needs to he
explained a little further. 'The first two operations in
the process of assessment do not introduce any un-
certainty. The first is the classification of {ields. This
was done in 1868 and since then has not been revised
and according to law it has been declared final. The
other operation {s the grouping of villages into homo-
geneous circles. This is done every time that reassess-
ment is made, With the third operation, the personal
equation comes into prominence. The officer has to
determine the total demnand for the group and this he
does, we are told, by going into revepue history of the
tract in question or caleulating what the area ought to
pay on the basis of general considerations. In this com-
prehensive survey he takes into account the general state
of communications, the impedimentsto transit, the various
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classes of cultivation, the condition of population with
reference to castes, general property, amofint of agricul-
tural stock, health, education, the statistics of land
revenue and occupation, the trend of prices, past, present
and prospective and several other factors. An estimate .
framed on such wide and varied considerations must
necessarily be more or less conjectural and incinde a
very wide margin of error. The amount so determined
has to be distributed over the individual villages of
which the group is composed. This is done by fixing a
maximum rate for the first class Jand, and other lands
pay the rate according to the values in the scale. The
minuteness of differentiation permitted by the system
enables the aggregate to be distributed without much
difficulty, but does not ensure a close adjustment oetween v
the amount assessed and the real revenue paving capacity
of the land. The system has been described as empairical.:
It may be characterized as such, but it makes it possible
for the idiosyncracies of the Settlement Officers to have
an unhampered scope for their expression.

The Central Provinces system

The system in the Central Provinces works from details
to aggregate and it is, therefore, of interest to know
whether it yields better results. There, as in Bombay, the
Settlement Officer begins his work of reassessment by
making a general surveyof the revenue tract and prepares
aforecast., ‘This he does on the basis of the calculation of
out-turn, prices and scrutiny of tand values and rental
history. But this forecast is for the general guidance of
the Settlement Officer and is not a determining factor in
the assessment of the land revenue. The distinctive
feature of the settlement in the Central Provinces is the
minute atfiention bestowed on the rent paying capacity
of each cultivator. The classification of soils is express-
ed by assigning to each class of soil in every position a
factor which represents the number of soil units that it
contains—a soil unit being a measure of the productive
<apacity of the soji. It is claimed that relative valnes of
soils are, on this system, established with a considerable
degree of accuracy, sufficient for practical comparison
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between villapges and groups. In the assignment of
factors a number of elements, mote or less incalculable,
have to be considered and this statement cannot, therefore,
be accepted at its face value. In order to facilitate com-
parison of rent pressure, a revenue division is divided into
groups ordinarily containing from fifty to eighty villages.
These villages are supposed to be more or less similar in
character.

The next and the most important operation is fixing
the standard rate for the group, the village rate
for every village inh the group and a different rate for
every individual in the village. Here again a great deal
hus to be left to the discretion of the Settlement Officer
who, at every step, has to estimate the relative import-
ance of a number of considerations and arrive at a
definite conclusion which embodies the judgment of
what ought to be or is reasonable. The group rate is
fixed with reference to ‘the general conditions of the
district and the particular circunmstances of the group, the
village rate to the general conditions of the group and the
particular circumstances of the village ; and the final step
is the determination of the actual rent of each cultivator
with reference to the general conditions of the village and
the particular circumstances of each cultivator and it is
here that the subjective factor becomes specially impor-
tant. In fixing the rents for each cultivator, the Settle-
ment Officer depends upon a confidential document
which divides the cultivators into five classes according
ta their rent paying capacity in the estimate of which not
only the yield of land or its situation matter, but suffi-
ciency or otherwise of his income from other sources is
also taken into aeccount. For example, a man with
money-lending ot a cotton growing and pressing busi-
ness, or even a big pension from the Government, is held
to possess a much higher rent paying capacity than a
man who has mortgaged his cattle, or a widow who
supplements the income from her holding by her manual
labour,

The introduction of these considerations may make
the administration of the land revenue a little less im-
personal than it otherwise would have been, but is bound
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to make the basis of assessment, for the land revenue
demand is a certain proportion of rents tHus fixed, very
speculative. The Bombay and the Central Provinces
systems are different from each other inasmuch as
one is worked from the general to the particular and
the other in the reverse direction, but both make the work
of assessment guess-work to an exient which would not
be permitted in the administration of any other tax,

The Madras system

The Madras system is different both from the Bombay
and the Central Provinces systems. Here the determina-
tion of the demand depends upon the caleulation of what
is called the net produce and the general economic con-
ditions of the tract. This is preceded by a classification
of the soils and their grouping into homogeneous circles
—a process which is further complicated by the distribu-
tion between the wet and the dry lands. The caleulation
of the net produce, which is the basis of assessment,
involves an estimate of the gross out-turn, its conversion
into money value and the calculation of the expenses of
cultivation. Inthe determination of the gross out-turn,
only the standard food crops are taken into consideratioh ;
the commercial crops, the imporiance of which is, of
course, increasing everywhere, are completely left out of
account. The assumed out-turn of the food crops is
converted into money at the commutation price
based generally on the average of 20 non-famine years.
The work of the calculation of expenses of cultivation is
from the nature of things most difficult and highly
conjectural, KEach item of expenditure is pecorded
separately, the cost for the best soil is thereby calculated
and the cost of cultivation of inferior soils is deduced by
making deduction proportional te the reduction in the
assumed out-turn—a procedure which ignores the ordinary
fact that the proportion of cost of out-turn must be higher
on the inferior soils. The assessment, therefore, depends
on a number of assumptions which de not correspond to
the actual facts of ecunomic life and involve elaborate
estitnation of out-turn, prices and cost of cultivation, in.
the working out of which the views of the Settlement
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Officers and their subordinates as to what these elements
ought to be cébunt for a great deal.

Systents in the Punjab and the United Provinces

In the Puanjab and the United Provinces, the use of
nebulous and more or less conventional data is avoided
by basing the assessments on rent actuaily paid or the
assumed rent for which land can be let out if it is culti-
vated by the owner, but as rents can not be easily deter-
mined, much depends upon the personal judgment of
the officers in charge of the work of assessment or re-
assessment.

The uncertainty created by the hypothetical charac-
ter of the basis of assessment is further increased
by the fact that the rate at which the demand is fixed
in different areas is determined in each case by the
Settlement Officer with, of course, the approval of the
Local Government ; and though the maximum is supposed
to be 50 per cent of the assumed differential surplus, the
actual rate depends upon a number of subjective factors
which make assessment an extremely speculative process.
The Taxation Inquiry Committee admits the existence
of this defect, but does not sufficiently emphasize its
gravity. The complexity of the system has been a matter
of common knowledge and has been generally accounted
for by the diversity of conditions prevailing in different
parts of the country. But now it is necessary to realize
that this complexity has been considerably increased
by the latitude given to the individual Settlement Officers
in fixing the basis and the rate of assessment; and at
present it disguises the fact that the land revenue, instead
of being a determinate share of the economic surphus
of land, is a general label for a levy, the character, the
amount and the incidence of which are determined by a
number of divergent factors.

ncertainty regarding incidence of land revenue

It is, in view of the considerations referred to in the
foregoing paragraph, not at all surprising that different
areas are being assessed at different rates and the varia-
tions cover a very wide range., In Bombay, according to
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Mr. Mackee, the Settlement Commissioner and Director
of Land Records, the pitch of assessment® varies in the
most unreasonable fashion even from group to group in
the same taluka, and these discrepancies, for which he
uses the word * outrageous ’ in another place, spread and
increase from taluka to taluka and from district to
district, so that the assessment may be half the rent in one
place and only one-fifth in another. Mr. Hamsworth, a
Madras Officer, referring to the extraordinary inequali-
ties of land revenue, said before the Taxation Inguiry
Committee that the land revenue varied from a small
fraction of ithe economic rent in some cases to a figure
which approaches the economic rent in others. The
Board of Revenue in the United Provinces is of opinion
that conditions as regards the incidence of land revenue
differ from division to division, and even from districtto
district. The fact that the Provincial Governments them-
selves are not in a position to give any definite informa-
tion about the incidence of land revenue is a convincing
proof of the bewildering complexity and uncertainty of
the system. The figures that are awvailable show that
in the temporarily settled areas the incidence varies from
67 per cent in some areas to 42 per cent in others. Ttis
in this connexion not necessary to make a specific
mention of the inequalities created by the existence of
the permanent settlement in the Provinces of Bengal
and Bihar. The fixity of the revenue demand in these
Provinces gives them a position of invidions distinction
which cannot but cause a certain amonnt of soreness in
other Provinces. This fact is sure to become a complica-
ting factor at the time of the re-zallocation of revenues
betweaen the Central and Provincial Governments and
impede the development of these Provinces themselves.

Bur what needs to be stressed just now is the {act that
even within these Provinces there are great inequalities
in the incidence of land revenue. These are, of course,
due to the different stages of development attained by
different districts at the time of the introduction of the
permanent settlement and subseguent economic changes
which have affected their relative position. The inequa-
lities are, however, there as well as in the other Provinces.
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In Bengal, the range of variation is wider than perhaps in
.any other Prevince ; the actnal incidence heing 6-5 in
some districts and 57-7 in others, The Taxation Inquiry
‘Committee has examined land revenue according to the
canons of taxation and it is satisfied that, judged by the
-canons of economy, convenience and certainty, nothing
can be said against it. The canons of economy and con-
venience are, relatively speaking, of secondary importance
though some of the recent writers have interpreted
economy very widely and given it a premier position as
a maxim of taxation; but if the canon of certainty is
also to include precision in the basis and the rate of
assessment and is not merely to mean certainty regard-
ing the amount and the time of payment, then the
system is, according to the Committee’s own admission,
open to very serious criticism. It does not satisfy the
canons of equality and universality even if they are to be
applied in the most limited sense. The present methods
of assessment are extremely laborious, but in spite of the
imposing array of statistics which they produce, they lead
to results which are lacking in certitude and precision.

Growing rigidity of the system—-
a hindrance fo veadiustments

It is not at all easy to suggest methods by which the
system may be reformed. The Taxzation Inquiry Com-
mittee has recommended that a uniform basis of
assessment should be adopted all over the country to
which a standard rate be applied. This can be done in
theory, but its application to the actual conditions will
present very great difficulties. The framework of the
settlement will have to be changed. It is not possible to
disturb the existing settlements during their currency ;
and it is no use waiting till the resettlements are due
everywhere, for the new settlement cannot be undertaken
all over the country at the same time. The first requisite
for any change {or the better seems to be the appointment
cf committees of experts in all the Provinces to inguire
into the practical results of the existing systems. In any
scheme of the reorganization of federal finance, land
revenue is likely to remain a Provincial source of revenue.
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When the facts regarding the existing systems are more
fully known, each Province will have to, take action
independently and adopt measures to remove the ano-
malies. The Provincial committees, that have been .
appointed since the Reforms, have merely sought to
increase the peried of settlements, reduce the maximum
rate that can be charged and limit the pitch of enhance-
ment, These measures will stereotype the existing
inequalities and increase the difficulties of adopting
uniform basis and rates of assessment in future. The
rules, adopted in Bombay and Madras, that enhancements
should not exceed 334 per cent and 182 per cent
respectively of the current assessment, are already
making it difficult to ievel up the assessments. Nothing
should be done to give greater rigidity to the land
revenue system. The permanent settlement itself will
now have to be on the defensive and every advance
towards self-government will strengthen the case for the
revision of the principle on which it is based. The land
reventle systems in other Provinces are also full of
contradictions whose removal depends upon keeping the
liberty of legislative action completely intact for making
the future readjustments.’

Meriis of a tax on capiial value of land

This conclusion is only of negative value. [t rests on
the assumption that it is not possible to scrap the

1 From this point of view, it is fortunate that the recommenda-
tion of the Joint Select Committee that the process of land reveoue
assessment should be brought annder «clese regulation by
statute has not been carried ont in any of the Provinces. From
the constitutional standpoint, it is wroog that the revision and
enhancement of land revenue should be outside the purview of the
legislatnres, but a measure which crystallizes the inequalities of the
present system will militate against its orderly development and
perpetuate the existing asomalies. The bills framed in Madras,
Assamp, the  United Provinces and the Central Provinces all take
the sfaius guo as their starting point and provide safeguards
against frequent and sudden enhancements in future. This view
rests on the assumption that it is not advisable to disturb the ex-
isting settlernects. It is not easy to comb out the inequalities of
tne svstern, but the task will be rendered almost impossible if it is
held that we cannot rectify the mistakes of the past,
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existing land revenue system, even though very little can
be done to remedy its defects. This assumption makes
it unnecessary to examine the proposals which have been
made for introducing fundamental changes in the basis
and administration of the system. The proposals for the
redemption of land revenue and the imposition of a tax on
agricultural produce carried by rail, therefore, need not be
considered. The objections urged against these proposals
by the Taxation Inquiry Committee are wvalid. Their
adoption is a question which has neither theoretical nor
practical importance. A few words, bowever, may be
said about the proposal to convert land revenue into a tax
on capital value, which has also been turned down by the
Taxation Inquiry Committee for reasons which are not
equally convincing, This proposal was again put forward
by Professor Thompson of the Allahabad Uriversity in a
paper, which he read before the Economic Conference
held at Calcutta in 1927, in which he successfully answered
the obijections of the Committee. Professor Thompson
claimed for his proposal advantages which a less
enthusiastic advocate would not be ready to accept, but
it has merits which should not be ignored. Its greatest
advantage is that it will obviate the necessity of having
elaborate calculations of out-turn, commuted value, cost
of production, net produce which have at present given
ns, what the Burma Land Revenue Committee calls
‘quagmire of statistics’ that veils what are really the
‘outrageous’ inequalities of the existing system. It will
give us a basis which is simple and will, as the Taxation
Committee itself admits, be intelligible to the most
ignorant cultivator., The wvaiuation will be a much
simpler process than the present settlements and, even if
the revaluation cannot be undertaken at f{requent
intervals, the change will be a considerable improvement
on the existing order of things.

Land has already become a commercial commo-
dity, and the future economic progress will make
it easier to ascertain its selling value on account
of the increasing frequency of market transactions.
The speculative eiement canpot be eliminated alto-
gether ; but compared to the results of the present
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methods the new basis of assessment will be very de-
finite indeed, It is true that investment in*land is still
not regarded in India as a purely business proposition
and its selling value does not, on that account, bear a ,
close relation to the capitalized value of its net yield.
This consideration is sure to decrease in importance with
the increasing dominance of commercial values in our -
economic life ; and even if there is a divergence between
the selling value of land and its real capitalized value,
the fact will not materially vitiate the efficiency of the
new procedure of assessment. The fact that in land there
are a number of capital values in certain cases does not
present any serious difficuity in adopting this proposal.
One of the worst evils of the present land tenure system
is the co-existence of a number of interests in land. In
Bengal, the evil, it is well known, has grown to a very
serious magnitude and is a standing menace to the future
agricultural progress of the Province. The assessment
of capital value will cease to be a simple process when
so many have an iaterest in it. But generally speaking,' v
it will be necessary to assess the capital value of two or
three interests, which will not be a difficult task. In.
Australia, the lessees’ interests are also liable to land tax,
and the proposal for not including leasehold as taxable
interests on land has been rejected by the Australian
Commission on Taxation. The interests which are -
definite and can be alienated and inherited have a selling
value of their own, which can be assessed without any
extra difficulty.

Capital value tax as a substituls for land revenue

The question will, therefore, naturally arise as to why
this proposal should not be adopted. This has already
been answered, It is pot only in the permanently settied
areas that the tyranny of the *dead hand’ blocks the
way of fiscal reform. The Government of India, in their
famous resolution of 1902, referred to the historical origin
of the existing systems and pointed out how it had
evolved from the practices of the most decadent period
of pre-British rule ; and by the use of empirical methods,
it had been put in a shape which was weli suited to the
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present conditions of the country and compatible with its
future development. The claim that it does not in any
way hinder the future development of the country cannot
be accepted withont question, but it is well suited to the
present conditions in the sense in which any historieal
survival can be considered an organic part of the social
life of the country. The Settlement Officers had a very
difficult task set before them and they have performed it
in a manner which does them credit, though the fact that
local factors have played such an impertant role in the
evolution of the system is mainly responsible for the
absence of exactitude which has been sufficiently em-
phasized already, This system has been allowed to grow
in this way far too long to make it possible for any radical
measares to be adopted for its thorough-going reform,
Tbe existence of the thirty years' settlements and the
working of a number of rules of the land revenue adminis-
tration have created vested interests all over India, as
the permanent settlement has dore in Bengal and Bihar.
This proposal has to be very seriously considered when
an attempt is made to come to closer grips with the
realities of the situation. It is, however, not possible
to liquidate the liabilities of the past by turning away
completely from it and making a fresh start altogether.?!

3 This conclusion, of course, relates to the proposal for replacing
the land revenue system by a tax on the capital value of land., It
does not affect the validity of the argument urged a little later for
imposing a graduated tax on the capital value of land on bigger
jandholders as a measure of Qifferentiation.

It has already been pointed out that the incidence of land revenue
in different Provinces varies over a very wide range, The
substitution of land revenue by a tax on the capital value of land
will, if the present yieid of taxation on land is not to be appreciably
decreased, involve a heavier fiscal burden on millions of land-
holders for no other reason except that considerations of equity and
administrative efficiency require this change. It is not necessary
to add that such a step is fraught with possibilities which cannot
be lightly dismissed. The landlords and the ryots are used to the
revision and enhancement of their revenue demand owing to the
rise of prices or the increase of their net profits of coltivation. But
a measure, which throws additional burden on so many individuals
oi the ground thut the existing burden is not everly distributed,
will cause very serious revulsions, which make it necessary for the
tax reformer to adopt & less heroic course.
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The taxation of the capital value of land can and ought
to be introduced in the urban areas. The “innual value
is now ordinarily adopted as the basis of assessment,
and for general purposes of taxation the present practice
is sound and does not call for any revision. But an.
increase in capital value which is due to the general
social progress of the community or the result of specific
measures of improvement has everywhere been placed
in a category by itself and regarded as a basis for the
imposition of special taxes. This is one of the methods
by which taxation of capital value can be immediately
introduced in India and can, later on, be applied on a
larger scale, when the need of changing our system of
land taxation is better appreciated by our people and the
ground has been prepared for carrying through a weil-
devised scheme of land tax reform.

Exemption of small cultivalors from land
revenue necessary bul impracticable

The Taxation Committee has come to another
conclusion which is inherently sound, but has supported
it by arguments of a very controversial character. The
proposal for the exemption of the small cultivators from
the payment of land revenue has found many advocates
in India in recent years. The reasons given in support
of this view are very simple. The burden of indirect
taxes—customs, excise, salt, stamps and registration—
mostly falls on the smail cultivators and it is unfair to
make them pay a larger proportion of their income to the
public treasury in the form of land revenue. Even it v
land revenue is not taken into account, our system is
highly regressive, but with its addition its inverted
progression becomes very steep indeed, and if the evil
is even to be partially mitigated, the exemption of men
who are living on the margin of barest subsistence is
an obvious necessity. According to abstract fiscal
theory the case for the exemption of the small cultivator
is almost unanswerable. [n spite of this consideration,
however, the reform cannot be seriously considered
as a practical proposition. The argument against
exemption is as simple and, for practical purposes,
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as conclusive as the one which is urged in support
of the measure. A vast majority of the land revenue
payers will be below the limit of exemption if it is fixed
at Rs. 2,000, The facts given a little later bear that
out, and even if the limit is reduced to Rs. 1,000—
it cannot be made lower—the productivity of land
revenue will be very appreciably decreased. It is not
possible to say with any degree of definiteness what the
anrount or the proportion of loss will be; but there is
consensus of opinion among those who can speak with
authority on the point that land revenue will, if the ex-
emption is granted, become merely a vestige of the past,
and have no significance whatscever in the working of
our fiscal system. In a number of Provinces, land
revenue will practically be wiped off from the right side
of the public accounts.

Zaxation Inguivy Committee's
rejection of their demand

‘This is a very strong argument against the intro-
duction of exemption limit, but the Taxation Inquiry
Committee does not base its rejection of the proposal
on this ground. The fiscal argument is oniy very
castally mentioned : the adoption of the proposal is
considered undesirable for other reasons. It is, for
example, stated that the present miserable condition
of the poor cultivators is not mainly due to the land
revenue system. It was, perhaps, necessary to bring in
this point on account of the frequent contentions to the
contrarv, but that is no reason why the exemption shounld
not be .granted to the cultivators, if the taxpayers of
other classes are entitled to it. It is also urged that the
introduction of exemption limit will’ put a premium on
fractionization. Fractionization is a serious evii and one
hardiy knows how it is going to be checked. But it is
due to the economic pressure which is the result of the
growth of population, the absence of other means of
employment and the working of our social institutions. It
is idle to suggest that fractionization will proceed more
rapidly on account of the remission of land revenue in the
case of men whose income falls below a particular limit.
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There is another argument against the grant of
exernption which was forcibly put before the Committee
by two important witnesses and which has influenced its
conclusion, though it has not been specifically mentioned
in its Kepert. Prof. Hamilton put this objection against
the lowering of the land revenue demand in the following
words. It is evidept that where there is a strong
tendency to borrow up to the limit of available credit and
to subdivide land up to the point at which the holding
will just support the occupier and his dependents, a
reduction of the land revenue is likely to be accompanied
by an increase of borrowing and further subdivision of
boldings. There the cultivator just manages to subsist
on his earnings, ot any surplus is ahsorbed either by the
landlord or the wmakajan, the tespousibility for the land
revenue must be a burden, however small the revenue
may be’. This is the Professor’s objection against the
reduction of the land revenue demand, but it would, of
course, apply with greater force to the grant of complete
exemption. Professor Jevons, of Rangoon, considered the
question of exemption itself and pave four reasons for
his opposition to the suggestion; but ° the most serious
objection’ according to him ‘is that the abatement or
exemption of poor ryots from revenue would merely
encourage the growih of population, whilst the standard
of living remains so low. A larger number of children
and relatives would be supported on the income of the
holding and in many cases, doubtless, the disagreeable
necessity of one or other member of his family, whether
to agricultural or industrial work elsewhere, would no
longer operate’. The conclusion, if this line of reason-
ing is sound, naturally is that exemption will increase
the burden of debt, reduce the incentive to work and
give an artificial stimulus to the growth of population;
and all these undesirable resalts will follow, because the
standard of living of the cultivators is as low as it is.
The point of view from which this objection is urged is
in iiself sound. Low standard of living and the high
birthrate are our most serious economic evils. No
abiding improvement in our economiic life can be effected
unless our standard of living is appreciably raised and
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the size of our families appreciably reduced. The
seriousness df these evils is often overlooked, but their
existence is an outstanding fact which has to be borne
in mind in the discussion of all economic gmestions.
But it is very doubtful whetber high taxation is the right
method to remedy these evils. If this objection is wvalid,
tenancy iegislation should be condemned and any move-
ment towards the rise of wages discouraged, as an
increase in the purchasing power of the enltivators would
only lead to greater density of population. This argu-
ment need not be developed at greater length. It is
reminiscent of the controversy which centred round the
iron law of wages and of the contention that it was futile
to do anything to improve the conditions of the workers,
unless the primeval instinct to beget was held in check
by the equally powerful acquisitive instinct. The practical
importance of combating it is very little on account of the
impracticability of introducing any exemption limit in
the administration of land revenue. The aspect of the
matter, which is of immediate interest, is the fact that
there is no difference of opinion about the necessity of
making concerted efforts to raise the standard of living
of the cultivators by making a liberal provision for
expenditure on educational and economic development
in the budgets of every Province. The present level of
taxation of the small cultivator may be maintained; it
may even be raised if the financial policy of the State is
shaped with a view to give him an adequate return for
the money that he has to go without on account of the
fiscal exigencies of the country. The commonly accept-
ed view regarding the absolute necessity of increasing
the public expenditure on what are happily termed as the
nation-building activities is reinforced by the arguments
against the exemption of small cultivators from the
payment of land revenue,

Imposition of income-tax on agriculfural incomes
justified as a measuyre of dilferentiation

This, by a natural transition, brings us to the guestion
of making agricultural incomes liable to income-tax.
The matter has two aspects which have to be carefully
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distinguished. There is, firstly, the proposal that the
land revenue should be assimilated to income-tax, that is,
it should be converted intc a tax on agricultural incomes,
and, therefore, be entirely abandoned. It is not neces-
sary to say mmuch about it, as the reasons, practical and
fiscal, against a radical departure of this kind have
already been given. There is the other proposal that
incomes derived from land, besides of course being
subject to land revenue, should be included in the defini-
tion of taxable income for the purpose of income-tax,
The Taxation Inquiry Committee has dealt with the
Jatter proposal. It has cleared the air by definitely
stating that there is nothing in the history of the case to
justify the continued exemption of this class of incomes
from income-tax. This simplifies matters by getting out
of the way the difficulty about prescriptive rights. The
question can, therefore, be discussed on its own merits.
There may be no objection to the imposition of income-
tax on agricultural incomes on historical grounds, but
that does not settle the issue, There may still be very |
good reasons for maintaining the present exemption,
not merely because of the so-called political and
administrative difficuities but such as can commend
themselves to ns on account of their intrinsic soundness,
The question which at once arises and which has
to be answered is this—why the same income should
be taxed twice over. The recipients of agricultural'
incomes pay land revenue. Where is, after all, the
justification for assessing them again for income-tax?
It means double taxation of the wrong kind, unless this
course can be shown to be correct on really satisfactory
grounds. The Taxation Inguiry Committee has not,
raised the questzon and, therefore, does not answer it. It {
is, however, of primary importance and must be faced.
Land revenue is to be treated as a tax in any discussion
regarding the incidence of taxation in India, The
Committee was definitely asked to include land revenue
within the scope of its inguiry from that standpoint.
The view that it is rent and not a tax has, therefore,
no bearing on the issue now under consideration.
It may, however, be contended that it is & tax in rem
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and in a large number of countries a flat rate on land
is being comtbined with the income-tax on agricultural
incomes., This is so ; but there the rate of the tax islow,
generally it does not exceed 10 per cent and its yield is
used far local purposes. The land registers—known as
cadastres—are, in the words of Dr, Jacobsson, of the
League of Nations, *notoriously out of date, giving
profits guite out of correspondence with the profits
earned to-day'. Our land revenue is not assessed at a
Jow rate, and though our assessments are far from
perfect, they cannot be called ‘ridiculously low’. The
maximum rate in the temporarily settled areas can, in
theory, be 50 per cent; and even if the correctness of the
claim that actual rates are much lower than the maximum
be taken for granted, they impose a burden for which due
allowance has to be made in the discussion of this
question. In the United Provinces, for example, roughly
speaking the incidence of land revepue is about 30 per
cent. The landowners may in this Province wellclaim
that they are already paying a tax which is much more
onerous in its incidence than income-tax and it is grossly
nnfair to make them liable to income-tax in addition to
land revenue.

It may, however, be urged that land revenue has
already been amottized, that is, allowed for in the pur-
chase price paid by the present owners and it has,
therefore, been absorbed by the transfer. This involves
the discussion of a theory which is somewhat abstruse,
but the general consideration relating to it may be stated
in simple words. ‘The amortization of a tax becomes
possible when it is a differential Jevy or is imposed
specialfy on certain kinds of incomes and does not affect
the earnings of the industry in general. In a country
like India where two-thirds of the people are directly
dependent on agriculture and at least three-fourths of the
natjonal income is derived from it, a tax on agriculture
cannot be called a differential tax. It is, moreover,
necessary for completely discounting a tax in the selling
value of property that its rate shonid be fixed once and
for ever. In the permanently settled Provinces, this
process has gone on because of the fixity of the revenune
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demand and may be said to be complete., In the
temporarily settled areas, the eshanceménts of land
revenue are not only possible but generally the rule,
and when there are so many speculative elements in its
assessments, it is not right to afirm that the land revenue
has already been capitalized and is a factor of no couse-
quence in the incidence of taxation. With the rate of the
incidence of 1and revenue varying from district to district,
and its future enhancements being incalculable, the
capitalization or amortization theory does not hold good
for justifying the imposition of income-tax on agricultural
incomes. The selling values of Jand will be raised if
land revenue is abolished, but that is not the reason for
assuming that land revenue does not constitute a fiscal
burden on the landed interests. It is to he remermbered
that so far as income-tax is concerned the effective rate
of 11-5 per cent is reached when the amount of income is
Rs. 5,000, and the rate of 32 per cent is applied for
incomes of Rs. 50,600 and more. Ewven inthe permanen-
tlv settled Provinces the lowest average rate of incidence,
taking the calculation only at a very rough approximation,
is 125 per cent ; the average rate for the other Provinces
may be taken at 30 per cent. That, of course, means
that all tand revenue pavers are being taxed at a rate
which is applied to incomes of Rs. 5,000 and mote; and
most of them at a rate which is effective in the case of
income-tax for incomes over Rs. 50,000, In view of these
facts there is something to be said for the exemption of’
agricultural incomes from income-tax. |
The only argument which can be given in support of -
bringing the agricultural incomes within the range of
income-tax is drawn from a socia) theory which, though
sound in itself, is bound to cause an acute difference of
opinion. From a practical standpoint it is probably in-
expedient to give it a great prominence in the discussion
of the question ; but since thatit is the only argument
on the basis of which this step can be advacated, it may
be briefly stated. The argument is very simple. A very
large proportion of persons who are living on incomes
-derived from land, exceeding say Rs. 2,000, are leading
an existence which has no social unlity. They are not
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rendering any service in return fotr their income from
land and are®not otherwise playing any useful roie in
the rural economy of the country. Their influence over
the cultivating classes is not at all wholesoine, and in
the collection of their rents and the general administra-
tion of their estates they have recourse to methods which.
lower the moral stature of our peasantry.

In one word, we are suffering from the worst evils of
absenteeism on account of the existence of this rent
receiving class and it is to the interest of the community
not to do anything to strengthen its position in our
eccnomic life, It cannot be taxed out of existence, but
the imposition of a differential tax which may stimulate
its members to become aware of their social obligations
is a step in the right direction, The Taxation Inquiry
Committee has made a somewhat inconclusive reference
to the potlitical difficulties of imposing income-tax on
agricultural incomes. The difficulties are there, but they
have to be squarely faced and overcome. There are
always difficulties when a new tax is introduced. It is
the duty of the leaders of public opinion to place the
issue frankly before the country and educate the people
to the right understanding of the merits of the case,
The work of the fiscal reconstruction requires social
courage, and if our public men are up to the efforts which
are necessary for carrying a measure of this kind through,
the imposition of incoine-tax on agricultural incomes.
offers no insuperable difficulties.

Administrative aspeces of the measure

The administrative difficulty of making the agricultural
incomes liable to income-tax has also been referred to
by the Taxation Inquiry Committee ; but ail that it has
done to suggest a way out of it is to put the views of two.
officers, one of whom believes in the practicability of
assessing agricultural incomes while the other does not,
in juxta-position with one another and it leaves the
matter there. The assessment of incomes from land has
everywhere been attended with a certain amount of
difficulty which has led to the adoption of a number of
devices for getting over it. The difficulty is mainly due

74



Direct Taxes—Land Tax and Inheritance Tax -

to the fact that the farmers do not keep any accounts and
the valuation of the stock-in-hand is not an easy matter,
In India, most of the persons who will become liable
to income-tax will not be farmers but rent receivers. In
the Provinces in which the records of leases are complete,
it should not be difficult to calculate the actual income of
the landholders. In others, the adoption of a conventional
measure for incomes between Rs. 2,000 to Rs. 5,000 a
certain multiple of the Jand revenue demand will probably
remove the administrative difficulties in the initial
stages of the change. The assessees whose incomes do
not reach the conventional figure will, of course, have
the option of satisfving the Income-Tax Officer that their
actual incomes are lower and have themselves assessed
on these amounts. For the large landholders the actual
income should be made the basis of assessment. They
can even be required by law to keep simple accounts on
prescribed forms to facilitate the work of assessment.
The work will be so easy and affect such a smalt
proportion of the assessees that it will not be a great
hardship, if this condition is enforced. The adminis-
trative difficulties in India will, on account of the existence
of fairly complete land records, be less serious than those
that have been experienced and successfuliy surmounted
in other countries.

Yield of income-lax on agriculiural
Inconie oflen over-estimaled

There has been a tendency in some quarters to anticipate
a very large yield from the income-tax on agricultural
incomes. Prof. K. T. Shah has estimated an addition of
15 crores to the public revenues on this account, Wasteful
expenditure, which is so common in those parts of the
country where the landlords are conspicuous, has raised
high expectation regarding the likely receipts of this tax.
But the facts which are so far available suggest the need
of not being over-optimistic about the fiscal result of this
reform. Mr. King, the Financial Commissioner of the
Punjab, is of opinion that in his Province out of the total
revenue payers of 33 millions only about 2,000 persons will
be affected'by the imposition of income-tax onagricultural

75



Fiscal Reconstruction

incomes and gonsiders that it would not be justifiable .to
canse a great ferment among the whole agricuitural
population for a small sum. In Bengal, the number of
proprietors, sub-proprietors and tenants with an anagal
incorme of Rs. 2,000 or more has been estimated at about
5,500. In Bombay, it has been calculated that the income-
tax on agricultural incomes will bring about seventy
lacs. In Bihar, it is reckoned that the wyield of the tax
will not exceed this amount. These estimates are, of
course, very rough guesses, but are useful inasmuch as
they show that it will not do to expect too much from
the removal of the exemption of agrizultural incomes
given under Act XIV of 1886. It isnot that the yield will
be so small as to make it undesirable for us to raise the
issue, An addition of three to five crores may well be
expected and with an increase in efficiency in the
administration of income-tax better resuits will be
achieved. But it is necessary that in framing our
estimates of the receipts of the income-tax on agricultural
incomes we should keep as close to facts as possible,
There is, therefore, good reason for making the agricul-
tural incomes liable to income-tax and there is nothing to
be said against the proposal from theotetical or adminis-
trative standpoints, if it is to be introduced as a measure
of differentiation.

Diflerentiation can be belter achivved
by a tax on capital value of land

There is, however, an alternative method by which the
same purpose can be achieved in a more eflective
manner and certain difficulties obviated. The method
has already been discussed, but if its application is
limited to individuals against whom it is advisable to
differentiate, it is not open to criticism on the ground of
being unduly revolutionary. This method is, of course,
a tax on the capital value of land. Its merits have
already been stated, and if the exemption is limited and
is fizred high so that the small landholders are not
affected by its imposition, a tax on capital value
graduated according to the value of property will enable
us to intreduce the principle of differentiation in a
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manner which will be satisfactory to all concerned. Itis
not necessary to go into details or state what the exemp-
tion limit or the scale of rates should be. The question
requires an exhaustive consideration of the local condi-
tions which will vary from Province to Province. The
general principle is, however, sound and may be accepted
as a working proposition of great value. A graduated tax
on the capital value of land will introduce a personal
element in the system of land tazation in India. its
incidence will fall on the big landlords. It will not be
difficult to ascertain the market value of land; and what
is perhaps most important from the practical standpoeint,
each Province will be able to aci independently, to
determine the form and the rate of tax to suit its local
conditions and appropriate its yield for its own purposes.

Uniformity in the rate of income-tax is highly desirable
if not absolutely necessary, and the interests of efficiency
require that its administration should be centralized.
The limits within which each Province can regulate its
incidence are determined by all-India considerations.
But it is possible to give considerable latitude to the
Provinces in the case of a tax on the capital value of land.
If it is conceded that it is the necessity of differentiation
which justifies the imposition of either income-tax on.
agricultural incomes, or a tax on the capital value of
land, it is essential that the extent of differentiation
should be determined by the local conditions, and each
Province be granted the liberty to have its own rate in
view of the actual incidence of land revenue and other
considerations of local importance. It is possible for
each Province to act on its own account, if the principle
of differentiation is applied by the imposition of a capital
value only. The diversity of rates and the methods of
administration wiil not lead to any conilict between
different tax jurisdictions, or invelve the difficulties of
maultiple taxation; and if it is desiratle that additional
taxation should be levied by the Provinces and its receipts
utilized for wital public services like education, health and
indastries, the case for introducing a capital value tax
rather than income-tax oa agricultuial incomes is further
strenpthened. A tax on public value of land in the cities
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and a capital value tax on land in the rural areas will go
a very long way towards removing some of the glaring
defects in the existing system of land taxation in India.

The consideration of direct taxes may be concluded by
4 passing reference to inheritance tax. India is perhaps
the only important country in the world which does not
make use of this tax at present. [It, as is well known,
did not, till very recently, occupy an important position
in the fiscal systems of the world. *‘In 1885 it was,’ to use
the words of Professor Adams, ' a fiscal curiosity. Now
it is one of the most important sources of revenue in
almost every country.’

Ineheritance tax—ils imposition necessary
for social and fiscal reasons

The social significance of this movement is generally
well understood and its future developments will have
results which will go to the very root of the present
economic order. ¢ The laws relating to succession should,’
in the wotrds of Tocqueville quoted by Dr. Dalton in his
Inegualily of Incomes,  be placed at the head of all political
institutions, for they exercise an incredible influence on
the social conditions of the people.’ The institution of
inheritance being one of the most important pillars of the
modern economic society has to bear the brunt of
criticism which is now being directed against it; and
death duties are, of course, the instrument by which its
ascendancy is being undermined. Rignano’s scheme,
which has been avowedly put forward to reconcile the
advantages of an orthodox economic system—un-
hampered individual enterprise, tree competition, etc.—
with the exalted principles of justice proclaimed by
socialism, is only an explicit statement of the purpose
which has been the prime factor in the rapid spread of
this movement all over the world. The increasing fiscal
needs have rendered easier for this movement to make a
successful headway, but the real motive force has been
supplied by the permeation of new social ideals. In India,
circumstances justify the introduction of these taxes at an
early date. The equity of the existing social institutions
is not being challenged as persistently in India as it is
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in the western countries. We have still to think
strenuously about these important mattets, before we
move to the new orbits of effective social action. The
urgency of our fiscal needs, however, affords us a very
good reason for increasing the resources of the State by
the introduction of death duties and thereby stimulating
our social conscience to a higher level of creative
activity, The proposal for the imposition of these taxes
have been made since 1860, but the excessive conser-
vatism of our rulers and the absence of pressure from
a wcll-instructed and organized public opinion have
prevented any steps being taken with regard to them.
It is necessary for us to make up for the deficiency of
the past by taking early steps for their imposition, The
special function of these taxes as compensatory factors
in our tax system has already been referred to and need
not be further emphasized.

Inkeritance lax and joint family sysiem

The Taxation Inquiry Committee has examined and
answered the different objections which have brought
against the imposition of death duties. The most
important among them is the one which rests on the
absence of succession in a Hindu joint family, The,
property being vested in a corporate personality, the
taxation of individuval shares is said to run counter to the
fundamental conception of the institution of joint family
and to create divisions where none exist. It is very
doubtful whether the institution will be able to hold its
own against the onslaughts of the modern tendencies
which are emphasizing the importance of individuality
and its unhampered growth as a tactor of first rate
social importance. Its disintegration has already com-
menced and proceeded far enough to lead a number of
social thinkers to advocate the conscious acceleration of
an inevitable process. It is, therefore, possible to hold.
that it is in the interest of the community to make use of
death duties for the purpose of hastening the end of an
institution which bas outlived its social utility and has
no future in our patiopal life. If this view were
accepted, it would be desirable to ignore completely the
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difficulties which the existence of Afifakshara law of
inheritance piesent in the way of introduction of these
taxes. This would be a hercic measure and probably
in conformity with the general trend of our soctal
evolution, but its adoption will raise a storm of opposi-
tion which fiscal reformers may not like to face. It is,
therefore, advisable to take a more conservative line of
action and make a due allowance for the peculiarities of
the Hindu law under which a share in the property is
acquired by birth and not by death. The Taxation
Inquiry Committee has, on the basis of expert Ilegal
advice, come to the conclusion that the tax should be
imposed on the value of the share in the joint family
property which the deceased would have received, if the
partition of the property had been made immediately
before his death. The correctness of this conclusion
has not as yet been questioned; and it is, therefore,
safe to assume that its application wonld not be followed
by anv untoward consequences. The view of a Madras
officer, expressed by him in his evidence before the
Taxation Inquiry Comiiitee, that the Iaw of personal
inheritance should have nothing to do with the payment
of taxation is perhaps the right way of looking at the
whole question. It should anyway not give any
community a position of differential advantage in the
working of our tax system ; and that under the present
circumstances the law discriminates against certain
communities with regard to the payment of probate fees
which are the pucleus, out of which a fully developed
system of taxation of inheritances has to grow, has been
clearly established by the Taxation Inguiry Committee
and is a grievance which calls for an early redress, The
legislative action for the exectition of 2 well-considered
policy of the taxation of inheritapces has, as already
stated, been postponed for too long to justify any
unnecessary delay in carrying out these proposals.

Impersonal character of inheriiance
lax as a duly on muiations

The use _of the plural nummber in the foregoing
paragraphs in the references made to the tazation of
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inheritances is, as all students of the subjegt know, due
to the fact that taxes on bequests, or rather the principles
on which the schemes of such taxzation are based, are
essentially of different character, and distinet in their
intent and effect so far as the workiny of the tax system
as a whole is concerned. The tuxes are either imposed
on the transfer of property and graduated according to
its total value or on the portion of the estate left to each
begeficiary and also gradnated according to its value.
The other two varieties ot taxes are graduated according
to the amount of wealth whickh the legatee already
possesses or according to the nearness or remoteness of
his relation to the testator. The Taxation Inquiry
Committee has recommended that in India the death
duty should be a duty on the mutation of property and
graduated according to its total value. [t has given two
reasons tor making this recommendation. The first is
that the idea of succession or acquisition being foreign
to Hindu law, duty graduated according to the amount
left to each beneficiary will not be acceptable to a
large majority of the ragpayers. It is further stated
that on account of the plurality of heirs and the difficulty
of assigning to them a definite position in the scale
drawn up on the basis of the degree of relationship, it
would not be easy to graduate the tax on ihe ground of
consanguinity., The mutation duty is comparatively
easy to assess and simple in operation, and 1o view of
the legal difficulties pointed out by the Committee, it
will probably be advisable to adopt this scheme of
taxation of inheritances.

Objections against this form of levy

[t has, however, to be borne in mind that a duty on
mutations is an impersonal tax which does not take any
account of the capacity to pay of the persons on whom it
talis. The Royal Commission on Taxation in Australia
has sommed vp the objecticns against estate duty, as
this kind of tax is generally called, in the following
terms in its final Report:—

1. An estate may generally be taken as having paid
during the process of accumulation, its proportionate
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share of such taxes as income-tax, land tax and other
charges incédent to the aequisition and possession of
real and personal property.

2. Tax is more properly leviable upon the person
who acquires a new interest than upon the mass of
property left by a person for distribution possibly among
many,

3. The trend of modern thounght is in the direction
of taxing a person in respect of his interest in something
of value, rather than taxing the thing of value irrespec-
tive of its ownership or the distinction of any beneficial
interest derivable from it.

4. A succession duty is simple in principle, as the
acquisition of a new beneficial interest, or of an addition
to capital resources as a result of a testamentary dis-
position or its equivalent affords a clearly understandable
basis of taxation.

5. A succession duty, which is duty not only
charged upon but also measured by the value of interest
devolving upon the taxpayer, rests upon a basis of
equity which is absent in the case of estate duty.

These are strong objections and point to the necessity
of supplementing the duty on mutations at an early date
by other duties, which may be imposed on the principle
of adjusting the burden to the personal capacity of the
taxpayer. The administration of the tax will itself
suggest ways and means by which this purpose can be
realized. The social value of the ceath duties mainly
consists in their effect on the distribution of wealth,
which can be produced only if there is a close corres-
pondence between their amount and the faculty of the
taxpayer.

Concluding observations

The review of the direct taxes and their position,
present and prospective, in our fiscal system lays bare a
situation which is hardly reassuring. Its most unsatis-
tactory feature is the fact that land revenue, our most
important direct tax, is full of anomalies and contradic-
tions which are very serious and sure to baffle our fiscal
reformers for years to come. It is necessary to turn the
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searchlight of scientific inquiry on its inequalities and
devise measures for rectifying them as soon.as possible.
The task has to be undertaken in spite of the fact that
we are almost certain of not heing able to achieve an
appreciable measure of progress for several decades, if
not for generations. In the meanwhile, itis necessary to
introduce a personal element in the taxation of land in
India. This can be done by making the agricultural
incomes liable to income-tax as a measure of differentia-
tion. But the object can be better realized by imposing
a tax on the capital value of land. It is necessary to
carry out this reform both for fiscal and social reasons.
It is a measure to which we have to turn our immediate
attention and we must mobilize public opinion for
putting up a determined fight against the stubborn and
prolonged opposition of vested interests. The exemption
of the small cultivators from land revenue is called for as
an act of elementary fiscal justice, but it cannot be granted
on account of the impossibility of finding alternative
sources of revenue, The fact that income-tax has already
become an important source of revenue and can be
further developed is the only redeeming feature of our
present sitvation. Indeath duties we have a fiscal
measure of great potential importance, which has so far
been neglected on account of the lack of constructive
imagination on the part of the framers of our taxation
policy. Tt has to be introduced and utilized to the utmost
limit of its possibilities without any further delay.
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CHAPTER IV
INDIRECT TAXES
Importance of indirect taxes

India is one of the few countries in the world in which
the importance of indirect taxes has not been decreased
by the developments of the War and post-War finance.
More than 55 per cent of our public revenue is raised by
these taxes and there is no prospect of their becoming
less important in the near futnre. The problems relating
to them are many and complex. Their range and variety
make it impossible to consider, even briefly, the more
irnportant issues which they raise in the course of this
chapter. They involve questions of policy. India stands
committed to the policy of what is called discriminating
protection. It is vain to hope that it has been adopted as
a temnporary measure to enable the nation to attain to the
stage of economic maturity. The experience of other
countries belies such a hope and we may take it as axio-
matic that once we have embarked upon this venture,
there is no going back for us. We have to accept it as the
working principle of our fiscal svstem. The continuance
of this policy, it need hardly be said, will ensure for
indirect taxes a place of greater pre-eminence than they
occupy at present in our hscal system. Apart {rom
protection, even the duties, which are avowedly imposed
ior revenue only, have been made so high that they
cannot but have an important effect on our economic life
in general. They can, in some cases, be hardly distin-
guished from protective duties and as the possibility of
their being reduced very much below their present level
is rather remote, iudirect taxes are sure to retain their
present impeortance.

On account of the growing volume and intensity of
feeling against the traffic in intoxicating drinks, it is
generally assumed that the extinction of revenue
derivéd trom the duties jmposed upon them is well
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within sight. But it is very unlikely that this con-
summation, however devoutly it may be’wished for,
will be actually accomplished in the next generation.
The facts of the case make it impossible to achieve this
end and when a serious attempt is made to grapple with
the difficulties which they present, it will be realized that
it is not practicable to carry out this measure of social
reform for gquite a long time to come. The reduction of
salt tax is more likely when the normal npward tendency
of the public revenues is given a fair chance of asserting
itself, but it will not have any serious efiect on the pre-
dominance of the indirect taxes in general. Stamps and
registration are difficult to classify on account of the
uncertainty about their incidence, but if they are to be
put under the category of indirect taxes, they will also
remain an important source of public revenue and have a
considerable bearing on this aspect of tazation. Railways
and irrigation have, on account of the magnitude of their
operations and their intimate connexion with the Indian
finances, to be given an important place in the considera-
tion of fiscal questions. The process of fixing railway
and water rates bears a very close resemblance to the
determination of the rates of taxation and is, to a certain
extent, governed by similar considerations. 7t is difficnlt
to eliminate an element of taxation from the revenue
which they yield and at present their receipts have to be
taken into account in considering the incidence of
taxation in India. The extent to which they contain an
element of taxation is also a measure of the additional
importance of the indirect taxes in our fiscal system.
One has 10 realize the significance of these facts to
appreciate the necessity of developing those taxes which
can be more closely adjusted to the personal capacity of
the taxpayer and also the difficnlties of making our
tax system, as a whole, correspond to the tenets of
fiscal equity. It is, as already remarked, not possible to
deal with even the important questions relating to the
indirect taxes in this chapter. It is proposed to restrict
the scope of observations by speaking on the issues
which have an immediate importance from the stand-
point of fiscal reconstruction.
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Necessity of bverkauling Indian lariffs

The question which has to be taken up first is the need
of overhauling our tariffs. The importance of this work
has been duly emphasized by the Fiscal Commission
and the Taxation Inquiry Committee. The structure of
our tariff schedules is simple and, having been designed
with a view to raise revenue by a system of low duties, is
not suitable when the rates are high and cur fiscal policy
has undergope a change. For a revenue tariff, under
which the majority of articles are taxed at one genera!
rate, it is sufficient to define broad groups of articles., A
detailed specification of various commodities is not
necessary. The form of our tariff follows the general
lines of tariffs imposed by countries which have adopted
a general tariff for revenue rather than for protective
purposes. Our dutiable articles are grouped under 149
heads as compared to 1,370 of Sweden, 1,389 of Switzer-
land, 780 of Canada, 558 of Austria, 647 of Japan, 703 of
the United States of America, 990 of Germany, 1,270 of
France and 430 of Australia. The numbers of the tariff
items of other countries have been taken at random to

“show how our schedule stands in need of further elabora-
tion. Mr. G. S. Hardy, then Collector of Customs at
Calcutta, gave instances in his evidence betore the
Taxation Inquiry Corumittee of the doubtful cases
which have to be disposed of by the customs’ authorities
on account of the ill-defined series of groups in which
the articles have been classified in the Indian tariff
schedule, He pointed out that in 1894 there were
three possibilities in the assessment of the general
group—iron and steel manufactures. They might be
free, or they might pay either 1 per cent or 5 per
cent. The rates being low, difference was a matter
of trivial importance to the merchant. Now things
having been changed, the rates are very much higher
and these differences cannot be easily neglected. Now
there are five possibilities. An articie of steel can be
assessed (—

{a) free, as a component part of the manual
machinery,
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(4) at 2} per cent, as a component part of the power
machinery, !

(¢) at 10 per cent, as structural iron or steel,

(4) at 15 per cent, as hardware, or

{¢) at one of the various protective rates of duty.

Mr. Hardy also stated that the luxury duties which are

now imposed at 30 per cent relate to ill-defined classes of
goods and give rise to considerable amount of doubt
and trouble. ‘Fhis is inevitable and the only way by
which the difficulty can be got over is to provide for a,
more detailed specification of the various comnnodities.
But this is not the only reason why it is necessary to
overhaul our tarifis. When the duties are many and are
as bigh as they have now become in our country, they
have very powerful and far-reaching reactions on trade,
prices, industry and the habits of the consumers. Their
consequences are serious and it makes hardly any
difference whether they are levied for protective or
revenue purposes. 1t is a matter of vital importance to
understand the working of these duties and bear their
effects in mind in the revision of our tariff schedules. It
is no longer a simple matter to raise or lower them.
Their influence on the industrial activity and the economic
life of the people makes it necessary to exercise very
great discrimination in making any change in the
structure or the rates of these duties.

Appointment of a permanent body of experts

The performance of this work requires the creation of
a permanent body for the collection of information
relating to, and for the study of, the problems of tarifi-
making, The Tarif Board, appointed in 1924 in
pursuance of the recommendations of the Fiscal _Com-
mission, investigates into, and reports on, the conditions
and possibilities of industries which apply for the grant
of protection. The Fiscal Commission was of opinion
that the successful working of the scheme of protection
recommended by them depended upon the existence of
such a body. This Board, having been constituted for
the discriminating application of the policy of protection,
confines itself to the specific issues arising out of the
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questions of granting protection to a particular industry.
The Fiscal Commission had suggested that it shounld
studv the tariff systems of other countries, watch
generally the effect of the tariff policy on the cost of
living and perform several other functions, one of them
being the work of repotting upon what cammodities
revenue export duties can safely be imposed and at what
rates. These functions do not properly belong to the
list of duties which have to be performed for carrying
ount the policy of protection. But they suggest the need
of widening the scope of the Tariff Board's inquiries.
Questions of policy must, of course, be outside the
purview of the Tariff Board. They must be settled by
the Government and the Legislature. But the Tariff Board,
or if it is necessary to give it a more dignified name the
Tariff Commission, should be entrusted with the work of
surveying the whole of economic life with special
reference to the working of tariffs, whether revenue or
protective, in the country and help in the carrying out of
the policy which may be adopted by the Government
with the consent of the Legislature. It should be a
permanent body consisting of members of unimpeachable
integrity and exceptional ability and create for itself a
special position in our fiscal system by the guality of its
work and its ctraditions should be worthy of a judicial
tribunal.

In America, the prestige of the Tariff Commission
has recently been considerably lowered on account
of the revelations regarding its having yielded to the
political pressure of the party in power, America is a
country in which political scandals are a matter of
common occurrence and it is not, therefore, surprising
that the Tariff Commission should have come under the
cloud of suspicion. In India, the conditions of our
political life render it very improbable that the Com-
mission wotild be amenable to this kind of pressure.
Demaocracy here will, for some time, be tempered by the
extensive powers enjoyed by the executive and this
danger is particularly remote in the sphere of the
discharge of the functions which are here under considera-
tion. A well-constituted and well-equipped body of
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experts can, therefore, do very good work in India, not
only in providing safeguards against the indiscriminate
extension of protective duties, but also in avoiding the
pitfalls of an unsystematic tariff-making. It is not safe
to trifle with tariffs under the complex economic
condirions of to- day, either from ignorance or deliberate
dishonesty. [tis highly desirable to take effective actmn
to prevent any such development,

Functions of the Tariff Commission

The work aof this body which we may, for our purpose,
designate as the Tariff Commission, will cover a wide
field. It will, of course, conduct all inquiries connected
with the practical working of the policy of protection.
The Tariff Board has, so far, only confined itself to the
investigation of the cases of individual industries. There
are a number of other functions which have to be
performed, even for carrying out the policy of protection.
It ought to address itself to the other duties which were
recommended by the Fiscal Commission. The extension
of the scope of its inquiries will make it necessary for it
to collect information from foreign countries. Their
tariff systems will have to be stndied, their treatment of
the Indian products investigated and the general reaction
of their tariff policies on lndian interests brought under
review. As the number of industries which get the
benefit of the protective policy increases, the inter-
refations of these industries will have to be carefully
watched and the effect of their sheltered existence on
the general economic life of the community made a

matter of vigilant concern, But the most mmportant-,

function which has heen grievously neglected so far is,

as it has already been suggested, the elaboration of the
tariff schedunle. The administrative difficulties of giving
effect 1o the policy of protection are at present needlessly
increased on account of the ill-defined character of the
groups in which the articles are classified.

The appraisement of the value of the dutiable articles
under a system of ad va/erem duties is a2 work which must
always require a high standard of efficiency and honesty ;
but the existence of the marginal field, which gives rise to
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many doubtful cases and thereby causes uncertainty of
assessment, throws an additional responsibility on the
officers concerned which they can, in most cases, ill-afford
to bear and increases the possibility of collusive action
between them and the merchants. This is the most
important duty which the Tariff Commission must take
in hand and the necessity of constituting it for the
purpose has to be appreciated, The effects of the
revenue duties on our trade, industry and etonomic life
have also to be carefully studied. The revenue duties
have been raised to their present level under the pressure
of Warand post-War finance. Asthe Taxation Committee
has pointed out, these duties are stimulating the growth
of certain industries, all of which are not on a sound
basis and it is not fair to let them take a deep root into
our economic life without carefully weighing the
consequences of this fact on its future progress. The
longer these duties remain at their present level, the
more numerous and lasting will be their effects on
our economic system and the more diffienlt will it
be to prevent unhealthy developments in its working.
It is time to take action as soon as possible, make a
complete survey of the existing situation and ascertain
how far the revision of the revenue duties is called for,
in order to control it more intelligently., The real
economic cost to the community of the revenue duties,
as of all other taxes, is to be measured not merely
by the amount of money that is contributed by them
to the public exchequer, but also by their indirect
influences on the social life as a whole. [t is, therefore,
desirable that, in making future changes, these effects
should be taken into account and the Tariff Commission
consulted and, if necessary, be required to institute a
special inquiry for the purpose. Tariff-making is a
work which cannot be performed by the hit-or-miss
methods. It requires a great deal of knowledge and
experience which the officers of the Treasury cannot be
expected to possess. Tariff must always remain, in its
essential character, spectilative to a considerable extent.
A ¢scientific’ tariff cannot be framed and no formula
can be used according to which it may be worked in
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actual life. But it is necessary to collect: all the facts
about the production and consumption of commeodities
and interpret them with very great care in drawing up
the tariff schedules.

Constitution of the Tariff Commission

The composition of the Tariff Commission is a matter
with regard to which it is not necessary to say much;
that it should be absolutely above suspicion, of course, is
too evident to be specifically mentioned. The present
Tarif Board consists of three members—a Government
official, a legislator and an economist. The commission
should not be a large body. Its strength may be
increased to five, but it should not exceed that number.
It is not necessary to ind a seat for legislators on the
commission. Nomination by the Government is the
method which can be used for constituting the commis-
sion. The representation of any special interests has to
be scrupulously avoided. The American Commission
has lately been utilized for giving a share to special
interests in its deliberations. The duties of the com-
mission will be so extensive that it will not be possible
to give representation to any interests whatsoever. TIts
impartiality can be safeguarded by giving it the dignity
and detachment of a really judicial body, composed of
men whose competence to deal with and advise on the
various issues can, on no account, be questioned. The
commission will pequire a large and highly qualified
staff for carrying out its duties. The work of the
commission will, incidentally, lead to the collection of a
lot of information which will be useful for other purposes
as well. But the work of economic inquiry, which it
will be doing, will only be a by-product of its proper
duties which relate to the discriminate application of the
policy of protection and the intelligent making of tariffs
in general. They are imperative enough to justify the
creation of the comimission at an early date.

Export duties and the policy of protection

There are two other matters which may be referred to
here, briefly, before we turn to other indirect taxes. The
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Finance Member has, in his speech which has been
referred to a“number of times in the course of these
pages, expressed his disappointment at finding that
the Tazation Committee had to some extent gone back
on what he regarded as the wiser views of the Fiscal
Commission on the subject of export dnties, and in
particular on the undesirability of using them for
protective purposes. [t was held that their use for
Pprotection was undesirable as they, in order to be really
effective, had to be imposed at a highrate and, therefore,
involved a serious burden on the producer. Their use
for raising revenue was also disapproved for the same
reason; and it was recommended that they should
be sparingly used, in the case of monopolies and semi-
monopolies: and their rates should be moderate. It
may be accepted that, on the whole, the Finance
Member’s predilection in favour of the views of the
Fiscal Commission is justified by the facts of the case.
The incidence of export duties is generaliy on the pro-
ducers and as they cannot dictate their own terms in
most cases, it is not right to handicap them in foreign
markets by levying special taxation on the commeodities
which have to be sold abroad. But it may be stated that
there i3 no reason why the fact that a tax falls on the
producers should always be urged as a reason for not
using it for revenue or protective purposes. The pro-
ducers and consumers are not divided into two watertight
compartments. If a tax on producers is imposed, it may
fall on the same individuals on whom the taxes on
consumption generally fall. That seems to be true of
the tax on oilseeds and manures, about the propriety of
which this difference of opinion has arisen. These taxes
will fall on the producers of seeds, etc., who are
practically paying all the consumers’ taxes and therefore
it is ruerely another method of reaching them. The use
of such taxes cannot be banned terely because they
involve taxation of producers. In this case there is a
good reason why this consideration should not have any
weight against its imposition, because what the producers
will lose on account of having to accept a lower price of
their articles will be more than made up by the gain

92



Indiveet Taxes

which will accrue to them by their being able to get
manures and fertilizers at a lower price. It is not
suggested that a tax on oilseeds is desirable under the
present circumstances. The prejudices against the use
of some of these manures are strong and wiil not wear
out easily ; and even if they can be overcome, the cost of
these manures may place them beyond the means of a
large majority of our cultivators. When cowdung has
to be used as fuel on account of the poverty and ignorance
of the people, it is somewhat premature to advocate a
tax on bones, etc., in the interest of agricultural progress.
We are here, however, concerned with the general
principles according to which this question is to he settled.
Export duties for protective or revenue purposes should~
not be used indiscriminately, but it is wrong to avoid
them altogether on account of their incidence on
proditcers. There may be, in cases, very good fiscal or
social reasons for making nse of them within certain
limits.

The Indian States and the Indian tariff policy

It is necessary to place the relations of the Indian
States with British India on a more satisfactory footing,
so far as the fiscal policy of the country is cuicerned.
The consideration of the question raises a constitutional
issue of first-rate importance which it is nat possil:'e to
discuss here at any length. Itis a part of the bigger
question as what should be the place of the Indian States
in the {uture constitution of our country and has to be
taken up in the political readjustment of the future.
There cannot, however, be any difference of opinion
regarding the end which it is necessary to secure in
making these changes. Economic unity of a country is +
a necessary basis of its political unity ; and the latter
must be precarious to the extent to which the former is
not fully assured and so long as any possibility of its
being put in jeopardy by an ill-considered policy or
action on the part of a political unit within the country
is not completeiy provided against. It is not possible to
divide India into two distinct halves for any purpose that
is really esseatial and it is inevitable that in all matters.
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the Indian States should be drawn into, what the authors
of the Joini Repor? called * the orbit of the Empire .
But in economic matters the unity of the Indian States
with British India is a vital condition of their mutual
- existence, and it is impossible to preserve it without
estabhlishing a customs union. The precise nature of
the existing relations between the Indian States and
the Government of India is known only to those who
have an access to the Government archives, but it is
well koown that several States have a right to impose
their own tariffs. They have not till now used these
rights to the detriment of the economic interests of
the country at large; but this harmony has been
achieved by the exercise of the authority of the para-
mount power in more or less an arbitrary manner
and cannot endure when their mutnal relations are put
on a more definite basis, unless it is deliberately provi-
ded for in the adjustment of their future relations. The
breakdown of the treaty of 1917 and the reimposition of
the customs’ cordon at Viramgam is only a presage
of the future; and now that some of the States have
developed maritime ambitions, it is essential to ensure
that their fiscal policy should not be at variance with
that of the country as a whole. The methods by which
this object can be realized have to be carefully consider-
ed and wili depend upon the scheme by which the
financial relations of the States with the Government of
India is to be regulated. The States have a legitimate
grievance inasmuch as in the recent developments of
the fiscal policy of India, their interests and viewpoints
have not been duly taken into account, It will, of
course, be necessary to provide some machinery by
whichh they can be given an effective share in the
determination of our tariff policy and practice; but it
is incenceivable that they should have the freedom to
have their own tariffs and to place obstacles in the
way of the growing economic unity of the country.
This is an important problem of our fiscal reconstruce
tionn and so much depends upon its solution that it is
necessary it shouald receive an immediate and earnest
attention at our hands.
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Dangers of discriminatory tariff

A word may also be said about discriminatory tariffs.
India has not as yet been drawn into the network of
treaties which regulate the commercial relations of
nations. But it is very unlikelv that she can keep out of
it for very long. These treaties are, as is well known,
negagtiated as a result of prolonged bargaining which is
preceded by a period of bluff and in some cases by
actual tariff warfare. The rates are put up to snit the
exigencies of the contest and have very little, if any-
thing, to do with the economic interests of the countries
concerned. The post-War experience shows that the
margin between maximum and minimum of general and
conventional rates has been considerably widened. The
maximum rates of the French tariff, which in 1892 were
oniy 23 per cent and in 1910, 30 per cent higher than the
minimum rates, are now four times as high. Tariffs in
Norway, Portugal, Belgium and Spain show the same
tendency towards wider bargaining margins. These
combative policies have created tariff barriers which are
making the economic recovery of the world such a pain-
ful process.

An improvement in the political status of our country
will carry with it a Jarger measure of fiscal autonomy,
which will enable us to negotiate commercial treaties
with foreign countries to promote the interests of our
trade in the world markets. This will, of course, be
satisfactory as a measure of our political emancipa-
tion, but the newly-acquired freedom will have to be used
with a considerable degree of moderation. The practice
of padding tariffs to secure commercial concessions is a
part of the order of things, which has to pass away if
the new dawn is to fulfil the promise of a brighter day,
It would be wel] if India does not feel the need of fram-
ing discriminatory tariffs. But even if the world is slow:
to learn the elementary lesson of reciprocal gain being
the essential condition of international trade, it will be in:
our interest to exercise restraint in this respect and:
never overlook the needs of our economic situation
while carrying on our tariff negotiations. The Tariff
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Commission will, of course, be the agency which will help
us to reach wise decisions in these matters and ought
to be placed in a position to give its advice on the basis
of all the relevant facts of the case. Discriminatory
tariff is a double-edged weapon and has to be used with
the utmost care,

Feonomics of cxcise duties

The gteatest disservice rendered to India by the
imposition of the cotton excise duty is that it has dis-
credited excise duties as a whole. The question of their
place in our fiscal system is not considered on its own
merits and the passions engendered by the forimer
controversies fill the atmosphere with neoxicus vapours
which make it difficult for us to view the matter in the
clear light of reason. The Fiscal Commission urged
the necessity of beginning with a clean slate. But the
prejudices against excise duties cannot disappear by
wiping the slate clean and echoes of these controversies
will continue to be heard long after the cotton excise
duty has become a dead issue. The arguments in
favour of excise duties have been clearly and concisely
stated by the Fiscal Commission. * Theoretically im-
position of equal excise and import duties is a sound
method of indirect taxation in cases when the home in-
dustry does not require protection.” 1f the State has to
get what the consumers have to pay, it is necessary that a
revenue import duty should be accompanied by a counter-
vailing excise duty, if the success of the latter can be en-
sured from the administrative standpoint. This is not only
economic orthodoxy but plain commonsense and shonld
be a cardinal feature of our tariff policy. The mere fact
that cotton excise duty had an unhappy history does not
change the essentials of the situation. The cotton mill
industry in India is an old and well-established indusiry,
and the presumption against it being granted protection
is very strong indeed, if our real object is to promote
the best interests of the country and not to pay off the
old sccres. The export of three-fifths of the cotton
grown in the country or the import of two-thirds of cloth
required by the people has no bearing on this aspect of
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the question. It is not possible to ignore the part that
sentiment piays in human affairs and we rfay refuse to
impose excise duty on cotton industry as it revives evil
memories of the past; but we should know that we are
paving a price for keeping these apparitions out of
sight and the price is to be paid by those who can least
afford it.

If a high import daty of 11 per cent is continuned and
an excise duty is not imposed, even if there is no case
for protecting the cotton industry, we will be repeating
the wrong that has been committed in every protectionist
country, the wrong of pampering the few at the expense
of the community as a whole.?

Sall fax—ils place ¢ the Indian fiscal sysiem

Of the other excises levied for the purpose of revenue,
it is not necessary to say much. Salt tax, which is,
however, partly a customs duty, is the most important
among them and is another impost which has a history

? The recommendations of the Tariff Beard for the grant of a
bounty and an all-round iocrease of import duty to Lelp the cotton
industry to tide over the existing difficulties have not been accept-
ed by the Goverument of India on the ground that cotton industry
should need no stimulus at the cost of the general taxpayer, if
such developmenut is in its own interest. The "Tarif Board's
recommendations were based oo the assumptiou ibat cotton mill
industry was suffering - on account of competition from Japaa.
According tu the findings of the ‘Tariff $hoard, the =tfects of these
couditions, which give Japan an unfair advantage over India, will
have disappeared by the end of 1925-30. If thisis so, it should ke
prossible, in a few mounths, to raise the question of the reimposition
of cotton excise duty, Cotton industry will presumably then be in
a position to stand on its own legs and it willi be in accordance
with general principles and the recommendations of the Fiscal
Commission to impose an excise duty on cotton inrdustry not of
3k per cent but of 11 per cent and if that be moere than sufficient 10
1aeet the revenue necessities of the country, a lower rate cun be
fixed both for customs and excise duties. But even the Govern-
ment of India, armed as it is with extraordinary powers, canoot
contemplate with equanimity the possibility of imposing 11 per cent
excise duty on Indian cotton industry. It may be avery sound
theory, bttt it ig extremely bad politics, The clean slate does not
<airy us very far. The stern realities of the situation havs to be
4accepted, but the principle of discrimipnation in its application to
the cotton industry is thereby sacrificed.
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of its own and played a prominent roke in, our political
controversies, The arguments for and against it are
very simple and the frequency with which they have
been discussed makes il unnecessary to mention them
here. Isthesalttaxto go? The answer to this gnestion
does not involve considerations of principle, but only
of practical expediency. The Taxation Committee argued
that if it was desirable to impose any tax on the mass
of the community at all, there was much to be said
tor the continuance of the salt tax. But this view is
hardly worth considering, as most of the tazes in India
are paid by ¢ the mass of the community ’, and it is not
possible to justify the retention of the salt tax on this
ground. Ttis not even necessary to preserve it as an
emergency reserve. This consideration might have been
important in the pre-War years, but now the development
of income-tax and customs has changed the situation and
they can be jointly relied upen for giving te our tax
system the elasticity which it ought to possess, if we are
to be prepared for all contingencies. The Taxation
Committee has given certain figures to show that the
present rate of duty does not restrict sait consumption
below the quantity necessary for health. General
averages do not afford a very safe guide and it is
necessary to examine the effect of this duty on consump-
tion more carefully; and if it is a fact that the people
are in a position to buy all the salt they reauire for
their health at present prices, the continuance or the
repeal of this tax should then be determined by practical
considerations.

The abolition of the tax can be urged on the piea
that either it will materially improve the purchasing
power of the people and make it possible for them to
raise their standard of living, or otherwise give them a
margin to increase their savings. If this is to be the
crucial consideration for reaching a decision on this point,
it will be obvious to everyone who can discuss it in a
. detached manner, that the continuance of the salt tax
ecannot be a factor which will in any way adversely affect
the economic welfare of the people. The average yield
of the tax is about 7 crores out of the total revenue of
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about 150 crores and its incidence per head is 3} annas.
If the tax is repealed, the country as a wlole will lose
about 4'8 per cent of its tax revenue and each individual
will increase his purchasing power by 3! annas. The loss
of revenue will cause serious inconvenience to the
community and make it necessary for it to tap new
sources or restrict its expenditure, while the individual
practically will gain nothing by the change. 1t has
already been stated in the first chapter that, in view of
the urgent need of increasing our public expenditure in
s0 tnany directions, it is a wrong policy to strive to
veduce the general level of taxation. The people can
afford to pay the existing taxes and even more, if their
money is spent for dynamic purposes. The right line of
advance is, therefore, to seek to bring about a more
effective utilization of the yield of this tax, as of other
taxes, and not its abolition.

Tobacco duty and ils fiscal possidilities

Among the excise duties, which are not imposed at
present but have very great potential importance as
reveaue producers, a tax on tobacco produced and
manufactured in India easily comes first. The hesitation
felt by our Gavernment till now in introducing this tax is
another testimony of its lack of enterprise in matters
relating to taxation, which has been such an outstanding
feature of its policy in this country. The only argument
for inaction, which has been consistently urged, whenever
the proposal for taxing tobacco has been made, is that
there are great administrative difficulties in the way of en~
suring the success of such a measure of taxation. James
Wilson, who gave an important place to the tobacco tax
in his budget of 1860, expressed his opirion on the
proposal in the following words., *The only other tax
whick we propose is a duty on home-grown tobacco to
an amount as nearly corresponding with the import duty
as possible. I am aware that there has been much
discussion in respect of this duty ; 1 am aware that the
Opinion is not unanimous on the subject, but it is very
nearly so and the objections of those who have opposed
it mve been confined chiefly, I think, to the difficulty of
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levying it. Sir, when a minister in England complains of
the difficulty ‘of his task, he is not infrequently told that
he occupies his high office for the purpose of overcoming
these difficulties—Ilet us accept the same obligation. I
hope within a short time, when my hands are less full, to
offer a measure to the council which it will approve for
the purpose *. During the few months that Wilson was
spared after making this memorable speech, his hands
were full at the time and he could not elaborate his
proposal.

Though since his death the finances of India have
been in charge of twenty-three Finance Members,
though the tax has been developed in almost all the
civilized countries of the world and is being levied with
considerable success in as many as seventy-two Indian
States, the customs duty on tobacco, after passing
through a number of vicissitudes, now stands at 100 per
cent and vields a revenue of 190 lacs, though the manu-
facture of cigars and cigarettes has been undertaken
within the country and has become a large scale industry ;
still the question of taxation on tobacco is under
consideration and the Provincial Governments have to
formulate their views on it, The difficulty of levying it
has been, as it was in 1860, the main objection all these
years against its iptrodoction and the ministers who
have held this high office have not been told that they
occupy their responsible pasition for overcoming this
difficulty. But it is time that this obligation should now
be accepted and no further delay allowed to occur in the
imposition of this tax. An estimate of its probable
yield must be more or less a conjecture, but that it
will be considerable does not admit of any doubt.
According to one calculation, the tax will yield abont 12
crotes, if its incidence is as high as it is in the Travan-
core State.

In the initia! stages the rate of the tax will have
to be kept low and it will take time before the point of
maximuny revenue is reached. Even in the beginning a
revenue of at least three crores can be expected and it
wiil not take long to work up te a higher figure. The
form in which this tax is to be imposed will, to a certain
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extent, depend upon as to whether its yield is to go to the
Cezatral or the Provincial treasuries. A State monopoly
of tohacco prodaction and manufacture need not present
insaperable difficulties, if it is to be a central spurce of
revenue. But this wil]l probably be against the trend of
federal finance in India and a license duty on vend
combined with excise duty on manufacture will be a
satisfactory method of introducing this tax. We have
waited Jong enough. It is necessary to take immediate
action in the matter,

Lack of constructive thinking about excise duties

I has already been said in the openiug paragraph of
this chapter that the extinction of revenue derived from
the taxation of liguors and drugs, howsoever desirable it
may be, is out of the question for the period that we need
take into account for practical purposes. This is the
official view of the matter ; and the consistency with which
it has been urged against the popular view makes it
difficult for a scientific student of the subject to associate
himself with it without Incurring the suspicion of
becoming a partisan in the controversy which has now
been carried on for over forty years without producing
any effect on the general tenor of debate. The arguments
used on both sides are familiar and it is not necessary to
set them forth here for getting the whole guestion into
the right focus. The controversy has, all these years,
been conducted on the same plane of thought. If one
reads the despatch of 1888, which Lord Cross, the then
Secretary of State, addressed to the Government of India
on the subject of the excise policy of the latter and
the speech of Sir Basil Blackett in the Legislative
Assembly in September 1925 on the resolution re-
commending the prohibition of the import, mannfacture,
sale and use of liquor in India, we find that the official’
view has not changed since 1888 and besides citing the
figures of the excise revenue and liquor consumption of
recent years, the Finance Member said nothing which had
not been expressed several times over by his predeces-
sors. Similarly the perusal of speeches delivered by our
legistators in the full-dress debates, which have taken
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place on this subject in the Central and Provincial
Legislatures * since the introduction of the Reforms,
produces the impression of our having got into a mental
rut, which has become an important Ilimiting factor
in our discussion of the question. The charge that the
Government officers attach greater importance to the
consideration for public revenues than for the social well-
being of the people has always been levelled against
them and as often indignantly repudiated by them.

The relative merits of the auction and fixed-fee system
of licensing the vendors have been discussed threadbare ;
and now three Provinces are using the fixed-fee system,
with the modification of charging a sliding scale of duties
according to the quantity sold and the rest are satisfied
with the system of auction sales. The Government of
India, in paragraph 7 of their despatch No. 12 of 1914,
thus conchuded their observations on this peint: * For
the present, therefore, while we desire to retain the
existing systems as they have developed to meet local
needs, we do not regard the question as closed’. The
question is open still and we are no nearer its solution
now than we were in 1914. The desirability of ascertain-
ing and deferring as much as possible to reasonable
public opinicn has been conceded by the Government;
but they have, all along, been strongly opposed to giving
the local licensing boards any executive powers lest it
should be converted into a system of local option, which
development, according to them, would be antagonis-
tic to genuine progress in the cause of temperance. The
Government have held that, to use the words of the des-
patch referred to above, * thetr primary duty, and cne of
greater importance than the reduction of licit consump-
tion, is the complete suppression of illicit manufacture
&nd vend.’ This point has always been greatly stressed
by the exponents of official view ; and its bearing, it may
be added, on the issues involved not adequately appre-
ciated by its critics. It seems, therefore, futile to, dwell
on these points at greater length, or try to forecast the
future developments. Public opinion in favour of
prohibition has gained strength in the last decade, but
the prospect of its being enforced has become more

102



Indirect Taxes

remote than ever on account of the increasing depend-
ence of the Provincial Governments on this source of
Tevenae.

Inadequacy of the formula * maximum of
vevenue wilk mintmaum of consumpiion’

It may, however, be useful to say a few words about
two aspects of the question, the one economic and the
other administrative. The fermula in which the Govern-
ment policy has been embodied is ¢ maximum of revenue
with minimum of consumption’. This has been inter-
preted to mean that it is the duty of the Government to
minimize temptation to those who do not drink and
discourage excess among those who do ; and the methods
employed for realizing this aim are the reduction of the
number of licensed shops and hours of sale. the control
of their location and the imposition of as high a rate of
daty as possible without encouraging illicit manufacture
and vend. Since 1906-7, the number of sheps for the sale
of liquor and drugs has been redoced from 1.12,086 to
76,484 in 1913-4, and to 59,125 in 1923—4. The revenue
during the same period has increased from 884 crores
in 1905-7, to 1330 crores in 1913-4, and 19-27 crores in
1923-4; and the incidence of taxation per head of popu-
lation from 6} annas in 1806-7 to 8 annas 5 pies in
1913-4, and to 12% annas in 1923-4, The consumption
during the same period has not increased, but has not
varied in inverse ratio to the increase in the rates. Com-
plete figures for the consumption of country spirits,
toddy and drugs are not easy to obtain, but from the
figures of the consumption of country spirits given by
the Taxation Committee it appears that it has decreased
from 6,957 thousand gallons in 1306-7 to 4,976 thousand
gallons in 1923-4. In seventeen years while the incidence
of taxation has increased by nearly 100 per cent and
revenue by 113 per cent, the consumption bas decreased
only by about 16 per cent. This points 1o the conclusion
that the demand for liquor {s, relatively speaking,"
inelastic; and the policy of reducing comsumption by
raising taxation can be effective only within very narrow
Hmits. The same can be said of intoxicating drugs as
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well ; and if this be true, it will appear that the raising
of duties toca high limit, even though it does not
encourage illicit production, may lead to the maximum of
revenue without the minimum of consumption in the
sense in which the phrase is ordinarily understood.

This consideration suggests the need of attacking the
evil in some other way. The policy of raising the prices
of liquor and drugs by raising the rates of duties can be
carried too far ; and in a country, where the purchasing
power of an average family is so low, it may depress the
standard of living of the people withont causing an
appreciable reduction of consumption. Mr. G, P. Hogg,
Commissioner of FExcise (Bengal), pointed out very
clearly the limitation of the formula adopted by the
Government in his evidence before the Taxation Inguiry
Committee. He hit it off so well that it will not be
amiss to quote his statement in full. ‘I have,” he
said, *always felt that the dictum * minimum of
consumption with maximum of revenue” is not ao
adequate statement of policy. As between consump-
tion and revenue it expresses a valuable connexion
hut only relaizvely, Tt affords no guide to the absolute
winimum consumption or maximum of revenue whick
the State is prepared to coliect. For every given
level of consumption, there is a maximum revenne
obtainable and vice versa. But as to what the level
ought to be, the principle gives us no clue whatsoever,
The criticism 1is, therefore, not without some force that
the Government is making it more difficult every year to
replace the revenue which, on the whole, is increasing.
It seems to me that if it be really conceded that the aim
of the Govermment policy is to effect a steady reduction
of the consumption of country spirits and hemp drugs,
one of the first steps should be to fix the maximum
amount of revenue which the Government requires from
the sources and then press down the consumption to the
corresponding minimum level. As new sources of
revenue are secured and the old sources yield increased
amount, the excise revenue wounld be correspondingly
reduced and consumption further diminished. The
position at present is that consumption goes up, Govern-
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ment iIncreases its estimate of revenue and then it
becomes more difficult to carry measures likely to affect
budget expectations. 1 need not elaborate the argument
at length, but I think that the Government might express
its policy in more definite terms—adsolufe rather than
relafive in character—on the assumption that future
developments in India will be steadily in the direction of
reducing the consumption of excisable articles.” This is
an admirable statement of the present position and
coming as it does from an officer intimately connected
with the excise administration, it should carry the weight
which it deserves. The charge against the excise policy
of the Government is not that it has increased consump-
tion, but that it has not reduced it to any considerable
extent. The Government must, therefore, adopt maore
positive methods for reducing consumption and not
rest contented with the automatic effects of increased
taxation.

LDiversity of excise dulies—a special
feature of the Indian fiscal system

The rates of excise duties are pot uniform in India
and in this respect practice in this country is different
from what is held to be right policy and practice
elsewhere. In the American constitution, it is pro-
vided that *the Congress shall have power to lay
and collect taxes, duties, imposts and excises, and to
pay the debts and provide for the common defence and
general welfare of the United States ; but all duties, im-
posts and excises shall be uniform throughout the United
States.’ In other countries, a similar constitutional
pProvision is made and diversity of excise duties is rightly
considered as subversive of the principles of federal union.
It India, the rates of duty on country spirits per proof
gailon vary from 6 annas to Rs. 21-2 ; and the rates vary
not only from Province to Province, but also in the same
Province. The rates inBihar and Orissa vary from 10 annas
to Rs. 10, in Bengal from Rs. 1-12 to Rs. 21-2, in Madras
from 15 annas to Rs. 10-10, in Burma from 6 annas
to Rs. 1312 and in the Central Provinces from 10 annas
to Rs. 13-12. The rates on drugs are also different,
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though the range of variations is not quite so wide, This
diversity of rutes is accounted for by various reasons, "It
15 due to difference in the economic conditions of the
-people, facilities for illicit distillation, varving standards
of efficiency reached in Qifferent parts of the country and
proximity or otherwise to the Indian States where lower
rates of duty are charged and control over production is
not quite so strict. All the administrative officers seem
to be agreed that the uniformity of rates is not practi-
cable in India. The different rates may be tolerated as
a necessary evil; hut it should be possible to reduce
their variety considerably if the inconvenience caused by
them in a system of federal finance is fully realized.
The difficulty has alreadv been experienced and over-
come by a makeshift device. But the danger of
smuggling from a low-duty zone to a high-duty zone
‘must always remain an embarrassing feature of the fiscal
systems if the rates of duty vary from Province to
Province and from district to district in the same
Province. There are certain hilly tracts inhabited by
backward tribes, where it is not possible to enforce a high
rate of duty; bat snch areas are not many and it would
not be difficult to apply to them special regulations for
excise administration, but there is no reason why the
progress of the country as a whole towards a greater
uniformity of rates should be held up because of this
difficulty. The highest rate in Bengal is Rs. 21-.2 and in
Bombay only Rs. 10. It cannot be maintained that this
difference in rates is justified by difference in economic
and other conditions of these two Presidencies. There
is a close connexion between the excise revenue and
the economic condition of the people, closer perhaps
than between the latter and other sources of revenue ; but
the incidence of revenue varies from 3 annas 5 piesin the
North-West Frontier Provinzce to Rs. 2-2-5 in Bombay.
In Madras it is Rs. 1-2.6, in the Punjab 13 annas
10 pies, in the United Provinces 9 annas 1 pie, and in
Bengal 7 annas 4 pies. The difference in the purchasing
power of the people in different Provinces cannot possibly
correspond to these extreme variations in the incidence
of excise duties, '

106



Indirect Taxes

Need for a greater uniformity of rafes

It ought to be possible to level up these rates and reduce
their diversity within well-defined limits. The first step
should, of course, be greater uniformity in each Province
itself. Bombay has more than eleven rates, while
Madras has practically two. In the latter Presidency, in
twenty districts the rates vary from Rs. 87 to Rs. 8-13,
and is Rs. 10-10 in five districts. In twenty-five out of
its twenty-seven districts there are thns practically two
rates of duty on country spirits. It should be possible
to do in Bombay and in other Provinces, what has been
done in Madras. Everywhere the conditions in capital
towns and industrial centres are different from those in
smaller towns and rural areas, but this is not made a
reason for levying varying rates of excise by other
Governments. Mr. A. G. Stekes, Commissioner of
Excise (Madras), in his evidence before the Taxation
Inquiry Committea, expressed himself thus: ¢ The
nature of the country and the propensities of the people
are not uniform. Many facts arise while the question of
fixing duty is considered and though uniformity is on
general grounds desirable, I do not regard it as
essential’.  Mr, Hoge of Bengal adopted a similar view.
‘1 do not see,” he said, ‘any merit in uniformity.
Where good reasons exist for variations, then the only
opposing facter that need be considered is complication
and confusion of Accounts and figures.” The right view .
is that the uniformity of rates is both desirable and
essential. And it is because uniformity in such matters
is a factor of considerable importance in a well-organized
system of federal finance, that varying excises are not
permitted anywhere in the world. Variety should be an
exception rather than the rule. It is necessary to make
concerted efforts to introduce greater uniformity of
rates and even an absoluie uniformity should not be
dismissed as a purely Utopian ideal.

Opium policy of the Government of India

Opium, once the most important source of revente,
next to land revenue, is now, relatively speaking, of
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very little fiscal importance. The opium policy of the
Government «of India has, since John Bright led a
campaign against it, been condemned vehemently from
time to time. Now the Government has stopped the
sale of gpium by auction and undertaken to extinguish
the exports of opium for other than medical and scientific
purposes. There will he no exports of opium for
purposes other than those to which no exception can be
takea after 1935, The Government of Iodia derive a
net revenue of 145 crores by the sale of opium
outside India. Their net revenue for three years before
the War was on the average about 8 crores, It will,
in ten years, bz practically reduced to a vanishiag
peint, The Provineial Governments receive about
" 1-6 crores by the saie of excise opium and the amount
is likely to remain a fairly constant factor in the
Provincial revenue for some vears to come. It will be
beside the point to say anything about the controversy
which has arisen regarding India’s right to regulate her
domestic consumption without any outside interference.
The action which the Government of India has already
taken in restricting exports will go a long way in remov-
ing the misunderstanding that has arisen. It is necessary
to go further and restrict the consumption at home.
There is unmistakable evidence that in certain
areas opium evil does exist. Assam with a population
of 7't millions has an annual consumption of 838 maunds;
while in the United Provinces, with its population of
45 millions, the consumption is 530 maunds; and in
Bombay, with its population of 19 millions, it is 734
maunds. The fact that the average consumption per
head in this country in 1893, when the Royal Commission
on Opium conducted its inquiries, was 27 grains, and
now it is 17 grains, does not mean anything, if in
certain local areas consumption is very large and under-
mining the health and morals of the people. It is
possible to adopt a more rigorous policy in the case of
opium than in that of other intoxicants, on account of the
Government monopoly of cultivation and manufacture.
Smuggling, that has been growing of late, will have to
be put down and will require a greater degree of inter-
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Provincial co-operation. But now that the Indian States
are coming gradually into line with British India in
this matter, it should be possible to reduce the consump-
tion within the country much more rapidly. This wiil
satisfy the world conscience and be also desirable from
the national standpoint. If this line of action is adopted,?
it will, of course, mean that even for Provincial purposes
opium will dwindle in importance as a source of revenue.
This result will not caunse any serious inconvenience and
be welcomed by the advocates of temperance.

Stamps, registration and court fecs

Stamps and registration together contribute 14-6 crores
to the puablic treasury in India, which is more than
9 per cent of our total tax revenue. The receipts from
these duties have been increasing since 1878-%, They
were then 3-2 croies, increased to 5 crores in 1900-1,
to 841 crores in 1913-4 and to 14:26 crores in 1924-5,
They have increased not only absolutely, but their
relative importance in our tax system has also increased.
They were 55 per cent of our tax revenue in 1878-9,
5-8 per cent in 1900-1, 8 per cent in 1913-4, and over
9 per cent in 1924-5. Their incidence is very douttful and
it is, therefore, difficuit to classify, them. It has even
been argued that they are not taxes, but fees for services
rendered. It is possible to maintain this view, but the
balance of arguments is in favour of regarding them as
taxes, though it is almost impossible to say whether
they are shifted and, if so, on whom their incidence
rests. It is not possible to graduate them according to
the paying capacity of individuals and the rates cannot
be framed withreference to any principle other than that
of not raising them so high as to reduce their yield.
Hobson is of opinion that they are * cumbersome relics of
the past, haphazard methods of catchpenny improviza-
tion, which have no place in a scientific svstem of
finance’. From a theoretical standpoint it is difficult to
dissent from this view and there is, therefore, a great
deal to be said against placing an undue reliance upon
them for fiscal purposes. But the place which they have
already secured for themselves in the tax system of our
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country as well as in those of other countries makes it
very unlikely that they will be dislodged from their
present position of considerable importance. They will,
therefore, contintie to remain an important source of
reventie in the near future and have to be reckoned with
in our schemes of fiscal reconstruction.

It is not possible to determine whether the stamp duties
on various kinds of transactions are rightly imposed and
whether their rates are or are not unduly high., The
quiestion whether court fees should just cover or more
than cover the cost of judicial administration has been
debated since 1886; and apart from the fact that it is
impossible to say how far the existing rates are yielding
profit, the issue cannot be settled on & prior grounds.
Bentham's view that jostice should not be sold is one
view of the matter; the other view is that the imposition
of court fees is necessary to deter the people from
indulging to excess in their favourite pastime of litigation.
The practical consideration that it is undesirable for the
different Provinces to have varying rates of these duties
has been emphasized by the Taxation Inquiry Com-
mittee. It ought to be clear now that what the Meston
Committee called® a genuine and complete separation of
resources’ does not require that the receipts of non-
judicial stamps shounld be appropriated by the same
authority which gets the yield of court fees. Compli-
. cations are arising which ought to be avoided; and
Central legislation and Central control of these taxes is
necessary in the interest of, what the Australian
Commission on Taxation called, the harmonization of
taxation.

Concluding observalions

This review of indirect taxes and their place in our
tax system may now be concluded. They have bheen
dealt with in this chapter in a somewhat fragmentary
manner on account of the necessity of covering a wide
range and of taking into consideration a variety of issues.
The fact, that they occupy such an important place in our
tax system steepens its otherwise inverted progression
and supports the view that the right line of advance in,
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India, since these taxes have to be with us for a very long
time, is to change the incidence of the benefits of expen-
diture rather than that of the burden of ‘taxation; though
the need of developing direct taxation to the utmost
is imperative and has to be properly appreciated.
Administrative considerations are particularly importiant
in connexion with these taxes and have to play an
important role in the determination of our future policy
with regard to tariffs. If the latter are to be administered
weil, they must he placed in the charge of a competent
body of experts who should not only consider the ques-
tion of granting protection to particular industries, but
examine their effects on our entire economic life, specially
on our position in the world markets. Early financial
settlement with the Indian States is of Immediate
importance and should be concluded to dispose of the
outstapding issues and provide for an orderly and
bharmonicus development of our entire economic life.
Indirect taxes cannot be abolished, but they can he
wisely regulated ; and the way to do so is to understand
the intricacy of the problems which they give rise to
and take a matter-of-fact view in these matters. These
taxes, or most of them, have been very much to the fore
in our political controversies, but that has not heiped us
to clarify our ideas with regard to them; and it would
not lead to a better undersianding of their position in
our tax system if we continue to treat them solely as
political issues. Denunciation is at best a negative
virtne and we need a great deal more than that for the
task of fiscal reconstruction that awaits us.

11



CHAPTER V

NON-TAX SOURCES OF REVENUES

Importance of non-tax sources of revenue

The distinction between tax and non-tax sources of
revenue is not clear cut. Non-tax ‘sources of revenue,
apart from administrative receipts which are not impor-
tant are either fiscal monopolies or public domains and
industrial undertakings., FPFiscal monopolies like salt,
tobacco and rnatches are made the exclusive preserve of
the State primarily and specifically for the purpose of
increasing public revanues and can be and are made use
of as a means of indirect taxation. Public domains and
industrial undertakings are managed as guasi-commercial
concerns but can also be utilized for realizing a monopoly
revenue which, in the last analysis, can hardly be distin-
guished from taxation proper in the case of public
authorities. In India, opium is the only fiscal monopoly,
but as it has no future, it is not necessary to add to what
has been said already in the last chapter. I1f salt and
tobacco are not to be made public monopolies in India,
the question of fiscal monopolies does not possess any
practical interest for the fiscal reformer al present. But
the same cannot he satd of public domains and industrial
undertakings. Posts and telegraphs, railways, irrigation
and forests are, collectively, important sources of revenue
for the State and their importance in our fiscal system is
not only great but also growing. Of these, nothing need
be said about posts and telegraphs. Their net receipts
bardly amount to 50 lacs: and as the Government has
always disowned the intention of relying upon these
departments for expanding its revenues, it may ba
assumed that they wili in future just pay their own way ;
and if they vield a substantial surplus, it will either be
used for improving their efficiency of service or
dissipated by a reduction of rates.
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The bearing of railway finance
on problems of fiscal yeconstruction

The other three activities of the Government are,
however, on a different footing. Railways have been
made autonomous by the separation of railway finance
irom general finance, but they have not ceased to be of
interest to the student of taxation on that account. The
convention, according to which antonomy has been secured
to them, is subject to revision and is being provisionally
tried for three years. It is, therefore, possible for the
Government to levy a higher contribution on the railways
than they are paying under the existing arrangements.
‘The Government is now receiving about 55 crores
from railways and this amount is likely to grow larger
with their increasing prosperity. The Taxation Com-
mittee has come to the conclusion that the amount so paid
is to be included in pure taxation; and though the point is,
as the committee itself has admitted, debatable, the argu-
ments in its favour are fairly convineing and the amount
in question can well be taken as part of the tax revenue
of the Government. But the most important reason why
the railway earnings and the principles which govern
their aggregate amount cannot be left out of account by
the fiscal reformer is the fact that the problem of rate-
making is exceedingly complex and is, in many ways,
similar to the problem of taxation. The principle of
charging what the traffic will bear has been interpreted
by some eminent authorities as analogous to the principle
of ability to pay and justified on that ground. ¢ Acworth
interprets,’ to guote Ripley, ‘charging what the traffic.
will bear as something analogous to this. His allegation
is that the rate schedules are built upon the principle of
* equality of sacrifice ” otherwise characterized as temper-
ing the wind to the shorn lamb’, Hadley is more
explicit, defends the principle against its abuse and adds
that * it is unpopular because it has been misapplied by
1ailway managers and made an excuse for charging
what the traffic will not bear. Really applied, however,
it iz the only sound economic principle, It means taxation
according to ability—ability being determined by actual
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experiment’. It is open to questiom whether the
experimental.-method, which the railway managers can
use for assessing the ability to pay, can be taken
2s.a safe guide for the purpose; for the mere fact
that the traffic is not appreciably diminished by raising
a particular rate may be more a proof of the infiexi-
hility of the demand for the commodity which has to
pay a heavier rate than of the ability of those on whom
it falls.

But it may be admitted that the process of railway
rate-making i5 so far removed from the process of
valnation in the ordinary sense of the word that it
can be maintained that it is, in some respects, not
different from the process by which the schedules of
customs and excise duties are built up. The principle
of charging what the traffic will bear can be justified on
the ground that it leads to the fuller utilization of
railways. That is so; but the iimits within which the
Traffic Manager can vary his rates, without consciously
infringing the principle of rate-making, give him anamount
of power which can very well be likened to the taxing
authority of the State. There is an element of arbitrari~
ness in the exercise of this power; considerations of cost
and utility afford very little guidance in the determinatiom
of individual rates ; and the officer has to rely more upon
his judgment of what is right and ought to be, rather
than upon objective facts which he must take for granted,
Railways in India are the property of the State and even if
the lines which have recently been brought under State
management and others whose contracts have not as yet
expired are leased to indigenous companies later on,
public control of rates in the interest of the community
will be a necessity. Internal antonomy of railways is
highly desirable; but the enormous financial stake
which the State has in their management and their vital
importance to the economic life of the country, be-
sides, of course, the complexity of rate-making itself,
make it egually desirable that the policy of our fiscal
reform should be shaped with due regard to the posi-
tion of railways in our financial organization. In
accordance with the provisions of the London Protocol,
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1924, the German railways have been transformed into
an autonomous undertaking with its own,property and
its own liabilities ; but the organization has had to assume
a liabitity of eleven milliard marks for the payment
of reparations which will not be completely redeemed
till 1964. This, of course, means that the German
people are to be taxed through their railways for forty
years to meet the Versailles Treaty obligations. A
similar possibility of levying heavy taxation on the
people through the railways, exists in India, as in every
other country where they have been nationalized,
Changes in railway rates cannot but have a pro-
found effect on the entire working of our fiscal system..
They are intimately connected with the questions
of the incidence of protective duties, the price of
salt and similar other issues which have to be con-
sidered when the practical aspects of taxation policies
are under -discussion. Railway finance has, there-
fore, a considerable bearing on all problems of fiscal
reconstruction.

Water rales in relation fo Indian lax sysiem

It is also unnecessary to point out the relation of
water rates to the Indian tax system. They are, at
present, almost an integral part of our land revenue
system in some Provinces and these rales are changed
to suit the varying needs of the Provincial exchequers.
The intimate connexion which exists between them
and the land revenue system is open to criticism frem
the standpoint of fiscal theory and sound business
wmethods and has to be revised, if irrigation is to be
made an autonomous undertaking. PEBut even then it.,
will be almost impossible to divorce water rates com-
pletely from land taxation ; and in their case again the
problem of fixing rates is a difficult one and presents
issues which are similar to those that have to be dealt
with while considering the questions of taxation. Their
place in any scheme of fiscal reorganization has to be
carefully considered; and it will not, as it will be
pointed out a little later in this chapter, be easy to make
the necessary adjustments.
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Drvelopment of forests for fiscal purposes

Forests do not present any complex issues at present ;
but it is the view of all who are entitled to speak with
authority on the matier that their potential importance
is great and, apart from conferring incalculable benefits
on the country from the standpoint of its economic
development, they c¢an become very good revenue
producers for the State, if they are exploited scientifically
and adequate funds are provided for the purpose. A
responsible forest officer anticipates the addition of an
annual revenue of 50 crores from forests in about fifty
vears, if the Government is prepared to finance the
schemes of development, the future success of which
cannot be a matter of any doubt or difference of opinion,
This is, of course, a guess; but when it is remem-
bered that now the net revenue from this sonurce is about
2:2 crores and more than 20 per cent of the area of
British India is under forests, one can very well expect
a very great expansion of forest revenue without taking
an over-optimistic view of their future possibilities.
Forests are the public domain of the Government, which
have to be fully developed as much in the interest of
public revenues as of the general welfare of the
community.

Railzways - o public wiility enterprise

Tt is always stated that railways are a business under-
taking and ought to be run on purely commercial lines,
Whether this consideration should be accepted as all-
important in the management of railways depends upon
how we interpret it. That their working expenses,
which must include an adequate provision for the
depreciation of plant and equipment, should be fully
covered by the railway earnings, and that the claims of
the stock and bond-holders be met out of the surplus, of
course goes without saying. In this sense the railways
should certainly be managed as a commercial undertaking.
The Inchcape Committee was of opinion that the country
could not afford to subsidize its railways, and that it was
necessary to ensure that not only the railways be placed
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on a self-supporting basis, but an adequate return obtained
for the large capital expenditure which had been incurred
by the State; and it held that if they were to yield an
econoric return on the capital invested by the State, they
should, after allowing for interest, annuity and sinking
fund payments, give an average return of at least 5] per
cent on the capital at charge. This rate is not excessive
and happens to correspond to the rate which the Inter-
State Commission of the United States has, under
the Act of 1920, been instructed to take as a fair
return for railway properties held and used in trans-
portation and to keep in view in fixing the rates of
the railway corporations. But this, of course, should
not be taken to mean that all non-commercial considera-
tions are to be ruled out of court in deciding railway
policies.

Railways are not a commercial undertaking in thislimit-
ed sense of the word. They are a first class public utility -
enterprise and are to be managed on that basis. The
non-commercial considerations, which are really social
vonsiderations, are, within the limits set by the necessity
of earning what the English Railway Act of 1921 calls
‘ the standard revenue’', of paramount importance and
should have free playv in determining the railway rates
and conditions of service. For this, it {s necessary that
the railways should, even when their management is in
the hands of several administrative units, be treated asi
one joint concern and the problems of their development|
approached from the national standpoint. They are a
vast undertaking ; but their efficiency and utility are sure
to be impaired, if the essential unity of their different
administrative organizations is lost sight of in the actual
working of railways. The same consideration requires
that there should be.a complete co-ordination between
the different forms of land transport and between them
and the carriers by sea and river. The recurrence of a
case like the one cited by the Acworth Committee, in
which railway rates were actually changed to kill a small
navigaiion company, should be rendered simply im-
possible. And, of course, the railway rate policy should
be so regulated that, thongh ordinarily the rates should
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be determined by business considerations, it should be
possible to realize objects of social utility through
changes in these rates. Taussig is of opinion that all
traffic is ancillary to the division of labour and that a
railway is not economically advantageous to the com-
munity unless it pays its way. This is, as already stated,
true within certain limits. It is, nevertheless, of great
importance that within these limits the railways should
be managed not merely as freight-carriers, but also as
a means of achieving ends, regarding the sacial utility of
which there cannot be any question, but whose value
cannot be measured by any pecuniary caleulation. This
means that the rate-fixing authority should have a wide
discretion in framing the schedules, and steps be
taken to see that it is exercised strictly for bona fide
purposes.

It may be legitimate to offer concession rates to an
industry, not merely because it is of advantage to open
a new region by railways which may not pay at the
outset, though this consideration will in most cases
suftice, but because it is in the interest of the community
to develop a particular area or industry. The exercise of
this power needs to be hedged by ceriain safeguards.
Railway rates are very flexible and can be made a cover
for personal or lacal discrimination of an anti-social
character. The need of constituting an anthority which
should do this work and run the enterprise as a social
undertaking is the more imperative on this account,
'But just because they are flexible and must be so in the
very nature of things is the reason why it is necessary
that the social standpoint should receive adeqguate
consideration when railway policy is conceived or
executed. Railways, to repeat once more, arc of such
vital importance to the community that the economic
considerations must be subordinated to those of social
well-being. And though on account of the immense
expenditure involved in constructing and running them,
it is not possible to make them a charge on the general
revenues, it is pre-eminently desirable that the
administration of railways be informed by a spirit
of public service, wilhout which it is impossible to
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make them really efficient, in the sense of getting the
utmost out of them for the community.

Secial significance of the separation of
railway fimance from general finance

The separation of railway finance from general finance
is & measure of great consequence from the financial
standpoint, but it is something more. It is a step towards
bringing India into line with the course of evolution
which the development of railways and similar
undertakicgs is taking everywhere. The Government
undertakings are, in an increasing number of countries,
being conducted by ad koc administrative Todies speci-
fically created to suit the exigencies of services rendered
by them. It may be assumed that such bodies will
tunction as efficiently as the boards of large joint-stock
companies. It is essential for the swccess of these new
experiments that the internal organization of these
undertakings should be improved, their capital and
revenue accounts maintained on an up-to-date basis, and
the traditions of a high standard of public duty which we
associate with all well-organized public services built up
in the conduct of these operations. The Indian railways
are in charge of the Railway Board whose internal
constitution has been recently revised. The system of
tailway accounts has been recast, but it needs to be
greatly impreved. The divisional systemr of administra-
tion which has been recently introduced will make
greater decentralization possible and relieve the officers at
the headquarters of routine work which is really outside
the proper sphere of their duties. But it is necessary to
carry the teform further, if we are to have a unified and
well co-ordinated system of railways in India. It is
necessary to have regrouping of our railways to avoid
overlapping of the spheres of operations or duplication
of plant. Separation of andit from accounts, introduced
recently, will have to be made a part of the wider reform
which should aim at the separation of executive from
supervisory functions. E=xperience will itself soggest
further lines of development, but the management by a
well-organized apd fully-equipped administrative body
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detached from the Central Government should be a sine
gua non of out future railway policy.

‘ One of the most interesting and unnoticed develop-
ments of recent decades,” according to Mr. J. M. Keynes,
'has been for the big enterprise to socialize itself.”
‘This development has two aspects. The first is that
public interest becomes a dominant factor in the manage-
ment of these undertakings, and the other is that their
internal organization is brought to a high level of
efficiency by entrusting their management to those who
have the necessary experience and ability for the work.
The latter are placed in a fiduciary position, and the
undertaking in their hands becomes a public trust and an
organ of the dynamic life of the community. This isthe
function which otir railways have to perform in our social
economy ; and the step that has recently been taken,
though primarily dictated by financial considerations,
is in keeping with the line of evolution of similar
undertakings in the other countries of the world. In
India, the Government already owns big enterprises.
It may be necessary to extend the scope of what is
known as State trading. It will be desirable to apply
the same principles of administration to all socialized
enterprises. ‘The need of constituting ad Aor bodies for
irrigation and forests will be referred to a little later.
But as posts and telegraphs are not to receive any
further consideration, it may here be stated that it is
necessary to reorganize this public department on the
same lines. Now that the process of separating capital
account from current account has been completed
in posts and telegraphs, it is possible to take the next
step and make this department an autonomous under-
taking. In Germany, since 1924, postal and telegraph
services have an organization of their own, with its own
property and its own liabilities. Of the current receipts
80 per cent are to go to a reserve fund until the fund has
risenl to a hundred million marks, when the whole surplus
will be paid over to the treasury. A similar change has
to be introduced in the organization of our postal and
telegraph services. It is called for in the interests of
efficiency and public utility.
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Theory and practice of rate-making and
the need of public regulation of vates

The guestions of the function and organization of
railways have a bearing on the problem of finding a
suitable place for them in our fiscal system, It1s in the
domain of rate-making that they assume special import-
ance. The theory of the matter, although not simple, is
not difficult to understand. But the arf of rate-making is
neither simple nor easy, and as strictly economic
considerations cannot be depended upon as guides in its
practice, there is room not only for honest and wide
divergences of opinion, but also for a great deal of
diserimination of social and anti-social character. The
difficulties of rate-tnaking arise, as is well known, from
the very conditions under which the railway operations
are, and have to be, conducted. The first apd the most
important of these is that the construction of railroads
entails a very heavy capital expenditure which makes the
overhead charges a very important determining factor in
rate-making. The total capital at charge of Indian
railways in 1924-5 was 7334 crores and their gross
earnings 1148 crores, or in cother words the former is
more than six times the latter. The other condition,
which is almost as important, is the fact that a very large
proportion of the carrent expenditure is independent of
the volume of business; and what is more, it is not
possible to allocate it among different items of traffic;.
and the apportionment of even the variable expenditure
is, in most cases, an impossible task.

If we take the railway expenditure for 1923-4, we
nnd that the working expenses amounted to 62'93
crores and interest on capital, including annuities, to
2393 crores. The interest charges are, of course,
fixed and do not vary with the volume of business.
It is not possible to analyse the working expenditure
here in order to see how far it is constant aud inde-
pendent of the volume of traffic and how far variable.
But it is certain that a large portion of this expen-
diture has to be incurred, irrespective of the amount
of the traffic carried over the lines. Maintenance
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of lines, for example, cost 1301 crores during that
year. A paft of thisexpenditure 1s due to wear and tear,
but this amount is small and the bulk of the amount spent
for this purpose is not variable to an appreciable degree.
Locomotive expenses in the same year amounted to
2180 crores. The proportion of variable expenditure
in this item is probably higher than in that of the
maintenance of way ; but even then not more than half of
the expenditure of a railway on locomotives depends
upon the voiume of business. Ripley, in summarizing
his observations on the expenditure of American railways,
comes to the conclusion that approximately two-thirds of
the total expenditure of a railroad and more than one-half
of the actual operating expenses are independent of the
voiume of traffic. If we assume that the same proportion
holds good in the case of Indian railways, and for our
argument this assumption will not be unwarranted by the
facts of the situation, out of the total expenditure ip
1923-4 about 533 crores can be taken as constant or
independent of the volume of traffic. That, of course,
means that the cost per unit of weight or per passenger
decreases with the increase of business, and that it is not
possible to differentiate it for different items of traffic.
The rate-making anthority has, therefore, to fix the rates
with reference to what is known as the principle of
charging what the traffic will bear, which has been
condemned by some as *the method of squeezing as
much as yon can without exceeding the limit of
endurance ', acd hailed, as already stated, by Acworth
and others as the ethical maxzim of * tempering the wind
to the shorn lamb’. It can, as a matter of fact, be used
for both the purposes ; but what is of importance is that,
as the cost of rendering each service is indeferminate, it
- is the only principle which can give any guidance in
framing railway tariffs. The necessity of using it as the
basis of railway ratés does not, however, provide safe-
guards against its abuse; and (he experience cf ail
countries has established the fact that without the public
regulation of rates it is impossible to ensure that they
shall be just and reasonable. Railways cannot conduct
iheir operations under competitive conditions. The
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existence of the latter is not only impracticable but also
uneconomical. )

The consolidation of different railways is in accord-
ance with the highest interests of the community;
and the power, which rate-making places in the
hands of those who are charged with this all-important
duty, ought to be exercised in the public interest. The
corrupt manipulation of railway rates has probably shown
the present econoimic system at its worst; and the
measures, like the Act to Regulate Commerce of the
- United States and the Railway Act of 1921 of Great Britain,
are a practical recognition of the supreme importance of
remedying these evils. Itis not enough that there should
not be any unfair discrimination or favouritism. That is
only a negative aspect of the question. [ts positive
aspect is that the rates should be determined by considera-
tions of social well-being., They should embody a
policy of social development. Even when there is no
discrimination, the principle of charging what the traffic
will bear does not guarantee that exorbitant rates will
not be charged; and what is more, there i5 nothing
inherent in the principle itself which may suggest that it
should be applied with a view to realizing the maximum
social advantage. It is to be interpreted very widely, if
1t is to serve as a dynamic principle of social importance.
This positive aspect of the policy of the public regulation
of rates makes the task of the rate-making anthority
infinitely more complex. The application of the principle
of charging what the traffic will bear is difficnlt enough
if its scope is confined to securing the fullest utilization of
rallway plant. But if, like taxation, it is to be used, even
though within certain limits, as a means of developing
the economic and social resources of the community, the
task becomes almost baffling and has to be done well,
to be placed in extremely competent hands. The power
which the railway rate-making authority possesses to
make and unmake individuals, industries, cities and even
wider territorial units, has to be used with strict regard to
the interests of the community, and it has to be con-
sciously exercised with the full understanding of its far-
veaching importance. Public regulation of rates is, then,
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a necessity to prevent personal and local discriminations
of the wrong kind and to promote the economic and social
development of the country.

The present position and £fs liabilities

The present position with regard to railway rates is
admittedly unsatisfactory. The Railway Act does not
make any provision for fixing them. But the Govern-
ment has, since the very beginning of railway construc-
tion in India, been trying to regulate them within certain
limits. Clause 8 of the original contracts of the late
guaranteed companies was intended to make it possible
for the Government to exercise some control over
the rates; but, as is well known, its actual operation
turned out to be unsatisfactory and the railway
companies were not amenable to the control of the
Government of India. A guaranteed system of railway
finance not only made the companies reckless regarding
capital expenditure, but took away from them all incen-
tive to develop traffic by the reduction of rates. They
sought to increase their profits not by increasing their
volume of business, but by raising their rates. The
Secretary of State made matters worse by his frequent
interference with and circumscription of the powers of
the Guvernment of India in this matter. The maximum
rates and fares laid down by the Government were of no
practical value ; and, even after 1879 under the new
system of company management, the Government did
not assume wider powers of control. It could fix
maximum and minimum rates, change maxima and
minima, but had no authority to challenge the discretion
of the companies in fixing the individual rates. The
position, so far as the company-managed systems are
concerned, is even now just the same. As Sir Clement
Hindly, the late Commissioner of Railways, in a meet-
ing held on 22 Awgust 1923 at Calcutta said, when
the question of reduction of freight on coal was
under discussion, ¢In the first place [ want it to be
clearly understood that the question of fixing railway
Tates is one which the Government of India delegate
entively to the companies. The Government of India

124



Non-tax Sowurces of Revenues

confine themselves to fixing maximum and minimum
rates ; and in accordance with the terms of the contract,
the companies fix their own rates.” The Government
and the public are thus helpless against the company-
managed railways ; and as about 15,000 miles of railways
are either owned and managed by companies or owned
By the State and managed by companies, and as the
contracts of some of them will not expire till 1950, it is
not possible to expect a more effective control of rates
in the near future. That the Government should have
civen the companies such a wide latitude in fixing rates
*in spite of their having contributed only a very small
portion of the capital required for the construction of
these Hnes, is 4 conclusive argument against the arrange-
ment by which this valuable public property has been
lcased to private concerns. The system has now been
fully discredited, but it is not possible to liguidate the
existing liabilities for some years to come.

Railway raies as an tnstrument of economic development

The inequalities which have existed between goods
for export and imported articles on the one hand, and
goods for internal use and locally manufactured articles
on the other, have been subjects of complaint for many
vears, and their removal has been urged successively
by the Industrial Commission, the Acworth Committee,
and the Fiscal Commission ; but there has not been any
appreciable improvement in the situation in this respect,
and it is even now maintained by the indigenous manu-
facturers and business men that export and inport traffic
still enjoys differential advantage over the movement
+f goods within the country. There is some justification
for charging lower rates for traffic to and from the ports.
It costs the railways less to handle this large volume of
business than what the Industrial Commission called
‘a number of casual driblets’. But now it is acknow-
iedged that the low port rates have to go, as they haveV
exercised and are exercising a depressing influence on
the development of home industries. This step is called
for not merely as an application of the principle of
charging what the traffic will bear, though in some
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cases the need of developing certain industries
which may.eventually give a large wvolume of busi-
ness to railways may justify the grant of concession
rates to them at the outset, but it is also neces-
sary for the success of the policy of developing the
economic resources of the coantry.

The Railway Board issued a circular in 1915, in which
the railways were asked to make a special endeavour to de
all that was possible for the encouragement of indigenous
industries, and since then three commissions have advo-
cated the adoption of a wider standpoint in the policy o
fixing railway rates; but we have not vet made much
headway in this direction and it is only when we realize
how very impracticable and inadvisable it is to base it on
narrow business constderations, that a real changec can
be effected. The railway administration ought to be an
autonomons undertaking ; but it shonld be run as, what it
essentially is, a public utility enterprise and within the
limits set by the need of making it self-supporting as a
whole, the railway fares and freight should be determined
by social needs. This is, of course, trune not only of
industries but also of agriculture and, as a matter of fact,

“of every kind of traffic. Special concession rates are
necessary in the case of fertilizers and implements, and a
very good case may be made for favourable treatment of
certain areas which are now undeveloped and backward.
It is neither necessary nor possible to go into details.
Railway rate policy of the Government is open to
criticism and it is essential to alter its fundamental basis.

_ Even from the orthodox standpoint the existing rates

" have to be thoroughly revised ; but if it is conceded that
it is necessary to take into account wider considerations
far a really progressive policy, it is highly desirable to
go further and examine their effects on the whole
economic life of the community. This change cannot be
carried out in its entirety on account of the limitations
imposed by the terms of the contracts and the special

features of our political life ; but if we admit its necessity
and do all that is possible under present conditions, we
shall be acting in a far-sighted manner and in conformity
with the trend of events everywhere.
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Agency tor public control of railway rales

Public regulation of rates requires that a special body
should be constituted for the purpose. The Railway
Board cannot perform this function. It is, of course,
outside the province of the Legislature or a committee
appointed by it. It is necessary to create a special agency
for fixing railway rates. The Acworth Committee
recommended the establishment of a rates tribunal to
adjudicate upon disputes between railways and the
] glblic in the matter of rates levied by the former. The
" Government has appointed a Rates Advisory Committee
instead to investigate and make recommendations to it
regarding complaints about undue preference and un-
reasonableness of rates and other conditions of packing,
ete, This committee has to deal with cases referred to
it by the Government on the application submitted by
the parties affected by the rates to which exception is
taken, The Indian Chamber of Commerce has expressed
its dissatisfaction with this committee, as, in its opinion,
a body so constituted cannot be relied upon to arbitrate
impartially between the railways and the public. Itis
necessary to provide a tribunal of appeal against the
decisions of the railways; and it 13, therefore, desirable
that it should be able to do its work without any fear
or favour. But even the Rates Advisory Committee
can, if its proceedings are open to the public and
the results of its investigations published for the informa-
tion of the latter, develop traditions of independence,
and for all practical purposes be a tribunal of appeal
against the decisions of the railway authorities. Now
the rates are fixed by the Agents of the State or
the company-managed lines between the maxima and
minima laid down by the Railway Board. The report
of the Rates Advisory Committee will be submitted
to the Government of India, and the latter may
be depended upon for taking necessary action to
redress the grievances, if a case against the Agents
has been made out by the committee; and even if
the Governmment is found wanting, the Railway Finance
Committee or even the Legislature can exercise a certain
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amotnt of pressure on the railway administration for the
redress of grievances.

A statatory body, with a well-recognized status, func-
tions and power to enforce its decisions on the railways,
would have been more effective for protecting the public
against unfair treatment ; but the Rates Advisory Com-
mittee can, if circumstances are not against it, do fairly
well for the purpose for which it is constituted.. There
is, however, another objection against its working which
is more fundamental. It is not really a rate-fixing
authority. The scope of its activities is limited, It
will only take cognizance of cases in which the rates
are alleged to be unreasonable or of a discriminatory
character. The Railway Rates Tribunal in England—
a statutory body set up by the Act of 1921-—has been
empowered to so regulate and control rates, charges
and conditions of service as to yield the companies
a standard revenue. It deals with all railway rates
and examines them with a view to see that they are
fair and reasonable. The tribunal is not only a court
of appeal, but also an administrative and supervisory
body. In India, we need a similar agenecy of control.
It wiil probably be necessary to have a number of local
boards with a central board for co-ordinating their
activities, These boards will bring all the rates umder
review from time to time, revise them in the light of
changes in general conditions, approve of the proposals
of railway officers and examine the cases which call for
special consideration and in which concession rates are to
be granted.

It will be necessary to give the widest possible
publicity ta their proceedings and to the principles
by which they are guided in fixing the tariffs. In
due course a body of case-law will grow up, principles
of general application will be enunciated, and rate-fixing
will become a social function of the highest importance.
If we teally take a long view, we shall realize that these
central and local boards are a necessary part of the auto-
nomous organizations to which a public service like the
railways should be assigned as a social trust. Acworth,
in his Hisiorical Skeich of State Railway Ownership
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deplores the tendency to mix up politics with railways
and goes on 1o say, * Some day perhaps, having learnt
wisdom from experience, a parltarnent and a people may
recognize that a management for the people is not
necessarily a management by the people.” It may be
hoped that the Indian railways, now that the railway
finance has been separated from general finance, will
evolve a fully developed organization of their own, in
order that they may be managed for the people though
not necessarily by them ; and if this consummation is to
Je achieved, it is necessary to create central and local
hoards for the regnlation and control of railway rates.

Importance of irrvigalion

Irrigation is, next to railways, the most important
activity of the State, which is intimately connected with
the fiscal system of the country and has a great future.
It would be wearisome to cite figures toshow its relative
importance, but it will help us to have a proper setting
for our arguments if we bear in mind certain facts. Of
194 per cent of the cropped area under irrigation,
11-8 per cent is irrigated by works directly constructed or
maintained by the Government, the total capital cost of
these works amotunts to 99-84 crores and the net retum on
these investments is 74 per cent. The percentage of net
return is not quite an exact figure and has, therefore,
to be accepted with gualifications, about which more
will be said a little later ; but there is not the slightest
doubt about the irrigation works being very important
assets of the State. The importance of these works
varies from Province to Province. In the Provinces
of Sind and the Punjab, of the total irrigated area
Government works account for 70-8 per cent and 736
per cent respectively; and with the completion of
the Sukkur Barrage and the Sutlej-Valley projects,
this area will be increased by millions of acres and
become a dominant factor in the economic life of these
Provinges. In other Provinces, Government works are
not so important, but still they are vital to the life of
the people, and nowhere does their percentage fall below
22 per cent of the area under irrigation. It is clear that

129



Fiscal Reconstruction .

the irrigation policy of the Government is bound to
exercise 2 prefound influence over the finances of all the
Provincial Governments, and it is of the ntmost import-
ance that the principles underlying it should receive
careful consideration and be clearly enunciated.

Waler raies and taxation

The Taxation Inguiry Committee has pointed out how
very unsatisfactory tae present position is. The practice
of charging for water shows not only a very great variety,
but aiso the absence of any well-accepted theory and_
principle. The Chief Engineers of Irrigation in different
Provinees, who gave evidence before the Taxation Inquiry
Committee on the Government policy in respect of
water rates, were themselves almost at sea while dealing
with this guestion and could not suggest any method by
which the existing complications could be removed.
They laid considerable stress on the fact that water rates
were not taxes, while people spoke of them as if they
were ; but they did not realize that the general confusion
of ideas was due more to the mistakes of the Government
than to the lack of clear thinking on the part of the
peopie themselves. From the point of view of theory,
there is no difference between profits from irrigation
and pure taxation, and the net revenue of 36 crores
which the Government derives from this source has to
be taken as such; but the prevailing impression that
water rates are taxes is not due to the knowledge of
this fact. It is the resuit of the Government having
erred in the matter of fixing water rates., These rates
have not been determined with reference to any guiding
principle. They have been merged into the land
revenue assessment over a very wide area and have, of
course, suffered from the diversity of theory and practice,
which is, as has already been duly emphasized, such a
marked characteristic of the land revenue Systems in
India. But even when specific charges have heen levied
for water, no provision is made for their periodical
revision and they have remained unchanged for over
eighty years in some and over twenty years in most
cases,
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Of late, the Provincial Governments have been chang-
g them spasmodmally to balance tHeir general
budgets and in accordance with the exigencies of party
nolitics in their Legislatures. It is, therefore, not at all
surprising that the people have assumed that the charges
ior water are also a part of the tax system of the country
and that their enhancement constitutes an increase in
their tax burden. It is now idle to complain that the
rural classes resent bitterlv any proposal for the revision
of water rates and have used their voting strength in

oWe Legislatures to defeat them. The Irrigation Officers
hold that water rates are low in all cases and in a few
ridiculously so and urge the necessity of their revision
in the interest of the general taxpayer at whose expense,
sccording to them, certain classes of the community
have grown undeservedly rich and are enjoying advant-
ages to which they have no rightful claim. The need of
a careful examination of the existing situation with
regard to the charges for water is obvious and its
result may bear out the contention of the Irrigation
Officers that an upward revision is called for by the facts
ol the case ; but it is well to realize the fact that any
radical change in the present practice is out of the
question on account of the prescriptive rights which
have been allowed to grow up freely all these years.
Water rates may contain an element of taxation, but are
»ssentially differeat from land revenue or other taxes.
Ia principle it is right to vary them as frequently as
~ullway rates and other public prices; but the charges
ror water in India have not been levied on that basis,
1:d we have to suffer for the mistakes of the Government
ir the past, It is, however, necessary to formulate
tight principles for foture guidance, remove the ano-
mnalies of the present system and educate public opinion
with a view to creating a proper appreciation of the
-lifference between water rates and taxation. [t may be
taken for granted that whatever changes may be made
in the allocation of revenues between the Central and the
Provincial Governments, irrigation will remain a Pro-.
vincial subject and its receipts will go to the Provincial
treasury. Even now in the Punjab, the United Provinces,
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Madras and Burma, irrigation revenue is of constderable
importance for the Provincial budgets and with future
developments its importance will become greater still,
In Sind, if it becomes a separate political unit, it wiil
overshadow every other source of revenue in importance
after the completion of the Sukkur Barrage scheme.
This irrigation work will add 5 million acres to 23
million acres now under irrigation and a very large
part of the revenue of Sind will then be derived from
irrigation. It is necessary to regularize the working of
this important source.

Consolidation of walcr charge witk land revenue

The greatest anomaly of the existing system is the
consolidation of water charge with land revenue. A
certain share of the produce of land and water is assessed
as land revenue and a part of the yield of the latter is
credited to irrigation as the land revenue due to
irrigation, In 1924-5, out of the total gross irrigation
revenue of 10-3 crores, 4-34 crores or a little les:
than half was realized in this manner. The division o
the land revenne rteceipts into two parts, one due to
water and other to land, cannot but be more or less
arbitrary. Provinces have different formulas for calculat-
ing the land revenue due to irrigation and most or
them are incomprehensible to a degree. In almost all
countries, the administration of the ¢ unearned increment’
duty is complicated by the difficulty of distinguishing
between the return due to investment and that due to
the patural properties of the soil. In India, onthe other
hand, the Government combines the two charges which
ought to be levied on different bases and then proposes
to differentiate them for the purpose of ascertaining the
net receipts of its irrigation works. The amount shown
as the net return from irrigation is calculated in this
way ; and though it is not right to assume that irrigation
revenue is thereby inflated, it is clear that much reliance
cannot be placed on an estimate of receipts worked
out on such a hypothetical basis. The critics of the
Government can very well maintain that the amount:
credited to irrigation is not really due to it, but is the
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land revenue proper ; and though Irrigation Officets may
be able to convince themselves that it is not*so, they will
tind it very hard to convince olhers who are not in
contact with primary facts on which these calculations
are based and who need some objective data to go upon
for their satisfaction. The whole procedure is a bad
system of accounting and ought to be abapndoned for
this, if for no other, reason.

Their separation desirable bul impracticable

But there are other and better reasons why a con-
solidated rate assessed on the settlement principle of
tuking a share of the produce of the land and water
together 18 wrong in principle. The land revenue is a.
tax, while charge for water a public price. The land
revenue has no reference to the special benefits con-
ferred upon the individual by the activities of the Govern-
ment; while the charge for water is a payment for
services undertaken in the interest of the community,
but which confers special henefit on the individual and
should be made the basis of a special levy on him. The
distinction between the two is clear; and though it is
possible to impose taxation by enhancing the charge for
a4 monopoly service like jrrigation, it is much better to
keep the two apart, or at least not to merge a tax
and a public price together. The consolidation of
water charge with land revenue has not only led to
a confusion of principles, but has circumseribed the
freedom of action of the Government in respect of the
charge for water, on account of its close association with
ine more archaic form of public revenue. The incidence
of this charge varies as much as the incidence of the
iand revenue itself and is as uncertain on that account.
Different rates are charged for water supplied by the
same work and are assessed on the same vague and
nebulous data of prices, gross returns, cost of production
and ' general considerations’. The proportion of produce
assessed as water charge is the same as that which is taken
48 land revenue and the two are treated exactly alike for
the purpose of assessment revision. The charge for
water cannot be changed during the period of settlemeat,
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and the Government is bound to apply the land revenue
regulations to it for administrative purposes. It is really
a very ill-assorted combination; and that it should have
been aliowed for no other reason than that of adminis-
trative simplicity shows how badly the Governmen:
has erred in [ollowing the line of least resistance in
this as in so many other matters. That, wherever
possibie, the charge for water should be separated from
the charge for the land is a counsel of perfection which
the Taxation Inquiry Committee has given for the benefi:
of the Goveroment and the pubhc -
But the crux of the matter is that the separation is no:

possible where the two are already combined without 2
radical change in the system of Jand taxation; and if it is
conceded that the latter can be modified but not funda-
mentally altered, the prospect of a revision in the method
of charging for water, so far as this aspect of the questior:
is concerned, is very distant indeed., The least that can,
of course, be done is that the two charges should be kep:
distinct in future and any tendency towards their consoli-
dation be carefully watched and immediately checked. In
Burma, before the Taxation Inquiry Committee submitred
its Report, it was contemplated to introduce this method
in one or two new works. It is to be hoped that the
proposal has now been dropped. But that is all that can

. be done for some time to come. ‘This means that the
present anarchy of local variations, because that is what
it really is, bas to continue.

Cost of ¢ service’ and ‘benefil’ ﬁrz’mipl.ﬂ,
unsuitable for fixing waler rales

With regard to the special charges for water, thatis, the
water rates, there is also a great deal of diversity of princi-
ple and practice, which is not very easy to understand.
Thisis to a certain extent inevitable. The conditions under
which the irrigation facilities are provided by the Govern-
ment vary very widely from Province to Province and it
is not possible to attain uniformity all over the country.
The variations in rainfall, spring level, the physical
configuration, the system of land tenure, the size of
holdings and even the stage of general level of develop-
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ment of the people have all to be taken into account in
fixing water rates ; and it is useless to prestribe rutes for
general application to the whole country. The Govern-
ment of India has, on several occasions, emphasized the
necessity of recovering the full value of water distributed
by the Government works ; bat it has not been possible to
state with any amount of precision what ‘full value of water’
really mmeans, [t cannot mean merely the cost of water,
for that is different in the case of different works, and
even if it is charged by volume, it is not easy to allocate
the cost per uait of water. The Taxation Inquiry Commit-
tee has laid down that the minimum charge should cover
the cost of maintaining the irrigation works plus interest
on capital cost. 1f this ruleis to apply to each individual
work, each work will have its own tariff for water ; and
as the facilities which make it possible for the irrigation
department to lay water cheaply on certain lands are
essentially a gift of Nature, it is wrong to make them the
basis of differential charges for the supply of water. The
maximum suggested by the Taxation Inquiry Committee
15 of even less practical value. The difference between the
value of irrigated and non-irrigated crops cannot give us
any measure of what the State can charge for water. In
areas where no cultivation is possible without irrigation,
it would entitle the State to the whole produce of land
minus the bare cost of maintenance of the cultivators.
This is obviously an untenable position and cannot afford
a basis for the determination of water charges.

Integration of irrigation works as
a dasis for sound waler rale policy

The minimum of the cost price of water and maximum
of its value cannot, therefore, be of much use in fixing
the water rates. The only sensible plan, which is bnth
practicable and right in principle, is the one which was
suggested by the Punjab officers. They were of opinion
that the irrigation enterprise should be treated as a whole,
the profit on more favourably situated schemes going
to make good the loss on others; and the rates should
be uniform on all Government works. This plan cannot
be worked on an all-India basis. Its scope must be
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confined to each Province, but within the Province itself it
embodies the only sound principle of irrigation adminis-
tration. The receipts of all Government works should
be pooled and the undertaking, managed as a public
service, ought to be self-supporting and may even yield
net profits to the State; but its policy should be
determined by considerations of its social utility. The
uniformity of rates may make them below the cost
price of water in cettain cases, just equal to it in
others and much above it in favourably sitnated
areas; but it is in the best interest of the commu-,
nity. It was in 1893, that the Government of India
brought to the notice of the Madras Government the
fact that the rates on the Kistna and the Godavari
canals had not been changed fot the last thirty years and
ought to berevised. They were raised in 1895 and the
Government added thereby 10 lacs to its revenne. But
since then they have not been changed; and Mr. P.
Hawkins, Chief Engineer for Irrigation (Madras), ex-
pressed his opinion, in his evidence before the Taxation
Inquiry Committee, thatthey were absurdly low. He told
the cotmmittee that on the Mettur project they had to
push up rates to Rs. 15 per acre on account of the high
cost of water; and there was another district where
irrigation was urgently needed, but could not be provided
as the cost of the scheme was very high and they could
not supply water for anything less than Rs. 28 per acre;
and still the rate for paddy in the Godavari and the
Kistna deltas was Rs. 5per acre and could not be revised
without evoking a terrible outcry.

This is the result of the Government having
followed an extremely shortsighted policy in charg-
tng for water, since it started its own irrigation
works. It is necessary to level up. But the variety
of rates is so great in certain Provinces that the
process will necessarily be slow and even painful, in
most cases. The ideal, however, is that rates should be
uniform within each Province io the areas watered by
Government works and irrigation policy be shaped by
considerations of commonweal, But agrarian parties are
in power in most of the Provincial Legislatures and they
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are influenced by narrow selfish considerations in matters
like land revenue and irrigation. Future oonstitutional
changes are likely to strengthen them stiil further and it
cannot be hoped that the accession of greater power will
make them more susceptible to higher considerations.
The outlook is, therefore, far from promising ; but we

are bere concerned with first principles, and the policy of-

pooling the irrigation schemes in each Province and
rreating them as one enterprise is in conformity with
ihese principles, For some time the dominance of
aatctional interests wiil make it difficult to realize this
object ; but eventually the wisdom of subordinating them

io the welfare of the community will have to be learnt,

when the futility of the alternative policies has been fully

demonstrated after actual experience of their working.,

This will, of course, take time; but i1t is useful tfo
cnvisage future developments as clearly as we can.

Separation of irvigation finance from geneval finance

If the different irrigation enterprises are to be in-
tegrated, it will be necessary to make two changes. The
first is that irrigation finance, like railway finance, should
be separated from general finance. This is absolutely
necessary for the unification of the irrigation schemes.
‘The arguments in support of this proposal need not be
elaborated. This is obviously the only way by which the
irrigation receipts can be pooled and profits from good
schemes used for making up the losses from those which,
on account of the engineering difficulties or other
circumstances, cannot do equally well. A portion of the
iiet profits may be devoted to the expansion and improve-
:nent of the existing irrigation works ; and though it may
1ot be pecessary to make provision for depreciation in
all cases, it will be desirable to credit a certain portion of
the net receipts to reserve fund, till it is adequate to meet
she contingencies which may be taken as the ordinary
icidents of such undertakings. The question of irrigation
contribution to general finance will have to be settled by
practical considerations and each Province should decide
for itself whether it is desirable to tax the people through
irrigation works and, if so, to what extent. Theoretically

137



Fiscal Reconstruction

there is nothing to be said against the principle of taxing
the people by making irrigation works yield handsome
profits after meeting all the charges of npkeep and interest
on the capital invested, but each Province will have t:
see how far it is expedient to do so: In the Punjab, the
-separation of irrigation from general finance can be
effected at once. The magnitude and importance of the
works make such a course pre-eminently desirable
There, about 392 per cent of the total area sown i:
irrigated by the Government irrigation works ; and out of
total amount of 99:2%4 crores invested in irrigation by
the Government the cost of the Government irrigation
works comes to 282 crores, and the net return on this
amount is about 15 per cent. The charge for irrigation
is levied separately ; and what is more important for our
purpose, the rates are more or less uniform throughout
the Province. This fact makes it easy to introduce the
change immediately in the Punjab. In other Provinces.
the situation is not so favourable from this point of view.
But inthe United Provinces, the Central Provinces, Bihar
and Bengal, it should not be difficult to introduce this
reform ; if the wvariations in the rates can be reduced
within very narrow limits. In Madras, Bombay anc
Sind, it is not possible to make the irrigation works intc
separate and self-contained nundertakings on acccunt o.
the consolidation of water rates with land revenue. But
even there steps must be taken, in due course, to separate
the two ; and when this is done, the separation of irrigatior
from general finance would follow as a matter of course.

LProvincial boards for fixing waler rales

The other important change which has also tobe made.
if there is to be a separate irrigation budget in each
Province, is that the water rates should be fixed by a body
independent of the Provincial Legislatures. The genera!
policy will, of course, have to be laid down by the
accredited representatives of the people; and irrigatior
finance, like all vital activities of the State, will be under
the general supervision and control of the Legislatore.
But the guestion of fixing water rates and their revisior
" should be left to a body of experts who, within the limits
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set for them by the supreme authority, should be free to
fix and change them according to their judgment of what
is just and desirable. Rate-making in irrigation is not as
intricate a business as in railways, but it is not simmple by
any means ; and the function can be efficiently discharged
only by those who haveacquired the necessary knowledge
and experience for the purpose. Water rates may and
can contain an element of taxation; but they are not
taxes and their determination ought to rest with men of
tried ability and integrity. [t has been suggested that
water rates should be revised once in five years and only
when there is an appreciabie change in the level of prices.
It is not advisable to change the charges for water very
frequently ; and it may, therefore, do if they are revised
once in five or preferably three years. But there is no ,
reason why the rate-fixing authority should be precluded
from revising or raising the charges, on any ground
other than that of the change of prices. The cost of the
upkeep of these works may go up, the Government may
decide to derive a larger revenue from irrigation, or some
other circumstance may make it necessary to revise the
rates. The changes in rates, once they have been put on
a stable basis, will not be many or frequent ; but it should
be possible to revise them without any let or hindrance
when it is necessary to do so in the interest of the
community. It will be necessary to constitute an ad Ao
board in each Province for administrationand rate-making,
and it will occupy a fiduciary position of great social
responsibility.

Separate tax on increment in capital
value of land due lo irrigation unnecessary

It is not necessary to impose special taxation on the
unearned increment of land accruing to the owners on
account of the supply of water guaranteed by the State.
In theory, of course, a very strong case can be made for
levying a special taxation on them on this account; and
the fact that this has not been done till now is another
proof of the Government having pursged a short-sighted
policy in developing onr tax system. But if the sugges-
tion made in Chapter III for the imposition.of a tax on
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the capital value of land is given effect to, it will not be
necessary to‘devise a special measure of taxation for
getting at the unearned increment due to the provision of
irrigation facilities. The increase in the capital value
due to this factor will be included, as a matter of course,
in the assessment of the total value ; and as this tax isto
be levied primarily as a measure of differentiation, its
rate will be partly determined by the fact that the owners
of land have derived special benefit from the capital
expended by the State on irrigation works. Each Province
will have its own rates to suit the local ecircumstances and
its pitch will depend upon the degree of importance
which can be attached to this factor as a determinant of
the capital value of land. It may even be necessary to
have a number of rates in the same Province, in view of
the varying importance of irrigation in its different parts.
Increase in the value of land on account of the public
expenditure on irrigation is an outstanding instance of
individuals geiting rich at the expense of the community,
and it is fit and proper that a differential tax should be
imposed upon it; but if the tax on the capital value of
land is rightly assessed and efficiently administered, it
would do fairly well for the purpose and there will be no
necessity for having a special tax for getting back for
the society a part of what is socially produced.

Financial aspect of the development of forests

it is not necessary to say much about forests. Their
preservation is of vital importance to the country. A
very large area of British India is covered by them. A
part of it is being released for cultivation and it may
perhaps be necessary to consider seriously the question
of reclassification of forests in view of the increasing
pressure of papulation on land. But even then the forests
will ocecupy a very important place in our national
economy and will have a special significance from the
fiscal standpoint. In thirty years, the net revenue from
forests has increased from 75 lacs to 260 lacs; and
itis, as has already been stated, capable of very great
expansion. The bulk of this revenue is derived from
the removal of timber by the Government agency,
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consumers and purchasers. The {forests which
supply timber will have to be exploitdd more fully
and the forest industries will have to be developed
as far as possible. It will not be possible in all cases to
place revenue considerations above all others. It will,
as a matter of fact, be necessary to work and develop
this valuable estate primarily in the interest of the
economic development of the country; but it should,
even when in its management wider considerations of
social utility are given a prominent place, still remain an '
Aimportant source of revenue. And in Provinces like
Burma and Assam, they will occupy a really important
position in the Provincial fiscal systems.

The financial side of forests, as distinguished from the
technical, presents special features of its own; and the
forest officers, who may be qualified for the latter, cannot
be expected to deal also with the financial questions
which are bound to grow in intricacy and importance as
forests are further developed. The whole management of
forests will have to be entrusted to a board which should
consider fiscal and social considerations as equally
important and be competent to deal with both adeguately
and well. The achievements of the forest department,’
great as they are, are nothing compared to its possi-
bilities ; and it is important that it should also be.
constituted into an autonomous undertaking. It will be
premature to have separate forest budgets in all the:
Provinces in the near future, though in due course forest
finance will have to be separately administered. It is,
however, pre-eminently desirable to maintain a clear
distinction between the revenue and capital accounts, and
make a more liberal provision for capital expenditure on
them. Up to the end of 1924-5, the total capital
expenditure on forests was only 28-55 lacs. This amount
is obviously inadequate and it will be necessary to:
provide ample funds for the development of forests.

Concluding ovbservations

This chapter may be concluded with one or two general
observations. Indiais in advance of other countries in
having established the public ownership of these public
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utility enterprises., They are vital for the welfare of the
community amt it is essential that they should be admi-
nistered as socialized, if not nationalized, undertakings.
Considerations of social utility should be given much
free play in their management, and commercial considera-
tions assigned a place of secondary importance. They
are generally called quasi-commercial undertakings, but
they are so only in the sense that their accounts are to be
maintained on a business basis. The distinction between
capital and revenne accounts has to be enunciated clearly
and made operative in actual practice and, as a rule, the,
cost of maintenance is to be covered by their receipts.
But it is neither possible nor desirable to adhere strictly
to the cost of service principle in fixing their rates. The
rates must be determined by the requirements of economic
and social progress and must embody principles of
.cardinal importance from a sccial standpoint. The fact
that, in fixing these rates, rigidity is to be avoided makes
it necessary to provide safeguards against the abuse of
the element of elasticity in rate structures. In practice
the pleaof public interest canbe used to cover a muititude
of sins ; and it is of the highest importance that the task
of implementing social policies should be entrusted to
independent and competent bodies, on whose decisions
should beat the light of publicity far fiercer than any that
has ever beat on a throne. This searchlight of criticism,
if it is followed by severe penalties in cases of social
default, should be an effective safeguard against the
anti-social activities of the rate-fixing authorities. The
fisca) aspect of these activities is and will always be of
first-rate importance. ‘The extent to which they shouldbe
utilized to produce revenue for the State is a matter.with
regard to which it is not possible to lay down any general
principles. There can be no question regarding the validity
of any policy that may aim at getting a net revenue for
the treasury from the working of these enterprises.

It is perfectly legitimate for the State to administer
them in such a way as to realize considerable revenue
for the benefit of the general taxpayers. The decision
whether it should do so in a particular case must be
determined by empirical considerations.
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CHAPTER VI

DISTRIBUTION OF TAX BURDEN

Readjustment of faxalion in
the inlerest of poorer classes

The primary purpose for which the Taxation Inquiry
Lommittee was constituted was te inquire into the
distribution of the existing burden of taxation. In the
finance Department Resolution No. 1412.F of 26
May 1924, in which its terms of reference were laid
Jown, the committee was instructed to cxamine the
itanner in which the burden of taxation was distributed
hetween thedifferent classes of population. The Finance
Member, in kis speech on the resolution regarding the
suspension ot the taxation inqguiry, laid considerable
emphasis on the necessity for a readjustment of taxation
in [ndia and justified the appointment of the commitiee
mainly on the ground that il would provide the nccessary
material for bringing about a more equitable distribution
of the burden of taxation. The need of the redistribution
of the tax burden is sure to become obvious to anyone
who has even an ordinary acquaintance with the facts of
our fiscal system. The preponderance of indirect taxes+’
in its working has already been commented upon, and
the proportion which they bear to the total revenue
cannot but be a matter of serious concern to every
student of taxation in India. The most important
sources of Provincial revenue are land revenue, excise
and stamps ; and all of them are mostly paid by persons of
very limited taxable capacity. In view ot these simple
and well-known facts, one does not require a special
capacity for economic analysis or an intimate knowledge
of statistical data to posit the extremely regressive
character of cur tax systetn as a whole and be convinced
of the necessity of relieving the poorer classes of the
disproportionately heavy fiscal burden which they have
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been carrying on their shouiders. It is easy, therefore.
for every student of the subject to assent readily to the
general proposition that the readjustment of taxation in
India is a matter of vital importance, ang it is highls
desirable to introduce early the necessary changes witl
this object in view. In our treatment of the general or
the particular aspects of the various problems of taxa-
tion in the preceding pages, the absolute soundness of
this proposition bas been taken for granted and the
different issues dealt with on that assumption.

Conclusions of the Taxalion Inquiry Commitice in
vegard lo lhe vedistribution of lax burden unsalistaclory

For the practical guidance of the statesmen and the
officers of treasury, however, it is not enongh that the
regressive character of tax sysiem be admitted, and
different questions relating to it discussed on the assump-
tion of the necessity of reducing the fiscal burden of the
masses who are, as evervone concedes, living on the
margin of barest subsistence. The need of appointing
a committee of experts to inguire into the distribution
of the burden of taxation was felt here, as in other
countries, because of the utter inadequacy of this general
statement of the situation as a guiding principle of
practical utility. It is necessary to acquire a more
definite knowledge of the present distribution of the
tax burden and estimate the proportions of the contr:
butions to the total revenue made by the differen:
classes of the community in order to formulate ar
intellizent and intelligible policy of fiscal reconstruction
and take the necessary legislative actipn on this basis.
The conclusion of the Taxation Inquiry Commitfee on
these questions have been set forth in Chapters XXIV
and XXV of its Report, The Finance Member, in review-
ing the Report of the committee in the speech delivered
by him in the Legislative Assembly on 19 August
1926, expressed at some length his approbation of the
services rendered by the committee in having broughi
together within the compass of an easily-handled volume,
all the facts in regard to the various taxes levied in
India and pointed out how the material collected by the
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committee enabled those who are concerned with the
question of Indian taxation, ¢ to survey the,whole of the
activities of the Indian tax gatherer from chaukidari tax
to super-tax, from Zfhatfemada tax to the occupier's rate
in Sind’.

‘The utility of a general survey of the whole domain
of taxation—Central, Provincial and Local—which is the
first of its kind in the history of Indian finance has
to be conceded, and the committee’s work is worthy
of commendation from this point of view. It would,
however, be of some interest to know from the Finance
Member his opinion on the practical importance of the
conclusions arrived at by the committee in regard
to the distribution of the existing tax burden and of the
suggestions made by it for making it more equitable.
The Finance Member made some casual reference to the
need of reducing the true cost of sacrifice which the tax-
payer was called upon io make and thus raising the
revenue with the least possible economic cost, but he
had practically nothing to say about the positive contri-
butions made by the comuniitee to the solution of this
problem. As a spokesman of the Government which
had not come to any final conclusion on these guestions,
the Finance Member had to speak with great reserve on
the matter ; but he would probably have admitted, if he
had been pressed to make a definite statement on this
point, that the committee's conclusions in this respect, s
though not devoid of value, do not carry us very far in
enabling us to make any considerable improvement on
the present order of things so far as the distribution of
tax burden is concerned and are not very illuminating
or helpful for the practical fiscal reformer.

L ]

Conclusions based on general considerations

This somewhat disappointing result is not in any way
due to the inability of the Taxation Inquiry Committee
to rise to the height of the occasion. In the very
opening paragraphs of Chapter XIV of its Repord, the
committee emphasizes the limitations imposed upon any
inquiry into the incidence of taxation and admits that
for want of statistical material it has had to fall back upon
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general knowledge and general considerations which
cannot lead tg very definite conclusions. The futility of
finding the average income and burden of taxation per
head is pointed out by the commiitee ; and this method,
the adoption of which has so often and so insistently been
demanded for ascertaining the existing burden of taxa-
tion, has therefore been rejected by it. This need not be
regretted, as the real sacrifice of taxation depends upon
falors which cannot be taken into account in the calcula-
tion of the average, factors like the distribution of
incume and the objects for which the public expenditure
is incurred have an important bearing on the incidence’
of taxation, but have to be left out in working out the
averages. The commitiee, however, has not been able
to suggest any alternative method which may yield better
result. The genecral considerations on which it had to
depend have led it to divide the population inte eight
classes, and of these it has tried to work out the incidence
of taxation only in tne ¢ase of urban and rural labourers.
That has been dope on certain assumptions which are
open to guestion for various reasons; but since in the
case of other classes, it has not even done that much, it
is not possible to use the results of its inquicy for
compuring the pburden of taxation in their case with the
burden borne by other ciasses of population, and they
have, on that account, no value for getting a definite idea
of the relative position of the ditferent classes with
regard to the incidence of taxation.

With regard to other classes it dues not say anything
which could not have been said with almost the samne
assurance before the Taxation Inquiry Committee was
appointed. The small holder, we are told once again,
is leading a very hard life and it cannot be improved by
reducing the tax burden. The peasant proprietor is,
according to the committee, a prosperous member of
the community and if he can resist the temptation of
becoming a rent receiver and does not become addicted
to drink, he should not have any legitimate grievance in
the matter of taxation. The large landholder is, of
course, in a privileged position and ought to submit to
additional taxation cheerfully. The village trader is
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lightly assessed and should be made liable to special
taxes. The town trader is not as well off*as the vitlage
trader, but it is nevertheless necessary to equalize the
burden in his case by means of local taxation. The big
merchant and the higher professional classes have had to
bear the brunt of the additional burden of taxation im-
posed during the recent vears, but still they can afford to
pay more and ought to mak= a bigger contribution to
the public exchequer. The professional classes of the
lower grades have to maintain a high standard of
Jliving and have been hard hit by the recent rise of
prices, but are pot entitled to any relief as their con-
tributions to the general taxation of the country is
comparatively small and the relief that they require
must come either through a reduction of prices or an
increase of salaries.

Ltlerly inadequale conclusions

Such are the general considerations to which the
Taxation Inquiry Committee has been thrown back on
account of the want of statistical data about the economic
conditions of the different classes; and though these
have a bearing on the question of the readjustment of
Indian taxation, they cannot form the basis of a practical
scheme of fiscal reform. The committee sugpgests an
order of precedence for the reduction and substitution
of taxation; buot apart from the fact that it will, if
followed in actuwal practice, afford some relief to the
poorest classes, this order cannot bhe regarded as a
programme for carrying out any well-planned policy for
the redistribution of the burden of taxation. The
comrpittee, as a matter of fact, disowns any intention
of recommending any programme for the immediate
tuture and has confined itself to certain general
tendencies which, in its opinion, are likely o operate for
a generation, The recommendations of the commitiee
have been determined more by the considerations of
practical expediency than by the need for fiscal readjust-
ment; and though something is to be said for them
from that standpoint, their utility for redressing the
inequalities of taxation in India is strictly limited.
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Complexity ofethe subject

It may be urged that the fact that the Taxation Inquiry
Committee has not been able to achieve this purpose
justifies the opposition which its appointment evoked in
the country. But the inability of the committee to do
justice to this part of its work is, as it has been already
remarked, due to inherent complexity of the subject
itself ; and though the want of statistical material has
accentuated these difficulties, it would not have beer
possible to formulate any very definite conclusions ever
if circumstances had been more favourable in this respect.
The committee was called upon to deal with a question
which is one of the most baffling problems of fiscal
science. Its solution raises issues which not only defy
the ingenuity of the fiscal administrator, but are in some
cases incapable of being analysed for even theoretical
purposes. It is well known that all kinds of theories have
been propounded by the adherents of the different schools
of thought in dealing with this subject of taxation; and
some of them are, in spite of their ingenious character, a
confession of the impossibility of giving any definite
answer to the central problem of taxation, the question as
to who ultimately bears the real burden of taxation.

Mr. J. Row Fugo, in referring to the controversy which
was carried on in England for some time in 1902 regard-
ing the real incidence of local rates, sums up the con-
clusions of the different writers, each of whom was equally
competent to make his own contribution to the subject, in
the following words: *‘The economic theorist’s answer
to the question ‘ who pays the rates 7’ is that deceased
landlords, landlord and tenant all pay rates and the propot-
tions in which they do so vary not only from place to
place, but according to the infinite number of circum-
stances, most of which are incalculable and incapable of
being expressed in definite terms. Briefly expressed.
it is simply thus:  Goodness knows.” For practical
purpose the answer is useless. [t is impossible to prepare
a scheme of finance if the taxpayers are goodness knows
who.! Some of the theories regarding the incidence of
taxation practically come to saying that taxpayers are
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goodness knows whao. If that were true, it would make
no difference what system of taxation was adopted, for
the incidence of taxation must mainly remain a matter of
pure conjecture and guesswork, The same conclusion
is arrived at from another point of view which attributes
to taxes, what Professor Seligman calls, an expansive
force, a quality by virtue of which they tend fo seek a
level in a continually larger sphere, It is from this point
of view futile for the theorists to devise schemes fora
better adjustment of taxation; as eventually by the
:working of the law of equilibrium of advantages its
burden gets equally distributed or, to use the word by
which the theory is generally described, equally diffused
in different parts of the economic organization.

Canard, one of the best-known exponents of this view,
comupares the taxation of one branch of industry to the
operation of cupping. The industry which is subject to
taxation suffers nomore from this process than the vein
from which blood is taken by the surgeon, for the profits
flow into it from other industries, as blood flows into
the vein from which it is originaliy let out, tiil the
economic equilibrium is restored and the burden of the
tax finally disappears. These views are interesting, not
because they are essentially correct, but because they
show how very perplexing the problem, which the Taxa-
tion Inquiry Committee has practically found insoluble,
has been felt io be hy all well-qualified students of the
sibject. The discussion of this question in everyday
life, in the press and on the platform, is generally
characterized by what Parieu calls ‘the simplicity of
ignorance ’, and the difficulties of ascertaining the real
ecomomic cost of taxation and its incidence are very
often overlooked. In view of this fact, it is a matter
of some importance to appreciate a little more fully the
inherent complexity of the question and bear it constantly
in mind in our discussion,

We shall now refer in some detail to the factors which
are generally taken to determine the incidence of taxation,
in order that it may be reailized that the failure of the
Taxatton Inguiry Committee to formulate definite con-
clusions in regard to the distribution of the existing
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burden of taxation is not entirely or even mainly due to
the absence Jf statistical data. It will be necessary for
us to get into the rarified atmosphere of abstract theory
to understand the relative significance of the different
factors which have to be taken into consideration in this
connexion. The intellectual effort which has to be made
to get the right perspective in the matter is well worth
tnaking, as the slipshod way in which the question is
generally discussed 1s a great obstacle in the way of clear
thinking on the subject. It is not possible to unravei its
intricacies completely in these pages on account of the-.
limitations of space. Those who feel interested in it and
are inclined to acquire a fuller tmastery of the subject,
may read Professor Seligman’s standard book fncidence
of Taxation for themselves in order to understand
how difficult it is to answer the question * Who pays?”
with anything like real confidence or certainty. A
brief statement of the general principles may, however,
be attempted to show their hearing on the practical
issues with which we have to deal. It will be to a
certain extent helpful in clarifying our ideas on the
subject.

Incidence of indirect faxes depends
upon a variety of faclors

The compilexity of the theory of incidence and shifting
of taxation is due to the fact that it is an integral part of
the theory of value., Iu order to trace the person who
nltimately bears the burden, we have to study the effect
of taxation on prices ; and when we set ourselves to this
task, a number of questions at once present themselves
which raise fundamental issues and make it necessary for
us to survey the whole field of economice life. Taxes on
commodities particalarly bring us face to face with the
problem in all its complexity. If we ask the guestion
‘Who pays these taxes?’, the ordinary answer is, of
course, the consumers. They may ina number of cases
have to du so. In some cases their contribution may
even be greater than the amount of the tax. But whether
they pay the whole of the tax or only a part of it, or
none at all, depends upon a number of conditions, the most
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important of which is the resisting powpr which the
consumers and the producers can bring to bear on their
attempt to roll off the burden on the other party, The
theory is that ¢ the degree to which a tax on a particular
commodity will be shifted to the consumer will vary
inversely as the inelasticity of demand and directly as the
elasticity ot supply ', This comes to saying that the tax
will be bandied about between the two parties, till one of
them can get the upper hand of the other and throw the
ourden on the party which cannot hold its own in the
“contest.  If the demand is sensitive, and consumers can
easily do without the commodity in gquestion or can satisfy
their demand by some otier substitute, the producers,
being in a relatively weak position. will have to submit to
the exigencies of the situation and take the burden of
the tax on themselves. The consumers’ strike is a very
effective weapon of defence and, when it can be used, the
producer has to suffer on account of his inability to hit
back. If, on the other hand, the procucer can restrict ihe
supply at once, transfer his capitai and organizing capa-
city to some other industry and the consumer cannoct
dispense with the commodity, the burden of the tax has
to be borne by the latter.

These are the two estremes. In one case the produ-
cer pays the tax, in the other the consumer ; and between
these there are a number of possibilities of both sharing
the burden in varying degrees. When a tax has to
traverse a long distance before it can finally rest on the
actunal consumer, the tossing about of the tax takes place
at every point at which 1t is handed on to the person
who stands next in the chain of production. It may be
assuthed that in the long run the tzx will fall on the
consumer, but during the interval a number of things
may happen whose eflect on the ultimate incidence of
taxation is incalculahle. The view that taxation is an
incentive to work was referred te in our discussion
regarding the guestion of exemption of smail holders
from land revenue. A similar view has been held
regarding the etfect of taxation on the efficiency of
production. Taxation can act as a spur to inventive
ability or to orgamzing capacity and thus result in the

131



Fiscal Reconstruction

reduction of the cost of production. A tax, which is not
very heavy, is likely to put the producer on his mettle
and may not prove a burden on account of the compen-
satory itmprovements in the methods of production,
This line of argnment cannot be pushed beyond a certain
limit, but suggests a possibility of development which
has some bearing on the question, and there are
historical instances to show that it can take place in
actual practice.

There are other considerations which alsoe point to
the need of qualifving the statement that it is the®
consumers who pay the taxes on commodities. The
commadities produced under non-competitive conditions
are generally sold at prices higher than those which
are sufficient to cover the cost of production. When
producers have an exclusive or partial control of the
sources of supply, the tax imposed upon an industry
conducted under such conditions is likely to fall on the
producers themselves though, if it is levied in a manner
as to necessitate a change in the total output, it may to
a certain extent have to be borne by the consumers as
well. The existence of monopolistic elements in the
working of our economic life is a fact which has to be
borne in mind in this connexion. There are, of course,
all kinds of monopolies. From mammoth concerns, like
the Standard Qii Co., or the Steel Trust, to a small retail
seller who has his own goodwill and therefore assured
customers, there are different degrees of monopolistic
control which restrict the free play of competitive forces
and prevent a close adjustment between the prices and
the cost of production. Even if a tax is not imposed in
the first ipstance upon an industry carried on tinder
monopolistic conditions, it may, in the process of
onward shifting, have to be transmitted over an area
in which the producers are in a position to dictate their
own terms, on account of their occupying a favourable
position, and may find a final cesting-place there.

The relation of the cost to the output is ancther factor
which affects the incidence of taxation. If a tax by
restricting demand reduces the economies which can be
realized by enlarging the scale of production, it may not
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only raise the price of the commodity by the amount of the
tax, but cause some addition thereto on adcount of the
higher cost per unit of the ontput. It is also possible
that the imposition may not be followed by an equivalent
tise in the price of the commodity on account of its being
produced under what 15 ordinarily called the law of
diminishing returns, for in this case the cost of produe-
tion will be reduced by the more expensive sources of
supply going out of the field. It is just possible that a
fax may, when the commodity is produced at varying

—pasts on account of the differences in ability, capital
equipment ar other circumstances of the producers, make
it impossible for the least efficient among them to keepup
a losing battle, and the market will be Jeftclear for their
more capable or more fortunate rivals who will then be
able to assume the burden of the tax without raising the
price above its former level. There are other possibi-
tities which make the ultimate incidence of a tax very
uncertain; but enough has been said to show how very
difficult it is to find out who eventually pays the tax
when it is levied on commodities in the hands of manu-
facturers or merchants. The practical importance of
these factors on the incidence of taxation is further
increased on account of the impossibility of isolating
their effects in actual life. It is not easy to say how the
burden of a particular tax is borne or shared when these
factors are at work; but it would be inadvisable to
ignore their existence altogether when the distribution
of the tax burden is under discussion. It simplifies
matters if we assume that the consumer pays these
taxes ; but when the facts do not give a warrant for the
assuthption, it is wrong to argue about the matter in this
specious but misleading manner.

The bearing of capilalization of faxes
on the problem of theiy tncidence

The complexity of this question is further enhanced
by what is described as the capitalization of taxes. This
is 3 familiar phenomenon and was also referred to in
passing in the chapter on land tax. A tax which is con-
stant is always ailowed for in the prices which purchasers
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offer for the commodities upon which it is imposed;
the original dwner has the capital value of his property
reduced on account of the levy of the tax, and the future
purciiaser, notwithstanding the fact that he pays the tax
every year, enjoys an immunity from its burden and is,
therefore, in the happy position of making a contribution
which does not in any way affect the return of his invest-
ment. This is ordinary commonsense; but when one
thinks abont it a littie more carefully, it at once raises
certain issues which cannot be easily disposed of. All
taxes cannot thus be discounted. If that were so, taxa®
tion in every country should in this way be progressively
absorbed and its heaviness be a matter of no consequence
whatsoever. There are certain conditions which have
to be fulfiiled hefore taxes canm cease to be burdensome
by the process of capitalization, The one condition
which obvicusly must be present for the purpose is that
the commodity taxed should have a capital value and
vield a recurring income. This further requires that the
article must be durable and should not belong to the
category of ¢ producers’ goods . 1f it is used or further
production, the tax becomes an element in the cost of
production and can be passed on to the consumer, [t is
also necessary that the mutual relation of supply and
demand of the commodity should not be disturbed by
the tax.

But the most important condition without which
capitalization cannot take place is that the tax must,
if it is to be discounted in the purchase price of the
commoadity, be an exclusive tax; or, in other words,
it should reduce the annual income from a particular in-
vestment below the rate which is normal for the indastry
as a whole. A gencral tax will hit all industries alike
and cannot reduce the capital value of any specific
commodity. It is also essential that the rate of the tax
must not vary from year to year and must be propor-
tionmal, if it is to produce its full effect on the purchase
price of property. These qualifications are important
and have to te borne in mind when the capitalization of
a particular tax is nade an argument for leaving it out
of account in estimating the burden of taxation on the
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community as a whole or on an individual belonging to
a particular class. Capitalization is an impbrtant factor
in incidence, and its existence cannot be denied. Butthe
considerations suggested above make it very difficult to
fix upon the persons who bear the burden of a particular
tax.

FElement of taxation in income
from State wnderiaking

The socialization of industry has a fiscal aspect which has
~Aready been dealt with in the preceding chapter. The
problem of fixing rates in the case of certain industries,
tike railways and irrigation, is important on account of
the size and scope of their operations ; but it is also
intimately connected with the question of incidence of
taxation. That Government can tax the pecple through
public utilities admits of no doubt whatsoever, The
prices which it may charge can contain an element of
taxation, [tis, however, very difficult to differentiate the
tax reventte of such undertakings from their purely
gconomic receipts without using some more or less
arbitrary method. This does not need to be further
emphasized. But what is more important, so far as the
quesiion of incidence is concerned, is that it is not
possible to caleulate what each class of a community has
contributed towards the total tax revenue of a public
utility, even if that amount can be definitely ascertained.
In India, the Government owns railways, irrigation works
and forests. The importance of this complicating factor
is obvious. The difficulties which it raises have to be
duly appreciated in the discussion of the guestion.

Real cost of taxation depends npon 16s effects
whick, though cbscure, ave of profound imporiance

Economists generally distinguish between the inci-
dence and the effects of taxation. Incidence is taken
to mean the money-burden of taxation. The problem
relating to it is solved when we can specily the person on
whom it falls and whose income is diminished on account
of the imposition of the tax. The effects of taxation, in
the wider sense, mean the resuolts which follow subsequent.
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to taxation, The writers on fiscal science generally

«confine theirattention to the study of the incidence of
taxation. That has to be done in order to make the
-economic analysis [ruitful. This subject is intricate
enongh to be dealt with by itself. But the real economic
cost of taxation cannot be estimated without taking the
effects of taxation into consideration, The effects ot
-every tax are numerous and very far-reaching. Professor
Seligman has put the whole matier in a nutshell when he
says that a tax may be an unmitigated curse, it may be
anecessary evil or it may be anunqualified boon to thae
community regarded as a whole. The effects of taxation
may be, and often are, more important than its incidence.
A man may avoid the tax on salt by foregoing its con-
sumption, but what he will jose in efficiency and health
will entail a greater real burden on him than the money-
burden of paying the tax, The tax does not fall on him,
but his suffering is all the greater on that account. This is
a simple illustration of what happens over the whole field
of economic life. The convenience of exposition reguires
that questions regarding the eifects and the incidence ot
taxation should not be mixed up. But it is wrong to
averlook the effects of taxation when the distribution of

- tax burden is under discussion. Difficalt as it is to trace

* the incidence of taxation, a complete analysis of its effects

is more Qifficult still. The imposition of a tax has been
compared to throwing a pebble in a still pond of water.
It produces effects of ever-widening range until the
whole social life is brought within its scope; and the
further we recede from the centre—the original impact
of the tax—the more difficult it is to discerh or describe
them. These difficnlties are due to the essential character
of the social Jife itself. But the fact remains that the
real burden of taxation cannot be gauged without taking
into account its incidental effects. [Itis hardly necessary
to add that the study of these effects do not yield results
which may be tabulated or illustrated by graphs. They
are exceedingly subtle and demand the gifts of intellect
and imagination of the highest order to comprehend them.
The problem of the burden of taxation is a tangled skein.
It is exceedingly difficult to unravel it.
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Incidence of Zncome-fax

These general considerations can be made a little
more definite by applying them to particular taxes. Itis
not necessary to say more about the effects of taxation.
The question of the incidence of income-tax may first be
taken up on account of its simplicity. Income-tax
ordinarily cannot be shifted. Tt cannot be added to the
cost of production if every one has to pay the tax. It is,
however, possible that a class of workers may beina

Ipecially advantageous position. Their standard of
living may be high. They may cling to it tenaciously
and may be in a position to pass on the tax to the
employer or o the consumers in case they are selling
their services directly, if it trenches on their standard of
living., It is not a matter of practical importance to
consider this point more fully. [t is, however, interesting
enough to be mentioned. The incidence of the super-tax
on companies is very uncertain. It is a corporation tax,
but it has for all practical purposes to be paid by the
shareholders. Their dividends are diminished on account:
of the payment that has to be made by the corporation.
It is very difficult to trace the individual shareholders on
whom the tax falls, as they belong to different classes.
of the community. Sir Herbert Samuel delivered an
address to the Roval Statistical Society, in which he
calculated the burden of taxation on the different classes
of the people in the United Kingdom before and after the-
War. He did not include the excess profit duty on
account of the impossibility of determining its real
incidence. Even if we have complete statistical data
regading our different classes and the super-tax on com-
panies is converted into a corporation tax, it will not be
possible to know how its burden is distributed between
these classes. It will have to be left out of any calculation
regarding the distribution of the burden of taxation.

Incidence of land revenue *

The incidence of our land revenue is a matier with
regard to which it is possible to speculate a great deal
without coming to any definite conclusion. The primary
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difficulty of finding out how its burden is distributed
between different classes has first to be taken into
account. As it is a tax on iand and not on the holders,
the calculation of the amount paid by the different
classes will always remain a matter of considerable
uncertainty. But apart from this difficulty, it is not
pussible to say that it is never shifted. It is supposed to
be a tax on surplus ; and it is, therefore, assumed that it
stays where it 15 put. The landlords may put up their
rents on account of the enhancement of their land revenue
demand. Thev mayv do so either because they were noé.
charging full competitive rents, or are led to take o
the ‘slack’ on avcount of the increase of the State
demand., They may shift the burden to the cultivator
even when they are already receiving their full economic
rent. The cultivators are in a weak position. They are,
on account of the exigencies of economic circumstances,
entirely dependent on their landlords. It is possible for
the latter to rackrent them even if the land revenue
demand is not increased, but the landlord is more likely to
do so when he has to make a larger contribution to the
treasury. [t is also possible for the cultivator to include
the land revenue in his price, if he is producing a commo-
dity for which there is a persistent demaud. In India,
the cultivator will be able to do so very rarely, but this
possibility cannot be ruled out completely., The theory
of the capitalization of taxes is specially applicable to an
impo=t like the land revenue. In the permanently settled
areas a very gond case can be made for the tax having
been absorbed by the lower capital value of the land. In
other Provinces, the variations in the demand make its
applicability much more doubtful ; but any approximation
to the fixity of land revenue makes it theoretically
justifiable £n take into account capitalization as a factor in
determining the burden of the tax. The incidence of
land revenue, instead of being a simple matter, is a very
puzzling question indeed.

Tncidence of taxes on commodities

The export, the import and the excise duties, here
as everywhere, rtaise the most knotty problems of
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incidence. Even if it he a:sumed that the consumers
pay these taxes, it is, in most cases, impgssible to say
what is the contribution of the different classes. The
Taxation Inquiry Committee has ealculated the inci-
dence of import duties on colton goods in the case of
tural and urban labourers by dividing their vield hy
the total population of the country. There may be no
objection to their doing so, if the object is to find out the
comparative burden of the same class in two different
vears: though even then this method will give us a
very rough measure of their incidence. But if it is, on
“*the other hand, desired to determine the incidence of
taxation on these classes when compared with other
classes, then this method cannot be used. The com-
modities liable to import duties are grouped in India
under 149 heads. It is not possible to say with any
amount of confidence whether these taxes fall an one
class of the community or the other. This difficulty has
to be reckoned with even if it is assumed that the
consumers pay the tax. It has, however, been already
made clear that it is not correct to argue onthat assump-
tion. The real incidence of these duties depends upon a
number of factors, the most important of which are the
relative elasticities of supply and demand. 1he duties
cannot always fall on consuwmers. This is particularly
true of our export duties. The taxes on jute, rice and
tea cannot be said to fall on the consumers of these
commodities in foreign countries. Ewven in the case of
the export duty on jute, it is not safe to take it for
granted that the tax is passed on vy producers. About
the export duties on rice and tea, it mav be said that
they probably stick where they fall, that is to say, the
point df their impact is also the point of their incidence.
If there are any taxes with regard to the real incidence,
of which it is necessary to speak with the greatest re-
serve, they are the indirect taxes which occupy such an
important place in our fiscal system.

Fucidence of indirect taxes and price stafisiics

It may here be stated that it is generally not a profit-
able pursuit to study the incidence of these taxes by
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collecting the statistics of price changes. The students
of tariff history know how very misleading statistical
arguments have been in controversies regarding the
efiect of tariff policies on the prices of commodities. Tax
is maerely one of the factors upon which the price of a
taxed commodity depends ; and it is, in most cases, not
possible to study the effect of a tax upon price apart
from the effects of other factors. Its effect on the price
changes may be and often is smali as compared to the
effects of the other factors. The statistical data are, on
this account, not very useful for answering the questions
relating to incidence. We have mainly to depend upof™
general reasoning which, however, presupposes the
acceptance of a particular theory of value and distribution.
This is why the subject of incidence has been a source of
so much vexation both to the student of economics and
the fiscal reformer.

Incidence of stamp duties and court fees

The incidence of stamp duties, judicial and non-judicial,
is again a matter about which widely divergent views
have been held. Some of these taxes are supposed to
fall on the sellers, because it is assumed that they have
to come to the market under circomstances which leave
them no choice and it is not possible for them to hold
out for a better hargain. This, however, may not be true
in all cases ; and the tax may fall on the buyers, or be
shared between them and the sellers. It is all a question
of the elasticities of demand and supply—a phrase
which does very useful service in a discussion of the
ipcidence of these and other taxes, but does not give any
definite answer to the question itself. The court fees
are generally taken to fall on the litigants thembelves,
as there is no one on whom these taxes can be
shifted. It is, however, not quite certain whether
the litigants bear them in all cases. Money-lenders,
for instance, whose contribution to the revenue derived
from the court fees is by no means negligible, are
likely to pass on the tax to the borrowers. The
amount of money that they lose in bad debts and
the legal costs of recovering other loans have to be
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included in the cost of running their business and must
he a determining factor in the rate of ifdterest which
they charge on their loans. The monopolistic position
which the money-lenders usually enjoy is sure to render
it easier for them to pass on the burden of court fees to
their helpless clients. [t is, moreover, almost impos-
sible to say how the burden of these taxes is distributed
between the different classes. Sir Herbert Samuel, in
the address referred to above, did not incinde even
stamp duties in his caleulations, That is the only way
of dealing with the question, but is also a confession of
ottir ignorance regarding the real incidence of these
1AXes,

Some misicading calculations

Professor K. T. Shah, of Bombay, has made an
attempt to calculate the distribution of the burden of
taxation between different classes. His conciusions
with the underlying assumptions on which they are
based may be referred to here to show how very
arbitrary all such calculations must be. He takes the
figures of 1923-%4 as the basis of his estimate. During
this year, out of the customs revenue of 43 crores,
import duties yielded 36 crores, export duties 5-40 crores,
cotton excise 1-88 crores and miscellaneous 2-12 crores.
Professor Shah assumes, in the first instance, that all
export duties are paid by foreigners. Very few students
of the subject will be prepared to accept this statement
as correct. It is difficult to calculate the amouni which
talls on the foreigners. But it is certainly not true to
say that the Indian producers do ncot pay anything
whatsqgever in the form of export duties, He divides
the receipts from, the import duties into two classes—the
amount paid by the richer classes only and the amount
shared between the richer and the poorer classes. The
former amount is estimated by him at 12-5 crores and
the latter at 28 crores. Out of the 28 crores supposed
to be jointly borne by the two classes, he thinks that
“1 crores are paid by the poorer classes and the remaining
7 by the richer; that is to say in the proportion of 3: 1.
There is no reason given as to why he adopted this
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ratio. The ratio of4:10r5: 1or 5: 2 could as well
have been adopted. The land revenue and irrigation
receipts in 1923-4 amounted to 41:87 crores. He treats
the irrigation receipts as tazes. They are in some cases
indistinguishable from them, but it is not right to reason.
about their incidence as if they are taxes in all cases.
The total amount of 41‘8 crores is, according to him,
shared between the richer and the poorer classes almoss
equally, the former contributing 20-37 crores, the latter
21-5 crores. These figures are again arbitrary and there
is nothing to be said for them, They are open t

criticism, even if they are examined superficially, It is
certain that the poorer cultivators contribute much more
to land revenue than the rich landlords. Tt is impossible
to say how much more, but any estimate which distri-
butes land revenue equally between the richer and the
poorer classes is obviously wrong. The salt revenue of
87 crores is divided between the two classes in the ratio
of 7: 1. This may not be very far {from the facts of the
case; but it is even here possible to say that the
proportion should be 10: 1, or some other ratio which
malkes the incidence on the poorer classes heavier, Qut
of registration and forest receipts of 7 crores, the richer
classes are supposed to contribute 5 crores and the
poorer 2 crores.  The statmip revenune of 12:81 croves is
divided into 6 crores for the poorer and 681 crares for
the richer classes. Here again the division is purely
hypothetical and it is not possible to give any reason in
its support. ‘The incidence of income-tax is taken to
fall on the richer class and of excise on the poorer. The
total population of India is, for this purpose, divided
into two classes, those living on or below the margin of
subsistence and those who are above it. This twofold
division can be of no practical value; but even if this
fact be neglected, the arbitrary assumptions on which
these calcnlations have been worked out robs them of
any significance that they otherwise may have for ex-
plaining the incidence of taxation in India. It is, as it
was stated above, certain that the bulk of our taxation
is falling on the poorer classes. But such calculations
cannot strengthen the case for giving them relief in any
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possible manner. They are misleading inasmuch as they
ignore the complexity of the problem altogether, and
tend to create a confidence in themselves which they do
not deserve.

Intricacies of the theory of incidence
of taxalion and fiscal reconsiruction

It is not necessary to apclogize for bringing in these
refinements of the theory of incidence of taxation while
discussing the question of tax burden and laying so much
. Stress on its inherent complexity. The Taxation Inquiry
Committee was well advised in not undertaking any special
inquiry into the economic conditions of the various
classes, while collecting the data necessary for calcunlat-
ing the burden of taxation; as such an investigation,
hesides being laborious and expensive, would not have
given any results of great practical utility. It had, there-
fore, to depend upon general considerations on that
account. The conclusions to which the committee has
come cannot be made the basis of fiscal reconstruction.
They are indefinite and of a nebulous character. The
whole problem, as it has been said repeatedly, is baffling
in the extreme., The easiest way to scolve it is to say that
it is ipsoluble. But this is a way of shirking its
difficulties, without making an honest and earnest effort
to overcome them. It is much better to take a more
sensible view of the matter. The difficulties are there.
They have to be recognized and borne in mind in the
study of the question, It is not altogether impossible to
reach correct conclusions with regard to the incidence of
tazes, if we are prepared to make the necessary intellec-
tuak effort. But it is a matter of the utmost importance
to remember that the readjustment of taxation is not a
simple matter. In the first chapter the distinction made
by Sir Basil Blackett between a scientific system and a
more scientific system was referred to and it was pointed
out that the distinction was significant and its bearing on
the problems of the future had to be duly appreciated.
From what has been said, it ought to be clear that it is
not possible to frame a scheme of taxation which will be
absolutely scientific; but it is possible to make the
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existing system more scientific by understanding it in its
entirety, realizing its shortcomings and introducing the
necessary improvements after a careful consideration of
their direct and indirect effects on the welfare of the
community. But it will not serve any good purpose to
act in ignorance of them, or make light of their real
importance. The intricacies of incidence make it
essential to cultivate a realistic attitude in our study qf.
the problems of taxation. It is not enough to indulge in
vague generalizations and advocate changes without
understanding their full effect on the system as a whole.,

Fiscal reconsiruction essenilial for nafional reconstruction

This subject may be concluded by once more em-
phasizing the necessity of making fiscal reconstruction
a part of the whole scheme of national recoastruction.
Taxation, properly levied and administered, is a bene-
ficial phenomenon of very great imporiance, It is time
that we should consider its place in our national economy
from this point of view. New opportunities of construc-
tive work have already been opened, which can only be
fuily utilized if we give up what is called the consumption
theory of taxation. The view that Government is merely
a necessary evil and that public revenue is a net deduction
from the national dividend has been abandoned in theory
everywhere and is also being given up in actual practice.
In India, the conditions for adopting the same attitude
have become more faveourable recently and will become
more and more favourable with the widening scope for
carrying out policies of great social utility., Taxation
can be made a means of promoting happiness, preventing
disease and ignorance and creating conditions for g full
and wholesome life. It can, of course, become an
instrument of oppression, ruis trade and industry, and
lead to results which may be highly detrimental to the
material and moral welfare of the people. The work of
reconstruction cannot be carried out without providing
for adequate safeguards against the evils which have
always been assaciated with the maladministration of
taxation. DBut it is necessary fo lay stress on the positive
side of the subject, as it has been utterly neglected in the
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past and is not likely to receive sufficient atiention even
in the near future. The particular problems present
issues of their own, which have to he considered in the
light of general principles and of the policy which is to
be worked out in the entire scheme of taxation. It is not
right to assume that these problems are capable of easy
solution. A tax reformer cannot obtain a free hand
ywhere, on account of having to reckon with the
survivals of the past. In India, this consideration
presents special difficulties as the ground for carrying
out meastires of radical reform has not as yet been
prepared and the necessary psychological atmosphere
for their general acceptance is practically non-existent.
The administrative difficulties and those which arise out
of questions regarding the proper allocation of revenues
between different public authorities must be a serious
obstacle in the way of giving effect to any fiscal policy
whicn may, otherwise, commend itself on account of its
intrinsic meriis. The tax reformer who has thought out
his proposals well is further handicapped by the con-
sciousness of having to deal with questions, with regard
to which it is difficult to acquire an attitude of absoluie
certainty, These aspects of the matter have already been
considered. Bul in spite of these difficulties, the work
has to be seriously taken in hand. It has already
suffered, because its vital importance has not been
generaily appreciated. To neglect it any longer will be
dereliction of national duty.
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