INTRODUCTION

acope and Objectives

Fiscal Folicy occupies a prominent plece in the
development of every countfy - be it developed or less
developed - and more so in a couniry like ours whieh has
accepted plunning as thne vehicle of development, Taxation,
bsing the branch of fiscal policy, is supposed to perform
éertain important functions i - (i) raising substentiasl
revenues for public consumption and investment (ii)
promoting saving and investment in the private sector
- (ii1) contzining inflation and ensuring stability =znd (ivy
reducing economic inequalitics among different sections of
the soclety. Durlng the past quarter century or so, there
has been a phenomenal rise in the tax revenues. The tax

revenues of Central and State government have rigen from

Rg 627 crores in 1940-51 to Rs 1,2076.77 crores in 1976-77.

As can be seen from Table I.1 the tax revenues are
accounting for ground 15-16 per cent of national income.
Of this per cent a major portion (79.33 per centy is coming

from indirect taxes and vary little (20.67 per cent) is coming

USRS

1/ Chelliah, Raja J. 'Basis of Taxation in the Contesxt of
Developing Indian Economy', Papers read at the Indigh
Economic Conference, Baroda 1964. Populal Prakasan,
Bombay, 1964, pp 18-21.




TABLS Te1

Growth of Tolal Tax revenues
{in crores of Bupees)

Year Total tax et National Tax-ratio
revenue Income {i.e. ratio of
taxation to
inconme
(percentagge}
1 2 3 4

1950-51 626.70 2530 6.53
1255-56 767 €0 9980 7.69
1960=61 1350.40 14210 9,00
1961-62 1542.98 15067 1n.24
1962-63 1865,07 16059 11.61
1963-64 2374.35 18543 12.81
1864-65 2598.80 21785 11.93
1965-66 2922, 19 22719 12.86
1966~67 3261.19 26030 12.53
19 67 “’68 34:50. u -+ 30478 11- 34
1968 -69 3758,73 31338 1200
1969=70 4200.01 34665 29v64a— {1 )
187071 4752440 37895 12.54
1871-72 5575418 4nE00 13,66
1872-73 6435,80 44990 14.30

. 1973-74 7388 .60 55657 13.28
1474-~75 9223, 10 65069 13.98
1975-76 11181.13 68208 16437
1976-77 12076.77 79391 15.2

Jource:

1e For tazx Revenue - Ministry of Finence Indian

uconomic Statistics - Fart II public Finance,

New Deini (yearly documents} 1969 to 1978 (mimeo)

For National Income - {i}Central Statistical
organisation,

Notiongl Accounts Statistics

(196061 to 1974-75) New Delhl, 1976,

{11y Central Statistical Organisation, Nationgl
Accounts Statistics (1970~7]1 =~ 1“?5-76},

New Delhi, 1078,

{113} Central Statistical Organisation, Ngtiongl
Accounts Statist}cs {1970-71 to 1976-77)

New Delni, 1979.
(ivy Ministry of

Finance, Pocket Book of Economic

Information, New Delhi, 1966,



TABLE I.2

Growth _of Direcct and indirect Tax Hevenues

ok o

(In crores of Rupees)

revenue.

Source: Ministry of Finance Indign Zconomic Statistles -
Part II Public Finance New Delhi (yearly documents)
18969 to 1978 (Mimeo}.

Year Direct tax Indirect tax Hevenue
Revenue
1 a2 3

1950 =01 230.56 (36,793 396,11 (63.21)
$1965-56 259,07 (33.75) 508.49 (66,25}
1960 -61 402,07 (29.77) 948,34 (20=33)(Jo-23)
1961-62 449,19 (29.12) 1093.72 (*:9789}60.?7)

1962-63 560406 (30.03) 1305.01 (69.97)
1964-65 742,32 (28.56) 1856,48 (71.44)
1965-66 734,74 (25.14) 2187.45 (74.886)
1966-67 766,83 (23.821) 2494, 36 (76.49)
1967 -63 779,63 (22.56) 2675.61 (7T7.44)
1968 -69 832.60 (22.34) 2919.13 (77.66)
1969 -70 963.04 (22.,93) 83836,97 (77.07%
1970-71 1009.0? (21.23) 3743.34 (78.77)
1971-72 11706925 (21.00) 4404.23 (79.00)
1972-73 1346.09 (20.92% 5089,.,68 (79,08)
1973-74 15662.12 (21.01) 6836.45 (78.99)
1974-75 1833.87 (12.88) 7389,19 (80.18)
1975-76 2492.55 (22.20) 8689,18 (77.71)
1876-77 2496,79 (20.67) 9579.98 (7Y.32)

Note: TFigures in Parenthesis are percentages to total tax
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from direct taxes. The role of direct and indirect taxation
has been changing. Tgble I.2 shows direct as well as indirect
tax revenue as a percentage of %total %ax revenues. It may be
seen that though there has been an lncrease in direct as well
as indirect tax revenues (in the absolute sense) a closer look
at table I.2 would tell us that the role of direct taxation has

been falling while that of indirect taxation has been increasing.

dpart from this, the structure of direct and indirect
taxation has undergone changey fhis change is very clear from
1961 onwards. In the case of direct taxes, corporation tax
has emerged as the main contributéggl It accounts for more
than 44 percentaye of direct tax revenues (of Central ang
State governments). In the case of indirect taxes, union excise
duties, sales tax, import duties account for lion's share

(see Table 1.3).

~St%ill further, the tax reverues have been elastic
ahd buoyant and have been able to fulfill the important
function of fiscal policy ~ viz revenue mobilisation, The
income elasticity of most of the indirect tagxes has been more
than one, and of certain direct taxds also has been more than
ohe,

Now, a few pertinent questions arise:

(1) What has been the result of taxation nik yobek
keved to promotion of investment and saving

in the private sector ?



(i1y What has been the effect of taxation on
price level, and employment ?
and (iii) What has been the effect on the reduction of

‘income inequalities ?

It is with the last question our study ls associated.
In fact, thils question has been often debated both lnside and
outside the Parliament., Not a single budget of the union
government 1s passed without making any reference to 1it,
Additional taxes have been justified on the score that they

do not add much to the burden., For example:

While presenting the union budget for 1964-65, the
Finance Minister cbserved tunat "direct taxes provide the means
tarough fisc for change in the nature and direction of socisty
towards the goal of removing inequazalities of income distribution® e/
and "indirect taxes, both excise and customs, the cumulative
effect of which will hardly add to the burden that the economy
is now bearing" ~/. Similarly, while presenting the budget for
1968-69, the Finance Minister declared that "ip order to maintailn
progrecgivenegs of the income tax, I propose to step up the basic
rates of 1income TaXe seseeceesse 1 nRave maintained the utmost
restraint in proposing changes in exclse and customs dutieSeecesees

™he over-all budgetary effect will only be marginal &/. $Still on

2/ ¥inistry of Finance. Budget for 1964-65% Government of India,
New Delhl 1964-65, ppl70*17l. '

3/ ibid, p 168

Ministry of Finance. Budget for 1968-69 (Part II) Government
of India, New Delhl 1963-69, p 7.
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another occasion, the Finance Minister while presenting
the budgst for 1975-76, pointed out tnat "we do look upon
the pudegst as o lmportant tool for reaching our cherished
soclo-economic g0als eseseeess 1 have done my bDest to
minimise the burden that would fall on the more volnerable
sections of tae community" 2/, More recéntly, the Finance
Minister, while presenting the budget for 1979-80 %told that®
"In a country in which the bulk of the
population lives below the poverty line,
disparities in income hgve to be minimisedese...
Tax policy should seek to reduce such disparitieg®” 74
Qutr study is not concerned with question (1) and
(iiy cited azbove, =s they constitute separate studiss by
themselves. Basically, the study measures the tax burden,
by various income classes and finds out:

(i) Whether the existing %tax-system in 1975-76
distributes the %tax burden in an eqguitable
manner among different income classes ?
which of the direct or indirect taxes add to sub~
stantial burden to the households ? Which of
the taxes are regressive/proportional/or

progressive ? and for which income classes ?

5/ Ministry of Finance 'Budget for 1975-7¢' Government of India,
New Delni 1970-76, p 10.

6/ Government of India. Budget 1979-80 Speeﬁkof Deputy
Prime Ministers and Minister of Finance (Part By. February
1979 (8.71 para) p 16.



(ii} Whether there are significant differences between
tne tax burden porne by rural and urban households
for the tax-system, as a whole and also for certain
important direct and indirect taxes ?

(111} Whether the tax-burden has incregsed or decreagsed,
compared to that of the egrlier years 1964-65 znd
1968-69 for the tax-system as a whole and also for

certain important direct and indirect taxes ?

and (ivy Whether income inequalities have been rsduced due
to taxatlion among various income classes, during

the period 1964-65, 1968-69 and 1875-76 2

Zgrlier works

The Tirst systematic attempt to megsure tax-incidence

was made by the Taxation Enguiry Commission, 1953-54 Z/ It
measured the tax-burden oy using the household consumer expendi-
ture datz, furnished by the National Sample Survey (H.3.S.) in its
4%h round. The burden was expressed by certain household
expenditure classes, Later, two more attempts were made by the
Ministry of Finance 8/ to measure the incidence of indirect taxes

for 1938-59 and 1963-64 on the basis of the same methodology.

7/ Ministry of Finance. QReport. of tihe Iaxatlon Fnqulry Commission
(1953-54) Government of Indlia , New Delnhi 1955,

8/ (1) Ministry of Flnance Incldence of Indirect Taxation
(1958-59) Government of India, New Delhi, 1861,

(11} Ministry of Finance 'Incidence of Indirect Taxation
(1963-64)' Government of India, New Delhi, 1969,
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of taxation includes not only the burden of indirect taxes
but also of direct taxes. 4nd such a study of tax burden
(direct plus indirect taxes) is of Paramount importence to

judge zs to 'who beal the existing taxes' ?

Now, 1t may not pe out place if we refer to certain
studies onh tax-incidence, carried out by the National Council
of Applied Economic Research (NCAER)Y for some individual
States llke Gujarat, kysore, Andhra Pradesh etc.ll/ These
studies have been conducted on the basis of household budget
surveys. 1t may be, further, stated that certain individual
scholars have attemptsd to measure tax-inclidence with respect
to either eertazin individual taxes or esrtain sectors of the
sconomy. Many of them have shown interesgt on the burden of
agricultural taxation., To quote some of them; 'Taxation of

Agricultural land in Andhra Pradesn'! by Ch, Hanumanths ZRao le/

11/ 1) National Council of Applied Economie Regearch
(NCAERY Incidence of Taxation in Gujarat
New Delai 1970,

iiy} National Council of Applied Economic Research
NCAER Incidence of Taxation in Mysore
Xew Delhl 1972,

iii) NCAER Review of Sales tax in Andhra Pradesh
New Delni 1963 and 1971.

12/ Hamumanthna Rao, CH, Taxation of Agricultural Land
in Andhrg Pradesh Asia Publishing Louse, Bombay 1964.
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Amaresh Bageni &/etc, These studles as sald earlier, confine
to certagin individual taxes only ahd are useful to us in

understanding the problem of tax-incidence,

Further, two more studles are worth noting, One is
the study of H.F. Lydall and M, phmed 2L/; and the otaer is
that of Banamall Dey 2z/, Lydall and Ahmed's study, strictly
speaking is not on incidence of taxation (for 1965-66), It is
a study on the projections of tax yield for 1965-66, on the
basis of likely consumer demand in 1965-66, The projections
for 1965-66 have been estimatad in 1961. It may be observed
that they have not considered the 'inter-industry uset! of
various goods, on which taxes have been Imposed. Also, 1t
may be seen that their estimates are not based on actual
tax collections. Their assumption that the rates of dgirect
and indirect taxes would not change over a decade (i.e.
1955-56 to 1965-66) may not be realistic, Therefore, their
work 1s insufficlent to arrive at the burden of taxation for

196566,

Bangmali Dey 22/ examined the per capita burden of

indirect taxstlon for ten fractile groups on the pasis of 1S3

20/ 3Bagenil, Amarssh ' Redistributive Role of Taxation in India:
An Appraisal' in 8rinivasan, T.N, and Bardhan, P K (eds)
Poverty and Income Distribution in India Statistical
Publishing Society, Calcutta 1974, pp 441-468

21/ Lydall, H.PF. and Ahmed, Mahfooz '4n Exerclise In Forecasting
Consumer Demand and Taxation Yields in India 1n 1965-66!
Indian Bconomic Review Mngust, 1961, pp 313-323.

23/ Dey, Banemall 'Impact of Indirect Taxes on Distribution of

Consumer Expenditure! B i - :
7, 1974, pp 1643-1562 —=0082¢ and Political Weekly, September

23/ Ibig.
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consumer éxpenditure, separately for rural and urban sectors

of wWest tengal for 1964-65, The estlmates of per capita
consumer expenditure on 14 groups of food items and 17 groups.
of non-food items. Dey made an attempt to find out as to how
indirect taxes on capital goods could be shifted. His analysis
is confined to West Bengal only and therefore, does not provide

information on tax burden at All-Indis level,

4l1 the earlier works are, therefore, not asdequate %o
provide a satisfactory measure of total Uax burden { direct
and indirect tazxes} by various Income clmsses, with an All-
India xuset coverage {including a oreak-up of rural and urban
tax burden by income classy so as to find out ansvwers to the
various questions raised in %the previous section. 4and the

present study is a modest attempt in thig direction,

Conceptual and Statistiecal Problems

Conceptuzl Problems:

There are many conceptual and statistical problems
assoclated witn the meaning and measurement of tax-burden. At
the outset itgelf, 1t 1s necessary to state that there are two
termg, namely 'Incldence of tax' and ‘'burden of tax' which are
commonly used in taxation, Some writers are of the opinion that
both terms mean the same, whereas some others are of the opinion
tiat there 1s o distinetion between the two. According to
Joseph A Pechman and Benjamin 4. Okner24/, the two terms mean the

same and could be used synonymously. DBut according to

——

24/ Pechman, Joseph 4 and Okner Senjamin A. Who Bears_ the Tax
3urden ? Studies in Government Finance, The Brookings
Institution, washington DC 1975, p 3.
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J.F. Due gﬁ{ the term burden of tax refers to reduction in
real income while the term 'Incidence of tax' refers to

distributional aspect of tax burden,

There are many concepts of tax-incidence. dccording
to Dalton 2§{ incidence of a %tax means the direct money burden,
borne by those who pay the tax. He distingulsihes also hetween
money burden and real burden of a tax. Real burden of a tax
is associated with loss of economic welfare in terms of

sacrifice undergone by the tax payer,

According to Mrs Ursula K. Hicks 22/, there are two
types of incidence - (1} formal Incidence and (11) Effective
Incidence. Formal Incidence deals with the money burden of
taxes. Tax collections are allocated among different income
groups. It explains now.income has been redistributed after
tax payments are made., In her own words 'the calculation of
formal incidence is of great soclal interest in connection
with questions of the distribution - and redistribution - of
incone! 25( On the other hand, effective inclidence deals with

the tax-payers' reaction to a change of %tax and 1its consequences.

25/ Due, John F, 'Toward a General Theory of Sales Tax Incldence!
Guagrterly Journal of Economics May, 1953, p 253.

Dalton H Principles of Public Finance
Routledge and Kegan Paul Ltd, London 1949 pp 51-52

8

27/ Hicks, Ursula K_ Public Finance Cambridge Universlty Press
1971 ’Chapter IX "pp 139~ . ?

28/ Ibld p 140



Therefore, effective incidence, campares two sets of economic

situgtions, namely @ne with tax Bnd the other without tax.

According to R. A Musgrave 22/ fnsre are three concepts
of incldence - specific incidence, differential incidence

and budget incidence.

Specific/ Absolute Incidence:

In his earlier work §Q{ Musgrave calls specific
incidence as Absolute Incidencé also. It examines the
distributional effects of income, c¢ue to imposition of tax.
'Specific Incidence' may be examined under two sets of
situation: (1iy c¢lassical setting with full employmert and
(i) %ﬁﬁgﬁﬁﬁgéy system i.e. a system with less than full
employment of the Keynesian type. In both the situstions, it
is not possible to trace out the distributiongl effects of
income, that are exclusively attributable to tax. Underas «
classif#cal setting, the #dstributional effects of tex are

got mixed up with the effects of either inflation or deflation.

Under a compensatory system also, the distributional effects of

tax are influenced by the Keynesian output effects.

29/ Musgreve feAde The Theory of Fublic ®inance (International
Student Edition) MCGAAW Hill, 1959 chapter 10, pp 205-231.

Also see Musgrave R.A. and Musgrave, Peggy B. 'Fublic Fingnce
in Theory and Fractice' MCGRAw Eill (Internationgl Student
Edition), 1973, pp 357-358. Bivkd

30/Musgrave R. 4. 'On Incidence' Journgl of Pubdie Economy
Vol 61, ko 4, fgust 1953, p S0€.




Ve

16

Differential Incidence:

i o e e e i e b

Differential Incidencgléxplains the difference in the
distributional results of two tax policies that provide for
equal yield in real terms, while holding publie expenditure
constant in real terms. Thls copbcept also has been examined
as to how it works under(l) classical setting with full
employmént and, (11} égg%kgé%¥g¥? system. The concept of
differential inclidence, helps us to find out the distributional
effects of tax, free from those associated with either inflation
or deflation, 8o, 1t is generally said that differential
incidence is superior to that of specific incidence in finding
out the distributional effects of tax., Dut whét happens when
differential incldence is considered under a compensatory
system ? Here, the distributional effects of tax are influenced
by the Keynesian output effects. Therefore, even the concept
of gifferential incldence, possesses the same weakness, as that
of the specific incldence 1in a compansatory system. However,
Kusgrave seems to favour the comcept of differential incidence
under a classical setting (with full employment} rather than the

concept of specific incldence.

Budget Incidence:
The concept of Budgzet Incldence looks at the problem of

incidence taking into account the combined effects of tax and

rublic expenditure, The distributlon of income among the

31/ The concept of differential incidence was used first by
Knut Wicksell, See Musgrave H.4. The Theory of Public

Finance MC Graw Hill, Tokyo, 1959, p 213 (foot notey.
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households is not only affected by taxatlon but also by

publiic expenditure, VWhen taxes are Imposed, the Incomesg

of the households are reduced, OR the other hand, when transfer
payments are made, the incomes of the hougehél@s are increased.
The combined effects of chanhges 1In taxation and changes in

public expenditure are attributable to ‘Budget incidence’,

"Static"Incidence and "Dynamich" Incidence

Douglas Dosser 32/ explsins tax-incidence in two forms,
One is the 'static' incldence and the other ig the 'dynamict
incidence, Under 'static' incldence, effects of tax are
considered at a point of time. It refers to the equilibrium
between 'sources' and ‘uses' side of income, Dosser explains 1t

with the help of the following formula:

j = 132 .O.Qn
Where A R = Change in individual real income
Wy = Change in price of factor with tax and wilthout
Tax,
Wy = Change in hours worked or capital offered.
Pij’ Change in price of jth good with tax and

without tax.

qi‘: Change in quantity of ith good with tax and
J without tax.

32/ Dosser, Douglas 'Tax Incidence and Growth' The Economic
dournal, September 1961, pp 574-591.



18

Under 'dynamic' incidence, the effects of tax are
considered over g period of time. Dynamic incidence examines
now the growth rates of income of individuals are affected due
to taxation. Dosser explalns the 'dynamic' incldence witn
the same variables, as used in 'static' incidence except that
of using the changed growth rates over time. The formula
explained for '3tatic! ibcidence, if differentiated with

respect to time 't', gives the following formula for 'dynamic!

incidence.
4 DR = dwy dws dF4 5 ..
N . T

Ae B Prest3y/ gives a different interpretation of
tax incidence. According to him, the sum received by an income
group after deduction of taxes, directly assessed on income should
be taken for two years. The difference in income so arrivegd
for that income group) ghould be deflated by a retall price
index appropriate to that group and that indlcates the incidence
of tax, In his wordé "If ohe classifles income reg?ipients by
size of income groups, then one can estimate the sum réceived in
. the two years by each group after deduction of taxes directly
assessed on income, Subsaquently, one can deflate thnls change
in net income received by eash group by a retail price index

appropriate to that group Qé/,

33/ Prest A.R, 'Statistical calculations of Tax Burdens' Economicg
ngust 1955, pp 239-240.

See glso Cgonrad Alfred H.
'On the calculation of Tax Burden' Economica, November
1955, pp 242-348.

34/ Ibid.
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Cf all the gifferent kinds of incidence explaired
above, we have cho:-en to measure the burden of taxation
by formal incidence., The real burden of taxution explalned
by Dalton 32/ or the effective incidence, explained by
¥rs Ursula K. HicksS®/is sssociated with the concept of
gconomic welfare, which is highly subjective and which
requires use of sophisticated tools, for which adequate
data in India are not readily availlable. Similarly, we
are not interested to measure the burden in accordance with
differential incidence hypothesis, as it does not measure the
burden of existing taxes. DMoreover, mrasuring tax-burden by
differentiagl incidence =2lso needs adequate data in order to
replace the existing tax system by another of equal yielg
to government and such data are not available in India., The

kind of incidence hypothesis developed by Dosser3l/ Is better
suited to assegs the effects of tax on the growth rates of
incomes of individuals rather thanh to measure the money
ourden of taxation, O©Cn the same analogy, even Frest's
measure of incidence 1s related to a two-year period and is

not very nelpful to us. We are interested to find out the

money burden of the existing taxes for specific years.

35/ Dalton, gp cit
36/ Hicks, Ursula K. op cit

37/ Dosser, op cit

e —
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In other words, we are interested to know as %o how the
tax-burden of existing taxes ls distributed among different

income classcs.

As sald earller, under formal incidence, actual

tax payments have bsen distributed among various income
classes., The burden is measured in terms of what is known

as "Effective tax rate" which means the asmount of tax,
expressed as a percentaze of personal income. In this
context, it may De mentioned that the effective tax rate,

so estimated often differs from the one, that is calculated
on the basis of the rate structure of a tax. If it is
calculated on the basls of the rate structure of a tax, it
indicates only the %tax-liability of a particular income group,
net of all allowances, deductions etec, admissible under the
tax rules inforce, But in measuring the burden of tax, it would
be more appropriate to estimate the effective tax rate, by
taking into account the actual payments of tax, ratner than
making an estlmation, on the basls of rate structure only,
Now, a tax is considered progressive, if the effective tax
rates inrréase when incomes lncrease; regressive if the
effective tax rates decrease when incomes increase, and

proportional if the effectlve tax rates remain constant for

all levels of income. It may be recalled that the above

stgtement should not be confused with the obszervation oh the

tdegree' of progression and progressiveness. ‘'Degree! of
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Progression, as rigntly observed by Musgrave, 1s meassured

as percentage change of tax divided by percentage change of
income §§/.

2

Statistical Problems:

IS

In regard to statistical problems, associated with
the measurement of tax burden by income class, the most
important is tie availability of data on size distribution
of income, In every country, this has posed a difficult
problem. Moreover, the meaning and inbterpretation of 'income!
for the purpose of measuring tax-burden involve certain amount
of omoiguity. For example: whetner iImputsd values of owner
occupiedfnouses have to be included or not 7 Whether th
value of home grown consuwmption has %o pe taken into account
or not ? In{;bme of the works carried out abroad 2/ the
official statistics on national income have been modified by
supplementary additlonal data on income distribution by gige.
As far as our study is concerned, we have measured the tax
barden, taking into gecount the concept of '‘porsonal income',

(ie2. income received by the households from all sources).

38/ Musgrave R. 4. 8t gl ‘'Distribution of Tax Payments by
Income groups: A case study for 1948' kKational Tax Journal,
Vol IV No.1, March 1951.p29

X/ See for egamples Goffman, Irving J The Burden of Canadiagn
Iaxation Canadlan Tax foundation publications, Toranto,
1962, Chagpter I1II.
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Anothzr important data that are necessary is consumers!
household expenditure on different commodities and services,
This information 1ig generally dbtained from the various
consumer expzsnditure surveys conducted by certain official

organisations. In India, the Uational Sample Survey (1sS3)
conducts surveys on consumer expenditure for different

periods of time, But the number of items tuab are included

Jede

n household consumer expenditure surveys is small, and
consequently, thesse surveys do not provide information on the

consumer expendityre with respeet to a large number of items

that are taxed.

Now, a word about the tax-paying unlt is also necessary.
In mos% of the empirical studies, households have been taken
as the tax paying units gs well as the spending units. But
if households are taken as the tax-paying units, there are
certain difficulties associated with the structure and size
of the nousehnolds, (like age and sex compositlon etcy. In a
micro sense, it is not possible to find the effect of taxation
on income distribution of those housenolds belonging to the
same income but different in their size and structure., To

overcome tuis difficulty, as Roskamp éQ/rigntLy obsarved,

40/ Roskamp, Karie W 'The Budget and Interpesrsonal' Distribution:
Comments on the papers of professolsBela CSIKOS-NAGY and
Alan R. Prest, Public Finance, Vol ZXIII/No.1-2/1963,pp 100-
101. “
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housenolds have Dbzen considared as thne tax-payling units in

a macro sense (l.e. aggregates),

As far as our study is concerned, the meaning and

interpretation of ‘'housenold' is the same as tnatfurnisned

Dy the National Sgmple Surveys.

The main data that have Dbeen used in this work are

Income tax data furnished by the Statistical Abstracts,

411 India Income Tax Statistics (AIITSY A4 Technical note
on the approach to the Fifth Plan 1974-39, National Sample
surveys, Heserve Bank of India Bulleting, Explanatory
memoranda to union sudgets, National Accounts Statistics
furnished by the Central Statistical organisation (C.5.0.%.,
Indian Bconomic Statistics lssued by the Ministry of Finance;
Surveys conducted by the National Council of Applied Feonomic

desearch (NCAD etce.

Fuv € Xaxw.‘;{g.
We are gware of the limitations of our studygﬁﬁhere

I

has Dbeen a lot of criticlism against the consumer expenditure
gata, furnisied by the National Sample Surveys (N.3.3.Y. The
LeS.3. data are based on sample surveys which may be often
subjected to sampling errors and response pblases. It has been
observed that the households, when asked about their
consumption, may have a tendency to over estimated some items
of consumption or under cstimate some othocrs. It has been

observed that the consumptlion expenditure of the top income



24
24

classes is under estimated f-}‘"3"/.

Siﬁilarly, there is a lot of criticism against the
vegliability of Income tax statisties. It has been often
sald that the Uax paylng group who pay lheome tax in India
constitute a very small proportion of the total population,
The tax revenue shown in the All India. _-Income tax statistics
is net of all concessions, deductions ete, for which detoailed
information 1s not available. Ilowever, in the gbgence of any
other source of information to furnish dat~ on the bracket-
wise collections of certaln direct taxes like the corporation
t.ux, income tax etc. we have no other option, except to
depend upon tiae All India income tax statistics furnished by
the Direclorate of Inspection, New Delhl. However, while
using the income tax data as well as the NSS consumer
expenditure data, enough care has been taken, wherever

necessary, by postulating certain assumptions.

Inispite of these limitations, we have attempted to
mcasuire the tax burden by income class. Cur view may be
clinched by citing what Professor Musgrave has sald Yalthough
available evidence is discouragingly scarce, the economist
cannot plead compdete gbsence of information. There is some

empirical evidence to work wlth and some conclusions may be

42/

41/ Bardhan, F.K. 'Pattern of Income Distribution in India' -
in Srinivasan T,N. and Bardhan,P.X.(eds) Povertiy and Income
Distribution in Indla. Statistical Publishing Socilety,
Calcutta 1974, pp 113-119. See also Mukherjee M and
Chatterjee G,3. 'Consumption Expenditure! in Srinivasan T.N.
Bardhan,P.X.(eds)'Poverty and Income Distribution in India!
Statistical Publishing Society, Calcutta, 1974,pp 139-187.

42/ Musgrave R.A. el zl, op cit, p 3.

reached deductively"
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Chapter Scheme

Chapter two explalns the derivation of size distribution
of personal income, which is highly essential for measuring

tax oburden by income classe

Chgpter three ané four expl&in{'in detail the metnodo-
logy adopted by us for allocating tax burden of indirect and

direct taxes among various income classes,

Chapter five is concerned with the results of our study.
It explains the progressivity, proportionality and'regressivity
of the tax burden for the hougeholds in vaorious income
brackets in rural, urban and All India {rural plus urban

combined) for the year 1975-76.

Chapter six studles the changes in tax-burden over the

years 1964-65, 1968-60 and 1276-76,

Chapter seven 1s a study on the eflfects of taxation on
income distribution for 1964-65, 1968-69 and 1975-76. It
delineates the trends in fiscal policy over all these years.
The last chapter contains the summary of conclusions of the
study. It provides broad suggestlons for policy making and

also tarows light on certazin agress for future reseagrch.



