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CHAPTER TIII
METHODOLOGY FOR ALLOCATION OF INDIRECT TAX
BURDEN "

Having derived the size distribution of income in
Chapter II, an attempt is made here to discuss the methodology
for allocatlion of the tax burden among various income groups,
In doing so, we have followed the familiar classification of

amd vndimcl” taxes,

direct taxes{ Direct taxes are those taxes, which are imposed
on the basis of economic status - income, property and weaitn
etc. Indirect taxes agre those taxes which are demanded from
one person in the expectatlon and lIntention that he shall
iademnify himself at the expense of another, (such as the
exclse or customs)l{ In this chapter, we shall explaln the
methodology adopted for allocating the indirect tax burden,
while 1In the next chapter, we shall explain the methodology for

allocating the tax burden of direct taxes.

Mill, John Stuart ‘'Principles of Political Economy!'

(With some of thelr applications to Social Philosophy)
Longmans, Green and Co Ltd, London, (Book V - Chapter III)

1940t p 823, The definitlon of g direct or indirect tax ls
not clear; and there l1s no unaninity among eminent
economists, For a discusslon on dlrect Versus Indirect
taxes, Please see Llttle, I,M,D.. "Direet Vs Indirect
Taxes™ Economic Journal September 1951, pp 577-584.

Also see National Burman of Economic Research 'The role
of Direct and Indirect Taxes in the Federal Revenue

System’ UNIVeTsity Fress, Princevon, 1964, pezos



Section I of thls Chapter dellneates the

assoclation of income brackets with expenditure brackets,
Section II explains the methodology for allocation of the
burden of indirect taxes, Section III dlscusses the
procedure for appovticewaml” of the tax-burden among
different uses of the commodity. And finally Section IV
outlines the procedure followed 1n allocating the burden

of different individual taxes among various income classes.

At the outset itself it must be noted that indirect
taxes are lmposed on goods and services, consumed by
people., Therefore, for allocatlon of tax burden, data
on consumer expenditure, spent on various items, must be
known. Ths data are not adequately avallable %o us.
There are two important sources %o provice this data
- (1) The National Sample Survey (N.S.S.) on household

consumer expenditure and (1i1) the consumptlon proportions,

furnished in the technical note on the approach to Fifth
Plan 1974-79 (hereinafter referred to as the technical

note)?‘-‘( This, data are providedby monthly per capita

2/ Planning Commission "4 Technical Note on the Approach
to Fifth Plan 1974-79, Government of Indla, New Delhi,
1973, Annexure IV.6 and IV.7, pp 86-21.
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expendlture classes. Therefore, unless we find out the
corresponding expenditure brackets for the income brackets.
already derived in Chapter II, it is not possible to allocate
the indirect tax burden, by income classes. Even the Indirect
Taxation Enquiry Committee could not allocate the indirect
taxes by income classes. due to lack of data on the assoelation
of income brackets with the expenditure brackets. In the words
of the Indirect Taxatlon Enquiry Committee "unfortunately,

we are not in a position to provide an answer as the distribu-

tion of income by expenditure groups - or vice versa - is

unknown® 3¢ But an attempt is made here %to assoclate the
income brackets with expenditure brackets. on the basils of
estimates. already made in Chapter II, We have also made an
attempt to explain the procedure followed by us in calculating
the expenditure on different items. usging the N.S5.8. data. or

the Technical note's data or both, as the case may be,

In order %o allocate the tax-burden by lincome classes,
we must know the correspondling consumer expenditure brackets
for all the income brackels. In Chapler II, we estlimated the

expendlture brackets for the lower income groups only &

3/ Government of India, Report_of the Indirect Taxation Enguiry
Committee, Part I, New Delhi, 1977 p.l2.

4/ Please see the method explained in Chapter II for assoclating:
the expenditure bracketls with the lncome brackets uplto the
point of tangency of the Pareto line wlth the NSS based
consumer expendliture.
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(i.e. Case A, B and C} but we have not found out the

corresponding expendlture brackets for the upper income

groups (i.e., case D, B, F, G, H, I, J, K and L), although

we have derived the bracket wise personal income angd

consumer expenditure for all the income brackets (see

tables II.8 to II.16). The crucial data necessary in

this context 1s the C/Y ratios for all the upper income

brackets, Such a data are not avallable from any

authentlcated source, Therefore, the need arose to

cakeulate the C/Y ratios, so that it would be possible for

us to find out the corresponding expenditure brackets for

all the income brackets, We have evolved a method of our

own to caleulate the C/Y ratios for the income brackets and

the same is described below;

Based on the Personal income and the corresponding
consumer expenditure data, for all the income brackets of
Chapter II (See tables II.8 to I1I.16) the C/Y ratio has been
worked out by dividing the consumer expenditure (C) with the
personal income (Y) of that income bracket, Later, the C/Y
ratios have been used for assoclatling the income brackets
with their Borresponding expenditure brackets, To be more
specific, it would be better if the calculation of C/Y ratios
is shown by an example, For this purpose, we have chosen

the income distribution by size relating to the rural area of
1964-68., Table III,1 showa the lncome brackets, Average



1106 16

Housenhold size (4.H.S.), Personal income (Y), Consumer

C
expenditure (C); Y ratio, the corresponding expenditure
brackets and the pelr caplta exPenditure classes relating

to the rural area of 1964-65,

In table ITL.1, the § ratios for all the income
brackets have been found out (see column 6 of the table).
For all the income brackets from A to K, the ¢ ratios have
been used to find out the corresponding expenditure brackets
(see col 7). Later, the corresponding expenditure bracket
for the upper most income class (i.e. L in table III,1) has Lo’
been adjusted., We have, then, worked out the monthly per
caplta expenditure class( see column 8 of the table) by
dividing column 7 with Average Household Size (AHS) and then
by 12 2/. Thus we have assoclated the income brackets A to
L with the corresponding monthly per capita expenditure

classes.

As stated earlier, it may be noted that the entire
procedure, explained to assoclate the income brackets with the
expenditure braékets, relates to 1964-65 raral area only
{(Table III,1). The same procedure has been followed with
respect to 1964-65 urban area, and also for the years 1968-69
and 1975-76 for associating the income brackets with the

expenditure brackets.

5/ '12' refers to 12 months.
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It can be seen that the monthly per caplia
expenditure classes so obtalned are not, however, in
consonance with the consumer expenditure data on various
commoditvles furnished by the N.S.S. or by the Technical
note of the Fifta plan. The N.S.S. classification of
monthly per capita expendlture classes 1s on the series
Rss 0-8, 8~11y 11-13 ¢eees. upto a maxipum limit of Rs. 75.
Similarly, the Technical note's classifiecation of monthly
per capita expenditure classes 1s on the series
Rs. 0-10, 10-15, 15-20 sessss upto a maximum limit of
Rse 200. Therefore, we have adjusted the monthly per
caplita expenditure classes obtained by us with the
classification, given by the N.S.S. or with the classifi-
cation given by the Technical note, as the case may be, in
order to enable us to calculate the commodity-wise consumer
expenditure as against each expenditure class (and hence
for each income class). In doing so, we made the following

assumptions,

(a) In each expenditure class (or income class), the
population as well as the consumer expenditure have

been uniformly distributed.

(b) The expenditure or income classes are contimous,
in the sense, that there are no gaps im the distri-

bution.
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Now, a word about the commodity-wise consurer

- expenditure data furnished by the Matlonal Sample Surveys
as well asﬂthe Technical note 1s necessary 1in this'context,
pecause we have adopted the data of both these sources to
allocate the tax burden of indlrect taxes In our study. The
data furnished by the N.8.8.. are very much inadequate in the
sense, that 1t provided consumer expenditure data on nearly
15vto 20 commodities only of which many are non-taxed iltems,
Further, it does not provide information oh consumer expenditure.
beyond B.75. monthly per capita expenditure limit. (The only
exception is that of N.3.8. 28th round which provides consumer
expenditure data up to R.200 monthly per capita expenditure
class). Therefore, in our study, to allocate the indirect tax

burden, we have supplemented the N.S5.8. data on consumer

expenditure with the data furnished by the Technical note &,

The Technical note provides the data on sectoral
"Proportions" of household consumer expenditure for

a7 expendliture classes ( such as in the seriles g.0-10,k10-15,
%15-20c0evss uptom200) both urban and rural, for €6 sectors,
While the N.S.8. provide information on a very limited number

of commodities, that too, upto a maximum per caplta expenditure

&/ As a matter of fact, ewven the Technical Note prepared by
the planning commission 1s based on the N.85.8. consumer
expenditure data in the main but other sources of data also
were made use of by the planning commission in preparing
this note,



class er‘m.75/~, the Technical note provides information on

a large number of commodities grouped into €66 sectors and that
too, upto a maximum monthly per caplta expenditure class of

Rse 200/~. Obviously, the data furnished by the technlcal note
dve more useful to us than that of the N.§.8. consumer expen-

diture data.

But one objection to use the technical note's data
for our purpose 1ls that they are the projected consumer
expenditure proportions on 66 sectors, expressed in 1971-72
prices for the terminal year of the Fifth Plan i.e,, 1978-79 Yy
But that objection may not be very serious in view of the fact
chatAthe behaviour of the consumer expenditure does not very

mich in a short span of time 8/,

One should also observe in this connection, that the
technlcal note's data on consumer expenditure, are given in
Mproportions® but not in "absolute™ figures., Therefore, the
commodity wise expenditures, calculated by using these

' proportions' are not very mich affected, desplte the fact

2/ The terminal year of the Fifth plan Premat&%ly ended
by 1977-78 due to the implementation of rolling plan.

g8/ Friedman, Milton 'g Theory of the Consumption Function*
National Bureau of ¥conomlc Hesearech, Princeton.

Oniversity Press, 1957 Ch 1V. P.40
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that our study pertains to a different perlod of time, otter

than 1978-79, Moreover, there 1is little possibility of getting
more informed data on consumer expenditure on various commodities
elsewhere, Therefore, we have adopted the 'Proportions!
furnished by the Techhical note for zll the three years of

study. However, we have %taken enocugh caution in this matter,

That is-where ever data on consumer expenditure 1ls furnished
by the N,8.8 for a particular commodity, we have taken the
N.5.S8. data, upto the income class of k.4,000/- (which
approximately corresponds to the monthly percapita
expendiwure limlt of g.75/-) and beyond Bs.4,000/- income
class limit, we have used the expenditure ‘Proportioné'
given by the technical note. But the technical note 2/
does not provide us data on the consumer expenditure beyon¢
Bs. 200/~ monthly per capita expenditure, Therefore we have

assumed that the 'Proportions' given for the last

expendlture class~l.e., “jAbove B.200/-" applies to such
of those income brackets, whose monthly per caplta
expenditure limits exceed ».200/-. In thls way, we made
use of the data on consumer expenditure prowvided by the
N.3.8., as well as the Technleal noie. But still we are

left with another problem which needs some discussion,

9/ Technleal note op cit PP.86-91
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That ts - the N.3.5. consumer expenditure data do not provide
information with respect to the consumption of certain

commodities by the various expenditure classes, For example,

no data on consumer expenditure are furnished on, say, chemleal
products, Hubber products, ete., by the N.§.3. in any of 1ts
rounds. 7To calculate the consumer expenditure on such 1tems,

we have depended completely on the Technical note's

'Proportions', for all lncome brackets. Thus, every precaution has
been taken to calculate as accurately as possible the commodity
wigse consumer expenditure expenditure as against each and every

income bracket.

Now, before we explaln the procedure followed to allocate
the tax burden of the Individual taxes, 1t 1s necessary to
discuss about the home grown consumptlon by various expenditure
brackets (and hence the income brackets). As taxes on commodities
are associated with purchases made by cash, it was necessary for
us to calculate the value of home grown consumpfion of each

income bracket 10/. But data on home grown consumptlon are not

available for all the Income brackets and for all years

10/ 1In several studies, tax has been dlstributed in
proportion to casiu expendture of the consumers,
For example: See Government of Indla !Report of the
Indirect Taxation Enquiry Committee' Part iy,
New Delhi, 19278 p 112.
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of our study., However, the N,S.S. 19th round ll/provided data
on home grown consumption by various pér caplta expenditure
brackets for rural as well as urban areas, We have calcoulated
the value of home grown consumption for each income class

and subsAracted the same, to arrive at eash expenditure of each
income class. In oﬁr study, the usage of the word "consumer
expenditure®", therefore,means consumer cash expenditure for the

purpose of allocatlng tax burden among different lncome classes.

11
Methogg;ogy for Allocating the Burden of Indirect Taxes

'Agong the Various Income QClasses

In allocating the burden of indirect taxss, we have
assumed that all indirect taxes are completely shifted on to
the consumers 1in the same financlal year itself (by way of
higher prices) except a certain portion which 1s taken to be
borne by the Government itself and also the tax lmposed on the
goods which ha#e been used for gross fixed investment (GFI) -
in the current year itself. The reasons for doing so have
been explained in the succedding paragraphs. The answer to

the question whether g particular Indirect tax is shiftable
. A

11/ National Sample Survey "19th round: Tables with notes on
Household Consumer Expenditure and Enmterprise for Ruragl
and Urban areas of india"(lntegrated household survey)
Schedule 17, Government of India, New Delhi, 1971 p 61 and




or not depends upon many factors, such as the elasticities
of demand and supply; time element (i.e,, longrun or short-
runy, the 1nclusion of a Personal element (1l,e,, whether

the tax includes a personal element or not) etc.,lg/- Our
agssumption that indirect taxes are shifted on to the

consumers 1s in confgrmity with many studies on the incidence

of indirect taxes 1§/.}

It is known Pretty well that tnéy are imposed on
different commodities and services, And the commodities
and services, thus taxed, are meant for diffsrent uses -
Private final consumption, Public final consumption, intsr
industry consumption and for capital formation., Now, in

order to allocate a tax levied on a commodity, 1t is very

The European Productivity Agency of the orgarisation
for European Economie Cooperation. The Influence of
Sales tax on Productivity Project No 315 2 Bue Andre -
Paseal Paris XVI e, 1958, pp 41-42.

" Also see Ghosh, A.B, 'Sales Tgx in Indig' Morograph 2,
Delhl School of Economics, 1954, pp 9-16. 4

13/ Musgrave R.A. ¢% al ‘Distribution of Tax Payments by
-+ Jncome Groups : A case study for 1948' National
Tax Journal, March, 1951, p 20.

Also see Goffman, Irving J 'The Burden of Canadign
Taxation' Canadian Tax Foundation PubllIcations, ?oranto,

1962, pp 41-45.
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essentlal for us to know that part of the tax on the

commod ity which enters into private final consumption,

that part of tax which enters 1nto inter-industry use, and
that part of the tax which associates with capital formation,
In India, so far little work ls done on these lines and
therefore, our task has become very labourious. The tax
purden, could be more rationally allocated, 1f the above
analysls is made with respect to an indirect tax imposed
onjéommodity or service, Because of the merit involved

in thls approach, we have attempted to find out the
incidence of an indirect tax, on thls basls to the extent
possible, The burden of a tax 1s bound to vary, cepending
upon the nature of the commodity entering into consumption,
It 1s our task, here, to apportion the various components
of tax levied by the Government - be it excise duty,

customs duty or sales tax - on different commodities among

the above mentioned uses,

An analyslis of the tax burden on these lines needs
ade@uate data on the input-output co-efficiernts for various
commodities 1n the economy., But we do not have adequate
dgata on the input-output co-efficients in the Indian eco-
nomy, The Indirect Taxatlon Enquiry Committee on indirect
taxatlon also agrees with our point of view that data on

input-output co-efficients are very much inadequate %o
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adopt a study of tax burden on the above analysis lé/.
However, we made an attempt to study the indirect tax
burden on the above analysis, on the basis of the limited
data, provided by the technical note of the planning
commission on the input-output. co-efficients 1%/, This
data has been provided by the technical note in two
categories, namely - one set of input-output co-efficlent
matrix for the final use domestic transactions for the year
1973-74; and another set of input-out co-efficient matrix for
the final use of Import transactions for the year 1973-74 ie/,
We made use of the former for allocating the tax burden of all
indirect tzxes, other than the import duty, for which we made
use of the lnput output co-efficlents of the latter, We have
assumed that this data 1s applicable for all the three years
of our study 12/. In doing so, we have confined our study

to the first round of input use of commodities only. an
| example would make this point more clear, as to how we have
done, Le%t us suppose that there is a commodity 'X', on which
a tax has been imposed. Let us also suppose that 'X' commodity
enters into the manufiacturing of four other commodities -

A, B, C and D. The tax that 1is imposed on commodity 'X*,

14/ Report of the Indirect Taxation Enquiry Committee op ¢it
p 112.

15/ Technical Note op g¢it pp 35-48,
16/ Ibid

17/ Such an assumption 1is realistic 1n the sense that the input-
output co-efficlent matrix depends upon the production
techniques employed in manufacturing the various commodities,
As production techniques are not likely to change always, one
can assume that the input-output co-efflecients do holé good
for a reasonably sufficient period,



126
20

obviously, is passed on to the commodltles 4, B, C and D.

O6n the basis of the input use of 'X'., Again A, may be used
into the making of some other. commodlities - P, Q and R, 1In
our present siiidy, we have confined our analysis of allocating
tax burden only to the first round of input use of the
commodities, In the above example, we have studied the
apportionment of the %tax, imposed on 'X' commodity, among
the various other commodities A, B, C and D only, We could
not proceed further to find out the tax incidence beyond the
first round of input use due to lack of adequate data on the .
consumer expenditure, 4lso, such an analysis ls, beyond

the scope of our study, because we have dealt with the

tax burden by income classes with respect to all taxes -
direct and indirect-and that too for three years, How-

ever, we suggest that 1t is worth of any researcher to
attempt a complete analysis of over all tax-incicence, by
choosing one of’the indirect taxes and also by applylng

the technique of a sophistisated input-output analysis,

111

Procedure for jpportionment of the Tax ggregg Among
Different Uses of the Cogmog;;xi

As has been sald earlier, the technical note

provides information on the value of - & Pyi vk &hdlhéwjﬁﬁx
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(b) Public final consumption: (c¢) Inter industry use and
(d) Gross fixed investment {(GFI) of the 66 commodity
groups, put tc use in respect of domestle transactlons

and import transactions for ths year 1973-74 18/

We have worked out the proportion of value
for the 66 commodity groups among th:= above four uses in
percentage terms based on the data furnished by the technical

note 19/« (See Table III,2)

18/ Tectnical Note of cit pp 36-36

19/ 1bid
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TABLE I11,2

(Fingl Uge) Percentage Value of Domestic Transactions of

66_Broad Commodity Groups (Sectors) dmong Differsnt Uses

for the year 1973-74,

(In percantage)

Inter Private Publile Gross M™otal
Sector indus- fingl final fixed
try consum- consum-  invest- ()
use ption ption ment
() (%) (%) (:0)
(D) - (2) (3) (4 (3) (6)
1. Pood grains 13.39 86,61 0.0 0.0 100.0
5, Other Agriculture 47,60 52,40 0.0 0.0 100.0
3. Animal Busbandary 10.49 89,45 0.06 0.0 1000
4, Plantation 100.00 0.0 0.0 0.0 100.0
5. Forestry : 49,08 47,51 2.51 0.0  100.0
6, Coal 39.32 60.08 0.60 0.0 100.0
halu«w&
e Misc.Coal, PetAPmducts 100,00 0.0 0.0 0.0 100.0
8. Iron Ore 100.00 0.0 0.0 (0.0 100.0
Oe Crude 01l 100.00 0.0 0.0 0.0 100.0
10. Other minersls 100.00 0.0 0.0 (o0 100.0
1l. Sugar & Gur 4,18  95.74 0.08 c.0 170.0
13. Tea & Coffee 0.99 98,46 0.585 0.0 100.0

14. other Food Products 9,57 89.36 1.07 0.0 100.0
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(1) (2) (3) (4) (5) (€)

15, Cotton textiles 4.19 94,54 1.27 0.0 100.0
16. Jute textiles 68. 63 0.0 31.37 0.0 100.0
17. Other textiles 41.46  51.51 7.03 0.0 100.0
18. Misc, textile products 25,87 71.72 2.41 0.0 0.0
19. Wood Products 38.19 49,23 12.58 0.0 100.0
20. Paper, Paper Products  37.80 33.26 28.94 0.0 100.0
21. Leather products 4,66 82;65 12.69 0.0 100.C
22, Rubber Products 77.21 15,34 7.45 0.0 100.0
23. Fertiliser 100.0 0.0 0.0 0.0 100.0
24. Inorganic Heavy

Chemicals 100.0 0.0 0.0 0.0 100.C
25. Org, Heavy Chemicals 100.0 0«0 0.0 0.0 100.0
26. Plastics 48.36 50.35 le 29 0.0 100.0
27. Cosmetlcs & Drugs 27.92 71.59 0.8 0.0 100.0
28« Man-made fibre 100.0 0.0 0.0 0.0 100.0
g, Other Chemicals 89.16 10.19 0.65 0.0 100.0
30. Petroleum Products 54,38 31.64 13.98 0.0 100.0
31. Cement 100.00 0.0 - 0.0 0.0 100.0
32. Refractory 100.00 0.0 0.0 0.0 100.0
33. Other non-metalic

Mineral Products 81.06 18.76 0.18 0.0 100.0
34. Iron & steel 100.00 0.0 0.0 0.0 100.¢
35. Non-ferrous Metals 100.00 0.0 0.0 | 040 100.0
36. Bolts and Nuts 98.20 0.0 1.80 0.0 100.0
37. Metal Contalners 91.48 0.0 8.52 0.0 100.0



(D) (2) (3) (4) (5) (6)
38. Other Metal Products 22,57 13.86 3.53 60.04 100.0
39. Ball bearings 9.14 0.0 0.0 90 +86 100.0
40+ Office, Domestic
equipment 6.62 35,09 8430 49,49 12040
41, Agrl. Implements 23.16 0.0 0.0 76.84 100D
42.,Machine tools 1.34 0.0 0.0 03.66 1000
43, 0ther Machlnery 11.96 0.0 0.0 88.04 100.0
44 ,Blectric Motors 26,04 0.0 0.0 73.96 100.0
45.,Electronies 11.35 0.0 24, 60 64,05 100.0
46.Blectric Wing 85,72 0.0  14.28 0.0 30040
47.Batteries 13.82 50.79 10.32 25.07 100.0
48,.Ele . Household Goods 6. 35 58.06 8.20 27.39 100.0
49.Radio 29.28 70472 0.0 0.0 100.0
50.Telephone & Telegraph |
equipment 8.49 0.0 2,62 88,29 100.0
51.0ther Electricals 21.83 0.0 25,71 52,46 1000
52.Motor Cycles 28,21 34,74 0.35 36.70 10040
53.Motor Vehicles 59.13 5.00 11.26 24.61 100.0
54.8hips and Boats 31l.11 0.0 17.69 51.20 10090
55, 4ir Craft 8.73 0.0 11.61 79.66 100.0
56.Rall equipment 20.28 040 3.91 75.81 100.0
57.o0ther transportequip- .-
ment 10.18 0.0 46,76 43,06 100.0
58, Watches and Clocks 5.05 84,77 2.43 7.70 100.0
59.Misc.3clentlific
instruments 9.07 0.0 25.03 65.90 10040



loy
(D (2) ¥3) (4) (5 (6)
60, Other Industries 6.97 91.21 1.82 0.0 10040
61l. Printing 51.04 46,52 . 2444 040 0040
62, Electricity : 80039 17046 2'15 0.0 10040
53, Construction 13.82 16.22 7.21 62.75 1000
64, Other Transport 41.27 56,89 1.84 0.0 100.0
65, Rallways 37.33 62,07 0.0 0.0 100.0
66, Other Services 34,00 32.00 30+ 40 3. 60 0.0

(NOTE;: Calculated on the basis of data available In the technical note)

SOURCE: Government of India, Planning Commission " J techniecal note on
the approach to the Fifth Plan of India 74-79, New Delhi ,
1973, P 35
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This information is not avallable for any other years and
hence, we have adopted the same proportions lor apportion-
ing the %tax burden attributable to each commodity among its
above uses, Thus, we have assumed (as sald earlier) that Shis
information relating to the year 1973-74 holds good for all

the years of our study.

Of the above foulr categories mentloned, we have
taken into account the Vax part attributable to Private
final consumption of the commodity and the %tax part attri-.
butable to the inter-industry use of the commodity. The
remaining other two categories (i.e. b and dy have been
ignored for the purposes of allocating tax burden among
various income classes. The tax part, attributable to the
Public final consumption (i.e.final consumption of goods
by the government) 1is ignored on the ground that i1ittle
justification is there to pass 1t on to the household

sector, In the words of the Report of the Indirect Tax~
ation Enquiry Committee "mentlon may be made in parti-
cular of the allowance that has been made in the present
study for the fact that taxes falling on goods used by the

Government should not be allocated to the household sectort® 20/

20/ Report of the Indirect Taxation Enquiry Committee,
Partv II, 1978, op ¢it P 10
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In order to find out the incidence of tax on capital
formation, it 1s necessary to examine the nature of the
capltal asset, its life time, its inter industry use with
time lags etc. Sufficient data on these aspects are not
avallable, 4lso, we are unaware of the duration of time,
necessary to build up a capital asset, before it actually
'starts producing commodities, Moreover, most of the gocds,
produced during the current period, are attributable to
the capital stock, made up in the preceeding years, but
not to the capital stock, actually formed during the current
year itself. In addition we are very little informed of
the inter industry use of the capital goods with time lags

etec.

Thus these difficulties necessitated us to ignhare
the %tax part on those goods which are ussd for capital for-
mation, during the current year itself, Finding out the
incidence of goods which enter into capital formation is a
major issue of taxation, worthy of a good research work and

it involves using sophisticated economefric models,

Tax Part relating to Private finsl Consumption of g
Commod ity

We explain below the method followed by us to allo-

cate the Yax part relating to private finagl consumption
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and the tax part relating to the inter industry use of a

commodity or service, First, we shall explain the former

and then the latter has been discussed.

The tax-part relating to Private final consumption
of a commodity (or service) has been gllocated among the
various incomevclasses in proportion to the consumer cash
expenditure incurred by %those classes on that commodity
(or service) or 1ts broad category 2l/. For «gample: let

‘us suppose that the tax part relating to private final
consumption of a commodity 'X' is Rs. 300/-. This amount

of tax 1s distributed among the various income classes in
proportion to the cash expendliture lincurred by them on that

commod ity-

21/ If the actual consumer expenditure on the commodity
cannot be calculated, due to paticity of data, the tax
burden has been distributed among various income
classes in proportion to the consumer cash expenditure
on the broad category of the item or commodity. For
example tax on liquor has been distributed in proportion
to consumer expenditure on its broad category, which
includes tobacco, Pan, alcoholic drinks etc. 1In many
studies, calculation of tax burden ls on the basis of
consumer expenditure on the broad category of the item
or commodity. For example: Please see Goffman, Irving J
‘Burden of Canadian Taxatlon' Canadian Tax Foundation,
Toranto, 1962, p 45
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The following 1s a hypothetical table to allocate the tax

part of Rs. 300/'

Igble I1I1.3
Household Percentage of consumer
Income class cash expenditure on the Tax pald
(Rs.) commodity
Rsa
0 - 1000 104 30
1001 - 2000 207 60
2001 - 3000 104 30
3001 - 4000 5% 15
4001 - 5000 104 30
5001 - 7000 5h 15
7001 - 10000 254 75
10002 - 15000 5k 15
13001 = 20000 5% 15
20001 - 30000 1% 5
Above 30000 4% 20
100 Rs, 300

As already sald, the consumer expenditure has been calculated
in respect of important commodities, by using either the data
furnished by the N.3.S8. or the data provided by the technical

note,
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Tax_Part Relating to_Inter Industry Use of a Commodity:

Now, we discuss the procedure adopted for the tax
part relating to the inter industry use of a commodity (or
service). As has been sald earlier, we have considered, only
the first round of the input use of the taxed commodity
(or service)} for the purpose of dividing the inter lIndustry
tax part among 1its several uses., Therefore, inter industry
tax part of a commodity (or service) has been further
sub-divided into !'small components' in proportion to its
input use among several uses. A&n example, will make this point
more clear, Let us suppose that the inter industry tax part
of a commodlity 'X' 1s Rs. 200/-. Let us also suppose that
commodlity 'X' enters as an input for the manufacturing of

commodities P, Q and R, the input proportions of 'X' expressed

in percentage terms belng 204, 304 and 50% respectively.
Therefore, the inter industry tax part of Rs, 200/~ should be
sub-divided into Rs. 40/-. BRs. 60/- and Rs. 100/~ and

attributed to the commodlities P, ¢ and R respeectively, Like this,
the inter industry tax part of a commodity has been attriktuted to
those commodities, for the manmufacturing of which, the taxed
commod ity has entered as an input. Later, the 'small component'
of the inter lndustry tax part, agtributed to a commodlty has
been distributed among the varilous lncome classes in propertion

to the consumer expenditure on that commodity by those classes,



In the above example, the tax part of Rs. 40/- (attripbutable
to commodity Py has been allocated among the various Iincome
classes in proportion to the consumer expenditure on commodity
‘P! by those classes. In thls connection, we have observed
that in addition to the major input-use of the taxed commodity
in some of the predominantly observed sectors, it also enters
into a large number of other sectors, where 1ts percentage
input use, 1s deplorably small, For example, ' Chemicals® as
a commodity has predaminant input use in major sectors like
agriculture, cotion textiles, construction, cosmetics and

drugs. DBut its input use is deplorably small in many other

sectors, We have ignored such small percentage of input use

of the taxed commodity 1n such sectors., Therefore, after

setting apart the tax part for the major sectors of inter
industry use of the taxed commodity, the remaining inter
industry tax part has been treated under the heading
"Miscellaneous" or "Others" amd it has been distributed among
the income classes in proportion to the total casii consumsr

expenditure of those classes.

Now, a word about the distribution of the tax burden .

between rmaral and urban areas.

One can expect that the tax burden among various
income classes would be c¢ifferent in urban and rural areas,
It is obvious that the consumption pattern in both rural and

urbsn areas is different., We have derived the income



distribution for rural as well as urban areas sepqrately
in Chapter II, In India nearly 804 of the total popula-
tion iive in villages, and therefore, there l1s every need %o
copaider the tax burden seperately for the rural area. But
data on tax collections are not, available sepgrately for
rural-and urban area. However, we have divided the tax-
part, ascribed for private final consumption of a com-
modity, into two- namely the tax part pertaining to urban
area and the tax part pertaining to rural area. Such an
apportionment of tax between rural and urban areas is made
in proportion to the total consumer expenditure on a com-
modity (or its broad category) in the rural and urban
areas respeetively., As sald in the preceeding para-
graphs, we have allocated the tax part relating to pri-
vate final consumption(whether it belongs to urban or
rural) among various income classes 1n proportion to the
consumer expenditure on taxed commodity (or service) oy

those classes.

As regards the inter industry tax part also, we
have adopted the same procedure to calculate the tax burden
burden between rural and urban area as that followed for
the allocation of the tax part pertaining to private final

consump tion,

Thus, we observe that the total tax, that is

set against an income class for a commodlty(or service)



comprises mainly of two subdlvisions, namely Qa} the tax
part attributed to private final consumption (i.e, direct
consumption of the commodity) and (b) the tax pa-t attri-
buted to the inter industry use of the commodity (i.e.,
indirect consumption of the commodityy. The lafer has
further small subdivisions, showing those sectors into

which the commodity must have entered 1n, for input use.

L2

Having thus discussed the procedure in general
adopted to allocate an Iindirect tax imposed on a commodity,

we now take up some of the Importasnt commodity tzxes.

UNION EXCISE:

The Collections from union excise are given in the
explanatory memoranda of the union budgets, statistical
abstracts etc, For some years, the items have been broadly
classified, whereas for some other years, the Individual
item wise collections are given, In our present study, we
have followed the broad classification of the various items
as given in the Explanatory Memoranda of the union budget
1970~71 in which we get the "Accounts®" filgures for the year
1968-69., For the year 1964-65, individual item wise colle-
ctions are avallable but these have not been regrouped into
certaln broad categories, as was done for 1968-69. 8o, for

the yeal 1964-65 also, we have rearranged the individual



items in such a way, that they are listed out under the
broad classification which we have followed. For 1975-78,
the latest year of our study, the memoranda itself gave the
broad classification of the items and so, there is no prob-
lem. The broad classification, we have followed for central

exelge duty is as follows.

1. Food, Beverages and tobacco:
2., Vegetable oils and Fats:
3. Petroleum Products:
4. Manufacturing goods:
5. Metals (including Ferrous and non-ferrousy:
6. Chemicals:

7. Machinery and transport equipment,

(1) JFood, Beverages and Tobacco: The items under this head

include tea, coffee, milk products, meat, fish, egg,
fruits, refreshments, sugar, pan, tobacco, alcoholic.
drinks, bidi, cigarettes etc., The National sample survey
(N.S .8 .)

provides information on consumer expenditure on thase itenms

upto a monthly per cspita expenditure class of r.75/-. We

have added up the figures under each of the above ltems and

calculated the consumer expenditure upto an income bracket

of ®.4,000/- yearly household income (which approximately

corresponds %O R.75/-monthly per caplita expenditure class).



For the brackets beyond Rs. 4,000/~ income limit, we have
used the sectoral proportions of consumption for these
relevant items and foumd out the consumer expenditure, We
have followed the same procedure for calculating the
consumer expenditure on this broad category of items b&
various ihcome classes for urban as well as rural
distributions, We have taken the total gross revenue
collections from the union exeilse for this broad group of
commodlty and first, allocated the same between (a) private
final consumption; (b) public final consumption; (c) inter
industry-use and (d) Gross fixed investment, based on the
data felating to domestic final use transactions, furnished
by the technical note 22/ e have observed that there is
no use of this commodlity group for gross fixed investment
(G.F.I). We have, as sald earlier, iznhored that part of the
tax, set gpart for pubiié final consumption, The Private
final consumption part of the tax as well as the inter
industry part of it have been allocated across the lncome
brackets, in proportion to thexbasg?consumer expenditure ,

on the lines already discussed in the preceeding paragraphs.

(2) Vegetable 0Olls and Fags: The items for waich consumer
expenditure data are provided under this head by the N.S.S
are vegatable oils, edible oils and vaBaspathi. The
sectoral consumption proportions are also available in the
technical note, We have calculated the consumer

expenditure upto an incomé class of Rs. 4,000/~ yearly

hougehold income, by using the N.5.S5. data. For the classes

(or brackets) beyond Rs. 4,000/~ income limit, we have used the

22/ Technical Note op cit p 36
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sectoral proportions of consumption furnished by the technical
note under this head. We have observed that the inter industry
use of vegetable oils and fats is mostly 1B cosmetics and
drugs. The tax has been apportioned on the basis of proportions
of inter-industry use of the broad commodity and has keen

allocated according to the general principles discussed earlier,

(3) Petroleum Products: The National Sample Survey (N.S.S.}
does not provide information on petroleum products except
on kerosene which occupies a minor proportion of the
total components of petroleum products., Petroleum Products
include motor spirit, low speed diesel, high speed dlesel
oil, lubricating oils etec, Therefore, the consumer
expenditure on the use of Petroleum Products have been
calculated for all the income class=s - rural and urban -

on the basls of the data avallagble in the technical note, We

have observed that there is no use of petroleum products for
gross flxed investiment. Tthat part of tax, ascribed to the
Private final consumption of Petroleum Products has been allocatad
across the income brackets in proportion to the consumer
expenditure on them, The Inter industry tax part has been
calculated on the basis of sectoral consumption data of petroleum
Products, furnished by the National Council of Applied Economic
Research (NCAER)studles 33/. The Inter industry use of Petroleum

Products 1s very significant in certain sectors like transport,

23/ National Councll of Applied Economic Research
Congumption Fattern of Selectied Fetrol-um Products!
New Delhi, 1971, p 118.




seeel, but there is some final consumption of ‘other metal

ProducH - such as razor blades, Burricane lanterns, sanitary

metal fittings ete, As iron and steéel 1is also required for
manufacturing of various types of other metal products, we have
assumed that this commodity-group be treated under the %titde

#other metal products™ for the purpose of alloeation of the tax.

4ds explaiped in tné gensral principles, outlined for allocation

of an indirect tax, in the earlier paragraphs, the tax part can

be ascribed for the commodity's use under G.,F.I. and Public
final consumption has been ignored. We have observed that the
inter-industry use of "other metal products" is ﬁ%dominent 1n

(i) construction; (ii)} Irom and Steel Industry; (1ii) other
msehinery products; (iv) other metal products and (v) misce-
llaneous sectors, The inter industry tax part has been

distributed across the income bEsckets 1ln proportion to the consumer
expenditure on these items, Where, however, information on consumer
expenditure proportions is not available for some of the items

even in the technical note, such an item (or items) is treated

as a 'general'item and the corresponding tax part has been

allocated among the income classes in proportion to the total

consumer expenditures of those classes.

(6) Chemicgls; The N,S.8. does not provide any information

on the use of 'Chemicals' by various expenditure classes. The
technical note provides information on the prlvate final consum-
ption of chemicals under the heading "other Chemicals", The

reason is obvious, because 'Chemicals' as they are, cannot be
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consumed but chemical products can be consumed by the
people, The chemical products are listed out by the
technical note under the heading 'O¥her chemicals'!, For
the purpose of gllocation of tax on 'chemicals', we have
treated this group under the heading 'other chemicals',

Now, the tax part relating to the private final consum-

ption has been allocated in proportion to the consumer
expenditure on 'other chemidals' by the various income
classes., We have also found out that chemicals enter
into inter-industry use in many sectors of the economy
but thelr use is very significant in agriculture, cotton
textlles, cosmetics and drmgs, constyvetion ete, The
inter industry tax part has been allocated in proportion

to the consumer expenditure on these items.

(7) Machinery and Transport eguipment: This broad group

includes a wide varilety of commoditles, some of them are
closely assoclated with motor vehicles, Therefore, we
have treagted this broad category under 'transport' item
for the purpose of allocating the taxes imposed on them,
The inter industry use of this broad commodity-group is
expliecitly pronounced in cotton textlles, rallways,
construction and other miscellaneous industries, We

have allocated the inter industry tax part among the various
income brackets ln proportion to the consumer expenditure
on these items, The tax part relating to private final
consumption has been allocated in proportion to the

consumer expenditure om 'transport'by the various income
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classes. As sald earlier in the general principles, we have
ighored the tax part attripbutable to G.F.I, and public final

consumption (i.e,. %inal consumption of the goods by Government).

Thus we have explained the treatment meted outb in
allocation of Central excise duty among the various income
brackets for urban as well as rural distributions. The
individual statements, showing the allocation of unione xecise
dutles on these seven broad commodity-groups {both urban and
rural), as well as the pooled-up statements for all-India,

are shown 1in Appendix Tables A III.1 %o A I1I.9,

Imports:

The technical note provides data on the value of

(a) Private final consumption; (b) public final consumption;
(¢} inter industry use and (d) Gross fixed investment (GFI)
of the import transactions for the year 1973-74, with respect

to tne imported goods., DBased on thls data, we have calculated
the proportion of value for the imported goods by broad category
of the litems among the above four uses, 1in percentage terms for
the year 1973-74 (see III 4)  Table III 4 is similar to

table III 2 which shows the same information for domestic
transactions, We assume that the same percentages hold good
for all years of our study. Just like the union exclse, we
have ignoted the tax part relating to Public final consumption

(1.e Govt. Consumption) as well as the tax part relating to Gross
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N 4|
Percentage Value of Import Transgpetiong of Certain Broad
Commodlty Groups Among Different Uges for the Year
1973-74
Broad Commodity Group Inter  Private Public Gross Total
Industry final Final Fixed
use consum-~  Consum-~ Invest-
ption ption ment
(% €5 ) ) m
1 2 3 4 5 6
1. Petroleum goods 32.06 67.95 - - 100
2. Tobacco products - 100.00 - - 100
3. Motor vehicles,
S&Otel‘s, cars’
parts thereof - - - 300 100
4, Railway equipment
and rolling stock - - - 100 100
Be Machinery 1;?3 - - 98.17 100
6. Iron and Steel 10000 - - - 100
7. Cotton textiles 100,00 - - - 100
Be Other textiles 10000 - - - 100
9., Hegvy chemicals 10000 0 @ =~ - - 100
10. Other chemicals 100.00 - - - 100
(including Drugs) |
11, Miscellaneous 48.84 14.96 14.29 21.81 100

Sources~ Government of India, Planning Commissgion
‘A technical hote onh the apyxoacn to the
Fifith plan of Indle 1974-79' New Delhi,
1973, p 36, _

Notes - Calculated on the basls of data avallable
in the technical note,
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fixed investment, The consumer expenditure on the various
items Imported is not provided eith~r by the National sample
surveys or by the technical note, Thersfore, for the purpose
of calcul:tings{pe consum=r expenditure on an Ilmported gaodg,
we néve followed the procedure similar to finding the
consumer expendlture on a domestic good, In other words,

we have assumed that the consumer expenditure distribution
on an import.d good, across the various income classes,
follows the same distributlon as that of the distrlibution

of consumer expenditure of similar domestiec good. The
assumption has become necessary, because we do not have

adequate data on class-wise distribution of consumer

expenditure on Imported goods.

Regarding the allocation of inter industry tax-
part, we made use of the input-out co-efficients pertaining
to the import transactions, provided in the technical note,
The rest of the procedure to allocate lmport duties 1s on the

Same llnes as that followed for unlon excise duties.

First of ail, we assume that import dutles are
fully shifted on to the consumers and that export dutles
are shifted on to the foreign buyers of our exports. The
explahatory memoranda, as well as the All—Indié Statistical
Abstracts, do provide data on the commodity-wlse collections
of import duties, We hav~ taken the gross revemie collections

akin to that of the union excise, and ignored



trefunds and draw backs' 24/, For the purposes of our
present study, we have rearranged the commodities under
'impopts' into Broadly' eleven categories, The same
classification has been followed for all the three years,

They ares-~

l. Petroleum Products lncluding Kerosene Oll, Motor Spirit,
lubricating oils, industrial fuel oil, high speed diesel
oil etec.

2+ Tobacco Products;

3. Motor Venhicles including motor cars, scooters, vans etc.,
4, Railway equipment like Rallway plant and rolling stock ete.
5. Machinery:

6. Iron & Steel:

7. Cotton textlles:

8. Otner textiles (which include rayon, silk fabrics etc.)

9, Heavy Chemicals:

10. Other Chemicals, Cosmetics, Drugs etc.,

1l. All other items - "Miscellaneous".

(1) Petroleum Group:

" There is no public final consumptlon or gross fixed
investment out of the imported commodities belodging to

Petroleum groupe. The inter industry use of the imported

24/Detailed information on ‘refunds and drawbacks' is not
avallable in the budgetary memorandg or statistical
Abstracts., 8o, only gross revenue collections are taken
from the various sources.



have been ignored, assuming that they are not shifted on to

the consumers in the current year of imports.

(4 Rallway equipment and rolling stock:

For these ltems, the explanation is roughly similar
to item (3) above, These goods are imported only for purpose

of investment only.

(5) Machinery:

The items included under this head are textile
machinery, sugar machinery, Internal Combustlon Engines ete,
Imported machinery has two uses, hamely (&) Inter industry
usér(h§ Use 1n gross fixed investment (G.F.I}., We have not
taken into account the taxpart relating to the imported machinery
used for gross fixed investment for the reasons, already
explained in the preceeding paragraphs. The inter indusiry use
of the imported machinery is 1n many sectors, as can be seen
from the data furnished by the %technical note., It is not
possible to find out consumer expenditure of all those sectors,
due to data constraints., Therefore, we have allocated, the
inter-industry tax part of the imported maehhery, in proportion
to the ﬁotal consumer expendlture across the various income

classes.,

(6) Iron gnd Steel:

Imported iron and steel has only one use, hamely
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the 'inter-industry use'. The inter-industry use of ‘iron
and steel, 1s In (a) Iron & Steel sector itself, (b) Constru-
etion sector; (c) machine tools sector; (dy Motor Vehlcles
sector and (e) others~(Miscellaneous}, The tax components
relating to constmuction and motor vehicles have been dls-
tributed across the income classes in proportion to the
consumer expenditure on !construction' and 'treanspori' res-
pectively. The remaining tax components, pertaining to (a),
(¢ and (e} sectors, have been distributéd, in proportion %o
the total consumer expenditure, among the various income

classes.

(7y Cotton Textiles:

As seen from the data on lmport transactions, furnished
by the technical note §§/. Cotton textlles are imported from
~ other countries for 'inter industry use' only. The import in-
put co~efficients reveal that cotton textiles imported do find
inter industry use only in 'cotton textiles' sector., There-
fore, the import dutles on cotton textlles, have bsen allocated

in proportion to the consumer expenditure on cotton textiles,

26/ Tackuieol bl 0P Gt Pp.35-4F
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tagriculture' and *‘other chemicals' has been distri-
buted in proportion to the consumer expenditure on
'tagricualture' and 'other chemicals' respectively. The
tax pa-rt, apportioned towards the category ‘'otherg'

(i.e miscellaneous items) has been allocated in pro-

147
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(8) Other textiles:

The Procedure followed here is that of Cotton
textlles., The import duty on 'other textiles' has been
distributed in proportion to the Consumer expenditure on

'other textiles'.

(9} Hegvy Chemicgls:

"Heavy Chemicals' are imported only for inter
industry use. Thelr inter-industry use i1s very signifi-
cant in 'Fertilisers' 'Cosmetics and drugs' sectors. We
have calculated the proportion of tax component going in
for these sectors due to inter industry use of imported
"Heavy Chemicals". The tax-part on these sscetors has been
allocated in proporAAion to consumer ex@enditure on

‘agriculture' and 'Cosmetics and drugs' respectively.

(10) _Other Chemicgls:
Ehe other chemicals include dye stuffs,

turpentine, photographic chemicals ete. These are impofted
for inter-industry use only. According to the import in-
put co-efficients, we found out that the inter industry
use of 'other chemicéls' are in (a) agriculture, (b)Y Other

chemicals (l.e the same sector) and (¢} others (1.e
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The individual commodity group-wise alloeations
of Import duties for rurgl, urban and ALl Indla are shown
in the statements appended to this chapter (see Appendix
tables 4 III.10 %o A III,13).

80 far we have explained ip d-tall our method for
allocating the union exclse duties gnd Import duiles among
various income classes, Now we explain the method followed

by us for allocating the Sales Tax,
Sales Tax:

To begin wlth, we have assumed that sales tax has
been shifted forward to the consumers by way of higher

prices. One of the important problems of the sales tax

is that commodity-wise tax collections are not available

just like the union excise or the Iimport dutiles,
Allocations of sales tax burden across the income classes

without data on commodity-wise collections is really a
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very difficult problem gg/‘ We explain below the

procedure followed in respect of sales tax allocations:

The rates of gales-tax-on different commodlities
differ from state to state and often are subjected to
changes from time to time, Some commodities are taxed at
single point, some are at multi point and some others are
at double pqint. There is no uniformlty, among the several
states in India for sales taxation. As far as our study
is concenred, we need commodity-wise sales tax collections
for 1964-65, 1968-69 and 1975-76 so that we can allocate
the tax across the various income classes, by relating the
commodity-wise collections to the consumer expenditures as
we have done for unlon exclise dutles. But information is
veryécantly in this respect. W-e have, however, been able
to estimate the possible yield of the commodity-wise sales
tax revemues for the three years of our study, on the basls

of a study, "Commodity taxation in India" by D .T.Lakdawala
and K.V.Nambiar £/,

28/ ©EBven the Indirect Taxation Enquiry Committee (1977)
~ecould not estimate the burden of Sales tax accurately.
Commocdity-wise collectlons of Sales tax hagve been
obtained only in respect of 13 States, and on that
basis, possible ylelds have been estimated for All
India., The Committee itself felt that some of these
13 States which have furnished Commodity-wise
collections, have in fact estimated the possible
ylelds only., Moreover, even the so-called commodity-
wise collections furnished by 13 States, are no%t

1

%Xﬁ%ifgif %ﬁizﬁi?%méﬂ»the Com) &Ltee S report.

29 Lakdawala DT, and Ngmbliar, K.U. ommaditzuggggtian
in India. Sardar Patel Institute of Economic and
Social Research, Ahmedabad, 1972 p 147.
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The data of this study relates to Gujaras,
Mahagrashtra, Tamil Nadu and Kerala, based on the material
furnished by the State governments for twenty broad groups

of commodities., Similar data for other states are not

avallable, However, we have made use of this limited data
to estlmate the possible group-wise yleld under sales tax
for all the 20 broad groups of commodities, In doing so,

We have taken the average of the collections of all the

four States for the 20 broad groups and calculated their
percentages to the total sales tax revenue (See Table III.5)
On calculating like this, we found that revenue from food
items accounted for significant proportion of sales tax

revenue in these States.

We have assumed that whatever differenceg are there
among different states in India, due to change in the rates

of sales tax of some commodlities, and also due to factors
affecting the sales tax revenues (such as - the consumption
pattern, income distributions etc.,) are concérned, are
cancelled out each other, so that the overall poslition of the
commodity-wise percentages of revenue, out of the total sales
tax, for these twenty broad groups remain the same, In other
words, the commodity-wise importance in 'Percentage' terms
which holds good for all these four States ls assumed to
remain the same for an All-India Position, for all the years
of our study. ﬁ.e. the percentages shown in table III.5 hold

good for all the years of our study).
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We found that reverue from food ltems accounted for sig-

nificant proportion of sales tax revenue in these states,

IABLE 111 . 5

Commodity-Group wise Importance in Total Sales Tax

Bevenue for Certain Selected Groupas

(In Percentage)

Name of the broad

81. Sales tax ylela
Nos Category of the group (Percentage %0
Total)
(»
1 2 3
1. Food items 21.®
2. Textiles yarn etec. 8,06
3. Machinery(Marmfactured goods etc.,) 6.13
4. Building Materials 3.33
S. Metals{including Ferrous &
non ferrous varieties) 5,57
6. Medicine 6,95
7. Mirnitare 3.44
8. Transport 11.55
9, Petroleum Products . 5.97
10. Other mamifactured goods 2,62
11. Paper and Stationary 2.97
12. Blectrical goods 4,11
13. Cosmetlcs, Soaps etc., 2.2
14. Radio 1.98
15, Pan, Tobacco, Liquor 0.74
16 leather goods 0.82
1?0 3 ice 0.58
18+ n'ecanut Pepper © 100
19, Crokery Provislons 9,46
20. Miscellaneous 0.84
1@.5

gource; Calculated on the basis of data avallable
in Lakdawsla D.T. & Nambiar K.V,

' Commodity taxatio

'o Sardar Patel

Institute of Beonomic and Soclal Research,

Abmedabad 1972 p.147
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Egtimgted 'Poggible Yield' of Saley Tax During the Yogrs
1964-65, 1968-69 gnd 1975-76 for 20 Broad Commodity Groupg:
(In lakhs of Rupees)

/s 3
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Sl. Name of the Broad Yie leg T .
No, Commodity Group (1964-65) 1968 - 69) 1975-76)
1 2 3 4 5
1. Food items 6644, 14 9984, 21 43831.93
2. Textiles yarn ete 2744, 65 4124,42 18106.69
3. Machinery & Manufacturing
Goods 1671.42 2361.41 7866,89
4, Building materials 1020.05 1532.85 6729,38
5. Metals 1706. 22 2563.95 11256,06
6, Medicine 2128.94 3199.18 14044.81
7. Farniture 3053075 1583;48 6953.067
8. Transport 3538.02 5316.63 | 23340.65
9, Petroleum products 1828.75 2748.08 12064, 2
10. Other mamufactured goods 802,56 1206.,02 5284,59
11. Paper and stationery 909,78 1367.13 6001.38
12. Blectrical goods 1258.99 1891.89 8305.63
13. Cosmetics, sopps ete. - 701.48 1054.12 4627.71
14. Radio 606,52 911.42 4001.25
15. PFan, tobacco, liguor 226,68 340.63 1495.42
16. Leather goods 251.18 377.46 1657.09
17, Spices 177.67 266098 u72.°8
18. Areeanut, pepper etc 306, 32 460.31 2020.84
19. Crokery Provisions 2897.81 43564,57 27617.12
20. Miscellaneous 257.31 386,66 = 1697.50
30632, 25 46031.42 202083.57
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As we know the total collections of sales tax,
(all-India), the commodity wise 'Possible Collections'
have been estimated on the basis of the percentages of the
above 20 broad groups. Such an estimation of the 'possible
collections' of sales tax fof 20 broad groups has to be made,
because of data constraints on the commodity-wise break up

of sales tax revenue,

Thercfore, on the basls of the Commodity-group wlse
importance in 'percentage' terms (see Table III.5) we have

estimated the 'Possible Collections' of sales tax revenues

for the 20 broad groups for the years covered by our study.
(See Tabte TIT .6)

Having found out the poessible yield for these broad
groups, we have agaln rearranged them into 15 categories,
Items 17, 18 and 19 are mixed up with item 1, i.e., Food items,
Similarly item 13 has been mixed up with ltem 6; and item 10

with item 3, for the purposes of tax ajlocations.,

we have followed the same procedure as that of the
union exclse, for allocating the sales tax among various
income brackets, We have ignored the tax part, relating to
public final consumption and gross fixed investment, just

like in the case of unlon exclse, We have distributed the
tax-part relating to the inter-industry use of the commodity

group as well as the tax part relating to private final

consumption smong the various income brackets, in proportion to
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the consumer expendlture on the commodity/commodity group.

The rural and urban components of the sales tax have been
separated and allocated across the income classes, on the
same lines of the union excise. The Statements showing
the allocations of sales %tax by broad category of the
items (i.e.,, by broad commodity groups) for rural, urban
and All-India for all the three years of our study are

thir chaplase. ‘
appended tof (see Appendix tables A IT1. 19 6o ﬂ-ﬂl'qq)'

Other Indirect Taxes:

There are mahy Qtﬁer indirect taxes, of which the
following are limportant {(a) tax on Motor spirit; (b) Motor
vehicles tax; (c¢) tax on goods and passengers (d) electricity
duties; (e) State excise; (f) Entertainment tax; (g} Taxes
on Betting, Prize competitions ete. and (h) Profession tax.
The commodity wise collections are available for 1l thesge
items in the explanatory memoranda %o the budgets/statistical
Abstracté/ﬁeserve Bank of Indls Bulletins. For these taxes
also, we have first found out, the tax components relating
to’(i) Private final consumption; (ii) Publiec final
consumption; (1ii) inter industry use and (1v) gross filxed
investment (GFI) of the commodity or service, based on the
proportions provided by the technical note for the ddmestic
tranasactions (see table III.2)., Just like, the union
excise, we have lgnored the tax components, relatlng to

public final consumption éni gross fixed investment, We
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have, therecfore, taken into account the inter industry tax
part and the tax part relating to private final consumption
for the purposes of allocating these taxes across the various
income classes., In doing so, we followed the same procedure

as that of the union excise,

(2} Zax on lotor Spirit

Thne Consumer expendlture data on motor splrit are
not available in the N,S5.S. rounds or in the planning
commission's technical note, The NCAER conducted certain
surveys on the consumptlon pattern of Petroleum products 2/
and ostimated the inter-gsectoral congﬁmption of them. I% bas
been observed from the NCAER estimates that in 1967-68, a
very large percentage l.e., 90.35% of motor spirit, entered
into the consumption of the 'road transport' sector, while
a very small percentage of it i.e. 9.65s% entered into fall
other lndustries', put together, We have adopted the
consumption proportions given by the NCAER study 3l to
allocate the tax on motor spirit. There is no private final
consumption of motor spirit. Thils commodity has been used
completely for inter industry use only, The inter industry
tax-part relating to 'road tranhsport' has been distributed
across the income brackets in proportion to consumer expenditure

on 'road transport'. The remaining tax-part which 1s attributable

to '3ll other industries' has been dlstributed across the income

0/ National Council of Applled Economlc Research op ¢it p 118.

31/ Ibid
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classes in propertion to tdal consumer expenditure .

(b) DMotor Vehicles Tax:

Motor Vebhicles %tax 1s a tax imposed on motor
veniéles, based on their laden weight, passenger or goods
carrying capaclty etc., We have assumed that the tax
on motor vehicles appiies uniformly to all categories of
vehicles, Motor vehicles may find their use in (a) private
final consumption; (b) Public final consumption; (c} Inter
Industry use and (d) gross fixed investmént. The tax
components for the above four uses have been calculated,
based on the data furnlshed by the technical Note ég/.

Just like the other indirect taxes, we have considered only
ﬁne tax components relating to private consumption and
inter industry use of motor vehicles, for purpose of gllo-
cating tax on them to the household sector. The tax-part
relating to the private final consumption of motor vehicles,
has been distributed in prOportion to the consumer expendi-
ture on 'motor vehicles' while the tax-part relating to
inter Industry use, has been distributed across the income

classes in proportion to the 'transport' expenditures.

(¢} Tax on FPassengers and Goods:

We have distributed this ltem across the various
income classes in proportion to the %total consumer expenditures,

because we do not have adequate data on the items as well as

32/ Technical Note op c¢it, pp 86-91.
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the quantities that are put to different uses. Some of them
may be direct consumption goods, while some others may be
inter industry goods. It 1s diffjcult to isolate them and
find out specifically into which seclor/sectors, the tax

is passing on.

(d) Electricity Duties:

The inter industry use of eleetricity as also the
Private final consumption part of it have been estimated on
the basls of data, furnished by the technical note 33/, Tne
tax part relating to the private final consumption of
electricity has been distributed in proportions to the
consumer expenditure on electricity, The inter industry use
of electriclty, 1s very wide and varied in number, in the
sense that in modern days almost all industries depend on
electricity., However, we have taken those sectors where the
iﬁter industry use of it 1s predominantly high, compared
to the other éectors in the economy. I% is noticed that
electricity enters into Agriculture, Rallways, and Electricity
(i.e., same sector) in large proportions., We have also
observed that electricity is used more in urban than in rural
areas. A mgjor compohent of inter industry tax part has been
allocated in proportion to consumer expenditure on Agﬁiculturé,
Rallways and Electricity. The remalning component of inter
industry tax-part has been distributed in proportion %o %total

consumer expenditures across the various lncome classes.

33/ Ibid.
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(e} State Excise Dutieg: These are taxes imposed by the

State governments mostly on the use of liquor, There are
some States where there is prohibition and some where

there is Partial/no Prohibdtion, We assumed away these
differences and allocated the same in proportion to the
consumer expenditure on Tobacco, Pan and intoxicants,

The consumer expenditure on this ltem, has been calculated
on the basis of data on tobacco, pan and intoxicants, given

by the N.S8.S.

(f) Entertainment Tax: This 1is tax on entertainments,

of which the major expenditure is possibly on the 'Cinema‘,
We do not have separate data on consumer expenditure on
this item, The N,5.S. provides data under a single heading
"Miscellaneous goods and services™ which includes,
inter.alis, the expenditure on entertainments. We have
assumed that the expenditure given by the N,$.S. under the

heading "Miscellaneous goods ahd services" could be treated

as the expenditure on clnema and other entertalnments.

However, the expenditure on entertainment, would be obviously
more in urban than in rurad areas. Many villages do not
possess cinema halls. The NSS 18th round observed that

"Cinema halls within the village were reported by less than §/4
of the total number of villages. 67.4% of the villages,
accounting 55.84% of the rural population, had cinema halls at a

distance of 195 Kms. and beyond" ﬁé/.

34/ N,S.S. "18th Round : 1963-64 Tgbles with Notes on Indlan
Jillages: Some TMpOTTANT RESTITS™ ™ Wew Delnl 1970, p 3.
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There is also agnother problem, associated with the
entertainment tax, namely - poor people having low incomeg,
cannot visit the movies by taking tickets of higher
denominations. Xeeplng all these factors in mind, we have

chosen a truncated distribution of the tax.

We have assumed that

(a) 4th of the total entertainment tax is derived
from the people having incomes below Rs. 4,000/- yearly
household income,

(by #fth of the tax (i.e. the remalning Part of the
taxy 1s from tha rest of the people, having incomes more
than Rs. 4,000/- yearly housenold income.

(c) $th of the total tax is attributed to rural‘
areas while ¢th of it, to the urban areas. This 1s meant

for gistributing tax revenue be¥ween rural and urban aress.

On the basis of these assumptions, we have distributed the
entertainment tax, in proportion to the consumer expenditure
on the item "Miscellaneous goods and services" given in
N.S.3. reports, by following a truncated distribution. A4s
the technical note, does not furnish consumer expenditure
'Proportions' on entertainment, we had to rely completely

on the N,3.5. data on consumer expenditure for this item.

(g) &gxes on Betting, Prize Competitions ete,:

Thege are htaxes which are shown under the head “Other
duties" in the budgetory memoranda. We have treated these

taxes under the head "Other duties® similar to the entertain-
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ment tax, Therefore,, the %tax collectlons under this
item, are grouped with the collections of entertainment
tax for purpose of allocation of 1t among the various

income classes.

(hy Profession Taxs

It is controversial whether Profession tax should be
treated as a direct tax or an indirect tax., The Indirect
Taxation Enquiry Committee has treated this tax as an .
indirect tax and made some recommendations in 1ts report Qé/.
In our study too we nave treated this %tax as an indirect tax.
It is a tax, imposed on professions in order to supplement
the revenuecs of local bodies. The N.$.S. provides data under
the head "Consumer taxes etc” which pertain to the municipa}

taxes, pald by the consumers. We have assumed that the
consumer expenditure proportions under tne head "Consumer
taxes" would hold good for allocating the burden of Profession
tax among various lncome classes. In other words the bu®den
of profession tax has been distributed in proportion to the

consumer expenditure on the item "Consumer taxes",

The statements showing the allocation of tax among
the various income brackets for the items (a) to (h) for rural,
urban and All-India are appended this Chagpter., (See Appendix
mables 4 IIT.1to A III,36)

35/ Report of the Indirect Taxatlion Enquiry Committee,
Part II, 1978, op cit P 247.
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Thus, we have explained the methodology for the
allocation of indirect taxes (levied by Central as well as ‘
State governmentsy., As sald egrlier, the methodology

followed by us l1ls the same for all the three years of our

study.
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ocataon

Sl. Broad Category RieOm Fs1001w N34 3001~

NO. of item 1000 2000 3000 0
1 rood items 321.83 455,92 1853476 548711
’ (0. 99) (1.81) (1, 78) (2.39)

2 Textiles, Yarn 10,63 26,93 1005622 440,68
etCe AO .va AOQHPV ) AOQHOV AO ..H@v

3 Machinery, .
mgineering Pro- 57,78 50.64 212,89 472,74
ducts AO ou.swv AO» NOV AO;NOv AOQNHV

4 Building Materials 23.11 22,07 89,47 146,32
(0.07) (0.09) (0.09) (0.,06)

5 Metals 31.21 25.99 178,03 422,36
6 Cosmatics and 186,82 163,40 555,92 1245 4,16
- drugs (0.58) (0.65) (0.53) (0,55)

7 wooden Products 47.50 52.27 211.80 319.43
: (0. 15) (0.21) (0.20) (0.14)
vehicles {0.42) (0.48) {0.42) (0.37)

9 fFuel and 102,29 105.19 307,51 593,41
Lubricants (C.32) (0.42) (0.30) {0.26)

10 Paper and 24,79 19.39 T7C 452 197.25
stationary (0.08) (0.08) (0.07) (009)

11 glectrical geoods 83,32 81,36 278.03 574.52
(0.26) (0.32) (0.27) . {0.25)

12 Radio, 5.20 7314 40 .86 11Y.04
Television etc. AO «0 Nv AQ.O Wv AO oOﬁv AO oomv

13 Pan, Tobacco, 8.49 Te23 24.86 66,08
N..P%OH AO e uv (OO wv AOQONV (OO wv

14 Leather goods 1.76 3.77 14,97 50.32
(0.01) (0.01) (0.01) (0.02)

15 gu..mﬂmu.u.ggﬁm 13,19 10. 18 35,13 Q@o@O
(0.04) (0.04) (0.,04) (0.03)

Total 1054464 1153,48 4416,35 10972.17

« 26 ¢.57) (4.24) (4.85)

. 4001~

e

i1 5000

K . 89.83

(1.29)

. 38.82
¢ (0.40)

oy
978,46
i (0425)

198.03
% (0.06)

09143

'1609.33

1 (0+52)

899,52
“(0412)

1231.13
{0 +40)

892,49
(0.29)

463,61
! AO onu

807,58

251,29
" (0.08)

130.79

(0.,04)

112,32
(0.04)

105,10
(0.03)

1271773
(4.12)

L.

635,40
(L.64)

160.06

107.69
(0.25)

26,73
(0.07)
64.60
(0.17)

205477
(0+53)

54416
(0.14)

157.82
(0.41)

112.29
(0.29)

69,70
(0.18)

105.24
(0.27)
67400
(0.17)

20.75
(0+05)

(0.06)

13.19

1822.87
(4.70)

Urban (1975-76)

E?QOQHHEA

R2e 532 1 ;
- o 10000
5107 97 1512.17
(114 50) (l.65)
698,99 185,63
AO.NHV AO.-NOV
864,34 264,40
(0+25) (0.29)
AO_GO mwv AOWO HOV
388,35 93,67 -
(0.11) (0.10)
1448,67 450,27
(0+43) (0+49)
614,80 184,98
(0.18) (0 20)
1385429 421,99
(0.41) (0446)
939,72 309,20
AO.onw {Oe34)
527.71 172,32
(0.16) (0.19) .
955434 316,95
(0628) (0.35)
825,85 201,60
(O N%V AOUONNV
182,64 57,92
(0406) (0.06).
186/, 34 69,69 *
. {0 .05) (0.08) .
101.31 31,13
(0.03) (0.03)
14535,23 4369,02
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ocatior ,, D wmmwnwm by income clasg
Y L=

2 In Xh
81 Indirect Tax BseO= ‘BelD0le Re2001l= PRse 301~ R5e400le RseSO00le Rsa7001l= 15020000~ Bse 15004
No 1000 20008 3000¢ 409 5000 7000 10000 15000 20000
1. Union Bxcise only 2032.29 wwmmo.%. 26115, 66 mmwm%wm 1094050 6724.38 5499.85 3509.82 1650.74
(2:79)  (83:65) (4049 (S5.87 (3.86) (4.48) (4.249) (3.81) (3.70)
2, Import Duties 410,54 3224.52 4270.14 4687§20 2696.27 1563.73 1157.85 730.65 341888
(0656) (0.59% (0.73) (0.8 (0:95) (1.049) (0.89) (0.79) (0.77)
3. State Bxcise Duties 332,27 2838.40 3351.75 2190454 2673,06 1772.39 1284.28 792.40 375.12
| (0.46) (0.52) (0.58) (0. (0.94) (1.18) (0499) (0.86) (0.84)
4, *Generally Sales Tax 706444 8426,72 12717.14 11649481 3702.80 2510.45 1777,08 1105.,28 516,31
onete (0.97)  (1.55) (2.19) (2.38) (1.31) (L.68)  (1.37 (1.200 (.18
5. Tax on Passengers. 155.53 1090.80 1085.31 965,04 525,23 296,72 206,97 128.19 59,93
and goods (0.21) (0.20) (0.1 (0.19)  (0.19) (0.20) (0.16) (0.14) (0.13)
6. Motor Vehicle Tax 78431 797,53 1119,97 136642 681,98 390.68 539,63 358,73 169.89
(0es11) (0.15) (0.19) (0.28) (0.24) (0.26) (0.42) (0.3 (0.38)
7. Electricity Dities 134,67 1024.58 1066,74 1103,04 666,82 473.99 354,84 225,06 105,87
(0.d9) "(0.19) (0.18) (0.22) (0.24) (0.32) (0.Z7) (0.2 (0.29
m.#iusamnawubam:e Tax
(including 'Other duties 341,58 220,54 441,08 896,34 227401 1260.50 828,42 529,26 246,46
- and Taxes)' (0447  (0.04) (0.08) (0e18) (0+80) (085 (0.64) (0.57) (0.595)
9. FProfession Tax - 14.39  20.32  66.97 47,78 32,02 21,38 12,82 = 5.37
. (Be==) (====) (0.01) (0.0 (0.0289 (0.02) (0.01) ( om.%w
10. Sales Tax and Motor 24,46 399.50 695,73 960422 465.99 268.20 279.47 182.68 @?QM\
Spirit (0.03) (0.07) (0.12) (0.19) (0.16) (0.18) (0.32) (0.20) A (0.19
Total 4216, 69 37867.54 50892,85 52240454 24674,45 15302.06 11949,77 7574382 3558,46
(5.80) (6.96) (8.75) (10.13) (8.71) (10.21) (9.21)

(8.21)

(8.00)
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Indirect Tax

Union Excise duties
Import duties

State excise duties
*General sales tax
Tax on Passengers and

goods
Motor vehicles tax

Blectricity duties

*

Entertainment tax
(Including *Other
duties and taxes®)
Profession tax

‘#%%* gales tax on
Motor spirit

Total

RS O R5¢1001~  R5e200le RS¢3001-  R5¢4001-~  R5e5001e  Bs¢7001l- s, 10001
1000 2000 3000 4000 5000 7000 10000 15000
2700450 13157,03 45401452 68721426 69764,58 73695,73 15204,00 10041,76
(6.35) (5.33) (5.72) (6.34) (5.,98) (6.56) (6.36) (6467
763424 310043 11927.10 21196,77 25197.84 21465,08 4348,72 2831,.85
(1.79) (1.26) (1.50) (1.95) {2.16) (1.91) (1.83) (1,88
32758 1508,18 4823,48 7629437 10646425 14064,09 2989,37 1900.76
(0.77) (0.61) (0.61) (0.70) (0.91) (1.25) (1.,25) (1.26
1277,06 6536.12 25244.63 39719.46 38549.55 42242.79 8464.28 5612.75
(3.00) (2.65) (3.18) (3.66) (3.30) (3.76) (3.54) (3.73
194,79 846,93 2706416 3821,91 4373,07 4l4d.44 80690 544.15
(0.46) (0.34) (0.34) (0.35) (0.37) (0.37) (0.34) (0.36
151,70 742,19 1984,07 244780 2937.92 3440.28 764473 501,08
(0,36) (0.30) (0425) (0.23) (0.25) (0.30) (0.32) (0,33
129,40 433,90 1351480 1956,58 2626,78 29810461 675496 417,62
(0.30) (0,18) (0e17) (0.18) (0.22) (0.27) (0.28) (0.28
338,35 289,54 1203663 3111.50 5896438 6087,68 1483,28 811,15
(0.79) (0.12) (0.15) {0.28) {0.51) (0.54) {0.62) (0454
- - - 51.24 347.96 881,30 245,47 119,62
() (0,03) {0,08) (0.10) (0.0

5884,02 26614,32 94642,39 148655,89 160440,33 169000,00 34982,71 2278047
(13.82) (10.79) (11,93) (13,73) (13.77) (15405) (15.15

1y
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gsogoz OF INDIRECT TAXES BY INCOME Ob?wm
ALL INDIA (1975-76) A

(144 63)



