CHAPTER ¥

BURDEN_OF T AXATION

Having explained the method of estimating the size
distribution of personal income and the method of all@Catingﬁ
the tax burden among varlous income classes in the previous
chapters, webwill be concerned 1n this chapter on the burden:
of taxation, This is in faet the crux of our enquiry. In
this context, it may be saild that ever%body is very mach
interssted Yo know as to who bears the tax burden and -
woeth=sr the burden has been distributed in an squitable mamﬁef.
There gre many questions, associated with the burden of taxation.
For example: one nay ve interested to know whether the direct |
tax burden 1s more or the indirect tax burden is more on the
community, Whether the direct taxes which are supposed to be
progressive are reaily so in the Indian tax structure ? ”
Whether the burden on rural sector is more or on the urban
sector is more ? Which of the direct taxes or indirect taxeé‘
are proportional, progresslve or regressive ? Answerls to
these Questions are not only useful to academicians but also
to policy makers. An attempt 1s made to answer %these
Questions in the following pages, on the basis.of empirical

verification.
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Section I of thigs Chapter is devoted to the dis-
cussion on the burden of indirect %axation while Section IT
is devoted to the discugsion on the burden of direct taxation,
Section IITI gives g combined Plcture of the total burddn
of dirccet and indirect taxes. We nave also shown the tax

burden borne by the households in rural as well as urban

)

ares aretely so that it would pe more useful %o draw

i
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meaningfnl concluslons, In doing so, we have confined

to the year 1075-76, for wnlch latest data aPe avallable,
In the next chapter we will compare the resulits of

1875-76 with the results of 1964-65 and 1988- in order
to find the changes in the tax-burden. In the context of
megsuring tax ourden, the usage of tae Temms sucih as-

low income classes, middle income classes and upper income
classes~ refer to the houssholds belonging to lower,

middle and upper segments of the income scale,

I
BUSRDEN OF INDIRTCT T A¥RS

It can be geen from Table V,1I that the burden of
indirect taxation on rural and arovam households 1s very
mich different from all-India {rural & urban} burden.
The agverage effective tax rate.i.e the percentage of
Personal income pnaid towards taxes-of Indirect taxation

is 12.97 percent for All-India (rural & urban) while
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Burden of Indirect Taxes by Various Income Clgsses

(1975-76)
(in lakhs of Rupees)
Income class Aaral Urban All-Indla
(Rs) (Rursl &« Urban
1 2 3 4
0 - 1000 907.96 (3.84) 49%6,06 (15.40% 5824.02 (13.82)
1001- 2000 22707.48 (9.82) 4906484 (19.45)  26£14.32 (10,793
2001~ 3000 76451.30(11.09% 13191.09 (17.47y  94642.39 (11.93)
2001 -4000 104823, 45( 12. 24y 43332.44 (19.36) 1406585.89 (13.73)
4001~ 5000 102499 .39{ 11.97% 57940.44 (18.7€) 160440.33 (13.77)
5001 - 7000 9UB30 « 26{ 13+ 39} 69369.74 (18.32) 169000.00 (15.05)
7001~ 10000 16017.47{10.82) 18968024 (20.30y  34982.71 (14.63)
1000a~ 15000 13363.55(12.90) 9417.19 (20.11)  22780.74 (15415
15001~ 20000 37634 11{ 10.88) 3307.43 (15.28) 7050454 (12.41)
20001~ 30000 2701.25( 8.18)  2294.41 (11.84)  4995.66 ( 9.53)
Over 30000 1626445 (0.77Y 1024.74 ( 1.65% 2651419 ( 0.97)
Total 44348 6434{ 11. 35) 234219.88 (17.79) E77706.72 (12.97)
Fersonzl in ccn:;a{39053633.;20 13167949, 60 H225442.80

!

Zouree: Cniculat~d on thzs basis of

the metundoioygy explalned in Chapter 111,

MNote (i} The sub-totais of income classes may nobt add upto total due
%o rouhding off.

11y Msurcs in orackests are the 270 -ctive Yax ratezs {fax-income ratios
1Y
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it 1s 1135 per cent and 17.79 for rural and urban arecas
respectively. In other words, on the average, urban

households are paying €.44 per cent of their income more

than that of the corresponding rural households.
Rural s

It may be further seen that in rural areas, the
households in the income range of Rs. 5001-7000, are
bearing the neaviest burden while the households in the
incoite range of above Rs. 30,000/~ are bearing the lowest
burden. Broadly speaking, the income classes with income
above Rs. 30,000 are bearing less than even the lowest

income clLass.

It may be Further noticed that at the lower end
as well as at the upper end of tihe lncome scale,'the
households bear lesser than the average tax burden, It is
guite understandaple if the lower income classes are made
to pay a lesser per cent of thneir lncome towards indirect
taxes but 1t is not at all understandable if upper income
classes are made to bear lesser burden tinan even tie
average burden — i.e, the proportion of taxes borne by
all classes. Obviously, thersfore, the indirect taxation
ig nighly regressive in nature at the upper most income
classes and to that extent 1% seems to have favoured the

mial rich,

e
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drbgn:

Simliariy, 1% way oe sz2en thet in urban zreas,
the acusenolss, belonging to the income class of
Hge 7,001 = 10,000 are bearsing tiae hizinsst burden of

2 -

indifset taxabtion., uGere aguln, the top income classes

o

deyond fse 15,000/~ housenold income, Desr logser thg
the average fLHay burden. what s interesting is the Fact
taat toe upper most Lwo ob TLrve income cluagsos are
pEaring much Lozser burden than the other Income cianses,
The burden borne by the households, having more than

Rs. 30,000/~ household income i1s negligible in rural as

well as urban arenas.

ALl India (Hural and Urbandy:

It can ve seen from table V,]1 that the All-India
bpurden of indirect taxes revezls Uhat the housenolds
naving incomts more Uhnan Rs. 15,000/- are bearing lesser
than the all-Indis averzge burden., The all-India (rural and
urbany burden st vaerlous income levels ls more %tnan the
barden borne by rural households out legser thzn the burden

borne by urvan housenolds.

The over-all position of the indirect tax structure
reveals that it 1is neither unilformly pirogressive nor
aniformly regressive for all the income classes. At the

lower end of the income classes, the burden of indirect



o

taxation 1s mildly progressive, while at the u;per end of
the income classcs, it 1s regressive, It is more or less
proportional at the middle income classes (as could be
seen from the effective tax ratos}s It implies that the

middle income classes are bearing more than the 'average

o

surden' bobta in rural and urban arecas.

In this context, it may be recalled that the Indirect

Taxation 2nquiry Committee (1977} clearly concludes that

e

ndirsct taxation would be regressive with respect to

income at UThe top ineome clusses. In toe words of the
Committee "It is likely that at the upper end of tihe income
scaie, consumption forms g lower proportion of income than

it is at tune lower end., So, indlrect taxes may tend

towards reduced progression or even regression at the top® l(
Even ip other countries, where similar studies nave been
ma@e,g/the burden of Indircet taxation nas never been
uniformly prosgressive nor uniformly proportional for all the
income classes., In our country, asg could be seen from

table V,1, fthe burden of indircet ftaxction is regressive

1/ winistry of Finance, HRevort of the Indirect Taxstion
EBnguiry Committee (Part II} New D@lhi, 1078, » 91.

2/ 8ee for exgmple Musgragve R.A. and Musgrsve P,B.
‘Public Finence in Theory ond Frpctice' MC greaw Hill, 1973,

o



for tne top income closscs, This Is in sharp contrast with

the popudar delief that the barden of indirect taxntion has

been cither uniformly progressive or uniformly regressive,

Indirect Tax surden py Type of Taxes:

Sc far, 1t has been observed that the indirect

taxes are regressive at the upper end of the income scale,
One may be interested to know as to which of the indirect
taxes sre more burdensome for the housesholdss It mist be
remembered that only a few indirect taxes like the union
excise, zeneral sales tax and the Import dutles are the most
important, no%t only from the point of view of their contri-
sution to rsvenue but also from the point of view of imposing
greater purden on the pecople. Tables V.2, V.3 and V.4 sitow
the burden of indirect taxes oy income class and by odroad

category of taxes.

Cf tihe nine indirect taxes shown in table V.2, on
the average, the purden of unlon exclse dutiss has becn

gregter toan any other indireet tax, The azvelagge tax burden

Fy

or all-India (Maral and Urban} 1s 5.84 per cent of income in
respect of tae union excise duties while it is 3.28 per cent
in respect of the general sales tax and 1.77 per cent in
respect of lmport duties, If the burden of all these three
impor®%al®  jngirect taxes is put together, it comes to 10.89
per cent of the income of the aouscholds. In other words,

out of the total indirect tax burden of 12,97 per cent
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(Table V.1 col 3) these three taxes account for 10.89 per cent,
411 other remagining indirect taxes put togetner are accounted

for 2.08 per cent of the income of the households.

Union Sxcise Duties:

4s far as the Union excise duties are concerned, the
heavicst burden is on the households, whose incomes are
ranging from Rs. 10,001 - 15,000 in rural area and 3s. 1,001 -
2,000 ip urban arca. In terms of cffective tux rates, the
rural households pay 5.21 percent whlle the urban households
pay 9.34 percent of their personal income., The all-India
(Rural and Urban) burden of Union excise duties is the
heaviest on the households whose incomes are ranging from
Bse 10,000 = 15,000. And, this income cliase nas contributed
6.67 percent of its personal income, Obviously, therefore,
it mey pe opserved that the purden of Union excise duties
is more on the urpan poor rather than on the rural poor.
From taoles V.2, V.3 and V.4, 1t may be seen that the dis-
tribution of burden of Union excise duties is regressive,
especlally with rzsspect to the households belonging to the
top thrse income classes (i.e. B 15,001-20,000, B 20,000~

30,000 and above is. 30;000)\5 .

Burden of BExcise duties by broad type of commodities.

It would be interesting to know wnich of the

commodities, taxed under tane uhion excise, account for
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substantial burden on the people 7 To anser this, it
is necessary to find out the various commodities that
are subjected to Union excise duties. Table V.5 helps
us in this regpect. It presents the "average burden"
of Union excise duties by type of commodities. It may
be seen from it tnat Union excise duties on Fetroleum
products account for a greater burden, rather than on
any other product, What is the reason for this? It
seems that tnere are malnly two regsons: One reasoh
is that excise duties on Petroleum products account
for the largest revenue to the exchequerl, Another
reagson 1is toat Petroleum Products are mostly used as
"inguts' for the manufacturing of a2 large numper of
cormmodities which enter into consumption of all most
all sections of people. Therefore, even today, the
burden contributed by excise dutles on Fetroleum lis,
perhaps, quite substantial, From table V.5, 1t may be
seen thanh on the average, %the tax burden of Petroleum
Products, due to excicse duties is 1.56 percent of in-

Yuyal
come for the h-mseholds in wiben areas, and A 47 Yok
CAttne »fw e hogcholds #e wrban  aveas.

Next to Fetroleum FProducts, exclz-e duties on
tFood & Beverages' account for substantizl burden. ©On

tne gverage, the urban houscholds pay 1.84 percent whidd
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Burden of Uniop Yxcice by Broad Type of Commoditles

{1975-76%
(Tax as Fer cent of Fersonal Income}

—— .— ——

51, Broad type ol

Mo. Commodity Group anral N ) TUrban
1 2 3(a) 3( b}
1.Food, Beverages & Tobacco 1.38 1l.84
2.Vegaetable Cils and PFats 0.04 004
3ePatroleun Products 156 Ded7
4. anufactured goods . 123 1e66
S.Metals Ne21 0447
6., Chemiciils Yo 53 0.638
7.Mazechinery and Transport

equipment 0« Neda
Total 5,28 759

Sources : Calculated on the basis of methodology explained in Chapter III,
S$ee individuel tables in the appendix to Chgpicr IIl.

Note: 1y The burden nas been expressed in trms of ellective tax rate
walen indicutesamount of tax as a per cent of personal income,

ii) Sub totaislef 3(a ¥ or 3(b} may not add up to totals due %o
rounding off.
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the rural households 1.33 percent of their incomesg

. . . Ly
towards union excice duties on 'Food Baverages'.

Anotner important comwodity, which contributes
mostly to the burden of union excicse dutiesg is 'Manu-
factured goods'. The category 'msmufactured gnods!
refer % textiles, wa.sr, wooden products, ete, On
the average, the uroah hontscholds pay 1.66 gercentg
wihile the rural households 1.23 percent of their in-

come tnwarde excise duties on 'wsmafactured goods,

General Sales tax

-

Having exgplained the distribution of tax
vorden with respect to union excise duties, an attempt
is made here %o know the distribution of tax burden of
the sgles tax, From tables V.2 , V.3 and V.4, it can
be seen that the average effective tax rute, showing
tice burden of sales tax is 2,98 percent of income for
rural households; 4.16 percent of income for urban
households and 3.28 percent of income for all house-
holds .i@ ail-India (rural =nd urbany. It mzy be fur-
ther sszen tual the ourden o sales tax 1z toe hesaviest
on the households having income of 5.3001-4000 in
urban area and on the households haveing income
ps 85001-7000 in rursl area. (The effective tax rates

peing 4.85 percent in urban and 3.48 percent i%rmmal&.
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This shows that lower income classes of the urban area
besr ueavier burden of sales tax than their counterparts
in rurzal agreags. If we look at the All-India{rural and
urvany position, 1t may be notiged that households having
income of B 5001-7000 bear the naaviest barden of the

of the sales tax., Also, 1t may be stated that the burden
of salies tax is mildly progressive for the lower income
classes but very mch regressive for the upper income
classes. Thne burden for the middle income classes is
approximately proportional, as‘tnefe is no mach variation
in the values of "efresctive tax rates' of the middle
income classes. From this analysis, it is interesting

to note tiiat the middle income classes pay a lion's share

0f the saieg tax Yevenmic and in terms of

s

ffeetive tax

rates also, the burden borne by them is fairly higher

than the average burden,

Burden of 8ales tax by type of commodities:

On the snme analogy adonted for ulon exelse, 1t
may be intere_ting to find out the burden of sales tax by
broad type of commodities, and it is presented in table
V.86, It can be se=n from it that the burden is the heavi-
est, with respect to sales tax Imposed on Food and Bever-

ages. The rural households pay 1.18 per cent, and the urban
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ZABLE V.6

Burden of Sales Tax by Broad Type of Commodities (1975-76)

(Iax exprogsed as Per cent of personal income}

S.No, Broad type of _Average Effective Tax Rate
Cogmodity Raral Urban
Group
1 2 3(a) 3( 0}
de Food items 1le 18 1e 56
2o Textiles, yarn etc 0«38 0e23
3e Macninery & Bngineering
Froducts 0.17 0.23
4, Building Katerials 0.03 0.08
Se Metals 0.06 Ne1l4
Be Cosmeticsk Drugs 0.32 0«47
T wooden Products 0.10 0.15
Be - Transport venicles 0.25 0.39
9. Fetroleum FProducts De17 N.28
10 Faper and Stationery 0.07 0413
11 Blectrical goods N.12 Qe26
12. dadio, Television etc. 0.06 | 013
13. Pan, Toovacco, liguor ete. 0.02 0.04
14 L-ather goods O.02 NO4
15. Miscellaneous 0.03 0«03
Total ' 2,98 4.16

Source: Caleulated on the bagls of methodology explained 1n
Chapter III. See individual tables In the appendlx to
Chapter III.

Notes {i} the burden has bpeen expreased in termms of effective tzx

' rate which indicates amount of tax, as a per cent of personal inen:

«Cone (11 Subtotals of 3(a) or 3(b) may not add up %o totals due ﬁo
rounding off.
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households pay 1.56 percent of thelr income towards
sales tax on "Food and Beverages". Bven according
to the egtimates of the Indireet Taxation Enguiry

Committee (1977 the burden of sales tax on food items

has becn found to be heavy Q/.

Next to "Food andeeverages", sales tax on textilgs,
yarn, cosmetics and drugs and transport vehiclesg, imposes
substantial burden on the housenolds. The burden of
sales Tax oh textiles, ls hesvier for ihs mral bouse-
holds than for the urban households.{see table V,6,
item 2y. In respect of cosmetics and drugs, and trans-
port venicles, the urovan households bear a greater
burden tnsn the rural houaseholds., I% may be further
seen {from tabie V.8) that the rural households bear

lesser burden than thne urban households in respect of

tne sales tax imposed on metals, paper and stationary,
Radio, Television, leather goods, Electrical goods,
Petroleum goods (i.e Fuel and Lubricants) ete. It i1s
obvious tunat these commodities are generally very much
less consumed by the rural housenolds compared to their

urban countsrparts,

S ———————-—"—"

3/ Indircet Taxation Enqulry Commottee op ¢it p 2io
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Import duties:
Anong the important indirect taxes, we have

so far explained the distrioution of burden of %}Qn
excise and the general sales tax. Import dutles rank
next to them, From Tagbies V.2,V.3 and V.4, it may be
seen tiat the average eflective rate is 1.52 per cent
of income for rmral ; 2.52 per cent of income Jor
uroan and 1.77 per cent of income for all-India(Rural
and Urbany. The burden of import duties is significantly
high on the housesholds with income of ps.4001-5000 in
and urban aresgs. <The effective tax rates are 1.83

per eent of income and 3.08 per cent of incowme for

the houszeholds bearing the heaviest bturden in rural
ang@ uroan areas respectively, It may be further seen
taat the burden of import duties is mildly progressive
for tne lower income classes but 1t is much regressive
for the upper most income classes. For the middle in-
come classes, just like the sales tax, the burden of

import dutiss is rouginly proportional.

Burden of Impost dutles by type of commodities:

Table V.7 sihows the burden of import duties,
by type of commodities. Import duties on ‘otuer
ciuemicals' and 'Iron and steel' account for substan-

tial tax burden for the households. Out of the total
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TABLE V.7 -

Burden of Import Duties by Broad Type of Commoditles

(1976-76Y
Tax expressed as a Fer cent of Incomej

8,80, Broad type __Average Bffective tax rate
of commodity ' Aural Jrban
group
% 2 3(a) 3( by
Te Fetroleum goods , N 20 Ne29
Ze Toovacco, liquor,
beverages etc. 0.04 005
3. Machinerff D01 N.Q1
4, Iron and Steel 0.35 0.72
5. Other textiles Ne09 0,12
6e Other chemicals N.C8 0.97
7 o Migeallaneous Ne25 Ne34
Total 1.82 2.52
gource: Calculated on the basils of methodelogy expiained in
Chapter III, See individual tebles in the aprendix
to Cuaapter I1II,
Note: (1) The burden has been exprecsed in terms of effective
tax rate which indicates zmount of %tax a3 a per cent

of personal income.

{11} Sub-totals of 3(2) or 3(b} may not add uplto totals
gue to rounding off,
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import duties derived by the government the imporg
duties on 'other chemicals' end 'Iron ond $teel' aceount
for substantial amounts., Imported !'chemicols' and

'Iron and steel' are mostly used as 'inputs'.-..? For
example, among the imports - 'other chemicals', chemical
fertilizer Pomms a major component of the imports.‘
Chemleal fertilicer 1z usd ag an inpunt for the
prodquction of foodgraingwhich are consumed by all

}

sectiong of the society, Ther=fore, the import duties

-

4

ar

ct
!' ¥

on chemical iilsers add substantizal burden to the
reople, Similarly, as 'Iron and Zteel' are used as
inputs to manufactaring goods, the dmport dutles on
them, also add to the totai tax burden. The average
burden of import duties on ‘'other chemicals' is 0.58

per cent of income for the rural households and 0.97

acr cent of income Yor the urben households.

In tais context, it may be s~en from table
V.7 tnat the ourden of import cuties on commodities
Liks 'other textileg', tnoacco' and 'liquor' ete is
leas on the murasl households than on the urban housge-

holds. Thnese imported goods are not generally consumed

very mach, by the rural poor and thus the burden boTne



;LS”) - 257

by them ls legss,.
IT

Burden of Direci Taxes

Let us now turn to the durden of direct
taxes borne by va-rious income clasées. How nas been
the distriobution of the ovurden among the various house-
holds? Has the burden been progressive, proporiional or
regressive? Table V,8 shows the distribution of direct

Yax barden by various income classes for the year 1975-78.

Rurgl(1975-76)

In rural areas, the gverage burden of all
direct taxes amounts to 1.55 per cent of the Income of
the nouscinolds, while the s-me 1is 4.98 per cent of the
income of the households in urban areas. The distri-
bution of burden for all direct taxes 1n the rural area,
reveals that households with income of ® 10,001-15,000
are bearing tne neaviest ovurden., In terms of effective
tax rate, it is 2,42 per cent of the income2 of the house-
nholds pelonging to tnis income class. It can pe further
seen tnat households falling into the income classes of
ks 4001-5n003 Bse 5001-70003 £.7001-10,000 is. 10,000-15,000

and Bs. 15,001-20,000 are vearing a greater ovurden than
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the average oarden, calciiated for all the income
clazses. .-In terms of elffective rates of taw, these
classes are paying 1.76 per cent, 2.08 per cent,

2.00 per cent, 2.42 per cent, 2.20 per cent of their
respectlive income towards the direct taxes. The lower
as well as higuer income classes, Dear lesser burden
taan the agverage odurden., In other words, the burden
of direct taxes on the households with 5,200,700/ -
income and above, 1s regressive. It may also pe stated
tuat the bulden is neavy on the rural households with
incomes more than m.4000 and lesg than . 20,000, This
implies that the direct tax burden is morc on the

micddle income classes.

Uroan{1975-76}

As far as uropan arsa ls conearned, 1T may be
statzd thatl on the average, the neavisst bursden is borne
oy houscholds with 2~ 30,000/~ and avove income. These
households pay as much as 52.34 per cent of their income
towards dircct taxes. The distribution of burden is
significantly progressive for the clgsses with incomes
5 10001-150003 85 15001-200003 B 20001-30000 and over
5. 30000 income, The effective rates of tax b2ing 6.6n
par cent 16.82 per cent, 33,49 per cent and 52.84 per

cent of thelr inecomes respectively.
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This is in sharpy contrast with the burden distribution

of rural arza for the corresponding income classes., What
coulid nave 02en the reasan for this? The reasson ssems to De
tiaat in rural ares, the uppcr income classes, mizht not

Dz contrinting substantially towards 1ncome tax, as

tineir counterparts in urban area.

In respect of other income classes namely
0-10003 1001-2000ceesssesesssses Upto 7001-10000 the
effezetive tax rates are more or less egual. Tinis
suggests tnat the burden of direct taxatlion has been
ronghly propostional to all the income classegs falling

below 5 1n000 o urban area.

Ail India (Rural and Urban) (1075-76Y

If we take the burden borne by rmrsl and urban
arsas togsther, direct taxation has shown, more or less
srogressive barden for all inemme classes axcent the

lowest and the highest income classes. But the progre-

[#2}

ssizn is more ziznificeflly pronounced for the upper
income classes on incomes more than . 10000/~ TFor
other income classes hamely w.0-1000, e 1001-2000,

tervesesavasrsenss UPTO T.7NN1-1N000/ - the distrivution

of texy burden is marginally ocrogrecsive, It may a2lso be
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noticéL{sé@ acle Vo8 that the barden of dirsct taxes,

is neavier in urban area than in rmirsl area for most of

17bs
the income clacsses.

Direct tax Burden, by type of taxes:

n this contoxty, 1% may e statod taat the tax

b4

pirdens presanted in table V.3 are oniy the weighted
averaces of many different taxes - sich as - the corpor-
ation tax, Incouwe tax, laznd revenue, wealth tax etec. It

Y

15y Gusre

by

orz, necessary to analyse and exanins in 3reater
detali the distrioution of tax birden, oy tyge of different
taxes. Such an analysis 1s shown in Tadle V,9, V.10 and
Vo1l for rurai, urban and All India (rural and uarban)

respectively. .

Out of the ten direct taxes shown in tavle
Vo11 corporation tax, income tax ané land revenue contrd
oute significantly to the direct tax oburden, (}.76 per
cent out of the total 2 .42 per cent of the income of tne
households pald towards direct taxe%), The otner direct taxes

carry Little welziht In the direct tax systen,

Cornoration tax:

In rural area, on averase Q.59 per cent of income

of all the nouseholds is pald towards corporation tax. The
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heaviest purden is on the housenolds with ineoueg
I3, ONN1-7N00 snd thase households contribute Q.67

sar cent of thelr comes towards tnis taxe.

It way be seen from table V.9, toat except
the uppsr income classes oveyond 3. 185000 incowe, almost
all tne income cliasses pear greaster than the gverage
purden. For the upperl income classes beyond Hs. 150n0/-
income, the purden of corporation tsx is regressive,
For @&tner income closses below Hs. 195,000/- income, tae

'Y

burden is roushkiy proportional.

Cre of the Interegting facte that may be ssen
Trom V.9, is tast the burden of corporation tax (on
thie gvorags) 1s 0,08 per cent of income of tus rural
nouseinolds, wiheress the burden of land reverme (on the

ave itas

0;7

e}y 1s only 0.56 per cent of tneir income. This

1s in sharp cortruct with the genera:.ly held view that

the ourden of land revepue should be m@ée thnn the .

buréen of any other dirset taxy 1n the rural srea. Qur
cstimgtes saow the burden of corporation tax is
approximately egual to that of land revepue in rural gfea;
Low coulid this napper 2 The reason 1s not far to seek,
It sust be rsmembered taat the burden of corgoration tax

e n . : ; . a1 s
is on pasis of the assumption made about its shiftabllity-

in the previous chapter {see methodology explained for | °

allocation of corporation tax oy various income classes:
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in chapter 1IVy, Therefore, there is no wonder if the
corporation tax burden, is more than the land revenue

burden in r™aral ares,.

As far as @rban area is concerned, corporation
tax comes next to the income tax in terms of burden on the
various income classes. On gvernge, the urban households
pay l.46 per cent of their income towards the corporation
tax and 1.77, of thelr income towards the income tax.
Table V.10 shows tine distribution of burden of corporation
tax amon. va.lous income classes. It is steeply progressive
for income classes above Zs. 15000/~ iécome, mt mildly
progreossive for income classes ranging from Rs. 8001 to
s.16,000. For the remaining income classes, the burden is

roughly proportional.

It may be further noticed that for the upper income
classes in rural area, the corporation tax is regressive,
while %n urban grea, it is progregsive, The burden Bor urban

nouseholds is greater than for raragl households.

At all India (Rural and Urban) level, the nousehnolds
pay 0480 per cent of their income Ytowards corporation tax,
prograssivity of tne burden is seen only for income classes

having income Rs. 10,000 and above.

Income Taxs
In case of rural area, the average burden of Income
tax is very sm 1l (i,e, only 0.10 per cent of the income of

the nouseholds is pald towards income taxy, For the top two
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income classes, the burden 1s regressive and for other income
classes, it is more or less proportional, This tax does not
carry micin importance from the point of view of burden in

raral areas (see Table V,9).

Jnlike rural area, the burden of income tax 1s very
pheavy in urban area, especially for those households whose
incomes are "above ds. 30,700/-". These nouseholds
pay 23.85 oer cant of their income towards income taxe. The
burden is steeply progressive for income classes of Rs. 10,000/~
and above and is roughly prdportional for remaining income
classes (i.e. income classes [alling below 3s. 10000/-y. Here
again, our estimates on the burden of income tax, come in
conflict with the .popular belief %That the top income classes
mast be paying a larze percentage of their income towards
income %tax, on acecount of the income tax rate structure being
steeply progressive., In tais connection, it must be remembered
that we aave considesred shifting of income tax also by
Associgtion of persons, unregistered firms and Registered firms
(see methodology for allocating income tax amon;, the various
income classes 1n Chapter IVY and therefore, the burden
estimated in our study seems YO be lesser than what 1% would have

peen otherwise without the tax-shifting.

What is tae pilecture that emerges out i tane rural and
urban burdens are compined for lneome %tax ? It has been noticegd

(see Taole V,11) that the distribgtion of burden of income tax
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for all-India (rural and urpany shoved proéression from

Ase 10,001 - and above income classes., But the pburden is
regrossive for the uppermost income cliass (l.e. above

is. 30,000/=Yy. For analytical convenience, it would be
better if the burden distriontion of income tax is confined

to urban arsa only.

Land Hevenue:

In the direct tax system, next fo the Importance of

Corporation tax and Income tax Land levenue stands. In

rural arca, (an average) the households pay as much as

N.56 per cent of their income towards langd revenue (see

Tanle V.9). for the income classes ranging from ds. 2001 -
3000 eevsessssss O Rse 10N01-1500Nn, the oDurden of lond
ravenue is undformly progressive, But beoyond Az. 15,000
income scale, the burden is steeply regressive., Surprisingly,
the too most income class (i.e. Hs. 30,000/~ and above} pays
only N.10 per cent of thclr income towards land revemue, It
may =1lso be observed thnat there is no burden of land rsvenue
on the bottom two income clas:zes { i.e. Rs. 0-1000 and

dse 1002-2000). Obviously, thne hnouseholds belonging t%fﬂ@se
two income classes do not own lahd and %iey come under landless
people, The h-sviest burden 1s on tne housenolds ovelonging
to the income clasg of sdAs. 10,0M2-15,000. They pay 1.23

&

per cent of telr incomz %towards thls tax.
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The Land Revenue opurden in urbah area is
negligible, Just like the income tax burden in rural
area. The lowest three income classes (i.e 15.0.1000,
T34 10012000, T5.2001-3000% do not bear the burden of
land revenmie zs such, The housénolds falling into
these threr ipcome classes are the landless. The
average burden 1is 0,09 per cent of income of the
urpan households. The highest burden is on the house-
holds belonging to the income class of f. SNOJ-~20000.
(i.e. 0.85 per cent of their income is pald to land

revenue,y

The All-India(Rural znd Urbany Plcture of
distribution of the land revenue burden shows thatil
it 1s uniformly progressive for the income classes
upto .20000/-3 but beyond tals level of l1ncoume, 1t
is regressive. It would be better, if the distribu-
tion of Land revenue burden is confined to rual area
only, instead of looking the burden distripbution at

All-India Level (rural and urban).

Briefly, we now state a few points with regard
to the direct %taxation, On the whole, the burden of

direct taxes is more progressive for many upper income
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classes in urban area than for their counterparts in
rural area. At the top most income class (i.e.rs.30000/-
and above} the burden iec more regressive in miral aren

St in urban area., For the upper income classes(except
the top most income class) the burden of cdircet taxation
is grogressive, where as it 1s regressive in respect of

indirscet taxation.

ITI

TOT AL_BURDEN OF DIANCT AND INDIHBCT T AXES.

Havihg exclained the burden of indirect and
direct taxation by variouz income classss for rural,
urban and 4ll-India{rural and urban) levels in sectiony
I. and II respectively, an attempt is made here %to find
out the distribution of total burden (i.e.direct and
indirect taxes} by varlous income classes for rural,
urban and All-Indis (rural and urban) levels. Table
V.12 shows the total tax burden by various income

classes.

v

It may be secn from Table V.12 thet the total
tax-burden on avelage For zil income cinsses is 15.3R

per cent of their income (rural and urbany. The
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Iotal Tax Burden by Income Class {Direct and

pABLE V.12

Indirect Taxes)

(1976-76)

{In lakhs of Rupees}

Income class Rural Urban All-India

0 - 1000 901433 55924,96 6586.29
{(9.65) (17.32) (15.47Y

1N01 -~ 2000 23388, 59 5384.55 20774.14
(10.57} (21.34) (11.67)

2001 ~ 3000 82874.10 19837.74 102%711.84
(12.02) (12.05) {12.24)

3001 - 4000 116758.04 47509,02 164357,96

4001~ 5000 1175589, 64 63119.43 180679,07
(13.73% (20.44) (15.50%

- 5001 - 7000 115121.63 - 756359.03 120480.66
(15.47% (19.90) (16.96)

7001 - 10,000 18981.55 20780. 66 39762.21
(12.82) (22.79) (16.62)

10,001~-15,000 15877.32 12510439 283%8.,21

© (15.33) (26.70y - (18.87y

15001~ 20,000 4558, 52 6947.97 11506.49
(12.92) (32.10% (20,21

20001~ 30,000 3159.85 8782,56 11942, 41
(9.56 (45.33) (22,79}

ovel 30,000 A8860.76 83933007 38‘?931583
(2,30) (54.43) (14.20)

Total 504119, 60 209821.6 803941.2
t2:58) 535 | LR
sourcé: Calculated on the basls of table V.1l and V.8
See methodology explained in chapter IV and IV,
Note: The sub totals of income classes may not add up to totals

due to rounding ofr,
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averagge tax burden (l.e. totzl taxes paild dy all the
households is 22.77 per cent of income for the urban
houszholds and 12,90 per cent of income for the rural
nouseholds. In otherwords, the urban households are
bearing g greater burden of taxzs than tueir counter-

rarts in rural area.

Rural (1975-76):

In fural area, the total burden of taxes is
the heaviecst for income class with p.5001-7000 and
this class pays 15.47 ner cent of income towards taxes
(direct and indireety, The distribution of burden is
prozressive upto %the income class of w,86nN1-7000. The
burden is mildly recrescive Ior the housgeholds upto
the income clsss f5.15000/- and steeply regressive for

those with incomes above 15.15000/-.

If we look at the effective tax rates in urban
raral =and ALl Indln, 41 may Da Interesting to note tnast
tne lesst ourcen ds on the ral households, pelongzing
to the top most income class (i.e. 2bove 1;.30000/-%
and the highest burden is on the houceholds belonging

to the same income claoss in urban area. In other
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words, the households in raral arec belonging to the
uppermost income elngs bear the least taxy burden of

all the fouseholds in Indiae

Urban: -

Mow, let us turn our attention to the distri-
bution of total tax burden among the nrban hoiseholds.
The burden is progrecsive for income ciasses with in-
come above 75,10,000/- and roughly proportional for the
income classes below 75, 10,000/~ The burden is more
prozressive for the uppermost income classes., This
is in clear contrast to the burden in rural area., The
total tax burden is the heaviest for the househdlds
belenging to the income cless with income above
Fse 30,000/~ This uppermost income class pays 54.48
per cent of its income towards taxes{direct and indirect).
Incidentglly, 1t may be seen from table V.12 that the
urban households with more than ps.7,000/- income are
bearing more than the average bursden (i.e.all classes

in urban area taken together).

ALl India;

It

ie burden of rural and urben is comblned,

the distribution of total tax burden gives a different



picture, (see col 3 table V,12Y, The burden is prog-
ressive for incose classes P2e 2001-3000, B5+ 3001-40003

B3¢ 4001~50003 #5¢5001-7000. There is a slight fall in
the burden for income class ps.7001-10000. Later, the
barden, 1is, again, progrescive for income classes .
10,000-150003 P:s 15001-20,000 and s, 20,001-30,000. For
the uppermost income class{i.e.for the households with
income above £:.30,000/-} the burden is regressive, The
411 Indis heaviest burden is 22,79 per cent of the
income of the households belonging to income class

Ese 20,001"30 ? OQO.

The total burdeﬁ shown in Taole V,12 1is
depicted in Fig Vel. The curve showing the All India
distribution of total tax burden by veorious income
classes lies in betwecn the burden-distribution curves

of rural and urvan areas., It may be seen from #Fig

274

Vel thnat the All-India burden for various income classes

is mieh closer to the rural burden rather than to the
urban burden. It may be seen that the urban burden
is progressive while the rural burden is regressive

for man

v of the upper income classes. 2ul the gll-India
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burden i,e. rural and urban taken together, tends to be

regressive for upper most income class,

The tax burden of direct and indirect taxes in
rural and urban arzas shown in tables V.1 and V.8 is also
depicted in Fig. Ve2. IV may De seen (fig V.2) that the
distribution of indirect tax burden by various income
clgsses iIn rargl mreg 1s legsel thgn the Wurden borne
by the corresponding income classes in urban area. In
regspect of direct tax burden, it is seen that the burden
borne by income classes Hs. 4001-5000 and Rs. 5001-7000
in rmral arsa 1s marginally greater thah the burden
oorne by corresponding income classes 1n urpan area.

But for all othor remaining income classes, the curve
showing the distribution of direect tax burden in urban

area lics gbove the one corresponding to rmral alea.

Iy would pe interestiﬁg ir we compare our
results with some of the carlier works on tine incidence
of taxation in India. At the outsel, it may be stated
thiat there are g few studles on the incidence of Indirect
taxation with an all-Indis coverage such sz — The
taxation Bngouiry Commission (1963-54), The Incidence of
Indirect Tax tion conducted by the Kipistry of Flnance

for 18868-59 and 1963-64 ané the latest report of the
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2%

These studles megsured the burden of indirect
taxes with respect to expenditure classes, Strictly
speaking, the results of the Indirect Tax.tion Enguiry
Committee (1977}'are not comparable due tos

ay The distribution of tax burden in our study is
made wlth respect to certain income clasces whereas the

same has been made with respecet to expenditure clagses.,

by The burden in our cstudy relates to 19%75-76
{other years beling 1964-65 and 1968-6Y, the results of
whicn have bheen discussed in Chapter¥¥§ wnere zg8 the

burden in the Indirect Taxstion Enguiry Committee (1077)

relates to 1978-74 and

ey The assumptions vostulatd and the metihnd
adopted by us differ from that of tne study uniertaken oy

the Indirect Taxstion Bnquiry Committee (19773

Fal

38 far as direct taxes are cohcerned, there is no
ahy carlier work, that has studied the distribution of the
tax burden with an all-India coverage for all the direct
taxes. &0, the burden estimated by us with respect to
direct taxes seems to be non-comparable, However, from
the point view of broad genersllity, we would like to
compare our resuits with the vecent report of the Indirect

Taxation Enquiry Committee.
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According to the report of the Indirect Taxation
Enguiry Committee (1977} the oversll burden of Indirect
Taxation for pli-Indis {(rural and Urbany is 10.64 per
cent of the consumer expenditure for the year 1973-74,
sccording to our estimates, the over-ail burden of

rect taxes comes to 12.97 per cent of the income of

[N

ing
the houszeholds for the year 1975-76, The Indirect

Tax-tion Enquiry Committee comes to the conclusion that

the burden of Indirect taxes bhas been uniformly progress-
ive for all the expenditure classes and for all indirect
taxes. But when viewe with respect to income, the
distribktion of burden of indirect taxes according to

our estimates s regressive lor the upper income ciasses
(see Tubles V.ly, Ve2, Va3 and V.4 and Flg V.2). what is
tne reason for the tax burden being uniformly progressive
with respect consumer expenditure where as it is not so
with respect Lo income ? It seems that the regressivity
of t=x burden, we have obtained, with respect to incone,
is perhaps due Yo the reason that tre distribution of
income among various households 1is more uneqgusl than the

dictribution of consumer expenditure in Indi:s Z,

4/ Bardhan, Pranab K, 'Pattern of Income Distribution in
India' in Srinivasan, T.M., and Bardhan, P.¥.(eds)
Poverty and Income Distribution in Indis Statistical
Publishing Zocicty, Calcutta, 1974, pp 103-137.
3ee also Zhatty I.Z. 'Inequality and Poverty in Rural
India' in the same pook pp 291-331.
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Conclusion :

The foregoing analysis reveals that the burden of
taxation, on the whole, is greater on the househclds in
urban area taan on tnose in rural area for the year 1975-76.
In respect of indirsel taxation, 1t may be seen that she
average effective tax rate for mznal households is 11.385
per cent while it 1s 17.79 per cent for urban housenolds.
3imilarly, 1in resject of direct %taxation, it has been
observed itnat the average effective tax rate for rural

I

nousenolds 1s 1.35 per cent while it 1s 4,98 ner cent for

o]

uzban pouseholds,

It nas been further noticed that in rural as well

as urban areas, the neaviest burden of taxation falls on
tne uouseholds belonging to middle Inecome clzsses (L.e.
nonseholdy with incomes rougzhly Rs. 5000/- to Js. 15000/ =Y
Thne only exception seems to bDe tine direct %:x buzden in
urpan greg whsre there lis sicnificant prograesszivity in the

tax burden for nisner income classes with above Hs. 15000/~

{s2=2 table V.8)., However, if the indircect tax burden also

is combined, it could ve seen that even for these income
clzosses ip nrban area, the progressivity has been very

qich reduced. (See taole V.12).

On avurage, 1t may be stated that toe indirect tax
structure is regressive for the upgper income classes, 1n
rural as well as urban areaz. IR regard to direct tax

structure, it is very mildly progressive for the upper income
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classes in rural area while 1t is sgignificantly progressive
in urban area. If we look at the over-all (direct and
Indirect burden for zll-India (urban and raral)y it may be
sean (see Table V,18) that Tthe Tax burden is regressilve

for the uppermost income class with above Rs. 30,000/=-.



