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dear H. M,

The Union Budget that you
will introduce on 28th Febru-
ary will be an important one
as It will at last reveal to the
country whether the Janata
Government has a clear pers-
pective of what has been wroni
with our economy for the las
two and a half decades and
how matters can be put right.

In contrast to other coun-
tries in Asia, which have been
making rapid strides to pros-
perity and a higher standard
of living for their people, such
as Japan, South Korea, Malay-
sia, Singapore, Hong Kong and
Tafwan, our own country, des-

ite some gains, has by and
arge stagnated and the stan-
dard of living of the people has
not perceptively risen since
Independence. What Is worse,
during the past two years with
a population growth of two per
cent per annum, the per capita
income has recorded an ab-
solute fall,

Our friend Nani Palkhivala
had, In the speeches he made
commenting on the Budgets of
your varipus predecessors, re-
peatedly urged the need {for
undertaking a ‘U turn’ in our
budgeting policles., It 1s be-
cause I feel 1t is high time
that such a ‘U turn' s now
executed by you that I venture
in all friendship to make this
plea. ¥Your last Budget was by
way of being only an Interim
one and it was widely appre-
clated that you had come on
the scene much too late for it
to show the impress of your
own hand. At that time, high
hopes had been expressed that
your account budget would be
cut ouf of-very different cloth.

Let me now try to indicate
what in my view are the coun-
try’s crying needs in so far as
they relate to {financial or
taxation proposals,

The first and most desperate
need of the hour Is the lower-
Ing of the rates of taxation,
both direct and Indirect. The
rates of direct taxation are
exorbitant and they have long
since passed the point at which
the law of diminishing returns
operates. Not only are these
imposts oppressive, but they
are also counter-productive be-
cause they compel even nor-
mally honest citizens to avoid
and even evade taxation. Prof.
Parkinson has explained this
Process in his book ‘The Law
of the Profits’. Tax evasion has
unfortunately become a mas-
slve phenomenon, as was ap=-
preciated by the Wanchoo
Commlittee In their report in
1972, ile the tax evaders
have been escaping tax from
year to year owing to the fee-
ble and lax collection system,
the honest-to-God
classes with fixed incomes are
being cruelly. overtaxed. It has
been estimated by a dissenting
member of the Wanchoo Com-
mittee that Income on which
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tﬁ'& gna.xlmum rates of income-
tax and this, as was to be ex-
nected, was rewarded bv a
sharp rise in actual yield, Un-
fortunately, that halty trend
was reversed in your Budgeb
fast year. It needs to be revived
again, not only in order to give
instant relief and stimulate in-
vestment but also to give hope
to those who would like to save
and invest provided they are
no longer punished as they
have been for doing so. In this
connection the exemption from
capital gains tax to those who
invested from sales proceeds
which would normally have
borne tax was a step in the
right direction. The case for
such a measure Is strengthen-
ed by the effect of the ruinous
chemistry of inflation acting
on a “progressive” system of
income-tax — devaluing fixed
value deductions while the tax-
ayer floats into a higher tax

racket.

Counter-productive trends
have also Eeen at work in re-
gard to Indirect taxation.
There were only fiffeen items
which were subject to Central
exclse dutles In 1951. The num-
ber of those items have now
shot up to 133, accounting for
not less than 52 per cent of
the total tax revenue. Alongside
of this there has been a corres-

nding increase in other
evies such as the sales tax
levied by the States. These im=
posts on the needs and com-
forts of life fall particularly
heavily on those sections of
the people who can pear them
least, Here again, excesslve
exclse duties have become a
major source of corruption in
the corporate sector where

-“many firms find it necessary

to understate thelr
production.

The way to redress the bal-
ance belween direct and in-
direct taxation Is not to raise
the rate of direct taxes but to
lower the burden of indirect
taxation on industry, which
should lead immediately to a
much-needed rise in the gross
profits of the industry con-
cerned. Since a Reserve Bank
Study of company finance
shows that between 61 and 63
per cent of all additional pro-
fits come back to Government
by way of corporate taxation,
this would also mean a bon-
anza to the public exchequer.

The cumulative effect of ex-
cessive direct and indirect
taxation has been to bring
down to unacceptable levels the
margin of profit in Industr
thereby discouraging m
needed Investment and
slon. Professor P. R. B
handa recently drew at
to this in his inaugural ad
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none of which can 1 r
be called luxuries m‘nﬁw h
century, The L. K. Jha Com-
mittee has already pointed out
the urgent need to remove all
taxes on ports, whether
they are cement, steel or ferti-
lisers. That however would be
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only a small beginning.

‘lvye shall be told tﬁat such cribed

drastic reduction in taxes, licence mm o
vhether direct or indirect, M:mththat o
would involve a drop in re- ing those on
venue. This a henslon is should now be

somewhat questionable. Butb
has it not been demonstrated
by President Kennedy an
others that a cut in the rates
of taxation can result in an
increase in the actual reve-
nues or that, in other words, a
small slice of a large cake is
bigger than a large slice of a
small cake? Assuming how-
ever that you will have to bud-
get for lower reyenues, this
will have to be balanced by a
drastic cut in unproductive
civil expenditure. We now
have In Government offices a
bloated class of under-paid
and underemployed clerks and
functionaries. No country can
prosper if it has to carry the
burden of an army of unpro-
ductive parasites. Your pre-
decessors talked of the need
for such a drastie cut in civil
expenditure but a lack of
courage prevented them from
implementing  their Budget
speeches. A drastic cut in un-
productive expenditure will
not only facllitate tax reduc-
tion but also ensure an avol-
dance of deficit finance and
;cdhe resulting monetary infla-
on,

In case it Is polnted to you
that all this is “polltically in-
advisable,” surely the answer
to such a plea |s that it is cer-
tainly even more politically in-
advisable for your Government
to allow the present drift to
continue and to show that it i3
not prepared to grapple with
the country’s basic economic
problems.

It may mnot be altogether
irrelevant to point out that,
according to the London Times
business news of January 16,
1878, a meeting between senior
Bank of England officials and
a panel of top economists came
to the conclusion that, in
order to boost the British eco-
nomy tax cuts amounting to
pounds 2,000 million need to be
made In the budget that the
Chancellor of the Excheauer is
going to introduce within the
next few weeks,

It was good to read that, 'n
Your speech in Surat, where
You addressed the Southern

arat Chamber of Com-
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20, you auite rightly dep-
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and observed that “‘de-
ment behind a protective
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Indian people set free from
straitiacket of an over-con-

d trolled economy?

As you are aware, the “Ger-
man miracle” was brought
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%tilordungmd all controls over
o -
night in defiance of the Allied
commanders then in control of
West Germany.
and the the money loose
they will make the country
strong,” he urged, and the
whole world watched the result
with admiration.

Our polltical democracy,
whieh involves an election
every five years to Parliament
and State Assemblies, need to
be supplemented by economic
democracy which consists of
the ballot of the market place,
where people cast their votes
not once every five years but
every day as they go about
their daily business of saving
and Investing their money or
spending it. The restoration of
a free market needs to be
accompanied by the restora-
tion of free collective bargain-
ing in the sphere of our cur-
rently bedevilled industrial re-
lations.

All this can only be made
podsible by the Government’s
withdrawal from  territory
which should never have been
taken away from the citizens
of this country. That is what

decentralisation of power
means,

The vpeople of Indila have
tremendous intelligence and

vitallty, Omnece they are freed
from the trammels of red tape
and excessive controls, I for
one have no doubt that they
will go places and railse their
standard of life, The task be-
fore the Janata Government is
to set the people free in the
economic sphere as they have
already done at the politieal
level. Your Budget could be
the first step In that noble
pursuit,

I realise that. as a member
of a conglomerate Govern-
ment, you may not be entirely
the master of the nation’s
exchedquer, but vou can vet do
a great deal to give a lead to
%ourtcollt&amiis in the Govern-
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oping to be foreiven for
this public plea which T have
felt it necessary to make,

Yours Sincerely,
Minoo anl.ly




